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RE: RESOLUTION AUTHORIZING THE BUDGETARY APPROPRIATION OF
MONIES FROM THE SELF-INSURANCE GENERAL LIABILITY FUND (FUND 1100) TO
DEPARTMENTS FOR FY 2005-06 AND 2006-07 ALLOCATION OF GENERAL LIABILITY
COSTS BASED ON IMPLEMENTATION OF THE "PHOENIX MODEL" OF RISK
MANAGEMENT COST ALLOCATION
SUMMARY

On January 6, 2004, City Council directed staff to implement a Risk Management Cost
Allocation Program to allocate monies from the Self Insured General Liability Fund (Fund 1100)
to the Oakland Police Department, Oakland Fire Department, Public Works Agency and Office
of Parks and Recreation. The monies appropriated to the departments would then be used for
payment of General Liability payouts during the course of the budgetary year in question. This
program was modeled after the Risk Management Cost Allocation Program utilized by the City
of Phoenix, Arizona, hereinafter referred to as "the Phoenix model".

This report transmits the findings of the Risk Management consulting firm, ArmTech, used to
analyze historic loss information for the purpose of establishing the cost allocation amounts for
fiscal year 2005-06 and estimate the amounts for 2006-07. The data analyzed by ArmTech was
provided by the City Attorney's Office. The consultant's report is attached hereto for Council's
review. The findings in the ArmTech report should be used by the Budget Office in establishing
the fund amounts within each department.

FISCAL IMPACTS

The total General Liability payout is projected to be $10,612,110 for Fiscal Year 2005-06 and
$11,287,215 for Fiscal Year 2006-07. The following amounts should be allocated to each
department:

Department

Fire Department
Parks and Recreation
Police Services Agency
Public Works Agency
Other Departments
Total

Allocated Percent of
Projected Loss

8.05%
2.39%
31.45%
42.07%
16.03%
100.00%

2005-06
Projected Loss /
Proposed Budget
$854,655
$253,452
$3,337,556
$4,464,887
$1,701,560
$10,612,110

2006-07 Projected
Loss / Proposed

Budget
$909,025
$269,575
$3,549,880
$4,748,928
$1,809,807
$11,287,215

Item#
Finance & Management Committee

January 25, 2005



Deborah Edgerly
Re: Risk Management Cost Allocation - FY 2005-07 Page 2

These figures are based on five years of claim and exposure data assuming a loss cap of $50,000
placed on each claim. The loss cap will cause any claim payout amounts over $50,000 to be paid
from the "Other Departments" fund. This cap will assist in neutralizing the loss impact caused
by large, aberrant cases, while still holding departments accountable, in part, for their loss
activity.

The recommended funding amounts represent an increase from the FY 2004-05 Midcvcle
Adopted Budget for the Self-Insurance Liability Fund of $3,425,397 for FY 2005-06 and
$4,100,502 for FY 2006-07. The table below compares the Midcycle appropriations to the FY
2005-07 proposed funding amounts. An explanation for these increases is provided in the
Recommendations and Rationale portion of this report.

Department

Fire Department
Parks and Recreation
Police Services Agency
Public Works Agency
Other Departments
Total

2004-05 Midcycle
Adopted Budget

$114,444
$53,770
$1,431,299
$969,546
$4,617,654
$7,186,713

2005-06
Projected Loss /
Proposed Budget
$854,655
$253,452
$3,337,556
$4,464,887
$1,701,560
$10,612,110

2006-07 Projected
Loss /Proposed
Budget
$909,025
$269,575
$3,549,880
$4,748,928
$1,809,807
$11,287,215

The above changes, while increasing the baseline budget, will not impact the estimated shortfall
figures for the General Purpose Fund, as reported to the City Council at the November 29, 2004
retreat. Moreover, the 10-year repayment schedule for the Self-Insurance Liability Fund (also
presented at the November 29l retreat), if approved by the Council as part of the FY 2005-07
budget adoption, will eliminate the negative fund balance. Currently, the negative fund balance
for the Self-Insurance Liability stands at over $22 million.

If compared to the actual prior year spending (as opposed to the budgeted amounts), the
recommended funding amounts represent significantly lower increases. Compared to the FY
2002-03 actual spending, the FY 2005-06 amount represents an increase of $1,479,870 while the
FY 2006-07 amount reflects an increase of $2,154,975. Compared to the FY 2003-04 spending,
the increases are $2,059,956 for FY 2005-06 and $2,735,061 for FY 2006-07. The table on the
following page provides the details by department.
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Department

Fire Department
Parks and Recreation
Police Services Agency
Public Works Agency
Other Departments
Total

2002-03
Actual

Spending
$46,498
$142,656
$3,881,142
$951,632
$4,110,312
$9,132,240

2003-04
Actual

Spending
$81,935
$325,266
$2,364,130
$2,277,941
$3,502,882
$8,552,154

2005-06
Projected Loss/

Proposed Budget
$854,655
$253,452
$3,337,556
$4,464,887
$1,701,560
$10,612,110

2006-07 Projected
Loss/Proposed

Budget
$909,025
$269,575
$3,549,880
$4,748,928
$1,809,807
$11,287,215

The figures have been adjusted to reflect the reorganization of the Office of Parks and Recreation
and the Public Works Agency that occurred this year. However, they do not take into account
the funds already set aside for the Sewer Liability Losses used by the Public Works Agency.
The Sewer Liability Fund (3100) budgeted $275,000 in FY 2004-05 for payment of Sewer
Liability Claims.

Note that the figures reported for FY 2006-07 will be modified based on next year's report
findings. As such, mid-cycle adjustments may be necessary.

BACKGROUND

On January 6, 2004, City Council directed staff to implement a Risk Management Cost
Allocation Program (RMCAP) to allocate monies from the Self Insured General Liability Fund
(Fund 1100) to the Oakland Police Department, Oakland Fire Department, Public Works Agency
and Office of Parks and Recreation. The monies allocated to the departments would then be
used for payment of General Liability payouts during the course of the budgetary year in
question. This program was modeled after the Risk Management Cost Allocation Program
utilized by the City of Phoenix, Arizona, hereinafter referred to as "the Phoenix model".

Other components of the City Council directive regarding the RMCAP include:

1) Create a system of rewards and/or recognition for employees in each division whose
job performance contributed to loss prevention in the previous year;

2) Fund the development of a loss prevention program in the Public Works Agency and
Oakland Police Department, developed in conjunction with the City Attorney's
Office and Risk Management, to target 15% loss reduction;

3) Continue regular reporting on losses and loss prevention to the Finance and
Management Committee;

4) Require departments to return to Council if they exceed their budget allocation and
need additional funding for liability payouts; and,

5) Allow departments to retain a percentage of their unspent liability budget allocation
and the Finance Committee should establish guidelines for use of those retained
funds.
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This report meets the requirements of the Phoenix model reporting structure and provides loss
reporting information as required by component 3 of the above directives. An accompanying
agenda report produced by the Public Works Agency will address components 1 and 2 above.
The Oakland Police Department presented their Loss Prevention report to City Council in
October, 2004.

KEY ISSUES AND IMPACTS

There are two primary goals of the Risk Management Cost Allocation Plan (RMCAP):

1. To allocate and budget funds sufficient to cover the City's risk funding needs; and,
2. To charge loss funds in an equitable way that rewards departments with better-than-

expected loss experience and provides incentives for all departments to improve risk
management practices.

Based on actuarial analysis, the recommended funding levels reported in the Fiscal Impacts
section of this report should be used as the target fund usage for the payment of departmental
general liability losses.

The attached actuarial report also provides loss reporting data in exhibits LI-19 through LI-21.

> Exhibit LI-19 identifies department specific information related to the frequency and
severity of claims over the past 5 years.

> Exhibit LI-20 reports the total paid losses by department over the past 5 years.
> Exhibit LI-21 reports the top loss causes by department relevant to highest frequency and

highest average payout over the past 5 years.

A supplemental actuarial report is also attached for the purpose of apportioning the expected
losses between the Parks Services Division of the Office of Parks and Recreation and that of the
Recreation Services Division. As a result of the reorganization of OPR and PWA, the Parks
Services portion was added to the Public Works Agency's projected loss funds for each Fiscal
Year reported.

Beginning in July 2004, the Risk Management Division has worked closely with the Oakland
Police Department (OPD) and Public Works Agency (PWA) to facilitate their loss prevention
efforts.

For example, Risk Management has funded a number of equipment purchases for OPD to
improve Officer Safety. Risk Management was instrumental in discontinuing the use and
purchase of defective Police Body Armor constructed with Xylon - a material that has been
found ineffective in the stopping of bullets and projectiles, thereby increasing the risk of injury
and/or death to our police personnel. Risk Management has also funded the replacement of
traditional duty gear belts with ergonomically-engineered duty gear belts, thereby reducing the
risk of back injury and presumed workers' compensation claims among sworn officers. Risk
Management continues to collaborate with OPD on a number of other loss reduction initiatives
designed specifically to address general liability and workers' compensation loss exposures.
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Risk Management has worked closely with PWA in the reinstitution of the departmental Safety
Committee. Staffed by supervisory and management level personnel, one of its objectives is to
implement and administer a loss reduction incentive program. Funded by Risk Management,
this incentive program is designed to recognize employees who have made contributions to the
reduction and/or prevention of loss on a daily basis. PWA will provide greater detail of this
program in their corresponding report. Additionally, Risk Management has made available to
PWA the services of a professional safety consultant with the sole purpose of providing
dedicated safety services to PWA. This consultant currently works two days per week with
PWA, conducting inspections, accident investigations, trainings, program development and other
safety related services. Risk Management also conducted an Employee Health Fair specifically
for PWA personnel. This health fair provided opportunity to personnel to have a number of
health and wellness screenings conducted at no cost to the employee. The intent of this annual
event is to increase health awareness among the employee population and give them confidential
access to medical professional resources that may not be available through their personal health
insurance. Risk Management continues to actively participate in the development and growth of
PWA's internal risk management program.

SUSTAINABLE OPPORTUNITIES
None.

DISABILITY AND SENIOR CITIZEN ACCESS
None.

RECOMMENDATION(S) AND RATIONALE

Staff recommends that the City Council approve and adopt the attached resolution authorizing
the budgetary appropriation of monies from the Self Insurance General Liability Fund (FUND
1100) to departments for the FY 2005-06 and FY 2006-07 allocation of general liability costs
based on the implementation of the "PHOENIX MODEL" of Risk Management Cost Allocation.
Table 1. below, reports the amounts recommended by ArmTech necessary to cover the projected
payouts for FYs 2005-06 and 2006-07. This estimate is based on data provided by the City
Attorney's Office. This information is also reflected in Exhibits LI-27 and LI-28 of the
December 16, 2004 Actuarial Study (Attachment B).

Table 1: Recommended Self- Insured Funding by Department
Department

Fire Department
Parks and Recreation
Police Services Agency
Public Works Agency
Other Departments
Total

Allocated Percent of
Projected Loss

8.05%
2.39%
31.45%
42.07%
16.03%
100.00%

2005-06
Projected Loss

Fund
$854,655
$253,452
$3,337,556
$4,464,887
$1,701,560
$10,612,110

2006-07 Projected
Loss Fund

$909,025
$269,575
$3,549,880
$4,748,928
$1,809,807
$11,287,215
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The Actual Expenditures in the Self-Insured Fund (Fund 1100) have exceeded the Baseline
Budget since at least FY1999-2000. To avoid additional deficit spending in this Fund, the
actuary consultant recommends allocating the amounts reported in Table 1. These amounts vary
significantly from the FY 2005-06 and FY 2006-07 Baseline Budget amounts.

Table 2 reflects, that based on the actuarial estimates, the baseline budget amounts for
departmental Self-Insured Loss funding is underfunded by 32%. This amount has not been
significantly modified since FY 1999-2000 and does not take into account the current loss
activity and impact inflation may have on General Liability payouts. This estimate is also
reflective of the City Attorney's Office reserving practice for open cases.

Table 2: FY 2005-06 and FY 2006-07 Baseline Budget
Department

Fire Department
Parks and Recreation
Police Services Agency
Public Works Agency
Other Departments
Total:

Allocated Percent of
Projected Loss

1.6%
0.7%
19.9%
13.5%
64.3%
100.0%

2005-06 Baseline

$114,444
$53,770

$1,431,299
$ 969,546

$4,617,654
$7,186,713

2006-07 Baseline

$114,444
$53,770

$1,431,299
$ 969,546

$4,617,654
$7,186,713

Table 3 reports the difference between the baseline budget and the recommended amounts.
Ultimately it represents an overall allocation increase of 32.3% in order to meet the actuarial
estimates for projected payouts in the upcoming fiscal years.

Table 3: Change in Baseline as a Result of Report Findings
Department

Fire Department
Parks and Recreation
Police Services Agency
Public Works Agency
Other Departments
Total:

2005-06 Baseline
Change

$740,211
$199,682

$1,906,257
$3,495,341

($2,916,094)
$3,425,397

2006-07 Baseline
Change

$794,581
$215,805

$2,118,581
$3,779,382

($2,807,847)
$4,100,502

It must be noted that the above changes, while increasing the baseline budget, will not impact the
estimated shortfall figures for the General Purpose Fund, as reported to the City Council at the
November 29, 2004 retreat. Moreover, the 10-year repayment schedule for the Self-Insurance
Liability Fund (also presented at the November 29th retreat), if approved by the Council as part
of the FY 2005-07 budget adoption, will eliminate the negative balance in this fund by the end of
the 10-year period. Currently, the negative fund balance for the Self-Insurance Liability stands at
over $22 million.
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ACTION REQUESTED OF THE CITY COUNCIL

Staff requests that the City Council approve and adopt the attached resolution authorizing the
budgetary appropriation of monies from the Self Insurance General Liability Fund (FUND 1100)
to departments for the FY 2005-06 and FY 2006-07 allocation of general liability costs based on
the implementation of the "PHOENIX MODEL" of Risk Management Cost Allocation. The
specific amounts to be allocated are represented in the table below:

Department

Fire Department
Parks and Recreation
Police Services Agency
Public Works Agency
Other Departments
Total

Allocated Percent of
Projected Loss

8.05%
2.39%
31.45%
42.07%
16.03%
100.00%

2005-06
Projected Loss

Fund
$854,655
$253,452
$3,337,556
$4,464,887
$1,701,560
$10,612,110

2006-07 Projected
Loss Fund

$909,025
$269,575
$3,549,880
$4,748,928
$1,809,807
$11,287,215

Attachments (2)

Respectfully submitted,

Noland
Director, Finance & Management Agency

Report prepared by:
Deborah Cornwell
Safety & Insurance Manager

APPROVED AND FORWARDED TO THE
FINANCE AND MANAGEMENT COMMITTEE:

A,nfxly/uu
OFFICE OF THE CITY ADMINISTRATOR

\J
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ATTACHMENT A

City of Oakland,
California

Actuarial Study of the
Self-Insured Liability Program

as of June 30, 2004

November 30, 2004



November 30, 2004

City of Oakland
150 Frank H. Ogawa Plaza, Second Floor
Oakland, California 94612

Attn: Ms. Deb Cornwall
Insurance Manager

Actuarial Study of the
Self-Insured Liability Program

as of June 30, 2004

This study has been completed for the City of Oakland, California, for the specific
objectives listed in the study. It contains the analysis and conclusions of our work.

Each section and appendix of the study is an integral part of the whole. We recontmend a
review of the entire study pnor to reliance upon tins study.

No key personnel have a relationship with the City of Oakland. California, that may
impair our objectivity.

Please call if you have any questions. Thank you for the opportunity to be of service.

Respectfully submitted,

ARM TECH

Bv
MujtabaTtatoo, ACAS, MAAA
Consulting Actuary
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I. Background

The City of Oakland (the City) was ful ly self-insured for liability (combined general and
automobile liability) until November 11, 1998. Effective November 11, 199S, the City
purchased execss insurance with a self-insured retention (SIR) of $2 million and a $25
million aseresalc.
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II. Objectives

The specific objectives of this study are:

1. Estimate Outstanding Losses. Estimate outstanding losses (including
allocated loss adjustment expenses [ALAE]) as of June 30, 2004.

The estimated outstanding losses are the cost of unpaid claims. The estimated
outstanding losses include case reserves, the development of known claims and
incurred but not reported (IBNR) claims. ALAE are the direct expenses for
settling specific claims. The amounts are limited to the self-insured retention.

2. Project Ultimate Losses. Project ultimate Josses (including ALAE) for
2004/05 and 2005/06.

The projected ultimate losses are the accrual value of losses with accident dates
during 2004/05 and 2005/06, regardless of report or payment date. The amounts
are limited to the self-insured retention.

3. Project Losses Paid. Project losses paid during the 2004/05 through
2006/07 years.

The projected losses paid are the claim disbursements during 2004/05 through
2006/07, regardless of accident or report date. The amounts are limited to the
self-insured retention.

4. Affirm GASB Statement No. 10. Provide a statement affirming the
conclusions of this report are consistent with Governmental Accounting Standards
Board (GASB) Statement No. 10.

5. Analysis by Department and Cause of Loss. Analyze frequency
(number of claims per exposure), severity (average cost per claim), and loss rale
(cost per exposure) by City department. Review frequency and severity by cause
of loss.

6. Recommend Funding., Recommend funding by City department for
2005/06 and 2006/07.

The recommend funding is based on expected loss payments in 2005/06 and
2006/07. The funding is allocated by City department based on each department's
exposure to ]oss and actual loss experience.
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III. Conclusions

1. Estimate Outstanding Losses

We eslimale outstanding losses as of June 30, 2004 10 be as shown in Table IH-I .

Table 111-1
Estimated Outstanding Losses

June 30, 2004

(A) Estimated outstanding losses

(B) Present value of estimated outstanding losses

$36,305,087

33,953,983

The present value of the estimated outstanding losses is the estimated outstanding losses
discounted to reflect future imestrnent earnings. It is based on a 3.0% interest rate.

All costs other than losses are additional.

GASB Statement No. 10 specifies that a liability for outstanding unallocated loss
adjustment expenses (ULAE) needs to be established for governmental entities. ULAE
are primarily composed of future claims administration for open claims. They are
typically 59c to 10^ of the estimated outstanding losses.
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2. Project Ultimate Losses

We project u l t imate losses for 2004/05 and 2005/06 to be as shown m Tables II1-2A and
I1I-2B.

Table III-2A
Projected Ultimate Losses

2004/05

(A)

(B)

Item
(D

Projected ultimate losses

Present value of projected ultimate losses

Amount
(2)

$12,358,047

11,233,464

Rate per
$100 of
Payroll

(3)

$3.48

3.16

Note: (A) and (B) are from Exhibit LI-10.

Table III-2B
Projected Ultimate Losses

2005/06

(A)

(B)

Item
(1)

Projected ultimate losses

Present value of projected ultimate losses

Amount
(2)

$13,139,756

11,944,038

Rate per
$100 of
Payroll

(3)

$3.55

3.23

Note: (A) and (B) are from Exhibit LI-10.

The present value of the projected ultimate losses is based on a 3,0% interest rate-

All costs other than losses are additional.

4
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3. Project Losses Paid

We project losses paid during 2004 05 through 2006 07 to be as shown in Table IJJ-3

Table 111-3
Projected Losses Paid

2004/05 through 2006/07

Item
(1)

(A) Projected losses paid

2004/05
(2)

$10,018,606

2005/06
(3)

$10,612,110

2006/07
(4)

$11,287,215

Note: (2) is from Exhibit LI-13.
(3) is from Exhibit LI-14.
(4) is from Exhibit LI-15.

All costs other than losses are additional

4. Affirm GASB Statement No. 10

We affmn the conclusions of this report are consistent with GASB Statement No. 10.
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5. Analysis by Department and Cause of Loss

The frequency, severity, and loss rate by City department is summarized in Table 11J-5A.
Further analysis by department by year is provided in Exhibit LJ-19.

Table III-5A
Analysis by Department
1999/00 through 2003/04

Department
(1)

(A) Fire Department

(B) Parks and Recreation

(C) Police Services Agency

(D) Public Works

(E) Other

(F) Total

Number of
Claims per
$1 Million
of Payroll

(2)

0.47

8.40

3.50

10.47

1.76

3.51

Average
Cost per

Claim
(3)

$5,614

2,128

10,549

7,097

4,732

$7,239

Rate per
$100 of ,
Payroll

(4)

$0.26

1.79

3.69

7.43

0.83

$2.54

Exhibit LI-20 shows the cumulative payments as of June 30, 2004 by department for the
latest five claim periods from 1999/00 to 2003/04. Table H1-5B shows the five year
summary.

Table Ill-SB
Payments by Department

1999/00 through 2003/04 as of June 30, 2004

Department
(1)

(A)

(B)

(C)

(D)

(E)

(F)

Fire Department

Parks and Recreation

Police Services Agency

Public Works

Other

Total

Total Paid
(2)

$255,513

917,217

8,695,908

5,129,830

2,106,599

$17,105,067

Note: (A) through (F) are from Exhibit LI-20.

6
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Exhibit Ll-2] shows the top three categories of loss by frequeue} and average payment.
This is shown by department and represents the combined loss experience from 1999'00
through 2 003 ••'04 valued as of June 30, 2004.

6. Recommend Funding

The Cit\ requested that ARM Tech de\elop a cost allocation plan thai is similar to that
employed by the City of Phoenix. Based on discussions with staff of the City of Phoenix,
we learned that the)' allocate their costs by department based on five years of claim and
exposure data (number of employees). Each claim was capped at $50,000. The allocation
is provided in Exhibits LI-22 through L1-2S.

We recommend funding by City department for 2005'06 and 2006/07 to be as shown in
Table 1JI-6.

Table 111-6
Recommended Funding by Department

2005/06 and 2006/07

Department
(1)

(A)

(B)

(C)

(D)

(E)

(F)

Fire Department

Parks and Recreation

Police Services Agency
Public Works

Other

Total

Projected Loss
Funds

2005/06
(2}

$854,629

Projected Loss
Funds

2006/07
(3)

$908,998

309,535 329,227

3,337,456 3,549,773

4,408,981 4,689,464

1,701,509 1,809,753

$10,612,110 511,287,215

We have shown the funding needs based on expected payments m 2005/06 and 2006/07.
Other costs including excess insurance, claims adjusting, and other administrative
expenses are not included.

There are two primary goals of the cost allocation plan (the Flan):

1. To allocate and budget funds sufficient to cover (he City's risk funding
needs.

2. To charge loss funds in an equitable way thai rewards departments wilh
better-than-expected loss experience and provides incentives for all
departments to improve risk management practices.

7
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The Plan accomplishes this by looking at five years of exposures (i.e., payroll) in Exhibit
Ll-22 and five years of incurred losses in Exhibit LI-23. One would expect a department
with 5% of exposures to have 5% of losses. Relative loss rales arc calculated m
Exhibits 3 and 4 to demonstrate department departure from this expectation.

Next, the Plan compares each department's experience to the overall City average.
Experience modification factors (Xmods) are calculated in Exhibit Ll-26 to measure
department departure from the average.

lit Exhibit Ll-27, each department's Xmod is applied to its current exposure to generate a
"weighted exposure," share of weighted exposure to be applied to the City's project
funding needs for 2005/06, A similar calculation is performed in Exhibit EI-28 for
2006/07.

The exhibits are described in greater detail below.

1. LI-22 shows Payroll for the five-year period 1999/00 through 2003/04
and calculates each department's percent of payroll.

2. LI-23 calculates Capped Losses based on incurred losses and number of
claims over 550,000 for 1999/00 through 2003/04. Losses are capped to
minimize the impact of a single large loss.

If losses were not capped, a single large loss could greatly increase a
department's share of costs. Capping is designed to stabilize costs from
year to year. We believe a 550,000 cap provides a good balance between
stability and responsiveness to a department's own losses.

3. LI-24 calculates Relative Loss Rates for each of the five years from
1999/00 through 2003/04. The percent of capped losses divided by the
percent of payroll is the relative loss rate,

A relative loss rate greater than 1.000 means the department has
proportionally more capped losses than payroll. This indicates relatively-
poor loss experience. A relative Joss rate less than 1.000 indicates
relatively good experience.

4. LI-25 calculates an Average Relative Loss Rate for years 1999/00
through 2003/04. A five-year average provides stability and mitigates the
effects of one bad year a department may have experienced.

5. LI-26 calculates an Experience Modification factor (Xmod) for each
department. This is a measure of whether a department's loss experience is
better or worse than the City's average.
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The "Weight" column shows the weight given to each departmenrs own
loss experience. If little weight is given to a department's o\\n loss
experience:

• Its experience modification will be close to 1.000, regardless of
how good or bad its loss experience.

• Its share of total costs will be close to its share of payroll,
regardless of how good or bad its loss experience.

If a lot of weight is given to a department's own loss experience, its
experience modification factor will be able to move away from 1.000.

For most organizations, smaller departments do not want costs to fluctuate
much from year to year, and individual loss experience is not a good
predictor of long-term trends. For this reason, little weight is given to the
loss experience of smaller departments. The opposite is true for large
departments.

The minimum weight is 10%. A minimum weight was assigned, so even a
small department would be given some credit for its own loss experience.
The largest department is assigned a weight of 75%.

8. Ll-27 calculates each department's recommended funding ("Projected
Loss Funds") for 2005/06. A department's final loss funds is obtained by:

a. Calculating each department's "experience weighted exposure" for
the year in which costs are to be allocated. Experience weighted
exposure is payroll for the year multiplied by the Xmod calculated
in Exhibit LI-26.

b. Calculating each department's percent of experience weighted
exposure.

c. Multiplying the total funding needs by each department's percentage
of experience weighted exposure.

9. Ll-28 calculates each department's recommended funding ("Projected
Loss Funds") for 2006/07, in a manner consistent with that used in
Exhibit LJ-27.

The following points are of importance.

1. Equity, The proposed rating plan is an equitable way to determine each
department's loss funds. It recognizes each department's exposure to loss
and actual loss experience.

9
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2. Experience period. We have used five years of loss experience. This is
Jong enough to smooth the results of a single year (good or bad).

3. Loss caps. \Ve believe toss caps of $50,000 arc most appropriale for the
City. A $50,000 cap captures the majority of indnidual claims without an
undue penalty for the severity of individual claims.

We tested the cap at $100,000T and the results are not significantly
different. Table 1 below shows the Xmods at the $50,000 cap and the
alternatives 100,000 cap.

Table 1-1
Experience Modification Factors

Program
d)

(A) Fire Department

(B) Parks and Recreation

(C) Public Services Agency

(D) Public Works

(E) Other

$50,000 Cap
(2)

0.447

1.085

1.111

2.009

0.529

$100, 000 Cap
(3)

0.442

1.028

1.134

1.958

0.550

10
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Appendix A

Conditions and Limitations

It is important to understand the conditions and limitations listed below. Each chapter and
section is an integral pan of the whole study. If there are questions, please contact
ARM Tech for clarification.

• Data Quality. We relied upon data provided by the organization shown
on the transmitlal page or its designated agents. The data was used without
verification or audit, other than checks for reasonableness. Unless otherwise
stated, we assumed the data to be correct and complete,

• Economic Environment, Unless otherwise staled, we assumed the
current economic conditions will continue in the foreseeable future.

• Insurance Coverage. Unless otherwise stated, we assumed no
insurance coverage changes (including coverage provided by the organization
to others) subsequent to the date this study was prepared. This includes
coverage language, self-insured retention, limitations and similar issues.

• Insurance Solvency. Unless otherwise stated, we assumed all
insurance purchased by the organization is from solvent sources payable in
accordance with terms of the coverage document.

• Interest Rate. The exhibits specify the annual interest rate used.

• Methodology. In this study, different actuarial methods were applied. In
some instances, the methods yield significantly disparate results. The
estimates, projections and recommendations in this study reflect our
judgments as to the best method or combination of methods thai are most
reliable and reflective of the exposure to loss.

• Reproduction. This study may only be reproduced in its entirety.

• Risk and Variability. Insurance is an inherently risky enterprise. Actual
losses may vary significantly from our estimates, projections and
recommendations. They may emerge higher or lower.
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Statutory and Judicial Changes. Legislatures andjudiciaries may
change statutes that govern indemnification. This includes benefit levels for
workers compensation, immunities and limitations for liability, and other
similar issues. Unless otherwise stated, we assumed no statutory changes
subsequent to the date this study was prepared-

Supplemental Data. In addition to the data provided by the
organization, \ve supplemented our analysis with data from similar
organizations and insurance industry statistics, as we deemed appropriate.

Usage. This study has been prepared for the usage of the organization
shown on the transmittaJ page. It was not prepared for and may not be
appropriate for use by other organizations. Other organizations should obtain
written permission from ARM Tech prior to use of this study.
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Appendix B

Glossary of Actuarial Terms

Actuarial Methods (Most Common)

A major objective of an actuarial study is to statistically project ultimate losses. The
following actuarial methods are the most common:

• Developed Paid Losses

• Developed Reported Incurred Losses

• Developed Case Reserves

• Frequency Times Severity Analysis

• Loss Rate Analysis

The following describes each method:

1. Developed Paid Losses. Paid losses represent the amounts actually paid to
claimants (less excess insurance recoveries). As time goes on, loss payments continue
until all claims are closed and there are no remaining payments expected. At this time,
the ultimate losses for the claim period are known. This common process is called
"paid loss development.'7

Paid loss development is an extrapolation of actual dollars paid. It does not depend on
case reserve estimates. A potential shortcoming of utilizing this method is that only a
small fraction of total payments have been made for the most recent claim periods.
Extrapolating ultimate Josses based on small amounts of actual payments may be
speculative. A second potential shortcoming is that payment patterns can change over
time.

2. Developed Reported Incurred Losses. Reported incurred losses are paid
losses plus case reserves. In most programs, tola] reported incurred losses
underestimate the ultimate losses. Over time, as more information about a body of
claims becomes known, they are adjusted either up or down until they are closed.
Though many individual claims settle for less than what was estimated, these
decreases are generally more than offset by increases in the cost of other claims for
which new information has emerged.
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The nel effect is that total estimated costs are often revised upward over time. This
normal process is called "reported incurred Joss development." Actuaries typically
review the development patterns of the recent past to make projections of the expected
future loss development and: therefore, estimations of ultimate losses.

3. Developed Case Reserves. The developed case reserves method is a hybrid
of the paid loss development and reported incurred loss development methods. It
relies on the historical adequacy of case reserves to predict ultimate losses.

4. Frequency Times Severity Analysis. The frequency times seventy
analysis is an actuarial method that uses a preliminary projection of ultimate Josses to
project claims severity. The claims severity times the number of claims is a predictor
of ultimate losses. The focus of the frequency times severity analysis is that ultimate
losses each period are dependent on the number of claims.

5. LOSS Rate Analysis. The loss rate analysis is based on the historical loss rates
per exposure unit (such as payroll vehicles or property value). The loss rates
(projected ultimate losses divided by exposure units) are trended to reflect the effect
of claim cost infl ation and retention changes. The trended loss rates represent the rates
that one would see if all of the claims had been handled in the claim cost environment
that will be present in the upcoming, period. The trended loss rate times the projected
exposure units is a predictor of losses.

6. Bornhuetter-FergUSOn Method (B-F). The B-F method is an actuarial
method that weights a preliminary projection of ultimate losses with projections of
ultimate losses determined by other actuarial methods (usually the developed paid
losses and developed reported incurred losses methods). For less mature claim
periods, the B-F method leans more heavily to the preliminary projection. It gradually
converges to the projections of ultimate losses determined by the other actuarial
methods as the claim periods mature.

Actuary

A specialist trained in mathematics, statistics, and finance who is responsible for rate,
reserve, and dividend calculations and other statistical studies.
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Allocated Loss Adjustment Expenses

Allocated Joss adjustment expenses (ALAE) are the direct expenses to settle specific claims.
These expenses are primarily legal expenses.

Governmental Accounting Standards Board (GASB) Statement No. 10 requires that ALAE
be included in financial statements and thai they be calculated by actuarial methods.

American Academy of Actuaries

A society concerned with the development of education in the field of actuarial science and
with the enhancement of standards in the actuarial field. Members may use the designation
MAAA (Member, American Academy of Actuaries).

Benefits

The financial reimbursement and other services provided insureds by insurers under the
terms of an insurance contract. An example would be the benefits listed under a life or health
insurance policy or benefits as prescribed by a workers compensation law.

Casualty Actuarial Society

A professional society for actuaries in areas of property and casualty insurance work. This
society grants the designation of Associate of the Casualty Actuarial Society (ACAS) and
Fellow of the Casualty Actuarial Society (FCAS).

Claim

Demand by an individual or entity to recover for a loss.

Claims Made

A policy written on this basis covers only those claims that are made during the policy
period. Coverage for prior acts is provided back lo what is known as the retroactive date,
which is the effective date of the original claims made policy with the same insurer.
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Composite Rate

A single rate with a single basis of premium (e.g., payroll or sales). For this single rale the
insured is covered for a variety of hazards, such as premises and operations, completed
operations, products liabili ty, and automobile. Its primary value is to compute premium
simply.

Confidence Level

A confidence level is the statistical certainty that an actuary believes funding will be
sufficient. For example, an 80^, confidence level means that the actuary believes funding
will be sufficient in eight years cmi of ten.

Confidence levels are determined based on mathematical models. Coverages that are low
frequency and high severity (such as excess liability) are subject to greater risk than
coverages that are high frequency and low severity (such as automobile physical damage).
Therefore, they need a greater margin to attain a given confidence level.

GASB Statement No. 30 requires public entities to use "expected" amounts as a liability in
financial statements. Expected corresponds to approximately a 55% confidence level.
Amounts above expected are prudent, but should be considered equity (not a liability).

Coverage

The scope of the protection provided under a contract of insurance.

Credibility

Credibility is the belief that the sample data is an accurate reflection of the larger population.
Credibility is highest when the sample data is large and the standard deviation (discussed
later) of the larger population is low.

Dates

There are at least three milestone dales in a claim. They are the date of injury or accident, the
date of report and the date of closure. It is best if each of these dates is recorded. Some
organizations may also Keep the date a claim becomes a lawsuit, as opposed to a demand.
ARM Tech recommends this additional level of detail, especially if the data is to be used for
litigation management.
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Deductible

The portion of an insured Joss to be home by the insured before he is entitled to recovery
from the insurer. Deductibles may be expressed as a dollar amount, percentage or waiting
period.

Disability

A condition that curtails a person's ability to carry on his normal pursuits. A disability may
be partial or total, and temporary or permanent.

Dividend (Policyholder)

The return of pail of the premium paid for a policy issued on a participating basis by either a
mutual or a stock insurer.

Estimated Outstanding Losses

Estimated outstanding losses are the cost of claims that have occurred but have not yet been
paid. They typically include indemnification and allocated loss adjustment expenses (ALAE),
but not unallocated loss adjustment expenses (ULAE).

Estimated outstanding ]osses are calculated as projected ultimate losses less paid losses.
Alternatively, they are the sum of case reserves and incurred but not reported (IBNR) claims.

Estimated outstanding losses are usually the largest single item listed as a liability on the
balance sheet of a public entity's financial statement. GASB Statement No. 10 requires they
be calculated by actuarial methods. Other common names for estimated outstanding losses
are outstanding claims liabilities and unpaid claims.

Experience Rating

A method of adjusting the premium for a risk based on past loss experience for that risk
compared to loss experience for an average risk.
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Exposure Data

Exposure data refers to the activities of the organization. For example, payroll is the most
common exposure measure for workers compensation. ARM Tech suggests collecting
exposure data with the following characteristics:

> Readily Available. The exposure data should be easily obtained. It is
best if it is a byproduct of other activities, although this is not always possible.
If getting data is arduous, it may discourage collection.

~> Vary With Losses. The exposure data should correlate directly with
losses. The ideal situation is where exposure and expected losses move in
tandem. The exposure base needs to be fi t t ing to the coverage. For example,
the number of employees may vary with property losses (more employees =
more office space = more losses), but property value is a clearly superior
exposure base for property Josses.

Generally Accepted Accounting Principles (GAAP)

These principles are intended to produce financial results (in the insurance industry)
consistent with those of other industries and to assure consistency in financial reporting.

Incurred But Not Reported

IBNR is realty comprised of two distinct items. These are the development of known case
reserves (incurred but not enough reported [IBNER] and incurred but not yet reported
[3DSNYR]).

IBNER are the actuary's estimate of the inadequacy of case reserves. Most claims settle at
amounts close to what is set by the claims administrator. Some claims cJose favorably and
some emerge as more expensive. On balance, case reserves tend to be loo low (especially for
recent years). IBNER is the actuary's estimate of the amount total case reserves will rise
upon closure.

IBNYR refers to those claims that have occurred, but have not yet been reported, A classic
example is medical malpractice claim reported several years after the medical procedure was
performed.
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Insurance Services Office (ISO)

An organization of the proper!) and casually insurance business designed to gather statistics,
promulgate rates, and develop policy forms.

Investment Income

The return received by entities from their investment portfolios, including interest, dividends
and realized capital gains on stocks. Realized capital gains means the profit realized on assets
that have actual ly been sold for more their purchase price.

Limited

Most programs purchase excess insurance for catastrophic claims. For example, they may
purchase coverage for claims above a $500,000 per occurrence self-insured retention.
"Limited" refers to an estimate or projection being limited to the self-insured retention. In
contrast, "unlimited" means a Joss projection not limited to the self-insured retention.

Other common names for limited are net of excess insurance or capped losses.

Loss Development

The difference between the amount of losses initially estimated by the insurer and the amount
reported in an evaluation on a later date. Loss development is typically measured for paid
losses, reported incurred losses and claim counts.

Manual Rates

Usually, the published rate for some unit of insurance. An example is in the workers
compensation manual, where the rates shown apply to each $100 of the payroll of the
insured, $100 being the "unit."
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National Council on Compensation Insurance (NCCI)

An association of workers compensation insurance companies whose main functions are
collecting statistics and calculating rates, establishing policy wording, developing experience
and retrospective rating plans, and serving as the filing organization for member companies.

Net

Many pooling programs assign deductibles to members. For example, each member may
have a $5,000 per claim deductible. "Net" refers to a loss estimate or projection that excludes
amounts below member deductibles.

Occurrence
An event that results in an insured loss. In some lines of insurance, such as general liability, it
is distinguished from accident in that the loss does not have to be sudden and fortuitous and
can result from continuous or repeated exposure that results in bodily injury or property
damage neither expected nor intended by the insured.

Pool

An organization of entities through which particular types of risks are written with the
premiums, losses, and expenses shared in agreed amounts among the members belonging to
the organization.

Premium

The price of insurance protection for a specified risk for a specified period of time.

Present Value

The amount of money that future amounts receivable are currently worth. For example, a.Life
Insurance policy may provide for payments to be made monthly for ten years. The present
value of that money would be less than the total amount of the regular periodic payments for
10 years because of the amount of interest that a present lump sum could earn during the
term than the payments otherwise would have been made.
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Probability

The probability is the Jikelihood of an event. It is a measure of how likely a value or event is
to occur. It can be measured from data by calculating the number of occurrences of the value
or event divided by the total number of occurrences. This calculation can be converted to a
percentage. For example, tossing a coin has a 5Q'/r probability of heads or tails.

Projected Losses Paid

Projected losses paid are the projected claims disbursements in a period, regardless of when
the claim occurred. They typically include indemnification and ALAE. but not unallocated
loss adjustment expenses (ULAE).

"Projected losses paid" is a cash-flow analysis that can be used in making investment
decisions.

Projected Ultimate Losses

Projected ultimate losses are the accrual value of claims. They are the total amount that is
expected to be paid in a particular claim period after all claims are closed. Projected ultimate
losses are the total loss costs for a particular period. They typically include indemnification
and ALAE: but not ULAE.

Other common names for projected ultimate losses are expected losses, ultimate losses and
total losses.

Rate

The cost of a given unit of insurance. For example, in life insurance, it is the price of $1 X)00
of the face amount. In property insurance, it is the rate per $100 of value to be insured. The
premium is the rate multiplied by the number of units of insurance purchased.

Retrospective Rating

A method for which the final premium is not determined unti l the end of the coverage period,
and is based on the insured'sown loss experience for that same period. It is usually subject to
a maximum and minimum premium. A plan of this type can be used in various types of
insurance, especially workers compensation and liability, and is usually elected by only very
large insureds.
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Salvage

Property taken over by an entity to reduce its loss. Automobile physical damage losses can be
reduced by the sale of recovered vehicles.

Schedule Rating

The application of debits or credits within established ranges for various characteristics of a
risk according to an established schedule of items. Under liability and automobile insurance,
the schedule rating plan allows credits and debits for various good or bad features of a
particular commercial risk. An example in automobile schedule rating would be allowing
credits for driver training classes or fleet maintenance programs.

Self-Insurance Retention (SIR)

That portion of a risk or potential loss assumed by an insured. It is often in the form of a per
occurrence deductible.

Society of Actuaries (SOA)

A professional society for actuaries in areas of pensions, and life and health insurance work.
The SOA grants the designation Associate of the Society of Actuaries (ASA) and Fellow of
the Society of Actuaries (FSA).

Standard Premium

Most often used in connection with retrospective rating for Workers Compensation and
Genera] Liability Insurance. It is the premium of which the basic premium is a percentage
and is developed by applying the regular rales to an insured's payroll.

State Fund

A fund set up by a state government to finance a mandatory insurance system, such as
Workers Compensation or non-occupational disability benefits. Such a fund may be
monopolislic, i.e., purchasers of the type of insurance required must place it in the state fund;
or it may be competitive, i.e., an alternative to private insurance if the purchaser desires to
use it.

10
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Statutory Accounting Principles (SAP)

Those principles required by statute that must be followed by an insurance company or other
similar entity when submitting its financial statement to the state insurance department. Such
principles differ from (GAAP) in some important respects. For one thing SAP requires thai
expenses must be recorded immediately and cannot be deferred to track with premiums as
they are earned and taken into revenue.

Unallocated Loss Adjustment Expenses

Unallocated loss adjustment expenses (ULAE) are the indirect expenses to settle claims.
These expenses are primarily administration and claims handling expenses.

GASB Statement No. 10 requires that ULAE be included in financial statements and that
they be calculated by actuarial methods.

11
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Appendix C

Exhibits

The attached exhibits detail our analysis.
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A T T A C H M E N T B

December 16, 2004

City of Oakland
150 Frank 11. Ogawa Plaza, Second Floor
Oakland, California 94612

Ann: Ms. Deb Cormvell
Insurance Manager

Actuarial Study of the
Self-Insured Liability Program

as of June 30, 2004

This study has been completed for the City of Oakland, California. It contains the
analysis and conclusions of our work.

No key personnel hav
impair our objectivity.

a relationship with the City of Oakland. California, that may

The City requested that ARM Tech develop a cost allocation plan that is similar to that
employed by the City of Phoenix. The allocation was provided in Exhibits LJ-22 through
LI-2S of our actuarial study dated November 30, 2004.

After our actuarial study was finalized, we learned thai the Office of Parks and
Recreation (OPR) was reorganized effective Ju ly 1. 2004. As a result of the
reorganization, the Parks Maintenance portion of OPR is now included in the Public
Works department, while the Recreation portion remains in OPR.

Based on this new information, we have recalculated the experience modifiers by
removing the loss and exposure data for Parks Maintenance from OPR, and adding the
amounts to Public Works, in order to correctly reflect the new departmental makeup. The
breakdown of OPR losses between the Parks portion and the Recreation portion was
provided by the City. The spli t of OPR payroll between Parks and Recreation was not
readily available at the t ime of our analysis. We have estimated Parks payroll to be 43%
of the OPR total .



We recommend funding by City department for 2005/06 and 2006'O/ to be as shown in
Table 1.

Table 1
Recommended Funding by Department

2005/06 and 2006/07

Department
(D

(A) Fire Department

(B) Parks and Recreation

(C) Police Services Agency

(D) Public Works

(E) Other

(F) Total

Projected Loss
Funds

2005/06
(2)

$854,655

253,452

3,337.556

4,464,887

1,701,560

510,612,110

Projected Loss
Funds

2006/07
(3)

$909,025

269,575

3,549,880

4,748,928

1,809,807

$11,287,215

Our calculation is detailed in the attached exhibits. We will update the calculations if the
payroll split between Parks and Recreation becomes available.

Please call if you have any questions. Thank you for the opportunity to be of service.

Respectfully submitted,

ARM TECH

Bv
Mujtaba Oatoo. ACAS, MAAA
Consulting Actuarv

MD:is
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(3) i£ from Exhibit L1-22
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OAKLAND CITY COUNCIL

RESOLUTION No. C. M. S.

INTRODUCED BY COUNCILMEMBER OFFICE 0; 't C iT ' i

2005 JW 13 PH8: 18
RESOLUTION AUTHORIZING THE BUDGETARY APPROPRIATION OF MONIES
FROM THE SELF-INSURANCE GENERAL LIABILITY FUND (FUND 1100) TO
DEPARTMENTS FOR FY 2005/06 AND 2006/07 ALLOCATION OF GENERAL LIABILITY
COSTS BASED ON IMPLEMENTATION OF THE "PHOENIX MODEL" OF RISK
MANAGEMENT COST ALLOCATION

WHEREAS, in 2004, the City Council adopted the Risk Management Cost Allocation Program
(RMCAP) to monitor the liability claim and litigation payouts incurred by certain City
agencies/departments; and

WHEREAS, the RMCAP is modeled after a program currently utilized by the City of Phoenix,
Arizona; and

WHEREAS, the RMCAP budgeted appropriations for claims/litigation payouts in those
agencies/departments based upon historical performance and future projections; and

WHEREAS, the Current Expenditure Baseline Budget for Fiscal Years 2005-07 reflects funding
allocations established in FY 1999-2000, without significant modification; and

WHEREAS, the Current Expenditure Baseline Budget for Fiscal Years 2005-07 underfunds the
projected loss in the amounts reflected below:

Department
Fire
Parks and Recreation
Police Services
Public Works
Other Departments
Total:

2005/06 Baseline
$114,444
$53,770

$1,431,299
$969,546

$4,617,654
$7,186,713

2006/07 Baseline
$114,444
$53,770

$1,431,299
$969,546

$4,617,654
$7,186,713

WHEREAS, actuarial analysis of claims/litigation payout performance for the past 5 fiscal years has
recommended budgetary appropriations for the upcoming budget cycle as listed below:

Department

Fire Department
Parks and Recreation
Police Services Agency
Public Works Agency
Other Departments
Total

2005/06 Projected
Loss Fund

$854,655
$253,452

$3,337,556
$4,464,887
$1,701,560

$10,612,110

2006/07 Projected
Loss Fund

$909,025
$269,575

$3,549,880
$4,748,928
$1,809,807

$11,287,215

Now therefore, be it



RESOLVED: That funds be allocated from the self-insurance fund, non-departmental account to
establish the actuarially recommended budget appropriations for claims/litigation payments for the
departments/agencies and in the amounts listed above, for Fiscal Years 2005/06 and 2006/07.

IN COUNCIL, OAKLAND, CALIFORNIA, ___ „___ __, 20_

PASSED BY THE FOLLOWING VOTE:

AYES- BROOKS, BRUNNER, CHANG, NADEL, QUAN, REID, WAN AND PRESIDENT DE LA FUENTE

NOES-

ABSENT-


