CALIFORNIA AFFILIATED RISK MANAGEMENT AUTHORITIES

In compliance with the Americans with Disabilities Act, if you are a disabled person and you
need a disability-related modification or accommodation to participate in this meeting, please
contact Ms. Ramona Buchanan at (916) 244-1185 or (916) 244-1199 (fax). Requests must be

BOARD OF DIRECTORS

AGENDA

Bickmore Risk Services
1750 Creekside Oaks Drive, Suite 200
Sacramento, California 95833
(800) 541-4591

Wednesday, April 20, 2011
10:00 a.m. - 2:00 p.m.
Lunch will be provided

made as early as possible, and at least one full business day before the start of the meeting.

Documents and materials relating to an open session agenda item that are provided to the
CARMA Board of Directors less than 72 hours prior to a regular meeting will be available for
public inspection and copying at: 1750 Creekside Oaks Drive, Suite 200, Sacramento, CA

95833. The documents are also available on CARMA’s website, www.carmajpa.org.

1. CALL TO ORDER

2. INTRODUCTIONS

3. APPROVAL OF AGENDA AS POSTED (OR AMENDED)

4, PUBLIC COMMENTS - This time is reserved for members of the public to address

the Board relative to matters of the California Affiliated Risk Management Authorities
not on the agenda. No action may be taken on non-agenda items unless authorized by
law. Comments will be limited to five minutes per person and twenty minutes in total.

5. CONSENT CALENDAR
*A.  Minutes of the January 14, 2011, Board of Directors’ Meeting
*B.  Minutes of the March 14, 2011, Special Board of Directors’ Meeting
*C.  Wiarrant Listing from January 31, 2011 through March 31, 2011
*D.  Treasurer’s Report as of December 31, 2010
*E. Internal Financial Statements for the Quarter Ended December 31, 2010
*F. Legal Client Alert from Ferguson, Praet and Sherman - Supreme Court

Decides Retains Heightened Standard for Liability Arising Out of Brady

Violations and Training
Recommendation: Approval of the Consent Calendar

* = Material on agenda item enclosed
** = Material on agenda item enclosed for Board members only
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6. ADMINISTRATIVE MATTERS
*A. New Director of Litigation Management for Bickmore Risk Services, 51
Introduction of Mr. Gerry Preciado
Recommendation: None, information only.
*B. Presentation of Service Plaque to Ms. Sandra Spiess 52
Recommendation: None, information only.
*C. Consideration of the Liability Claims Audit Prepared by Farley Consulting 53
Services
Recommendation:  The Board accepts and files the liability claims
audit as presented.
*D. Amendment to Litigation Manager Duties in CARMA-BRS Agreement 86
Recommendation: The Board approves Amendment Four to the Bickmore
Risk Services’ service contract, effective April 20, 2011.

7. FINANCIAL MATTERS
*A. Review of Actuarial Study Provided by Mr. Jack Joyce of Bay Actuarial 88
Consultants
Recommendation: The Board accepts and files the Actuarial Study as presented.
*B. Clarification of “Member Equity” Definition and Allocation of Member 125
Equity
Recommendation: The Board approves the title of “Member Allocation of Pool
Equity” for future Equity reports, as well as the premium percentage allocation
method to calculate a member’s share of equity.
*C. Revised Proposed Retrospective Adjustment Policy 131
Recommendation: The Board approves the revised Proposed Retrospective
Adjustment Policy.
*D. Signatures on General Fund Checking Account 137
Recommendation: None, Information only.
*E. Consideration of the Proposed Annual Budget for the 2011/2012 Program 140
Year
Recommendation: The Board approve one of the Proposed Annual Operating
Budgets as presented.

8. COVERAGE MATTERS
*A. Discussion Regarding Cyber Liability Coverage 168
Recommendation: The Board provides direction on whether to review, research,
and possibly, revise the CARMA Liability Memorandum of Coverage to
specifically exclude coverage for Third Party Cyber Liability.
*B. Marketing Excess Insurance Corridor Deductible and the Advantages and/or 170
Disadvantages of Such Deductible From an Actuarial and Excess Perspective
Recommendation: For Board discussion and direction to staff.
*C. Report from Alliant Insurance Services on the Status of the Excess Insurance 173
Renewal for CARMA
Recommendation: A recommendation will be provided at the meeting
following the report from Ms. Adams.
*D. Measurement of Litigation Management Performance 180
Recommendation: None, Information only.

* = Material on agenda item enclosed
** = Material on agenda item enclosed for Board members only
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9. CLAIMS MATTERS
**A.  Closed Session Pursuant to Government Code Section 54956.95(a) to Discuss 185
Claims

Pursuant to Government Code section 54956.95(a), the Board will hold a
closed session to discuss claims for the payment of tort liability losses, public
liability losses, or workers’ compensation liability incurred by the joint
powers authority.

Affholter, et al. v. City of Merced, et al. (CSJVRMA)

B. Closed Session Pursuant to Government Code Section 54957(b) - Review of
Legal Counsel

Pursuant to Government Code Section 54957(Db), the Board will hold a closed
session for public employee performance review of the Legal Counsel
position.

C. Report from Closed Session

Pursuant to Government Code Section 54957.1, the Board must report in open
session any action, or lack thereof, taken in closed session.

10. CLOSING COMMENTS
This time is reserved for comments by the Board members and staff and to identify
matters for future Board business

A. Board
B. Staff

11. ADJOURNMENT

¢+ The next Board of Directors’ meeting is scheduled for Wednesday, June 22, 2011,
at 10:00 a.m. at the offices of Bickmore Risk Services in Sacramento.

* = Material on agenda item enclosed
** = Material on agenda item enclosed for Board members only



CARMA
Board of Directors’ Meeting
April 20, 2011

CONSENT CALENDAR

SUBJECT: Consent Calendar

BACKGROUND AND STATUS:

The Consent Calendar consists of items that require approval or acceptance but are self-
explanatory and require no discussion. If the Board would like to discuss any item listed, it may
be pulled from the Consent Calendar.

RECOMMENDATION:

Approval of the Consent Calendar.

REFERENCE MATERIALS ATTACHED:

*A.
*B.
*C.
*D.
*E.

*F.

Minutes of the January 14, 2011, Board of Directors’ Meeting

Minutes of the March 14, 2011, Special Board of Directors’ Meeting

Warrant Listing from January 31, 2011, through March 31, 2011

Treasurer’s Report as of December 31, 2010

Internal Financial Statements for the Quarter Ended December 31, 2010

Legal Client Alert from Ferguson, Praet and Sherman — Supreme Court Decides
Retains Heightened Standard for Liability Arising Out of Brady Violations and
Training

Agenda Item 5.A.-F.




CALIFORNIA AFFILIATED RISK MANAGEMENT AUTHORITIES
(CARMA)

DRAFT MINUTES OF THE BOARD OF DIRECTORS’
MEETING OF JANUARY 14, 2011

A regular meeting of the Board of Directors of CARMA was held on January 14, 2011, at the Bodega
Bay Lodge & Spa, Bodega Bay, California.

BOARD MEMBERS PRESENT: Geoff Grote, BCJPIA, President
John Stroh, VCJPA
Jake O’Malley, MPA, Treasurer
Robert Galvan, MBASIA

BOARD MEMBERS ABSENT: Linda Abid-Cummings, CSJVRMA

ALTERNATE MEMBERS PRESENT: Dave Hodgkins, BCIPIA
Robert Ewing, MPA

OTHERS PRESENT: Karen Thesing, Executive Director
Sandra Spiess, Board Secretary
Nancy Broadhurst, Accounting Manager
Linzie Kramer, Litigation Manager
Craig Farmer, Legal Counsel
Rob Kramer, Bickmore Risk Services
Michael Groff, Bickmore Risk Services
Jeanette Workman, Bickmore Risk Services
Brian Kelley, Bickmore Risk Services
Adrienne Beatty, Bickmore Risk Services
Ramona Buchanan, Bickmore Risk Services
Mike Simmons, Alliant Insurance Services
Carlos Oblites, PFM

1. CALL TO ORDER

The January 14, 2011, Board of Directors’ meeting was called to order at 9:01 a.m. by
President Geoff Grote.

2. INTRODUCTIONS

Those in attendance introduced themselves. President Grote, on behalf of the Board of
Directors, expressed appreciation to and recognized Ms. Sandra Spiess for a job well done as
Board Secretary to the CARMA Board of Directors.



APPROVAL OF AGENDA AS POSTED (OR AMENDED)

John Stroh moved to approve the amended agenda that was sent out to the Board of
Directors. Seconded by Jake O’Malley. Motion passed unanimously.

PUBLIC COMMENTS

None.

CONSENT CALENDAR

John Stroh moved to approve/accept the following items: A) November 2, 2010, Special
Board Meeting; B) Minutes of the September 10, 2010, Board Meeting; C) Warrant
Listings for September 1, 2010, through December 31, 2010; D) Treasurer’s Report at
September 30, 2010; E) Internal Financial Statements for the Quarter Ended
September 30, 2010; F) Farley Consulting Services Contract; and G) Memo on SB 719
— “The Police Pursuit Bill” by Michael Groff. Seconded by Jake O’Malley. Motion
passed unanimously.

ANNUAL WORKSHOP RECAP

A. Establishment of Goals and Objectives

Ms. Karen Thesing, Executive Director, reviewed items of interest discussed during
the Workshop held the previous day with the Board and confirmed the goals and
objectives established by the Board. Ms. Thesing noted that this is an opportunity
for the Board of Directors to make amendments as needed, and/or adopt the Goals
and Objectives for 2011/2012:
The Goals and Objectives for 2011/2012 are as follows:
Marketing of excess and reinsurance coverage:
= More aggressive marketing with new inverse/condemnation terms and limits.
= Quota sharing above the $3 million pooling level.
Marketing

= Continue outreach to CARMA members.

= Emphasis on claims reporting and litigation management.
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Experience Modification Factors

= Evaluate the application of an ex-mod to the $3 million pool limit, which
would be phased in over a three-year time period.

Retrospective Adjustment Policy
= Evaluate the method of the calculations and member allocation.

= Determine the definition of “member equity.”

John Stroh moved to adopt the 2011/2012 Goals and Objectives as presented. Seconded
by Jake O’Malley. Motion passed unanimously.

FINANCIAL MATTERS

A.

Retrospective Adjustment Policy / Return of Equity

Ms. Thesing reported that a proposed Retrospective Adjustment Policy was
presented and discussed at the January 13, 2011, CARMA Board of Directors’
workshop with the Board’s consensus that further work be completed on the
Retrospective Adjustment Policy, and no further Board action will be required at this
time on the proposed policy.

California Asset Management Program Portfolio Review

Mr. Carlos Oblites, Public Financial Management (PFM), reviewed CARMA'’s
investment performance for a two-year period ending December 31, 2010, and
provided a detailed review of the current market conditions. Mr. Oblites reported that
the yield for the 12-month period ended December 31, 2010, was substantially higher
than LAIF and CARMA’s established benchmark. For the past quarter, CARMA had
a negative return of .04%; however, for the past year, the portfolio earned 2.43%,
well over the benchmarked returns.

Mr. Oblites advised that the portfolio’s holdings are diversified by maturity, comply
with California Code and CARMA’s investment policy, continues to accrue earnings
at a rate of 1.22% (yield to maturity) per year, and has generated solid
returns. Mr. Oblites discussed factors that have contributed to the recent yield
increases and reported that future indicators are that the rates will remain the same
due to these contributing factors.

Going forward, the First Quarter 2011 Investment Strategy for CARMA will include
seeking to effectively manage the duration of CARMA’s portfolio, and possibly
increase the portfolio’s allocation to the Treasury sector to enhance liquidity and
credit quality.

A question was posed on the impact European countries are having on the market.
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8.

Mr. Oblites discussed the impact Greece, Ireland, and Portugal are having on the
international market and currency, and noted that it is expected Germany may go
bankrupt as well.

Appreciation was expressed to Mr. Oblites for today’s presentation.

ADMINISTRATIVE MATTERS

A.

Appointment of Board Secretary

Ms. Thesing reminded the Board that last year, it was announced that Ms. Spiess has
been promoted within Bickmore Risk Services (BRS) in the Consulting Division,
and Ms. Spiess would be leaving her position with CARMA. Ms. Thesing advised
that over the past six months, staff has been working with Ms. Ramona Buchanan,
Bickmore Risk Services, on the transition, and is requesting that the Board of
Directors approve Ms. Buchanan as the CARMA Board Secretary, replacing
Ms. Spiess in this capacity.

Jake O’Malley moved to approve Ms. Ramona Buchanan, Bickmore Risk
Services, as the CARMA Board Secretary effective January 14, 2011. Seconded
by John Stroh. Motion passed unanimously.

On behalf of the Board of Directors, President Grote officially welcomed Ms.
Buchanan aboard as the CARMA Board Secretary.

Reaffirmation of the Conflict of Interest Code

Ms. Thesing indicated that every two even-numbered years, and as required by law,
staff presents CARMA’s Conflict of Interest Code to the Board of Directors for
review. Ms. Thesing noted that the Conflict of Interest Code delineates the positions
that are required to submit a Form 700, Statement of Economic Interests, as well as
the respective disclosures for each filer.

Ms. Thesing reported that staff has reviewed the current CARMA Conflict of Interest
Code and that there are no changes being recommended to the code and as such is
recommending the Board of Directors’ re-affirm the Conflict of Interest Code for
2011 and 2012, as presented.

John Stroh moved to reaffirm the Conflict of Interest Policy for the 2011 and

2012 calendar years as presented. Seconded by Robert Galvan. Motion passed
unanimously.

Bay Actuarial Consultants Letter of Engagement for Actuarial Services

Ms. Thesing reported that Bay Actuarial Consultants, in particular Mr. Jack Joyce,
has been providing actuarial services to CARMA since 2002. Ms. Thesing noted that
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since the contract will soon expire, this item has been included on the agenda for the
Board of Directors to determine if it would like to continue with Bay Actuarial
Consultants or to proceed with a Request for Proposal (RFP) for actuarial services.

Staff has been working with Mr. Joyce related to contractual cost, and Mr. Joyce has
indicated for 2011/2012 that Bay Actuarial Consultants will charge a flat fee of
$6,724, and limit future annual fee increases to no more than 2% per year through the
2015 fiscal year.

The question was posed how competitive the fees being proposed are as compared to
other providers. Ms. Thesing advised that based upon the volume of work, Bay
Actuarial Consultants’ fees are in the same ballpark as other providers.

Ms. Thesing further reported that for the 2011/2012 fiscal year, it is being requested
that the actuary review future loss funding rates per $100 of payroll for $1 million x
$4 million in addition to the other layers. Mr. Michael Simmons, MBASIA,
requested that the actuary include $1 million x $5 million in the study, as well as
comment on the 50% quota sharing ratio.

Ms. Nancy Broadhurst, Bickmore Risk Services, noted that in addition to the 60%,
70%, 75%, 80%, and 90% probability levels, the actuarial report will also include the
85% probably level as well.

John Stroh moved to: 1) approve the proposal from Bay Actuarial Consultants
for 2011 through 2015, as presented; 2) to include as part of the study an
analysis of the $1 million x $4 million and $1 million x $5 million loss funding
rates and include a comment on the 50% quota sharing ratio; and 4) in addition
to the 60%, 70%, 75%, 80%, and 90% probability levels, discuss rates at the
85% probability level as part of the actuarial study. Seconded by Jake
O’Malley. Motion passed unanimously.

Updated CARMA Website

Ms. Thesing reported that over the past several months, staff has been working with
the Bickmore Risk Services’ IT Department to review the existing CARMA website,
analyze the features that are utilized the most, and to determine a manner in which to
enhance the current features of the website so it is more user-friendly and attractive
to current and potential members. As such, Ms. Thesing advised an updated website
is being unveiled to the Board of Directors that is now “live” on the Internet.

Ms. Buchanan, Bickmore Risk Services, provided an overview of the website
updates, including the addition of a member application for the purpose of
marketing, and a litigation page under the members-only section for current
members. Ms. Buchanan concluded by advising should the Board have any
comments or suggestions to email her at rouchanan@brsrisk.com.

A question was posed on the login requirements for the members-only. Ms. Spiess
noted that under the old website platform, all members shared a common login
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password, but with the enhanced website, each member will have his/her own
username and password. This new feature is at no additional cost to CARMA or its
members. Each member is encouraged to go the Members-Only page on the
CARMA website at www.carmajpa.org and register for a username and password.

A further question was posed on the purpose and content of the new litigation
section. Ms. Thesing advised that access to this new section is for members
available through the members-only section, and that no litigation cases will be
included, but rather training materials, power point presentations, white papers,
manuals, etc. will be on that page.

Medicare Set-Aside (MSA) Update

As an update to the Board of Directors, Mr. Michael Groff, Bickmore Risk Services,
reported that the BRS litigation team has been diligently keeping apprised of changes
to the mandatory Medicare reporting requirements and the protection of Medicare’s
interest as a secondary payer. Mr. Groff advised that this process has always been in
place on the workers’ compensation side and on the liability side the consideration of
payments for conditional liens at settlement has been in place as well. However,
protecting Medicare’s interests for potential future medical payments within the
general liability arena remain an uncharted territory; thus, this is a complicated new
federal law that staff continues to monitor.

Mr. Groff discussed the two major aspects to the Medicare Set-Aside protection issue
(i.e. conditional liens: payments already made by Medicare, and future medicals:
payments that may be made by Medicare in the future) and noted that Medicare is
monitoring this closely to ensure its protection. Mr. Groff advised that Medicare has
now extended the date for mandatory reporting to January 2012, relating back to
cases settling after October 1, 2011.

Ms. Adrienne Beatty, BCJPIA, clarified that this is for settlements, judgments, and
awards (TPOCs) for liability claims only; reporting of settlements, judgments, and
awards for workers’ compensation claims settling on or after October 1, 2010, as
well as reporting of Ongoing Reporting of Medicals (ORMs) for both workers’
compensation and liability claims, began January 1, 2011. Ms. Beatty further
discussed the effort to provide training on the difference between Medicare-eligible
claimants and claimants who are currently Medicare beneficiaries and how this
relates to the reporting/query process.

Mr. Groff added that CARMA is a Registered Reporting Entity (RRE) and
emphasized the importance of monitoring and reporting obligations. Failure to report
will fall back on CARMA, as the RRE, and financial penalties apply for non or late
reporting. Mr. Groff then discussed a court decision on a Longshoreman case, and
noted the benefit of the decision as a tool for resolving cases involving Medicare-
eligible claimants.

Mr. Linzie Kramer, Litigation Manager, advised this is the third time Medicare has
postponed some element of the mandatory reporting dates. Mr. Kramer continued by
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advising that he and Mr. Groff have been drafting various settlement agreements for
Medicare-eligible or beneficiary claimants and that this bank of information is
available to the underlying CARMA pool members. Mr. Kramer concluded by
advising that the litigation management team has worked very carefully with the
Third Party Administrators to assist them in this process, and staff will continue to do
SO as necessary.

Genex Contract Fees for 2011/2012 Program Year

Mr. Groff reported that Bickmore Risk Services (BRS) and its clients have partnered
with Genex Services, Inc. to provide assistance on Medicare queries and reporting,
and to assist BRS in determining an amount to be allocated for future medical
expenses.

Mr. Linzie Kramer provided an overview on the processes involved in selecting
Genex, and negotiating the amount that would be charged to each of the BRS clients
with individual contracts with Genex. Mr. Kramer advised that the negotiated
amount on behalf of the BRS clients is $150,000 total for hardware and software, to
be paid the first of April 2011. Genex agreed, as part of their services, to off-set
Medicare Set-Aside (MSA) referrals against the negotiated total. Mr. Kramer
continued to report that recently the negotiated amount has been reduced from
$150,000 to $80,000, with two months remaining to continue negotiations with
Genex.

Mr. Kramer further reported that internal meetings were held for the purpose of
providing the BRS clients and administrators the amount required for their respective
budgets. Mr. Kramer noted this delay in reporting dates has had an impact on the
work to be performed by Genex as well. As such, Genex has agreed, for budgeting
purposes, to extend the BRS clients’ fees to a two-year payment, thus the
recommended $13,000 can now be cut to one-half per year for the next two years.

Mr. Kramer concluded by advising that between January and March 2011, BRS will
continue to use the services of Genex, and will also continue its negotiations with
Genex on the allocated fees.

Duties of the Litigation Manager Regarding Coverage Letters

Ms. Thesing reminded the Board of Directors that this item as it relates to the
litigation management duties was presented at the April 2010 meeting for discussion
and was centered on the issue of staff presenting an early notice to members of a
potential coverage concern; however, this would not be construed as a replacement
of the formal coverage opinions. Ms. Thesing continued that discussion was further
held on the timing on which the notice would be sent to the member, should
CARMA engage in such an early notice.

Mr. Groff discussed the litigation team’s protocol that is followed when reviewing
claims reported to CARMA. The litigation managers have in the past identified
potential underlying coverage issues on these claims and submitted the claim and

Page 7 of 11



potential issues to legal counsel for a formal coverage opinion.

Mr. Groff noted there are members that have recognized potential underlying
coverage issues, and have requested from the litigation managers an early
notification or coverage alert and understanding that CARMA believes that there
may be some underlying coverage issues. The purpose of this would be for the
member to understand CARMA’s position, or to budget the necessary costs related to
the claim within their retained limit.

Mr. Groff continued by advising that the litigation managers are seeking direction
from the Board as to whether the Board would like to expand the duties of the
litigation managers to identify potential coverage issues, and to seek clarification on
at what point in the process to send legal counsel a request for a coverage opinion?

Mr. Linzie Kramer noted that the past practice has been to point out a potential
underlying coverage issue to a member JPA when requested, and if the member does
not agree with this position, then the need arises for a coverage opinion. Further, Mr.
Kramer noted that it has been requested that each CARMA JPA retain its own legal
counsel for opinions on coverage. Additionally, Mr. Kramer advised that although he
and Mr. Groff are well-versed in coverage, coverage opinions are not issued through
the litigation managers, but rather through the CARMA legal counsel or the
member’s own coverage counsel at their retained limit.

Mr. Craig Farmer, legal counsel, advised that the intent of the early notification
would be to advise the member of an uncertainty related to coverage.

President Grote recapped the issues for the Board’s discussion: (1) as a timing issue,
when the red flag is to be raised so that all parties will be aware of the potential
underlying coverage issue(s); and (2) structurally, who would be the appropriate
party to provide the notification to the member? Discussion ensued on the emphasis
of an early notification to the underlying members. Suggestions included: (1) a
hybrid structure, whereby the litigation managers and CARMA’s legal counsel
simultaneously develop and memorialize a formal approach, thus strengthening the
process already in place; (2) BRS facilitate or “bridge” communications in writing to
the JPA members; and (3) determine the limit of coverage and communicate with the
member, and then if a formal coverage opinion is required, the member would have
the responsibility to request said opinion.

Mr. Kramer affirmed that the procedure could include documenting the conversation,
and sending to the member what the litigation managers perceive as a potential
coverage problem with a request that the underlying member respond; however, if
the member has a difference of opinion, the matter would eventually go to legal
counsel and the CARMA Board of Directors, if necessary.

After further discussion, President Grote summarized the Board’s direction that as
early on in the process as possible, the litigation managers send a written
communication to the member notating any potential underlying coverage issues that
have been raised. It was the Board’s consensus that this satisfies the issues that have
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9.

been raised. No further action was taken on this matter at this time.

COVERAGE MATTERS

A

Transfer of Risk Draft Policy for Issuing Excess Certificates of Coverage

Ms. Thesing reported that this was first discussed by the Board of Directors in
September 2010, when the Board was provided with the 2005 policy. Ms. Thesing
advised that the 2005 policy is contradictory—first it states that the underlying
member should issue only a certificate evidencing coverage, then it continues to read
that the member could also issue a certificate for an additional covered party under
the CARMA Memorandum of Coverage (MOC).

Ms. Thesing reported this has been brought back for the Board to affirm if the
CARMA Certificates of Coverage are to be issued for an Additional Covered Party,
then the litigation managers should be involved in the review of the contract and
issuance of said certificate. Ms. Thesing concluded by advising a revised policy
further modifying the current policy has been included in the agenda for the Board’s
review.

Mr. Groff discussed the review process used by the litigation managers to ensure
when a third party contracts with another party that sufficient coverage is provided,
and that the certificate of coverage matches that which is required in the contract or
agreement. Mr. Groff noted that more recently, due to the economy, underlying
contractors are increasing their limit requirements up to between $2 million to $5
million, which has resulted in an increase of requests for CARMA to issue
certificates of coverage.

Mr. Groff advised that the litigation managers/staff are requesting that the existing
policy be revised to reflect if underlying members request evidence of coverage, a
review is conducted on the contract or agreement and further, it is proposed that
language be added to the certificate to strengthen that not only the coverage meets
that of the CARMA MOC, but also meets the coverage of the member as well.

Mr. Kramer emphasized the importance of when a certificate is issued at the
CARMA level to ensure a “backwards” risk transference is not unintentionally
accepted and bound by CARMA. Mr. Kramer noted that this is an area whereby
CARMA and its litigation managers continue to be diligent.

Mr. Groff lightly touched on late and last-minute requests for certificates and noted
that the administrative staff and the litigation managers do their best to ensure the
certificates are issued as timely as possible. Mr. Groff continued by advising that if
there ever were to be an impasse between the CARMA Administrator and/or
Litigation Manager, the issue would be brought before the Board of Directors. As
such, language has also been included in the proposed revised Procedures to address
this issue.

President Grote reviewed the proposed changes to the Procedures for Issuance of
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10.

11.

12.

Certificates of Coverage as noted on the draft contained in the agenda.

Jake O’Malley moved that the Board of Directors approves the revised
Procedures for Issuance of Certificates of Coverage to state the underlying
member shall submit for review and approval to the Litigation Manager the
written agreement or contract as well as the Request for Coverage when an
Additional Covered Party is requested from CARMA. All requests shall be
submitted prior to the issuance of the Certificate; and (2) the Board approves
the addition of the recommended language noted in the staff report to the
CARMA Certificate. Seconded by John Stroh. Motion passed unanimously.

COMMERCIAL MARKETING MATTERS

A.

Commercial Marketing Strategy

Ms. Thesing reported that the Commercial Marketing Strategy was presented and
discussed at the January 13, 2011, CARMA Board of Directors’ workshop with
direction provided to staff as part of the Goal and Objectives, and as such no further
Board action will be required at this time.

CLAIMS MATTERS

A

Closed Session Pursuant to Government Code Section 54956.95(a) to Discuss Claims
Pursuant to Government Code Section 54956.95(a), the Board convened to closed
session at 10:49 a.m. to discuss the following claims for the payment of tort liability
losses, public liability losses, or workers” compensation liability incurred by the
joint powers authority:

Affholter, et al. v. City of Merced, et al. (CSJVRMA)
Huerta v. Redwood City (BCJPIA)
Katzman v. Clayton (MPA)

Report from Closed Session

The Board reconvened to open session at 11:39 a.m., and it was noted the following
action was taken in closed session: The Board provided direction to legal counsel on
the claims and to communicate a report.

CLOSING COMMENTS

Board
None.

Staff
None.
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ADJOURNMENT

The January 14, 2011, Board of Directors’ meeting adjourned at 11:40 a.m. by general
consensus of the Board.

Ramona Buchanan

Ramona Buchanan, Board Secretary
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CALIFORNIA AFFILIATED RISK MANAGEMENT AUTHORITIES

(CARMA)

DRAFT MINUTES OF THE SPECIAL BOARD OF DIRECTORS
MEETING OF MARCH 14, 2011

A special meeting of the Board of Directors of CARMA was held on March 14, 2011, via

teleconference.

BOARD MEMBERS PRESENT:

BOARD MEMBERS ABSENT:

ALTERNATE MEMBERS PRESENT:

OTHERS PRESENT:

1. CALL TO ORDER

Geoff Grote, BCJPIA, President
Jake O’Malley, MPA, Treasurer
Linda Abid-Cummings, CSJVRMA
Robert Galvan, MBASIA

John Stroh, VCJPA, Vice President

None

Karen Thesing, Executive Director
Ramona Buchanan, Board Secretary
Michael Groff, Bickmore Risk Services
Linzie Kramer, Bickmore Risk Services
John Hall, Farmer, Smith & Lane LLP

The March 14, 2011, Special Board of Directors” meeting was called to order at 2:37 p.m. by

Mr. Geoff Grote.

2. INTRODUCTIONS

Those present introduced themselves.

3. APPROVAL OF AGENDA AS POSTED (OR AMENDED)

By consensus of the Board members present, the revised agenda as posted was approved.
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CARMA Minutes
Special Meeting of March 14, 2011
Page 2

4. PUBLIC COMMENTS

None

S. CLAIMS MATTERS

A. Closed Session Pursuant to Government Code Section 54956.95(a) to Discuss Claims

Pursuant to Government Code section 54956.95(a), the Board convened to closed
session at 2:38 p.m. to discuss the following claim for the payment of tort liability
losses, public liability losses, or workers’ compensation liability incurred by the
joint powers authority:

Hernandez v. City of Hesperia (PARSAC)

B. Report from Closed Session

The Board reconvened to open session at 2:56 p.m. and it was noted the following
action was taken in closed session: In the matter of Hernandez v. City of Hesperia
(PARSAC), no action was taken at this time, and appropriate instructions were given
to the Litigation Management team.

6. CLOSING COMMENTS

A.  Board
None

B. Staff
None

7. ADJOURNMENT

By consensus of the Board members present, the meeting was adjourned at 2:59 p.m.

Ramona Buchanan, Board Secretary
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System: 3/25/2011  1:39:49 PM California Affiliated Risk Man Page: 1
User Date: 3/25/2011 VENDOR CHECK REGISTER REPORT User ID: nbroadhurst
Payables Management

Ranges: From: To: From: To:
Check Number First Last Check Date 1/1/2011 3/31/2011
Vendor ID First Last Checkbook ID CBT GENERAL CBT GENERAL
Vendor Name  First Last

Sorted By: Check Number

* Voided Checks

Check Number Vendor ID Vendor Check Name Check Date Checkbook ID Audit Trail Code Amount
1701 BC100 BCJPIA 1/12/2011 CBT GENERAL PMCHK00000086 $69,582.54
1702 BI100 Bickmore Risk Services 1/12/2011 CBT GENERAL PMCHK00000086 $24,133.33
1703 C0115 Collins & Haines 1/12/2011 CBT GENERAL PMCHK00000086 §398.45
1704 €0120 Laurel Collins 1/12/2011 CBT GENERAL PMCHK00000086 $21,839.73
1705 EX100 Exponent, Inc. 1/12/2011 CBT GENERAL PMCHK00000086 $784.00
1706 FA1l5 Farmer Smith & Lane, LILP 1/12/2011 CBT GENERAL PMCHK00000086 $612.50
1707 JA105 JAMS, Inc. 1/12/2011 CBT GENERAL PMCHK00000086 $5,757.48
1708 MU100 Murphy, Campbell, Guthrie & Al 1/12/2011 CBT GENERAL PMCHK00000086 $1,015.00
1709 OR100 Orrick, Herrington & Sutcliffe 1/12/2011 CBT GENERAL PMCHK00000086 $945.00
1710 RO110 Herbert M. Rowland, Jr. 1/12/2011 CBT GENERAL PMCHK00000086 $141,331.85
171 ST110 Stetson Engineers Inc. 1/12/2011 CBT GENERAL PNMCHK00000086 $24,964.52
1712 BI100 Bickmore Risk Services 2/7/2011 CBT GENERAL PMCHK00000087 $26,158.44
1713 B0100 Bodega Bay Lodge 2/7/2011 CBT GENERAL PMCHK00000087 $5,995,24
1714 FALLS Farmer Smith & Lane, LLP 2/7/2011 CBT GENERAL PMCHK00000087 $4,542.70
1715 FE100 W. Ferree and Associates, Inc. 2/7/2011 CBT GENERAL PMCHK00000087 §756.00
1716 JAL05 JAMS, Inc. 2/7/2011 CBT GENERAL PMCHK00000087 $6,440.63
1717 LA1l5 Landi Court Reporters & Video 2/7/2011 CBT GENERAL PMCHK00000087 $1,230.10
1718 NE105 Neale and Sons Inc. 2/1/2011 CBT GENERAL PMCHK00000087 $17,400.00
1719 RE105 Redwood Reporting 2/7/2011 CBT GENERAL PMCHK00000087 $8,613.03
1720 RE110 Resonant Legal Media, LLC 2/7/2011 CBT GENERAL PMCHK00000087 $6,225.00
1721 ST110 Stetson Engineers Inc. 2/1/2011 CBT GENERAL PMCHK00000087 §12,990.93
1722 CA125 Richard A. Carlsen 2/9/2011 CBT GENERAL PMCHK00000088 $3,000.00
1723 EC100 Eckhoff Accountancy Corporatio 2/9/2011 CBT GENERAL PMCHK00000088 $1,520.00
1724 H0100 Howard Rome Martin and Ridley 2/9/2011 CBT GENERAL PMCHK00000088 $1,599.62
1725 JUlio Jury Research Institute 2/9/2011 CBT GENERAL PMCHK00000088 $3,325.00
1726 MU100 Murphy, Campbell, Guthrie and 2/9/2011 (BT GENERAL PMCHK00000088 $5,600.00
1727 OR100 Orrick, Herrington and Sutclif 2/9/2011 CBT GENERAL PMCHK00000088 $1,260.00
1728 PE105 W. Charles Perry and Associate 2/9/2011 CBT GENERAL PMCHK00000088 $10,118.88
1729 RO110 Herbert M. Rowland, Jr. 2/9/2011 CBT GENERAL PMCHK00000088 $25,293.50
1730 ST110 Stetson Engineers Inc. 2/9/2011 CBT GENERAL PMCHKO00000088 $21,874.31
1731 BC100 BCJPIA 3/10/2011 CBT GENERAL PMCHK00000089 $132,031.25
1732 BC100 BCJPIA 3/10/2011 CBT GENERAL PMCHK00000089 $129,562.41
1733 BC100 BCJPIA 3/10/2011 CBT GENERAL PMCHK00000089 $119,238.74
1734 BI100 Bickmore Risk Services 3/10/2011 CBT GENERAL PMCHK00000089 $24,133.34
1735 FA100 Farley Consulting Services 3/10/2011 CBT GENERAL PMCHK00000089 $22,425.00
1736 FAl15 Farmer Smith and Lane, LLP 3/10/201% CBT GENERAL PMCHK00000089 $87.50
1737 HO100 Howard Rome Martin and Ridley 3/10/201%1 CBT GENERAL PMCHK00000089 $19,712.31
Total Checks: 37 Total Amount of Checks: $902,498.33
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California Affiliated Risk Management Authorities
Treasurer's Report

As of December 31, 2010
Book Value | Market Value | % of Total | Effective Yield
California Bank & Trust — Petty Cash $ 702 1% 702 0.00% 0.00%
California Bank & Trust — General Operating (73,289) (73,289) -0.26% 0.00%
California Bank & Trust - Promotional Money Market 0 0 0.00% 0.00%
State of California Local Agency Investment Fund 5,013,542 5,020,869 17.53% 0.46%
CAMP - Money Market 160,448 160,448 0.56% 0.18%
CAMP - Investments managed by PFM 23,516,796 23,538,838 82.17% 1.21%
Total Cash and Investments $ 28,618,199 | § 28,647,568 100.00% 1.07%

The California Bank & Trust Promotional Money Market was closed in October, 2010, and the funds were transferred to

LAIF.

Attached are the Public Financial Management, Inc. (PFM) and Local Agency Investment Fund (LAIF) statements detailing
all investment transactions. Market prices are derived from closing bid prices as of the last business day of the month from

either Bloomberg or Telerate.

I certify that this report reflects all cash and investments and is in conformance with the Agency's Investment Policy. The
investment program herein shown provides sufficient cash flow liquidity to meet the Agency's expenditures for the next six

months.

Respectfully submitted,

%

Nancy Broadhurst |
Assistant Treasure;ﬁ

s

Accepted,

Jake O'Malley
Treasurer
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CARMA
LAIF Fair Market Valuation

12/31/10
LAIF Statement Balance 5,013,542.22
FAIR VALUE FACTOR:
Performance Rate as of 12/31/10 1.001461323

Market Value $5,020,868.62
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LAIF Regular Monthly Statement

Local Agency Investment Fund

P.O. Box 942809
Sacramento, CA 94209-0001
(916) 653-3001

Page 1 of 1

www.treasurer.ca.gov/pmia

CALIFORNIA AFFILIATED RISK MANAGEMENT

AUTHORITIES

FINANCE MANAGER

1750 CREEKSIDE OAKS DRIVE
SUITE 200

SACRAMENTO, CA 95833

Transactions
Tran Type Definitions

Account Summary

Total Deposit:
Total Withdrawal:

0.00
0.00

-laif

January 18, 2011

PMIA Average Monthly Yields

Account Number: 35-34-009

December 2010 Statement

Beginning Balance:

Ending Balance:

https://laifms.treasurer.ca.gov/RegularStatement.aspx

5,013,542.22
5,013,542.22

1/18/2011



Untitled Page V Page 1 of 1

LOCAL AGENCY INVESTMENT FUND
REMITTANCE ADVICE

Agency Name CA AFFILIATED RISK MGMT AUTH

Account Number 35-34-009

As of 01/14/2011, your Local Agency Investment Fund account has been directly credited
with the interest earned on your deposits for the quarter ending 12/31/2010.

Earnings Ratio .00001248725439840
Interest Rate 0.46%
Dollar Day Total $ 536,334,307.64
Quarter End Principal Balance $ 5,013,542.22
Quarterly Interest Earned $ 6,697.34

30
http://laif.sco.ca.gov/Result.aspx 2/4/2011



State of California
Pooled Money Investment Account
Market Valuation

United States Treasury:

Bills $ 28,364,376,187.46 | $ 28,408,843,569.29| $  28,419,103,250.00 NA

Notes $ 8,222,021,508.30 | § 8,221,733,046.70 | $ 8,275,345,500.00 | $ 11,806,745.50
Federal Agency:

SBA $ 517,846,490.24 | $ 517,846,490.24 | $ 515,723,133.92 1 § 563,435.06

MBS-REMICs $ 551,100,126.40 | $ 551,100,126.40 | $ 589,807,912.68 | $ 2,605,664.61

Debentures $ 649,989,742.00 | $ 649,085,575.34 | $ 650,578,500.00 | 434,160.50

Debentures FR $ 200,000,000.00 | $ 200,000,000.00 | $ 200,084,000.00 | $ 63,136.22

Discount Notes $ 8,476,700,748.50 | $ 8,491,660,406.87 | $ 8,499,337,560.00 NA

GNMA $ 58,979.86 | $ 58,979.86 | $ 60,455.24 | $ 583.20
IBRD Deb FR $ 300,000,000.00 300,000,000.00 1 $ 300,729,000.00 | $ 290,949.33
CDs and YCDs FR $ 800,000,000.00 | $ 800,000,000.00 | 800,000,000.00 | $ 388,559.88
Bank Notes 3 800,000,000.00 | $ 800,000,000.00 | $ 800,047,796.24 | $ 155,000.00
CDs and YCDs $ 6,400,003,748.60 | $ 6,400,003,748.60 | $ 6,399,741,133.68 | $ 1,266,250.01
Commercial Paper $ 6,721,371,906.96 | $ 6,722,615,090.31 | $ 6,722,185,694.43 NA
Corporate:

Bonds FR 3 - $ - 3 - 3 -

Bonds $ - 3 - 5 - $ -
Repurchase Agreements| § - $ - IS - $ -
Reverse Repurchase 3 - $ - $ - $ -
Time Deposits $ 3,837,640,000.00 | $ 3,937,640,000.00 | $ 3,837,640,000.00 NA
AB 55 & GF Loans $ 8,617,897,503.96 | $ 8,5617,897,503.96 | $ 8,517,897,503.96 NA
TOTAL $ 74,459,006,942.28 | $ 74,519,384,537.57 | $  74,628,281,440.15| § 17,574,484.31
Fair Value Including Accrued Interest $  74,645,855,924.46

Repurchase Agreements, Time Deposits, AB 55 & General Fund loans, and
Reverse Repurchase agreements are carried at portfolio book value (carrying cost).

The value of each participating dollar equals the fair value divided by the amortized cost (1.001461323).
As an example: if an agency has an account balance of $20,000,000.00, then the agency would report its
participation in the LAIF valued at $20,029,226.46 or $20,000,000.00 x1.001461323.
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Bill Lockyer, State Treasurer
Inside the State Treasurer’s Office

Local Agency Investment Fund (LAIF)

PMIA Performance Report LAIF Performance Report
Quarter ending 12/31/2010

Apportionment Rate:  0.46%

12/29/2010 0.46 0.47 219 Earnings Ratio:  .00001248725439840
12/30/2010 0.46 0.47 221 Fair Value Factor:  1.001461323
12/31/2010 0.46 0.47 215 Daily:  0.46%
1/1/2011 0.46 0.46 214 Quarter To Date:  0.47%
1/2/2011 0.46 0.46 214 Average Life: 215
1/3/2011 0.46 0.46 222
1/4/2011 0.46 0.49 217
1/5/2011 0.46 0.49 - 218
1/6/2011 0.46 0.48 217 PMIA Average Monthly Effective Yields
11712011 0.46 0.48 222
1/8/2011 0.46 0.48 222 DEC 2010  0.462%
1/9/2011 0.46 0.48 222 NOV 2010 0.454%
1/10/2011 0.46 0.51 215 OCT 2010 0.480%
1/11/2011 0.46 0.51 212

“Daily yield does not reflect capital gains or losses

Pooled Money Investment Account
Portfolio Composition
$74 5Billion
12/31/10

Loans

11.44%

Corporate Bonds
0.00%

Commercial Paper
09.03%

Time Deposits

Treasuries
5.29% 49.13%
CDs/BNs
10.75%

Agencies Mort
gages
13.62% 0.74%
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LAIF Regular Monthly Statement

Local Agency Investment Fund
P.O. Box 942809

Sacramento, CA 94209-0001
(916) 653-3001

CALIFORNIA AFFILIATED RISK MANAGEMENT
AUTHORITIES

FINANCE MANAGER

1750 CREEKSIDE OAKS DRIVE

SUITE 200

SACRAMENTO, CA 95833

Page 1 of 1

www.treasurer.ca.gov/pmia

-laif

Decembe;0_6-:

2010

PMIA Average Monthlv Yields

Account Number: 35-34-009

Transactions November 2010 Statement

Tran Type Definitions

Effective Transaction 1720 Confirm
Date Date Type Number Authorized Caller

11/30/2010 11/29/2010 RW 1296734  NANCY BROADHURST

Account Summary

Total Deposit: 0.00 Beginning Balance:

Total Withdrawal: -1,466,000.00 Ending Balance:

https://laifms.treasurer.ca.gov/RegularStatement.aspx

Amount
-1,466,000.00

6,479,542.22
5,013,542.22

33
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LAJF Regular Monthly Statement Page 1 of 1

Local Agency Investment Fund , ;
P.O. Box 942809 WW w.treasurer.ca.gov/guxln;;‘
Sacramento, CA 94209-0001 _—
(916) 653-3001 Decembezrool%

CALIFORNIA AFFILIATED RISK MANAGEMENT

AUTHORITIES

FINANCE MANAGER

1750 CREEKSIDE OAKS DRIVE

SUITE 200 PMIA Average Monthly Yields

SACRAMENTO, CA 95833
Accounf Number: 35-34-009

Transactions
Tran Tybe Definitions October 2010 Statement

Effective Transaction Tran Confirm

Date Date  Type Number Authorized Caller Amount
10/5/2010  10/5/2010 RW 1288943 NANCY BROADHURST -150,000.00
10/15/2010 10/14/2010 QRD 1292253 SYSTEM ’ 5,826.90
10/27/2010 10/26/2010 RD 1293642 NANCY BROADHURST 515,000.00
Account Summary
Total Deposit: 520,826.90 Beginning Balance: 6,108,715.32
Total Withdrawal: . -150,000.00 Ending Balance: 6,479,542.22

https://laifms.treasurer.ca.gov/RegularStatement.aspx 1 2/6/% 10



California Affiliated Risk Management Authorities
~ BALANCE SHEET ~

As of December 31, 2010
(Unaudited)

ASSETS
CURRENT ASSETS
Cash in Bank $ (72,587)
Local Agency Investment Fund 5,013,542
Market Valuation - LAIF 7,326
Investments - Managed Portfolio 6,144,687
Market Valuation - Investment (28,206)
Accounts Receivable 922,337
Interest Receivable 88,412
Prepaid Expenses 26,650
Prepaid Insurance 984,942
TOTAL CURRENT ASSETS 13,087,104
NONCURRENT ASSETS
Investments - Managed Portfolio (Net of Rate Stabilization Fund) 17,443,297
Market Valuation - Investment 50,248
TOTAL OTHER ASSETS 17,493,545
TOTAL ASSETS $ 30,580,649

LIABILITIES AND NET ASSETS
CURRENT LIABILITIES

Accounts Payable $ 3,430
Deferred Revenue 3,235,366
Equity Payable to Withdrawing Member 14,523
Reserve for Claims 3,500,000
TOTAL CURRENT LIABILITIES 6,753,319

NONCURRENT LIABILITIES

Equity Payable to Withdrawing Member - Long Term Portion 7,262

Reserve for Claims 3,418,950

Reserve for IBNR 10,254,077
TOTAL NONCURRENT LIABILITIES 13,680,289
TOTAL LIABILITIES 20,433,608

NET ASSETS

Unrestricted Net Assets - Prior Years 8,128,642

Net Assets - Current Year 2,018,398
TOTAL NET ASSETS 10,147,041

TOTAL LIABILITIES AND NET ASSETS $ 30,580,649



California Affiliated Risk Management Authorities
~ INCOME STATEMENT -~
For the Quarter Ended December 31, 2010
(Unaudited)

% $
Actual Budget Used Variance

OPERATING REVENUES

Deposit Premium $ 3,235,366  $6,470,731 50% $ 3,235,365

Investment Income 155,358 0 (155,358)

Misc Income 209 0 (209)

TOTAL OPERATING REVENUES $ 3,390,933 6,470,731 52% 3,079,798
OPERATING EXPENSES
Direct Expenses

. . .

Claims Pald' $ 2,701,221 4,051,081 4% 3,877,521

Incr/(Decr) in Reserves (2,527,661)

Subtotal Claims Expense 173,560 4,051,081 4% 3,877,521
Reinsurance 710,813 1,421,625 50% 710,813
Excess Insurance 273,612 547,225 50% 273,613

Subtotal All Direct Expenses 1,157,985 6,019,931 19% 4,861,946

General & Administrative Expenses
Program Management 144,500 289,000 50% 144,500
Membership Dues 793 1,800 44% 1,007
Financial Audit 8,100 7,800 104% (300)
Claims Audit 7,475 29,900 25% 22,425
Actuarial Services 0 7,800 0% 7,800
Legal Services 38,610 60,000 64% 21,390
Marketing, Consultants and Website 300 5,000 6% 4,700
Board Meetings 954 2,000 48% 1,046
Annual Retreat 0 15,000 0% 15,000
Fidelity Bond 516 1,000 52% 484
Accreditation 1,500 1,500 100% 0
Investment Management Fees 11,801 20,000 59% 8,199
Contingency 0 10,000 0% 10,000

Subtotal General & Admin Expenses 214,550 450,800 48% 236,250
Member Equity Distribution 0 0 0
TOTAL OPERATING EXPENSES 1,372,535 6,470,731 21% 5,098,196

CHANGE IN NET ASSETS $ 2,018,398 0

*  Amount budgeted for claims expense is for the current program year only.
Actual Claims Paid expense includes payments for all program years.
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FERGUSON, PRAET & SHERMAN
A Professional Corporation
1631 E. 18t Street
Santa Ana, CA 92705-7101
Telephone (714) 953-5300 Facsimile (714) 953-1143

alerts@law4cops.com

CLIENT ALERT

March 30, 2011

TO: All Police Chiefs and Sheriffs
FROM: Bruce D. Praet, Attorney at Law
RE: Supreme Court Decides Retains Heightened Standard For Liability Arising Out of

Brady Violations and Training.

On March 29, 2011, the U.S. Supreme Court decided Connick v. Thompson, 2011 U.S.
Lexis 2594, which arose out of a so-called Brady violation [See: Brady v. Maryland, 373 U.S. 83
(1963)], but more importantly, reinforced a heightened standard for imposing constitutional
liability associated with allegations of inadequate training. As such, I’ll divide this alert into two
sections to provide a quick review of the civil standard attached to Brady violations, followed by
the Supreme Court’s 5-4 ruling on civil liability arising out of training issues.

Quite frankly, the facts of Connick involve pretty egregious misconduct on the part of a
Deputy District Attorney in New Orleans who in 1985 intentionally withheld blood evidence
which showed that the perpetrator of a robbery was type B. Without this exculpatory evidence,
Thompson (type O) was convicted of the robbery and subsequently convicted of a murder in
which he declined to testify because of his recent (erroneous) robbery conviction. To make
matters worse, the offending DDA later told his boss in 1994 that he had intentionally withheld
the blood evidence because “it might have been exculpatory”, but the boss still said nothing until
1999 when an investigator discovered the withheld blood evidence shortly before Thompson was
to be executed for the murder. Although Thompson was retried for the murder, he was acquitted
and was later awarded $14 million against the District Attorney for a violation of his civil rights.
Given that the DA admitted the Brady violation, the jury’s verdict was based solely on a finding
that the DA’s Office had provided inadequate training on Brady.

Client Alert
March 30, 2011
Page 1
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A. Civil Liability for Brady Violations

Ever since the Supreme Court’s decision in Kyles v. Whitley, 514 U.S. 419 (1995), it has
been pretty clear that the prosecution (now including law enforcement) has an affirmative
obligation to disclose evidence which is clearly exculpatory to a criminal defendant. In the
context of a criminal prosecution, good faith for failing to disclose such evidence is irrelevant
and the consequences for such failure may adversely affect the outcome of any such criminal
case. Ganttv. Roe, 389 F3d 908 (9" Cir. 2004).

However, the so-called “no fault” standard attached to Brady violations in the criminal
arena does not apply to civil cases brought under 42 USC § 1983. Although the Supreme Court
in Connick was not required to address the potential civil liability of the individual DDA who
later admitted intentionally withholding the exculpatory evidence, the courts have long held that
individual civil liability may not arise for a mere “negligent” Brady violation and that the
plaintiff must instead prove that the individual acted with “deliberate indifference” or “reckless
disregard” to the constitutional rights of the criminal defendant. Tennison v. San Francisco, 570
F3d 1078, 1088 (9" Cir. 2009); Porter v. White, 483 F3d 1294, 1306 (11" Cir. 2007).

Thus, while a criminal prosecution may be jeopardized by even an inadvertent or
negligent failure to disclose clearly exculpatory evidence, civil liability will not arise against an
individual within the prosecution team absent evidence sufficient to establish that the official
acted with a much higher standard of “deliberate indifference”.

B. Agency Liability For Inadequate Training Requires a Policy of “Deliberate
Indifference”.

Because the jury in Connick imposed civil liability against the DA’s Office for
inadequate Brady training, the only real issue before the Supreme Court was the standard by
which civil liability may be imposed upon a public agency for such alleged failures in training.
In a sharply divided 5-4 decision, the Court has reinforced the rule that civil liability may not be
imposed upon a public agency for a failure to train or even inadequate training unless the
plaintiff can meet the burden of showing:

1. That the agency’s lack of adequate training was with “deliberate indifference” to the
constitutional rights of the individual, and,

2. That this deliberately indifferent training in fact caused a constitutional violation.

Since the majority decision found that Thompson had failed to meet his burden of
showing that the DA acted with the requisite “deliberate indifference”, the Court did not address
the second element. However, the Court did make it clear that a mere showing that an agency
“could have” provided training on a particular constitutional right is not sufficient to establish
civil liability. In fact, a plaintiff will generally be required to show that the agency (or policy-
maker) had been put on adequate notice that a continued failure to train on an issue would result
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in constitutional violations, but nonetheless “deliberately” elected not to provide such training.
[e.g. although the DA’s Office had been found to have committed no less than four previous
Brady violations in ten years, they were all sufficiently dissimilar and the law on Brady was
sufficiently gray not to have established the requisite policy or practice.] In other words, it must
be “highly predictable” that the lack of training will result in a constitutional violation.

While proof of “deliberate indifference” in training will generally result only from a
pattern or policy sufficient to place the agency on notice, the Court did cite to the extremely rare
instance in which a single action might be sufficient to prove “deliberate indifference”.
Borrowing from its earlier decision in Canton v. Harris, 489 U.S. 378 (1989), the Court gave the
example of an agency handing a rookie police officer a gun with zero training on how or when to
use it as one which might be sufficient to establish deliberate indifference in training without
proof of prior notice. However, in Connick, the majority rejected this theory because DA’s
(unlike a completely untrained rookie officer) enter the job with substantial legal training as well
as a professional and ethical obligation to follow the law.

So, What Does This Mean To Your Agency?

Although allegations of inadequate training will undoubtedly continue to be a part of
most lawsuits, the Supreme Court has reinforced the notion that such allegations will be
increasingly more difficult to prove. Similarly, even California’s Supreme Court has eliminated
theories of “negligent training” against agencies (absent a statutorily imposed duty). Eastburnv.
Regional Fire Protection Dist., 31 Cal.4™ 1175 (2003).

As encouraging as this heightened legal standard is in terms of defending civil litigation
against your agencies, it should not be misconstrued as a green light to minimize or eliminate
training on critical issues and civil rights. On the contrary, adequate training on important issues
will enhance the ability to defend such claims and potentially result in the elimination of such
allegations before trial.

As always, we’re very pleased to keep you informed of the latest legal issues affecting your
agencies. If you should have any questions about these or any other legal issues, please don’t
ever hesitate to call for further advice (at no charge) at (714) 953-5300 or email us at
alerts@law4cops.com.
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CARMA
Board of Directors’ Meeting
April 20, 2011

ADMINISTRATIVE MATTERS

SUBJECT: New Director of Litigation Management for Bickmore Risk Services,
Introduction of Mr. Gerry Preciado

BACKGROUND AND STATUS:

For the past 22 years, Mr. Linzie Kramer has served as the Director of Litigation Management
for Bickmore Risk Services (BRS). Recently, Mr. Kramer has announced his retirement;
however, he will continue to serve as a consultant to BRS.

BRS has announced that Mr. Gerry Preciado will replace Mr. Kramer as the Director of
Litigation Management. Mr. Preciado will assume the responsibility of overseeing and
monitoring all client litigation, supervising the litigation management team, and serving as a
resource for all joint powers authority clients on matters related to preventing and controlling
losses.

Mr. Preciado has been invited to attend the April 20, 2011, CARMA Board of Directors’ meeting
for introduction, and to answer any questions of the Board related to his experience and new
litigation management duties.

RECOMMENDATION:

None, information only.

REFERENCE MATERIALS ATTACHED:

None

Agenda Item 6.A.
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CARMA
Board of Directors’ Meeting
April 20, 2011

ADMINISTRATIVE MATTERS

SUBJECT: Presentation of Service Plaque to Ms. Sandra Spiess

BACKGROUND AND STATUS:

On behalf of the CARMA Board of Directors, Mr. Geoff Grote, CARMA President, will present
a plaque of appreciation to Ms. Sandra Spiess for her service and dedication since 2006 as the
CARMA Board Secretary.

RECOMMENDATION:

None, information only.

REFERENCE MATERIALS ATTACHED:

None

Agenda Item 6.B.
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CARMA
Board of Directors’ Meeting
April 20, 2011

ADMINISTRATIVE MATTERS

SUBJECT: Consideration of the Liability Claims Audit Prepared by Farley Consulting
Services

BACKGROUND AND STATUS

This year Mr. Tim Farley, Farley Consulting Services, conducted an expanded liability claims
audit for each CARMA member. Individual break-out reports were distributed to each of the
third party administrators or in-house claims staff for the respective underlying JPAs with a
request that response and comments be provided to Mr. Farley.

Included with this staff report is the draft 2010 CARMA Liability Claims Audit report, as well as
comments received from the TPAs and in-house claims staff. Mr. Farley will be in attendance at
the meeting to review the report with the Board of Directors and answer any questions.

RECOMMENDATION

The Board accepts and files the liability claims audit as presented.

REFERENCE MATERIALS ATTACHED

e 2010 Draft Liability Claims Audit Report Prepared by Farley Consulting Services
e Response from Jake O’Malley with respect to MPA claims audit

e Response from AIMS with respect to CSJVRMA claims audit

e Response from George Hills company with respect to BCJPIA claims audit

Agenda Item 6.C.
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FCSD

FARLEY
CONSULTING SERVICES, LLC

February 1, 2011

California Affiliated Risk Management Authorities
c/o Bickmore Risk Services

1750 Creekside Oaks Drive, Suite 200
Sacramento, CA 95833

Attn:  Ms. Karen Thesing
Executive Director

2010 Liability Claims Audit

Dear Karen:

This report presents a summary of findings for the audit of member joint powers authorities (JPAs)
for the California Affiliated Risk Management Authorities (CARMA). This report will be presented
at an upcoming Board of Director’s meeting.

The Executive Summary lists each major finding in condensed form. The remainder of the report
discusses those points and other findings in more detail. A chapter is devoted to each member JPA.
A separate chapter is devoted to the review of the files reportable to CARMA’s administrator,
Bickmore Risk Services (BRS).

FCS appreciates the opportunity to provide this analysis to CARMA.
Respectfully submitted,

FARLEY CONSULTING SERVICES

N R

Timothy P.%arley, CPCU
President

P.O. Box 5928 Oceanside, CA 92052 Ph: 760.435.9272 Fax: 760.722.1760 farleyconsulting@cox.net

An Independent Claims Management Consulting Firm
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Liability Claims Audit — 2010
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Liability Claims Audit — 2010
California Affiliated Risk Management Authorities 1

I.  Executive Summary

The primary objectives for the review of CARMA claims continue to be to:

1.

FCS has benchmarked claims handling performance against these objectives in all past CARMA
audits.

Audit Conclusion

Claims handling of all underlying entities continues to be effective. All claims handling entities are
performing at or above industry standards. The findings for each member JPA and CARMA are
presented separately. The involved claims handling entities’ performance and recommendations
for improvement are detailed in the chapter of the report devoted to each JPA or CARMA.

This year’s project includes individual specific reports for each underlying entity. Those reports
have been provided to BRS. Members should refer to their individual breakout report for detailed
findings on their programs.

The Public Agency Risk Sharing Authority of California (PARSAC) discontinued its membership in
the CARMA program effective 7/1/09. Still, a detailed audit of its claims was conducted. Only

FARLEY CONSULTING SERVICES
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Liability Claims Audit — 2010
California Affiliated Risk Management Authorities 2

claims occurring during PARSAC’s involvement in the CARMA program were considered for the
breakout PARSAC report and this comprehensive report.

The two CARMA entities administered by BRS — VCJPA and the CARMA excess claims — were
evaluated considering BRS’s incorporation of a paperless file documentation system. FCS
concludes that the process is effective and now fully implemented.

éri claims. Peficienci
noted. SpC|f1c s handling pe
d exclusiively to PIA.

ismissal documentation appears in all files of settled claims.

3. The audit identified one file with an investigation deficiency. That file is discussed on
page 8.

4. Twenty-six of the files reviewed are litigated. Four of these claims lack timely status
updates from defense counsel.

5. All of the files reviewed adhere to industry standards for diary review.

6.  The BCJPIA loss run provided to FCS by George Hills reconciles with data appearing in
the claim files reviewed. Still, one file is listed as open when in fact it was closed some
time ago.

7. George Hills is clearly documenting BCJPIA claim files, but City of Berkeley files
continue to lack updated correspondence from the City to George Hills advising of the
claim status.

FARLEY CONSULTING SERVICES
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Liability Claims Audit — 2010
California Affiliated Risk Management Authorities 3

8.  Eleven of the files reviewed appear to qualify for excess reports to CARMA. All 11 files
were reported to the CARMA excess administrator timely.

B. Public Agency Risk Sharing Authority of California (PARSAC) -
TPA: George Hills Company, Inc. — San Jose

FCS’s review of 24 PARSAC files reveals that George Hills continues to effectively a
claims. Specific observations and recommendations are:

1.

2.

information eontained in the respective files.

George Hills” files continue to be clearly documented. Separate elements of claims
handling such as litigation and daily adjustor correspondence are segmented in the file.

8.  Nine of the files reviewed generated excess reports to CARMA. All nine files exhibit
timely excess notification to CARMA. Follow-up reports to CARMA are timely.

C. Vector Control Joint Powers Agency (VCJPA) — TPA: Bickmore Risk
Services (BRS)

FCS reviewed all 15 open VCJPA claims administered by BRS. BRS continues to effectively

administer the account. This has been a consistent finding in past audits. Specific observations and
recommendations are:

1. All files are accurately reserved. There are no deficiencies.

2. The files reviewed generally comply with industry standards for investigation. One file
lacks photographic evidence and an indication that an injury history check was
performed.

FARLEY CONSULTING SERVICES
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Liability Claims Audit — 2010
California Affiliated Risk Management Authorities 4

3. Seven of the files reviewed involve some element of litigation. BRS’s management of
the litigation process is thorough on those claims. Correspondence with defense
counsel is clearly documented.

4. All files reviewed are organized and in chronological order. BRS has now fully
implemented a “paperless” file documentation process on newer claims (dates of loss
beginning roughly 9/1/09).

An estimate used to calculate a property damage payme
the wrong section of the claim file.

hority (CSJVRMA) —
ervices (AIMS) - Fresno

indormation appearing in the claim files.

3. All of the claims reviewed are thoroughly investigated, but one file lacks photographic
evidence of an area where an alleged trip and fall accident occurred.

Three claims involve subrogation pursuit. AIMS is pursuing the responsible party
aggressively for all 3 claims.

4. AIMS continues to effectively manage litigation on the claims reviewed.
Correspondence to and from defense counsel is documented in the claim files.
Immunities and defenses available to the JPA members are invoked. Cases are referred
to defense counsel timely.

Nearly every claim reviewed involved some element of litigation. Most of the claims
reviewed generated incurred costs of more than $25,000. These files are routinely
litigated.

One file lacks timely status updates from defense counsel.

FARLEY CONSULTING SERVICES
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Liability Claims Audit — 2010
California Affiliated Risk Management Authorities 5

5. All of the files reviewed comply with industry standards for diary maintenance.

6.  The claim files are generally organized and in chronological order. Two claims exhibit
minor deficiencies.

7. Fifteen of the files reviewed qualify for reporting to CARMA. One file lacks
documentation of excess notice.

1. All of the claims reviewed are accyrately

and cleatty docutmented i
d i igation. Sta sup
& files reviewed.

of litigation. Status updates from
all but one of the litigated claims.

6.  Twenty-one of the files reviewed meet CARMA excess reporting requirements. Two of
these claims lack proof that either BRS or MPA are being copied on legal
correspondence.

F. Monterey Bay Area Self-Insurance Authority (MBASIA) -
TPA: Risk Management Services — Cotati

FCS reviewed all 14 active claims with incurred costs of $10,000 or more at Risk Management
Services (RMS) in Cotati. RMS assumed the administration of MBASIA claims from Hunt &
Ferguson during the past year. Mr. Ken Maiolini was the contact for this audit.

Specific findings and recommendations are:
1. All claims reviewed are accurately reserved. There are no deficiencies.

2. Allfiles reviewed are thoroughly investigated. No investigation deficiencies are
identified.

FARLEY CONSULTING SERVICES
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Liability Claims Audit — 2010
California Affiliated Risk Management Authorities 6

3. Seven of the claims involve some degree of litigation. Litigation management is
effective. Status updates from defense counsel are timely on all litigated claims.

5. Allfiles reviewed exhibit compliance with timely diary maintenance. This is
commendable considering the account was transitioned to a new administrator last
year.

4. Allfiles reviewed are clearly documented and chronologically accurg
documentation deficiencies are identified.

6.  Seven of the files reviewed were reported to the CAR
reports were timely. It is clear that RMS is interpreting
accurately.

atlon on CARMA excess reportable claims. The files

management actlwty The timeliness of status updates

3. The open loss run provided by CARMA (BRS) reconciles with financial information and
general claim information appearing on all 20 claim files reviewed.

FARLEY CONSULTING SERVICES
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Liability Claims Audit — 2010
California Affiliated Risk Management Authorities 7

Il. Bay Cities Joint Powers Insurance Authority (BCJPIA)

This audit fulfills audit requirements set forth in the CAJPA accreditation standards.

A. Case Reserve Accuracy

Three of the claims reviewed require

BCJPIA payment procedures and authority levels have not changed.

Settlement aythority for Marin Cities varies by member. Authority levels range from $1,000 to

$5,000.

The audit identified compliance with assigned settlement authority levels. All claims that have
been settled and those with settlements pending exhibit thorough evaluation of the following
settlement criteria:

. Degree of liability attributable to the BCJPIA member.
e  Athorough evaluation of damages submitted by claimants.

e  Application of immunities or indemnification language to mitigate the member’s
exposure.

Settlements continue to be based on a logical assessment of damages and the degree of liability
attributable to the member.

Files that have been settled, and for which settlement funds have been distributed, contain signed
release documents.

FARLEY CONSULTING SERVICES
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Liability Claims Audit — 2010
California Affiliated Risk Management Authorities 8

C. Investigation

For liability claims against BCJPIA member entities, a detailed investigation includes:
e Making prompt contact with the injured claimant.

e Verifying the extent of the member’s and the underlying JPA’s liability through medical
reports or property damage estimates.

e Applying indemnification/hold harmless language appeari
enters into with potentially culpable vendors.

Investigation on BCJPIA claims is performed by George Hills staff unless investigation in remote
areas can be more economically conducted by a local investigator.

Marin Cities claims are handled solely by Ms. Diane Caravello. Berkeley claims are handled by
Ms. Sheri Granata.

All but one of the files reviewed are thoroughly investigated:

. MP 705 (Menlo Park) — The file lacks photographic and injury history evidence.

D. Litigation Management

The selection of defense counsel is made by Mr. Michael Groff of BRS after consultation with the
member and the claims administrator. The only exception is for cities that utilize their own City
Attorney or have a designated defense firm.

FARLEY CONSULTING SERVICES
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Liability Claims Audit — 2010
California Affiliated Risk Management Authorities 9

Routinely, the claims administrator will contact Mr. Groff and request approval of the use of a
particular firm. After receiving Mr. Groff’s approval, the referral (including any related
documentation) is made by the claims administrator. This litigation referral policy has existed since
the first BCJPIA claims audit in 1995. This policy is common to similar pooling entities.

Past audits have concluded that litigation management was effective on BCJPIA claims.

éd files reviewed

Status reports from defense counsel are not consistently timely. Four of the litiga
lack timely updates.

E. Diary/File Closure

H. Excess Reporting

Eleven of the files reviewed qualify for excess reporting to CARMA. All 11 files were reported
timely to BRS

FARLEY CONSULTING SERVICES
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Liability Claims Audit — 2010
California Affiliated Risk Management Authorities 10

Ill. Public Agency Risk Sharing Authority
of California (PARSAC)

George Hills continues to have no settlement authority. Settlement recommendations are
discussed with PARSAC's Executive Director. George Hills is complying with this policy and
documenting settlement discussions in the claim files.

C. Investigation

Property investigation on PARSAC claims includes:

e  Early contact with involved parties and witnesses, including written or recorded
statements of their recollection of the accident.

. Diagrams and photographs of accident scenes; clear photographs of damaged property.

e A competent analysis of alleged damages, including the evaluation of medical bills and
appraisals of damaged property.

e  Obtaining reports from involved authorities (police or fire), if applicable.

FARLEY CONSULTING SERVICES
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Liability Claims Audit — 2010
California Affiliated Risk Management Authorities 11

. Researching injury history to determine prior incidents that may mitigate the members’
exposure.

e Applying relevant statutory immunities for California municipalities. This also can
potentially mitigate the members’ exposure.

Individual PARSAC members use various TPAs to conduct underlying investigation. It is George

Hills” responsibility to ensure that all underlying investigation is documented in i#\claim file, and
that a thorough evaluation of the claim’s excess potential is made ba ‘
investigation. George Hills is complying with this requirement.

One City of Highland claim file resulting from a motor vehicle ag
evidence.

photographic

D. Litigation Management

The primary focus for this category is/fo confitrm that:

correspondence to and from defense counsel or the claimant’s attorney.

The control of litigation activity and accompanying expenses is vital to the fiscal performance of
any public entity.

Nearly all of the claims reviewed involve some degree of litigation. The audit focused primarily on
high valued claims.

George Hills is effectively managing litigation activity on PARSAC claims. Many of the files
reviewed contain extensive litigation.

Statuses from defense counsel are timely and clearly documented in the files.

FARLEY CONSULTING SERVICES
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Liability Claims Audit — 2010
California Affiliated Risk Management Authorities 12

E. Diary/File Closure

Industry standards require that some adjusting activity be conducted and documented every 30
days on open active cases. The failure to adhere to an aggressive, timely diary routinely results in
the failure to respond to settlement/resolution opportunities and the failure to close claims timely.

All files reviewed comply with diary maintenance standards

F. Risk Management Information System (RMIS)

For this category, the audit sought to determine that fiscal and cl
contained on the loss run provided reconciles with file material.
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Liability Claims Audit — 2010
California Affiliated Risk Management Authorities 13

IV. Vector Control Joint Powers Agency (VCJPA)

This audit fulfills audit requirements set forth in the CAJPA accreditation standards.

the following claims handling categories.

VCJPA should refer to its individual breakout report for more de
here.

A. Case Reserving Accurac

members are located throughqut California) Accordingly, local claims investigation firms are
required

A file for a MAD claim lacks photos of vehicles involved in an accident. There is
also no indication that an injury history has been researched.

C. Litigation Management

Seven of the files reviewed involve some element of litigation. BRS’s management of the litigation
process is thorough on these claims. Correspondence with defense counsel is clearly documented
in all files.

D. File Organization/Documentation

Most of the files reviewed do not house paper documentation because BRS utilizes a paperless file
process. This process is efficient. Still, one file exhibits a deficiency. A scanned property damage
estimate is documented under the financial tab. It should appear under the investigation tab.

FARLEY CONSULTING SERVICES
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E. Diary/File Closure

All files reviewed comply with industry standards for diary review. No diary maintenance
deficiencies are identified.

F. Excess Reporting

None of the files reviewed qualify for excess reporting to BRS, CARMA’s excess inistrator.

o
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V. Central San Joaquin Valley
Risk Management Authority (CSJVRMA)

This audit fulfills audit requirements set forth in the CAJPA accreditation stapdards.

FCS reviewed 38 open claims at the Fresno office of Acclamatio
(AIMS), CSJVRMA's TPA.

a Ilgtec niques.
the remainder o thiscﬁ 'r.

er to its \individual breakout xe more detail on findings presented

92388 (City of Porterville)
e 92435 (City of Clovis)
e 92892 (City of Turlock)

B. Investigation

The claims reviewed are thoroughly investigated. This was a finding in past audits as well. This
conclusion is based on the following:

e The files reflect the indexing of all injured claimants. This is to ensure that any
unrelated injury history will be considered to help mitigate the CS)VRMA member’s
liability.

e  Photographs of accident scenes are consistently taken and documented in the file.

. Police reports are obtained in instances where a motor vehicle accident generated the
claim against the member.

FARLEY CONSULTING SERVICES
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All files reviewed are thoroughly investigated.

Subrogation is an issue on three of the files reviewed. AIMS is aggressively pursuing the
responsible party on all three claims.

C. Litigation Management

Nearly all of the claims reviewed involve some element of litigation because o igh exposure
claims were chosen for the audit.

AIMS continues to effectively manage litigation on the claims reyiewed( Correspondence t6 and

L.

deficiencies.\@ne claim lacks a copy of the excess notification ostensibly issued to the CARMA
administrator. Another file lacks any clarification of an apparent settlement reached.

F. Excess Reporting

CARMA provides excess coverage above the layer of coverage provided by the members’ retention
and CSJVRMA limit. CARMA requires notification on any claim meeting certain severity criteria
(e.g., fatalities, brain/spinal injuries) and claims within incurred costs meeting or exceeding 50% of
the underlying coverage limit.

Fifteen of the claims reviewed qualify for reporting to CARMA. All 15 claims were reported timely.

FARLEY CONSULTING SERVICES
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VI. Municipal Pooling Authority (MPA)

This audit fulfills audit requirements set forth in the CAJPA accreditation standards.

most field investigation on MPA claims.

The Unit continues to effectively administer claims. Specific fingdi
remainder of this chapter.

C. Litig

Thirty-six of the claims reviewed involve some element of litigation. The Unit is providing effective
litigation management and is invoking risk transfer opportunities such as additional insured
endorsements and/or indemnity language contained in its contracts with outside vendors.

Management

Status updates from defense counsel are consistently timely. Only one claim (GL-009863; City of
Richmond) lacks timely status updates from defense counsel.

D. Diary/File Closure

FCS recommends that some activity take place every 30 days on open active claims. All of the files
reviewed are in compliance with industry standards for diary/case closure. MPA claims staff
maintain reasonable workloads. This facilitates the compliant diary performance.

E. File Organization/Documentation

MPA claim files are organized. No documentation deficiencies are identified.

FARLEY CONSULTING SERVICES
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F. Risk Management Information System

MPA provided a current loss run during the on-site auditing. Two items on that loss run recorded
paid amounts that did not reconcile with documentation appearing in the respective claim files.
MPA’s breakout report discusses these findings in detail.

G. Excess Reporting

FARLEY CONSULTING SERVICES
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VII. Monterey Bay Area Self-Insurance Authority (MBASIA)

MBASIA joined CARMA on 7/1/03. The audit focused on any claims occurring on or after 7/1/03
that could potentially penetrate into CARMA’s layer.

Risk Management Services (RMS) of Cotati assumed the administration of the acgont in 2010.

All 14 claims with incurred costs of $10,000 or more were revie
Mr. Ken Maiolini is the primary claim handler on this account.

MBASIA should refer to its individual breakout report to obtain
presented here.

The audit generated the following findings:

Nearly all files reviewed are actively litigated. Cases were referred to defense counsel timely to
ensure that responsive pleadings complied with statutory guidelines. Status reports from counsel to
RMS are timely for all claims.

D. Diary/File Closure

RMS is maintaining an active diary on all claims reviewed. No diary deficiencies are identified.

E. File Organization/Documentation

The files are consistently organized and chronologically accurate.

F. Excess Reporting

Seven claims qualify for reporting to CARMA/BRS. All seven claims were reported to the CARMA
excess administrator timely.

FARLEY CONSULTING SERVICES
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VIII. California Affiliated Risk Management Authorities (CARMA) -
Excess Claims Handling-Bickmore Risk Services-Sacramento

FCS reviewed 20 open claims at Bickmore Risk Services (BRS) in Sacramento. All of the underlying
primary claims were reviewed in conjunction with the excess claims.

The primary focus when reviewing CARMA excess claims is confifmation thatcommunicgtion
between underlying administrators and CARMA is effective and accurate. The'main categories for
evaluation are:

L Reserve accu racy

o Litigation management

File documentation (e.g

N/

penetration\above the underlying JPA’s coverage limit ($1,000,000) is anticipated. This is
advisable. NoTeserve recommendations are necessary.

B. Litigation Management

Mr. Michael Groff at BRS is actively involved in litigation management activity for all CARMA
members. Any litigation activity on claims meeting excess reporting requirements is also
monitored by him. Due to the high exposure inherent with excess reportable claims, all CARMA
claims reviewed involve litigation. Mr. Groff’s involvement is active and effective on those claims.
This has been a consistent finding in past audits.

Defense attorneys are consistently providing timely case status updates to Mr. Groff. Performance
in this category of the audit has improved significantly since the 2009 audit.

C. Investigation

Nearly all investigation observed on CARMA excess claims is performed by administrators for the
underlying JPA. No investigation deficiencies are identified.

FARLEY CONSULTING SERVICES
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D. Diary/File Closure
All CARMA (BRS) files exhibit timely diary activity.

E. File Organization/Documentation

The files reflect consistent documentation of the notices generated by underlying administrators to
CARMA. BRS has implemented a paperless filing system. Material on claims regéived recently is
scanned and incorporated into BRS's information system.

F. Risk Management Information System (RMIS)

The open loss run provided by CARMA (BRS) reconciles with fing ormatio
information appearing on all 20 claim files review

219
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Appendix

CARMA Excess Audit I%t%
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CARMA Excess

JPA Claimant Claim #
1. BCJPIA Burns, Douglas 2007-064
2. BCJPIA Osheroff, Aaron 2009-028
3. CSJVRMA Cashen (Lewis) 2010-019 )
4. CSJVRMA Conger, Alicia 12935
5. CSJVRMA Morales, Manuela e85\ ([
6. CSJVRMA Ramirez, Cindy / 2010- )
7. CSJVRMA Torres, Elie 13347\ \
8. CSJVRMA Whitely, Sam ] 2000046 >\

MBASIA Khouri, Margaret—~  \| 2010021 \

10. MBASIA Surf & Sarid 2000022\
11. MPA T Aiso Rocky [/ 2009930
12 wRa — \[ | ClangWen A w004 D
13 MPA N\ East Biitefy () 2009-048"
ENZRE Smith, Scd 2010-016
15, MPA \ \ \§tein, Robert 2009-038
16, Mﬁ\(x \ \ thaker, Barry 2009-031
\i7. PaRSAC | \_|AEsche, Michael 2008-018
15" PARSAC / Plummer, Christopher 2009-040
19. M Ruiz, Laurie 4-26246
207 PARSAC Small, Peter 2009-013
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Ramona Buchanan

From: Jake OMalley <JOmalley@mpa-nc.com>

Sent: Monday, February 28, 2011 4:31 PM

To: Ramona Buchanan

Cc: Rick Buys; Karen Thesing

Subject: RE: CARMA 2010 Claims Audit Break-Out Report

Romano, | will review with Rick. | do not believe most of our field investigations are handled by George Hills. Only the
Richmond claims. | will have Rick discuss with Tim and correct if necessary. It might have just been the
sampling. Otherwise, we accept the audit and appreciate the results. We will clear the items mentioned and advise.

Rick, let’s discuss the above. JOM

From: Ramona Buchanan [mailto:rbuchanan@bickmoreriskservices.com]
Sent: Monday, February 28, 2011 3:57 PM

To: Jake OMalley

Cc: Rick Buys; Karen Thesing

Subject: CARMA 2010 Claims Audit Break-Out Report

Good afternoon, Mr. O’Malley:
Attached is the Liability Claims Audit break-out report for MPA from Mr. Tim Farley for the 2010 CARMA audit.
If a response to this report is necessary, could we please get the responses and comments by March 18, 2011.

Thanks so much,
Ramona
Analyst - CARMA

Ramona Buchanan
Analyst

Bickmore Risk Services

1750 Creekside Oaks Drive, Suite 200
Sacramento, CA 95833

916.244.1185

916.244.1199(FAX)
rbuchanan@bickmoreriskservices.com

Confidentiality Notice: This e-mail transmission, and any documents, files or previous e-mail messages attached to it, may contain confidential

information that is legally privileged. If you are not the intended recipient, or person responsible for delivering it to the intended recipient, you are hereby

notified that any disclosure, copying, distribution or use of any of the information contained in or attached to this message is STRICTLY PROHIBITED.
Interception of e-mail is a crime under the Electronic Communications Privacy Act, 18 U.S.C. 2510-2521 and 2107-2709. If you have received this
transmission in error, please immediately notify me by replying to this e-mail or by telephone and destroy the original transmission and its attachments
without reading them or saving them to disk.
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Ramona Buchanan

From: Ramona Buchanan

Sent: Thursday, February 03, 2011 11:16 AM

To: Kenneth Wilkerson

Subject: RE: CARMA 2010 Claims Audit Break-Out Report

Thanks, Mr. Wilkerson. Appreciate the quick turnaround.

Regards,
Ramona

From: Kenneth Wilkerson [mailto:kwilkerson@Aims4Claims.com]
Sent: Wednesday, February 02, 2011 10:16 AM

To: Ramona Buchanan; Jeanette Workman; Mary Ann Reilly

Cc: Karen Thesing; Dominic Russo; Dean Beyer

Subject: RE: CARMA 2010 Claims Audit Break-Out Report

Ramona,

Thanks for the break-out report. After Mr. Farley did his review, | responded to the items mentioned by way of an email to
him on 12/3/2010. | am adding that email below. | do need to respond to two other comments that were not included in
my 12/3 email.

#5 Settlement | do not have $10,000.00 settlement authority as that is in error. [I do not know whether that should
be resounded to.]

#6 File Organization/Documentation Thomas, Donna FR92575.

The city had questioned as to whether it could be settled but it could not be based upon the allegations. It is presently in
suit and discovery status

Other wise, the balance of my response is in the email mentioned and added to this, below.

Ken W
2-2-11

Regarding the files that we talked about, the following is my response to each one.

1] Turlock/Urrutia FR92892. Since he is no longer represented, | will take down the Legal and
Expense reserves that were set originally.

2] Porterville/Bowles FR92388. There was no Bl reserve set on the file, only a legal/expense reserve. You
suggested a Bl of $5.000.00. | am placing a reserve of $10,000.00 as a precautionary reserve.

3] Liddle/Clovis FR92435. Based upon the defense attorney report in regards to medicals incurred, you
suggest that a higher reserve be placed on the file. | have done so by increasing it to $75,000.00, based upon
an estimate of full potential of $100,000-$150,000.

4] Banuelos/Porterville FR92934. You asked about photos on this trip and fall incident. There are no photos
in the file as none were taken as the exact location was not identified on the insufficient claim. However, an
inspection was done of the general area with no problems noted. If the claim is filed correctly we will get
photos.
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5] Kaur/Porterville FR92797. You asked about notice to the RMA or CARMA as you could not locate the
CARMA form in the file. No form was completed as the claim was sent back as defective per 910[f]. However,
I will duplicate the file for the RMA and will complete the CARMA form even though we technically don't have a
claim at this point.

6] McGrath/Sutter Creek FR92203. There is no report form our attorney since the depositions of 11/4. It may
have been sent directly to Linzie Kramer for the RMA as he is to attend the mediation that was scheduled for
12/10 but has now been moved to 1/19/2011. | will get the current report for the file.

Again Tim, it was nice seeing and visiting with you this week.

Ken W
12-3-10

From: Ramona Buchanan [mailto:rbuchanan@bickmoreriskservices.com]
Sent: Tuesday, February 01, 2011 10:17 AM

To: Jeanette Workman; Mary Ann Reilly

Cc: Kenneth Wilkerson; Karen Thesing

Subject: CARMA 2010 Claims Audit Break-Out Report

Good morning Jeanette and Mary Ann:
Attached is the Liability Claims Audit break-out report for CSJIVRMA from Mr. Tim Farley for the 2010 CARMA audit.
If a response to this report is necessary, could we please get the responses and comments by February 25, 2011.

Thanks so much,
Ramona

Ramona Buchanan
Analyst

Bickmore Risk Services

1750 Creekside Oaks Drive, Suite 200
Sacramento, CA 95833

916.244.1185

916.244.1199(FAX)
rbuchanan@bickmoreriskservices.com

Confidentiality Notice: This e-mail transmission, and any documents, files or previous e-mail messages attached to it, may contain confidential
information that is legally privileged. If you are not the intended recipient, or person responsible for delivering it to the intended recipient, you are hereby
notified that any disclosure, copying, distribution or use of any of the information contained in or attached to this message is STRICTLY PROHIBITED.
Interception of e-mail is a crime under the Electronic Communications Privacy Act, 18 U.S.C. 2510-2521 and 2107-2709. If you have received this
transmission in error, please immediately notify me by replying to this e-mail or by telephone and destroy the original transmission and its attachments
without reading them or saving them to disk.
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George Hills

COMPANY

Claims and JPA Managenment Services Established 1954

3043 Gold Canal Drive, Suite 200 * Rancho Cordova, CA 25670 « [916) 859-4800 Phone = (918) 859-4805 Fax

March 7, 2011

Rob Kramer

Bickmore Risk Services and Consulting
1750 Creekside Oaks Drive, Suite 200
Sacramento, CA 95833

RE: Farley Consulting Services 2010 Liability Claims Audit for the California Affiliated
Risk Management Authorities

Dear Mr. Kramer:

Please accept this as George Hills Company (GHC) formal response to the 2010 Farley
Consulting Services Liability Claims Audit for the California Affiliated Risk Management
Authorities (CARMA).

GHC appreciates the opportunity to have independent review of our performance. We
also appreciate the opportunity to respond to the results of Mr. Farley’s review. The
overall tone of the audit appears to be quite positive. We take great pride in the quality
and professionalism of our work. There are some recommendations, which do not
appear to be indicative of any systemic problems, regardiess, | will address our thoughts
regarding those recommendations below. Please know that we will continue to sirive to
improve our performance to minimize, and ideally to eliminate, any such
recommendations in future audit reviews. The comments regarding specific files have
been addressed as explained below. If needed | would be glad to address these issues
further with you or any member of the CARMA poaol.

Executive Summary recommendation # 3.

One file, discussed on page 6 lacks imporiant investigative activity.

Response:

| have forwarded the recommendation to the primary ¢laims handler requesting
that any available photographs be obtained and that the injured claimants be
reported to the Index Bureau.

Executive Summary recommendation #4 & 7.

Status reports from defense counsel are not consistently timely. The four files
noted for this deficiency are listed on page 6 (Recommendation # 4). The auditor
makes an apparent redundant reference (in Recommendation # 7) to this finding.
In particular the auditor notes in Recommendation # 7, similar past audit report
findings about receiving timely reports from the City of Berkeley.

Fairfield Lakeport Orange Ranche Cordova / Sacramento San Bernardino San Jose

www.georgehills.com Adjuster License 2607498 P4, LicensST6154



Letter to Rob Kramer

RE: Farley Consulting Services 2009 CARMA Liability Claims Audit
March 7, 2011

Page 2 of 2

Response;

We continue in our ongoing efforts to address this issue as this issue has been
mentioned in past report findings. The primary adjuster for the City of Berkeley
and | have been working diligently with the city attorney who predominantly
handles the City’s litigation to address this issue. | believe as a result of those
efforts, we have established the necessary communication to resolve this
problem, such efforts should result in a different audit finding in the future.

Executive Summary recommendation # 8.

One claim listed on page 8 is listed as open when in fact it is closed.

Response:

| am unabie to determine which file the auditor is referring to. | have followed up
with the auditor o identify which file he is referring to. The file will be closed and
after determining why it was not accurately listed on the loss run, appropriate
steps will be taken to prevent such occurrences in the future.

Recommended reserve changes.

The auditor points out that he disagrees with the reserves set on 3 files.
Response:

The reserves on two of the three files have been reviewed and adjusted.
Reserves on the remaining file, will be reviewed and adjusted as appropriate.

Please let me know if you have any questions regarding this matter or wish to further
discuss the audit findings.

Sincerely,/

£
Mark Stone
Claims Administrator
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CARMA
Board of Directors’ Meeting
April 20, 2011

ADMINISTRATIVE MATTERS

SUBJECT: Amendment to Litigation Manager Duties in CARMA-BRS Agreement

BACKGROUND AND STATUS:

At its January 15, 2011, meeting, the CARMA Board of Directors discussed suggested
modifications to the duties of the Litigation Manager regarding the identification of potential
underlying coverage issues. It was directed that the Litigation Manager would send a written
communication to the member notating any potential underlying coverage issues that have been
raised.

As CARMA'’s Program Administrator, Bickmore Risk Services is required to incorporate this
additional duty into its service contract. Included for the Board’s review is Amendment Four to
the Bickmore Risk Services’ contract, specifically to Section VI. Scope of Services, subsection
E. Liability Program Services, Item 3. Note that the inclusion of this provision will cause the
remaining subsections under E. to be renumbered respectively.

RECOMMENDATION:

The Board approves Amendment Four to the Bickmore Risk Services’ service contract, effective
April 20, 2011.

REFERENCE MATERIALS ATTACHED

e Amendment Number Four to the Bickmore Risk Services’ Contract

Agenda Item 6.D.
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Bickmore Risk Services & Consulting

AMENDMENT NUMBER FOUR
TO THE AGREEMENT FOR ADMINISTRATIVE, LITIGATION
MANAGEMENT, AND FINANCIAL SERVICES BETWEEN CALIFORNIA
AFFLIATED RISK MANAGEMENT AUTHORITIES (CARMA) AND
BICKMORE RISK SERVICES (BRS)

This amends the Administrative, Litigation Management, and Financial Services Agreement
effective July 1, 2007, (“Agreement”) by and between the CALIFORNIA AFFILIATED RISK
MANAGEMET AUTHORITIES (“Authority”), a California Joint Powers Authority, and
BICKMORE RISK SERVICES (“BRS”), a California corporation. Said Amendment is to become
effective on April 20, 2010.

VI. SCOPE OF SERVICES

The following language shall be added to Subsection E. Liability Program Services:

3. ldentify coverage issues, make an initial determination whether a claim is likely to be covered by
CARMA, and when coverage issues are identified determine whether a coverage opinion should be
obtained.

The remaining subsections under section E, shall be renumbered to reflect the correct sequence of
numbers.

All other Sections of the original Agreement remain in effect as written.

IN WITNESS HEREOF, the parties hereto have executed this Amended Agreement at a regular meeting
of the Board of Directors held in the City of Bodega Bay, California, on this twentieth day of April 2010.

CALIFORNIA AFFILITED RISK BICKMORE RISK SERVICES
MANAGEMENT AUTHORITIES 1750 Creekside Oaks Drive, Suite 200
1750 Creekside Oaks Drive, Suite 200 Sacramento, California 95833
Sacramento, California 95833

Signature: Signature:

Name: Name:

Title: Title:

Date: Date:

CORPORATE

www.BRSrisk.com 1750 Creekside Oaks Drive

800.541.4591 Suite :
f. 916.244.1199 Sacramento, CA ¢
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CARMA
Board of Directors’ Meeting
April 20, 2011

FINANCIAL MATTERS

SUBJECT: Review of Actuarial Study Provided by Mr. Jack Joyce of Bay Actuarial
Consultants

BACKGROUND AND STATUS:

Mr. Jack Joyce of Bay Actuarial Consultants has completed the actuarial analysis dated
April 2, 2011, and will be in attendance to present his report.

The actuarial analysis is composed of two main components. Part one of the study is a loss
forecasting analysis to determine the appropriate contribution rate for the CARMA program in
the 2011/12 program year. Part two is a review of the estimates of the ultimate liabilities of the
CARMA program as of December 31, 2010.

Part One — Loss Forecasting Analysis

The contribution rate required to collect at the 80% confidence level for the upcoming 2011/12
program year, .379, is an increase of approximately 9.8% over the prior study’s 80% rate of .345,
due to the revaluation of the inflation rate assumption (see page 9 of the study). The primary
Proposed Budget assumes funding at the 80% confidence level, at last year’s discount rate of
4.0%.

An alternative Budget is proposed at the 75% confidence level, using a discount rate of 3.5%.
This alternative funding rate is .338, a 2.0% decrease from last year’s 80% adopted rate, and a
decrease of 10.8% from the primary proposed budget rate.

Part Two — Review of the Ultimate Liability Estimates
In the new study, the estimate of CARMA's Ultimate Loss and LAE for prior years has increased
by 2.5% or $1.0 million.

The first five program years have no open reserves, so reflect the status “closed” per the study,
although they have not yet been “officially” closed by the CARMA Board of Directors. The net
change for these five years was ($101,000). This change removes all remaining IBNR reserves
from these program years. 2001/02 through 2004/05 fluctuated a bit from the prior year, for a
total net change of only ($248,000). Program years 2005/06 through 2007/08 have a substantial
net increase of $1.7 million, while the two most current years experienced a net decrease of
($429,000).

Agenda Item 7.A., Page 1
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CARMA
Board of Directors’ Meeting

April 20, 2011
The grid below shows the changes in ultimate loss for each open program year:
Changes in Ultimate Loss for All Prior Program Years
Based on Actuarial Study dated April 4, 2010
(Prior Year) (Qurrent Year) Percentage

Ultimate Loss Utimate Loss  ChangeinTotal Change in Total

Program Year Status  as of 63010 as of 6/30/10 Utimate Loss Utimate Loss
1996/1997 "Closed" 2,108,302 2,108,302 0 0.0%
1997/1998 "Cosed" 2,036,767 1,962,673 (74,099) -3.6%
1998/1999 "Closed" 3521 3521 - 0.0%
19992000 "Closed" 0 0 0
2000/2001 "Closed" 3,335,808 3,308,799 (27,09 0.8%
2001/2002 Open 2,047,016 2,015,070 (31,946) -16%
2002/2008 QOpen 1,899,837 1,875,702 (24,13%) -13%
2003/2004 QOpen 1,253,330 1,329,302 75,972 6.1%
2004/2006 Open 7,465,476 7,197,424 (268,062 -3.6%
2006/2006 Open 6,292,697 7,209,261 916,564 14.6%
2006/2007 QOpen 2,285,058 2,860,419 575,361 25.2%
2007/2008 QOpen 2,440,551 2,685,913 245,362 10.1%
2008/2009 QOpen 4,962,123 4,660,868 (301,255) -6.1%
20092010 QOpen 3,006,989 2879219 (127,770 -4.2%

Totals $ P1374/ 0 $ 4006473 0% 958,998 25%

RECOMMENDATION:

The Board accepts and files the Actuarial Study as presented.

REFERENCE MATERIALS ATTACHED:

Draft Actuarial Study Dated April 2, 2011, Prepared by Bay Actuarial Consultants

Agenda Item 7.A., Page 2
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California Affiliated Risk Management Authorities

Actuarial Review and Fundi Recommendation

v
S Q@

BAY ACTUARIAL CONSULTANTS
Moraga, California
April 2, 2011
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- Bay Actuarial Consultants

April 2, 2011

Board of Directors

California Affiliated Risk Management Authorities
c/o Ms. Karen Thesing, CARMA Administrator
Bickmore Risk Services

1750 Creekside Oaks Drive, Suite 200
Sacramento, CA 95833

To the Board:

We are pleased to present Ba Actuarial Review and Funding
Recommendation for the Calife Risk Management Authorities
(“CARMA”). We appreciate 5 nity to serve CARMA.

If you have any ql@ns, r
Respectfully,Q

BAY ACTUARIALICONSULTANTS

Ji Joyce, F
Principal

call me at (925) 377-52609.

346 Rheem Blvd., Suite 204, Moraga, California 94556
Tel 925 - 377.5269 « Fax 925-377.5270 « www.bayactuarial.com
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California Affiliated Risk Management Authorities

Actuarial Review and Funding Recommendation
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California Affiliated Risk Management Authorities

Actuarial Review and Funding Recommendation

Introduction
Background & Purpose

The California Affiliated Risk Management Authorities, (“CARMA”) provides
“excess” insurance coverage to public entities throughout®€alifornia through a
combination of self-insurance, reinsurance, and”excess insurance. CARMA
currently self-insures the $3 million layer of loss between $1 million and $4 million.
The members themselves pay the first $1 millien of each loss. From July 1, 1998 to
June 30, 2003 CARMA ceded 25% of its\self-inSused losses to a commercial
reinsurer under a quota share agreementy CARMA currently purchases reinsurance
to cover 100% of the losses in the $10million excess of $4 million layer. CARMA
purchases excess insurance_to,cover the $15 million excess of $14 million layer of
loss.

CARMA has askedBay Actuarial €onsultants to recommend member contribution
rates for the 2001-%2/program year. The report documents our recommendations
and our projection of CARMA'’s balance sheet lability for unpaid losses and loss
adjustment’expenses as of June 30, 2011.

Conditions & ldmitations

This report has been prepared for CARMA’s internal use. Copies of this report may
be supplied to CARMA's auditors. Any other use of this report is not authorized
without the prior written permission of Bay Actuarial Consultants. In particular,
insurers or other entities that are considering selling insurance or reinsurance to
CARMA must perform their own actuarial analysis and may not rely upon our work.

We relied upon data that Bickmore Risk Services provided. With any actuarial
analysis, the accuracy and relevance of the conclusions and the reasonableness of
the recommendations depend upon the accuracy and relevance of the underlying
data.

The actuarial projections in this report are estimates, and as such are subject to
uncertainty. This uncertainty is unavoidable because many of the events that will
Bay Actuarial Consultants Page 3
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affect claims costs have not yet taken place, and cannot be evaluated with certainty.
These potential future events include, but are not limited to: changes in the tort
liability law or its interpretation, changes in future inflation rates, the outcomes of
future litigation, and the amounts of future jury awards. Our projections are based
upon CARMA's historical experience. We have not anticipated any extraordinary
changes in the various factors that might affect the future cost of claims. We used
actuarial methods that should produce reasonable results given current information.
There is no guarantee, express or implied, that losses will develop as projected in
this report.

Organization of the Report

We have divided the remainder of this report int@four sections: the Management
Summary, the Summary Exhibits, the Estimated LCiability Exhibits, and the Base
Rate Exhibits.

The Management Summary gives@n overview of the results of our analysis. The
Summary Exhibits, the Estimatéd,LiabilitymExhibits, and the Base Rate Exhibits
document the actual calculatiemspsedin developing our results.

Bay Actuarial Consultants Page 4
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California Affiliated Risk Management Authorities
Actuarial Review and Funding Recommendation

Management Summary

Rates for 2011-12

This report documents the calculation of the recommended funding rates for 2011-
12 and our projection of CARMA's liability for unpaidlosses as of June 30, 2011.
The analysis is based upon claims datatevaluated“as of December 31, 2010.
Table 1 shows the projected $3 million excess’of“$1 million rates for 2011-12
(per $100 of payroll):

Table 1: $3M xs $1M Ratesforf2011-12 Discounted at 4% Interest

LAYER ), Probability level
50% | 60%, | Central Estimate | 70% | 80% | 85% | 90%
$3M x $1M  14.0¢%) 22.2¢ 23.7¢ 28.9¢ | 37.9¢C | 44.5¢ | 53.7¢

These rates_are discounted at 4% interest. They provide only for indemnity
payments andtfor the legal defense and other costs associated with investigating
specific claims. They do not cover the cost of program administration, claims
handling, reinsur@nce, or excess insurance premiums. There is a Table on page 8
of this report that contains factors for adjusting these rates should CARMA decide
to discount at other than 4%. There is a strong case for a lower interest rate (see
Interest rate discussion on page 10). Pages 14 through 22 show rates for the 1x1,
2x1, 4x1, 5x1, 1x4, 1x5, 2x2, 2x3, and 3x2 layers.

The discounted central estimate rate of 23.7¢ in Table 1 would be 29.2¢ if it were
not discounted. This undiscounted central estimate 3x1 base rate is 7.7% higher
than the corresponding rate we projected for 2010-11 one year ago. The 80%
probability level rate is 9.9% higher. Higher inflation in liability claims is causing
rates to increase. We re-calculated the probability distributions for claims of
different sizes and this has led to higher increases at the higher probability levels.

Bay Actuarial Consultants Page 6
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Projected Liability as of June 30, 2011

We project the estimated liability for unpaid losses as of June 30, 2011 at
$17.7 million undiscounted and $15.9 million discounted (4% interest). Chart 1
reflects the 25% quota share cession that was in place between 1998-99 and 2002-
03. The projected liability is $400,000 lower than last year's projection of the
June 30, 2010 liability. Chart 1 shows our projected breakout of estimated losses
as of June 30, 2011 ($ millions):

Chart 1: Breakout of Losses as of 6/30/11
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As of 12/31/10, thesevaluation date of the data used in this analysis, we estimate
that there was $1643 of IBNR liability for every dollar of case reserves in the CARMA
retained layer. Last year the IBNR to case reserve ratio at 12/31/09 was $1.31. At
12/31/09 there were $8.03 million in case reserves and the estimated IBNR liability
was $10.57 million. This year the 12/31/10 case reserves were $7.60 million and
the estimated IBNR liability was $10.95 million. Therefore both case reserves and
the estimated IBNR liability were stable during calendar year 2010. The projected
6/30/11 case reserves and IBNR are $6.82 million and $10.89 million, respectively,
which produces a projected 6/30/11 IBNR to case reserves ratio of $1.60.

Bay Actuarial Consultants Page 7
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Table 4 shows the projected liabilities at various probability levels as of
June 30, 2011.

Table 4: Projected Liability for Unpaid Losses
as of June 30, 2011
(Dollars in Thousands)

Probability Level | Undiscounted | Discounted at 4% Interest
Central Estimate $17,708 $15,883

60% 17,531 15,724

70% 19,656 17,630

80% 22,843 20,489

90% 28,156 255254

The difference between the top number in the discounted column in Table 4 and the
80% probability level amount is $4.6 milliont We,estimate that this amount of capital
will provide 80% probability that the combined reServes plus capital will be
adequate to pay all the claims inciérred through 6/30/11. 90% probability would
require $9.4 million in capital. Thése prebabilities are based on the assumption that
CARMA’s investment portfoliemwill earn a return of 4% per year from July 1, 2011
onward. We will discussfthis assumption in the section on “Interest Rates” on
page 10.

There is a table=enithe next page that shows how to convert the discounted liability
in Table 4 to what it'would be if you use a lower interest rate.

Short-Term|Liability as of June 30, 2011

We project thatf CARMA will discharge approximately $4.2 million of its
June 30, 2011 liability during 2011-12.

Alternative Interest Rates

The discounted liabilities and rates in this report were calculated using a 4%
interest rate. The following table provides the adjustments one would make for some
different interest rates:

Int. Rate | 0% 1.38% | 2.16% 3% 3.50% | 3.75% | 4%

Rates |+23.2% |+14.7% | +10.0% | +5.3% | +2.7% | +1.6% | +0.0%

Liability | +11.5% | +7.2% | +5.0% | +2.6% | +1.3% | +0.6% | +0.0%
Bay Actuarial Consultants Page 8
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Comparison with Prior Report

Chart 2 compares our current estimates of the ultimate losses by year ($ millions)
with last year's actuarial estimates. These estimates show estimated limited
ultimate losses before quota share. Note that the Chart 1 loss data was after guota
share.

Chart 2: Comparison of Estimates - $ Millions
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There was relativelylittle change. The overall increase for all years including 2010-
11 was $620,000. After six months of loss experience in 2010-11 we lowered last
year’s initiglptejection for that year by $340,000. The overall change for 2009-10
and prior'was an increase of $960,000.

Technical Approach

The technical approach is similar to last year's. The main difference was that we
increased the claims inflation assumption from 3% to 4%. There is statistical
evidence that suggests that inflation may actually be running at more than 5%. A
higher inflation factor produces higher rates. We will re-estimate inflation again next
year and raise the assumption to 5% per year if this trend continues.

A gamma distribution gave a very good fit to the empirical size-of-loss distribution.
We calculated the excess rates as multiples of the “base rates” for the following
“base layers” of loss:

o0 $850,000 excess of $150,000;

o $900,000 excess of $100,000;
Bay Actuarial Consultants Page 9 '%°



o $750,000 excess of $250,000;
o $400,000 excess of $400,000.

The results of the analysis of excess rates as multiples of the base rates for the
above layers are on page 23. We obtained similar excess rates regardless of which
of the above layers was used for a base rate. In addition, both the estimates based
purely on empirical data and those based on a fit to the gamma distribution gave
similar results.

ULAE

We estimate that claims handling costs (“unallocated loSs adjustment expenses,” or
“ULAE") are less than 0.5% of loss costs. Adding a/0.5% provisian for ULAE in the
rates and liabilities should fund this expense adequately’

Reconciling the 12/31/09 & 12/31/10 Biability

While we always project the liability si¥*menths{orward to June 30, we also estimate
the 12/31 liability and this estimategtinvolves fewer unknowns since there is no need
to project claim payments six._months into the future. In last year's report we
estimated the 12/31/09 liability “at, $18.595 million. Claims expenditures during
calendar year 2020 were“$4.033 million. We have increased our estimate of the
losses incurred through 12/31/09" by $1.044 million. We estimate the losses
incurred during calendar year 2010 at $2.945 million.

Starting with*the $18.595 million 12/31/09 liability, subtracting the claims payments,
adding the change in the estimates for the older years and adding the estimated
losses for 2010 gproduces $18.551 million, which matches our estimate of the
12/31/10 liability'on page 29, after adjusting for the quota share cession.

Interest Rates

The interest rate assumption has a very large effect on the amount of the required
contributions for 2011-12. Estimated contributions discounting rates at 4% interest
rate are $2.63 million. Those same contributions using undiscounted rates would be
$3.24 million, or 23% higher. Treasury bills and bonds are currently yielding 0.13%
at the six-month maturity, 0.79% at two years, 1.28% at three years, 2.24% at five
years, and 3.44% at ten years.

We matched the projected timing of the payments on the 2011-12 losses with the
corresponding treasury yields and came up with an overall interest rate of 2.16%.
This means that a portfolio of bonds structured to come due as the projected claims

Bay Actuarial Consultants Page 10 '



payments are made would yield 2.16%. We did a similar analysis of the projected
payment pattern for the 6/30/11 liabilities. A portfolio of treasuries that would pay off
the liability as payments are made would yield only 1.38%.

The interest rate adjustment Table on page 8 shows that rates would need to be
10% higher if they were discounted at 2.16% instead of 4%. The estimated liability
would be 7.2% higher if it was discounted at 1.38% interest instead of 4%.

Quota Shares & Corridors

Between 1998-99 and 2002-03 CARMA ceded 25% of the pooled losses to a
reinsurer under a “guota share” arrangement. The Manager informed us that
CARMA might consider some sort of quota share arrangement again in 2011-12.
The accounting for a quota share arrangement is fairly simple, asyis the adjustment
one would make to the contribution rates. Contribution rates would be reduced by
the amount of the quota share. Therefore if @GARMA were to purchase a 25% quota
share agreement for the 3x1 pooled layer int2011-22,the rates in Table 1 would all
be reduced by 25%.

A “corridor” layer is also fairly simple. [MCARMA were to retain the 1x5 layer of loss
as a corridor in return for aseductioniin the reinsurance premium, the contribution
rate in Table 1 would be piodified byladding the 1x5 rate shown on page 19.
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Summary - Exhibit 1
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Part 1
California Affiliated Risk Management Authorities
Liability Program
Projected Loss Funding Rate for 2011-12
$3 Million Excess of $1 Million Layer
Loss Rates
(1) Discounted Loss Rate: $0.237
(as of July 1, 2011, 4.0% interest rate)
Probabilit
Probability Probabi Discounted *
Level F Rate
—2 i —4
0.50 0.171
0.60 0.223
Central timate‘ . $0.237
0.7 . 0.289
0. 0.329
. 0.379
0. 1.88 0.446
90 2.27 0.538
m y by 1.235 to obtain undiscounted values.
(1) [Page 23, Item (7), SELECTED] x [Page 45, Item (4)].
(2) Estimated probability that the level of funding shown will be adequate.
(3) Estimated by BAC through analysis of CARMA claims information.
@ DxO).
Page 13
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Summary - Exhibit 1

Part 2
California Affiliated Risk Management Authorities
Liability Program
Projected Loss Funding Rate for 2011-12
$5 Million Excess of $1 Million Layer
Loss Rates
(1) Discounted Loss Rate: $0.271
(as of July 1, 2011, 4.0% interest rate)
Probabilit
Probability Probal Discounted *
Level F Rate
—2 4
0.50 0.198
0.60 0.257
Central Estimate $0.271
0. 0.328
0.374
. 1.59 0.431
.8 1.85 0.501
.90 2.24 0.607
M y by 1.235 to obtain undiscounted values.
4
Notes:
(1) [Page 23, Item (11), SELECTED] x [Page 45, Item (4)].
(2) Estimated probability that the level of funding shown will be adequate.
(3) Estimated by BAC through analysis of CARMA claims information.
4 @1)x@).
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Summary - Exhibit 1

Part 3
California Affiliated Risk Management Authorities
Liability Program
Projected Loss Funding Rate for 2011-12
$4 Million Excess of $1 Million Layer
Loss Rates
(1) Discounted Loss Rate: $0.260
(as of July 1, 2011, 4.0% interest rate)
Probabilit
Probability Probabi Discounted *
Level F Rate
—2 —4
0.50 0.187
0.60 0.244
Central Estimate $0.260
0.7 0.315
0. 3 0.359
. 0.413
0. 1.86 0.484
90 2.25 0.585
m y by 1.235 to obtain undiscounted values.
Notes:
(1) [Page 23, Item (8), SELECTED] x [Page 45, Item (4)].
(2) Estimated probability that the level of funding shown will be adequate.
(3) Estimated by BAC through analysis of CARMA claims information.
@ DxO).
Page 15
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Summary - Exhibit 1

Part 4
California Affiliated Risk Management Authorities
Liability Program
Projected Loss Funding Rate for 2011-12
$2 Million Excess of $1 Million Layer
Loss Rates
(1) Discounted Loss Rate: $0.206
(as of July 1, 2011, 4.0% interest rate)
Probability Discounted *
Level Rate
—2 —4
0.60 0.196
Central Estimate $0.206
0.7 0.251
0.7 0.284
0. 0.328
. 0.381
0. 2.23 0.459
p iply by 1.235 to obtain undiscounted values.
Notes:
(1) [Page 23, Item (6), SELECTED] x [Page 45, Item (4)].
(2) Estimated probability that the level of funding shown will be adequate.
(3) Estimated by BAC through analysis of CARMA claims information.
@ D)xO).
Page 16
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Summary - Exhibit 1

Part 5
California Affiliated Risk Management Authorities
Liability Program
Projected Loss Funding Rate for 2011-12
$1 Million Excess of $1 Million Layer
Loss Rates
(1) Discounted Loss Rate: $0.148
(as of July 1, 2011, 4.0% interest rate)
Probabilit
Probability Probal Discounted *
Level F Rate
@ 4
0.50 0.112
0.60 0.142
Central Estimate $0.148
0. 0.179
0.203
. 1.56 0.231
.8 1.81 0.268
.90 2.17 0.321
M y by 1.235 to obtain undiscounted values.
4
Notes:
(1) [Page 23, Item (1), SELECTED] x [Page 45, Item (4)].
(2) Estimated probability that the level of funding shown will be adequate.
(3) Estimated by BAC through analysis of CARMA claims information.
4 @1)x@).
Bay Actuarial Consultants Page 17
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Summary - Exhibit 1

Part 6
California Affiliated Risk Management Authorities
Liability Program
Projected Loss Funding Rate for 2011-12
$1 Million Excess of $4 Million Layer
Loss Rates
(1) Discounted Loss Rate: $0.024
(as of July 1, 2011, 4.0% interest rate)
Probability Discounted *
Level Rate
—2 —4
Central Estimate $0.024

0.75 0.037

0. 0.051

0.8 0.064

0. 0 0.082

*M ’%1.235 to obtain undiscounted values.
Notes:
(1) [Page 23, Item (4), SELECTED] x [Page 45, Item (4)].
(2) Estimated probability that the level of funding shown will be adequate.
(3) Estimated by BAC through analysis of CARMA claims information.
@ DxO).
Page 18

Bay Actuarial Consultants

109



@)

Notes:
(1)
(2)
(3)
4)

Summary - Exhibit 1

Part 7
California Affiliated Risk Management Authorities
Liability Program
Projected Loss Funding Rate for 2011-12
$1 Million Excess of $5 Million Layer
Loss Rates
Discounted Loss Rate: $0.011
(as of July 1, 2011, 4.0% interest rate)
Probability Discounted *
Level Rate
—2 —4
Central Estimate $0.011
0. 0.021
0.9 0.049
* M@l.z% to obtain undiscounted values.
[Page 23, Item (5), SELECTED] x [Page 45, Item (4)].
Estimated probability that the level of funding shown will be adequate.
Estimated by BAC through analysis of CARMA claims information.
D) x(3).
Page 19

Bay Actuarial Consultants

110



Summary - Exhibit 1

Part 8
California Affiliated Risk Management Authorities
Liability Program
Projected Loss Funding Rate for 2011-12
$2 Million Excess of $2 Million Layer
Loss Rates
(1) Discounted Loss Rate: $0.088
(as of July 1, 2011, 4.0% interest rate)
Probability Discounted *
Level Rate
—2 —4
0.50 0.045
Central Estimate $0.088

0. 0.077

0.7 0.112

0. 0.132

. 0.157
0. 2.14 0.188
90 2.66 0.234
m y by 1.235 to obtain undiscounted values.
Notes:
(1) [Page 23, Item (9), SELECTED] x [Page 45, Item (4)].
(2) Estimated probability that the level of funding shown will be adequate.
(3) Estimated by BAC through analysis of CARMA claims information.
@ DxO).
Page 20
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Summary - Exhibit 1
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Part 9
California Affiliated Risk Management Authorities
Liability Program
Projected Loss Funding Rate for 2011-12
$3 Million Excess of $2 Million Layer
Loss Rates
(1) Discounted Loss Rate: $0.112
(as of July 1, 2011, 4.0% interest rate)
Probabilit
Probability Probabi Discounted *
Level F Rate
—2 i —4
0.50 0.057
0.60 0.093
Central timate‘ . $0.112
0.7 . 0.138
0. 0.166
. 0.198
0. 2.14 0.240
90 2.67 0.299
m y by 1.235 to obtain undiscounted values.
(1) [Page 23, Item (11), SELECTED] x [Page 45, Item (4)].
(2) Estimated probability that the level of funding shown will be adequate.
(3) Estimated by BAC through analysis of CARMA claims information.
@ DxO).
Page 21

112



Summary - Exhibit 1

Part 10
California Affiliated Risk Management Authorities
Liability Program
Projected Loss Funding Rate for 2011-12
$2 Million Excess of $3 Million Layer
Loss Rates
(1) Discounted Loss Rate: $0.054
(as of July 1, 2011, 4.0% interest rate)
Probability Discounted *
Level Rate
(2) (4)
0.60 0.028
Central Estimate $0.054
0.7 0.063
0.7 0.083
0. 0.105
. 0.131
0. 3.08 0.166
y iply by 1.235 to obtain undiscounted values.
Notes:
(1) [Page 23, Item (10), SELECTED] x [Page 45, Item (4)].
(2) Estimated probability that the level of funding shown will be adequate.
(3) Estimated by BAC through analysis of CARMA claims information.
@ D)xO).
Page 22
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Summary - Exhibit 1

Part 11
California Affiliated Risk Management Authorities
Liability Program
Selection of Excess Rate
Type Indicated Indicated Indicated Indicated Indicated Indicated
of $1M x $1M $1M x $2M $1M x $3M $UPX $4M  $1IM x $5M  $2M x $1M
Fit Rate Rate Rate Rate Rate Rate
(1) (2) (3) (4) (5) (6)
E-150K - 1M $0.158 $0.073 $04038 $0.030 $0.231
G-150K - 1M 0.189 0.072 0.030 0.013 0.006 0.261
E-400K - 800K 0.143 0.066 0:034 0.027 0.209
G-400K - 800K 0.167 0.068 0.029 0.013 0.006 0.235
E-100K - 1M 0.158 0.073 0:038 0.030 0.231
G-100K - 1M 0.195 0.071 0.029 0.012 0.005 0.266
E-250K - 1000K 0.158 0073 0.038 0.030 0.231
G-250K - 1000K 0.182 0.073 0.031 0.014 0.006 0.255
Selected [ $0.183 $0072 | $0.037 [ $0.029 | $0.013 | $0.255
Type Indicated Indicated Indicated Indicated Indicated Indicated
of $3Mx $1M $AM X $1M $2M x $2M $2M x $3M  $3M x $2M  $5M x $1M
Fit Rate Rate Rate Rate Rate Rate
(7 (8) (9) (10) (11) (11)
E-150K - 1M $0.269 $0.299 $0.111 $0.068 $0.141
G-150K - 1M 0.291 0.304 0.102 0.043 0.115 0.310
E-400K - 800K 0.243 0.270 0.100 0.062 0.128
G-400K - 800K 0.265 0.278 0.098 0.043 0.111 0.284
E-100K - 1M 0.270 0.300 0.111 0.068 0.141
G-100K - 1M 0.295 0.307 0.100 0.041 0.112 0.312
E-250K - 1000K 0.270 0.300 0.111 0.068 0.141
G-250K - 1000K 0.286 0.300 0.104 0.045 0.118 0.307
Selected | $0.292 $0.321 | $0.109 | $0.067 | $0.138 [ $0.335
Notes:

(1) through (5) Items (3) on pages 49, 50, 51, and 52.
(6) Sum of (1) and (2).
(7) Sum of (6) and (3).
(8) Sum of (7) and (4).
9 (7 - (D).
(10) (8) - (6).
(11) (8)-().
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California Affiliated Risk Management Authorities
Liability Program

Projected Liability for Unpaid Losses as of June 30, 2011

Net After 25% Quota Share Cession

(1) Projected Unpaid Losses as of 6/30/11: $17,708,079

(2) Discounted Unpaid Losses as of 6/30/11: $15,882,996
(4.0% Interest Rate)

Discounted
Confidence
Level
Funding Funding
(4) (5)

30% $12,749,817 $11,435,757
40% 14,166,463 12,706,397
50% 15,760,190 14,135,866
60% 17,530,998 15,724,166
" Central Estimate $17,708,079 $15,882,996
70% 19,655,967 17,630,126
80% 22,843,421 20,489,065
90% 28,155,845 25,253,964

Notes:
(1) Page 27, Column (3).
(2) Page 46, Column (3).
(3) Estimated probability that the level of funding shown will be adequate.
(4) Estimated by BAC through analysis of CARMA claims information.
(5) Estimated by BAC through analysis of CARMA claims information.
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Summary - Exhibit 2

Part 2
California Affiliated Risk Management Authorities
Liability Program
Projected Liability for Unpaid Losses as of June 30, 2011
Gross Without Regard to Quota Share Cession
(1) Projected Unpaid Losses as of 6/30/11: $17,779,552
(2) Discounted Unpaid Losses as of 6/30/11: $15,947,103
(4.0% Interest Rate)
discounted Discounted
bability Probability
Probability evel Level
Funding Funding
(4) (5)
$12,801,277 $11,481,914
40% 14,223,641 12,757,682
50% 15,823,801 14,192,922
60% 17,601,756 15,787,632
| Central Estimate  $17,779,552  $15,947,103 |
70% 19,735,303 17,701,284
80% 22,935,622 20,571,763
90% 28,269,487 25,355,894
Notes:
(1) Page 27, Column (1).
(2) (1) x Page 46, item (4).
(3) Estimated probability that the level of funding shown will be adequate.
(4) Estimated by BAC through analysis of CARMA claims information.
(5) Estimated by BAC through analysis of CARMA claims information.
Page 25

Bay Actuarial Consultants
116



California Affiliated Risk Mana e uthorities

Actuarial Review and Fundi ec endation

at June 30, 2011
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Liability - Exhibit 1
Part 1

California Affiliated Risk Management Authorities

Liability Program

Limited Liabilities after Quota Share

As of 06/30/11
Direct Effec
Fiscal Liabilities Q
Year at 06/30/11 re
(1)

1993-94 $0

1994-95 0
1995-96 100.0%
1996-97 100.0%
1997-98 100.0%
1998-99 75.0%
1999-00 0 75.0%
2000-01 75.0%
2001-02 A4 75.0%
437 75.0%
1,902 100.0%
291,964 100.0%
5,134,160 100.0%
1,866,131 100.0%
1,603,053 100.0%
2,050,107 100.0%
2,806,339 100.0%
3,010,002 100.0%

$17,779,552

Notes:
(1) Page 30, Column (6).
(2) Provided by Bickmore Risk Services.
3 Dx(@).

Bay Actuarial Consultants

ited Liability
fter
a
Share

[cNeoNeoNoNeNoNolNe]

13,842
200,578
731,902
291,964

5,134,160
1,866,131
1,603,053
2,050,107
2,806,339
3,010,002

$17,708,079
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Program
Year

1993-94
1994-95
1995-96
1996-97
1997-98
1998-99
1999-00
2000-01
2001-02
2002-03
2003-04
2004-05
2005-06
2006-07
2007-08
2008-09
2009-10
2010-11

Total

Estimated
Ultimate
Losses

@

$677,743
952,298
1,962,230
2,108,302
1,962,673
3,521

0
3,308,799
2,015,070
1,875,702
1,329,302
7,197,424
7,928,044
3,774,828
3,840,412
6,075,442
41619,149
4,846,103

$54,476,738

Notes:

@)

)
(©)
(4)
®)
(6)

California Affiliated Risk Management Authorities

Liability Program

Projected Unpaid Losses as of June 30, 2011

Before Quota Share

80% Probability Level

Projected Projected
Paid Case
Losses Reserves
as of 6/30/11 as of 6/30/11
(2) (3)
$677,743 $0
952,298 0
1,962,230 0
2,108,302 0
1,962,673 0
3,521 0
0] 0
3,3084799 0
1,996,614 5,264
1,608,265 204,123
597,400 554,179
6,905,459 0
2,075,101 4,589,310
994,287 1,025,052
1,082,860 176,035
2,610,761 0
72,880 271,551
0 45,489
$28,919,196 $6,871,002

Page 30, Column (1), adjusted to 80% probability level.

Projected
Reported
Losses
as of 6/30/11

SN

$6 743743
952,298
1,962,230
2,108,302
1,962,673
3,521

0
3,308,799
2,001,878
1,812,388
1,151,579
6,905,459
6,664,411
2,019,339
1,258,895
2,610,761
344,431
45,489

$35,790,197

Each program year at standalone 80% PL.

Page 30, Column (2).
#-@.
Page 30, Column (4).
D-@.
(3) +(5).

Bay Actuarial Consultants

Projected
IBNR
Liability
as of 6/30/11
B

$0

(eNeoNeNolNoNe)

o

13,192
63,314
177,723
291,964
1,263,633
1,755,484
2,581,217
3,464,680
4,274,718
4,800,615

$18,686,540

Liability - Exhibit 1
Part 2

Projected
Unpaid
Losses

as of 6/30/11

—(6
$0

[eNeNeNoNolNolNol

18,455
267,437
731,902
291,964

5,852,942
2,780,536
2,757,252
3,464,680
4,546,269
4,846,103

$25,557,542
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Program
Year

1993-94
1994-95
1995-96
1996-97
1997-98
1998-99
1999-00
2000-01
2001-02
2002-03
2003-04
2004-05
2005-06
2006-07
2007-08
2008-09
2009-10
2010-11

Total

Estimated
Ultimate
Losses

(1)

$677,743
952,298
1,962,230
2,108,302
1,962,673
3,521

0
3,308,799
2,015,070
1,875,702
1,329,302
7,197,424
7,260,603
3,028,370
3,006,624
5452,894
31524,67¢
3,672,202

$49,038,336

Notes:

@)

)
©)
4)
®)
(6)

California Affiliated Risk Management Authorities

Projected Unpaid Losses as of June 30, 2011

Projected
Paid
Losses
as of 6/30/11

—2)

$677,743
952,298
1,962,230
2,108,302
1,962,673
3,521

0
3,3084799
1,996,614
1,608;265
597,400
6,905,459
2,075,101
994,287
1,082,860
2,610,761
72,880

0

$28,919,196

Page 30, Column (1), adjusted to 70% probability level.

Liability Program

Before Quota Share

70% Probability Level

Projected
Case
Reserves
as of 6/30/11

—3)
$

0
0
0
0
0
0
0
0

5,264
204,123
554,179

0
4,589,310
1,025,052

176,035
0
271,551
45,489

$6,871,002

Projected
Reported
Losses
as of 6/30/11

LN .

$677,743
952,298
1,962,230
2,108,302
1,962,673
3,521

0
3,308,799
2,001,878
1,812,388
1,151,579
6,905,459
6,664,411
2,019,339
1,258,895
2,610,761
344,431
45,489

$35,790,197

Each program year at standalone 70% PL.
Page 30, Column (2).

4 -Q).

Page 30, Column (4).

1) -(@).
(3 +(5).

Bay Actuarial Consultants

Projected
IBNR
Liability
as of 6/30/11
(5)

$0

ecNelNolNolNoNe]

o

13,192
63,314
177,723
291,964
596,192
1,009,032
1,747,629
2,542,132
3,180,246
3,626,714

$13,248,138

Liability - Exhibit 1

Part 3

Projected
Unpaid
Losses

as of 6/30/11

—(6)
$0

[eNeoNolNoNolNolNol

18,455
267,437
731,902
291,964

5,185,502
2,034,083
1,923,664
2,542,132
3,451,797
3,672,202

$20,119,140
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Program
Year

1993-94
1994-95
1995-96
1996-97
1997-98
1998-99
1999-00
2000-01
2001-02
2002-03
2003-04
2004-05
2005-06
2006-07
2007-08
2008-09
2009-10
2010-11

Total

California Affiliated Risk Management Authorities

Liability Program

Projected Unpaid Losses as of June 30, 2011

Before Quota Share

Projected Projected Projg@l

Estimated Paid Case R ted

Ultimate Losses Reserves sses
Losses as of 6/30/11 as of 6/30/11 of 6/ 1

(1) (2) (3)

$677,743 $677,743 3
952,298 952,298 ,298
1,962,230 1,962,230 0 1,962,230
2,108,302 2,108,302 0 2,108,302
1,962,673 1,962,673 0 1,962,673
3,521 3,521 3,521
0 0 0
3,308,799 3,30 0 3,308,799
2,015,070 1, ,264 2,001,878
1,875,702 1,60 204,123 1,812,388
1,329,302 554,179 1,151,579
7,197,42 905,459 0 6,905,459
7,209,261 2,075,101 4,589,310 6,664,411
2,860, 994,287 1,025,052 2,019,339
2,6 1,082,860 176,035 1,258,895
4 2,610,761 0 2,610,761
2 72,880 271,551 344,431
3,010,0 0 45,489 45,489
$46,698,7 $28,919,196 $6,871,002 $35,790,197

Notes:
(1) Page 33, Column (6).
(2) Page 31, Column (3).
3 @-©2.
(4) Page 31, Column (6).
G O-@.
(8) (3)+(5).

Bay Actuarial Consultants

Projected
IBNR
iability

as of 6/30/11
(5)

$

[cNeoNeoNoNeNoNolNe]

13,192
63,314
177,723
291,964
544,850
841,080
1,427,018
2,050,107
2,534,788
2,964,513

$10,908,550

Liability - Exhibit 1
Part 4

Projected
Unpaid
Losses

as of 6/30/11

—(6
$

[cNeoNeoNoNeNoNolNe]

18,455
267,437
731,902
291,964

5,134,160
1,866,131
1,603,053
2,050,107
2,806,339
3,010,002

$17,779,552
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Liability - Exhibit 1

Part 5
California Affiliated Risk Management Authorities
Liability Program
Projected Paid and Reported Losses as of June 30, 2011
Before Quota Share
Projected
Projected Projected Losses Projected
Paid Losses Paid Paid Reported Reported Reported

Program Losses 1/1/11 - Losses LOSsses 1/1/11 - Losses

Year as of 12/31/10 6/30/11 as of 6/30/11  as'of 12/31/10 6/30/11 as of 6/30/11

(1) (2) (3) (4) (5) (6)

1993-94 $677,743 $0 $677,743 $677,743 $0 $677,743
1994-95 952,298 0 952,298 952,298 0 952,298
1995-96 1,962,230 0 1,962,230 1,962,230 0 1,962,230
1996-97 2,108,302 0 2,108,302 2,108,302 0 2,108,302
1997-98 1,962,673 0 1,962,673 1,962,673 0 1,962,673
1998-99 3,521 0 3,521 3,521 0 3,521
1999-00 0 0 0 0 0 0
2000-01 3,308,799 0 3,308,799 3,308,799 0 3,308,799
2001-02 1,988,620 7,995 1,996,614 1,988,620 13,258 2,001,878
2002-03 1,469,470 138,795 1,608,265 1,769,470 42,918 1,812,388
2003-04 491,346 106,054 597,400 1,091,346 60,233 1,151,579
2004-05 6,845,307 60,153 6,905,459 6,845,307 60,153 6,905,459
2005-06 710,461 1,364,640 2,075,101 6,585,461 78,950 6,664,411
2006-07 820,004 174,284 994,287 1,720,004 299,335 2,019,339
2007-08 956,223 126,637 1,082,860 956,223 302,672 1,258,895
2008-09 2,277,629 333,132 2,610,761 2,277,629 333,132 2,610,761
2009-10 0] 72,880 72,880 0 344,431 344,431
2010-11 0 0 0 0 45,489 45,489

Total $26,534,628 $2,384,568 $28,919,196 $34,209,628 $1,580,570 $35,790,197

Notes:

(1) Page 32, Column (2).
(2) Projected by BAC.
3 @) +(@2).

(4) Page 32, Column (4).
(5) Projected by BAC.
6) (4 +(5)

Bay Actuarial Consultants Page 31
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Program
Year

1993-94
1994-95
1995-96
1996-97
1997-98
1998-99
1999-00
2000-01
2001-02
2002-03
2003-04
2004-05
2005-06
2006-07
2007-08
2008-09
2009-10
2010-11

Total

California Affiliated Risk Management Authorities

Liability Program

Estimated Unpaid Losses as of December 31, 2010

Before Quota Share

Estimated Paid Case Reported
Ultimate Losses Reserves sses
Losses as of 12/31/10 as of 12/31/10 of 12/3@/10

(@8] 2 (3)
$677,743 $677,743 $6 43
952,298 952,298 ,298
1,962,230 1,962,230 1,962,230
2,108,302 2,108,302 0 2,108,302
1,962,673 1,962,673 0 1,962,673
3,521 3,521 3,521
0 0 0
3,308,799 3,30 0 3,308,799
2,015,070 1, 0 1,988,620
1,875,702 1,4 300,000 1,769,470
1,329,302 600,000 1,091,346
7,197,424 0 6,845,307
7,209,2 710,461 5,875,000 6,585,461
2,860, 820,004 900,000 1,720,004
2,685,91 956,223 0 956,223
4, 2,277,629 0 2,277,629
2/879,2 0 0 0
1, 0 0 0
$45,193,7 $26,534,628 $7,675,000 $34,209,628

Notes:

@

&)
©)
4)
®)
(6)

Page 33, Column (6).
2010-11 adjusted to reflect half-year exposure through 12/31/10.
Page 39, Column (7).

4)- ().

Page 38, Column (7).

1)-@.
1) -@.

Bay Actuarial Consultants

Estimated
IBNR
iability

as of 12/31/10
(5)

$0

[eNeNeolNoNeoNelNo

26,450
106,232
237,956
352,117
623,800

1,140,415
1,729,690
2,383,239
2,879,219
1,505,001

$10,984,119

Liability - Exhibit 1
Part 6

Estimated
Unpaid
Losses

as of 12/31/10

—©
$0

[eNelNeolNoNoNoelNo

26,450
406,232
837,956
352,117

6,498,800
2,040,415
1,729,690
2,383,239
2,879,219
1,505,001

$18,659,119

Page 32
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Liability - Exhibit 2

Part 1
California Affiliated Risk Management Authorities
Liability Program
Estimated Ultimate Losses
Before Quota Share
$1IM x $1M $1IM x $2M $1IM x $3M $IMAS4AM

Layer Layer Layer Layer Selected

Program Ultimate Ultimate Ultimate Ultimate Sum of Ultimate

Year Losses Losses Losses Losses Projections Losses
—() —2 —@3 L4 S ) —(6)
1993-94 $677,743 $0 $677,743 $677,743
1994-95 952,298 0 952,298 952,298
1995-96 1,036,766 925,465 1,962,230 1,962,230
1996-97 1,004,254 1,104,048 2,108,302 2,108,302
1997-98 1,036,767 925,906 1,962,673 1,962,673
1998-99 3,521 0 3,521 3,521
1999-00 0 0 0 0
2000-01 2,000,000 1,308,799 3,308,799 3,308,799
2001-02 1,023,087 991,983 2,015,070 2,015,070
2002-03 1,839,884 35,818 1,875,702 1,875,702
2003-04 1,122,007 164,798 $42,497 1,329,302 1,329,302
2004-05 3,018,659 2,112,101 2,066,664 7,197,424 7,197,424
2005-06 4,582,151 2,167,819 351,499 $107,792 7,209,261 7,209,261
2006-07 1,842,209 713,495 158,248 146,467 2,860,419 2,860,419
2007-08 1,846,272 434,507 218,983 186,151 2,685,913 2,685,913
2008-09 24056,231 1,591,053 313,584 0 4,660,868 4,660,868
2009-10 1,767,066 746,364 365,789 0 2,879,219 2,879,219
2010-11 1,875,900 753,933 380,169 0 3,010,002 3,010,002
Total $28,384,817 $13,976,088 $3,897,433 $440,410 $46,698,748 $46,698,748

Notes:

(1) Page 34, Column (3).
(2) Page 35, Column (3).
(3) Page 36, Column (3).
(4 Page 37, Column (3).
B M+@+@B)+ 4.

(6) Based on (5).

1993-94 through 1996-97 are closed out.

Bay Actuarial Consultants Page 33
124



CARMA
Board of Directors’ Meeting
April 20, 2011

FINANCIAL MATTERS

SUBJECT: Clarification of “Member Equity” Definition and Allocation of Member
Equity

BACKGROUND AND STATUS:

At the Annual Workshop on January 13, 2011, staff presented a retrospective adjustment plan
that would formally establish a process to provide for an annual analysis of the pool’s equity in
order to determine the viability of the issuance of dividends. During the development of this
plan, it was noted that there were inconsistencies in the historical calculation of dividends and
assessments and the method set forth in the governing documents. Staff was directed to ensure
that CARMA’s governing documents and financial reports were consistent with respect to
definitions, references, and calculation of equity and the allocation of equity to members for each
program year.

After discussion at the Workshop, it was agreed that the governing documents do not grant
members an interest in the equity of CARMA until such time as the Board of Directors takes
action to distribute such equity in the form of a dividend or re-allocation of equity. In order to
promote this understanding, staff was directed to replace the label “Members’ Equity” with
terminology consistent with this conclusion. Staff suggests the term “Member Allocation of Pool
Equity,” and has replaced report titles accordingly.

It was also noted that CARMA'’s governing documents do not formally define member equity or
the allocation method by which a member’s equity should be determined. However, the method
for determining dividends and assessments is defined in the governing documents. The Master
Plan Document calls for the calculation of dividends and assessments to be based on each
member’s percentage of annual premium for the program year being adjusted. Since inception,
the calculation of CARMA member equity has been performed according to the following
methodology based on the different components of budgeted revenues and expenses:

Interest earned: Percentage of premium allocation

Admin expenses: Actual allocation for current year (equal distribution, or in
later years - 60% of BRS contract applied to ex mod)

Reinsurance/EXxcess: Percentage of payroll allocation

Losses: Budgeted percentage of expected losses.

This method was also used as the basis for determining all past dividends, assessments, and
reallocations of equity.

As directed by the Board, all components used to calculate the “Member Allocation of Pool
Equity” will now be allocated according to percentage of premium, rather than the historical
allocation method. This shift in allocation method results in changes to each member’s
previously allocated equity in each program year.

Agenda Item 7.B., Page 1
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CARMA
Board of Directors’ Meeting
April 20, 2011

Dividends have been issued for each of CARMA’s three closed program years and for two of
those years, equity was re-allocated. Total dividends and re-allocated equity for all three closed
program years totaled $5,065,098. The effect of the change in allocation methods on these years
is shown below and in detail in the attached document titled “Comparison of Actual Allocation
to Allocation by Premium Percentage Method for Closed Program Years.”

Difference in Allocation from Actual Net Dividends Received
to Premium Percentage Allocation Method

Percentage
Menber I 1993/94 I 1994/95 I 1995/96 I Total Variation
BCJIPIA ($6,762) ($26,951) $9,920 ($23,793) -1.3%9
PERVA " 15858 " 37200 T (43194) " ($31,057) -1.9%
PARSAC 9094) " 40663 ° 28575 7 $60144 4.0%
VCIPA T 099 " 4699 " ($5299) -4.0%

Staff recommends that no adjustments be made to the previous equity transactions for both
closed and open program years since the members have previously recorded the financial effects
of these transactions through the receipt of dividends or remittance of assessments.

The attached revised equity allocation as of September 30, 2010, titled “CARMA Summary of
Member Allocation of Pool Equity as of September 30, 2011” contains the adjusted allocation of
pool equity to each member (with the exception of previous equity transactions as noted above)
and the calculated difference of each member’s allocated share of equity for each open program
year and in total, as compared to the historical allocation method.

RECOMMENDATION:

The Board approves the title of “Member Allocation of Pool Equity” for future Equity reports,
as well as the premium percentage allocation method to calculate a member’s share of equity.

REFERENCE MATERIALS ATTACHED:

e CARMA Summary of Member Allocation of Pool Equity as of September 30, 2011,
Comparison of Actual Allocation to Allocation by Premium Percentage Method for
Closed Program Year

Agenda Item 7.B., Page 2
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California Affiliated Risk Management Authorities
~ Member Allocation of Pool Equity ~

Program
Year

As of September 30, 2010

1996/97:

1997/98:

1998/99:

1999/2000:

2000/2001:

2001/2002:

2002/2003:

Previous
"Expected" Calculated
Fund Fund
Member Balance Balance Difference

BCJPIA 112,642 131,301 (18,659)
PERMA 52,657 * 17,061 35,596
PARSAC 47,328 46,385 943
VCJPA (3,915) 13,964 (17,879)

Total 208,712 208,712 0
BCJPIA 35,484 84,662 (49,178)
PERMA (65,615) * (117,347) 51,732
PARSAC 109,636 86,207 23,429
VCJPA (14,002) 11,982 (25,984)

Total 65,503 65,503 0
BCJPIA 797,094 802,992 (5,898)
PARSAC 661,389 684,591 (23,202)
VCJPA 118,417 89,317 29,100
PERMA 0 0 0

Total 1,576,900 1,576,900 0
BCJPIA 700,456 703,422 (2,966)
PARSAC 486,492 507,358 (20,866)
VCJPA 101,481 77,649 23,832
PERMA 0 0 0

Total 1,288,429 1,288,429 0
BCJPIA 22,605 28,596 (5,992)
CSJVRMA (11,719) 18,576 (30,294)
MPA 33,130 25,023 8,107
PARSAC 65,516 21,055 44,461
VCJPA (13,767) 2,515 (16,282)
PERMA 0 0 0

Total 95,765 95,765 (0)
BCJPIA 82,612 90,134 (7,522)
CSJVRMA 56,981 63,963 (6,982)
MPA 58,926 65,243 (6,316)
PARSAC 52,093 32,119 19,974
VCJPA 10,625 9,778 847
PERMA 0 0 0

Total 261,237 261,237 0
BCJPIA 281,228 259,463 21,766
CSJVRMA 246,075 253,417 (7,341)
MPA 320,711 347,746 (27,036)
PARSAC 198,123 184,623 13,500
VCJPA 40,254 41,143 (889)
PERMA 0 0 0

Total 1,086,392 1,086,392 0
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California Affiliated Risk Management Authorities
~ Member Allocation of Pool Equity ~

Program
Year

As of September 30, 2010

2003/2004

2004/2005

2005/2006

2006/2007

2007/2008

2008/2009

Previous
"Expected" Calculated
Fund Fund
Member Balance Balance Difference

BCJPIA 626,622 598,036 28,586
CSJVRMA 602,264 625,734 (23,471)
MBASIA 69,668 52,805 16,863
MPA 551,321 567,846 (16,524)
PARSAC 397,556 411,662 (14,107)
VCJPA 80,778 72,126 8,653

Total 2,328,210 2,328,210 0
BCJPIA (846,442) (793,571) (52,871)
CSJVRMA (785,119) (822,523) 37,405
MBASIA (157,972) (115,233) (42,739)
MPA (809,116) (874,966) 65,850
PARSAC (504,313) (508,884) 4,571
VCJPA (90,378) (78,162) (12,216)

Total (3,193,339) (3,193,339) 0
BCJPIA (704,432) (631,590) (72,843)
CSJVRMA (685,558) (936,513) 250,955
MBASIA (108,207) (92,556) (15,652)
MPA (740,554) (596,893) (143,662)
PARSAC (491,710) (520,092) 28,382
VCJPA (108,243) (61,062) (47,181)

Total (2,838,705) (2,838,705) 0
BCJPIA 527,737 419,811 107,926
CSJVRMA 662,709 761,416 (98,707)
MBASIA 81,370 59,105 22,265
MPA 528,929 555,787 (26,858)
PARSAC 390,867 382,221 8,646
VCJPA 99,559 112,831 (13,272)

Total 2,291,171 2,291,171 0
BCJPIA 759,232 667,545 91,688
CSJVRMA 1,001,054 1,068,504 (67,450)
MBASIA 115,900 85,771 30,129
MPA 828,376 861,258 (32,882)
PARSAC 652,562 677,447 (24,885)
VCJPA 143,727 140,327 3,400

Total 3,500,852 3,500,852 0
BCJPIA 260,389 139,923 120,466
CSJVRMA 324,933 331,282 (6,349)
MBASIA 40,350 22,596 17,753
MPA 286,718 309,504 (22,786)
PARSAC 244,520 338,795 (94,275)
VCJPA 45,782 60,590 (14,809)

Total 1,202,691 1,202,691 0
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California Affiliated Risk Management Authorities
~ Member Allocation of Pool Equity ~

As of September 30, 2010

Previous
"Expected" Calculated
Program Fund Fund
Year Member Balance Balance Difference
2009/2010 BCJPIA 563,604 607,015 (43,411)
CSJVRMA 526,960 526,244 716
MBASIA 69,171 39,163 30,008
MPA 384,876 418,909 (34,033)
VCJPA 56,119 9,398 46,721
PARSAC 0 0 0
Total 1,600,729 1,600,729 0
2010/2011 BCJPIA 139,109 159,398 (20,289)
CSJVRMA 103,799 81,254 22,544
MBASIA 15,005 5,217 9,788
MPA 99,941 123,113 (23,171)
VCJPA 13,672 2,544 11,127
PARSAC 0 0 0
Total 371,527 371,527 0
Total: BCJPIA 3,357,933 3,267,131 90,803
CSJVRMA 2,042,379 1,971,355 71,024
MBASIA 125,286 56,869 68,417
MPA 1,543,258 1,802,570 (259,312)
PARSAC 2,310,058 2,343,487 (33,429)
VCIPA 480,109 504,941 (24,832)
PERMA * (12,958) (100,286) 87,328
Total Equity 9,846,066 9,846,066 (0)
* Return of Equity to PERMA as of 6/30/06 at 80% Confidence Level; Negative equity represents continuing
adverse development
Note: Dividends returned to BCJPIA, VCJIPA and PARSAC for program years 1993/94; 1994/95; and 1995/96 as

of 9/30/06.

These three program years are now closed, and no longer appear on the financial statements.

Note: "Previous Calculated Fund Balance" allocates equity based on historical allocation.* Going forward, member
allocation of pool equity will be according to percentage of contribution, as the MPD stipulates for the allocation of
dividends and assessments. 1996/97, 1997/98 & 2000/01 had previously allocated equity and dividends based on
the historical formula, causing some members to have negative equity in positive years. These equity transactions
were distributed to members, so the recommendation is that no adjustments be made. The current reflected equity
allocation trues up each member's share.

This change will have no effect on the future closing of years, as the final dividend issued will automatically
true up each member's share to correspond with the allocation according to premium percentage.

*Historical Allocation:

Interest Earned:
Admin Expenses:

Percentage of premium allocation

Actual allocation for current year (equal distribution, or in later years 60% of BRS contract applied
to ex mod)

Reinsurance/Excess: Percentage of payroll allocation
Losses: Budgeted percentage of expected losses 129
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CARMA
Board of Directors’ Meeting
April 20, 2011

FINANCIAL MATTERS

SUBJECT: Revised Proposed Retrospective Adjustment Policy

BACKGROUND AND STATUS:

At the January 13, 2011, Annual Workshop, a Proposed Retrospective Adjustment Policy was
presented to the CARMA Board of Directors. The purpose of the proposed Policy was to
formalize a process that would provide for an annual analysis of the program’s equity by
program year and in aggregate to determine the viability of the possible release of dividends
and/or the closure of program years. This Policy would be used in conjunction with the Target
Equity Benchmarking Ratios to provide direction and guidance in funding and equity decisions.

The revised Policy is included as back-up material with this agenda item, and has been
streamlined since the previous review. Highlights of the annual Retrospective Adjustment
calculation are as follows:
e Equity at the expected, 70%, and 80% confidence levels are calculated for each program
year and in total;
e The 70% fund balance for all program years that are a full five years old are summed to
determine if a net dividend is available;
e If a current program year(s) has negative equity, this year(s) must also be factored into
the calculation before arriving at the Final Cumulative Net Dividend;
e The allocation of pool equity amongst members according to percentage of premium by
program year will be calculated to determine each member’s share; and
e Equity may be exchanged between eligible program years. The transfer of equity will be
performed so that the individual member’s share of equity is separately applied so as to
maintain the integrity of each member’s balance. This will allow the closure of old years
in conjunction with the application of equity to a program year(s) in a deficit position.

The calculation detailing each member’s share of equity presented at the January Workshop was
determined using the historical allocation method, as discussed in the previous agenda item. The
revised member calculation included in the attached “Revised Retrospective Adjustment
Calculation as of September 30, 2010” reflects the reallocated pool equity amongst members by
percentage of premium allocation.

RECOMMENDATION:

The Board approves the revised Proposed Retrospective Adjustment Policy.

Agenda Item 7.C., Page 1
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CARMA
Board of Directors’ Meeting
April 20, 2011

REFERENCE MATERIALS ATTACHED:

e Revised Proposed Retrospective Adjustment Policy
e Revised Retrospective Adjustment Calculation as of September 30, 2010

Agenda Item 7.C., Page 2
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CARMA
RETROSPECTIVE ADJUSTMENT POLICY

A. Purpose

The purpose of this Retrospective Adjustment Policy is to insure the long-term financial
stability of the California Affiliated Risk Management Authorities (CARMA). The
Policy also formalizes a process that would provide for an annual analysis of the
program’s equity by program year and in aggregate to determine the viability of the
possible release of dividends and/or the closure of program years. It is intended to be
used as a tool by the Board of Directors to guide them in their funding and equity
decisions.

B. Target Confidence Level Funding

The CARMA Board of Directors does hereby establish the 70% confidence level as the
Target Confidence Level Funding (Target) for the Program.

D. Assessment

Each program year is accounted for separately. If the funding position for all program
years combined falls below the actuarial expected level creating a deficit position, the
Board of Directors shall declare an assessment sufficient to eliminate the deficit. Such an
assessment will be collected based solely on the total premiums paid by each member to
coincide with how the premiums would have been collected had sufficient premiums
been collected originally. The assessment will be collected as follows:

1. The deficit/equity position of each program year will be calculated based on the
expected outstanding losses projected for each year. (The total deficit/equity
position for all years will equal the amount of the assessment to be collected.)

2. Each Member's share of the assessment shall be based upon the deposit premiums
collected for the program year being assessed provided that the amount of any
assessment levied may not exceed 25% of the deposit premium paid during the
assessed program year. If such assessment is not sufficient to relieve the pool of
its actuarial deficit in the year of the assessment, such assessment shall be levied
each subsequent year until the actuarial deficit is relieved.

3. The deficit/equity position for each program will be distributed among the
members who participated in the program for that year based on the percentage of
their premium to all premiums contributed for that year.

4. Each Member’s deficit/equity for all years will equal their total deficit/equity
position and their assessment.

E. Dividend

If the funding for all program years exceeds the 70% confidence level, the Board of
Directors may consider declaring a dividend from program years that are at least five
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years old provided that the funding remains above the 70% confidence level after such a
dividend is paid. The dividend would be distributed in the same manner as described
above for the collection of an assessment.

Timing:
Annually, the Board of Directors shall review the funding of the program to
determine whether dividends may be issued.

Calculation:
The following calculation will be made annually to determine the aggregate
equity at the expected, 70%, and 80% confidence levels:

e The equity for each program year shall be calculated by subtracting that year’s
total administrative and excess insurance costs, incurred loss costs, and Incurred
but not Reported (IBNR) and Unallocated Loss Adjustment Expenses (ULAE) as
determined by the most recent actuarial study at the expected, 70%, and 80%
confidence levels, respectively, from the total contributions and interest income
earned.

e Prior dividends and assessments, if any, will be added or subtracted from
available assets of each program year, respectively.

e The equity calculated for each program year shall be combined for all program
years and become the aggregate equity at each confidence level.

e The aggregate dividend shall be determined by the Board of Directors, subject to
the following:

1. The aggregate equity for all program years may not be reduced below the
70% confidence level after the dividend.

2. Dividends declared shall be first issued from the oldest program year but
only to the extent that program year maintains equity in excess of the 70%
confidence level. Any unapplied dividend (70% Program Year Fund
Balance) may be carried forward to the next oldest program years in the
same fashion until the calculation has been applied to all eligible years,
but does not exceed the Dividends Available to be issued.

I. The entire eligible dividend balance may not be fully applied if the
carry-over would extend to program years not fully five years old.

il. As the aggregate dividend is carried forward for application, it may
be used to offset program years that are funded below the 70%
confidence level, but only to the extent that the applied amount
brings that year’s equity to the 70% confidence level.

iii. Any ineligible years with a negative Fund Balance must be added
to the equation, to arrive at the Final Cumulative Net Dividend.
This added precaution is to prevent issuing dividends prematurely.

iv. Equity may be exchanged between eligible program years. The
transfer of equity will be performed so that the individual
Member’s share of equity is separately applied so as to maintain
the integrity of each Member’s balance.

F. The Board of Directors may re-evaluate this plan from time to time and make changes to
it as deemed necessary by a majority vote of the Board.
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CARMA
Board of Directors’ Meeting
April 20, 2011

FINANCIAL MATTERS

SUBJECT: Signatures on General Fund Checking Account

BACKGROUND AND STATUS:

In accordance with the Bylaws and Resolution Number 2-98/99, the President, Vice President,
Treasurer, and Administrator are authorized to sign checks for the general fund account. Checks
are processed monthly and in the past were routed to the Treasurer and the President for signing.
To create more efficiency, Karen Thesing, Executive Director/Administrator, has determined the
checks will be signed first by the Executive Director and then routed to either the President, Vice
President, or Treasurer.

The only potential conflict would be when ERMA makes a payment to Bickmore Risk Services
(BRS). However, these payments are already approved by the Board by approving the agreement
between the two parties, the checks will contain a second signature other than the Executive
Director/Administrator, and the check listing is placed on the consent calendar of each Board
meeting.

RECOMMENDATION:

None, Information only.

REFERENCE MATERIALS ATTACHED

e Resolution No. 2-98/99 — Establishing All Bank Accounts and Authorized Signatures

Agenda Item 7.D.
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RESOLUTION NO. 2-98/99
RESOLUTION OF THE BOARD OF DIRECTORS
OF THE CALIFORNIA AFFILIATED RISK MANAGEMENT AUTHORITIES
(CARMA)
ESTABLISHING ALL BANK ACCOUNTS AND AUTHORIZED SIGNATURES

WHEREAS, the California Affiliated Risk Management Authorities must maintain various
Bank accounts in order to operate and manage the fiscal affairs of the Authority; and

WHEREAS, to protect and control the cash assets and fiscal integrity of the various Bank
accounts, signatory authority should be specifically granted to particular officers; and

WHEREAS, this resolution replaces Resolution No. 1-94/95 Establishing A Petty Cash
Account;

BE IT RESOLVED THAT:

The Board of Directors of CARMA has determined that it is in the best interests of CARMA to
establish bank accounts for the deposit and disbursement of funds.

NOW, THEREFORE, BE IT RESOLVED by the Board of Directors of the California Affiliated
Risk Management Authorities that all positions listed on this Resolution as Authorized Signers
are authorized to sign/pay checks, make withdrawals and originate wire transfers or telephone
transfers against each account listed below:
General Account (requires two signatures):

1. President of CARMA

2. Vice President of CARMA

3. Treasurer of CARMA

4. Administrator of CARMA
Petty Cash Account (requires one signature):

1. Administrator of CARMA

2. Additional persons as designated by the Administrator

The CARMA Board of Directors also authorizes the Administrator to obtain a Business Credit
Card with a credit line of up to $5,000.
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The Secretary acting alone is hereby authorized, in connection with wire transfers out of our
accounts at Wells Fargo Bank (or other bank, as authorized by the Board of Directors), to
designate persons who may request wire transfers and to execute and deliver such agreements,
documents and other instruments, and to perform such other acts, relating to wire transfers as the
Secretary shall approve. However, the Secretary can only designate individuals listed above.

This Resolution was moved, seconded, and adopted by the Board of Directors at a regular
meeting of the Board held on September 25, 1998, City of South Lake Tahoe, by the following

vote:

AYES 3
NOES 0
ABSTAIN 0
ABSENT 0

Uil Shalch

SECRETARY, BOARD OF DIRECTORS

139



CARMA
Board of Directors’ Meeting
April 20, 2011

FINANCIAL MATTERS

SUBJECT: Consideration of the Proposed Annual Budget for the 2011/2012 Program

Year

BACKGROUND AND STATUS:

Attached is the Proposed Annual Budget for the 2011/2012 program year. The Proposed Budget
features the 80% confidence level, discounted at 4%, the same as adopted last year, and reflects
an overall increase of $267,000, or 4.1%, over last year’s budget.

Total premium reflects the following assumptions and significant factors:

Funding for losses at the 80% confidence level at the actuarially-determined rate of
.379 per $100 of payroll; an increase of approximately 9.8% over the prior study’s
80% rate of .345;

Discount rate of 4.0% (unchanged from the prior year);

Actual 2010 payroll for all JPAs;

Funding for losses at $3 million excess of $1 million (adopted retention level for prior
year) for all members;

Assumption of a 5.0% estimated increase in rates for both reinsurance ($10 million ex
$4 million) and excess ($15 million ex $14 million); and

A decrease in the administration budget of 1.1%. Notable changes include:

BRS contract - 0.2% decrease (due to the reduction for PARSAC)

Financial Audit - 3.7% contractual increase

Claims Audit scope - 36.8% bi-annual decrease - Audit for CARMA only
Actuarial Review - 2.0% decrease due to renegotiated contract

Annual Retreat - 32.3% decrease due to match to actual expense

PFM - 30.0% increase due to additional investment in portfolio

Genex - New line item for Medicare set-aside reporting fees.

VVVVVVYY

Experience Modification Calculation:

Individual losses from $100k to $1 million were used in the ex mod calculation.
For the past five years, the JPA ex mod has been applied to the reinsurance premium,
which currently covers the $10 million ex $4 million layer. In the Proposed Budget,
the allocation has been revised. Two thirds of the premium will continue to be applied
to the JPA ex mod, while one third of the premium will not. (Next year, the allocation
will be reversed, and the following year the ex mod will no longer be applied to the
reinsurance layer.)
The range of years used in the ex mod calculation continues to be the oldest four of
the most current six. This budget incorporates the range between 2004/2005 and
2007/2008.
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e The losses are valued as of 12/31/10.

e A credibility factor is applied which places a proportionately heavier weight on the
larger members.

e Ex mod factors continue to be capped at .75 on the low end and 1.25 at the high end,
with the exception of inverse condemnation claims, which are capped at 1.50 at the
high end.

Alternate Budget Scenarios:

In addition to the primary Proposed Budget, staff has prepared an Alternative Budget at the 75%
confidence level, using a 3.5% discount rate. This model reflects a decrease of $199,000 from
last year’s budget and a $466,000 decrease from the current Proposed Budget.

An additional budget option, not included in the reference materials, is a model at the 80%
confidence level, using a 3.5% discount rate. This model reflects an increase of $383,000 over
last year’s budget and an increase of $116,000 over the current Proposed Budget.

RECOMMENDATION:

The Board approve one of the Proposed Annual Operating Budgets as presented.

REFERENCE MATERIALS ATTACHED:

. 2011/12 Proposed Annual Operating Budget at the 80% CL, 4% discount rate

. 2011/12 Alternative Proposed Annual Operating Budget at the 75% CL, 3.5% discount rate
— Funding sheet only

o 2010/2011 Approved Annual Operating Budget

Agenda Item 7.E., Page 2
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CARMA
Board of Directors’ Meeting
April 20, 2011

COVERAGE MATTERS

SUBJECT: Discussion Regarding Cyber Liability Coverage

BACKGROUND AND STATUS:

“Cyber Liability” coverage (aka “Information Security & Privacy Insurance with Electronic
Media Liability Coverage”) provides limited first party property and third party liability
coverage for breaches (from theft, hacking, fraud, or mere accidental loss) of confidential data of
employees or other third parties in the community. The data “at risk” includes, but is not yet
limited to, employees’ social security numbers, credit card information, confidential notes from
counseling sessions, personal health information, confidential personnel records, and notes on
past or pending workers’ compensation claims that may be collected in your normal course of
public entity business. Due to the ever increasing reliance on collection and storage of this
information on servers, computers, and other vulnerable formats not yet developed, the breach of
private and confidential information has become an emerging liability risk. This is before the
Board today to discuss whether any change to the CARMA MOC is required.

At the present, this risk is largely uninsured or not otherwise specifically addressed in common
liability insurance coverages whether commercial or self-insured. Even if there is no real
economic loss to a third party from the breach, certain laws require the employer to incur
significant notification costs and credit monitoring fees on behalf of all employees or interested
persons whose information may have been disclosed. It is not beyond the realm of possibility
that these costs could exceed $1 million.

This topic was recently discussed at a Bay Cities Joint Powers Insurance Authority (BCJPIA)
meeting. Alliant Insurance Services made a presentation to the BCJPIA Board on its applicable
coverage from PEPIP and how it related to the BCJPIA Liability and Property Memorandums of
Coverage (MOCs). From this discussion it was determined that there are no specific exclusions
to the property or liability MOCs for this coverage. This created a possible conflict on whether
PEPIP or the underlying pool would be primary, whether the breach was from an “occurrence”
and whether the aggregate amount was adequate for this exposure. The BCJPIA Board directed
staff to draft language to specifically exclude this coverage from their Liability MOC.

The CARMA Liability MOC essentially “follows form,” whenever possible, to the Liability
MOC:s of its primary Members’ pools and also does not specifically exclude Cyber Liability. As
a note, it was never intended to cover this potential exposure, and CARMA has not endeavored
to fund this exposure from its Members.

To date, there have been no CARMA claims for damages from Cyber Liability.

Agenda Item 8.A., Page 1
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RECOMMENDATION:

The Board provides direction on whether to review, research, and, possibly, revise the
CARMA Liability Memorandum of Coverage to specifically exclude coverage for Third Party
Cyber Liability.

REFERENCE MATERIALS ATTACHED

None

Agenda Item 8.A., Page 2
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COVERAGE MATTERS

SUBJECT: Marketing Excess Insurance Corridor Deductible and the Advantages and/or
Disadvantages of Such Deductible from an Actuarial and Excess Perspective

BACKGROUND AND STATUS:

These two concepts are relatively easy to understand, but complex to both financially evaluate,
and sometimes manage. All the information or the evaluation was obtained from the recently
prepared actuarial study that will be discussed at the Board meeting in great detail. Rather than
provide a table of summary data to support the conclusions reached, this narrative was prepared,
with one example for each of the two concepts. It will be discussed in more detail at the Board
meeting.

After review and discussion of CARMA’s most recent actuarial study with CARMA staff, we
don’t believe that either a Quota Share or Corridor option make sense at the present time;
especially if consideration is being given to reduce the discount rate from 4%, since the margin
of savings decreases.

Quota sharing a layer of risk with a carrier can sometimes be an attractive mechanism to reduce
the risk on any one claim(s), allowing an organization to increase their “Specific” SIR when the
cost of excess insurance is high, compared to the pool’s ability to fund to the higher attachment
(SIR). It works best when there is enough money for a carrier to be exposed to a percentage
share in a layer that they may otherwise wish to avoid.

Although the marketplace continues to be relatively “soft,” Quota Sharing takes place at the
lower attachments where claims continue to potentially penetrate these “working layers” in the
minds of excess carriers. As a result of California litigation trends for public entities below the
$5,000,000 level, carriers are pricing closer to the individual risk’s Expected/Undiscounted rate,
especially with Quota Share accounts where they only retain 25 — 33% of the premium.

After thoroughly reviewing CARMA’s draft actuarial study, it seems that the current premium
size is not sufficient to generate a strong benefit. When we combine that with the significant
work necessary to monitor this type of program, we’ve concluded that it’s not attractive at the
present time.

As one example, and assuming the actuarial study to be both a correct reflection of what
may occur AND that the excess carrier(s) would price the Quota Share as a level close to
Expect/Undiscounted as indicated, if CARMA were to purchase coverage at the current
level ABOVE a $3 million xs $1 million attachment, but then also Quota Sharing the 5"
million with a carrier taking 50%, that 5™ million has an 80%/Discount Funding value of
$204,007 (meaning, to quota share 50% you would fund $102,003 and you would PAY
an insurance carrier around one-half of Expected/Undiscounted in insure; $76,984.

Agenda Item 8.B., Page 1
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This means that your combined cost for the layer is now $178,988. This means that the
cost savings is projected to be around $25,000; a lot of work for a little projected benefit.

The Corridor approach is somewhat different, and more difficult to examine utilizing just the
actuarial data, but to stay consistent we are using those figures. This is because the Corridor
Deductible approach is usually an Aggregate limit; the maximum amount the Insured would pay
in anyone policy year, it allows a pool to assume a finite amount of risk ABOVE their
traditional, Specific SIR; i.e, the pool assumes the first $3 xs $1 layer and then a carrier reinsures
the next, say, $5 million layer - - then, within the carrier’s insured layer, the pool has another
$1,000,000 aggregate deductible. This means that, even though there is insurance, the first
$1,000,000 on penetrating losses would also be paid by the Insured. (It could be just one loss, or
a combination of losses.) Actuarially, because of the increased uncertainty in these higher
layers, and the fact that excess insurance is likely being secured at a premium below the
actuary’s Expected/Undiscounted amount, this strategy does not seem to make financial sense.

As one example, if CARMA were to share risk for the current $3 xs $1 layer and then
purchase excess above that, but have a Corridor Deductible of an additional $1,000,000 —
this 5™ million layer, at an 80% Confidence Level/Discounted at 4%, would require
CARMA to fund an additional $578,019 when the cost of insuring this level is closer to
the Expected/Undiscounted amount projected to be $335,931 - - costs would increase
$242,088.

Obviously in the example above, if there were no losses in a year, than this money would be
saved, but based on the study we have to assume, overtime, that these losses will occur. It’s also
very interesting to point out that beginning in FY 08/09 CARMA dropped their funded layer to
$3 xs $1; and the additional carrier’s rate for that 4™ million was approximately .022". This is
36% less than the actuarial estimated rate for this layer at Expected/Undiscounted - a “Good
Buy” as we have stated in the past!

In Summary, although this was a valuable exercise to investigate options for CARMA'’s
upcoming renewal, the analysis shows that the savings are not significant enough to warrant
taking on either of these two approaches. In addition, the administrative burden increases with
the Quota Share approach.

These are more of “defensive” mechanisms that will demonstrate value in a “hardening”
insurance market environment. The Corridor Deductible concept would work to buffer CARMA
from exposure to a second large loss, and the Quota Share tool would allow CARMA to “meet a
carrier half way” when they want to insure the current attachment, and better act as your
reinsurance partner. With the Quota Share tool it is likely that CARMA would have to look at
something like a 50% share of a $2,000,000 layer for the actuarial trends to support the financial
analysis.

' The Actuarial for that year suggested a rate of .028 80% Discounted 4% and THIS year the rate for
Expected/Undiscounted is .030.

Agenda Item 8.B., Page 2
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RECOMMENDATION:

For Board discussion and direction to staff.

REFERENCE MATERIALS ATTACHED

None

Agenda Item 8.B., Page 3
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COVERAGE MATTERS

SUBJECT: Report from Alliant Insurance Services on the Status of the Excess Insurance
Renewal for CARMA

BACKGROUND AND STATUS:

At the January 14, 2011, Annual Workshop, the CARMA Board of Directors discussed coverage
options for the 2011/2012 program year and directed Ms. Susan Adams, Alliant Insurance
Services, to seek quotes for the $3 million excess of $1 million pooled layer, as well as the $4
million excess of $1 million pooled layer. Further, Alliant was instructed to seek quotes for
various retentions in conjunction with quota sharing and corridor deductible options.

Ms. Adams will be in attendance at the meeting to update the Board on the status of the CARMA
excess insurance renewal.

RECOMMENDATION:

A recommendation will be provided at the meeting following the report from Ms. Adams.

REFERENCE MATERIALS ATTACHED:

e CARMA Marketing Update

Agenda Item 8.C.
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COVERAGE MATTERS

SUBJECT: Measurement of Litigation Management Performance

BACKGROUND AND STATUS:

Periodically, the Board has requested information from the Litigation Manager on the status of
selected closed litigated cases that, for whatever reason, penetrated the CARMA layer. The
Board has expressed a keen interest in how these cases are being managed and what factors go
into the decision for the CARMA Litigation Manager to seek authority to pay costs or indemnity
on these cases in the CARMA layer. Sometimes the facts were just egregious with probably
liability, other times there were peculiar circumstances that developed during the litigation that
prompted a decision to pay or a decision to try the case to a jury. Many factors go into the
decision to pay on a litigated case. Often, settlements are made well below the demand or a
mediator’s suggested figure that ultimately save CARMA significant money. The Litigation
Manager will discuss several closed cases where payments penetrated the CARMA layer and
what factors went into the decision.

RECOMMENDATION:

None, Information only.

REFERENCE MATERIALS ATTACHED:

e Measurement of Litigation Management Performance — December 31, 2010, Closed
Claims Discussion

Agenda Item 8.D.
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MEASUREMENT OF LITIGATION MANAGEMENT PERFORMANCE

(CLOSED CLAIMS DISCUSSION
FOR CLAIMS CLOSED AS OF DECEMBER 31, 2010)

Fitzgerald v. City of Elk Grove (PARSAC)

FACTS: On April 8, 2008 at noon at one of the busiest major intersection in the City of Elk
Grove, a marked K-9 police unit driven by a City of Elk Grove police officer with a female
Dispatch ride-a-long collided with the plaintiff’s vehicle broadside crossing the traffic light
controlled subject intersection. Although the facts were disputed, it is arguable that the police
unit was an emergency vehicle with lights and siren at the time of the collision in the
intersection. Some eye witnesses deny this scenario. The police officer was in a high-speed chase
of the driver of a vehicle that allegedly had been involved in a relatively minor domestic dispute
involving an assault. Other police units were already involved in the chase of the subject vehicle.
It could be argued that this “high speed” chase was not justified given the minor crime.

The facts of the speed of the police unit, the color of the traffic lights, the position of the vehicles
as they entered the intersection and whether the police unit was operating its lights and sirens
were all in dispute from the very beginning. For some reason, the City of Elk Grove decided to
secure and investigate the scene of the accident internally rather than turning it over to another
jurisdiction, even though one of its officers was involved in the collision. The plaintiffs’ attorney
was able to paint a picture of a “cover up” that would not have played well with the jury. There
was a computerized Opticom lighting system at the subject intersection that was designed to give
the emergency vehicle a green light through the intersection with the activation of a strobe light
on the police vehicle. After much discovery, the best argument we had was to say that “if the
Opticom system was working properly, the police unit would have had the green light.” This
“scientific puzzle” was countered by several eye witnesses at the scene who testified that the
police unit had a red light at the time it entered the intersection and that the plaintiff had green
light.

A decision was made that the jury would accept the eye witness observations over the admittedly
confusing scientific evidence. Even the officer admitted that he was not very familiar with how
the system worked. In addition to the testimony of the eye witnesses that countered the testimony
of the police officer, even the Dispatch ride-a-long was not able to state that the unit had a green
light when it entered the intersection. The best we could do on this was to argue that the police
unit most likely received a green light several seconds before entering the intersection. The jury
would most likely determine that the police vehicle was travelling too fast for the conditions at
the time of the accident with an adverse finding of liability. We felt that the facts were adverse
from the very beginning. The obvious argument to the jury was that this young male officer was
“showing off” for his female ride-a-long to show her what really happened on the street.

Both vehicles were a total loss and towed from the scene. Mr. Fitzgerald, age 62, receive serious
injuries in the accident and was taken to the hospital in an ambulance. The medical records
revealed that Mr. Fitzgerald sustained serious and permanent traumatic brain injuries, significant
orthopedic injuries and some mental impairment. Mrs. Fitzgerald sued for loss of consortium
alleging that she was now the caretaker of a child “who used to be her husband.” Both plaintiffs
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made good and sympathetic witnesses, whereas the police officer and our ride-a-long did not
make good witnesses. The eye witnesses at the scene were also believable.

DEMAND AND RESOLUTION: The medical liens amounted to approximately $400,000 with
“blackboard” specials of approximately $600,000. The plaintiff’s wife also had a significant loss
of consortium claim. Just before trial the plaintiffs’ attorney demanded $4 million. It should be
noted that the plaintiffs’ attorney was Roger Dryer, a well known lawyer in Sacramento and one
the California’s “Super Trial Lawyers.”

Settlement was also complicated by PARSAC’s failure to follow the advice of the CARMA
Litigation Manager regarding strategies to use during the mediation, including using a structured
settlement, having a Medicare specialist present, and settling the wife’s loss of consortium claim
around the bodily injury claim of Mr. Fitzgerald. This may have caused more of a penetration
into the CARMA layer than anticipated. Also, at the mediation, it seemed that the mediator was
“siding” with the plaintiffs’ attorney, a personal friend.

After the mediation, arguing comparative negligence and causation, the City of EIk Grove paid
its SIR and PARSAC tendered its remaining retained limit of $900,000 to CARMA, allowing the
matter to be ultimately settled for $1.5 million including a negotiated MSA Settlement agreement
and money allocated to future treatment by Medicare. Due to the complicated negotiations on the
MSA settlement agreement and language in the Release, further defense fees were expended
after the settlement amount was agreed to. CARMA paid approximately $626,000 toward the
ultimate settlement. We feel that, in light of the obstacles to trial, the reputation and trial
competence of the plaintiffs’ attorney and the mediation, this was a reasonable settlement.

Huerta v. City of Redwood City (BCJPIA)

FACTS: On Dec. 8, 2008 at approximately 2:30 AM, several city police cars were dispatched to
a 911 call to investigate a fight involving 6 - 8 people at a Denny’s restaurant. Apparently Mr.
Huerta had been drinking alcohol with some friends and decided to have breakfast at Denny’s.
Unfortunately, he accepted an invitation to fight outside in the parking lot, ultimately being
beaten unconscious and left lying in the parking lot. The first two police units arrived looking for
the people involved in the fight. The third marked unit driven by Officer Poveda with headlights
on also arrived but did not see Mr. Huerta lying alone in the parking lot in an area that was
arguably not well lit. Initially, Officer Poveda ran over Mr. Huerta with his front tires of the
police unit. However, after hearing some screams from bystanders, he backed up the police unit,
running over Mr. Huerta’s head and upper body area a second time. Admittedly, Officer Poveda
never saw the plaintiff either time and did not realize that he had run over Mr. Huerta until he
exited the vehicle. So, from a liability standpoint, this was a negligent driving of the police unit
while acting under color of law as a police officer. The headlights and emergency lights were on
at the time of the incident. This was a bad case from the start and one of adverse liability to a

jury.
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Mr. Huerta, age 32, suffered major head, eye and upper body injuries with a closed head injury
and traumatic brain injuries. The medical records indicated that he sustained a large degloving
injury to the left side of his face (his skin and subcutaneous tissue were separated from his
forehead across his eye, nose and mouth) with multiple facial fractures, a basal skull fracture and
laceration of the right heart ventricle. He had multiple surgeries to repair muscles around the left
eye resulting in a permanently closed and disfigured eyelid. He also sustained some hearing loss.
Even our medical experts opined that, most likely, the serious injuries were caused by being run
over by the police unit, and not the beating he took in the fight. The medical bills from Stanford
Hospital alone were approximately $826, 758. The Kaiser billings amounted to an additional
$100,000. He was also claiming a wage loss that was disputed, as well as future medical
expenses and income loss.

DEMAND AND RESOLUTION: At the mediation on Oct. 5, 2010, the initial demand was
$5.3 million. Arguing for no negligence on the part of the officer, comparative negligence, and
causation on injuries, we were able to resolve this matter for a total payment of $1.25 million,
with Denny’s and Jack-in-the Box contributing an additional $50,000. An amount of $50,000
was allocated as part of the settlement into a blocked account in case the plaintiff requested
future medical treatment from Medicare. Most of the settlement came from the SIR of the City of
Redwood City and the balance of the retained limit of the Bay Cities JPIA underlying pool.
CARMA paid approximately $330,000 toward the global settlement. Given the potential high
jury verdict in favor of the clearly disfigured young plaintiff, we felt that this was a good
resolution of a dangerous case and well below the CARMA reserve of $1.5 million. The Board
unanimously approved the settlement.

Starling v. City of Brentwood (PARSAC)

FACTS: On October 18, 2008, Mr. Starling was riding his motorcycle within the speed limit on
a city street following a marked police unit driven by a police officer for the City of Brentwood.
He was wearing a helmet and was licensed to operate a motorcycle. The police unit suddenly
slowed down and pulled off to the right of the street. At that point, Mr. Starling accelerated to
pass the police car still in his own lane of travel. Without warning, the police unit made a quick
U Turn and collided with Mr. Starling and his motorcycle. Apparently, the police officer had
observed a moving violation on the other side of the road and was attempting to give chase to the
suspect. Mr. Starling stated that there were no emergency lights on the police unit at any time
and the police officer could not state for certain that he had his emergency lights on at the time of
the accident. Either way, the investigating CHP officer determined that the police unit did not
have its emergency lights on, and, in any event, made an unsafe turn in front of Mr. Starling’s
vehicle. Both vehicles were a total loss and towed from the scene. The scene photos showed a
horrendous accident with serious injuries. It was determined early on that this was a bad liability
case with no comparative negligence on the part of Mr. Starling.

Mr. Starling, age 40, sustained serious and permanent injuries including being unconscious for
some period of time, multiple fractures of his face and jaw, loss of teeth, multiple fractures of his
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R and L legs, multiple lacerations and left radial palsy (nerve damage). He also had a total hip
replacement of his R hip after the accident Concerns have been raised in the following situations:

e Where CARMA issues its Certificate of Coverage and then it is determined that there
is no coverage under the CARMA MOC; must the underlying Member reimburse
CARMA for any payment made pursuant to the Certificate of Coverage?

e What if there is disagreement between the underlying Member and CARMA as to
whether the liability exposure is covered under the CARMA MOC; should there be a
process for an appeal and decision by the Board? This is often difficult to implement
when the request needs to be fulfilled immediately or there is not enough time to
challenge the decision of the Litigation Manager and/or Board Counsel.

He was determined to be totally disabled by Social Security and was receiving benefits. The
plaintiff claimed that he could no longer work for any gainful employment and was permanently
disabled. Mrs. Starling also had a loss of consortium claim on her own behalf.

DEMAND AND RESOLUTION: The demand was $7.5 million. With the assistance of an able
mediator, the matter was ultimately settled for $2.875 million. The plaintiffs were paid
approximately $1 million in cash with another approximately $1.8 million in a structure
settlement package. MPA paid the remaining balance of its $1 million retained limit (about
$940,000) and CARMA paid approximately $1.9 million. We used a structured settlement
annuity through Ringler Associates for the plaintiffs and their attorneys’ fees for most of the
settlement and negotiated a Settlement Agreement and Release to protect Medicare’s future
interests since the plaintiff was asserting the need for future medical treatment on his hips and
therapy for the nerve damage.

The entry into the CARMA layer was necessitated by the egregious facts of the adverse liability
accident, the aggravated and permanent injuries to the 40 year old father of 3 kids, his wife’s loss
of consortium claim, the added expenses for the Medicare Allocation and Set Aside Agreement,
the need for a structured settlement, and the urgency to not try this case before a jury. In an
attempt to avoid a catastrophic runaway jury verdict, we felt that this compromise settlement was
a good one for CARMA and kept the settlement and potential jury verdict out of the Everest
reinsurance layer.
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CLAIMS MATTERS

SUBJECT: Closed Session Pursuant to Government Code Section 54956.95(a) to Discuss
Claims

BACKGROUND AND STATUS:

Due to the content of the Litigation Manager’s Report, staff has been advised to place this report
within the parameters of closed session.

Pursuant to Government Code section 54956.95(a), the Board of Directors will hold a closed
session to discuss the claims for the payment of tort liability losses, public liability losses, or
workers’ compensation liability incurred by the joint powers authority.

By placing the Litigation Manager’s Report as a closed session item, the Board of Directors may
discuss any or none of the claims presented.

RECOMMENDATION:

None.

REFERENCE MATERIALS ATTACHED:

e The Litigation Manager’s Report dated March 25, 2011, was mailed under separate cover
and will be collected at the meeting.

Agenda Item 9.A.
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