C98F00
Workers Compensation Commission

Operating Budget Data

($in Thousands)

FY 02 FY 03 FY 04 FY 03-04 FYO03-04

Actual Approp. Allowance Change % Change
General Funds $10,482 $0 $0 $0 0.0%
Adjusted General Funds $10,482 $0 $0 $0 0.0%
Special Funds 165 12,527 12,822 296 2.3%
Contingent & Back of Bill Reductions 0 -9 -40 -31
Adjusted Special Funds $165 $12,517 $12,783 $265 2.1%
Reimbursable Funds 61 60 29 -32 -53.4%
Adjusted Reimbursable Funds $61 $60 $29 -$32 -53.4%
Adjusted Grand Total $10,708 $12,578 $12,811 $234 1.9%

® The comparison between the fiscal 2003 working appropriation and thefiscal 2004 allowance accounts
for contingent and back of bill reductions within the specia fund.

® Tota fundsincrease by $233,598 (1.9%) from the fiscal 2003 working appropriation. Theincrease
includes a $265,203 increase in special funds and a $31,605 decrease in reimbursable funds.

® The specia fund includes $331,000 in rent for the new permanent regional hearing sites.

Personnel Data

FY 02 FY 03 FY 04

Actual Working Allowance Change
Regular Positions 132.50 132.50 131.50 -1.00
Contractual FTEs 8.07 12.75 13.75 1.00
Total Personnel 140.57 145.25 145.25 0.00
Vacancy Data: Regular Positions
Budgeted Turnover: FY 04 0.25 0.19%
Positions Vacant as of 12/31/02 11.00 8.30%

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 $194,639 from the fiscal 2003 working appropriation to the fiscal
2004 dlowance. The personnel cost increase occurs with increases for six new positions, cost
containment and turnover, and health insurance. The changein personnel costsis offset by reductions
for seven abolished positions, retirement, and decreases in salary funding and other adjustments.

® Asof December 31, 2002, the vacancy rate at the Workers' Compensation Commission (WCC) was
8.30%, or 11 positions. The budgeted turnover rate is 0.19%, or .25 position.
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Analysisin Brief

| ssues

Web Enabled Electronic File Management System: WCC is in the middle of a major information
technology project, spanning over four fiscal years, to create a web enabled electronic file management
system. Thefiscal 2004 Magjor Information Technology Development Projects section of the budget (Vol.
5) notes that $600,000 is required for WCC's Web Enabled Electronic File Management Systemin fiscal
2004. However, the Governor’ s proposed fiscal 2004 allowance provides WCC with $870,405 in specia
fundsfor the project. The Department of L egislative Servicesrecommendsreducing funding for the
Web Enabled File M anagement System project by $270,405 to the intended level of $600,000.

Recommended Actions

Funds
1. Reduce funds for the Web Enabled Electronic File Management $ 270,405
System
2. Deéetefunding for contractual position added for fiscal 2004 65,897
Total Reductions $ 336,302
Updates

New Regional Hearing SitesPlanned to Open: WCC plansto open five new permanent regiond hearing
sites. WCC hopes to have severa of the permanent regional hearing sites operational by spring 2003.

Legal Responsibility for Verifying Workers Compensation Insurance Unclear: A September 2002
WCC audit report by the Office of Legidative Auditsreported that the commission’slega responsibility to
identify employers who have not obtained workers' compensation insurance was unclear.
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Operating Budget Analysis

Program Description

TheWorkers Compensation Commission (WCC) administersthe Workers CompensationLaw. This
law requires most Maryland employersto obtain and maintain insurance to provide benefitsfor employees
who sustain an accidental persona injury, occupationa disease, or death in the course of their
employment. WCC receives, processes, and adjudicates al workers compensation claims and refers
appropriate claimants to the Divison of Vocational Rehabilitation. WCC also provides information
technology support services to the Subsequent Injury Fund (SIF) and the Uninsured Employers' Fund
(UEF) under an interagency support services agreement. WCC isa specially funded agency that recovers
expenditures with an annual maintenance assessment imposed on insurance carriers, the Injured Workers
Insurance Fund (IWIF), and self-insured employers. The WCC mission addresses the need for:

o the effective and timely delivery of services provided to its customers;
e asystemfor electronic exchange of all claims information documents; and

e the establishment of an effective system for collection and analysis of all costs associated with the
delivery of workers compensation benefits.

Performance Analysis. Managing for Results

A review of the submitted WCC Managing for Results (MFR) performance measures generally shows
that performanceismoving (or isestimated to move) in apositive direction. WCC witnessesleve ratesor
gradual increases in the number of employee claims filed, issues filed, and hearings set. The number of
stipulated awards decreases from fiscal 2001 to 2004. Perhaps the most valuable indicator measuring
performance shows that the yearly amount of injured workers returning to employment following
rehabilitation and/or case management is increasing.

Although the performance measures provided by WCC are helpful when reviewing MFR data, they do
not always link back to specific WCC goals. Objective 1.1 isto set 90% or more of all honpermanency
hearingsin fiscal 2003 within 60 days of the date when issuesarefiled. The performance measuresdo not
provide data showing that this goal has been achieved. Similarly, Objective 1.2 isto ensure that, in fiscal
2003, 85% or more of all callersto the Automated Call Directory systemswill not haveto wait longer than
90 seconds before being connected to their party or speaking to an attendant. Again, the performance
measures do not provide data showing that this goal has been achieved. Objective 3.2 isto enable the
electronic exchange of 65% or more of the processes that can be electronically exchanged by fiscal 2003.
The current performance measures do not convey whether WCC is meeting thisgoal. WCC’ssuccessin
the information technology area is particularly important given its $3 million web enabled electronic file
management project underway.
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Listing performance measures after each MFR goal would help link goals and objectives back to the
measures. Additionally, given that many of WCC’ sgoals and objectivesinclude percentages, it would be
appropriate to include percentages in the performance measures.

WCC should comment on the development of performance measuresand consider expanding
the measures to specifically link back to commission goals. WCC should consider listing
performance measuresafter each MFR goal to help link goalsand obj ectivesback to the measures.
Finally, WCC should consider including percentagesin its performance measuresto help thereader
more easily identify important data trends.

Exhibit 1 provides a sampling of MFR reported measures including three objectives.

Exhibit 1

Program M easurement Data
Workers’ Compensation Commission
Fiscal 2001 through 2004

Annual Annual
FY 01 FY 02 FY 03 FY 04 Change  Change FY
Actual Actual Est. Est. FY 01 -02 01-04
Employee claims filed 28,421 27,407 28,000 28,000 -3.6% -0.5%
Issues filed 36,620 38,215 39,800 41,350 4.4% 4.1%
Hearings set during period 41,145 41,435 42,000 43,000 0.7% 1.5%
Stipulated awards 2,690 2,326 2,100 2,100 -13.5% -7.9%
Number of injured workers
returning to employment
following rehabilitation and/or
case management 1,633 1,976 2,200 2,200 21.0% 10.4%

Objective1l.1 Infiscal 2003 to set 90% or more of al nonpermanency hearingswithin 60 days of the datewhenissuesarefiled.

Objective1.2 Infiscal 2003 to ensure that 85% or more of all callersto the Automated Call Directory system will not have a
wait longer than 90 seconds before being connected to their party or speaking with an attendant.

Objective3.2 In fiscal 2003 to enable the electronic exchange of 65% or more of the processes of the WCC that can be
electronically exchanged.

* Employee claims may include multiple issues with different priorities.

Source: Workers' Compensation Commission
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Impact of Cost Containment Fiscal 2003

Fiscal 2003 cost containment reflects the reversion of $9,240 in appropriationsto support freetransit
ridership for State employees, contingent upon enactment of aprovisioninthe Budget Reconciliation and
Financing Act (BRFA) of 2003.

Governor’s Proposed Budget

The comparison between the fiscal 2003 working appropriation and thefiscal 2004 allowance accounts
for contingent and back of bill reductions within the special fund. The fiscal 2004 allowance for WCCis
$12,811,123. Thisrepresentsan increase of $233,598 (1.9%) over thefiscal 2003 working appropriation.

The special fund increases by $265,203, and the reimbursable fund decreases by $31,605.

Total personnel expenses account for a $194,639 increase in the special fund. The personnel cost
increase occurswith increasesfor six new positions, cost containment and turnover, and health insurance.
The personnel change also includes reductions for seven abolished positions, retirement, and workers’
compensation and other adjustments. Nonpersonnel changes in the special fund include the addition of
$331,000 in fundsfor rent at the new permanent regional hearing sites, a $265,000 reduction for computer
maintenance and equipment, and a $86,000 increase for telecommunications due to increased costs for
regional hearing sites and modifications to existing telecommunications systems.

The reimbursable fund decreases by $31,605 dueto the fact that SIF and UEF will beginreducing their
reliance on the WCC' sinformation technology resources beginning in fiscal 2003. SIFand UEF arereliant
on data residing in WCC computers, but they are acquiring the hardware and software necessary to
support their own accounting and administrative requirements.

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
The fiscal 2004 alowance reflectsthe elimination of the $39,755 appropriation for matching employee

deferred compensation contributions up to $600, contingent upon enactment of aprovision in the BRFA
of 2003.
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Exhibit 2

Governor’s Proposed Budget
Workers' Compensation Commission
($in Thousands)

FY 02 FY 03 FY 04 FY 03-04 FY 03-04
Actual Approp. Allowance Change % Change
General Funds $10,482 $0 $0 $0 0.0%
Adjusted General Funds $10,482 $0 $0 $0 0.0%
Special Funds 165 12,527 12,822 296 2.3%
Contingent & Back of Bill Reductions 0 -9 -40 -31
Adjusted Special Funds $165 $12,517 $12,783 $265 2.1%
Reimbursable Funds 61 60 29 -32 -53.4%
Adjusted Reimbursable Funds $61 $60 $29 -$32 -53.4%
Adjusted Grand Total $10,708 $12,578 $12,811 $234 1.9%
Wherelt Goes:
Per sonnel Expenses
Cost contaiNMENt AN TUMNOVES ..ot sneeas $565
Workers' compensation and other adjusStmENtS..........coveereinrenneiseeeseere e -529
ADOITISNEA POSITIONS.......eeieiieeie ettt -280
NEW POSITIONS ...ttt ettt b e b et b e bt b et b b et e eb s 250
HEBITN INSUFBINCE ...ttt ne s 229
[ S LT =107 | ST SRPRPRRN -41
Other Changes
Rent for the new permanent regional hearing SIteS..........ooirrernecneenee e 331
Reduction in computer maiNtenance CONLIACES..........uvveereeererierereeeseeeses e -135
Reduction in computer equipment replacement ..........ccoveereerrereseere e -130
Reduction for motor vehicle purchase/l@ase...........ooveveirrinnecreee e -28
ReUCLION FOr @OVEITISING .....veereeiieirieteesie et -12
Reduction in funds for cCoNferenCes/SEMINGIS .......ccccvvvreerieneiese e -10
INncrease for tel€COMMUNICALTIONS........coveiriierereee et ne s 9
INCrEASE N POSLAGE ... ecv ettt bbbttt e 7
MiSCElaNEOUS BOJUSEMENLS.........cccieeiiereeriee ettt 8
Total $234

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

Total personnel expenses account for a $194,639 increase in the special fund. This change includes
increases of $249,916 for six new regular positions, $565,347 for cost containment and turnover, and
$229,199 for hedlth insurance. The change aso includes decreases of $280,268 for seven abolished
positions, $40,600 for retirement, and $528,956 for workers' compensation and other adjustments. One
contractual position was added ($65,897), creating a net personnel change of 0.

The six new regular positions include three administrative officer positions, two programmer/analyst
positions, and one administrator position. The administrative officer positions are needed to ensure that
certain persons with limited English proficiency can effectively access public services as required by
Chapter 141, Acts of 2002. The two programmer/analyst positions are needed to develop automated
systems to evaluate claims and other financial information as well as to convert existing applications for
web-based processing. These positions were recommended by the Workers': Compensation Budget
Advisory Committee in areport dated December 2, 2002. The administrator position added will serve as
Deputy Director of the Insurance Division. The position is necessary to ensure that self-insured employers
have the necessary financial resourcesto pay the claims of their injured workersin order to be gpproved or
remain as self-insured in the State of Maryland. 1n addition to the six new regular positions, WCC added
one contractual position due to the unplanned retirement of the WCC’ s Director of the Insurance Division.

TheDepartment of L egisative Services (DL S) recommendsdeleting funding for thecontractual
position added for fiscal 2004. The contractual position isatemporary replacement for aregular
Administrator 11 position, Director of thelnsurance Division, that isvacant. Theagency should fill
theexisting position without funding a contractual FTE to function astheDirector of thelnsurance
Division.

Exhibit 3 provides alisting of the six new regular full-time positions for WCC.

Exhibit 3

New Positions for Fiscal 2004

Full Time Positions Position Salary

1 Administrative Officer 1 $30,664
2 Admin. Officer 1 (split between 2 50% FTE employees) $30,664
3 Admin. Officer 1 (split between 2 50% FTE employees) $30,664
4 Programmer/Analyst I $39,766
5 Programmer/Analyst I $39,766
6 Administrator 1, Deputy Director of the Insurance Division $37,255

Total $208,779

Total with Benefits $249,916

Source: Workers' Compensation Commission
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As of December 31, 2002, the vacancy rate at WCC was 8.30%, or 11 positions. These 11 vacant
positions do not include the seven abolished vacant positions under the fiscal 2004 alowance. The
budgeted turnover rate for fiscal 2004 is 0.19%, or 0.25 position. Theturnover rate was lowered by the

Department of Budget and Management (DBM) in conjunction with the abolition of seven vacant
positions under the fiscal 2004 allowance.

10
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| ssues

1. Web Enabled Electronic File M anagement System

WCC isin the middle of a major information technology project, spanning over four fiscal years, to
create aweb enabled electronic file management system. Thetotal cost of the project is $3,109,882 over
four fiscal years. Prior to fiscal 2003, $914,883 came from general funds to support the project. After
Chapter 487, Actsof 2002 (mandated WCC as a special fund agency) was enacted, all subsequent funding
will now come from the special fund.

The project stems from the State of Maryland requirement that each agency must web enable 50% of
its business process by 2002, 65% by 2003, and 80% by 2004. WCC has acontract with Verizon for the
web enabled electronic file management system project. The project was designed for completioninthree
phases. Thefirst phase, completed in September 2002, included online registering for web access, online
filing and processing of employer’s first report of injury (SF-1), and online viewing of claim related
documents. The second phase includes online filing for a variety of WCC forms using digital signature
technology. WCC plans to complete phase two by the end of 2003. Finally, the third phase includesthe
autometic routing of formsto e-mail accounts of registered users. WCC plansto complete phase three by
the end of 2004.

Thefiscal 2004 Mgjor Information Technology Development Projects section of the budget (Vol. 5)
notes that $600,000 is required for WCC’s Web Enabled Electronic File Management System in fiscal
2004. However, the Governor’ s proposed fiscal 2004 allowance provides WCC with $870,405 in specia
funds for the project.

DL Srecommendsreducing funding for theWeb Enabled Electronic FileM anagement System
project by $270,405 to the intended level of $600,000.

11
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Recommended Actions

Amount
Reduction

1. Reduce funds for the Web Enabled Electronic File $ 270,405 SF
Management System to the intended level of $600,000.

2.  Deéete funding for contractual position added for fiscal 65,897 SF
2004. The contractual postion is a temporary
replacement for aregular Administrator 11 postionthet is
vacant.

Total Special Fund Reductions $ 336,302

12
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Updates

1. New Regional Hearing Sites Planned to Open

WCC isestablishing regional hearing sites as required by Section 9-724 of the Labor and Employment
Article.  Section 9-724 was enacted through Chapter 90, Acts of 2000 and charges WCC with
development of regional hearing sites. WCC anticipates the opening of five new permanent regiona
hearing sites convenient to all Maryland residents. WCC believesthat the new hearing siteswill alow the
scheduling of hearings in a more efficient and timely manner at locations that are more convenient and
secure for al parties. In previous years, the WCC used space in local government facilities including
community colleges, municipal buildings, Motor Vehicle Administration offices, as well as circuit and
district courts. The process of establishing the permanent regional facilities has been delayed due to cost
containment efforts and the difficult task of securing rental space in designated areas of the State.

WCC has rented space on a temporary basis in four service regions to satisfy Chapter 90, Acts of
2000. WCC expended $47,125 for the rental of these temporary locations in fiscal 2002 and expectsto
expend more than $50,000 for fiscal 2003. The Board of Public Works (BPW) approved leases for
permanent facilities for Region 2 (Abingdon) on October 16, 2002, and Region 4 (Calverton) on
October 30, 2002. The proposed lease for Region 3 (LaPlata) is listed on the BPW agenda for
February 19, 2003. WCC expectsto have the Abingdon site operational in April 2003, and the Calverton
Site operational soon thereafter.

Exhibit 4 showsamap identifying the WCC' s serviceregionsfor theregional hearing sites. Thereare

five anticipated new permanent regional hearing sites (Regions 1-5), one temporary siteto be used on an
as-needed basis (Region 6), and WCC Headquarters (Region 7).

13



C98F00 - Workers' Compensation Commission

Exhibit 4

Anticipated Regional Hearing L ocations

Region 1: Eastern Shore (location net yet identified); Region 2: Northern Region-Abingdon; Region 3: Southern
Region-LaPlata; Region 4: Central Region-Calverton; Region 5: Western Region (location not yet identified);
Region 6: not yet determined, temporary site to be used on an as-needed basis Region 7: WCC Headquartersin
Baltimore

Source: Workers' Compensation Commission

2. Legal Responsibility for Verifying Workers Compensation | nsurance Unclear

A September 2002 WCC audit report by the Office of Legidative Audits reported that the
commission’s legal responsihility to identify employers who have not obtained workers' compensation
insurance was unclear. The audit report stated that while WCC is required to administer the State's
workers compensation laws, these laws do not state that the commission should ensure that all covered
companies obtain workers compensationinsurance. Thereport recommended that WCC obtainaformal
opinion from the Office of the Attorney General to determine the commission’ sresponsibility for verifying
workers compensation insurance.

14
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Appendix 1
Current and Prior Year Budgets
Current and Prior Year Budgets
Workers' Compensation Commission
($in Thousands)
General Special Federal Reimb.
Fund Fund Fund Fund Total
Fiscal 2002
Legislative
Appropriation $10,630 $211 $0 $61 $10,902
Deficiency
Appropriation 0 0 0 0 0
Budget
Amendments 0 0 0 0 0
Reversions and
Cancedllations -148 -46 0 0 -194
Actual
Expenditures $10,482 $165 $0 $61 $10,708
Fiscal 2003
Legislative
Appropriation $0 $11,792 $0 $60 $11,852
Budget
Amendments 0 726 0 0 726
Working
Appropriation $0 $12,517 $0 $60 $12,578

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

15
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Fiscal 2002

Fiscal 2002 expenditures at WCC totaled $10.7 million, which is $194,000 less than the legidative
appropriation. The $194,000 reduction was accounted for by reversions and cancellations. There were
$148,000 in reversions from the general fund and $46,000 in cancellations from the special fund.
$142,000 of the $148,000 reduction for reversionsin the general fund is explained by cost containment
and hiring freeze reductions imposed by DBM in fiscal 2002.

Fiscal 2003

In fiscal 2003, the legidative appropriation was increased by $735,000 from $11,852,000 to
$12,587,000. The $735,000 special fund increase was for WCC's second phase of their Web Enabled
Electronic File Management System project. The funds are available through assessng and collecting from
each licensed insurer and self-insurer providing workers compensation coverage inthe State of Maryland.

Thisamendment is offset by aplanned reversion of $9,240 in transit subsidy funding for State employees.

16
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Appendix 2
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