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January 23, 1996

(Finance and Insurance Committee--Action)
To: Board of Directors (Engineering and Operations Committee--Action)

, (Legal and Claims C%
From: General Manager .

Submitted by: Lambertus H. Becker
Chief Financial Officer

Subject: Amend and Extend the Contract for Broker/Administrative Services to Support
the Owner-Controlled Insurance Program (OCIP) for Eastside Reservoir Project

RECOMMENDATION(S)

That this District avail itself of its option to extend the current professional
services contract with Sedgwick James of California, Inc. (Sedgwick James), to act as OCIP
broker/administrator, and that the General Manager be authorized to extend the contract for three
(3) additional years at an additional fee not to exceed $1.5 million.

EXECUTIVE SUMMARY

In January 1994, the Board authorized the General Manager to enter into a
contract with Sedgwick James to provide broker/administrator services in support of the OCIP
dedicated to the Eastside Reservoir Project. A contract for three years at a fee not to exceed
$1,380,000 was authorized. Negotiations realized a contract for $1,260,000 for these years
commencing February10, 1994. With two years of excellent performance behind us and the
prospect of saving between $20 and $35 million in insurance costs over the term of the reservoir
project, it is appropriate for the District to extend this contract to the year 2000, at a fee not to
exceed $1.5 million ($2.76 million for the project term).

This extension allows the District to forgo an amendment to allow for the tailored
workers’ compensation program and permits the administrator to make service commitments for
the Ombudsperson and first aid clinic through the term of the project.
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DETAILED REPORT

The OCIP for the Eastside Reservoir Project has produced insurance coverages
broader than anticipated and at premiums less than originally projected. With the approval of the
State of California, Division of Workers” Compensation, the District was the first public agency
to be allowed to develop a tailored workers’ compensation program for a construction project.
The agreement with the collective bargaining units combined with the operational effort by the
broker/administrator brought about a $9 million premium concession from the insurance carrier.
The District was required to have an ombudsperson retained for the workers’ compensation
program and to maintain a first aid clinic if the active construction work force exceeded 500
workers. The broker/administrator contract is to be amended to accommodate these functions.

Initial experience at the Reservoir indicates that the tailored workers’
compensation program is developing an average per claim cost 63 percent below the statewide
average.

In 1993, the Board was given information that estimated a savings of $11 million
for an OCIP to support the Eastside Reservoir Project. Subsequent events and negotiations
increased the projection to savings of $20 million at a minimum, and has the prospect of
realizing a $35 million savings if the targeted 40 percent loss ratio is achieved.

The excellent performance in marketing the insurance, and in administering and
operating of the program in the field, warrant continuing the services of the broker/administrator
Sedgwick James for the project term at an additional fee of $1.5 million for the added three
years. The increase of $240,000 over the prior three-year agreement will accommodate the
workers’ compensation ombudsperson and the medical services related to the first aid operation.
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