
Office of the County Attorney 
Montgomery County, Maryland 

M E M O R A N D U M  

June 20,1996 

TO: Ray Gulhar 
Division of Risk Management 
Department of Finance 

FROM: Richard H. Melnick &b* 
Associate County Attorney 

RE: Self-Insurance Fund Interagency Agreement - Interpretation of 20-3 7(e)(3). 

On May 21, 1996, you asked for an interpretation of the language found at 520-37 (e) 
(3) of the Montgomery County Code. 

I. ISSUE 

Interpretation of 1978 statutory language stating that, as a condition upon which the 
Fund was then established, the insurance protection furnished to Participating Agencies under the 
Self-Insurance Program will not be less than the coverage provided to them by their independent 
insurance programs when they begin to receive coverage from the Fund. 

11. CONCLUSION 

At the time the Fund was established, the statute required that insurance protection 
furnished to Participating Agencies will not be less than the coverage provided under the 
independent insurance programs of the participating agencies when they begin to receive coverage 
from the Fund. This requirement does not apply after the agencies have begun to receive 
coverage, and does not require the same coverages or policy limits to exist for time infinitum. 
While the issue is somewhat moot, because the Participating Agencies presently do receive 
insurance protection at a level greater than that which they had prior to joining the Fund, this 
phrase does not apply to limit the terms of agreements into which the parties may enter which 
define present levels of coverage or policy limits. 

111. ANALYSIS 

A. Section 20-3 7Ce) (3) Language and Legislative History - 

Section 20-37 (e) (3) of the Montgomery County Code reads as follows: 
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(e) A self-insurance program is established subject to the following conditions: 
. . .  

(3) Insurance protection furnished to the participating agencies by the 
Montgomery County self-insurance program will not be less than the coverage 
provided under the independent insurance programs of the participating 
agencies when they begin to receive coverage from the fund. 

Under the cardinal rules of statutory construction, the language of a statute must be 
given its natural and ordinary meaning to ascertain and effectuate the legislative intention. Jones 
v. State, 304 Md. 216,220,498 A.2d 622 (1985); In re Arnold M., 298 Md. 51 5, 520,471 A.2d 
3 13 (1 984); Celanese Cog .  v. Comptroller, 60 Md.App. 392,397,483 A.2d 359 (1 984). Sections 
20-37 (a) and (c) specify that the self-insurance program was created to "...provide an adequate 
comprehensive insurance program to compensate for injury or death of persons or damage to 
property resulting from.. . [enumerated acts or omissions] . . .within the scope of official duties. " 
(Emphasis added). Section 20-37 (d) further authorizes the County "to cooperate with and enter 
into agreements with participating agencies. . . for the purpose of obtaining and providing 
comprehensive insurance coverage in the most economical manner." (Emphasis added). 

Where there is no ambiguity or obscurity in the language of a statute, there is usually 
no need to look elsewhere to ascertain the intent of the legislature. City of Baltimore v.  hackle^, 
300 Md. 277,283,477 A.2d 11 74 (1 984). As one of the conditions to which the Program was 
subject at the time it was established, Section 20-37 provided that the insurance protection 
furnished by the fund "will not be less than the coverage provided under the independent insurance 
programs of the participating agencies when thev begin to receive coverage fiom the fund." 
(Emphasis added). The phrase shows a prospective intent that the requirement regarding the level 
of "[ilnsurance protection furnished" was to be applicable at the point in time "when the agencies 
begin to receive coverage," rather than suggesting that the County at all future times must look 
back and provide a level of insurance protection equal to or greater than that present when the 
agencies began to receive coverage. Note also that other paragraphs to Section 20-37 were 
subsequently amended, but subsection (e) (3) was never amended after the Fund was established to 
change the word "begin" to "began." 

The language of a statute should be read in the context of the goal the legislature was 
seeking to achieve. Kaczorowski v. City of Baltimore, 309 Md. 505, 514, 525 A.2d 628,633 
(1 987). The legislative history shows that a feasibility study was undertaken in the several months 
leading up to and including November 4, 1977, regarding expansion of the County self-insurance 
program to include participating, non-County, governmental agencies, with the following 
objectives: 
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1. To determine cost savings associated with consolidation of workman's 
compensation, comprehensive general liability, and comprehensive auto 
liability insurance under conventional first dollar coverage. 

2. To explore potential premium savings under a self-insurance risk 
management concept (under this program alternative specifications were 
prepared for excess coverage and claims administration). 

(Memorandum dated November 4, 1977 from James Gleason, County Executive, to Montgomery 
County Council, attached as Exhibit A). 

The above-mentioned study indicates that the staffs of the County and participating 
agencies recommended to not accept the excess insurance proposal fiom AGI, and to self-insure 
for most insurable risks. It was noted that governmental immunity may minimize these risks to a 
substantial degree. To ensure that sufficient reserves were then available for possible catastrophic 
claims against the County and participating agencies, total premium requirements under a then 
existing conventional first dollar program were to be channeled into the expanded self-insurance 
program. "In this regard, the premium contribution would be held at the FY78 level." The goal 
was to accumulate a substantial reserve of $5-$6 million dollars during the first two years, so the 
County could realize the savings associated with the program and reduce the premium payment to 
the self-insurance fund. (Exhibit A, ppg.3-4). Consistent with keeping the premium contribution 
of the participating agencies level with that of FY 78, the study recommended that the protection 
provided by the h n d  at that time be no less than the coverage agencies were receiving from an 
independent insurance program in FY 78. (Exhibit A, p.6, #9). 

The expanded Self-Insurance Program was to have "virtually unlimited flexibility in 
that any insurable risk can be covered," and the County was envisioned to be in a position "to 
provide insurance coverage for professional liability, errors and omissions, and police liability, 
etc., which cannot be obtained from the insurance community." (Exhibit A, p. 7). The study 
contemplated that the extent of coverage provided by the expanded Fund included assuming 
insurance risks "associated with workman's compensation, comprehensive auto liability, and 
comprehensive general liability, in addition to selected insurable risks not under contract or 
obtainable from an insurance carrier," and that the "premium savings . . . should be used to 
improve the accident prevention program of all agencies in the County." (Exhibit A, p. 7, Nos. 1, 
2, 6 & 9). 

Prior to its enactment into law, Bill No. 16-78 was amended to delete the word 
"Liability" before the word "insurance," at the beginning of 20-37 (e) (3). (Exhibit By p.3). This 
demonstrates an intent, at the time the Fund was established, that the entire package of insurance 
protection furnished by the County to the participating agencies, in the aggregate and not limited 
to liability protection, "will not be less than the coverage provided under the independent 
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insurance programs of the participating agencies when they begin to receive coverage from the 
Fund. " 

B. Language and Legislative History of Other Provisions in Section 20-37. 

A statute must be construed considering the context in which the words are used and 
viewing all pertinent parts, provisions, and sections so as to assure a construction consistent with 
the entire statute. Comptroller v. Mandel Re-election Com., 280 Md. 575, 579, 374 A.2d 1130 
(1 977). Unless there is a clear indication to the contrary, a statute must be read so that no part of it 
is "rendered surplusage, superfluous, meaningless or nugatory." Bd. of Educ.. Garrett Co. v. 
Lendo, 295 Md. 55,63,453 A.2d 1 185 (1 982). Section 20-37 (e) (1) recognizes, as another 
condition upon which the program was established, that regulations would govern the 
administration of the program, stating: "[rJegulations governing the Montgomery County self- 
insurance fund shall be approved by the chief administrative officer of Montgomery County." 
Consistent with this, Section 20-37 (e) (5) also provides for the interagency panel "...to prepare 
standardized procedures for review and approval by the chief administrative officer of the county." 
Section 20-37 (e) (6) discusses the annual budget submitted by the Interagency Panel to 
"adequately h n d  the Program's unencumbered claims reserves according to the standards 
contained in this chapter." 

The goal of establishing hnding for insurance protection to participating agencies, and 
the changes in the circumstances related to insurance since the Fund was established, are further 
reflected in amendments to Section 20-37(e) (4). As stated in paragraph 1 of the following 
provision, Section 20-37 (e) (4) presently states only that the Council appropriate "sufficient funds 
to provide for the Program's premium cost, claim expense, and adequate claims reserves, in 
addition to providing for the Program's risk management operation." However, in 1978, Section 
20-37 (e) (4) originally also included paragraph 2 below, and provided that: 

The County Council, upon the recommendation of the County Executive, shall 
annually appropriate to the Montgomery County Self-Insurance Program sufficient 
hnds  to provide for the Program's premium cost, claim expense, and adequate claims 
reserves in addition to providing for the operating requirements of the Program's risk 
management operation. 

Monies for the Montgomery County Self-Insurance Program's first fiscal year of 
operation will be appropriated at not less than the preceding year's total premium level 
of all participating agencies until the unencumbered claims reserve equals one percent 
(1%) of the immediately preceding year's total appropriation level for all participating 
agencies. Thereafter, the appropriations for the Montgomery County Self-Insurance 
Program will provide for premium costs, claims expense, risk management program 
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costs and sufficient increases to the unencumbered claims reserve to maintain this 
reserve of one percent (1%) of the preceding fiscal year's total appropriation level for 
all participating agencies. (Emphasis added). 

A 1982 amendment revised the last three lines in paragraph 2, after the words "claims reserve," to 
read "...to maintain an unencumbered reserve of four million dollars ~$4.000.000.00). " In 1993, 
this Section was again amended so that the statute presently provides only that which is contained 
in the first paragraph quoted above. 

The April 22, 1993 County Executive memorandum inititating the elimination of the 
unencumbered claims reserve included in the amended paragraph 2 above, noted that excess 
liability insurance had been effectively canceled as of 1985, because premium rates had increased 
to prohibitive levels, and further indicated that: 

In establishing the County's Self-Insurance Propram in 1979, the appropriations for 
this program were to be at a sufficient level in order that the unencumbered claims 
reserve would be equal to one percent of the participating agencies' operating budget 
for the preceding fiscal year. . . to absorb major losses which were not appropriated. . . 
Because of the limitation of liability provided by State law, and because of the 
[current] strong cash position of the Self-Insurance Program, it is feasible to eliminate 
the requirement to maintain an unencumbered fund balance. (Emphasis added). 

(Memorandum dated April 22, 1993, from Neal Potter, County Executive, to Marilyn Praisner, 
President County Council, attached as Exhibit C). The memorandum describes reasons for agency 
contributions and concomitant insurance protection to be tied to the preceding fiscal year in the 
first year of coverage under the Fund. It also noted changes in the method by which governments 
account for insurance losses and that specific types of exposure are excluded in most commercial 
policies and/or should not be fbnded by the Program. As a result, the statute now states that an 
appropriation must provide "sufficient funds," and deletes any specific dollar level or percentage of 
preceding fiscal year amounts at which appropriations must be funded or unencumbered reserves 
must be maintained. 

The original version and subsequent amendments to the statute demonstrate an intent 
by the legislature that the appropriation during only the "first fiscal year of operation" be "not less" 
than the premium level of the participating agencies during the preceding fiscal year. The 
appropriation was to occur in the first fiscal year of operation, until unencumbered reserves 
equaled 1 % of the agencies' preceding fiscal year appropriation level. In the original statute and in 
the previous 1982 amendment, the legislature hrther set forth the items for which appropriations 
would "[tlhereafter" be provided, along with different levels of unencumbered reserves to be 
maintained. This legislative history is consistent with a reading that Section 20-37 (e) (3) requires 
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a level of coverage "not less" than the coverage provided in the preceding fiscal year, only at the 
time the agencies begin to receive coverage in the Program's "first fiscal vear of operation." 

In the event there may be two possible interpretations of a statute, "courts will prefer 
the construction which will result in its legality and effectiveness." District Land v. S.S.C., 266 
Md. 30 1 ,3  12, 292 A.2d 695 (1 972); Police Comm'r. of Baltimore City v. Dowling, 28 1 Md. 4 12, 
420, 379 A.2d 1007 (1977). Furthermore, courts "shun a construction of the statute which will 
lead to absurd consequences", "or a proposed statutory interpretation if its consequences are 
inconsistent with common sense." Erwin and Shafer. Inc. v. Pabst Brewing Co., 304 Md. 302, 
3 1 1,498 A.2d 1 188 (1 985); Blandon v. State, 304 Md. 3 16,3 19,498 A.2d 1 195 (1 985). The 
most harsh reading of the statute, with which we disagree, would forever require a level of 
insurance protection no less than the coverage the participating agencies had received fiom 
independent insurance programs when they began to receive coverage from the Fund. In addition 
to the statutory language and legislative history discussed above, this interpretation would lead to 
absurd results inconsistent with the purposes of the statute, based on the following facts and 
circumstances. You have stated that the insurance industry, as well as the coverage and premiums 
related thereto, is subject to change fiom year to year. Compared to 1978, the expected risk of loss 
associated with a particular premium level has increased fiom 105% to 300%. This, coupled with 
much lower interest rates at which private insurers can re-invest the premiums, has resulted in 
dramatic increases in commercial premiums and reductions in coverage to only a fraction 
(approximately 1/2) of the coverage previously provided by those insurers. As a result of these 
changes in the insurance industry, guaranteed levels of coverages and policy limits at particular 
rates, if available at all, cannot reasonbly be furnished to participating agencies for an indefinite 
period of time. 

We are now approximately 18 years past the date that the self-insurance program was 
established. You have indicated that to furnish the same policy limits on all coverages furnished 
to the agencies by the Program when the fund was first established, if available, would result in 
astronomical, cost prohibitive contribution payments to each participating agency. Administrative 
practice and course of conduct is an important indicator of a statute's meaning. Holy Cross 
Hospital v. Health Services Cost Review Comm., 283 Md. 677,393 A.2d 181, appeal after remand 
290 Md. 508,43 1 A.2d 641 (1 978). You have noted that the prior practice and course of conduct 
of the parties during the past 18 years is that all of the parties have agreed to differing levels of 
coverage and policy limits fiom year to year, as the needs of the agencies and the insurance climate 
have changed. This is consistent with Section 20-37 (d), which authorizes the County "to 
cooperate with and enter into agreements with participating agencies. . . for the purpose of 
obtaining and providing comprehensive insurance coverage in the most economical manner." The 
participating agencies presently have, and have had in the past, the option of choosing a different 
insurance vehicle in lieu of entering into an agreement with the County. (See also Exhibit A, p.7). 
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IV. CONCLUSION 

The only reasonable interpretation of the subject Code provision is that at the time the 
self-insurance fbnd was established, the legislation required that insurance protection furnished to 
the participating agencies will not be less than the coverage the agencies received from their 
independent insurance programs in the preceding fiscal year, "when they begin to receive coverage 
from the fund." The Code provision requires niether a particular level of protection for the 
duration of the agencies' membership in the fund, nor that the protection furnished to the agencies 
would forever be equal to or exceed the level of coverage the agencies had when they began to 
receive coverage from the fund.' 

The parties have in the past entered, and are presently entering, into a Participating 
Agency Agreement ("Agreement"), in which coverage and the policy limits may differ from that 
which each participating agency received from independent insurers at the time the agencies 
joined the fund. Self-Insurance Program Procedures which govern the relationship between the 
parties to the Agreement have been prepared by the Interagency Panel, are now to be approved by 
the Chief Administrative Officer for the County, and are designed to govern "the administration of 
the Montgomery County self-insurance fund", in accordance with $520-37(e) (I), (e) (5) and (e) 
(7). These procedures are incorporated by reference into and made part of the Agreement, to 
express the intent of the parties with respect to insurance coverage issues. 

To assure that the participating agencies acknowledge the interpretation of the statute 
as stated herein, I would recommend that you provide a copy of this memorandum to each 
participating agency representative, prior to execution of its Participating Agency Agreement. , 

This recommendation is made to assure that there is a meeting of the minds concerning the 
coverages furnished to the participating agencies, and the contribution levels at the time of the 
Agreement. 

Thank you for your atfention to this matter. 

cc: Marc P. Hansen, Senior Assistant County Attorney 
Joann Robertson, Senior Assistant County Attorney 
D. Terry Fleming, Chief, Division of k s k  Management 

RHMkh96.0063 1 
I:\KQ\MELNIR\OO 1 7ORHM. WPD 

'Note that the overall insurance protection furnished to the participating agencies is, in fact, 
not less than the coverage they were provided by independent insurance programs when they 
began receiving coverage fiom the fund. 



Office Of Ghe County 

MGMORANDUM 

n, County Executive 

Rspui r e m n t s  . . :? 

I n  J u l y  1976 the County Council passed l eg i s1a t Ion  t h a t  provides f o r  the 
conso l ida t ion  o f  insurance requirements o f  a l l  County agencles and the u t i l i z a t i o n .  
o f  s e l f - i  nsurance concepts, During t he  pas t  several month3 t h e  Ftmrice bepartmant 
has e n l i s t a d  the support o f  the  s ta f f  of t he  Board of Education, Hontganery College,. 
Housing Opportuni t ias Comnission and the  Revenue Au tho r i t y  i n  e x p l o i l n g  the 
feas ib i  1 i t y  o f  conso l ida t ing  the  1 nsurance requi rsmsnts o f  ,thd County, The primary 
ob jec t i ves  o f  the study were: 

1;  To determine cost  sav~ngs 'assoc ia tsd  w i t h  t h e ' c o n s o l i d ~ t ' l o n '  of 
workmen's compansation, comprehensive general liability, and comprb- 
hensive auto l i a b i l i t y  insurance under conventional f i r s t  d o l l a r  
coverage. . 

.=. 2.  To explore po ten t i a l  premium savings under a sel f - insurdnce r t s k  manage- 
2 ment concept (under t h i s  program a1 te rna t  lv61 spec1 f i t a t  Ions were prepared 

fo r  excess coverage and claims administ rat ton) ,  

Speci f i cat ions were prepared i n  Ap r i  I 1977 on a County-wide approach t o  pro- 
v i d i n g  insurance p ro tec t i on  t o  the aforementioned agentles. B ids  were received i n  
May and o n l y  one propose l prov id ing  f o r  cunprehens i v a  au to  1 lab1 1 i ty, ccmprehans i ve  
general 1 i abi  1 i t y  and workmen's compensation was received f o r  f i rst do1 l a r  coverage. 
NO h i d  was received f o r  excess umbrel l a  insurance under t he  f i r s t  do1 l a r  coverage 
program. With regard t o  those spec i f i ca t ions  designed t o  exp lore  the  feasib i  1 i t y  of 
self-.insurance, two proposals were received f o r  c l a i m  admin f s t r s t i on  sarvice. 
Since i t  i s  v i r t u a l l y  impossible t o  o b t a i n  excess.inSuranc6 for a $#I f - fns t i~ance 
program v i a  the formal b i d  process, i t  i s  no t  su rp r i s i ng  t h a t  no bid$ were received 
f o r  excess coverage on general l i ab i  1 i ty ,  auto 1 f a b i  1 i t y  and workfaenis cwpsnsat  Ion. 
The County d i d  however receive two bids f o r  excess coverage o n  proper ty  wnsd by the 
Cour~ty and BOE. The property excess insurance b ids  Forb  r s j e c t s d  on  tha b a s i t  of 
excessive cost  and the coverage remained i n  fo rce  w i t h  the present c a r r l e r  American 
Bankers L i  f e  I nsurance Cmpany. 

The on ly  b i d  received f o r  convent ione l  o r  f i r s t  do1 l a r  cuvsrpge (mbrac lng  
' 

workmen's compansation, auto l i a b i l i t y  and general l i a b i l i t y  on County Caverrment 
coverage) a l s o  was re jec ted  due t o  h igh  p r m i u m  cost and the  County' renawed: 1 t s  
e x i s t i n g  coverage. I n  add i t ion ,  an excess umbrel la i n  the m o u n t  o f  $1 m i i l l o n  was 
placed i n  fo rce  on Ju ly  1, 1977 on an i n t e r i m  basis. It should be noted tha t  the 
quote on umbrel l a  coverage was 400% h igher  thun the  b i d  raceived f o r  the  r a m  caverage 
on ~ u l y  1, 1976. The o ther  agencies were advised t o  keep i n  force t h e i r  present 
i n s u  ance coverage which was not subject  t o  normal terminat  i o n  on  June 30, 1977 
pending the dec is ion  t o  se l f - insure  these r i s k s .  

Exhibit A 



A f t e r  analyzing the proposals for  f i r s t  d o l l a r  coverage, the s ta f fs  of the 
p a r t i c i p a t i n g  agencies were i n  complete agreement that the County should sel f - Insure 
i t s  insurable r i sks  f o r  wor);msnls tompensation, auto and general I i u b l l i t y ,  pro- 
fess iona l 1 i ab i  l i ty, errors and m i s s  ions and other selected a r w s .  . '  . - 

Since no excess insurance proposals were received under the.' fo&l b i d  procurs, 
Lhe Finance Department requested the f i r m  of Insurance Management, Im. t o  s o l i c i t  
proposals from excess carriers. A f te r  contacting several i murance compenl es, 
I nsurance Management, I nc. received only one proposal which was subnrf t t e d  t o  the 
County on September IS,  1977. The proposal received from AIG Risk Hanapmant Inc. and 
t h e i r  member company National Union provides excess coverage f o r  tdorklwn's compensa- 
t ion,  auto l i a b i l i t y  and general l i a b i l i t y  under the following tm, aJternat ives:  

1 . $1 mi 11 ion each occurrence excess o f  $500,000 self-I nturance Ri ten t  ion 
each occurrence 

2. $1 mi 11 Ion each occurrenu- excess o f  $1 mi 11 ion  Sol f-l nrurrnce Retention 
each occurrence 

Under the $500,000 S I R  program (a l ternat ive  No. 1) the n i d d  p r m i u n  would & 
$1,198,322. Under al ternat ive'  No. 2, the mlnfunnn pr8mIt.m i s  quoted a t  $590,834. AIG 
~ i s k  Management Inc. also presented a proposal for  c la ims achainlstration which i s  a 

. mendated condi t ion t o  securing the excess Insurance offered under the foregoing a l te r -  
natives. The service fee quoted by AIG for claims adar in istrat ion was $155,000. 
F o l l w i n g  I s  a table which i l l u s t r a t e s  the premium savings under the two sl ternst ives.  

A1 ternat  i va Al ternat ive .  
No. 1 No. 2 . 

County, Board o f  Education, n 79 $500,000 $1,000,000 
and flontgmery Col loge Net Preml m SIR S I R  - 

Estimated premium - Net $3,110,872 $1,198,322 $ 590,834 

Claims Service Fee 155.0ao 155,000 
Estimated Attorney Fees 70 000 

Tmb 70 000 

Plus: Average Annual Clalms Paid, Taxes, etc. 1 555 486 
-8isfsjr; 

Total  Costs TkgTm 1,555,486 
2,371,320 

Less: I nterest  Accumulations 391 011 Z m h  391 011 
~ e t  Program Cost -mCm 
Es t irna ted Annua I Savi ngs : 

Total  Promiurn - Net 
Net Program Cost 

Estimated Annual Savings - FY 79 $ 523,075 - $1,130,563 - 
~t can be observed by the foregoing tab le  that  a l te rna t i ves  b. 1 and b. 2 

would produce, a t  current prwium levels and projected claims expnse, $523,075 and 
$1,130,563 respectively i n  annual promiurn savings. It should be noted th8t  average 
annual claims paid i s  predicted on the incurred loss experience o f  the County Govern- 
ment, BOE, and Hontgmery Col legs i n  f lscal  years 1975, 1976 and 1977. Based on the 
past three years' clalms experience, the $1,000,000 S ~ l f ~ l n s u r a d  Retention plan a t  
annual savings of $1,130,563 would appear t o  be the best choice o f  the above two plan. 
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F r m  tb foregoing analysis, i t  i s  qu i te  c lea r  tha t  se l f - insut ing the tounty's 
In tb area of  workmen's cumpensation, auto 1 Iab i  1 i t y  and gWmra1 I i a b l l l  t y  
p+aduce a substantial annual premium savings. The p r1mry  dec l r i on  i s  mt 

rh.thr th? County should establ i sh  a self- insurance program but rettnr should excess 
coverage be obtained. I n  t h i s  regard, It should be noted tht annual prcsnim tavlngs 

- - r-_r?.2 m-4-n---r - - m u l d  approach $1.8 m i l l i o n  i n  FY 79 i f  the County would r r s w e  a l l  insurance r i s k  - -..>-1:. 7.- -.-. -, . and not  ob ta in  excess coverage. I n  other words, the County would save +n addlt lonal  
$580,000 ( a l t .  a) t o  $1,880,000 (a l t .  #I) if per occurrence c la im i n  sxesss of $1,0oo,000 

L - 
L .  . -  a*. 

and $500,000 respectively are  not incurred and excess coverage ir wt obt r lmd.  -..: F A . ,  . - ,!, . >, 
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'L ' 
An h i s t d r i c a l  review of the loss experience o f  a1 1 the agencies involrad i n  

3 . w - = - .  t h i s  study discloses that  no claims would have been subject t o  tha a x c s s ~  insurance 
coverage proposed by AGI .  Horeovar, since the proposed excess coverago I s  on r per 

L= occurrence basis, the prospects of the County incur r ing paid claims i n  excess of ' - 
+A '- . - 
. - $500,000 i s  remote. I n any event, the coverage o r  pro tec t  Ion o f fe rad  by AGI i s  a 
.--; -. - - manageable r i s k  for the County under a self-insurance program. I n  addlt lon, the fol law- 

ing exposure areas are not covered under the excess insurance proposal:. 
- 1 ,  - 
-- -- - - . 

-..-.. - 1. Gas and e l e c t r i c  u t i l i t i e s  - -a 2. Water works 

I '  I 

3. Dams 
. , 4. R io t  and c i v i  1 c w m t  ion . -- - ,,* * -  

- -  ->- - . .-...- 5. l nve rse condemnat ion . -*- .-ST -*- 
, S* ' - -  - -  - . -- 6. Hunicipal employees' er rors  and omissions 

' --?::* - 7. Pol ice professional l i a b i l i t y  
.I - - l r  - 

", - - 8. Discrimination a 

9. ERISA from employee benef i ts 2 

10. A i rpor t ,  he1 ioport ,  landing s t r i p ,  cont ro l  toner I iabt 1 f t y  
11. Liquor law l i a b i l i t y  
12. Hospital professional l i a b i l i t y  
13. Medical malpractice \ 
14. Care custody and control  
I S .  Water c r a f t  i n  excess o f  50 ft. i n  length 
16. Corporal puni shmont 
17. Teacher's l i a b i l i t y  
18. A t h l e t i c  par t ic ipants  

For the above reasons the~respec t i vc  staf fs of  th. various pmrt lc fpr t ing 
agencies recomnsnd that the County C o v e r m n t  and i t s  rgoneles not r c u p t  the excess 
insurance proposal o f  A G I  and self- insure f o r  most insurable r t s k r .  It should be 
noted that  governnent immunity may minlmizs these r i s k s  to subs tan t l r l  degree. I n  
order t o  insure that s u f f i c i e n t  reserves are a v r i l r b l r  f o r  posstble catastrophic 
claims (as o f  th i s  date the County and I t s  agencies hav@ not exp r ibnced  rny u t a s t r o -  
phic claims),' i t  w i l l  be necessary t o  channel t o t a l  p r w f u a  roqu lmmnts  under a 
convent ions 1 f i r s t  do1 l a r  program (current program) i n t o  tha $81 f-i nrutrncr Fund. I n 
t h i s  regard, the premium cont r ibut ion would be held a t  tb FY 78 Ioval. Assming that 
incurred claims experience remains a t  projected levels, r substant ia l  r r s e r m  I n  the 
neighborhood of  $5 t o  $6 m i l l i o n  can be accumulated w i t h i n  the next two yaars. At  the 
conclusion o f  t h i s  two-year period, the County would be In 8 pos i t f on  t o  rea l ize  th 
savings under t h i s  program and reduce premium payment t o  the Sel f - lmurunca Fund. Under 
t h i s  scenario General Fund contr ibut ions would equate t o  45% o f  the e s t i m t e d  net 
premium cost i n  R 80. 



1 
/ It should be noted that under the  conventionai f i r s t  d o l l a r  insurance progran, 

there would be an rdd i  t i o n r l  $600,000 In premium cash f l a ~  (above the approprlat i on  

I d. 

leve l  f o r  the County C o v e r ~ n t )  requi red i n  FY 78. The priinary reason f o r  t h i s  

c addi t iona l  cash premium i s  associated w i t h  a substant ia l  increase i n  the uorknmn's 
r ~ : n s a t j o n  modif icat ion ra t i ng  by the Stat8 Govermnt.  I f  the declslon I s  m d e  t o  

5 expand the self-insurance program f o r  the remlnder  o f  FY 78, tho self-Insurrnce fund 
w i l l  be i n a p o s i t i o n t o ' a b s o r b  t h l s a d d i t i o ~ l  $600,06Ocashf lw requlremnt.  , 

Based on a review o f  a l l  costs associated w l t h  the  operat ion o f  a se l f -  
i nsurance fund and projected i nsurance premium, i t  i s est ifnated tha t  savings approach- 
i ng $3 m i  11 ion  f o r  the period through FY 80 wi 11 be rea l  lzed f ran .an expanded s e l f -  
insurance program. It should a lso be noted tha t  the foregoing p r m i u n  savings are  
conservative i n  that  incurred claims w i l l  i n  a11 p r o b a b i l i t y  be greater than indicated 
i n  the pro  forma study, Table A shown on the fo l lowing page i l l u s t r a t e s  the estimated 
savings and f i r s t  year loss i f  the County and BOE implement the expanded self-insurance 
progrun on December 1, 1977. 

A loss i n  fY. 78 wi 11 have t o  be absorbed i f  the County and BOE convert t o  a 
self- insurance program i n  f? 78 o r  FY 79. The f i r s t  year loss i s  due t o  conversion cost 
and penal t ies associated w i th  .the terminat ion of  the three year r e t r o  plans of the 
County and BOE. The County and BOE can avoid the payment of  penal t i e s  under the1 r 

. e x i s t i n g  r e t r o  plans by delaying the implementation of  the.se1f-insurance program u n t i l  
J u l y  1, 1978 (County) and July 1, 1979 (BOE). However, under t h i s  a l te rna t i ve  the three 
year saving would be $55,000 less than the estimated savings associated w l t h  the 
Deceorber 1, 1977 implementation date. I n  o ther  words, the  savings i n  premium under a 
self- insurance posture substant ia l ly  o f f s e t s  the r e t r o  p lan  terminat ion losses and the 
s k n e p  the program i s  implemented the greater the savings. Exh ib i ts  1 and 2 r e f l e c t  the 
annual savings and f i r s t  year loss o f  the program assuming implewntat ion dates o f  
July 1, 1978 and July 1, 1979. 

Since the December 1 ,  1977 implementation date produces the highest three year 
savings, i t  i s  the recommendation o f  the County Executive tha t  the e x i s t i n g  self-insurance 
fund be expanded a t  that  time. An ear ly  implementation date would a lso provide the par- 
t i c i p a t i n g  County agencies w i th  an opportuni ty t o  gain experience i n  the operation o f  a 
se i  f- i nsurance program (1.oss control  management, d e v e l o p n t  of  insurance pol  icy, 
coordinat ion of safety program, etc.) . 

Generally, the premium savings associated w i th  self-insurance are: 

1 .  Funds that are current ly t ransferred t o  the insurance ca r r i e r  f o r  reserve 
requirements fo r  unsett led claims would be re ta ined by the sblf-insurance 
fund and invested. A l l  i n te res t  earnings would accrue to the County's 
Self-Insurance Fund and not the insurance c a r r i e r  whlch i s  the present 
s i tuat ion.  

2 .  The County would invest and r e t a i n  the earnings from the f l o w  of premium 
dol lars.  At the present t ime the insurance c a r r i e r  invests and retains the 
interest  earned on premium do l l a rs  not required f o r  imnediate claims payments. 

3. Insurance ca r r i e r ' s  overhead and p r o f i t s  normally run 2577 o f  incurred 
insurance claims. Under the County's se l f - i  nsurance program, overhead would 
be i n  the range o f  10% t o  1% o f  paid claims. 

4. There are no comnissions under a self- insurance program. 



.. . . .. .- ._., __,.._. ..- ..-. -.-.. . - . .... ___-, *., _. __.._.*,L___ 

: -:; .::< :.. 2: ;~;:~~;$~f~.~~;;+$.~,.** epcws<F2g>;; .> ,, ." . 
; ;  r - .  

.. ., , .* ' :, :"':' . - ' 

.. . .,*.., . . . . ' ;; ---,\.:* *g7,2.$$>.r-7j: ..$t&$:L."!$:?;:- < . .--" ^:i.. .. . - 
- , +L*.** , ?.L<*a:?*+ v<, +$?. G . . - - , l . ! < ~ . +  :: ;.:-.& . ' . - + ,  5 . - present ''lsurance Po1 
,; -. ,.-! . ;!,;<:;.~;;~:i.~.*;;:&,#ywn.rj,;. ::,,. ,,,," . , ;... 'li-:.i" .l ... - -.- . 
. " ,, . < . ; . : : 4 

, . %lor*ncn ' C-cnsat On 

2 .  . * . , , . . .-2;". .& -'.," 
,: . , . +-: - Comprehensive - Auto - Liab - .  

EXPANDED iURANCE PROGRAM COSTS 
START 1 21 1 177 

Premiums 

f 1 i t y  - . . --  - - .- - 
-. 2.  ,. -. . ' ' 

- --. .. -. . 'c: Cocnprehens i ve General L iab i I i t y  3b5 725 bs / , Z Z ~  
Auto. F i r e  and Bo i le r  50,927 96,585 

TABLE A 

Total s - 

E ~ ~ ~ ? s s  L i a b i l  i ty ,  Errors & Omissions 168 1 4 
To ta l  Gross Deposit Premium -. 
Less: ~ i v i d e n d s  (6% W.C.Standard) 100,298 190,200 '409,220 
Less: Retro Returns 933,764 1,889,060 2,236,457 
Tota l  Net Cost Under Present 

I nsurance Pol icles 1,702,549 3.1 10,872 3,263,469 $8,076,890 

Expanded Sel f-I nsurance Proqram Costs 
Claims Service - Payment Fund . 792,860 .1,367,M0 1,367,000 
Claims Service - Administrat ion -95,700 165,000 165,000 
Haryland IndurtrSal  Acc. WC. Tax u,m 91,900 . 98.700 
Legal fees 40,600 .7O,OOO 70,000 
Cost o f  Continued Pol ic ies  50,92z . 96,586 106,244 

Total  Sel f - l nsurance Costs , Annual , 
.. Before l n t e r e s t  . . 

, - 

Special Conversion Costs, Penalt ies 
Projected Retro Adjust, Lost 1977-78 

- . -  - 

p ro jec ted Retro ~ d j u s t .  Lost P r i o r  77-78 
. Shot t Rate Penal t i e s  o f  Cancel 1 a t  ion 

ln te res t  Accumulation Estimates from.Se1f~lnsurance 
Total  I n te res t  Earned f o r  Period 9 1 ,123 391 ,011 500,000 982,734 

Total  Costs Under Expanded Proqram - 
Total  Sel f - l  nsurance Costs 

Before In te res t  1,026,487 1,790,486 1,806,944 . 
Tota l  Special Conversion Costs, 

penal i ies  1,580,212 - - 
Total  Expanded Prwrsm Costs 

Before l nterest  2,6O6,700 1,790,486 1,806,944 . . 

Less: In terest  Accumulation 91,721 391,011 500,000 
Net Total Expanded Sel f - l  nsurance 

Program Costs 

Compar i son t o  Present l nsurance Pol i c y  Premium Costs 
Costs of Present 4 nsurance 

Temporarily Continued $ - $ -  $ - 
Net Total Expanded Sel f-l nsurance . - -  

Program to; t s  
Tot 31 Costs Under Expanded Program 

- 7 .  .- - -  
Tota l  Net Cost Under Present insurance 
'Po1 ic ies  

Ant ic ipated Savings (LOSS) 



a. 

Fol lwi  ng are the spec i f i c  recommendation 
o f  s t a f f  nmbers of each o f  the p a r t i c i p a t i n g  agencies: 

I. That the County Goverrment sssune insurance r i s k s  (for the County, BOE and Hmt- 
golnary Col l eg4  associated w i t h  workmen's crmpensat Ion, comprehensive auto 1 iabl  l i t y ,  
m d  comprehensive general l i a b i l i t y ,  i n  add i t i on  to selected Insurable r i s k s  not 
under contract or  obtainable from an insurance ca r r i e r .  

2. That the ex i s t i ng  self-insurance fund be expanded t o  p rov i  de comprehensive coverage 
fo r  pa r t i c ipa t ing  County agencies. Under t h i s  program I t  wf11 be necessary t o  obtai 
se l  f- i nsurance c e r t i f i c a t i o n s  from the State o f  Mryland, Workmn's Cornpensat ion 
Commission Fund and the Dspartwnt of hotor  Vehicles. 

. . -  . 
3. That the assets and l i a b i l i t i e s  of the e x i s t i n g  property self-insurance fund which 

provides property coverage for the BOE and County Govarmmnt be u t i l i z e d  i n  the 
expanded County-wide self-insurance fund. Th is  recanasndatfon w i l l  have the a f f e c t  
o f  providing $1.7 m i l l i o n  i n  surplus t o  the expanded fund and serve as a reserve - f o r  a l l  exposures insured by the expanded fund. 

4. That an l nteragency lnsurarce Panel be created and tha t  each par t  l c l p a t i n g  agency 
appoint one representative t o  the Panal. The p r inc ipa l  respons ib i l i t y  o f  the Panel 
would be t o  formulate insurmce pol icy,  review claims, evaluate loss cont ro l  
programs, etc. . . . .  - - . . C 

5. That the County Council appropriate insurance cont r ibut ions f o r  a l l  agencies direct1 
t o  the Self-Insurance Fund comnencing i n  N 1979. Under t h i s  atrangemant, the Count 
Government would be lega l l y  responsible for providing i nsurance protect  lon t o  the 
foregof ng agencies. This would el irr.Inate the need t o  &tern ins  premium levels f o r  
these agencies and i n  add i t ion would requ i re  the County C+uncii t o  appropriate funds 
t o  maintain s u f f i c i e n t  claim reserves. 

6 .  Part o f  the premiun savings o f  the Self-Insurance Fund should be used t o  improve the 
accident prevention program f o r  a l l  agencies i n  the County, The most important 
element o f  a successful r i s k  management program i s  loss cont ro l  management which a t  
a m i  nimum 'requires a h igh ly  e f f e c t  i ve safety program. 

7. That a fu l l - t ime at torney and administrat ive aide be assignsd t o  the Self-Insurance 
,Fund t o  administer the rout ine legal  requirements of  the program. Funds f o r  these 
two posi t ions would be obtained from the Self-Insurance Fund. 

That the County contract w i t h  an independent claims admin is t ra t ion f i r m  t o  process 
claims brought against the Self-Insurance Fund. I n  t h i s  regard, proposals have 
been received under the formal b i d  process from three clalms administrat ion f irms. 
The f i r m  o f  L.A. RElD ASSOCIATES, INC. o f  Bethesda w i l l  be placed under contract 
t o  provide the insurance claims service. A separate o f f i c e  w i l l  be established by 
RElD ASSOCIATES t o  operate the kntgomery County clafms service. REID ASSOCIATES 
w i l l  also provide assistance t o  the interagency Insurance Panal i n  establ ishing 
adequate reserves f o r  the Self-Insurance Fund. A descr ip t ion o f  the claims service 
that  R E I D  ASSOCIATES w i l l  provide i s  attached (see Exh ib i t  3 ) .  

9 .  That  insurance pro tec t ion furnished t o  the w r t l c i p a t i n g  agencies by the Sel f -  
Insurance Fund wi 1 1  not be less than the coverage provided under the FY 78 indepen- 
dent i nsurance programs. 



t A Conceptually stated, under t he  proposed Self- lnsuranab Program the County w i l l  
4 1  o p t r a t e  an insurance company t h a t  w i l l  have the  lega l  resporlstbility af prov id ing  

9 3 i nsuranpe p ro tec t  i on  t o  the p a r t  i c i  pa t  i ng agtnc i  es. Based on pfoj ectad i nsursnce 
! , premiums and loss experience, t he  County and i t s  rgsncl6s would t-1 it. a savings of  

$1.7 m i l l i o n  i n  the f i r s t  f u l l  year of operat ion.  It should be r e i t e r a t e d  once again 
t h a t  the  s t a f f  recomnendation does not c a l l  f o r  ob ta in i ng  e x w f r  coverage fo r  workmen's 
cmpensat imand comprehensive auto and general l i a b i l i t y .  

The County, BOE and H o n t g m r y  College should be In r p u s i t i o n  t o  cancel present 
coverage and t r ans fe r  t h e i r  insurance requirsmsnts t o  t h e  Self-insurance fund by 
Oecember 1, 1977, I n  t h i s  regard, i t  w i l l  be necessary t o  ndk0.8 f o r m 1  presentat ion 
of  the  p lan  t o  the  Board of Trustees of t h e  k n t g r n e r y  College on  Uovmber 17, 1977, 
and the  e lec ted  members of  the  BOE on November 18, 1977. (Sea Program Schedule 
E x h i b i t  4). The on ly  w u n c i l  ac t i on  requ i red  i s  t he  adop t l on  o f  the  re3o lu t i on  approv- 
i ng  the expansion o f  t he  e x i s t i n g  Se l f - lnsurante  Fund. 

It i s  a l so  important t o  note t h a t  t he  expanded k l f - l n r u r a n s e  P r u g r n  will have 
v i r t u a l l y  un l im i ted  f l e x i b i l i t y  i n  t h a t  any insurable r isk  a n  be covered. I n  t h i s  
regard, the County would be i n  a p o s i t i o n  t o  provide i n ~ u r a n ~  cowraga f o r  professional  

. l i a b i I . i t y ,  e r ro r s  and omissions, and police l i a b i l i t y ,  ate, ,  whlch csMnt bs obtained 
from the  insurance comrmni ty .  

Pursuant t o  8111 7-76, insurance coverage may be prov ided t o . o t h s r  govsrmental  
agencies by contractual  arrangement. I n  t h i s  regard, if the  Self-Insurance Fund i s  
expanded," conjracts p rov id ing  f o r  i nsurence &vetage ni 11 be executed between the par- 
t i c i p a t  i ng  agencies and the  County Government. I n  o r d e r  t o  a m i d  any unnecessary delay 
associated w i t h  supplemental appropr iat ions,  t he  p a r t i c i p a t i n g  agenc1.s inc lud ing  the 
County G o v e r m n t  wi 1 l be b i  1 l ed  by the Sel f-I nsurance Fund f o r  any unsneunbered 
insurance appropr iat ions remaining a t  the  date the agewy IS i m u r e d  by the Self- 
Insurance Fund and any refund o f  premium due t o  c8ncrllatim of  insurema. As indicated 
e a r l i e r ,  fu tu re  Self-Insurance Fund con t r i bu t i ons  w i l l  be appropr ia ted  d i r e c t l y  by the 
County Counci 1. 

I f the Self-Insurance Fund proposal i s  approved, t he re  w i  I I be c r t t a i n  r i s k s  t ha t  
w i l l  remain w i t h  insurance companies. These insurance covzrrrg.s I n c f d u  excess 
coverage on County bu i ld ings  and f i r s t  d o l l a r  covaruga on b o l l r r s ,  wrr ty  bonds, the f t ,  
e tc .  Since the premiums on these coverages are r o l a t f v a l y  m u l l ,  I t  I s  not proposed 
a t  ' t h i s  time t o  se l f - insure  these r i sks .  Honsver, t b  t f V t e r w ~ y  I m w e ) ~ ~ .  Panel w i l l  
review a l l  nonself- insured coverage and meke reeomnrndetfbna to the Cowvfy bvotnment 
w i t h  respect t o  the f e a s i b i l i t y  o f  assuming these risks. 

I n  order t o  operate a successful r i s k  manegment ptOgtmn, i t  wi 1) bi necessary t o  
increase the leve l  o f  serv ice i n  the  acc ident  p revent ion  and cla ims admin is t ra t ion  
areas. I n  order t o  proper ly  r e f l a c t  t he  r e l a t i o n s h i p  b t w a e n  th octuprtlenrl h r a l t h  
program and the r i s k  managemunt program and t o  ensuto proper -st bfs t r ibu tEon o f  the 
employee medical section, the  Se l f - l  nsurance fund ~hcwfd f w d  the rmpbyeo mdfca l  
sec t ion  beginning N 1979. At the presant t ime there  rrr SIX f u l l - t i m e  and OM par t -  
t ime employeesthat are associated w i t h  occupational health pmgrmi that 8rr wrdcr the - 

. d i r e c t i o n  o f  the Health Department. The day-to-dry m h l n i s t r a i o n  of th. unptoym 
medical sec t ion  should remain I n  t he  Heal th Department, w i t h  the Of f l ce  o f  Safety and 
I nsurance responsible fo r  the development of a comprehens i v o  occupat ionr 1 hea 1 t h  p r o g r m  

as p a r t  o f  i t s  r i s k  management program. 



A comprehensive loss control  program w i  1 1 ba s ta r ted  i n  PI 79 wht ch w1 1 1 I nc 
addi t iona l  o c c u p t b n e l  hea l th  o c t f v i t i e s  i n  strees tes t ing,  a lcoho l fc  traatmsnt and - 
a c loser review of  the treatment provi  dad in ju red  County anployees, 

~ t t a c h e d  Exh ib i t  5 i s  a proposed ma'naguaent u n i t  (organizat ional  chart) to carry 
out t h e  responsibi 1 i t i e s  of a r i s k  mrnrgsmsnt program. The proposed organization ' ca l l s  
for the creat ion o f  twc, addi t iona l  pos i t ions for accident prevention spec ia l is ts  
during N 1978. I n  t h i s  regard, i t  should be msntioned tha t  under a Self-Insurance 
Program i t  w i l l  be necessary f o r  theCounty to  provide engineering and safety services 
formerly provided by the insurance company. I am also at tach ing a proposed reso lu t ion 
f o r  cons i derat Jon by the County Counc i I .  (Exhi bl t 6) . 

It should be noted that  once the Self-Insurance Fund I s  underway, i n  e f f o r t  w t l l  
be mde t o  b r ing  the Park and Planning Conmaissfon and F i r e  S i r v i ce  under the Program. 
ny  s t a f f  w i l l  be ava i lab le  t o  discuss the various elements of, t h i s  proposal a t  the 
convenience o f  the County Counci I .  



CURREW AND PROJECTED INSURAIKE cem VS. 
EXPANDED SELF-I NSURANCE PROCRAn COSTS 

PROGRAn START 7/1/78 

1 / 7 7  ? i l l *  7A/7e 
6130178 Totals 

Present Insurance Pol lcy  Premiums 
Workman' s Compensa t ion $ * $ * $ *  
Comptehcnsive Auto L i a b i l i t y  
Com~rehens i ve General L lab i 1 1 t y  
Auto, F i r e  and Bo i le r  
Excess L i a b i l i t y ,  Errors b Omissions 

Tota l  Gross Deposit Pranium 
Less: Dividends (6% ~ . ~ . ~ t a n d a  rd) 
Less: Retro Returns 
Tota l  Net Cost Under Present 

Insurance Pol i c ies  1,702,549 3Jt10s872 3S3,469 $8,076,890 

Expanded Sel f -I nsurance Proqram Costs 
C l a i m s  Service - Payment Fund - - f * 
Claims Service - ~ c k i n i s t r a t i o n  - . . 
Maryland fndust r ia l  Acc. VC, Tax - 
Legal Fees o 

Cost of Continued Pol ic ies  - 
Tota l  Sel f -1 nsurance Costs, Annual , 

Before In te res t  - ,.,790,= 1 m , *  

Special Conversion Costs, Penal t ies 
Projected Retro Adjust. Lost  1977-78 585 ,S@ 9 - 
Pro jec ted Retro AdJust. Lost  P r i o r  77-78 134~3% 9 - 
Short Rate Penal t ies o f  Cancel lat ion - 

I n t e r e s t  Accumulation Estimates from Sel f - lnsuknce - 2 8 7 , f S  463,646 Tota l  l n te res t  Earned fo r  Period 

Total  Costs Under Expanded Proq'ram 
Tota l  Sel  f-l nsurance Costs - 1,790,486 lBob.944 - 

Before In terest  9 1,~?0,486 1 , 8 0 6 . ~  
Tota l  Special Conversion Costs, 

Penal t ies (719,949 - - 
Tota l  Expanded Program Costs 

Before l ntercs t  a 1,79a,m '1,W,944 
Less: , In te res t  Accumulation - 287,398 463,646 
Net T ~ t a l  Expanded Sel f - l  nsurance 

Cornpar ison t o  Present l nsurance Pol i c y  Premfum Costs 
Costs o f  Present l nsurance 

T emporar i 1 y Cont I nued $2,422,494 $ - $ - 
Net Tota l  Expanded Sel f-l nsurance 

Program costs 
To ta l  Costs Under Expanded Program 
Tota l  Net Cost Under Present l nsurance 

2.4;2,494 -%%% '%%% $5,268.880 
Pol i c i e s  

Ant ic ipated Savings (Loss) 

* Figures are the  same as Table A included i n  memorandum. 
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CURRENT AND PROJECTED INSURANCE COSTS VS. - + S-:. .+.pz-.v‘n~- 

EXPANDED SELF-INSURANCE PROGRAH cons  * c-: 
<-:- ' . I - ' -  

PROGRAH START 7/1/79 

1 1 2/1/77- 711 /78- 7/1/79- I 

6 3 0 7  6l3W72 61 301 00 Total s 
Present Insurance Pol icy  Premiums 

I c Workmen: s Compensation $ * $ * $ * .c: Comprehensive Auto L i a b i l i t y  
tomprehsns i ve General Liab i 1 i t y  
Auto, F i r e  and b o i l e r  
Excess L i a b i l i t y ,  Errors & Omissions 

To ta l  Gross Deposit Premium 
Less: Dividends (6% W.C,~tandard) 
Less: Ret ro  Returns 
Total  Net Cost Under Present 

Insurance Pol icles 1,702,349 3,110,872 3,263,469 $8,076,890 

Expanded Sel f -1 nsurance Proqram Costs 
Claims Service .- Payment Fund - 635,000 1,367,000 
Claims Service - Administrat ion 82,500 :lW,OOO 
Maryland ~ n d u s t r i a l  Acc. WC. Tax 26,000 * 98,700 
Legal Fees 35,000 70,000 
Cost of Continued Pol i c i e s  96,586 lO6,.244 

Total  -Sel f - 1  nsurance Costs, Annual , 
; Before I n t e r e s t  875 ,086 1 ,686,944 

Special Conversion Costs, Penalt ies 
Proiccted Retro Adjust, Lost 1977-78 
pro jec ted Retro ~ d j u s t .  Lost P r i o r  77-78 
Short Rate Penal t ies o f  Cancellation 

ln te res t  Accumulation Estimates from Self-lnsurence 
Total  I n te res t  Enrned f o r  Period ' 166,875 359,182 

Tota l  Costs Under Expanded Proqram 
Total  Sel f-l nsurance Costs 

Before f nterest  
Total  Special Convers Ion Costs, 

Penal t i e s  
Tota l  Expanded Program Costs 

Before l n t e r e s t  
Less: l n t e r e s t  Accumulation 
net Total  Expanded Sel f - l  nsurance 

Program Costs 

Comparison t o  Present l nsurance Pol i cy  Prunlum Costs 
Costs o f  Present Insurance 

Temporar i 1 y Cont l nued 51,702,549 $1,417,392 $ - 
Net Total  Exwnded Sel f-l nsurance 

Program c&ts 
Tota l  Costs Under Expanded Program 
Total  Net Cost Under Present l nsurance 
Pol i c i e s  1,702,542 

Ant ic ipated Savings (Loss) $ - 
* Figures are the same as Tab1 e A included i n memorandum 



MONTGOMERY COUNTY CLAIMS SERVICE 

A service Agency of L. A. Reid Associates, Inc. 
Bethesda, Matyland 

OBJECTIVES 

TO represent Montgomery County's Self 'Insurance Program in 
a professional manner. 

TO conduct investigations and adjustments w i t h  fairness, 
eompetenace and integrity, 

TO be unprejudiced in our relationships. , 

To be factual in all of our reports, 

TO achieve economy for the Self Insurance Prograaa. 
To render the highest quality of service. 

To achieve harmony with our clients. . . 

FACILITIES 

L.. A .  Reid .~sgociatea, in=. will provide .=parat= bf f ice facili- 
ties for the servicing of Montgomery County claims. Beparake 

stationary will be utilized. A separate kalephone system will 
2 

be installed. Our adjusters will be provided with vehiclee 

containing two-way radios to insure the most prompt service 

possible, 

ADMINISTRATION 

Management and supervision of Montgotaery County C l a i m  Service 
will be assigned to William D. Hodgen, Vice Preeiflent Of L. A. 
Reid Associates, Inc. Mr. Hodges will be available to the super- 
visory personnel of the  county agencies involved for queatiuns 
br problems that may arise at anytime. All of the experienced 
personnel of our organization will be available to the Program. 

ASSIGNMENT OF CLAIW 

Upon assignment of a claim a file will be created andl an txper- 

icnccd adjuster assigned to the case. The County will be made 

aware of the adjuster handling the Case as w e l l  an the file num- 
ber assigned to t h e  case. The adjuster assigned to the Case will 

make contact with the involved person (s) promptly but not later 
than within twenty-four hours after assignment. 



REPORTING PROCEDURES 

First Report: The adjuster assigned to the claim will report to 
the County within fourteen days after assignment.' The ~irst 
Report will reflect the coverage; nature of the loss; the facts 
uncovered by investigation; the determination of liability, and 

the amount of monies to be. reserved for the claim i'f the'i:diinty 
is liable, 

In most instances we are hopeful the claim can be concluded on a 

first call basis by the experienced adjuster. In most cases the 
First Report -will be a First arid Final and if the County is liable 

the report will reflect the amount of monies to be paid and to 

whom the monies are to be paid. In serious cases the responsible 

party for the County will be notified by the adjuster as to the 

liability exposure immediately after he contacts the person (s) . . . - .  - .  . . 
.involved in the claim. . . 

Interim Reports: L. A. Reid ~ssociates, Inc. will render Interim 
~e~o$ts every thirty days subsequent to the initial report on cases 

which cannot be concluded on first call. 

Settlement: If Mntganery County delegates authority to L, A. 

Reid Associates, Inc. to conclude the claims assigned, checks will 

be issued by our facility as soon as the adjuster determines liabil- 

ity and the amount of loss. 

Final Reports: Final Reports to the county will reflect the 

adjuster's determination of coverage, liability as well as the 

damages involved. The adjustment prooess used by the adjuster to 

determine amount of payment will be fully explained in this report, 

A complete report for review by Montgomry County personnel will be 

made if the amount of monies exceeds the delegated authority. 

LITIGATION 

L. A. Reid Associates, Inc. will provide a list of competent 

attorneys for Hontganery County's selection to represent the County in 

cnses,involving litigation, We will assist the designated counsel 

with whatever he needs to properly protect the interest of 

Montgom5ry County in litigation. 



STATISTICAL 

Statistical reports w i l l  be furnished te mt9-V f w W  
1 A 

4'- thirty days. The reports will include the number of araignments 

T< received from the designated agencies3 the nature of the c laba  
the amount paid, if any, and the nunrber OF assignments closed. 
Sufficient detail  will be given for a atatiatical uralyaia of 
the causes of c l a i m  arising out of the Fund. O w  monthly report 
w i l l  be designed to provide whatever statiatAca1 infolrnration the 

County may desire. 

- 
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SELF- I NSURANCE FUND MPANS l ON PROGRAH SCHEDULE 1 li. -,-f"".l""+ .Fr . rye 
, <'..,-,b 

. ... r7, r 

Send Counci 1 Staf f  program descr ip t ion f o r  Council agendh, , i ..+;,.,s 
.a 9 -  - . ..",-fz. 

" .. - 
Obtain County Attorney's opinion. 

Send c ia  ims service contract t o  Reid Associates. 

B r i e f  Council on program. 

Send BOE s t a f f  program descr ip t ion and refund agreement f o r  BOE 
meet i ng packet. 

Send Montgomery College program descr ip t ion and refund agreanent f o r  
Board packet. 

Council pass reso lu t ion approving Self-Insurance Program and author iz ing 
using ex i s t i ng  insurance appropr iat ion included i n  non-departmental . 
accounts and funds i n  property se l  f- insurance fund. 

Cancel ex is t ing insurance contracts t o  be e f f e c t i v e  12/1/77. 

prepare aud i t  procedures f o r  program fund. 

Br ie f  Board o f  Trustees o f  Montgomery College on program; have than 
approve refund agreemeant and agree t o  enter program !2/1/77. 

B r i e f  BOE on program; have them approve refund agreement and agree 
t o  enter program 12/1/77. - . .  

9 

Advi se a1 1 Agencies and Departments o f  new Sel f-I nsurance program. 

Prepare program regulations f o r  approval and adoption by the CAO. 

Trustees o f  f i r e  self- insurance program meet t o  vote the fund out o f  
existance and t o  t ransfer funds t o  sel f- insurance fund. 

B i 11 insurance premium accounts o f  County t o  ob ta in  any unexpended 
funds for sel f -  i nsurance funds. 

Receive approval o f  Workmens' Compensation Carmission fo r  Cwnty, BOE 
and Montgomery College t o  sel f- insure. 

P r in t  new claim forms. 

B i 1 1 BOE and Hontgomery Col 1 ege f o r  unexpended premium funds. 

Send claim forms f o r  accidents which occur 12/1/77 o r  any day a f t e r  
12/1/77 t o  Reid Associates. 

Place prepaid premium refunds received by County from insurance 
companies i n  Sel f- l  nsurance Fund. 
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B ~ L I  HO. i6-78 

Dr* no. 6 Date: # 2  - 4 / 7 / 7 8  

Introduced: 3/7/78 

Expiration Date: 9 /  7/ 79 

Enacted: 

%Y: Council President at the requeat of the County R8cutive; 
Corponsored .by Councilmember Msnke 

- --- 

AN ACT to  amend Chapter 20, t i t l e  "Finance", Montgomery County Code 1W2, 

M mended, by repealing and re-enacting, w i t h  smenbenta, Section 

3 20-44, t i t l e  "Comprehensive I m e n c e  and Self-Iasurs~lce R 
10 REDSIGNATE IT AS SECTION 20-37. AND 'TO ADD IT TO d NEW ARTICLE VII TITLE "I-' .; 

4 fo r  Employees- I m a n c e  and ~ o s p i t a l i z a t i o n ' ~ / t o  prMde for a 

comprehensive insurance program t o  protect cit ieene oad the County 
A 

2 
government, i ts public o i r i c i a l a  , employees and agents; to prcw!.de 

t h a t  such compreheneive insurance program nray include the purchsee 

of insurance from surety compa~les or ,  i n  the  a~tesuative, prod& 

for  m d e d  self-insurance, o r  a combimtian tbereof, to pravide 

authorization to cooperate i n  the  program with the kntgomsry 

County Board of Education, Montgomery College, f l r e  b p a r t ~ r e n t s  and 

rescue squads, the Montgomry County Revenue Authority, the Housing 

Opportunities Commission, and any other governmental agenciee; to 

provide for  the defense of claim8 by the  County Atbraey  i n  

accordance with the Montgomery County Charter; t o  provLde f o r  a 

aelf-insurance program with an annual appropriation t o  pravide f b d s  

for  the progrem; t o  provide fo r  an Interagency Insurance Ptmel t o  

sdminister the self-insurance program; t o  provide t h a t  the Interagency 

Insurance Panel sha l l  prepare an snnual budget tor the  s e l f -  

insurance program to be submitted to the Montgomery Cuunty Executive; 

t o  provide that  the Interagency Insurance Pew1 s h a l l  keep minutas 

of meetings and prepare s ta tus  reports ; and to expreas' the leg i s l a t ive  

in tent  that  the provirrions of this Chapter do not const i tu te  a waiver 

of sovereign or governmental inmunity. 

nt it Enacted by tho County Col~r~c i 1 for Montgomery County, Maryland, t ha t  - 

Exhibit I; 



Sec. 1. Section 20-44, t i t l e  "Comprehensive I~urancs &d Self 

Iruvrance Program", of Chapter 20, t i t l e  "Flarrace"., Mont@uBry c&ty 

Code 1972 M amended, is hereby repealed and re-enacted with smsnbmsatr 
AND A NEW ARTICLE VII IS HEREBY ADDED 
/ t o  read as follown: 

37. ARTICLE VII. INSURANCE 
Sec . a  20-bkl Cotuprehearrive Insurance and 8elf-Inmaranee Program. 

(a) It i s  the policy of the County government to prod& .n aUepuatc 

comprehensive insurance program t o  compensate for  iaury to persons or 

damage t o  property resulting from negligence or  other wrougfbl act8 of the 

County's public off ic ia ls ,  employees, and agents snd to povlde  protection 

for  property of the County and for off ic ia ls ,  employet8, and [agencieq 

agents acting within the scope of the i r  duties. - 

(b) The County is hereby authorized and empowered to Bdopt o r  i m t a l l  

a plan or  system of group health and l i f e  insurance and group hospitalization 

i n  cooperation with the eplployeee or any portion thereof i n  sny ofl ice ,  pgpncy 

or  branch of the government of the County and with p8td employees of qururi- 

public i n  the 

such ss f l r e  departments, whenever it may deem such t o  be utvieable i n  the 

interest  of the health, comiort and welfare of the County. 

(c)  The County i s  [ hereby] further authorized and tmpowered to provide 

for an adequate comprehensive insurance program t o  coarpennate fo r  injury or 

death of persons or damage t o  property resulting irom negligence, deprivation 

of c i v i l  rights,  malpractice, o r  any other type of civil o r  tortiow sctloa 

resulting from t h e  negligence or wongfil  ae t  of my public o f f i c i a l ,  agent, 

or employee within the ncope of o f f ic ia l  duties. !be County 18 a b o  hereby 

authorized and empowered to  provide for  an adequate comprehensive inuursnce 

prouram including but not limited t o  comprehensive gsneral liability, autoL 

f i r e ,  hoiler,  workmen's compensation and comprahansiva auto l i ab i l i t y .  Ths 

insurance program may be provlded by purchase of iaaurance coverage from 

insurance companies-authorized t o  do business i n  the State of Msrylend or  

it may be provided by a self -ineurance program hrnded by .-ppropriations by 

the County Couricil or by a canbination of purchssed insursace coverage and 

self-insurance( . ) , subject t o  the granting of a l l  aecesutuy approvale by 

the State of Maryland for the self-insuring of workmen's eompe~at ion and 

comprehensive auto l i ab i l i ty  coversge. 



&b p -q r .~~ , .  l.?~ inatlrmuo P~OQTM ihal l proddo for defmnee of c l a i m  as us11 

rs cacnpanration for damage8 m d  tha County is rruthorieed wltha the l imf t r  of 

appropriation8 of the f'unded ineurence program to engsge necesearg clrrims 

investigator8 md adjusters,  t o  provide for  defense wlth at- t o  be 

re lected UI provlded i n  the Charter, a ~ d  to  s e t t l e  claims and p.y Lswrul 

(d)  The County i s  fur ther  authozized t o  cooperate with ernd enter  i n t o  
PARTICIPATING AGENCIES, INCLUDING, BUT NOT LIMITED TO, 

agreement8 with bhe Montgomry County Bomd of Education, tbe iFre depart- 

ments and mecue squads, Montgomery College, the  Montgomery County Revenue 

Authority, the Housing Opportunities Commiasion, any bi-county.agency, 

any municipality, or  any other governmental agency within o r  without the  
PROVIDING 

Sta te  of Marylan$ for the purpoee of obtsining and appravlng/cuu!prehensive 

insurance coverage In  the  most economical manner. A PARTICIPAm ffim 
INCUDES THE PUBLIC OFFICIALS, FMPFMPU)YEES AND AGEN'S OF 'IHE PARTICIPATING AGENCIES. 

A SELF INSURANCE PROGRAM IS ESTABLISHED SUBJECT TO THE FOLLOWING CONDITIONS: 
b 

18 crested -~tbelf-ineurance program which ahal l  be hown ss the  Montffameq 

19 C m t y  Self-Ineurance Propam. Regulations governing the  administration 

20 of the .Montgomery County Self-Insurance Fund s h a l l  be approved by t h e  Chief 

21 Administrative Officer of Montgomery County. , 

2. The County Attorney ahal l  provide defense for claims 
ITS P U R I J  C O m A L S .  Lb- ANDENTS 

I 23 w a i n s t  each participating agency/ and sha l l  consult  with and rrihri~e 

24 coinsel  f o r  each participating agency ss to the  statue of each claim 

2 5 a p i n a t  the participating agency. Legal counsel fo r  the p a r t i c i p a t i ~  

26 egency m a y  e l e c t  t o  enter into the defknse of m y  c l a i m  against the  

'27 p t i c i p r t i w  agency, but 8uch participation r h a l l  not be funded out 

28 of the self-inrrurance program unle8s authorized by the County Attorney. 

29 3. -TjSsbkll+y h u r a n c e  protection huaiehed t o  the par t ic ipat inq 

30 agencies by the Mont~mery County Self-Insurance Rogram w i l l  not be less  

3 1 than the coveraue provided under the independent i n a u r ~ c e  programs of the 

32 par t ic ipat ing agencies when they begin t o  receive coperage f'ran the  Fund. 

33 4. The County Council upon the recotmendation of the County 

34 Executive, ahal l  annually appropriate t o  the Montgomery County Self -  

3 5 Ineurance Program eufficient funds t o  provide fo r  the Pro~ram's premium 



coat,  c l d m  expense, and adequate claims reserves i n  addit ion t o  p r o v i a n g  

f o r  the opera t iw  requirement8 of the  Prop;ramts r i s k  rnsnwement operation. 

Monies f o r  the Montgomery County Self-1~8u~tmce R w a m ' e  f l r a t  fiscal 

year of operation will be appropriated at not l e s s  than the  precedlnk 

year* e total pyerni~~m level of all p a r t l a i p a t i w  yencien u n t i l  the unen- 

rltutaLy pracotling 

f l e c a l  yearto t o t a l  appropriation level  for a l l  par t ic ipat ing qenc iea .  

Thereafter, the  appropriations fo r  the Montgamery County Self-Dmurance 

Program K i l l  provide fo r  premium costs,  c l a i m  expxme, r i s k  mmqqsment 
UN 

promam coats and suff ic ient  increaocs to  the~ncumbeted claim8 reacme 

t o  maintain t h i s  reserve of one percent (15) of the preceding f i s c a l  year'e 

t o t a l  appropriation level  for  a l l  part icipating agen c ies  . 
5.  An Interagency Insurance Panel is established t o  advise the par t ic ipat -  

ing agencies on r i s k  management and a l l  aspects of a comprehedive lose  
' 

control  program fo r  the MonQomery County Self-Insurance Program. 

T H E  PANEL WILL PREPARE STANDARDIZED PROCEDURES FOR REVIEW AND APPROVAL 
BY. T H E  C H I E F  A D M I N I S T R A T I V E  O F F I C E R  OF MONTGOMERY COUNTY. me pmel 

will consist  of one representative ejch from the p a r t i c i p a t i ~  wencies ;  

The Montgomery County representative s h a l l  be the Director of the Montgomerx 

;County Department of Finance, who s h a l l  s e m  as Chairman of the  Panel. 

The repreeentative from each other part icipating agency s h a l l  be designated 

by the Administrative Officer of the p a r t i c i ~ a t i n g  agency. Such appointments 

s h a l l  remair in e f f e c t  u n t i l  such time as the County's Finance Director is  

advised t h a t  a new appointment t o  the Panel ha8 been made. 

6. The Interagency Insurance Panel sha l l  prepare an annual budget fo r  

the  Montuomery County Self-Insurance Pro~ram which s h a l l  include a l i s t  of 

charge-backs required t o  provide insurance coverage t o  those County 

de~ar tments  and funds t ha t  currentlv are charued by the County's Mnsnce 

Department f o r  t h e i r  insurance coverage. The Interagency Insurance Panel 

s h a l l  a lso  include i n  the budget the amount which is  required to adequately 

find the Montuomery Countv Self-Insurance Promam's unencumbered claims 

reserve according to  the standards contained i n  t h i s  Chapter. 

The Panel s h a l l  contract with an insurance coneultant as nece8se.w t o  

a a s i a t  them in  s a t t . i n ~  the claims resenre requirement and r a t e  estimates 

contained i n  t h e i r  rccornrnended bubgst. The proposed budget of tbe 

Montgomery C~xn ty  ~ e l f l ~ n s u r a n c e  ~ro&am shall. be suhmittcd t o  the 

Admlnirrtr_atii Off I cqr r ~ f  e c h  part4.r l j z ! . t n ~  a p n c y  ljy t h e .  1nterciganc.z 
8 -- 

Insurmcc rJancl no l a t e r  tlran Nnvamljc!r f 1r.o t of each- ,year. Any comments 



i S  - - . ..J 
b .  

a i c h  these o f f i c i a l s  wish t o  make on the propored budget of the  Montgocnsry 

County S e l f  -Insurance Program s h a l l  be r e  turnad t o  the  I n t e r w n c g  I m r m c e  

Panel by November twelfth ( l2th) of t h s t  year. The Interagency Insurance 

Penel s h a l l  lrubmit the proposed budget of the Montgomery County 8elZ- 

Inrrurance Pro&m along wlth a l l  coamentrr received from Adminirtrative 

Officers, lf any, t o  the County Executive, not l a t e r  than December 1st 

of t h a t  year. The Interagency Insurance Paoel s h e l l  a lso  prepare s Ust 

of a l l  s a fe ty  re la ted  expenaes which they f e e l  should be placed i n  the 

ic ipat ing agencies along with a deta i led  3ust i f ica t ion for 
S 

such hrpravemnts. This l i s t  s h a l l  accompany the proposed budget of the  

Montgomery County Self-Insurance Program throughout the budgttary process. 

7. Copies of a l l  meeting minutes and applicable s ta tue  reports 

prepared by the Interagency Insurance Panel aha l l  be provided t o  the  

Administrative Officer of each par t ic ipat ing sgency. Copies of a l l  

6tmdardlzed p rocehres  developed by the Interagency Insurance P m l ,  
* 

i n  accordance with the reauirements of t h i s  C h a ~ t e r .  s h a l l  be rrrovlded 
- -- - 

t o  the Administrative Officer of each part icipating agency, following 

t h e i r  approval by the Interagency Insurance Panel and the Chief 

Adminis t r a t i v e  Officer of Montgomery County. 

( f )  No provision of t h i s  Chapter, o r  my regulation8 formulated 

pureuant t o  t h i s  Chapter, s h a l l  consti tute,  o r  be interpreted em, a 

waiver of the r i g h t  of the County t o  r e l y  on and r d s e  the defense of 

sovereign o r  governmental immunity on behalf of the County or  any 
- - 

par t ic ipat ing agency when deemed appropriate by the County o r  the 

per t ic igat inn aizencv, 

Sec. 2. Severabil i ty 

The provisions of th i s  Act are severable and i f  any provision, 

sentence, clause, section or par t  thereof i s  held i l l e g a l ,  invalid or 

unconsti tutional  o r  inapplicable t o  any person or  circumstances, such 

i l l e g a l i t y ,  inval id i ty  or  unconeti tutionali ty or  inappl icabi l i ty  s h a l l  

not  a f f ec t  or inpai r  any of the remaining provielone, sentences, c l e w e s ,  

sections or  part8 of the Act or t h e i r  application t o  other persona or  

circumstances. It ie hereby declared t o  be the legis la t ive  in t en t  t h a t  

t h i s  Act would have been adopted i f  such i l l e g a l ,  invalid or unconsti- 

t u t iona l  provision, sentence, clause, section or  pa r t  had not been included 
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therein and if the perron or circuno tancer to which the Act or any part 

thereof i s  inapplicable had been specifically exempted therefrom. 

Sec. 3. Effective Date. 

The Council hereby declares that an emergency miats and that -this 

lsgi~lation' 18 necea~ary for the irrmcdiata protection of public health and 

safety. Therefore, this A c t  shall become effective on the date on which 

it becomes law. 

President, Montganery County Council Date 

County Executive Date 

Secretary of the County Council ' Date 

[ Brackets] indicate deletions ftm present law. 

Underlining indicates additions to present law. 

CAPITALIZATION i n d i c a t e s  m a t t e r  added a f t e r  i n t r o d u c t i o n .  

Strike-threughs i n d i c a t e  m a t t e r  d e l e t e d  a f t e r  i n t r o d u c t i o n .  



I. 

3 ,  . 
Proposed Revlsiorra t o  Self  -1nsurrmce '&om 

Proposed By: Counc%l R e s i d e n t  Scul l  
( a t  the request of the  . County - Attorney) 

1. The purpose of t h i s  arnendmnt i s  t o  delete wording which w i l l  becoplc obsolete 
when the  new Section 20 (e) 1. is adopted. 

On page 3, 6tar t ing.m l ine  1, delete the sentence " I f  a self-insurance . 
progrm i a  established and h d e d  t o  cover a l l  o r  pa r t  of the  insurance 
required f o r  a comprehensive prograQ, the  Chief A a i n i s t r a t i v c  Officer aha l l  
ailopt regulations f o r  the  administration of the progras*'. . 

! 2. The purpose of t h i s  aaendment is t o  introduce a d  define the term "participating - 
~ e n c y "  and t o  c lear ly  s t a t e  tha t  b ~ t h  the  agency and it'. o f f i c i a l s ,  e m p l o p s  

I and agency are included when th ia  term is uaed. 

I 

On page 3, l i n e  11, m e r  the word "with", i n s e r t  "participating agencies, 
including, but not limited to,  " 

I 
I 

- 
On page 3, l i n e  16, a f t e r  the word "nanner", a3d a nev sentence, "A participating 
agency includes the public off ic ia ls ,  employees cg3 q e n t s  of the  par t ic ipat ing 
agencies". 

3.  The purpose of t h i s  amendment i s  ta correct  a tjrping error.  . . 
. . .  

I 

I 
On page 3, l i h e  15, delete the word "approving" and i n s e r t  the  word "providingw. 

4. The purpsse of t h i s  anendaent i s  t o  show t h a t  the Coiln$j- Attorney s h a l l  provide 
defense f o r  claims against both a participating ejency an j . i t s  public o f f i c i a l s ,  
employees and agents. 

On p w c  3, l ine  23, a f t e r  the word "agency", inse r t  tho xsrding, ", i t s  public 
o f f i c i a l s  , employees and agents". 

5. Tne purpose of t h i s  mendment is t o  remve a word rbich >Laced i n  b i l l  by 
e r ro r  and which incorrectly l imits the insurance protection which w i l l  be 
p r ~ v i d e d  by the Montgomery County Self-Insurance Rogran. 

On psge.3,  l ine  29, delete the word "Liabil i ty" and cepi ta l ize  the  l e t t e r  "i" 
i n  the  word "insurance". 

6. The purpose of t h i s  aendment is t o  correct  a typing error .  

On pege 4, l i ne  !a, change the word "encumbered" t 9  "uneccambered". 

7.  The purpose of t h i s  aqendment i s  t o  provide an a3*tional duty f o r  the  
Interagency Insurance Panel. 

. 
On page 4 ,  l ine  15, ~ f t c r  t l ~ c  word "Profirm", jnrcrt  a sentence, "The Panel 
w i l l  prepare stanfllnrdiaed procccll~rcs for rcvicy aud epproval by tllc Chicf 
Adminio t r a t ive  Off iccr  of Montgmncry Co~m ty" . 

8. The purpose of t h i s  amendment is  t o  correct  an error  i n  tzrminology. 
Lid t o  

On page 5, a f t e r  the vor4("such", chanee the word "inpro-rernts" t o  "expenses". 

A 
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Neal Potter 
County Executive 

MEMORANDUM 

April 22, 1993 

TO: - Marilyn Praisner, .President, County - Council 

FROM: Neal Potter, County Execut e . a) 
SUBJECR Elimination of Unencumbered Claims ~eserve of the Montgomery County Self- 

Insurance Program (County Code Section 20-37(e)4) 

In establishing the County's Self-Insurance Program in 1979, the appropriations for 
program were to be at a sufficient level in order that the unencumbered claims reserve would be 
equal to one percent of the participating agencies' operating budgets far the preceding fiscal year. 
This levd of reserve was established to absorb any major losses which were not appropriited. In 
1984, the unencumbered reserve level was reduced to $4 million. At that time, the Self-Insurance 
Program was able to obtain commercial excess liability coverage of $50 million, with a $2 miilam 
retentlon. The $4 million was intended to cover two catastrophic losses. 

In 1985, the County's excess liability insurance coverage was effectively cancelled, 
because the premium rates had increased to prohibitive levels. Since 1985, except for a one-year 
period, the County has not purchased commercial excess liability insurance because the cost of 
coverage was too high. 

Since the $4 million unencumbered fund balance was established in 1984, there have 
been changes in the method that governments must use to account for insurance losses, as wdl 
as a change in State law that limits the amount of damages a local government must pay for tcrt 
liability. In November, 1989, the Govemment Accounting Standards Board issued a statement w k h  
requires public entities to recognize losses in the year of occurrence. Consequently, since 1990, the 
Self-insurance Program contracts annually with an insurance actuary, to determine the uttimate 
liability for all outstanding claims, and to project funding levels for the next fiscal year. The actlwy 
considers all exposures in setting the reserve and funding levels. On this basis, the Self-Insurance 
Program b fully funded. The Program is in a strong cash position and is able to absorb a large lass 
without affecting the payment of other claims diiring the year. In 1987, the State legislature enacted 
the Local Govemment Tort Claims Act which lirnfts the liability of the government for any one 
accident to a maximum of $500,000. 

Because of the limitation of liability provided by State law, and because of the strmg 
cash position of the Self-Insurance Program, it is feasible to eliminate the requirement to maintain 
an unencumbered fund balance. 

The exposures to catastrophic loss for the County and participating agencies a e  
pollution liability, civil rights violations, and other federal tort liability. Pollution liability is excluded 
on most commercial insurance policies, with the exception of sudden and accidental pollutim. 

Exhibit C 



According to risk management, sudden and accMental pollution loss is not a slgnmcant exposure 
to this program. Federal hwsuits for cMI rights violations are the largest insurable exposure for the 
self-insurance program Unfortunately, the cost of purchasing this coverage is very high. For 
example, a recerit premium quotation risk management received for excess lhbllfty (from Local 
Government Insurance Trust), was $1.3 mlion, for $5 million in coverage, with a $1 milllon retention. 
Risk management believes the self-insurance program could suffer a $5 mfllbn loss wtth no effect 
on the ability to pay other daims 

Should the Council not enact this legislation, an additional $1 1.9 million will have to be 
appropriated. to member agencies in M 94 in order to comply with County Code. An actuarial study 
of the Self-Insurance Fund conducted during FY 93, revealed a significant underdeserving of daims. 
When the under-reserved amount was recognized as expense, it resulted in a FY 92 fund balance 
of negatfve $7.8 mfllion. Further, It Is expected rhat FY 93 will end with an additional shortage of 
reserves of approximately $4.1 million. I propose to fund this shortage in claim reserves over a fnre- 
year period. - 

This action is refiected in my recommended FY 94 Budget and Public Service Program 
recently submitted to the Council. Therefore, I am transmitting at this time the recommended 
amending legislation which provides for this elimination of the unencumbered claims reserve. This 
legislation was prepared by the Office of the County Attorney in coordination with the staff of the 
Department of Finance, who are available should you need further clarification. 

Attachment 


