GG.00
Injured Workers' Insurance Fund

Operating Budget Data

($in Thousands)

CY 2000 CY 2001 % Change

Actual Working Change Prior Year
Nonbudgeted Fund $30,330 $38,272 $7,942 26.2%
Total Funds $30,330 $38,272 $7,942 26.2%

o Capital and nonrecurring items included in the request account for $6,750,000 of the increase.

Personnel Data

CY 2000 CY 2001
Actual Working Change
Regular Positions 396 392 (3.70)
Contractual FTEs 0 0 0.00
Total Personnel 396 392 (4.20)
Vacancy Data: Regular
Budgeted Turnover: CY 2001 1.72 0.50%

Note: Numbers may not sum to total due to rounding.
For further information contact: James L. Stoops Phone: (410) 946-5530
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Analysisin Brief

| ssues

Corporate and Individual Employee Bonus: The Injured Workers Insurance Fund (IWIF) should
provide the budget committees with a written statement that details the achievement, objectives, and
performance criteria used to distribute the Corporate Achievement Sharing Plan and corporate officer
individual bonus payments in calendar 2001 for calendar 2000 performance and the objectives and
performance payout criteriafor calendar 2001 to be paid in calendar 2002.

Recommended Actions

1.  Nonbudgeted.

Updates

Compensation of Key Executives. The update reports the salaries and bonuses paid to corporate
executives of IWIF in calendar 2000.

Injured Workers Insurance Fund Regulation: IWIF is now subject to Maryland Insurance
Administration (MIA) risk based capital standards, statutes relating to assets and liabilities, reserves, and
reinsurance, and provisions relating to impaired entities. MIA will now be responsible for the financial
audits of the fund.
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Injured Workers' Insurance Fund

Operating Budget Analysis

Program Description

The Injured Workers Insurance Fund (IWIF) is a nonbudgeted, independent statutorily chartered
agency that insures employerswho are unable or choose not to obtain workers' compensation insurance
from private insurance companies. All expenses of the fund are paid out of income from premiums paid
and interest on fund investments. The fund also acts as a claims administrator for State employees
workers compensation coverage. The State, like most large corporations, self-insures workers
compensation coverage. |WIF reports that as of June 30, 2000, the State’s current actuaria liability is
$172 million. The State has worked diligently in funding this liability by remitting money to be held on
deposit at IWIF. Asof June 30, 2000, | WIF has on hand $80.8 million towardsthisliability. Thisleaves
the State with an unfunded liability of $91.2 million as of June 30, 2000.

Legidation enacted in 1994 changed the reporting period of the fund from afiscal to a calendar year
to be consistent with industry practices. In 1999 IWIF elected to internalize managed care services with
the acquisition of certain assetsof Statutory Benefits Management Corporation (SBMC), amanaged care
service provider to IWIF. The managed care service is now included under the claims processing
program. Legidlation enacted in 2000 (SB 881, Chapter 567, Acts of 2000) now makes MIA responsible
for financial reviews of IWIF.

IWIF Proposed Budget

IWIF's budget increases $7,941,907 or 26.2% as indicated in Exhibit 1. The operating budget
increases $ 1,991,907 or 6.8 % after deducting the capital items and nonrecurring expenses noted below
and $1.0 million spent on capital itemsin the calendar 2000 budget. Most of the operating increaseisin
the personnel ($1,912,767) portion of the budget.
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Exhibit 1

Governor's Proposed Budget
Injured Workers' Insurance Fund
($in Thousands)

Nonbudgeted
How Much It Grows: Fund Total
CY 2000 Estimated Expenditures $30,330 $30,330
CY 2001 Budget 38,272 38,272
Amount Change $7,942 $7,942
Percent Change 26.2% 26.2%

Wherelt Goes:

Per sonnel Expenses
New/Abolished positionSNet . . ... ... e
CY 2001 general salary INCrease .. ....ooviu i
Adjusted salary of sdlected positions to market; based pay on Hay consultant study . .
Corporate Achievement Sharing Plan -- $450,000 in 2000; $650,000in2001 . ... ...
Employee and retiree health insuranceratechange .............. ... ... .......
Retirement contributionratechange . .......... ... . i
TUrNOVEr adjUSIMENES . . . . ot e
Other fringebenefit adjustments . . . .. ... ..
Contractual payroall, training, and staff development ..........................
Subtotal

Nonper sonnel Expenses

Nonrecurring expense -- modular office furniture to reconfigure IWIF offices
$660,000 in CY 2000; $2,000,000iNnCY 2001 ..........oviriiinnnnnnnnnn.

Nonrecurring expense -- replace 10-year old optical imaging technology . .........
Nonrecurring expense -- buy duplicating equipment and terminate lease with Xerox . .

Nonrecurring capital improvements to remodd and reconfigure entire building at 8722
LochRavenBoulevard . ........... .. it it

ONEr BXPENSES . . . ottt
Total

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

$150
700
285
200

82

81

106
133
176
$1,913

1,340

1,750
500

2,500

(61)
$7,942
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Per sonnel Expenses

Theallowanceincludesapproximately $150,000 for new positions, $700,000 for the4% general salary
increase effective January 1, 2001, and $285,000 to adjust the salary of selected positionsto market based
on a personnel study provided by Hay Associates. IWIF indicates that it is realigning duties within the
company. Some positions will be eliminated, the duties of other positions will be expanded, and new
professional positionswill be created. The market adjustmentsaverage 10%, and primarily adjust salaries
for positions in the former managed care unit that IWIF acquired in calendar 1999. The Corporate
Achievement Sharing Plan (CASP) bonus is increased $200,000 to $650,000 in calendar 2001. IWIF
spent $1,294,757 for employee CASP bonuses in calendar 1999 and $450,000 in calendar 2000. The
CASP is distributed to al employees based on meeting corporate achievement goals. If the goals, as
established by IWIF's Board are not met, there is no payout of the CASP. Corporate officers received
$81,059 of the CASP distributed in calendar 2000 awarded on corporate performance for calendar 1999
and an additional $55,622 for meeting individual performance goals (see Updates. Compensation of Key
Executives).

Capital and Nonrecurring Expenses

There are two capita projectsin calendar 2001: improvements to the parking lot -- $200,000 and
$2,500,000 to renovate and reconfigure IWIF offices. There are three nonrecurring expense projects:
modular furniture -- $2,000,000, upgraded optica imaging equipment -- $1,750,000, and new
copier/printing equipment -- $500,000.

IWIF plans to relocate 80 employees in the managed care unit with the claims department. The
managed care employees currently occupy rental space across the street from the main building. These
employees were in the managed care unit of SBMC acquired by IWIF in calendar 1999. IWIF
management reportsthat the physical arrangement currently impedes communication between the claims
unit and the managed care unit. The renovations include up-grading the wiring and modifications to the
floor plan to configure employees in a team environment. The existing wiring configuration does not
support technology such as computers, printers, etc.

IWIF plans to remove the existing furniture in the claims department and replace it with modular
furniture more conducive to a computer oriented work environment. This will allow the 80 employees
in the managed care unit to be absorbed in the existing space of the claims department.

The existing optical imaging disk system isten yearsold, out of date, and has exceeded its expected
five-year life. All businessdocumentsare stored ontheoptical imaging system. The new improved optical
imaging system will decrease duplicating equipment requirements with more electronic documents
received by the agency going directly into theimaging system. The existing xerox copier lease expiresin
May 2001. IWIF plansto buy rather than lease equipment after that date.
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Financial Statements

Excerptsfrom calendar 1998 and 1999 audited balance sheets and income statements are provided in
Exhibit 2. Financia information presented for calendar 2000 is preliminary and has not been audited.
Thestatement indicatesasubstantial 23.6% increasein premiumincomeand areductionin claimexpenses.
Thisresulted inasubstantial increasein net incomefor 2000. However, asinvestment instrumentsmature,
recent trendstoward lower interest rateswill likely reduce investment income on new investmentsin 2001.

Exhibit 2

Injured Workers' Insurance Fund Status
Calendar Years

% Chg.

1998 1999 2000 99to 00
Balance Sheet Data
Assets:
Total investments (market value) $896,074  $875,158  $920,190 5.1%
Cash and equivalents 28,918 39,085 29,309 (25.00%
Subtotal cash & investments 924,992 914,243 949,499 3.9%
Other assets 30,848 32,434 32,410 (0.1)%
Total Assets $955,840 $946,677 $981,909 3.7%
Liabilities:
Accrual unpaid claims & related expenses 639,000 639,000 636,000 (0.5%
Dividends payable 7,161 1,755 629 (64.2)%
Other liabilities 102,832 127,740 151,994 19.0%
Total Liabilities $748,993 $768,495 788,623 2.6%
Total Fund Equity 206,847 178,182 193,286 8.5%
Total Liabilities and Fund Equity $955,840 $946,677 $981,909 3.7%
Income Statement Data
Income:
Net premiums earned $77,889 $77,209 $95,438 23.6%
Other income 105 0 256 na
Investment income and gains 63,668 68,452 67,907 (0.8)%
Total income $141,662 $145,661 $163,601 12.3%
Net claim expenses 108,747 105,225 103,613 (1.5%
Net operating expenses 27,250 30,118 34,067 13.1%
Total expenses $135997  $135,343  $137,680 1.7%
Net Income $5,665 $10,318 $25,921 151.2%

Source: IWIF balance sheet and income statements.
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Performance Analysis. Managing for Results

The mission of IWIF isto ensure that workers compensation insurance is available at a fair price for
all Maryland employers. Unlike the Maryland Automobile Insurance Fund, the State-owned automobile
insurance company, IWIF is a competitor in the market place, not just the underwriter in the residual
market. IWIF's specific goals and objectives are to:

® maintain net operating gain;
® create and respond to market opportunities;
® improve expenseratio; and
e cultivate a high-performance, customer-driven workplace culture.

Exhibit 3 indicatesthat IWIF had anet operating gain of $2.2 million in calendar 2000 and projects
anet operating gain of $200,000 in calendar 2001. IWIF reportsdeteriorating financial resultsby private
carriersinthe Maryland market and states*“ any projected net operating gainfor 2001 issignificant.” 1WIF

has an agent program to attract new business, aretention program whereby all customers are contracted
prior to renewal, and a Comprehensive Care program to reduce |0ss costs.

Exhibit 3

Program M easurement Data
Injured Workers' Insurance Fund
Fiscal 1998 through 2001

Ann. Ann.
Actual Actual Actual Edt. Chg. Chg.
1998 1999 Est. 2000 2000 2001 98-00 00-01
Net Operating Gain/(L0ss)
in Millions $-14.2 $-15.0 $-2.2 $2.2 $0.2 n/a -69.8%
Net Premium to Surplus 0.5:1 0.5:1 0.5:1 0.6:1 0.6:1 9.5% 0.0%
Accident Year Loss Ratio 129.7% 126.9% 118.0% 118.0% 117.0% -4.6% -0.4%
Tota Investment Return 12.7% 3.7% 7.0% 7.0% 7.0% -25.8 0.0%
Active Palicies 24,323 22,214 21,000 21,000 23,000 -7.1% 4.7%
Accidents Reported 19,843 19,291 19,400 19,400 22,000 -1.1% 6.5%
ClaimsFiled 13,270 12,900 12,800 12,800 14,000 -1.8% 4.6%
Benefit Checks
(% in thousands) $143505 $134,932 $134,500 $137,000 $138,000 -2.3% 0.4%

Source: IWIE MER submission.
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The net premium to surplus ratios measures the potential impact that underwriting results can have
on surplus. IWIF reports that anything less than a 3:1 ratio falls within the acceptable range according
to the National Association of Insurance Commissioners (NAIC) guidelines. IWIF sratios (0.6: to 1in
2000) continue to reflect a strong balance sheet.

Theaccident year lossratio comparesthetotal value of all losses occurring during adefined 12-month
time period to earned income during the same exposure period. Theratio measurestheimpact that current
underwriting practices are having on company financial results. The IWIF accident year lossratio trend
has been decreasing over the last four years and showed a significant decline in calendar 2000. As noted
in the previous Exhibit 2, premium income increased significantly from $77.2 million in 1999 to $95.4
million which impacts the accident year lossratiosin Exhibit 3. Thereisarelationship between expenses
and premiums. However, thisimprovement is driven by improved underwriting and better handling of
claims. Not simply increased premiums.

Investment income is what keeps insurance affordable because total expenses, consisting of claim
expenses and operating expenses, usually exceeds net premiumincomein agivenyear. Incalendar 2000
Exhibit 2 indicates total expenses were $137.7 million compared to net premium of 95.4 million. The
investment gain of $67.9 million in 2000 makes up the difference. IWIF is projecting a 7% investment
return in 2001 in Exhibit 3.

ThelWIF CASPbonusisapart of the IWIF business plan. The CASP bonusis approved by the | WIF
board of directors to provide incentives for specific performance and outcomes for the organization. |f
performance objectives are not met, no payout takes place. The payout generally takes placein the first
guarter, after the close of the previous calendar year and after results are audited by an independent
auditing firm.
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| ssues

1. Corporate and Individual Employee Bonus

As indicated in the performance measures, the IWIF CASP that all employees share is based on
specific corporateachievements. Asoutlined ontheattached schedulecorporateofficersreceived $81,059
of CASP payments in 2000 for IWIF's 1999 plan. In addition to the CASP bonus, individual corporate
officers can receive an individual bonus for meeting individual performance objectives.

In 1999 the CASP bonus paid out $1,294,757, and the projected payment for 2000 is $450,000. The
CASP pool inthe 2001 budget is $650,000. In addition to the CASP bonus, corporate officersreceived
$55,622 in individua performance bonuses in 2000 for 1999 performance.

It isrecommended that IWIF provide the budget committees with a written statement that
detailsthe achievement obj ectivesand performance payout criteriathat will be used to distribute
the CASP and individual bonus paymentsfor calendar 2000 to be paid in calendar 2001 and the
IWIF Board of Directorsapproved objectives and performance payout criteria for calendar 2001
bonuses.
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Recommended Actions

1.  Nonbudgeted.

10
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Updates

1. Compensation of Key Executives

The current and proposed salaries of key executive officers of IWIF are noted in Exhibit 4. In
addition to salaries, key executives the CASP and lump sum payments in calendar 2000 based on 1999
performance. The bonus is in two parts. the CASP that all employees received based on corporate
achievement and the lump sum individual bonus. The lump sum payments were made in lieu of salary
increases for the executive officers in calendar 1999. IWIF indicates that corporate officers, except for
the vice-president of finance, did not receive a pay increase in calendar 2000. The vice-president of
finance and thevice-president of investmentswere bothindividually awarded $15,000 lump sum payments
by IWIF's Board for 1999 based on significant contributions to the organization.

Exhibit 4

Salaries of Corporate Officers
Injured Workers' Insurance Fund

Lump CY 2000
Position Sum CASP* Bonus

President and Chief Exec. Officer $0 $0 $0
Exec. VP Chief Operations Officer 0 0 0
VP Corp. Communications 5,000 12,027 17,027
VP Info. Serv. 3,600 10,819 14,419
VP Claims 1,772 10,660 12,432
VP Corporate Services (vacant) 0 0 0
VP Investments 21,250 15,064 36,314
VP Finance 15,000 10,851 25,851
Policy Services Officer 4,500 10,521 15,021
VP Marketing Business 4,500 11,117 15,617
Total Compensation $55,622 $81,059 $136,681

CY 2000 Current

Budget Salary
$147,000 $147,000
120,000 125,000
103,000 100,000
92,700 90,000
91,251 88,593
n/a n/a
128,750 125,000
92,700 105,000
92,025 90,000
92,700 90,000
$960,126 $960,593

CY 2001
Budget

150,000
129,290
103,989
93,590
92,127

95,000
129,986
109,189

93,590

93,590

$1,090,351

* CASP:. Corporate Achievement Sharing Plan bonus received by all employees based on performance of company

11
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2. Injured Workers' Insurance Fund Regulation

IWIF isnow subject to limited regulation audits by the Maryland Insurance Administration. IWIFis
no longer subject to Legislative Auditor financial audit, compliance audit, and market examination.

Legidation adopted in the 2000 legidlative sesson (SB 881, Chapter 567, Acts of 2000) effective
October 2000 now requires | WIF to become amember of the Property and Casualty | nsurance Guarantee
Corporation. The legidation repeals provisions of the law making the State Treasurer the custodian of
the fund. The legidation also repeals the requirement that the Legidative Auditor perform a financial
audit, compliance audit, and market conduct examination of thefund. Under thelegidation, IWIFisnow
subject to limited regulation and auditing by MIA.

IWIF is now subject to MIA, risk-based capital standards, statutes relating to assets and liabilities,
reserves and reinsurance, and provisions relating to impaired entities. MIA will now be responsible for
the financial audits of the fund. The Insurance Commissioner may not order IWIF to increase premium
ratesand may not take any action to enforce any provision of the I nsurance Article except to enforcerisk-
based capital standards and provisions relating to impaired entities.

The Insurance Commissioner may examine the fund for compliance with the subtitles of the Insurance
Articlerelating to formfilingsand to worker's compensation insurance and thetitlerelating to unfair trade
practices. The Insurance Commissioner is required to submit all financial audit and market conduct
examinations to the IWIF Board.

The IWIF Board is expanded from seven to nine members appointed by the Governor, subject to
Senate confirmation. A member may not serve morethantwo terms. The Board continuesto appoint the
President of the fund but the legislation repealed the provision that the Board shall appoint the executive
vice-president. The executive vice-president and other corporate officers are appointed by the president
of the fund with the consent of the Board.

12
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Object/Fund
Positions
01 Regular

Total Positions

Objects

01 Salariesand Wages
02 Technical & Spec Fees
03 Communication

04 Trave

06 Fud & Utilities

07 Motor Vehicles

08 Contractual Services
09 Supplies& Materias
10 Equip - Replacement
11 Equip - Additiona
13 Fixed Charges

14 Land & Structures

Total Objects

Funds

07 Nonbudgeted Fund

Total Funds

Object/Fund Difference Report
Injured Workers Insurance Fund

CY 99
Actual

310.00

310.00

19,447,358
366,927
886,451
124,035
155,340
121,806

4,229,743
865,151

0
1,787,037
158,676

0

$28,142,524

$28,142,524

$28,142,524

CY 00
Estimated

395.70

395.70

$ 21,555,176
372,884
782,496
189,022
228,500
304,650

4,352,664
479,462
1,251,500
213,541
260,137
340,000

$30,330,032

$ 30,330,032

$30,330,032

CY 01 FY 01-FY 02 Per cent

Budgeted Amount Change Change
391.50 (4.20) (100.0%)
391.50 (4.20) (100.0%)
$ 23,291,807 1,736,631 8.1%
549,020 176,136 47.2%
861,855 79,359 10.1%
247,504 58,482 30.9%
239,000 10,500 4.6%
158,380 (146,270) -48.0%
4,597,152 244,488 5.6%
365,945 (113,517) -23.7%
3,978,000 2,726,500 217.9%
962,847 749,306 350.9%
320,429 60,292 23.2%
2,700,000 2,360,000 694.1%
7
$38,271,939 $7,941,907 26.2%
$ 38,271,939 $7,941,907 26.2%
$38,271,939 $7,941,907 26.2%

Note: Full-time and contractual positions and salaries are reflected for operating budget programs only.

T Xipueddy
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Unit/Program

01 General Administration

02 Policyholder Services
03 Claims Processing

Total Expenditures

Non-budgeted Fund

Total Appropriations

Fiscal Summary

CY 99
Actual

$10,857,863

5,427,968
11,856,693

$28,142,524

$28,142,524

$28,142,524

Injured Workers Insurance Fund

CY 00
Budget

$10,788,351

6,377,499
13,164,182

$30,330,032

$30,330,032

$30,330,032

CY 01
Budget

$19,736,346
5,386,237
13,149,356

$38,271,939

$38,271,939

$38,271,939

CY 00-01 FY 01-02
Change % Change
$8,947,995 82.9%

(991,262) -15.5%
(14,826) -0.1%
$7,941,907 26.2%
$7,941,907 26.2%
$7,941,907 26.2%
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