ITEM 10.L.

MOORPARK CITY COUNCIL

AGENDA REPORT
TO: Honorable City Council
FROM: Ron Ahlers, Finance Director QA‘/
DATE: July 7, 2010 (City Council Meeting of July 21, 2010)

SUBJECT: Consider Resolution Authorizing the Payment to California Joint
Powers Insurance Authority (CJPIA) for the Liability Insurance Pool
and Amending Fiscal Year 2010/2011 Budget

BACKGROUND

The City of Moorpark is a member of the California Joint Powers Insurance Authority
(CJPIA). CJPIA’'s membership is comprised of cities and special districts within the
State of California.  CJPIA provides general liability insurance and workers
compensation insurance to the City of Moorpark. These two insurance plans use a
pooling concept whereby each member’'s annual premium is calculated based on their
individual experience claims affecting the insurance pool. If a member utilizes the
pool's money excessively they could “owe” an additional premium to CJPIA.
Conversely, if a member does not have many claims then CJPIA “owes” the member
(i.e. refund). The calculation of the amount of money owed is termed “aggregate
retrospective balance”. Currently, all the members owe CJPIA $78 million. CJPIA has
been developing a program to collect this $78 million without it becoming a financial
burden to its members.

Recently, CJPIA approved and released details of their incentive program. The
incentive program is CJPIA’s attempt to have the member agencies pay off their
aggregate retrospective balances early, by providing a discount to the balances owed.
All of the member agencies combined “owe” CJPIA $78 million. The $78 million is the
combined total owed by both insurance pools: general liability and workers
compensation. Each pool is segregated by those agencies who have public safety
(police & fire) and those who do not.
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Liability Work Comp Total

Public Safety $ 7,099,050 | $ 9,327,014 | $ 16,426,064

Non-Public Safety $ 40,227,950 $ 21,763,033 | $ 61,990,983

Total $ 47,327,000 b 31,090,047 | $ 78,417,047
DISCUSSION

The incentive program offers a discount to the members who owe CJPIA for their
aggregate retrospective balances. This program is in effect for the following 3 to 5
years, depending on which pool, and is detailed below:

CJPIA Incentive Program

Discount Schedule

Fiscal Year Payment Due Liability Work Comp
2010-11 9-1-2010 6% | 10%
2011-12 7-1-2011 4% W 8 %
2012-13 t 7-1-2012 2% L 6 %
2013-14 7-1-2013 0% 4%
- 2014-15 7-1-2014 0% 2%

The City of Moorpark owes CJPIA $503,501 for the Liability insurance pool. CJPIA is
offering an incentive (discount of 6%) to Moorpark to pay off the balance due of
$503,501. This payment must be received by September 1, 2010 in order to qualify for
the 6% reduction ($30,210). Therefore, we can pay CJPIA $473,291 and this will
eliminate the outstanding amount due for the liability pool for the City of Moorpark. With
interest rates continuing to decline, we recommend that the City pay the $473,291 to
CJPIA for the aggregate retrospective balance due on the liability insurance pool.

CJPIA owes Moorpark $181,621 from the Workers Compensation insurance pool. For
FY 2010/11 the City received a 25% refund of the amount owed from the Workers
Compensation pool, this equated to a $45,405 reduction in the City’s bill for 2010/11 for
workers compensation. If we continue to have low workers compensation claims, we
can anticipate a refund next year as well.
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FISCAL IMPACT

We recommend that the City Council appropriate $473,291 from the General Fund
Reserves for the payment to CJPIA. This equates to a 6% return on our money versus
what LAIF is returning (1/2 of 1 percent) or the Ventura County Pool (1.6%).

STAFF RECOMMENDATION (Roll Call Vote)

Adopt Resolution No. 2010- .

ATTACHMENT
Attachment 1. CJPIA Memo of June 23, 2010
Attachment 2. Resolution No. 2010-
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June 23, 2010

Steve Kueny

City Manager

City of Moorpark

1301 S. 46th Street, Building 155
Moorpark, Ca 93021-1155

Dear Steve:

At its meeting on May 26, 2010, the Executive Committee approved the aggregate retrospective
deposit repayment plan described below.

The plan includes an early repayment incentive which provides a discount for members that
desire to pay their outstanding retrospective deposit balance during the formula transition period.
Discounted incentive payments from members will be accepted in any amount for partial or full
retrospective deposit balance reduction. The purpose of this memorandum is to provide notice to
all members that an early repayment incentive is available. The Authority welcomes your
participation in this voluntary program.

Background

One of the core strategic objectives identified by the Formula Review Ad Hoc Committee was to
ensure the overall financial strength and security of the Authority. To support this objective, the
goal for the Authority to transition out of the role of creditor to its members was established.

This plan was created to encourage early repayment of outstanding retrospective deposits. As
outstanding retrospective deposits are collected, the Authority’s liquid net asset position will
continue to improve, and its creditor position will lessen. This aggregate retrospective deposit
repayment plan was reviewed by the Formula Review Ad Hoc Committee, Managers
Committee, Finance Officers Committee, and approved by the Executive Committee.

Consideration of Current Economic Environment

As various retrospective deposit repayment scenarios were considered in the design and drafting
of the repayment plan, an overall sensitivity to the current difficult economic environment played
an important role in the process. Under the repayment plan, it is anticipated that the Authority
will be able to accomplish its liquidity goals within a reasonable time-frame, while also allowing
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each member agency the flexibility of deciding which repayment option is most appropriate.
This is accomplished by offering a combination of incentives for retrospective deposit
repayment, and disincentives for longer repayment terms.

Early Repayment Incentive Plan

Over the next three to five years the Authority’s liability and workers’ compensation programs
will transition from a retrospective funding model to a prospective funding model. During the
transition period, the annual contribution is expected to build until it reaches the targeted
confidence funding level of 75%. Based on current claims data and actuarial projections, this is
expected to take three years for the liability program and five years for the workers’
compensation program. During the transition period, and as Authority cash flow allows,
retrospective deposit payments are planned to be temporarily suspended.

During the transition period no fees will accrue or be charged, and instead, incentives for early
repayment will be offered. After the transition period, however, fees will be charged on
outstanding retrospective deposit balances.

The early repayment incentive plan is set-up on a sliding scale with the highest discount offered
for the first year, and then the discount progressively decreases throughout the remainder of the
anticipated transition period as the following chart indicates:

Early Repayment Incentive Plan
during anticipated transition years
Year 1 Year 2 Year 3 Year 4 Year 5
L 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15 |
Liability 6% 4% 2% n/a n/a
Waorkers' Comp 10% | 8% 6% 4% 2%

For example, a member who owes $100,000 in the Liability program may decide to take
advantage of the 6% retrospective deposit reduction incentive in year one of the transition
period, and make a payment of $94,000 on September 1, 2010. In this situation the $6,000
payment shortage would be forgiven, and the full $100,000 retrospective deposit would be
satisfied. Then the Authority can invest the $94,000 received, and over the course of several
years earn interest income in an amount that will approximately compensate for the $6,000
shortage the Authority realized in collecting less than 100% of the total amount due. In this way
the Authority is made whole and the member benefits from the discount as well.

Discounted incentive payments will be accepted in any amount for partial or full retrospective

deposit reduction at the discretion of each member. Incentive payments must be received by
September 1, 2010.
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The attached exhibit provides an illustration of this concept on a per member basis. In the
exhibit, retrospective deposit balances are displayed as of March 31, 2010 along with an
illustration showing the applicable discount for each program, assuming full repayment of
outstanding balances by September 1, 2010.

Electing Not to Participate in the Early Repayment Incentive Plan

Those members who do not wish to participate in the early repayment incentive plan will simply
have their aggregate retrospective deposit balances carried forward to the next year. There is no
penalty, or fee associated with choosing to temporarily defer payment at this time.

Disincentives for Longer Financing Terms

Once the transition years are complete, the discount incentives will no longer be available.
Members with an aggregate retrospective deposit balance at the beginning of the post-transition
period will be given the opportunity to select a repayment option at that time. While not yet
determined, these options will likely link the duration of the term to a fee which will increase
incrementally with the addition of each year, up to a maximum period of time.

This concept of disincentives if members elect to finance retrospective balances after the
transition period was approved by the Executive Committee on May 26, 2010 with the specific
fees to be determined through future Executive Committee action.

Aggregate Retrospective Balances Will Change During the Transition Period

Aggregate retrospective balances will be reevaluated each year as part of the pool's retrospective
computation process. These amounts may increase or decrease as a result of updated
development on claims submitted against the members. While the Authority transitions from a
retrospective funding model to a prospective funding model, it is important to note that your
agency’s retrospective deposit balances will change with every annual computation.

Routine annual retrospective deposit adjustments will no longer be conducted for coverage years
occurring after the transition period. However, all preceding coverage years up to and including
the final transition period year, will continue to receive retrospective deposit adjustments
annually, until all claims are closed for those coverage years on a pool-wide basis. Historically
this has taken approximately six to eight years in the liability program, and significantly longer
in the workers’ compensation program.

As aggregate retrospective deposit balances change each year, the early repayment incentive plan
will remain the same as described above, with the only difference being the new balances. For
example, in the liability program a member may choose to repay their current, full outstanding
balance of $100,000 on September 1, 2010 and receive the associated 6% discount. Afterward,
their balance will remain at zero, but only until the next retrospective computation occurs. In
this case, the next computation is scheduled to occur in October 2010.

If this subsequent computation yields an additional deposit due of $10,000, then the member
must either elect to allow this balance to remain temporarily suspended, or on July 1, 2011, make
a partial or full payment. If the member elects to make a full payment, the amount due would be
$9,600 and the full $10,000 retrospective deposit would be satisfied, reflecting the 4% discount
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applicable in year two of the anticipated transition period. In this manner, the decision regarding
participation in the early repayment incentive plan must be made annually, by each member,
throughout the whole transition period.

Incentive program payments throughout the transition period will typically be due on July 1.
However, in the initial year of the program, payments are not due until September 1. This
deadline extension in the first year of the program is intended to provide members with sufficient
time to consider the various options, and make inquiries if clarification is needed.

Members with Refund Balances

The transition period will be fee neutral. This means that during the transition period, no fees
will accrue or be charged to members with aggregate retrospective deposit balances owed to the
Authority. In like manner, no fees will accrue or be paid from the Authority to members with
aggregate retrospective refund balances.

During the transition period, refunds are credited to members on their annual invoice at a rate
which is determined each year by the Executive Committee. The first year of the transition
period is 2010-11. On the Authority’s annual invoice for 2010-11, members with a refund were
credited 1/4™ of their total refund balance. The remaining portion of the refund was carried
forward, and will be applied to the next annual retrospective computation. This retrospective
refund process is expected to continue throughout the duration of the transition period. At the
conclusion of the transition period, however, this refund process will change.

After the transition period, all members with a refund balance will receive the full amount of
their refund balance as a credit against other charges on their annual invoice. This is expected to
occur in the first coverage year following the transition period, and every year thereafter.

This change in policy is driven by the underlying change in the Authority’s funding model.

It recognizes that over time, after the new prospective funding model has been in place for a
number of years, both retrospective deposits and refunds arising from coverage years which are
substantively developed are expected to become less material in nominal dollars and more
manageable on a year-to-year basis. Accordingly, the need to minimize volatility by spreading
refunds over multiple years to off-set potential retrospective deposits is expected to diminish.

After the transition period, when retrospective refunds are credited in full on an annual basis,
there will be no fees accrued from the Authority to members with refund balances, because at
that time, 100% of all aggregate retrospective refunds will be credited against other charges on
an annual basis and no longer carried over multiple fiscal years.

Incentive Program Participation Form Required From All Members

The Authority requires complete records indicating which payment option your agency selects.
This includes a signed form from all members, including those who elect not to participate in the
incentive program as well as members with refund balances. Please complete the attached form
and fax it to (562) 467-8798, or scan and e-mail it to asmith@cjpia.org no later than

September 1, 2010.

111



g Aggregate Retrospective Deposit Repayment Plan

June 23, 2010
Page 5

If you have questions or concerns please feel free contact the Authority’s Finance Director,
Alexander Smith at (562) 467-8727 or asmith@cjpia.org.

Sincerely,

R

Jonathan Shull
Chief Executive Officer
California JPIA
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2010-2011 Incentive Program Participation Form
for Payment of Aggregate Retrospective Deposits Owed to the California JPIA

Member Agency Name: City of Moorpark

Liability Program
Aggregate retrospective deposit/(refund) balance as of 3/31/10: $ 503,501
L A WedoNOT wish to participate in the incentive program this year. We elect to carry

the retrospective deposit balance forward to the following year, and keep it temporarily
suspended, as Authority cash flow allows, with NO payment to be made at this time.

L) B. Weelect to make partial payment by September 1, 2010 in the amount of $

The discount rate is 6% and the amount of the discount is $
This payment reduces the amount of retrospective deposits owed by $

d C. We elect to make full payment by September 1, 2010 in the amount of $ 473,291
The discount rate is 6% and the amount of the discount is $ 30,210
This payment reduces the amount of retrospective deposits owed by $ 503,501

U D. ou agency has a refund balance, thus this does not apply.

Workers’ Compensation Program
Aggregate retrospective deposit/(refund) balance as of 3/31/10: $ (181,621)

L A WedoNOT wish to participate in the incentive program this year. We elect to carry
the retrospective deposit balance forward to the following year, and keep it temporarily
suspended, as Authority cash flow allows, with NO payment to be made at this time.

L B. Weelect to make partial payment by September 1, 2010 in the amount of  $

The discount rate is 10% and the amount of the discount is $
This payment reduces the amount of retrospective deposits owed by $

d cC. Weelect to make full payment by September 1, 2010 in the amount of $ n/a
The discount rate is 10% and the amount of the discount is $ n/a
This payment reduces the amount of retrospective deposits owed by $ n/a

d b our agency has a refund balance, thus this does not apply.

Approved by (print name) Title

Approved by (signature) Date:

Please submit the completed form by faxing to (562) 467-8798, or scan and e-mail to asmith@\cipia.org no later than September 1, 2010. If your agency has

clected to make a payment, the payment is also due by September 1, 2010. Please note: your agency’s aggregate retrospective deposit or refund balance in both

programs will change annually with each retrospective computation. Full repayment at this time, does not eliminate the possibility of additional retrospective 113
deposits in the future, which may arise as a result of adverse claims development on a pool-wide basis. Thank you.
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California JPIA
Discount Incentives for Early Repayment
of Aggregate Retrospective Deposit Balances

This exhibit assumes that the full amouat of all aggregate retrospective deposits owed, will be paid by 9/1/2010. Please note, the incentive program is
voluntary and members may choose to make no payment at this time, a full payment, or a partial payment. In the case of partial payments, the discount
rate will be applied to the amount of the partial payment. This exhibit is only intended to illustrate one of the options under the discount incentive plan.
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California JPIA
Discount Incentives for Early Repayment
of Aggregate Retrospective Deposit Balances

This exhibit assumes that the full amount of all aggregate retrospective deposits owed, will be paid by 9/1/2010. Please note, the incentive program is
voluntary and members may choose to make no payment at this time, a full payment, or a partial payment. In the case of partial payments, the discount
rate will be applied to the amount of the partial payment. This exhibit is only intended to 1llustrate one of the options under the discount incentive plan.
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California JPIA
Discount Incentives for Early Repayment
of Aggregate Retrospective Deposit Balances

This exhibit assumes that the full amount of all aggregate retrospective deposits owed, will be paid by 9/1/2010. Please note, the incentive program is
voluntary and members may choose to make no payment at this time, a full payment, or a partial payment. In the case of partial payments, the discount
rate will be applied to the amount of the partial payment. This exhibit is only intended to illustrate one of the options under the discount inicentive plan.
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RESOLUTION NO. 2010 -

A RESOLUTION OF THE CITY COUNCIL OF THE
CITY OF MOORPARK, CALIFORNIA AUTHORIZING
USE OF THE GENERAL FUND (1000) TO PAY THE
DISCOUNTED CJPIA  GENERAL  LIABILITY
AGGREGATE RETROSPECTIVE BALANCE

WHEREAS, on June 16, 2010 the City Council adopted the Operating and
Capital Improvement Budget for Fiscal Year 2010/11; and

WHEREAS, on June 28, 2010 the City received a notice from the California Joint
Powers Insurance Authority (CJPIA) relating to the $503,501 aggregate retrospective
deposit balance owed on general liability and providing its members with an opportunity
to participate in the voluntary Early Repayment Plan Incentive; and

WHEREAS, a staff report has been presented to the City Council summarizing
CJPIA’s incentive plan of offering a six percent (6%) discount on the $503,501
aggregate retrospective deposit balance if paid by September 1, 2010; and

WHEREAS, the same staff report recommends the payment of the $503,501
outstanding deposit balance for general liability insurance pool in the discounted
amount of $473,291; and

WHEREAS, a budget appropriation increase of $473,291 in the General Fund
(1000) is requested for the payment of the aggregate retrospective deposit balance; and

WHEREAS, Exhibit “A” hereof describes said budget amendment and its
resultant impacts to the budget line item.

NOW, THEREFORE, THE CITY COUNCIL OF THE CITY OF MOORPARK
DOES HEREBY RESOLVE AS FOLLOWS:

SECTION 1: That a Budget Amendment in the aggregate increase of $473,291, as
more particularly described in Exhibit "A", is hereby approved.

SECTION 2: The City Clerk shall certify to the adoption of this resolution and
shall cause a certified resolution to be filed in the book of original resolutions.
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PASSED AND ADOPTED this 21* day of July, 2010.

Janice S. Parvin, Mayor

ATTEST:

Maureen Benson, Assistant City Clerk

Attachment: Exhibit 'A". Budget Appropriation

118



Resolution No. 2010-
Page 3

Exhibit A
Budget Amendment for
General Fund
For CJPIA for Liability Insurance
FY 2010/11
A. Fund Allocation

Fund Description Account Amount
General Fund 1000-5500 $ 473,291
Total $ 473,291

B. Appropriation Allocation
Adopted Budget Revised
Budget Number Budget Change Budget

1000-5110-000-9233 $0 $ 473,291 $ 473,291

Finance Approval: @'\ /%ﬂ/
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