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FUND MONIES IN ACCORDANCE WITH THE RISK MANAGEMENT 
INCENTIVE PROGRAM (FY 2001/02) WITH ALTERNATIVES 

Office of the City Manager 

Office of the City Manager, Risk Management Division 

SUMMARY 

On July 22,2003, staff presented a report allocating general liability fund monies pursuant to the 
implementation of the 1997 Risk Management Incentive Program (RMIP). This report outlined a 
number of concerns related to the implementation of this report due to the current budget 
situation and due to the desire to implement best practices in the public sector regarding Risk 
Management. Staffwas directed to come back with alternative proposals which would also 
include the original proposal as an option. 

FISCAL IMPACTS 

Positive/(Negative) Allocation 

($ 426,668) 
($ 10,186) 
($ 207,782) 
$ 69,111 

(+I- 25% Deviation fmm Baseline) 
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BACKGROUND 

As requested by the Finance and Management Committee on July 22nd, there are alternatives to 
the RMIP as originally conceived. Staff strongly recommends that key provisions of the original 
plan be retained. These include: 

A yearly comprehensive report outlining claims, claim types and payout information with 
comparisons to previous years; 
This report should include a section for each of the “Big Four” departments (Fire, Police, 
Public Works and Parks and Recreation) to comment on their claims activity with 
recommendations outlining each department’s strategy for reducing claims. 
The department directors from each of the Big Four departments should personally report on 
their claims activity and strategies before the Finance Committee during this annual report. 

Incentive/Disincentive Alternatives: 

Options 

A. The original RMIP plan ~ Disincentive/Incentive payments pursuant to ten year rolling 
averages as described in the previous report with no cap. 

B. Simple “First Dollar Deductible” Cost Allocation Program 

Cost allocation programs have been used in other jurisdictions to varying degrees. The main 
tenet of a cost allocation is to fairly allocate the cost of claims to the responsible agency in a 
way which is predictable and for which the cost can be reasonably budgeted. 

The City of Sacramento has recently implemented this form of a cost allocation program, 
much like the deductible of a typical insurance plan. In this type of program, a responsible 
department must pay a “deductible” or first set amount of dollars for each paid claim. For 
example, the police department had 100 claims which resulted in some form of payout during 
fiscal year ‘01-’02. If the City’s deductible was $1500 and it is assumed that each claim paid 
on behalf of the police department was above $1500, the Police Department would be 
responsible for $150,000 of the total claims number. In the case of a cumulative claim, such 
as litigation based on a number of claims, a deductible could be paid for each individual 
claim, despite the settlement of a number of claims as one unit. 

During each budget period, a base amount to cover a reasonably expected number of claims 
based on past performance and other accepted Risk Management principles as determined by 
the Risk Management Division would be added to each department’s budget. To the extent 
that there are fewer paid claims, the department will enjoy a surplus to use as they wish. If 
there is a larger number of budgeted claims, the departments must find the money to pay the 
additional claims or must appeal the additional payment before the Finance Committee 
during the annual report. 
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The key advantages of this simple cost allocation program over the original RMIP program 
are: 

Costs are capped; yet incentives and disincentives are retained; 
Numbers of claims are given appropriate perspective in a deductible program, while the 
severity of claims do not overshadow claims with high occurrence numbers. 
Council is still given the opportunity to examine claims data and hear from responsible 
departments on claims reduction strategies. 
The public is given an opportunity to review claims data and has the opportunity to present 
their views during committee meetings; 
Departments would not only be affected by monetary incentive and disincentives, but the 
process would necessarily direct department attention to each claim; 
This type of program could be performed with current staffing with no additional costs. 

Because of the advantages outlined above, staff recommends the above program, Option B, 
which could be implemented as soon as mid-cycle budget adjustments are made and which 
can be accomplished without the aid of any outside consultants with existing staff. 

C. Complex Cost Allocation Program. 

A more complex form of cost allocation could also be implemented which would perform 
even more like a traditional insurance policy. This would first require the performance of an 
independent actuarial analysis of each department to determine appropriate target numbers 
for typical claims expectations based on traditional risk management factors such as history, 
environment, available budget to control risk, litigation environment, condition of 
infrastructure and other factors which can affect claims activity. A typical estimate for such 
an analysis for each of the Big Four departments would probably be in the range of $15,000 
to $20,000. 

After an analysis, each department would then be allocated money through the budget 
process to cover reasonably anticipated costs of claims. To the extent that claims are above 
or below the determined values, the department would have to pay or would have a budget 
surplus. The caveat for any such program would be a cap on any amount which would need 
to be paid, much like an excess insurance policy which would cover amounts dramatically 
exceeding expected claims numbers. This method would also require an appeal process with 
detailed criteria which would allow departments to demonstrate why a particular claim was 
either impossible to avoid, or where the department was not at fault. Lastly, this program 
would need more involvement from the budget office and the City Attorney’s office, as funds 
would need to be tracked and moved with some frequency. 

Additional Recommendation: 

Institute non-monetary incentives - Employees must be taught how to recognize and 
mitigate hazards and exposures. They must be trained at all levels of employment that 
they have a shared responsibility to reduce hazards and the losses associated with them. 
They must develop a commitment to the improved performance in order to continue 
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long-term success. Without this skill set and commitment, monetary incentive programs 
can result in ignoring or under-reporting losses. Non-monetary incentives can reward 
departments by way of public pronouncements of successful efforts, spotlighting 
exceptional performance of individuals and divisions. 

Staff recommends that the Risk Management Division work with Agencies to help 
develop practical non-monetary incentives to encourage safe working conditions and 
claims reduction. 

KEY ISSUES AND IMPACTS 

Attached to the original RMIP report were attachments containing comprehensive claims data, 
the loss reduction plans for each of the Big Four Departments and a list of appeal considerations 
recommended if the original RMIP is retained. If it is determined that the original plan should be 
retained, the committee must still determine the relative merits of each department’s appeal. 
Attached to this report are the original resolutions which would allow the budget alterations to 
take place pursuant to the original plan. The alternative recommendations do not require a 
resolution for implementation. 

SUSTAINABLE OPPORTUNITIES 
The issues addressed in this report provide no environmental opportunities. 

DISABILITY AND SENIOR CITIZEN ACCESS 
The issues addressed in this report provide no benefits and impacts for the disability and senior 
citizen communities. 

RECOMMENDATION(S) AND RATIONALE 

Staff recommends that Council: 

Approve one of the recommended cost allocation programs. 

1. If Option A is selected, hear and make a determination on each department’s appeal 
and adopt the attached resolutions, with changes based on appeal determinations. 

2. If either Options B or C is selected, no action by Council is necessary. Staffwill 
begin implementation immediately. 

Continue to receive comprehensive annual reports with reporting from each of the Big 
Four agencies. 
Agencies and departments will continue to develop a yearly action plan designed for the 
reduction and/or prevention of loss exposures covered by this report and will present 
these plans during the annual report. 
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ACTION REQUESTED OF THE CITY COUNCIL 
Staff recommends that Council accept the findings and recommendations contained within this 
report. 

Respectfully submitted, 

S- 
Stephanie Garrabrant-Sierra 
Risk Manager 

APPROVED AND FORWARDED TO THE 
FINANCE AND MANAGEMENT COMMITTEE: 
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ALTERVATIVE to RTIIP for OPD Claims 

1) Establish mandatory face-to-face meetings between every 
officer-who is the subject of a citizen complaint-and his or 
her lieutenant or commander for purposes of thoroughly 
reviewing court cases and proposed settlements that involve 
said officer. - 

2) Aggressively enforce Part 4, Section D(3) of the Negotiated 
Settlement Agreement holding all command officers 
personally responsible for monitoring and correcting 
inappropriate behavior in their chain of command. 

3) Thoroughly document all improvements made pursuant to (2) 
above and provide such documentation in closed session in a 
timely manner. 

4) The Internal Affairs investigation may be re-opened and or 
tolled, pursuant to the California Government Code, Section 
3304 et seq., in order to consider evidence that was not 
discovered at the time of the Internal Affairs investigation. 
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