OFFICE OF THE CITY AUDITOR
COLORADO SPRINGS, COLORADO

14-04 City of Colorado Springs and Colorado
Springs Utilities Claims Reserve and Workers’

Compensation Funds

February 2014

Purpose

The purpose of this audit was to review the General Liability Claims Reserve and
Workers’ Compensation Self Insurance Funds to determine whether proper
underwriting techniques, sound funding procedures, loss reserves, claims
procedures, and accounting practices were being accomplished in a prudent
and reasonable manner.

Highlights

We concluded proper underwriting techniques, claims procedures, and
accounting practices were followed in the management and operation of the
General Liability Claims Reserve and Workers’ Compensation Funds. Claims
funding procedures were considered adequate for Colorado Springs Utilities.
While City Workers’ Compensation funding procedures were considered
adequate, City General Liability Claims funding procedures could be improved.

The City General Liability Fund balance will not be adequate to cover payment
of an average year’s claims activity, and was not considered adequately funded
at December 31, 2012.

During the course of our audit, we identified five areas in which we believe
internal control could be strengthened along with two opportunities for
improvement.

The City of Colorado Springs (City) and Colorado Springs Utilities were both self-
insured for Workers’ Compensation and General Liability Claims. General
Liability Claims included property and automobile claims by the public against

(Continued on page 2)

Management Response

Management generally agrees with the observations and recommendations in
this report. Please see the report body for their detailed responses.

Recommendations

1) The City should consider
increased contributions as
recommended by the City Claim
Reserve Fund Committee.
Additionally, all claim payments
should be recorded through the
Reserve Fund to better identify
claims expenditures.

2) Risk Management should
engage a third party adjustor
for all claims submitted by a
member of the Risk
Management staff.

3) The Risk Manager should not
administer user access in the
claims processing system.

4) City Risk Management should
work with City IT to update the
terms and conditions of the
claims processing software
vendor contract, to include a
requirement to provide a third
party data processing security
report.

5 )The City Budget Office and
Risk Management should work

together to provide support for
(Continued on page 2)
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(Highlights continued from page 1) (Recommendations continued from page 1)

the City and Colorado Springs Utilities. As required by statute, reserve the claims administration costs

funds were created for Workers’ Compensation claims. In addition, the allocated to Colorado Springs Utilities.
City created a reserve fund for General Liability Claims, while Colorado

Springs Utilities elected to pay claims when incurred. Opportunities for Improvement

The General Liability Claims Reserve Fund balance, before deducted
reserves for outstanding claims, declined from $1,543,835 at December
31, 2010, to $430,310 at December 31, 2012. After deducting reserves
for outstanding claims, a negative fund balance of ($231,856) existed at
December 31, 2012.

1) Risk Management should log all
complaints with the implementation of
the complaint tracking spreadsheet.

2) City Council could consider revising
the City Code provision that requires
the City Auditor to examine the
Workers’ Compensation and Claims
Liability Fund at least once every two
years.

City Council’s Office of the City Auditor
City Hall ¢ 107 North Nevada Avenue ¢ Suite 200 ¢ Mail Code 1542
Colorado Springs CO 80901-1575
Tel 719-385-5991 ¢ Fax 719-385-5699 ¢ Reporting Hotline ¢ 719-385-2387
www.SpringsGov.com/OCA
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