C94100
Subsequent Injury Fund

Operating Budget Data

($in Thousands)

FY 02 FY 03 FY 04 FY 03-04 FY 03-04
Actual Approp. Allowance Change % Change

Special Funds $1,698  $1,732 $1,779 $48 2.7%
Contingent & Back of Bill Reductions 0 -1 -7 -5

Adjusted Special Funds $1,698  $1,730 $1,773 $42 2.4%
Reimbursable Funds 0 8 16 8 100%
Adjusted Grand Total $1,698  $1,738 $1,789 $50 2.9%

® The comparison between the fiscal 2003 working appropriation and fiscal 2004 alowance accountsfor
fiscal 2003 and 2004 contingent and back of bill reductions.

® Tota funds increase by $50,251 (2.9%) from the fiscal 2003 working appropriation. The $50,251
total changeincludes a$42,251 increase in special funds and an $8,000 increase in reimbursable funds.

® The$42,251 increasein specia fundsincludes a$41,000 increase for contractual servicesincluding the

conversion and transfer of software from the Workers Compensation Commission (WCC) to the
Subsequent Injury Fund (SIF) and a $39,500 decrease for legal and medical service support.

Personnel Data

FY 02 FY 03 FY 04

Actual Working Allowance Change
Regular Positions 18.60 17.60 17.60 0.00
Contractual FTEs 0.00 0.00 0.00 0.00
Total Personnel 18.60 17.60 17.60 0.00
Vacancy Data: Regular Positions
Budgeted Turnover: FY 04 0.35 2.00%
Positions Vacant as of 12/31/02 1.00 5.68%

Note: Numbers may not sum to total due to rounding.
For further information contact: Gregory W. Potts Phone: (410) 946-5530
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® Total personnel costs increase by $57,168 from the fiscal 2003 working appropriation to the fiscal
2004 dlowance. The personnel change occurs with increases for turnover expectancy, heath
insurance, and retirement. The change also includes decreases for aposition abolished in aprior year
and other adjustments.

® As of December 31, 2002, the vacancy rate at SIF was 5.68%, or one position. The budgeted
turnover rate for fiscal 2004 is 2.00%, or .35 position.

® The fiscal 2004 allowance does not include any regular or contractual position changes.
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Analysisin Brief

Recommended Actions

1. Concur with Governor’s allowance.

Updates

Fund Balance Continuesto Grow: The Subsequent Injury Fund’'s (SIF) fund balance has continued to
grow over the years. The fund has achieved a 14.8% average annua growth rate from June 30, 1997,
through June 30, 2002. As of December 31, 2002, the fund balance was $40,101,747.

SB 106 Introduced in Senate: SB 106, a bill that would extend the period of an assessment payable to
the SIF until June 30, 2007, was introduced by the Senate Finance Committee Chairman on January 23,
2003. Thereisan error inthe bill. The assessment rate should read 6.5% rather than the stated 5%.
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C94100
Subsequent Injury Fund

Operating Budget Analysis

Program Description

The Subsequent Injury Fund (SIF) compensatesinjured workerswhose pre-existing injuries, diseases,
or congenital conditions are substantially worsened by their current injuries. SIF receives special funds
from alegidatively mandated 6.5% assessment on (1) awards against employersor insurersfor permanent
disability or death and (2) amounts payable by employers or insurers under settlement agreements,
including those agreements approved by the Workers' Compensation Commission (WCC). The purpose
of SIF isto encourage the employment of disabled individuals by limiting an employer’ s liability should a
subsequent occupational injury render anindividual permanently disabled or result in death. Employersor
their insurersare only liable for damage caused by current injuries. SIF isthen liable for damage fromthe
combined effects of any injuries and conditions. The SIF mission addresses the need for:

o efficiently defending SIF s resources against inappropriate use;

e providing monetary benefitsto qualified disabled workersinjured on thejob in accordance with awards
passed by WCC; and

e maintaining the adequacy and integrity of the SIF fund balance.

Performance Analysis. Managing for Results

A review of SIF' s Managing for Results (MFR) performance measures shows that SIF is seeing a
gradual rise in the number of cases set for administrative hearing and isincreasing the number of benefit
payments made. Total expenditures have risen, whiletotal collections have declined. However, theratio
of total fund expendituresto total collections consistently remains less than 1:1 to ensure that adequate
funds are available from which to pay claims.

Although the performance measures provided by SIF are helpful when reviewing MFR data, they do
not always link back to specific SIF goals. Objective 1.1 statesthat SIF will have al new cases promptly
reviewed and prepared for legal defense. There is no specific performance measure that relates to this
goal. Itisunclear fromthe objective and performance measurewhat SIF defines as“promptly.” Objective
1.2 states that al ordered claimant payments will begin on time, and periodic payments will follow a
standard bi-weekly schedule. Thereisno performance measuresthat discusses whether SIF has begun all
ordered claimant paymentsontime. Finally, Objective 1.3 saysthat the operating budget cost per resolved
claim will increase by no higher percentage than the increase in the budget due to the cost of living
increases in salaries. The performance measures provide statistics on the operating budget cost per
resolved claim, but these numbers do not help determine whether the operating budget cost per resolved
claim will increase by a lower percentage rate than the increase in the budget due to the cost-of-living
increases in salaries.
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SIF should consider combining the total benefits paid and operating expenditures performance
measures to create atotal fund expenditures measure. Similarly, it should consider combining the dollar
amount of assessments collected and interest on fund balance performance measures to create a total
collections measure. Thetwo totalswould help better explain theratio of total fund expendituresto total
collections. Additionally, SIF should consider including percentages in their performance measuresto help
the reader more easily identify important data trends.

SIF should comment on the development of performance measuresand consider expandingthe
estimates to more specifically link back to stated goals. SIF should consider combining the total
benefitspaid and operating expenditures performance measuresto createatotal fund expenditures
performance measure. Similarly, it should consider combining the dollar amount of assessments
collected and interest on fund balance performance measures to create a total collections
performance measure. Finally, SIF should consider including percentagesin their performance
measuresto help thereader more easily identify important data trends.

Exhibit 1 provides a sampling of MFR measures and selected MFR objectives.
Exhibit 1

Program M easurement Data

Subsequent I njury Fund
Fiscal 2001 through 2004

FY 2001 FY 2002 FY 2003 FY 2004 01-02 01-04

Actual Actual Est. Est. Ann.Chg. Ann. Chg.
Cases set for administrative hearing 1,852 1,836 1,900 1,925 -0.9% 1.3%
Benefit payments 21,601 22,067 22,100 22,150 2.2% 0.8%
Total fund expenditures'

(% in Thousands) $14,915 $15,079 $15,140 $15,240 1.1% 0.7%
Total collections? ($ in Thousands) $19,336 $18,377 $18,600 $18,850 -5.0% -0.8%
Ratio of total fund expenditures to total

collections 0.771:1 0.820:1 0.814:1 0.808:1 n‘a n‘a
Operating budget cost per resolved claim $1,423 $1,400 $1,740 $1,628 -1.6% 4.6%

Objective1.1  Although the agency has no control over the number of new cases, all new cases will be promptly
reviewed and prepared for legal defense.

Objective 1.2  All ordered claimant paymentswill begin on time, and periodic payments will follow astandard bi-weekly
schedule.

Objective 1.3 By maintaining work efficiency and effectiveness, the operating budget cost per resolved claim will
increase by no higher percentage than the increase in the budget due to the cost of living increase in
sdaries.

The total fund expenditures performance measure was created by summing the total benefits paid and operating expenditures
performance measures.

*Thetotal fund collections performance measure was created by summing the dollar amount of assessments collected and interest
on fund balance performance measures.

Source: Subsequent Injury Fund
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Impact of Cost Containment Fiscal 2003

Fiscal 2003 cost containment reflects the reversion of $1,430 in appropriationsto support free transit
ridership for State employees, contingent upon enactment of aprovision in the Budget Reconciliation and
Financing Act (BRFA) of 2003.

Governor’s Proposed Budget

The comparison between the fiscal 2003 working appropriation and thefisca 2004 allowance accounts
for contingent and back of bill reductionsinthe specia fund. Thefiscal 2004 adjusted alowancefor SIFis
$1,788,604. The fiscal 2004 allowance represents an increase of $50,251 (2.9%) over the fiscal 2003
working appropriation. The special fund increases by $42,251 and the reimbursable fund increases by
$8,000.

Total personnel expenses account for a $57,168 increase in the specia fund. The personnel cost
increase occurs with increases of $86,331 for turnover expectancy, $35,779 for health insurance, and $456
for retirement. The change also includes a $65,398 decrease for a position abolished in aprior year, socia
security, and other adjustments. Nonpersonnel changesin the special fund include a$41,000 increase for
contractual data entry services including the conversion and transfer of software from WCC to SIF, a
$22,000 reduction for paymentsto WCC for use of computer facilities, and a $39,500 reduction for legal
and medical service support.

Exhibit 2 shows the distribution of funds. The fiscal 2003 working appropriation and fiscal 2004
allowance are adjusted to include contingent and back of bill reductions.

Impact of Cost Containment Fiscal 2004

Thefiscal 2004 alowance reflectsthe elimination of the $6,694 appropriation for matching employee
deferred compensation contributions up to $600, contingent upon enactment of aprovision in the BRFA
of 2003.

Per sonnel

Total personnel expenses account for a $57,168 increase in the special fund. This change includes
increases of $86,331 for turnover expectancy, $35,779 for health insurance, and $456 for retirement. The
total change also includes a $65,398 reduction for aposition abolished inaprior year, social security, and
other adjustments.



C94100 - Subsequent I njury Fund

Exhibit 2

Governor’s Proposed Budget

Subsequent I njury Fund
($in Thousands)

FY 02 FY 03 FY 04 FY 03-04 FY 03-04
Actual Approp  Allowance Change % Change
Special Funds $1,698 $1,732 $1,779 $48 2.7%
Contingent & Back of Bill Reductions 0 -1 -7 -5
Adjusted Special Funds $1,698 $1,730 $1,773 $42 2.4%
Reimbursable Funds 0 8 16 8 100%
Adjusted Grand Total $1,698 $1,738 $1,789 $50 2.9%
Wherelt Goes:
Per sonnel Expenses
I 14070 V= T $86
HEAITN INSUFBNCE.... ..ottt 36
Position abolished in a prior year, socia security, and other adjustments .............cccoeeueee. -65
Other Changes
Reduction for legal and medical SErvice SUPPOIT .......coovvveirieirenenireesee e -40
Increase for conversion and transfer of software fromWCCto SIF..........coceoevvvinricnne. 41
Reduction in payments to WCC for use of computer faCilitieS........cccoovvverinncnininenn. -22
Increase for replacement Of LAN SEIVEN ..ot 6
Increase for computer MaiNtENaNCE PrOJECES........coiveirieiriree et 5
MiSCElaNEOUS BOJUSEMENLS.........coviveirieiirietere ettt 3
Total $50

Note: Numbers may not sum to total due to rounding.

There was no change in regular or contractual positions at SIF from the fiscal 2003 working
appropriation to thefiscal 2004 alowance. Asof December 31, 2002, the vacancy rate a SIF was5.68%,
or oneposition. The one position remains vacant dueto the hiring freeze. The budgeted turnover ratefor
fiscal 2004 is 2.00%, or .35 position.
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Recommended Actions

1. Concur with Governor’s allowance.
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Updates

1. Fund Balance Continuesto Grow
The SIF fund balance has continued to grow over the past five years. Thefund hasachieved a14.8%

average annual growth rate from June 30, 1997 through June 30, 2002. SIF isableto achievefund growth
mainly through its 6.5% assessment on awards against employers and interest on the fund balance.

Exhibit 3

Subsequent Injury Fund History
Fiscal 1997 through 2002

Date Balance Percent Change
June 30, 1997 $19,032,624 na
June 30, 1998 $21,938,427 15.3%
June 30, 1999 $24,905,192 13.5%
June 30, 2000 $30,233,978 21.4%
June 30, 2001 $34,654,428 14.6%
June 30, 2002 $37,967,827 9.6%
December 31, 2002 $40,101,747 5.6%

Source: Subsequent Injury Fund

2. SB 106 Introduced in Senate

On January 23, 2002, SB 106 wasintroduced by the Chairman of the Senate Finance Committee. The
bill extendsthe termination date of an assessment payable to SIF to June 30, 2007. If the bill isnot passed,
SIF will be unable to continue their assessment on awards against employers past June 2003. Thereisan
error on SB 106. The percentage rate on the assessment should read 6.5% rather than the stated 5%. The
assessment was raised from 5% to 6.5% in 1987.

10
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Appendix 1
Current and Prior Year Budgets
Current and Prior Year Budgets
Subsequent Injury Fund
($in Thousands)
General Special Federal Reimb.
Fund Fund Fund Fund Total
Fiscal 2002
Legislative
Appropriation $0 $1,715 $0 $8 $1,723
Deficiency
Appropriation 0 0 0 0 0
Budget
Amendments 0 0 0 0 0
Reversions and
Cancedllations 0 -16 0 -8 -24
Actual
Expenditures $0 $1,699 $0 $0 $1,698
Fiscal 2003
Legislative
Appropriation $0 $1,732 $0 $8 $1,740
Budget
Amendments 0 -1 0 0 -1
Working
Appropriation $0 $1,730 $0 $8 $1,738

Note: Numbers may not sum to total due to rounding.

Fiscal 2002

Fiscal 2002 expenditures at SIF totaled $1.7 million, which is approximately $24,000 less than the
legidative appropriation. The $24,000 was reduced under cancellations with a $16,000 reduction inthe
specia fund and an $8,000 reduction in the reimbursable fund.

Fiscal 2003

In fiscal 2003 the legidative appropriation was $1,739,783. A planned reversion of $1,430 of transit

subsidy funds is assumed.
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Appendix 2
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