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CITY OF CHANDLER WORKERS' COMPENSATION AND 

EMPLOYER LIABILITY TRUST BOARD 

MINUTES OF THE MEETING OF 

FEBRUARY 6, 2020 

CALL TO ORDER & ROLL CALL: 
Alex Myer, Chairperson, called the meeting to order at 4:00 p.m. in the Chandler 
Council Conference Room, Chandler, Arizona. Roll was taken. 

BOARD MEMBERS PRESENT: 
Mr. Alex Myer, Chairperson, Ms. Ayana Allen, Vice Chairperson, Assistant Fire Chief Val 
Gale, Secretary, Ms. Terry Bond, and Mr. Mike Bohnert 

BOARD MEMBERS ABSENT: 

None 

STAFF MEMBERS PRESENT: 
Rae Lynn Nielsen, Human Resources Director; Kristin Maier, Human Resources 
Manager; Dawn Lang, Management Services Director; Kristi Smith, Accounting 
Manager; Rowena Laxa, Assistant City Attorney; Nichole Bombard, Medical Leave 
Coordinator; and Julia House, Management Assistant and Recording Secretary. 

OTHERS PRESENT: 

None 

INVITED GUESTS: 

Joshua Jumper, Audit Manager, HeinfeldMeech 
Adam Hirsch, Principal, Oliver Wyman (via telephone) 

APPROVAL OF MINUTES: 

My Myer, Chairperson, asked for a motion to approve the minutes of the regular 
meeting of November 14, 2019. Ms. Bond made a motion to approve the minutes of 
the regular meeting of November 14, 2019. Mr. Bohnert seconded the motion and the 
minutes were unanimously approved. 

SCHEDULED/ UNSCHEDULED PUBLIC APPEARANCES/ CALL TO PUBLIC: 
None 
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BRIEFING ITEMS: 

A. Workers' Compensation Financial Audit Report - Heinfeld/Meech 
Joshua Jumper advised the Board that he will present the results for the Audit ending 
fiscal year June 30, 2019. The Independent Audit Opinion was unmodified which is a 
clean opinion and no material misstatements were noted. The Management 
Discussion and Analysis provided a high level report of the fiscal year and the results of 
the fiscal year. The Change in Net Position increased year-over-year for the 
comparison from June 30, 2018 to June 30, 2019. Total Revenues also increased year
over-year along with Expenses. The increase in Net Position went from in $6.7M to 
$6.8M. Page 7 shows a breakdown on where the expenses went. Page 8 delves into the 
Reserve Levels of the Trust, were they met, and the impact to changes and 
contributions to the Trust. The Trust Reserve Level was not met and was below the 
goal as of June 30, 2019, but an ongoing contribution was previously approved and a 
one-time transfer-in of $1 M effective July 1, 2019, which is anticipated to get the fund 
back into the necessary reserve level. 

Pages 9-11 contain the actual Financial Statements which includes the Statement of 
Net Position (Balance Sheet), Statement of Revenues, Expenses and Changes in Net 
Position, and the Statement of Cash Flows. Pages 12-17 show the Notes to the 
Financial Statements. Page 15 includes details about Investments which includes 
balances, values, maturities, ratings, etc. Page 17 is the detail on claims and changes in 
claims. 

The Report on Internal Control and Compliance contains any notes on any breakdown 
on internal controls over financial reporting. If we had noted any breakdown on 
internal controls it would have been reported here. There were none. 

There were no material audit adjustments and there were no disagreements with 
management. It also contains a statement regarding fraud. A copy of the Engagement 
Letter is also included along with a copy of the Representation Letter which is signed 
as the audit is being completed and states that management has given their 
agreement to sign off on the final Audit Report. Overall, it was a good Audit with no 
major issues or concerns it was Mr. Jumper stated it was great to work with everyone 
involved. 

B. Workers' Compensation Actuarial Audit Report - Oliver Wyman and Associates 
Adam Hirsch advised the Board that Page 1 of the Executive Summary shows the 
scope of analysis and is an estimate of the Unpaid Liability and Open Claims up to June 
30, 2019, and a projection of Ultimate Losses for the next twelve months, July 1, 2019, 
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through June 30, 2020. The first estimate is an evaluation of what the City's financial 
responsibility is for everything that occurs up through June 30, 2019, which includes 
open claims or a late reported claim as well. The second estimate is an evaluation of 
what the City's responsibility will be in the future for July 1, 2019, through June 30, 
2020, even though many of those amounts may be paid out subsequent to the twelve 
month period that we are in the middle of right now. 

Our estimate is $8.5M of what the liability is for the City to close out everything 
occurring through June 30, 2019. We start with a loss run that has an adjusters 
estimate on every claim over time. We used $5.76M as a base and then added the 
Incurred But Not Reported (IBNR) as the remainder between $5.76M to the $8.5M. Our 
estimate a year ago was at $7.7M. Even as we try to update our estimates each year, 
we still are effectively surprised at what we see twelve months later. The bar chart 
shows the black line rectangle which represents what we would expect to see as far as 
growth on claims over the last twelve months. The other piece is what we actually saw. 
The illustration here is that greater than expected activity happened in the most recent 
few policy years. In the 15/16 policy year, as of a year ago, we had already called that a 
couple of years old. Looking through the historical workers' compensation 
development we would have expected that year to remain flat or maybe even 
decrease slightly. We get the loss run for this year and we saw $450K of growth in that 
year. Page 2 is showing Claim Changes since the prior report and the second one is in 
the 15/16 policy year. There was a claim in October 12, 2015, which the current 
incurred is $634K and the incurred change is $450K. In last year's loss run, that 
October 15, 2015, claims was listed at $1 B0K and a year later that claim is listed at 
$634K and, given the City's retention for Public Safety claims, the City would retain all 
of that $634K with no Stop Loss Insurance on that claim. We are projecting an 
outpacing of what had been expected and we are getting closer to flat but it is still less 
than the $1 M that had been discussed in an earlier meeting. 

The projection for FY 20/21 is $2.65M, which represents what we think the City's 
eventual payments will be for policy year 19/20 accidents once they are all closed. This 
is what we call the Ultimate Loss. If we look back at 19/20, ten to fifteen years for now, 
our estimate is that the City would have paid $2.65M at that point for all claims and, 
specifically, for the amounts below the deductible and the self-insured retention. 
Comparing this figure to the estimate one year ago for the 18/19 policy year is the 
$2.SM, this estimate increased by 4.5%. It is driven by exposure growth and loss trend. 
The exposure growth is effectively the growth of the underlying payroll. Payroll is used 
as a proxy for the size of the workers' compensation risk for the City. Most workers' 
compensation insurance carriers use this estimate. The risk is a number assigned by 
job classification whether they are a firefighter or an office worker. If the payroll goes 
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up by 2% we would expect our estimate for the workers' compensation loss to go up 
2% even without looking a loss experience. The loss trend is independent of loss 
experience as an inflationary factor. Closing out an identical loss claim is costlier over 
time. The two things about the $2.65M is based on the payroll estimate of $136.SM 
and our estimate of loss will depend on whether that payroll estimate changes, 
throughout the year -- 10% overstated or 10% understated -- our estimate of loss will 
move with that proportionally. It also depends on the retention amount (SIR) which for 
20/21 is no change. 

The changes in large claims compared to all the other clients we have, The City of 
Chandler has a unique metric as the vast majority of the large claims, historically, are 
still open. It is a big contributing factor to everything we have talked about so far. The 
large claim that is open is contributing quite a few dollars to the Reserve or the Liability 
Estimate. Out of the $8.SM almost $6M is case reserves. Also, the indirect contribution 
is the large open claims are the claims we specifically see development in so that an 
open $180K claim that twelve months later is an open $630K claim. Those large open 
claims are the kinds we see increase and it is noteworthy that the City has a quite a few 
on the books. Out of 64 claims that are incurred above $75K, 46 of them are open. 

The City sees between 1 to 1.5 claims for every $1 M of payroll and that has been 
consistent over the last 10 years. 

The Ultimate Severity is the average claim costs or the size of claims numbers are 
limited to claims of $75K in order to make our estimates. The reason we do that, 
because without doing so, the large claims dramatically distort the numbers and any 
meaningful takeaway. There is a gradual increase over the last 10 years and the 
average size is between $6-1 OK. If we multiply the number of claims per payroll with 
average claims size we get the dollars spent on workers' compensation claims per 
payroll. That is a pretty flat graph over the last 10 years ranging from $8-13 per $1 K in 
payroll. It is probably more meaningful to say it is $1 for every $100 in payroll. 

The reconciliation of the reserves last year was at 7.7% and this year we are at 8.5%. It 
is really a two part story. The first part is the middle row which is at $700K and is our 
increase for revisiting older policy years. In 15/16, we thought that year would remain 
pretty flat and now we have a claim that increased by $450K, we go back and make an 
adjustment and say that the Ultimate Cost for that year is higher than we thought it 
was a year ago because of the large claim development. When we look at that over all 
historical policy years, it represents the $694K increase over the last year. The other 
two pieces includes the expected growth in the reserves. We added $2.SM over the 
most recent months twelve months, but then the City makes payments of about $2.4M 
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during those twelve months. In the same ballpark but that increases about $1 OOK in 
the reserve. Overtime, if you have an increasing payroll or increasing workers' 
compensation exposure and especially if you increase the retention over time, which 
the City has done for Public Safety exposure you would expect the reserve balance to 
go up because it takes time to pay these reserves out. Again, that is a smaller piece of 
the increase with the revisiting of the older years being a much larger piece. 

Questions and Answers from the Workers' Compensation Actuarial Audit Report: 

1. Ms. Bond asked for an explanation regarding the difference between the 
current incurred and the incurred change. 

Adam Hirsh advised the Board that they start with a loss run which lists every claim 
with a snapshot value of June 30, 2019, which includes the claim identification, date of 
injury, type of injury, and will list the incurred amount which is a rough estimate based 
on the facts you know at the time or the initial facts at the time. However, we have not 
seen all the medical procedures take place yet. The example we talked about from 
October 12, 2015, showed $180K. When we received the loss run a ye·ar later it is now 
showing a value of $634K. The $634K is the latest information and that incurred 
change column is the difference between the two and the increase in the claim. CorVel 
comes up with the original estimation of the reserve amount and we take that number 
and estimate the incurred changes in the aggregate based on each policy year as a 
whole, how old it is and open claims and it is an imperfect science because the 
amounts keep changing. It is our goal to give the City the best estimate of the future 
developments and future payments that we can with the information we have each 
year. 

Rae Lynn stated that it is what CorVel calls out as a value and then CorVel places a 
reserve amount to set aside assuming what we may have to pay based on historical 
data, type of injury, etc. The reserve amount is not yet paid, just set aside as a future 
liability that may be paid. 

Ms. Bond asked what the oldest open claim is this estimate. 

Adam Hirsh advised the Board that there are two open claims from 2003. These claims 
do not represent a huge portion of the $8.SM. 

Rae Lynn advised the Board is that the City meets quarterly with CorVel and we ask 
them to look at and make adjustments to reserves or are their claims to settle and pay 
a lump sum to get it off the books. The portfolio is actively managed by the City and 
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CorVel. We have claims with supportive care and who have ongoing issues and will 
remain on our claim rolls for quite some time. 

C. Financial Statements 

Statement of Net Position - December 31. 2019 
Kristi Smith advised the Board that the total assets are $11.1 M which are up $SOOK 
from the last quarter. Total liabilities are at $20K which remains stable. This gives us an 
unrestricted net position of just over $11 M. As Adam just reported, that information is 
included in the notes section of Estimated Unpaid Losses and ALAE of $8.SM and the 
Weighted Projected and Ultimate Losses and ALAE of $2.6M which comes from the 
summary that Adam provided as of June 30, 2019. This is also the same information 
Joshua mentioned in the Audit. At the moment, when you compare the unrestricted 
net position of $11.1 M compared to where the reserve goal would be at June 30, 2019, 
we are short by $104K of meeting the reserve goal; that is after the ongoing 
contribution increase and $1 M transferin as of July 1, 2019. 

Statement of Revenues. Expenses and Changes in Net Position - December 31. 
2019 
Kristi Smith advised the Board that the total operating revenues of just under $2.2M 
which is slightly under budget. Operating expenses were $1.7M which is under budget 
by $600K. Comparing the revenues over expenses there is an operating income of 
$430K. Nonoperating revenues and expenses of $1.1 M and that is over budget by 
$40K related to the interest income from the bonds we are holding. That gives a 
change of net position of $1.567M. When you add that in with the net position at the 
beginning of the year and the ending net position is just over $11 M and that agrees to 
the Statement of Net Position on the previous page. 

Statement of Cash Flows - December 31. 2019 
Kristi Smith advised the Board that this report shows the cash we have received, where 
it came from, and the payments made by activities of operating, capital, noncapital, 
and investing. The net increase or decrease in cash and cash equivalents of $1.SM. 
Added to the beginning of the year cash and cash equivalents you get the $10.6 in cash 
and that does again agree to the Statement of Net Position on the first page. 

Questions and Answers from the Financial Statements: 
None 

D. Investment Report - December 31. 2019- Management Services 
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Kristi Smith advised the Board that Page 9 of the report shows the yield at cost and the 
portfolio statistics at 2.37% which is down from the previous quarter of 2.44% and that 
was down from the quarter before that at 2.49%. What we have seen is two Fed Funds 
interest rate cuts that have been for the quarter ending September 30, 2019, and 
another rate cut on October 30, 2019. 

On Page 10 the sector allocation shows the different sectors that we hold funds in and 
the percentage of the portfolio of each type. Page 11 is the sector allocation by quarter 
and you can see the change from one quarter to the next from last year. You can see a 
shift to U.S. Treasuries from Federal Agencies. That is consistent with what PFM has 
been doing with our funds and it is intentional. 

Page 13 shows the maturity distribution. The yield at market is 1.65% and the 
Benchmark is at 1.6%. The yield is above the benchmark. Both of those numbers are 
down compared to the previous quarter primarily due to the interest rate cuts. 

Page 14 shows the effective duration of 1.76 which is in line with the Benchmark of 1.8. 

Questions and Answers from the PFM Group Quarterly Investment Report of 
December 31. 2019 

1. Ms. Bond asked about the decision regarding the move from U.S. Treasuries to 
Federal Agencies. 

Kristi Smith advised the Board that PFM has not seen much value in the Federal 
Agencies so the allocation is shifting to U.S. Treasuries for value purposes. 

E. Workers' Compensation Rate Contribution Reserve Recommendation 
Dawn Lang advised the Board that this is the time of year based on the Trust 
Agreement that requires the Board to review the reserve level in the Trust. She pointed 
them to the reserve analysis to guide the discussion and to make a recommendation 
through a resolution from the Board. 

Everything we have talked about today rolls into this report. The estimated unpaid 
losses have increased from the last actuarial report by $835,922 and the projected 
ultimate loss has increased by $11 SK for a total of almost $1 M required for a reserve 
at a 9.3% increase. Every year it becomes a challenge to estimate what the numbers 
will do through the actuarial reports. When putting together the analysis we are 
comparing their projections against Fund actuals and then projecting claims and 
related impacts out another three years to make sure whatever recommendation we 
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are bringing forth can be supported, based on the current assumptions being made, 
for three years out. Last year when we brought forth the recommendation, we were 
recommending a large increase from the actuarial report from June 30, 2017, to 2018. 
A big part of that increase was because the retention levels for self-insurance retention 
(SIR) for public safety changed from $1 M to $1.25M. Since there was a jump in those 
levels we were having to incur, the actuals on any claims that had been previously 
covered at the $1 M level, the City was now having to pick up the additional $2SOK. 
When the actuary is putting together their numbers, they are looking at the severity of 
claims, and trying to figure out in the future how much more funds would need to be 
in the reserve to sustain that. We actually brought forth a recommendation in the prior 
year for an increase of $1 M to the reserve level to put into the fund balance which was 
a one-time inflow into the fund balance. Then we added a separate inflow of ongoing 
of $444,600 into the fund. Now that we have seen actual results and year-end results, 
we are happy to report that the actions the Board supported that went to Council and 
was built into the FY 2019-20 budget were effective. Kristi reported that the $1 M 
transfer-in from the General Fund into the workers' compensation fund, was approved 
by Council, as well as an increase to the ongoing contribution that goes into the 
workers' compensation fund has taken place. 

We are now at the point half way through the year and using an Actuarial report dated 
June 20, 2019, to project future needs, a year behind when projecting the next year 
recommendation. The Actuarial report notes a reserve level of $11,193,000 is the 
needed benchmark. 

The next section is the financial audit report comparison. When Joshua was going 
through the audit report, he was reporting on the actuals from Fiscal Year ending 
2018-19. The net position at the end of 2018-19, was $6,813,000 at that time. In order 
to get the comparative number against where we need to be, based on the actuarial 
report, we add back in the IBNR. We compare this result of $9,596,000 against the 
$11,193,000. We take the difference the actuarial report and the audit report and 
based on the nominal value, we are actually $1,597,000 under. But the actions the 
Board made in the prior year have gone into effect on July 1, 2019, which are noted 
that $4,383,000 is now that ongoing contribution that is feeding into the Trust and 
supporting all the Trust claims and expenses at a level of $444,000 higher than it was 
the year before. It has proven to be a good level of on-going based on the most recent 
financial report. That one-time $1 M increase to the fund balance was also a need 
because of the structural change to the SIR. That has also proved to be a good 
decision. 
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Now, in order to really get a feeling to where we are recommending you to go for the 
following year, I would like to discuss the trend and then lead into the current year as 
well as what we will think will happen in 2021. We will then make a recommendation 
tonight on the change in where the reserve really needs to be. The actuals section 
shows the revenues that are flowing into the Trust and you can see how that has 
changed over the time as back in 2016-17 we were only receiving $3.SM and we are up 
to $4.SM now. 

We have broken out our actuals on operating expenditures, which is.what it takes to 
run the workers' compensation program in the City of Chandler, from the claims. In 
reviewing the claims trend, it used to be at about a $2M level, and is up to a $3M 
ongoing projection. It is important that the revenue stream coming in on an annual 
basis can support the ongoing expenditure level. 

Overall, the ending fund balance after our estimated inflows and outflows is $11.7M 
which is actually above the current actuarial report recommended reserve level of 
$11.2M. We have a bit of cushion there but we will actually take this projection three 
more years and look at the inflow coming in an apply an increase to the claim line at 
5.7% annually and we believe the current level of funding will support the Fund for the 
next three years barring any structural change to the SIR level and any unexpected 
large claims. The Actuary puts in some pretty aggressive projections when it comes to 
claims and it would have to be something pretty big and that does sometimes happen. 
We will continue to review this on an annual basis. Based on all of this information, we 
are not recommending a change to the ongoing contribution or one-time transfer ins. 
We have been going to Council for three years in a row increasing our contribution 
levels. This is a welcome message to the City if you all agree with this recommendation. 

Questions and Answer from the Workers' Compensation Rate Contribution 
Reserve Recommendation: 

1. Mr. Myer asked why the revenues for 2020-21 will go down. 

Dawn Lang advised the Board that the estimated revenues for 2019-20 of $4.58M to 
$4.548M has to do with the estimated risk rates that are applied to different work 
types. The actual ongoing amount is still the $4,383,700. Overall, we are still almost 
$SOOK over the actuarial calculated level needed. We didn't recommend taking that out 
after calculating the risk rates. 

ACTION ITEMS: 
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A. Approve Resolution No. WC-007 A Resolution of the Chandler Workers' 
Compensation and Employer Liability Trust Fund Board Recommending Workers' 
Compensation Contribution and Reserve Level for Fiscal Year 2020-2021. 

Mr. Myer asked for a motion. Asst. Fire Chief Gale made a motion to approve as 
presented Resolution No. WC-007 - A Resolution of the Chandler Workers' 
Compensation and Employer Liability Trust Fund Board Recommending Workers' 
Compensation Contribution and Reserve Level for Fiscal Year 2020-2021. Ms. Allen 
seconded the motion and the vote was unanimous to approve. 

DISCUSSION ITEMS: 
None. 

COMMENTS AND ANNOUNCEMENTS 

1. Mr. Bohnert asked to have the PFM reports include the basis points fees that the 
City is paying to PFM. 

Dawn Lang advised the Board that she will have PFM provide the fees in the on-going 
reports. 

CALENDAR: 
A. Future Meeting Dates 

The next scheduled meeting is Thursday, June 18, 2020 (Combined) 

INFORMATION ITEMS: 
A. Agenda Items for Future Meeting Dates 

Financial Reports 
Investment Report 
Excess Insurance Renewal 
Board Elections 

8. Board Member Terms 

The Board Secretary advised the Board of the their current term status and 
advised Mr. Bohnert that his current term will end in May and that because he 
was completing the term of a previous Board member, if he elects to stay on the 
Board he will be taking a First full term position. 
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ADIOURNMENT: 
There being no other business, My Myer, Chairperson, asked for a motion. Ms. Allen 
made a motion to adjourn. Mr. Bohnert seconded the motion. The meeting was 
adjourned at 5:03 p.m. 
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