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Director's Message 

The Honorable James H. Hodges, Governor and Members of the General Assembly. 

Ladies and Gentlemen: 

We are pleased to submit, in accordance with the Code of Laws of South Carolina, 1976, as amended, the 
report of the activities of the State Accident Fund for Fiscal Year 1997-98. The State Accident Fund is a 
single program agency with a wide range of customers and policyholders. The Goals, Objectives, Customer 
Requirements and Performance Measures in this Annual Report are the direct result of our continuous 
improvement efforts. They relate to concerns expressed by our customers and were developed as part of the 
Agency's strategic planning process. 

This past year, the State Accident Fund has made many changes to improve Workers Compensation 
Insurance coverage and service for its Policyholders and Customers. Effective January 1, 1998, the State 
Accident Fund reduced its rates by an average of 8%. We also implemented a size of premium discount 
program for Policyholders. The agency's premium rates are among the lowest in the State. The State 
Accident Fund's administrative costs are well below those in the private sector. Additionally, our 
partnerships with Managed Care Providers, Preferred Provider Organization's, Contract Attorneys and a 
Second Injury Recovery ftrm have had impact improving our customer service and cost savings to our 
overall operations. Our Total Quality Management has improved Workers' Compensation Claim cycle times 
and customer satisfaction. We continue reducing the number of permanent staff through the use of technology 
and continuous improvement of our work processes. 

Also noteworthy, the State Accident Fund's Annual Audit received an "Audit Findings: No Exceptions" 
Report from the outside independent Auditing Firm. This is the second consecutive Fiscal Year the SAF has 
received this Audit designation. 

January 1, 1999 

z:o~ 
Irvin D. Parker, 
Director 
State Accident Fund 
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Mission & Operational Strategies 

Enactment 

Created in 194 7 by an Act of the 
General Assembly [1947(45)147], the 
State Accident Fund (Formerly the 
State Workers' Compensation Fund) is 
one of twenty-seven state sponsored 
workers' compensation insurance 
funds. 

Mission 

Provide a cost effective guaranteed 
workers' compensation market for 
state agencies, other government 
entities and if required by the 
legislature, small businesses in the 
private sector. 

Objectives 

1. Contain costs by providing 
appropriate workers' 
compensation benefits and 
services, promptly and efficiently. 

2. Rates competitive with the top ten 
workers comp. providers in South 
Carolina, yet adequate to cover 
claims liabilities. 

3. Maintain overall positive 
customer satisfaction responses 
within the 90'h percentile range. 

4. Maintain adequate assets to cover 
liabilities using Generally 

Accepted Accounting Practices for 
governmental agencies. 

Guaranteeing Coverage 

Like all other states, South Carolina 
self-insures to meet its workers 
compensation needs. The program is 
administered through the State 
Accident Fund, a small agency 
modeled after leading commercial and 
self-insured providers. The agency 
manages workers compensation 
claims with a staff of claims adjusters, 
administrators, contracted managed 
care providers and a loss control and 
safety division which assists agencies 
in reducing their accident rates. 
Mostly recently SAF converted from a 
manual to an electronic system to 
process the nearly 9,000 claims filed 
yearly by subscribing state and local 
agencies. 

Self insuring gives the state complete 
control to guarantee that all agencies, 
from those engaged in low risk 
administrative activities, to high risk 
law enforcement, health care, and 
construction activities, are covered 
and are covered at cost. To meet this 
requirement SAF is directed to insure 
at cost all government entities 
applying for coverage, regardless of 
risk or accident history. 

At the end of 1998 SAF completed its 
fifth consecutive year with a staffing 
level of less than 100 Full Time 
Employees. The State Accident Fund 
has aggressively pursued a policy of 
private company outsourcing and 
increased use of technology to supply 
required services without expanding 
staff. 
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Customer Base 

Participants in the State Accident Fund 
fall into two account groups, state 
agencies and local governmental 
entities. 

State agencies are highly diverse 
ranging from large multiple location 
facilities, to accounts that consist of a 
single person. The nature of the work 
and level of risk varies widely, from 
highway workers to elected officials, 
and public service volunteers. 

County and the municipal government 
entities may also participate in the 
Fund. This group includes local 
governments, schools, special purpose 
districts, volunteer fire departments, 
rescue squads and other organizations. 
Because local governments participate 
voluntarily, SAF must maintain a 
competitive position on par with other 
workers compensation providers within 
the state. This ensures the Fund is 
operating efficiently, effectively and at 
the lowest cost. 



11. Cost Containment 

Objective 

1. Contain costs by providing 
appropriate workers' compensation 
benefits and services, promptly and 
efficiently. 

Measure 

Although SAF is a governmental entity 
its performance is measured against 
other workers comp. providers from the 
commercial sector utilizing SC industry 
data filed with the Insurance 
Department, the NCCI and other 
sources. 

Administrative Costs Lower 

The State Accident Fund continues to 
be a pacesetter for workers 
compensation insurance providers in 
the state. The State Accident Fund's 
Administrative Cost Ratio as 
determined by actuaries Ernst & Young 
LLP. is 500/o lower than the average 
cost for other carriers in the state as 
reported by the National Council of 
Compensation Insurers. During Fiscal 
Year 1995-96 the SAF's Cost Ratio 
was 15.8% as compared to the average 
of South Carolina Private Carriers 
39.2%. Fiscal Year 1996-97 was even 
greater with the State Accident Fund's 
Administrative Cost Ratio at 15.6% 
while the Private Carriers average cost 
was 46.0%. Note Administrative Cost 
Ratios measure claims processing and 
other administrative costs as a 
percentage of premiums collected. The 
measure defines the percentage of 
premium dollar taken in that is not paid 
out in claim benefits. 
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Objective 1 

Closed Claims Costs Lower 

The State Accident Fund claims costs 
are among the lowest in the state. To 
measure claim handling efficiency the 
agency uses NCCI data to conduct a 
comparison of State Accident Fund's 
average cost per closed claim with the 
average for other carriers in the State. 
The comparison revealed the 
Agency's average medical costs were 
27% lower and the indemnity costs 
per claim were 36% lower than those 
of other providers. 

The SAF's average medical cost per 
claim was $1,530 and indemnity costs 
were $6,009.The state average cost 
during this period for commercial 
carriers per medical claim was 
$2,809* and indemnity costs were 
$9,328* per claim. *Note: Data from 
1998 NCCI Statistical Bulletin. 



Objective 2 

2. Equitable rates that are not 
excessive nor inadequate 

Objective 

2. Rates competitive with the 
top ten workers compensation 
providers in SC yet adequate to 
cover claims liabilities. 

Measure 

Average rate for five most 
frequently used job 
classifications. 

Coverage Regardless of Cvcle 

The state of South Carolina must 
have insurance coverage for its 
employees against work-related 
accidents regardless of market 
cycles. For this reason, this state, 
like all others has self-insured to 
guarantee that all agencies, both 
low risk and high risk have 
coverage regardless of market 
conditions or insurance industry 
financial trends. 

SAF rates among lowest 

inSC 

By self-insuring and holding 
down administrative and claims 
costs, rates paid by state and 
local agencies for workers 
compensation insurance are 
among the lowest in South 
Carolina. 

When comparing average rates 
for the most frequently used job 
classifications with those of the 
largest writers of workers 
compensation in the state (Data -
SC Department of Insurance), 
SAF's rates were third lowest. 
This despite the fact the state 
must insure all agencies 
regardless of risk or accident 
record when other carriers can 
selectively underwrite, and even 
deny or drop coverage. 
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Rates consistency is Key 

During strong financial market 
cycles some insurance 
companies set rates below their 
liability costs and insure higher 
risk entities in order to expand 
market share. 

The differential between these 
rates and claims liabilities is 
offset by the companies 
investment earnings. This 
strategy works only as long as 
there are adequate investment 
earnings to cover the shortfall in 
premium assets needed to cover 
claims liabilities. 

When markets cycle down or if 
companies oversell at rates 
below cost, funds are inadequate 
to cover liabilities. When this 
happens, companies will drop 
coverage on low premium and 
high-risk policies and raise rates. 



Objective 

3. Maintain overall positive 
responses within the 9rJh 
percentile range. 

Measure 

American Consumer Satisfaction Index 
for casualty insurance and government 

services. 

Objective 3 

Customer Satisfaction 

SAF- High Customer 
Sati$faction 

Customers determine the quality of the 
service provided. To measure customer 
satisfaction, the State Accident Fund 
has conducted a customer survey 
annually for the last five years. It is 
designed to perform two tasks 
simultaneously. 

First, open ended questions are used to 
determine customer expectations and 
gather recommendations on improving 
current services. 

Then each customer evaluates SAF 
performance using a four point Likert 
Scale. Additional space is provided for 
written comments. 

This information is compiled, trends 
are noted, and both the raw data and the 
refmed scores are distributed to the 
staff. 

The agency uses the percentage of 
positive responses to determine trends, 
adjust and refine services to meet 
customer expectations. 

Shown below are the results for the last 
five years. The percentage of positive 
responses has appeared to level off at 
about 96% for the last three years. 

Annual Customer Survey 

Positive 
Year Responses 

1994 90.1 o/o 
1995 91.5°/o 
1996 95.5°/o 
1997 96.2o/o 
1998 95.7o/o 
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Objective 4 

14. Sound Financial Management 

Objective 

4. Maintain adequate assets to cover 
liabilities using Generally Accepted 
Accounting Practices for 
governmental agencies. 

Measure 

Annual Actuarial Review and CPA 
Audit. 

Providing Coverage 

Insurance coverage is secured through 
fmancial assets of the Workers Comp. 
Trust Fund administered by the SAF. 
The agencies assets are part of the 
state's cash management system 
maintained by the state Treasury. 

Treasury invests assets of the Trust 
Fund to provide additional income to 
offset inflation driven increases in the 
cost of medical and indemnity 
benefits. 

Until 1992 the state annually 
transferred this investment income out 
of the Trust Fund into the state's 
General Revenues Fund. 
Deficits in the Trust Fund resulted 
which drove up insurance costs to 
subscribing agencies. 

To halt further deficits the legislature 
established the policy that assets of the 
Trust Fund including investment 
income should remain in the Fund to 
cover the state's liabilities for workers 
comp. claims. . 

Once the policy of retaining Trust 
Fund assets was fully established, SAF 
was able to build margins to the extent 
it provided its first major rate 
reduction in 1998. 
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Actuarial Reoort 

Like all other insurers SAF rates are 
determined through actuarial 
calculations to determine fmancial 
needs to cover existing claims 
liabilities. SAF uses nationally 
recognized fmancial consultants Ernst 
& Young LLP to annually render 
these calculations. 

Based upon findings of this Fiscal 
Year's Actuarial Report the State 
Accident Fund reduced premium rates 
8% across the board. Agencies 
qualifying for volume discounts for 
experience rated policies were eligible 
to reduce their premium costs up to 
17%. 

Auditor's Reoort 

State law requires SAF to annually 
undergo an independent audit of its 
financial records. This is directed by 
the State Auditor's Office which has 
oversight responsibility. 

For the second year in a row the State 
Accident Fund has received "Audit 
Findings: No Exceptions" from the 
independent auditing firm of J. H. 
Hunt & Company. 



Staffing - Level 
For Fifth Year 

For the fifth straight year SAF has 
maintained a staffmg level below 100 
FTEs. The agency has been aggressive 
in its utilization of new technology 
and outsourcing to meet the needs of 
policyholders without expanding staff. 

The HR Team set up an "Insurance 
Center" to ensure the staff was 
informed of all the State benefits 
available to them. It is especially 
useful during October's Annual 
Benefits Enrollment as a one stop 
information source for the Agency. 

An in-house automated Leave 
Program is currently under 
development with the MIS Team. It is 
about 50% complete and will allow 
the Staff, with appropriate approvals, 
to file Leave Forms and Time Sheets 
with the HR Team through the 
Agency's computer network. 

During January 1998, each staff 
member received a Personnel 
Statement of what their job is worth. It 
shows in addition to Salary all the 
hidden costs and benefits paid by the 
State for each employee. 

Administration 

Policyholders Trained 

This team was responsible for training 
Workers Comp. Representatives 
throughout the year by holding we 
Educational Seminars for SAF 
Policyholders. A Quarterly 
Newsletter is published and 
distributed by this Team to inform and 
educate policyholders, legislators and 
the general public. 

Training was also responsible for 
developing training plans for the new 
electronic claims processing system 
scheduled to come on line in FY99. 

The Team also coordinated with three 
Managed Care Teams to conduct 
Medical Terminology training for the 
SAF Staff. Nurse ' s conducted these 
sessions to enhance the medical 
knowledge of our Claims and Legal 
Staff. 
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Favorable Audit Reports 

The highlight of the Accounting 
Team's Year was receiving a "No 
Findings" on the Agency's Annual 
Audit. This is the second year in a row 
the Team has received this fmding 
from an outside independent Auditing 
Firm. 

As the accounting department 
prepared for transition to a new 
electronic claims processing and 
accounting system, the division won 
approval from the State Treasurer's 
Office to print Workers' 
Compensation Checks in-house rather 
than through Treasury. 
This new process will enable the 
agency to pay medical bills and other 
claim expenses faster with fewer, less 
costly, steps to complete. 



Rates Reduced 

Policyholder' s Premium Rates were 
reduced by an average of 8% in 
January 1998. 

Premium estimates and audit 
processes were implemented during 
the year to improve timeliness and 
ensure accuracy. 

SAF Policyholder's average E-MOD 
was reduced by the Safety and Loss 
Control Staff's efforts based on 
training and on-site inspections. 

Policyholders received consultation on 
starting a Drug Free Workplace 
Program and Deductible Programs to 
further reduce premiums 

Preparing for New Svstem 

The Management Information 
Systems (MIS} Team was reorganized 
to prepare for startup of the new 
electronic claims and policyholder 
management system. 

A Help Desk was established to 
centralize and log in Agency 
Computer problems. This initiative is 
solution oriented and allows the MIS 
Team to see trends in Agency 
computer problems. 

MIS continues to develop custom 
software with third party vendors to 
manage WC Claims, Policyholder 
Services and Accounting processes. A 
SAF Web Page, commerce on 
Internet, and an internal intranet 
system are under development. 

Training & Managed Care 
Yield Savings 

The Claims Team staff continues to 
provide on site claims training for 
Policyholders. Claims Adjusters and 
Claims Supervisors have teamed up 
with staff members of the 
Policyholders Services Team and 
Legal Team to visit and provide 
better customer service to our 
Policyholders. 

The Claims Staff continues to assess 
training needs in order to identify, 
settle and manage Third Party Claims. 

Managed Care Nurses are assigned to 
Teams responsible for medical file 
review, referral for telephonic case 
management, and need for on site 
medical case management. All three 
managed care organizations are now 
performing utilization review for their 
assigned teams. 

The Managed Care Provider Network 
has expanded by including pharmacies 
agreeing to discount prescription 
drugs. Our managed care efforts have 
been expanded by personal visits to 
medical providers and setting up 
procedures that will enhance better 
management of workers' 
compensation claims and expedite the 
processing of medical bills. The result 
has seen a reduction in medical claims 
costs. 

Second Injury Fund efforts continue to 
be handled by a private contractor 
ensuring maximum returns. 
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Operations 

Legal Costs Reduced 

A new approach to the management of 
litigated cases continues to prove cost 
effective and efficient. All cases set 
for a hearing are reviewed by a 
Litigation Management Team. One of 
the desired outcomes, reduction of 
litigation costs, has been achieved. 
Contract attorney costs have been 
reduced from $306,000 for FY 1995-
96 to $295,808 for FY 1997-98. 

The Investigative Unit has also been 
reorganized. Investigators are now 
assigned to a particular Team to 
handle cases for that Team. They also 
work under the supervision of an 
attorney so that questions concerning 
the gathering of evidence can be 
answered quickly. The Investigators 
can gather evidence, under the 
supervision of an attorney, at a cost 
much lower than those charged by 
attorneys. A claim Disposition and 
Cost Summary Report indicates an 
effectiveness ratio of 84% for the 
Claims disposed of by attorneys. 



SOUTH CAROLINA STATE ACCIDENT FUND 
BALANCE SHEET, JUNE 30, 1998 

ASSETS 
CURRENT ASSETS: 

Cash and cash equivalents 
Premiums receivable, net of allowance for uncollectible 

accounts of$379,945 
Claim recoveries & reimbursement receivables 
Accrued interest receivable 

Total current assets 

FIXED ASSETS: 
Computer and technical equipment 
Office furniture and equipment 

Total 
Less: Accumulated depreciation 

Fixed assets net of accumulated depreciation 

Total assets 

LIABILITIES AND FUND EQUITY 
CURRENT LIABILITIES: 

Accounts payable 
Accrued compensated absences and related benefits 
Accrued payroll and related liabilities 
Accrued premium adjustments 
Deferred premium revenue 
Funds held in escrow 
Unpaid claims liability and claims adjustment expenses - payable 

within I year 
Less: Amounts recoverable from the State of South Carolina 

Total current liabilities 

NONCURRENT LIABILITIES: 
Unpaid claims liability and claims adjustment expenses - payable 

beyond I year 
Less: Amounts recoverable from the State of South Carolina 

Total noncurrent liabilities 

Total liabilities 

FUND EQUITY: 
Retained earnings (deficit) 

Total liabilities and fund equity 
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$50,349,109 

20,277,766 
206,978 
458.743 

71,292.596 

9,259,191 
347,400 

9,606,591 
1,176,467 
8,430,124 

$79,722,720 

$1,678,953 
305,496 
277,530 
125,109 

17,761,533 
545,015 

25,178,000 
(399,000) 

45.472,636 

26,148,000 
(18,000) 

26,130.000 

71,602,636 

8,120,084 

$79' 722,720 



SOUTH CAROLINA STATE ACCIDENT FUND 
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN RETAINED 

EARNINGS, FOR THE YEAR ENDED JUNE 30,1998 

OPERATING REVENUES: 
Premiums 

Registration fees 

Total operating revenues 

OPERATING EXPENSES: 
Claims expense: 

Administrative expenses: 
Second Injury Fund assessment 
Personal services & employee benefits 
Contractual-services 
Rent and insurance 
Supplies and materials 
Bad debts 
Depreciation 
Other 

Total administrative expenses 

Total operating expenses 

OPERATING INCOME (LOSS) 

INTEREST INCOME 

NET INCOME (LOSS) 

RETAINED EARNINGS AT BEGINNING OF YEAR 

RETAINED EARNINGS AT END OF YEAR 
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$39,282,056 

39.282.976 

26.061.651 

5,794,617 
3,310,715 
1,082,175 

366,305 
180,477 
366,578 
638,156 
136.505 

11.875.528 

37.937.179 

1,345,797 

3.257.321 

4,603,118 

3,516,966 

$ 8.120.084 
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SOUTH CAROLINA STATE ACCIDENT FUND 
STATEMENT OF CASH FLOWS, 

FOR THE YEAR ENDED JUNE 30, 1998 

CASH FLOWS FROM OPERATING ACTIVITIES: 
Operating income 
Adjustments to reconcile net income (loss) to net cash 

provided by operating activities: 
Depreciation expense 
Bad debt expense 
Loss on disposal of capital assets 
Changes in assets and liabilities: 

(Increase) decrease in premiums receivable 
(Increase) decrease in claims recoveries and 
reimbursement receivable 

Increase in accounts payable 
Increase in accrued compensated absences 

and related benefits 
Increase in accrued payroll and related benefits 
Increase (decrease) in accrued premium adjustments 
Increase (decrease) in deferred premium revenue 
Increase in funds held in escrow 

Decrease in estimate of unpaid claims liability, net of 
amounts recoverable from the State of South Carolina 

Total adjustments 

Net cash provided (used) by operating activities 

CASH FLOWS FROM CAPITAL AND 
RELATED FINANCING ACIVITIES: 

Proceeds from the sale of fixed assets 
Acquisition of capital assets 

Net cash used by capital and related fmancing activities 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Interest received on deposits 

Net increase (decrease) in cash and cash equivalents 

CASH AND CASH EQUIVALENTS AT 
BEGINNING OF YEAR 

CASH AND CASH EQURV ALENTS AT END OF YEAR 
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$ 1.345.797 

638,156 
366,578 

20,466 

15,806,557 

955,611 
70,053 

39,623 
22,876 

( 1' 173,832) 
(16,578,591) 

315,689 

(6.634.000) 

(6.150.814) 

(4.805.017) 

3,225 
(4,519,526) 

( 4,516,301) 

3.491.050 

(5,830,268) 

56.179.377 

$ 50.349.109 



FISCAL YEAR 

FY 1994 

FY 1995 

FY 1996 

FY 1997 

FY 1998 

Dollars 

40,000,000 

35,000,000 

30,000,000 

25,000,000 

20,000,000 

15,000,000 

10,000,000 

5,000,000 

PREMIUM RECEIPTS. STATEMENT 
FOR THE PERIOD JULY 1. 1993 TO JUNE 30. 1998 

FY 
1994 

STATE 

24,699,783 

29,776,993 

26,973,250 

25,365,588 

29,617,281 

FY 
1995 

COUNTIES 

4,705,044 

4,807,934 

5,415,997 

5,974,706 

5,634,253 

Premium Receipts 

FY 
1996 

Fiscal Year 

18 

CITIES 

2,188,371 

3,659,063 

2,041,759 

2,301,069 

2,712,315 

FY 
1997 

TOTALS 

31,593,198 

38,243,990 

34,431,006 

33,641,363 

38,003,849 

FY 
1998 

DeiTIES 

DTOTALS 

II 
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DISBURSEMENTS 

FOR THE PERIOD JULY 1, 1993 TO JUNE 30, 1998 

FISCAL YEAR STATE COUNTIES CITIES TOTALS 

FY 1994 23,496,688 5,793,460 1,769,754 31,059,902 

FY 1995 25,206,523 6,812,819 2,090,945 34,110,288 

FY 1996 27,352,523 6,646,519 2,325,668 36,324,710 

FY 1997 26,855,731 6,223,165 2,514,188 33,593,084 

FY 1998 30,908,701 6,492,952 3,159,500 40,561,153 

Disbursments 
Dollars 

45,000,000 

40,000,000 

35,000,000 

30,000,000 

25,000,000 

20,000,000 

15,000,000 

10,000,000 

1

1•sTATE I 
•coUNTIES 

, DeiTIES 

I CITOTALS 

5,000,000 

FY 1994 FY 1995 FY 1996 FY 1997 FY 1998 

Fiscal Year 
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CLAIMS OPENED & CLAIMS CLOSED 
FOR THE PERIOD JULY 1, 1993 TO JUNE 30, 1998 

FISCAL YEAR OPENED 

FY94 10,195 

FY95 9,594 

FY96 9,292 

FY97 8,883 

FY98 8,739 

Claims Opened & Claims Closed 
Number of Claims 

16000 

14000 

12000 

10000 

8000 

6000 

4000 

2000 

0 

FY94 

-
;;.; 

FY95 FY96 FY97 

Fiscal Year 
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CLOSED 

13,369 

15,867 

13,009 

11,792 

12,701 

""' 

1 •0PENED ! I 
• I 

l cCLOSED I 

FY98 



SOUTH CAROLINA STATE ACCIDENT FUND 
INFORMATION PROCEDURE 

Requests for information about the Agency by the general public may be made in writing, by telephone or personal visit to the State 
Accident Fund. 

Individuals uncertain of who, where or how to address their problem or question to may call toll free 1-800-521-6576 and ask for the 
Ombudsman. 

Submissions or suggestions designed to improve the operation of the State Accident Fund should be submitted in writing to the 
Director. Requests for information by the media or for copies of publications or materials should also be addressed to the Director. 

All requests for information which require a response in the form of a legal opinion or interpretation of a statement of official policy 
or position of the agency must be submitted in writing. 

The offices of the State Accident Fund are located at 800 Dutch Square Boulevard, Suite 160, Columbia, S. C. 29210. The mailing 
address of the State Accident Fund is P. 0. Box 102100, Columbia, S. C. 29221-5000. The Columbia number is 737-8100 or 
statewide toll-free number is 1-800-521-6576. 
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Total Number of Documents Printed 

Cost Per Unit 

Total Printing Cost 
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100 

$1.63 

$163.00 




