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Program Biennium Comparison

The following table compares the 2021 biennium appropriated budget and the 2023 biennium budget request by type of
expenditure and source of funding.

Program Biennium Comparison
Appropriated Requested Biennium Biennium
Budget ltem Budget 20-21 Budget 22-23 Change % Change
Personal Services 3,396,718 3,591,723 195,005 5.74 %
Operating Expenses 22,468,684 26,945,634 4,476,950 19.93 %
Grants 1,040,226 1,040,226 0 0.00 %
Benefits & Claims 28,470,174 30,470,174 2,000,000 7.02%
Debt Service 3,482 3,980 498 14.30 %
Total Expenditures $55,379,284 $62,051,737 $6,672,453 12.05%
Proprietary Funds 55,379,284 62,051,737 6,672,453 12.05%
Total Funds $55,379,284 $62,051,737 $6,672,453 12.05%

Program Description

The Risk Management and Tort Defense Division (RMTD) administers a comprehensive plan of property/casualty
insurance protection on behalf of state government. The division purchases commercial insurance, where cost-effective,
to cover catastrophic losses above high deductibles. State risks that are currently insured through commercial insurance
carriers include aircraft, airports, boilers & machinery, bonds (various), crime, cyber/information security, fine art, foreign
specialties, foster care, HIPAA, medical malpractice, property, professional liability, and miscellaneous.

The state self-insures most commercial insurance risks under $2.0 million per occurrence as well as auto, general liability,
inland marine (i.e. property in-transit), and mobile/specialized equipment. The division also provides consultative services
that include training, inspections, program reviews, contract administration, claims administration, and legal defense to
prevent or minimize the adverse effects of physical or financial loss.

The division investigates, evaluates, and resolves tort liability claims (i.e. personal injury or property damage to third parties)

and coordinates the adjudication and settlement of other claims involving property damage. This division operates under
the authority of 2-9-101 through 2-9-305, MCA.

Program Highlights

Risk Management and Tort Defense Division
Major Budget Highlights

* The Risk Management and Tort Defense Division’s 2023 biennium
requested appropriations are approximately $6.7 million or 12.1%
higher than the 2021 biennium

» The executive proposes increases in proprietary funds for insurance
premiums. This increase is requested due to unfavorable market
conditions and significant loss in the recent past

» The majority of the funding in the division is from non-budgeted
proprietary funds. The legislature approves the rates in HB 2. The
executive is proposing a rate increase
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Program Actuals and Budget Comparison

The following table compares FY 2020 actual expenditures to the 2021 biennium appropriated budget and the
2023 biennium budget request by type of expenditure and source of funding.

Program Actuals and Budget Comparison
Actuals Approp. Approp. Request Request
Budget ltem Fiscal 2020 Fiscal 2020 Fiscal 2021 Fiscal 2022 Fiscal 2023
FTE 0.00 17.00 17.00 17.00 17.00
Personal Services 1,717,924 1,686,480 1,710,238 1,793,989 1,797,734
Operating Expenses 9,056,179 10,463,756 12,004,928 13,478,549 13,467,085
Grants 236,350 520,113 520,113 520,113 520,113
Benefits & Claims 12,899,826 13,235,087 15,235,087 15,235,087 15,235,087
Debt Service 1,492 1,492 1,990 1,990 1,990
Total Expenditures $23,911,771 $25,906,928 $29,472,356 $31,029,728 $31,022,009
Proprietary Funds 23,911,771 25,906,928 29,472,356 31,029,728 31,022,009
Total Funds $23,911,771 $25,906,928 $29,472,356 $31,029,728 $31,022,009

Program Discussion -
FY 2020 Appropriation Compared to FY 2020 Actual Expenditures

The Risk Management and Tort Defense Division is funded with proprietary funds and not included in HB 2. The FY 2020
budget of $25.9 million was 92.3% expended as of the end of the fiscal year. Benefits and claims were 97.5% expended
and operating expenses were 86.5% expended.

FY 2020 Appropriations Compared to FY 2021 Appropriations

Overall, the FY 2021 appropriation is approximately $3.6 million or 13.8% higher than the FY 2020 appropriation. The
difference is primarily in operating expenses and benefits and claims. The difference between the two fiscal years is
primarily due to a catastrophic property loss on the MSU Bozeman campus in March 2019. Due to this claim and other
insurance market factors, the commercial premium payments increased. Additionally, RMTD needed additional authority
in order to pay claims related to this loss from the commercial insurance proceeds received.

Executive Request

The Risk Management and Tort Defense Division is requesting an increase of approximately $1.6 million in FY 2022
and $1.5 million in FY 2023 above the FY 2021 base appropriations. This increase is primarily due to the present law
adjustment for additional commercial insurance premiums of $1.4 million in FY 2022 and $1.4 million in FY 2023.

Funding

The following table shows proposed program funding by source of authority.
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Department of Administration, 24-Risk Management and Tort Defense
Funding by Source of Authority
HB2 HB2 Non-Budgeted Statutory Total % Total

Funds Ongoing OTO0 Proprietary Appropriation All Sources All Funds
General Fund 0 0 0 0 0 0.00 %
02098 Insurance Proceeds - State Bld 0 0 0 91,000 91,000 100.00 %

State Special Total $0 $0 $0 $91,000 $91,000 0.15 %

Federal Special Total $0 $0 $0 $0 $0 0.00 %
06532 Agency Insurance Int. Svc. 0 0 62,051,737 0 62,051,737 100.00 %

Proprietary Total $0 $0  $62,051,737 $0 $62,051,737 99.85 %)
Total All Funds $0 $0 $62,051,737 $91,000 $62,142,737

Non-Budgeted Proprietary Appropriations

The majority of the RMTD’s budget is comprised of proprietary funds that are derived from premium assessments on
insurance risks paid by state agencies and the Montana University System. These funds are considered and approved as
rates charged to other state agencies and are discussed in the Proprietary Rates section of the narrative.

Statutory Appropriations

Statutory appropriations comprise less than 1.0% of total appropri
receipt of insurance proceeds for claims that fall above the amount

Program Budget Summary by Category

The following table summarizes the total budget by base, present
of these categories, please see the glossary.

ations for RMTD. The statutory appropriation is for the
that the state self-insures.

law adjustments, and new proposals. For a description

Budget Summary by Category
General Fund Total Funds:
Budget Budget Biennium Percent Budget Budget Biennium Percent
Budget ltem Fiscal 2022 Fiscal 2023  Fiscal 22-23 of Budget Fiscal 2022 Fiscal 2023  Fiscal 22-23 of Budget
2021 Base Budget 0 0 0 0.00% 29,472,356 29,472,356 58,944,712 94.99 %
SWPL Adjustments 0 0 0 0.00 % 181,649 173,951 355,600 0.57 %
PL Adjustments 0 0 0 0.00 % 1,375,723 1,375,702 2,751,425 4.43%
New Proposals 0 0 0 0.00 % 0 0 0 0.00 %
Total Budget $0 $0 $0 $31,029,728 $31,022,009 $62,051,737

Present Law Adjustments

The "Present Law" Adjustments table shows the changes from the

base appropriation to the proposed budget. "Statewide

Present Law" adjustments (DP 1, DP 2, DP 3) are standard categories of adjustments made to all agencies. Decisions on

these items were applied globally to all agencies.
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Present Law Adjustments
Fiscal 2022 Fiscal 2023
General State Federal Total General State Federal Total
FTE Fund Special Special Funds FTE Fund Special Special Funds
DP 1 - Personal Services
0.00 0 0 0 83,751 0.00 0 0 0 87,496
DP 2 - Fixed Costs
0.00 0 0 0 99,208 0.00 0 0 0 87,276
DP 3 - Inflation Deflation
0.00 0 0 0 (1,310) 0.00 0 0 0 (821)
DP 4 - Allocate Department Indirect/Administrative Costs
0.00 0 0 0 5,803 0.00 0 0 0 5,782
DP 5 - ServiceNow
0.00 0 0 0 (4,554) 0.00 0 0 0 (4,554)
DP 2401 - Increase Commercial Insurance Premium
0.00 0 0 0 1,374,474 0.00 0 0 0 1,374,474
Grand Total All Present Law Adjustments
0.00 $0 $0 $0 $1,557,372 0.00 $0 $0 $0 $1,549,653

*"Total Funds" amount includes funding from sources other than General Fund, State Special, or Federal Special (i.e. Proprietary).

DP 1 - Personal Services -

The executive requests adjustments to annualize personal services costs including FY 2021 statewide pay plan
adjustments, benefit rate adjustments, vacancy savings adjustments and longevity adjustments related to incumbents in
each position at the time of the personal services snapshot.

DP 2 - Fixed Costs -

The executive requests adjustments to provide the funding required in the proposed budget to pay increases in fixed costs
assessed by other agencies within state government for the services they provide. Examples include: warrant writer, motor
pool, etc. The rates charged for these services are approved in the section of the budget that provides the services.

DP 3 - Inflation Deflation -

The executive requests adjustments to reflect budgetary changes generated from the application of inflation and deflation
factors to specific expenditure accounts. Affected accounts include food, postage, gasoline, and others.

DP 4 - Allocate Department Indirect/Administrative Costs -

The executive requests an increase in proprietary funding to provide the funding to pay the Department of Administration's
indirect costs. These costs are charged to the department's programs for services provided, which include accounting,
human resources, and legal support.

DP 5 - ServiceNow -

The executive requests a decrease in proprietary funding because of the purchase of ServiceNow licenses and programs
for the 2023 biennium. The Risk Management and Tort Defense Division is anticipating operating efficiencies and other
savings by using ServiceNow.

DP 2401 - Increase Commercial Insurance Premium -

The executive requests an increase in proprietary funding for anticipated increases in commercial insurance premium
charges for FY 2022 and FY 2023.
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Other Issues -

Proprietary Rates

Agency Insurance Fund - 06532
Proprietary Program Description

The Risk Management and Tort Defense Division administers a comprehensive plan of property/casualty insurance
protection on behalf of state government. The division purchases commercial insurance, where cost-effective, to cover
catastrophic losses above high deductibles.

State risks that are currently insured through commercial insurance carriers include aircraft, airports, boilers and machinery,
bonds (various), crime, cyber/information security, fine art, foreign specialties, foster care, HIPAA, medical malpractice,
property, professional liability, and other miscellaneous risks. The state self-insures most commercial insurance risks under
$2.0 million per occurrence as well as auto, general liability, inland marine (i.e. property in-transit), and mobile/ specialized
equipment. The division also provides consultative services that include training, inspections, program reviews, contract
administration, claims administration, and legal defense to prevent or minimize the adverse effects of physical or financial
loss.

The division investigates, evaluates, and resolves tort liability claims (i.e. personal injury or property damage to third parties)
and coordinates the adjudication and settlement of other claims involving property damage. This division operates under
the authority of 2-9-101, MCA, through 2-9-305, MCA.

Proprietary Program Narrative

The following 2023 Biennium Report on Internal Service and Enterprise Funds shows the actual and projected expenditures
and related revenues associated with the agency insurance fund.
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2023 Biennium Report on Internal Service and Enterprise Funds

Fumnd Fund Name Agency # Program Name

06532 Angency Insurance 61010 Risk Management & Tort Defense Dmision
Actual Budgeted Proposed Proposad
FY 20 FY 21 FY 22 FY 23

Operating Revenues
Fees and Charges

Prramium 22 483,041 23,735,573 25612 316 25 612 316

Other Operating Revenues - Motorcycle Traming 3,362 6.000 6,000 6,000

Investment Eamings 636,033 590,000 590.000 530,000

Total Operating Revenues 23,122,436 24,331,573 26,208,316 26,208,316
Expenses

Perzonal Senices 1,747 751 1,710,235 1,793,989 1,737,734

Other Operating Expense 4,204,685 5,479,050 5.574,188 5,562,724

Insurance Premiums 5,319 557 7,050,000 8424 474 8.424 474

Claims 50,579,100 15,235.087 15,235,087 15,235,087

Total Operating Expense 61,851,093 29,474,375 3,027,738 31,020,019

Operating Income [Loss) (38,728 657) (5,142 802) (4,819,422) {4,811,703)

Monaperating Revenues
Other Revenue A - Subrogation Proceeds 150,517 205,000 205,000 205,000
Cther Revenue B

Monoperating Expenses
Other Expense A

Other Expense B
Total Nonoperating Revenues (Expenses) 150,517 205,000 205,000 205,000
Income (Loss) Before Contributions and Transfers (38,578,140) (4,937 802) (4,614,422) (4.606,703)
Capital Contributions
Transfers In - Insurance Proceeds Transfer 34,086,792 45 500 45 600 45 500
Transfers Out
Loans and Lease Faymeants T2 (1.990) (1,990) {1.,990)
Change in Net Position {4,491,420) {4,894 292) (4,570,912 {4,563,193)
Beginning Net Position - July 1 11,378,233 6,479 261 1,584,969 (2.985,943)
Pror Penod Adjustments (407 ,552)
Change in Net Position (4,491 420) (4,694 292) (4.570,912) (4.563,193)
Ending Net Position - June 30 6, 4709 261 1,684 963 (2,985,943) {7.549,136)
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Expenses

Overall, the executive is proposing an increase in personal services and operating expenses of $1.5 million in each fiscal
year. The increases in personal services totals approximately $84,000 in FY 2022 and $87,000 in FY 2023. This increase
is primarily due to the legislatively approved pay plan and management decisions for market increases

The increase in operating expenses is due to an increase in insurance premiums. The state’s commercial excess
insurance premiums are projected to increase due to unfavorable market conditions. In addition, state government and the
university system have experienced historically significant events such as the Montana State University - Bozeman roof
collapse which is expected to increase the states premium by at least 30.0%.

LFD The Risk Management and Tort Defense Division anticipates reserves to be $5.7 million in FY 2020, $4.6
COMMENT million in FY 2021, $10.6 million in FY 2022, and $16.5 million in FY 2023. The actuarial target reserve is

$30.9 million for this time period. At the end of the 2023 biennium the reserve will be approximately $14.4
million below the target reserve amount.

Revenues

Montana self-insures its insurance risks for automobile, aviation, general liability, and property via this program. All
state agencies pay insurance premiums to the Risk Management and Tort Defense Division. The following figure shows
insurance premiums for state agencies in the 2021 biennium and the 2023 biennium and changes in the costs between
biennia.
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Figure 41
Department of Administration
Risk Management and Tort Defense Division
State Agency Insurance Costs

State Agency 2021 Biennium 2023 Biennium Change % Change
Legislative Branch 97,449 $ 104,710 $ 7,261 7.5%
Consumer Counsel 2,897 2,919 22 0.8%
Judicial Branch 325,337 329,961 4,624 1.4%
Governor's Office 58,519 57,040 (1,479) -2.5%
Secretary of State's Office 30,393 27,743 (2,650) -8.7%
Commissioner of Political Practices 3,302 3,291 (11) -0.3%
State Auditor's Office 47,566 48,329 763 1.6%]
Office of Public Instruction 93,937 95,050 1,113 1.2%
Department of Justice 1,681,643 1,672,951 (8,692) -0.5%
Public Service Commission 33,908 34,028 120 0.4%
Board of Education 1,835 1,884 49 2.7%
Commissioner of Higher Education 15,985,932 18,837,260 2,851,328 17.8%
School for Deaf & Blind 134,509 152,703 18,194 13.5%
Montana Arts Council 4,572 4,560 (12) -0.3%
Montana State Library 30,805 29,838 (967) -3.1%
Montana Historical Society 205,827 217,968 12,141 5.9%
Department of Fish, Wildlife, & Parks 1,100,857 1,229,719 128,862 11.7%
Department of Environmental Quality 696,181 688,972 (7,209) -1.0%
Department of Transportation 11,036,162 11,099,855 63,693 0.6%
Department of Livestock 183,680 179,563 (4,117) -2.2%
Department of Natural Resources and Conservation 981,006 991,319 10,313 1.1%]
Department of Revenue 502,011 509,830 7,819 1.6%]
Department of Administration 1,552,819 1,872,819 320,000 20.6%
Montana State Fund 1,074,562 1,096,181 21,619 2.0%
Public Employees Retirement Board 33,480 33,245 (235) -0.7%
Teachers Retirement Board 13,257 12,955 (302) -2.3%
Public Defenders Office 201,731 207,918 6,187 3.1%
Department of Agriculture 172,945 174,297 1,352 0.8%
Department of Corrections 3,555,391 3,721,687 166,296 4.7%
Department of Commerce 409,044 536,492 127,448 31.2%
Department of Labor & Industry 621,233 621,178 (55) 0.0%
Department of Military Affairs 594,709 668,540 73,831 12.4%
Department of Public Health and Human Services 5,924,033 5,959,826 35.793 0.6%|

$ 47,391,532 $ 51,224,631 $ 3,833,099 8.1%

Overall, revenues generated through premiums allocated to state agencies increased by 8.1%. Depending on the number
and types of assets owned and/or the agency’s loss history, insurance premiums paid by agencies may vary. Premium
amounts for state agencies are determined based on the predicted costs of losses the state may incur as a result of
claims and the costs for operating the division. The division utilizes industry standards and practices employed by other
municipalities and municipal risk pools in setting rates. Budgeted authority to pay insurance premiums is a fixed cost item
in agency budgets.

Premiums for the 2023 biennium are apportioned based upon exposure and loss experience as follows:

» Automobile — comprised of two separate components 1) comprehensive and collision based upon total values
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of reported vehicles; and 2) auto liability premium based on agency losses over the past 4 years and number of
vehicles reported

+ Aviation — allocated to those agencies that have aircraft based on charges on commercial insurance carriers for
each aircraft, depending on the year, make, model, and value of the aircraft. Airport premium is apportioned to
those agencies that have airports based upon the number of airports

» General Liability — comprised of commercial coverage negotiated with commercial insurance carriers and self-
insurance for those risks that are not insurable through commercial coverage based on number of exposures

* Property — allocated to each agency based on its percentage of reported exposures (e.g. building replacement
cost values, boilers and machinery, etc.)

Proprietary Rates

The figure below shows the rates proposed by the executive for the 2023 biennium. The rates charged in the 2021 biennium
are shown for comparison purposes. The executive is proposing rate changes for premiums related to automobile, general
liability and property/miscellaneous insurance.

Figure 42
Requested Rates for Internal Service or Enterprise Funds
Fee/Rate Information

Actual Budgeted Proposed Proposed

FY 20 FY 21 FY 22 FY 23
Fee Description:
Auto - Comprehensive/Collision $2,022,570  $2,022,570  $1,820,313  $1,820,313
Aviation $169,961 $169,961 $169,961 $169,961
General Liability $14,573,235 $14,573,236 $14,613,042 $14,613,042
Property/Miscellaneous $6,930,000 $6,930,000 $9,009,000 $9,009,000

The changes in rates, when compared to the base year of FY 2021, result in a:
» Decrease of 10.0% for automobile premiums
* Increase of 0.3% for general liability premiums
* Increase of 30.0% for property and miscellaneous premiums

The rates approved by the legislature are the maximum the program may charge during the biennium. They are not the
rates the program must charge.
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