Montana State Government

 Risk Management Advisory Council

May 9, 2006 State Capitol, Room 250

9:00 a.m. to Noon

CALL TO ORDER

Sheryl Olson called the meeting to order at 9:00 A.M. Advisory Council members present were: Hal Luttschwager, Director of Risk Management & Employee Benefits, Missoula County; Allen Hulse, Assistant Chief Executive Officer, Montana Municipal Insurance Authority; Sheryl Olson, Deputy Director Department of Administration; Brett Dahl, Administrator of Department of Administration, Risk Management and Tort Defense; and Jennifer Marsicano, Administrative Assistant. Risk Management members that were absent: Tana Wilcox, Janet Kelly, Jacquie Duhame, and Greg Jackson.

INFORMATION ITEMS 

Item 1
Risk Management Advisory Council Mission and Purpose

The first discussion was about the purpose of the Risk Management Advisory Council.  Mr. Dahl stated that the council should consist of no more than eight (8) members and may include representatives of the insurance industry, claims adjusters, self-insured organizations, regulatory bodies, private firms, public entities and legislators.  The Director of the Department of Administration or his/her designee serves as the presiding officer.  The full committee shall convene at least annually.  Subcommittees consisting of uniform or similar risk management issues shall convene from time to time as requested by the presiding officer. 

There are three major purposes for the council; 1) to serve in an advisory capacity to identify issues, costs savings, or efficiencies in the procurement and administration of the state property/casualty insurance plan and advise on the structure of the state’s insurance coverage; 2) to serve in an advisory capacity to evaluate processes used by the state to adjust claims, identify cost savings, and/or improve the efficiency of the division’s claims administration processes; and 3) to serve in an advisory capacity to assist the Department of Administration to mitigate risk.
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Item 2
Crime Insurance Renewal 

Mr. Brett Dahl stated the insurance coverage is up for renewal for FY 2007, the carrier that was chosen was Great American.  The state’s policy covers: Dishonesty, Forgery/Alteration, Computer Fraud, Theft, Destruction, Disappearance, and Faithful Performance.  Higher limits were quoted $10,000,000.  Quotation at the higher limits resulted in a mandatory deductible of $500,000 per occurrence. Limits will be increased given the additional exposure from average daily deposits at the State Treasury. 

Mr. Brett Dahl asked the Advisory Council if they had any feedback on how the members in the council were handling the crime insurance and any thoughts they had on the renewal.  Mr. Allen Hulse stated that he thought their crime insurance was 5 million but the charge is per employee, about $4.00.  Mr. Bill Price stated the crime insurance with banks has a standard endorsement, clients purchase crime insurance because it’s required.  This has been mandatory within the last five years. He felt the price per employee was a little high.

Brett stated that in 2000 there were 3 fidelity bond claims. Mr. Alan Hulse stated they had two claims last year and the deductible was 5,000 or 10,000 but may be raised to 25,000 or 50,000.
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Item 3

Property Insurance Renewal

Mr. Brett Dahl discussed Best’s insurance ratings. The state currently requires A, X FSC rated carriers.  He stated that buy choosing a lower carrier; this could possible save the state between $75-$100 thousand dollars. He asked the council about their requirements for choosing carriers and providers. 

Mr. Allen Hulse stated that there was not a requirement and sometimes the lower rated carriers offered more but at a discount. It’s important to research the carriers and to make sure they have a good history and that they have been researched. Mr. Bill Price stated for flood and earthquake coverage they use a B+ carrier which has lower limits but this offers him good coverage at a lower rate, and the customer still has his needs met.  
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Mr. Brett Dahl stated that he got the approval to hire Aric Curtiss for property appraisals and that Aric has set up a five year property appraisal schedule.  He found that several properties had not been appraised since 1998.  Every year Aric is going to set up 2 appraisal rounds for properties and one round for historical properties. Mr. Brett Dahl asked the council what their schedules were for property.   

Mr. Allen Hulse stated that they had 2,500 properties and were all appraised from 1998-2003. Any of the properties that are higher than $500,000, Maximus would be appraising these. The appraisals are done every two years except the smaller properties are done every year. 

Mr. Hal Luttschwager stated his properties were done every five years by Maximus. But most of the structures were in the same locations, the big properties get appraised more often then the smaller ones.
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Mr. Brett Dahl reviewed FY 2006 property losses.  The Earthquake in Dillon, Montana has a $500,000 reserve. There was a $300,000 reserve for an ammonia contamination claim. 

Item 4
Excess Liability Issues
Mr. Brett Dahl asked the council whether they purchased excess liability insurance and if so, did it negate the tort damage caps set by the legislature at $750,000/$1,500,000?  Advisory Council members were asked to please provide a summary of cost, statutory reference, cases that support their decision to purchase, and a legal opinion (if available).

Mr. Allen Hulse indicated that they provide self insurance up to 1.5 million dollars per occurrence and purchased excess coverage through the GEM program with $10,000,000s in coverage. This type of insurance is call “wrap around insurance”.

Mr. Hal Luttschwager indicated that they purchase excess ABOVE the tort damage cap and use a B+ carrier. Mr. Brett Dahl discussed out-of-state and federal action quotation vs. bonding.  Mr. Brett Dahl stated this coverage applies to out of state and federal claims.  

The State of Montana as never experienced a federal or out-of-state claim. Auto liability, law enforcement and corrections exposure account for most catastrophic losses nationally.  Mr. Brett Dahl estimates that state agencies annually accrue 1,000 out-of-state vehicle days leased, 500 trips out-of-state. There are 2,700 inmates, 7,000 parolees, and 500 law enforcement professionals; therefore, many public entities purchase this type of insurance. 

Mr. Bill Price stated that they don’t have the type of exposure the state has.  Mr. Hal Luttschwager stated that the insurance companies like to be involved with the claims but they will let you do the defense and they just want to be kept in the loop. 
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Mr. Brett Dahl discussed dam liability coverage. Excess dam liability insurance in not currently purchased in the State of Montana and the State has never experienced a dam liability claim. Very few claims occur nationally.  Brett stated that a catastrophic loss cannot be accurately predicted.  DNRC owns or operated 25 dams and few states have the downstream liability exposure of the State of Montana. 

Dam insurance would cost $417,146 but it only takes one catastrophic loss to wish you had insurance. Several carriers would be involved if the State of Montana purchased this type of insurance. The three companies are Lexington, Allied World Assurance Company and Star Excess Liability.  Mr. Brett Dahl stated he needed to know more about what type of prevention is being done for these dams and if certain dams should be insured, maybe the dams that could do the most damage if they should fail. 
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Item 5 
Ratios and Rate Setting

Mr. Brett Dahl talked about the ratios and rate setting, the first step to setting rates it to establish a funding objective.  There are several benchmarks used by industry. According to the state’s consulting actuary, Tillinghast, the following ratios are recommended:

· Prospective losses/risk margin (<1.5 benchmark), 

· Estimate Claims Liabilities / risk margin (<1.5 benchmark), 
· Risk margin/maximum retention (8-20 benchmark).  

These benchmark ratios are based on both insurance industry and the public sector. 
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Mr. Brett Dahl wanted to know what the targets and margins were for the other members on the council.  Mr. Hall Luttschwager stated they were too small and that there was no need. They pay out around 52-100 claims a year.

Mr. Allen Hulse said the projected the first year based on the last 20 years.  The net premiums were 1.6 million. The ratio for most lines is Risk Margin of 1.25 to 1.50 times the premium. 
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Item 6
Client Visits
Mr. Brett Dahl stated that the RMTD staff has made 63 client visits in the past 8 months to review insurance, claims, and risk management issues.   

Item 7 
Loss Prevention Issues

Mr. Brett Dahl talked about phasing out the 15 passenger vans but that the Montana University System maintains that there is still a need for the large passenger vans and there would not be an identified final phase-out date. However, when more affordable transportation options surfaced, the campuses could individually elect to eliminate their large passenger vans.  
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Mr. Brett Dahl gave an update on Defensive driving trainings. There have been 1,300 people that have taken the course within the last 6 months.  Brett Dahl stated that a new consultant, John Duezabou was the trainer.  Because of the Defensive Driving class the number of claims has declined. 
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Mr. Brett Dahl presented a training calendar for the next six months. This course will take place in several different locations in Montana and that this is a free course and any is invited to attend these trainings.  This training schedule will be posted on the web at www.rmtd.mt.gov
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The meeting was adjourned at 12:00 P.M.
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RMTD PROPERTY APPRAISAL SCHEDULE

Attachmen

#2

FY2007

JUNE 2006 1 N GREAT FALLS & HAVRE 34 $130,994,093 1997
JUNE 2006 H1 Y __u_mmwm_,__m? BUTTE, DEER 53 $152,663,050 1999 and prior
SEPT 2006 2 N DEER LODGE 28 $73,505,547 1997
FY2008
JUNE 2007 3 N HELENA 35 $242,738,953 1999
JUNE 2007 H2 Y BILLINGS, EAST 68 $10,485,882 Prior to 1996
SEPT 2007 4 N w_mm_m%mF BUTTE, 32 $129,390,210 1999
FY2009
JUNE 2008 5 N MSU BOZEMAN 49 $469,901,383 4/30/99
JUNE 2008 H3 Y BANNACK, VC/NC 255 $12,452,051  None for Bannack
9/30/2000 for VC/NC
SEPT 2008 6 N BOZEMAN, WARM 25 $217,557,685 1997-2004
SPRINGS
FY2010
JUNE 2009 7 N MISSOULA, 33 $126,863,898 2001
NORTHWEST
JUNE 2009 H4 Y u&s_:oz. MSLA, KAL, 30 $4,387,525 Prior to 1995
SEPT 2009 8 N N_Wrﬁ_%w_ GLENDIVE, 39 $268,862,181 1999 TO 2004
FY2011
JUNE 2010 9 N UM MISSOULA 48 $654,225,470 3/9/2006
Rounds 1-9 include all non-historic properties valued over $1M  /  Rounds H1-H4 include all historic properties valued over $1000

Above appraisals will be supplemented with appraisals of lesser buildings performed

by RMTD staff
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- Attachment #8

MONTANA STATE GOVERNMENT

Risk Management & Tort Defense DIVlSan

The Big Picture

'_F’ropr.ar’cnyasualt:,«r lnsurance Fund Prolectlons

Description | FY2004 FY2005 FY2006 FY2007 FY2008 FY2009
Beginning Fund Balance. = 453115 4899136 [ 11219003 ] 16.940505] 20679E565] 24246502
Insurance Premium Collected 14,713,509 15 303,021 14 431 845 14 493 849 14 431 945 14 431 845
Investment Earnings 75875 314 B36 A77 518 477 K16 477 B16 477 516
General Fund Loan 2,000,000 - - -
Transfers In
Total Revenue = 16,789,384 | 15,617,657 | 14,909,461 | 14,909,461 [ 14,909,461
Operating Expenses 3,332,092 3,241 369 2,297 Bas 2,768 915 287353 2 Bb3,295
Loss Adjustment Expenses 1776218 1,944 514 2135076 3,352 983 3,352 ,983 3,352 983
Loss Expenses 2691846 4,228,271 4 651,098 5,116,208 5,116,208 5 116,208
General Fund Loan Rppa\.fment 4,500,000 S— . PRSVU L - .
Total Expenses ' ; +111112;300,158 : ",2547 9,187,859 '?'f?'51f:1~;238',-1llﬁ’~ M3 ;
Trial Balance 4,942 341 11, 1!]2 538 16,940,605 20,679,865 24,246,602 27 823 77
Offhalance 43,206) 116,465 - -
Transfers Out
Ending Fund Balance . | 4,899,136 ] 11,219,003 | 16,930,605 | 20,679,865 | 24,246,602 | 27.873 577
Estimated Claims Payable | 25557823 20327474 1B215516 17 437 596 18,480,635 19397 545
Risk Reserve/Margin (0658667) (9108471) 725089 3242269  A785757 8426009
Description Auto
FY2006 FY2007 FYZ008 Fyz2009
Beginning Balance = . 1068352 - 1967964 | . .2,858,003
Insurance Prermiums Collected 1 663 644 1671416 1 BRE Fdd 1,663 644
Investment Earnings o4 664 54 BB4 o4 BG4 o4 Fid
General Fund Loan - - -
Transfer in - - -
Total Revenue. S 1753308 0 1756080 | 1,753,308 1,753,308
Operating Expenses 98 513 96,743 103 544 103 544
Loss Adjustment Expenses 217 575 239,333 233,333 239,333
Loss Expenses 473 084 520,353 520,393 520,393
General Fund Loan Repaympnt - - - -
Total Expenses i 789272 856,468 | 863,269 863,269
Trial Balance 1,068,352 1,967,964 2,858,003 3,748,042
Transfer Out - - - -
Ending Balance 1,068,352 | 0 1967964 | ..2,858,003 3,748,042
Estimated Claims F’eyab!e 1,128 528 1,326,153 1,430,876 1,511,086
Rizk Resare/Margin (60,276) 641,771 1427 127 2,236 556






Attachment # 8 continued

Description General
FYZI][IQ
Beginning Balancs 2,848,966
Insurance Premiums Collected 7 203 892 7,242 383 7203 952 7,203 992
Investrment Earnings 306,136 306,136 306,13 305,13
benetdl Fund Loan - - - -
000,000 2,000 0o

750,28 [

Total Revenue 510,128 9510128
Operating Expenses 928 941 921 951 995 785 995 785
Loss Adjustment Expenses 1709 544 2,880 498 2,880,498 2,880,498
Loss Expenses 3717 146 4 088 B8R0 4 088 BED 4 086 BED
General Fund Loan Rvpm,rmpnt - - -
Total Expenses . 6,355,630 | 7965143 | 7,965,143
Trial Balance 11,646,772 12 848,965 14,393,951
Transfer Out - -
Ending Balance: © < o NedeFe2 | 14,393.951
Estimated Claims Payable 14,200 927 16,731,761
‘Risk Reseme/Margin [2,554,155) P 337 81[1‘1
Description Property
FY2006 FY2009
Beginning Balance BB 4 . BA22,102
Insurance Premiums Collected 5.385,295 5412 047 5,385 2595 5,385,295
Investment Earnings 86,717 86,717 86 717 86,717
General Fund Loan - - - -
Transfer I - - - -
Total Revenue . 5472012 5498764 A72,012 | 5472012

Operating Expenses

1,204 596

1576514 1,600 493

1,590,259

Loss Adjustrnent Expense 211 957 233,153 233153 233,153
Loss Expenses 460 868 506 955 506 955 506 955
General Fund Lan R’epavment - - - -
Total Expenses - 1,877,522 2316622 2340606 - 2,330,367
Trial Balance 4,208,554 7,390,695 10,522,102 11,663,746
Transfer Out - - 2,000,000 | 2,000,000
Ending Balance - 4208554 | 7390695  B522102] 9,663,746
‘Estyimatad Claims Payable 885 JB1 1 044, 284 1,104 904 1,154,701
Fisk Reserve/Wlargin 322,553 B 346 411 7417195 3,509 045






Attachment #9

MONTANA UNIVERSITY SYSTEM
Office of the Commissioner of Higher Education

46 N Last Chance Gulch ¢ PO Box 203201 ¢ Helena, Montana 59620-3201
(406) 444-6570 O FAX (406) 444-1469

Montana University System
Self-Funded Worker Compensation Program
Quarterly Management Committee Meeting

21 April 2006, 9:30 AM- 3:00 PM
Office of Commissioner of Higher Education
Helena, MT

AGENDA & MINUTES

(Issues requiring further action and follow-up are so highlighted.)

¢  Report from Loss Control & Claims and discussion regarding the status of the vehicle & van
safety policy development — also roundtable input from each campus regarding campus comment
and reaction thus far:

v

\r'/'

A

i

On Feb 13", a subcommittee Task Force met at UM-Tech to discuss van safety training,
and in the process, determined that the MUS would be best served by tackling the larger
issue of vehicle safety training and education, with additional focus on van safety as part
of the overall review. A template for possible policy recommendation discussion ltems
was developed to share with the campuses.

The template was formalized and distributed to all campuses on March 22" 1o serve as a
basis for each campus to gather input and foster discussion regarding van dl]d vehicle
safety training. However, that was not clearly communicated, and campus follow-up was
somewhat delayed.

Once sought out, the campus input was rich, and a full discussion of issues was held
within the Management Committee today. Generally speaking, many of the campus
users were already following strong safety practices, and were supportive of most of the
contemplated actions.

It was suggested that as the Task Force develops its recommendations for consideration
by the Management Committee, that it be fully cognizant of the need for campus
flexibility, and that the recommended actions be few in nature, with additions as time
PASSES.

There was specific note that there were indeed some legitimate needs for large passenger
vans that could not be met with the present array of alternatives, and therefore, there
would NOT be an identified final phase-out date. Rather, as better and more affordable
transportation options surfaced, the campuses could individually elect to eliminate their
large passenger vans. The entire “Van Item #6 section” was deleted from further policy
discussion.

The Task Force set a follow-up meeting date of May 5™ at UM-Tech to continue the final
draft of the policy recommendations to the Management Committee, with directions that
they would be acted upon at the July Management Committee meeting and forwarded to
the Regents for consideration at their September meeting, as deemed appropriate.

The Work Comp Chair will continue to pursue possible on-line driver education training
to be secured and phased in as this effort goes forth. Potential providers include Coastal,
AlertDriving, the Defensive Driver course provider, and perhaps an internal development
for the campuses.
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Attachment #10
RISK MANAGEMENT & TORT DEFENSE DIVISION

Training Attendance Schedule

As of May 03, 2006
SUMMARY
Fiscal ~ Course Name # Average Composite
2006 Defensive Driving ' 45 i n/a
Total: 45 n/a
Average: 45 n/a
2006 Defensive Driving-6 hour . 971 9
Total: 971 9
Average: 971 9
2006 Van Safety 188 ]
Total: 188 9
Average: 188 ]
2006 van Safety (U of M only) 72 n/a
Total: 72 n/a
Average: 72 n/a
2006 van Safety (UoM Western) 6 n/a
Total: 6 n/a
Average: 6 n/a
2006 Van Safety Training (Montana Tech 32 n/a
Only)
Total: 32 n/a
Average: 32 n/a

Composite Participant Evaluation Score is the average of all Participant evaluation scores for each course.

Scores are rated from 1 to 10 with 10 being highest.
1D Number is generally a unique employer assigned record keeping and identification number.

Page 1 of 110





RISK MANAGEMENT & TORT DEFENSE DIVISION
Training Attendance Schedule
As of May 03, 2006

GRAND TOTAL SUMMARY

Fiscal Total # of Attendees Average # of Attendees
Year in All Courses per Course Offering
2006 1,314 21
Report Period Total: 1,314 Report Period Average: 21

Composite Participant Evaluation Score is the average of all Participant evaluation scores for each course.

Scores are rated from 1 to 10 with 10 being highest.
ID Number is generally a unigue employer assigned record keeping and identification number.

Page 2 of 110





‘State auto
losses decline
‘Outdoor
survival

Auto premium
discounts
Deadly
statistics
Boilerand
machinery
insurance
Password
protection
;‘Crdssing‘ .

the line.

Don't discount
~the discounts

Atf_:;e_kkht 06 |

ﬁCOo’rd‘ilhatin‘g the

coordinators

Killer at
‘home-

(w]

State Auto Losses Declinel

For the fifth consecutive year, the
state’s auto losses are trending
downward! So, it appears, are costs!
While there are any number of expla-
nations for the decline in claims, we
believe that the most plausible is the
ongoing efforts of state agencies.
They support defensive driving
training and emphasize the ‘preven-
tative aspects’ of vehicle use and
public safety, including compliance
with the state vehicle use rule.

Remember that vehicle accidents
don’t just happen; they are caused
and can be prevented! Don’t forget to
register online at http.//rmtd.doa.
state.mt.us/pls/rmtd/RMTD_CTIS_
TRAINING.training_list for the state’s
new 6 hour, defensive driving course
coming soon to a location near you!
Loss Prevention Consultants at the
Risk Management & Tort Defense
Division stand ready to assist you
with additional questions.

Call John Duezabou at Ext 0195 for
additional information.

# Claims  Indemnity
$ Paid’ $ Paid? $ Incurred?
2002 371 $297,181 $49,061 $348,243
2003 320 $1,012,077 $46,299 $1,053,851
2004 . 263 $238,957 $27,804 $459,050
2005 233 $322,287 $22,511 $363,647
2006* 47 $30,958 $2,454 $53,442

*First 6 months.

1Expenditures for settlements and judgments.

2Legal fees, court costs, adjuster fees, and other miscellaneous expenses.
3Indemnity paid plus loss adjustment expenses and reserves on open claims.
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Risk Management & Tort Defense Division
Training Calendar & Assignments

May 1, 2006 through October 1, 2006

Promotional
Material Course Content Training
Course Name Summary Preparation | Preparation Training Dates
and and Instruction Locations (Tentative)
Distribution
Reducing Risk | Hold harmless & Jennifer Brett Dahl Bozeman, June 6
Exposure in insurance Marsicano Billings, June 7%
Contracts provisions. by May 5t Helena, June 13%
Deerlodge, June 14"
Glasglow, June 20™
Glendive, June 21%
Kalispell, June 27"
Missoula. June 28"
Law Use of force, Jennifer Michael Brave Helena, June
Enforcement pursuit driving, Marsicano.by | (Consultant) Bozeman.
Professional and other current May 15™.
Liability issues.
Workplace Diffusing John Aric Curtiss Billings, Last two weeks
Violence hostilities, crisis Duezabou Butte, of June and the
Prevention communications, by May 15" Great Falls entire month of
and self-defense. Helena (2x) July.
Kalispell,
Miles City
Missoula,
Wolf Point.
Insurance 101 exposure Kristie Rhodes | Brett Dahl Billings, September 5"
reporting, cost by August 1. Bozeman, September 6"
allocation, current Helena, September 12"
coverages, policy Great Falls September 13"
exclusions, and Glasglow, September 19th
policy limits. Glendive, September 20"
Kalispell, September 26"
Missoula. September 27"
Distracted Common driver John John Duezabou Billings, October
Driving distractions, Duezabou by Bozeman,
causes, and loss September 1*. Helena,
prevention. Glendive,
Glasglow,
Great Falls,
Kalispell,
Missoula.
Property Loss Preventative Aric Curtiss Aric Curtiss Billings, November
Management maintenance, self- | by October 1. Bozeman,
inspections, and Helena,
cold weather Great Falls
precautions. Glendive,
Glasglow,
Kalispell,

Missoula.
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Attachment #9

MONTANA UNIVERSITY SYSTEM
Office of the Commissioner of Higher Education

46 N Last Chance Gulch ¢ PO Box 203201 ¢ Helena, Montana 59620-3201
(406) 444-6570 ¢ FAX (406) 444-1469

Montana University System
Self-Funded Worker Compensation Program
Quarterly Management Committee Meeting

21 April 2006, 9:30 AM- 3:00 PM
Office of Commissioner of Higher Education
Helena, MT

AGENDA & MINUTES

(Issues requiring further action and follow-up are so highlighted.)

e Report from Loss Control & Claims and discussion regarding the status of the vehicle & van
safety policy development — also roundtable input from each campus regarding campus comment
and reaction thus far:

“/

Y

On Feb 13", a subcommittee Task Force met at UUM-Tech to discuss van safety training,
and in the process, determined that the MUS would be best served by tackling the larger
issue of vehicle safety training and education, with additional focus on van safety as part
of the overall review. A template for possible policy recommendation discussion items
was developed to share with the campuses. :

The template was formalized and distributed to all campuses on March 22" to serve as a
basis for each campus to gather input and foster discussion regarding van and vehicle
safety training. However, that was not clearly communicated, and campus follow-up was
somewhat delayed.

Once sought out, the campus input was rich, and a full discussion of issues was held
within the Management Committee today. Generally speaking, many of the campus
users were already following strong safety practices, and were supportive of most of the
contemplated actions.

Tt was suggested that as the Task Force develops its recommendations for congideration
by the Management Committee, that it be fully cognizant of the need for campus
flexibility, and that the recommended actions be few in nature, with additions as time
passes.

There was specific note that there were indeed some legitimate needs for large passenger
vans that could not be met with the present array of alternatives, and therefore, there
would NOT be an identified final phase-out date. Rather, as better and more affordable
transportation options surfaced. the campuses could individually elect to eliminate their
large passenger vans. The entire “Van Item #6 section” was deleted from further policy
discussion.

The Task Force set a follow-up meeting date of May 5" at UM-Tech to continue the final
draft of the policy recommendations to the Management Committee, with directions that
they would be acted upon at the July Management Cominittee meeting and forwarded to
the Regents for consideration at their September meeting, as deemed appropriate.

The Work Comp Chair will continue to pursue possible on-line driver education training
to be secured and phased in as this effort goes forth. Potential providers include Coastal,
AlertDriving, the Defensive Driver course provider, and perhaps an internal development
for the campuses.
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Attachmert #7

Via e-mail: bdahl@state.mt.us
November 23, 2005

Mr. Brett Dahl

Administrator

Montana Risk Mgmt. & Tort Defense Div.
Department of Administration

1500 E. Sixth Ave. — Lower Level
Helena, MT 59620

Dear Brett:

FINANCIAL RATIO BENCHMARKS FOR PUBLIC SECTOR SELF-INSUREDS

As requested, we are providing this follow up to our recent discussions regarding
financial ratio benchmarks for public sector self-insureds. Specifically, you inquired
whether key Montana financial ratios may be appropriate in assessing risk margins in
Montana’s self-insurance programs.

The primary function of the risk margin, defined as assets minus liabilities, is to (1) fund
loss experience that is significantly worse than expected and (2) reduce the probability
that additional funds will be required to pay for losses.

We provide actuarial services to a variety of public sector self-insureds that use
benchmark financial ratios to assess their risk margin-levels. Three common
benchmark ratios are as follows:

Ratio Benchmark
Prospective Losses/Risk Margin <1.5
Liabilities/Risk Margin <15
Risk Margin/Maximum Retention 8-20

These benchmark ratios are based on both insurance industry and public sector data.

© 2005 Towers Perrin

Park Central - Tower 3, 1515 Arapahoe Street, Suite 800, Denver, CO 80202-2123
tel 303.628.4000 fax 303.628.4092 www.towersperrin.com





‘Mr. Brett Dahl
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Prospective Losses/Risk Margin

This ratio is similar to the standard insurance industry “premium-to-surplus” ratio. It is
referred to as a leverage ratio; lower ratios imply a more conservative funding position.
Conservatively funded programs have a ratio less than one.

Liabilities/Risk Margin
This is also a leverage ratio; high values are associated with a less conservative funding
position. Conservatively funded programs have a ratio less than one.

Risk Margin/Retention

This ratio measures the number of maximum per occurrence retention claims that can
be funded with the risk margin. Conservatively funded programs have a ratio in the
upper-end of the 8 — 20 range.

These benchmark ratios can be used by Montana as a guide in evaluating the
reasonableness of program risk margins. Ultimately, the risk margin held by Montana
will be directly related to Montana’s risk tolerance.

Sincerely,

Martin A. Lewis, FCAS, MAAA
Principal

MAL kit

© 2005 Towers Perrin

Towers Perrin has prepared this document for the benefit of Montana Risk Management & Tort Defense Division. This document contains
proprietary material and should not be reproduced, either in total or in part, circulated, or quoted from, without the express permission of Towers
Perrin.
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Attachment #5 (Levtd 2
LOSS #1

DESCRIPTION OF LOSS:

Seven logging protestors were arrested and booked into Sacramento County jail facilities. They
allege that they were subjected to group visual body cavity searches that violated their
constitutional rights and subjected them to emotional distress. A claim pursuant to the
government claim statute was filed on September 18, 2000 and rejected by the County on
September 25, 2000. On March 13, 2001, a lawsuit was filed against and the Sheriff alleging
violation of state constitutional rights to privacy, violation of Federal civil rights laws and violation
of statute, in particular, Penal Code section 1040.

A second class action claim was filed that alleges improper strip searches and specifically asserts
an improper strip search after arrest on misdemeanor battery charges.

LIABILITY ANALYSIS:

Probable. The court granted plaintiffs MSJ and denied the counties motion for reconsideration
related to the County's violation of penal code 1040. As a result, each member of the class who
can prove harm, is entitled to actual damages or $1000 whichever sum is greater.

DAMAGE ANALYSIS:

The county's research indicates there are 16,156 people (persons arrested and charged with
non-violent/drug/weapon related offenses) who were subjected to group strip searches from 3/00
to 6/03.

Defense counsel believes that based upon other similar cases venued in the East, the response
rate would likely be 25 to 30%. Thus, the total opt in class size would be 4800 clmts. A 3 tier
settlement structure has been developed. The first tier would be those clmts who accept the
$1000 award. The second tier would be those that can demonstrate some level of actual
treatment/emotional distress and if so, they would be entitled up to $3500 (avg $2500) each. The
third tier would be those that can prove serious emotional/psy injury. These claims would be
arbitrated and decided by mediator, Judge Rameriz and would be awared an average of up to a
max of $25,000.

The 7 named plaintiffs have agreed to split $410K.

Plaintiffs have agreed to an up to amount of $12.5Mil. If at the end of the day, the class
settlements do not exhaust the fund, all excess funds will be refunded to the excess carriers in
the same method as allocation.

Plaintiff atty fee is $2.5Mil and up to $500K for class/claims administration.

RESERVE ANALYSIS:

GU 15.5Mil - Which includes $500K defense costs.

LOSS #2

DESCRIPTION OF LOSS: Police shooting of unarmed man. Officer responded to a disturbance

call from plaintiffs neighbor. Plaintiffs were having a baby shower and the men were outside
drinking when a fight broke out.

" When Sheriff responded he saw a man in a white shirt strike another man. He put on his
emergency lights and the man started walking away, towards the garage.





" Sheriff followed suspect into plaintiffs garage. He was followed by the other 6 men and 2
women who started yelling at him to get off of their property and that this was a family matter.

" One man grabbed his arm asking him why he was in the garage and that he had no right
to be their. Sheriff struck him with his numchucks and continued to back away.

" He then claims that the men continued to advance towards him calling him names and
screaming at him. They refused his commands to stay back. He then claims that plaintiff and his
step son grabbed him and pulled him backwards causing him to fall down when the step son
stepped on his foot.

" At that point the men formed a semi circle and continued to advance towards him. He
had somehow lost his nunchakus. At that point he drew his weapon while still lying on the
ground. Initially the men stepped back but then resumed their advance. Plaintiff continued
screaming and was extremely agitated. When he was within kicking distance, Sheriff fired one
shot at plaintiff who fell to the ground. The others went to his aid which allowed Foster to get up

- and call for help. '

LIABILITY ANALYSIS: Questionable. Disputed facts. Federal Civil Rights 4th amendment
claims. Police practices experts take exception with the way this officer handled the situation.

Plaintiffs and witnesses (most related) allege that at no time was the officer physically threatened
and that plaintiff was drunk and being held back by his friends when the officer shot him. They
claim that officer pulled his gun -then- stumbled over his own feet and shot plaintiff just before or
during his fall. ‘

Qualified Immunity not likely to be granted based upon disputed facts. Judge could decide to
submit special jury instruction or simply allow the jury to decide the 4th amendment issue without
ruling on QlI.

DAMAGE ANALYSIS:

Plaintiff - DOB 1-9-70 Age 35. Married in 1997 but had been together for 15 yrs. 2 children ages
12 & 13. No prior criminal history. Employed as a custodian. Was shot through stomach and
bullet lodged in spine resulting in low level - L1-T12 para. Partial colectomy, placement of perm
colostomy. Discharged to home 5-03 after 5 weeks in rehab unit.

Subsequent hospitalizations (3) for urinary tract infections and infections from decubitus ulcers.
(12/03) He is unable to participate actively in full rehab because of these serious ulcers. They
are described as grade 4 - and possibly involve the bone. Will likely require a skin flap.
Anticipated that treatment may take up to two years. Alleges ongoing pain in hip rating down the
leg from bullet fragment.

He is independent with his colostomy care and self catheterizes every four hours. He drives with
hand controls and self transfers. May be able to be re-trained and is interested in some type of
computer work when his ulcers have healed. Currently relies significantly on narcotic pain meds.
(Morphine sulfate) Prozac from depression.

- Medicals to date - $400K billed.

- Past & Future Wage loss - $1.4Mil ($750K PV) - He was working as a custodian for School
District for nine years prior. He should be able to be retrained into sedentary work once ulcers
are treated.

- Life Care Plan - Plaintiff if $4.8Mil vs. Def of $2.1Mil. Before reduction to PV.

- General Damages - Jury value 4 to 5Mil and settlement value 2 to 2.5Mil.

- Spouses Dillon v. Legg and consortium claims are valued at $500K.

- Step Son's Dillon v. Legg claim ? v

- Plaintiff atty fees from $1Mil to $1.5Mil depending upon settlement amounts.

Full JV value without regard to liability is estimated to be $10Mil to $12.5Mil
Plaintiffs last demand was $18Mil.





CASE STRATEGY AND DIRECTION: Case resolved at Mediation on 7-20-05 for $6.25Mil.
LOSS #3

DESCRIPTION OF LOSS: Employment Discrimination. Plaintiff alleges the City discriminated
against her on the basis of her age, gender and disability.

COVERAGE ANALYSIS:
$10Mil in coverage for wrongful acts related to unfair employment practices liability. Expense are
part of loss.

LIABILITY ANALYSIS:

Tried to a plaintiff Verdict. Immediate post trial motions for new trial, remittiture and JNOV were
filed but the trial judge did not rule on the motions within the statutory 60 days, thus they are
denied.

Notice of appeal has been filed based upon, Improper Jury instructions, counsel misconduct, juror
misconduct.

Plaintiff was permitted, over defense objections, to elicit testimony from 3 others who also filed
complaints of discrimination and the court did not allow defense the right to introduce evidence on
the circumstances surrounding those claims. Plaintiff atty argued in his closing that the jury could
infer she was discriminated against based upon these other complaints.

DAMAGE ANALYSIS:

57 year old revenue clerk. Was apparently on medical leave since filing the lawsuit in March of
2001. Claims she was passed over for jobs given to less qualified workers. Case was tried {o a
verdict in December 03. Jury awarded her at total of $1.5Mil in damages and an additional $33K
for the City's failure to make reasonable accommodations. ($997K economic damages and
$504K non-economic damages). Plus $47K in costs.

In addition, the plaintiffs counsel filed a motion of atty fees seeking $1,108,444. The court
recently awarded $460,000 in'fees.

Total Damages: $1,994,567

Information indicates there were 4 or 5 other plaintiffs who filed similar charges but they were
settled for minimal amounts before trial. City filed a 998 offer of judgment of $549K prior to trial.
Plaintiff atty had earlier won a 3.5Mil verdict against the City of Glendale in an unrelated case.
That case was also tried by defense counsel in this case.

Total defense costs up to July 04 is $860K. Total loss and expense exposure is 2.86Mil. plus
interest at 7%.

The appeal has been filed. Plaintiff's have filed their reply and our reply brief is due 6/3/05.
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Attachment #3

7/1/05 - 7/1/06 PEPIP All Risk Structure

STATE OF MONTANA

All Risk Schedule of Participating Insurance Companies

Primary $10,000,000
Includi

$40,000,000 x/s $10,000,000
"All Risk" Including EQ and Flood, Including CA EQ

Essex Insurance Company

8,000,000

TBD

Lloyds of London - Section A

$75,000,000 x/s $50,000,000
"All Risk" Including EQ and Flood, Including CA EQ Sublimited to $125M

Certain/Great Lakes Insurance Company 12.5%

e

32,000,000

RKS105900604-0334

9,375,000

RKS105900604-0334

Homeland Inusrance Company of New York 57.8%

43,312,500 |

Z7XSP0253

Lloyds of London - Section B

€4 [0 e

$375,000,000 x/s $125,000,000
#All Risk" Including $25,000,000 EQ

22,312,500,

RKS105900604-0334

RSUI - Landmark American Insurance Compan

$50,000,000 x/s $150,000,000
Earthquake Only

Glencoe Insurance

10,000,000

304580EQ-1

Clarendon American Insurance Company

10,000,000

304580EQ-1

I C

$100,000,000 x/s $10,000,000 '
Per Occurrence, Annual Aggregate - Terrorism Only

1P

Llyod's of London 1 0(5.0%

30,000,000

100,000,000

G:A\PEPIP Unit\PEPIP\_Palicy Books\05-06\Dec Assignments\05-06 Schedule of Companies - Montana 1

304580EQ-1

RKS105900614-0334

9/29/05
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Attachment #1
RISK MANAGEMENT ADVISORY COUNCIL

Mission & Purpose
May 9, 2006

Organization

The Council shall consist of no more than eight (8) members and must include
representatives of the insurance industry, claims adjusters, self-insured organizations,
regulatory bodies, private firms, public entities, legislators, or any other applicable
organizations.

Oversight

The Director of the Department of Administration or his/her designee shall serve as the
presiding officer. The full committee shall convene at least annually. Subcommittees
consisting of uniform or similar risk management issues shall convene from time to time
as requested by the presiding officer.

Purpose

e To serve in an advisory capacity to identify issues, costs savings, or efficiencies in
the procurement and administration of the state property/casualty insurance plan
and advise on the structure of the state’s insurance coverage.

e To serve in an advisory capacity to evaluate processes used by the state to adjust
claims, identify cost savings, and/or improve the efficiency of the division’s

claims administration processes.

e To serve in an advisory capacity to assist the Department of Administration to
mitigate risk.






