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Purpose 

This is the first annual report prepared in accordance with the Budget Act (BA) of 2006-07 
Senate Budget and Fiscal Review; Assembly Budget, which states: 

l. 	 Owner Con trolled Insurance Program (OCIP). By April 1 of2007, 2008 and 
2009, respectively, the California Department ofTnmsportation (Department) 
shall report to the Joint Legislative Budget Committee and the policy committees 
on transpenation on the follov.ing: 

• 	 The type and value ofprojects included in the pilot 

• 	 The amount that the Department would have paid contractors fof 
comparable insurance coverage in the absence ofan OCIP, as identified in 
documentation submitted with contractors' bid st!ll:ements. 

• 	 The amount the Department paid in insurance premiums, deductibles, 
program administration, and any other OCJP-related costs incurred during 
the pilot. 

• 	 The estimated net cost or benefit of implementing the p ilot, as identified, 
by comparing contractors' estimates for insurance costs in the absence of 
an OCIP to the amount the Department paid in insurance-related costs 
under the OCIP. 

• 	 An assessment of lhe projects that were best-suited for inclusion in an 
OCIP and the projects that were least well-suited, in terms of cost· 
effectiveness. 

Type and Value of Projects locluded in the Pilot 

Io accordance with the 06/07 budget bill language limiting the size of the pilot program, this 
OCIP program has been restricted to projects totaling no more than $750 million in construction 
value (hard costs). Initially ten projects were selected; however, a recent revjew of these projects 
indicated the value for some projects materially increased. lberefore, the number ofprojects has 
been reduced to eight to stay v.ithin the dollar value limitation. The eight projects are identified 
in the attached document entitled "List ofProjects." 



These projects were selected based on several criteria: 

• 	 A r.mge ofproject sizes (from $36 million to $193 million). 

• 	 Controlled geographical dispersion in the Department's Districts. 

• 	 A variety ofconstruction types including roadways, bridges, and a building. 

• 	 Total construction value of less than $?50 million. 

Identification of Contractor Insurance Cosfli in Absence of an OCIP 

Kon.e of the projects have yet been put out to bid as of the date of this report. Therefore, there is 
no documentation or other means to identify th.e cost ofcontractor insurance at this time. 
However, lhe Department and its consultants are developing protocols for gathering contractor 
cost information. These protocols will be in place before any of the construction projects are 
a·warded and the necessary provisions will be incorporated into the construction contract 
documents. Sessiens to explain the process will be held with contraclo!'li and subcontractors prior 
to commencement ofv.'Ork. '!be outcome will be the ability to identify contractor's cost of 
insurance in the absence ofan OCJP and also to identify the actual deductions in this pilot 
pro.gram, which may not be exactly the same as contractor cost. 

The common process for identifying contractor insurance costs is to require contra1-'tors enrolling 
in an OCIP to submit copies ofinsurance policy declaration pages and rating sheets and to obtain 
information about the contractors' experience modifier from the State. This infonnation enables 
the OClP administrator to calculate the premium attributable to the project precisely and to 
estimate costs within deductibles with high accuracy. 

The process for performing this function is part of a set of performance standards being 
developed by the Department and irs risk management consultants. 

OCJP-Related Costs 

During the past year the follov.'ing activities have taken place on this program: 

• 	 A risk management OCIP c.onsultant was selected (contract value ma,;imum $1,745,985). 
• 	 An insurance broker was selected (contract value $1,124,61 i ). 

The consultant's primary role is to: 
• 	 A~sist and ad~ise the Department on establishment and management of an OCIP. 
• 	 Assist in the development of best practices and performance standards for the Department 

and its service provi<lel'li (insurance brokers, program administrators, etc.). 
• 	 Document the processes developed in the form ofmanuals and materials for future 

management of the OCIP. 



The insurance broker's role is to: 
• 	 Design (cooperatively 'hith the Department and its consultants) and market the OCIP 

coverages. 
• 	 Provide administration services (contractor enrollment, policy and certificate issuance, 

payroll reporting, claims reporting, etc.). 

Additional OCIP-related costs "'~II include insurance premiums and fees, and losses Mthin 
deductibles. A risk management infonnation system, which may be another additional cost, Mll 
capture all cost information as described below. 

Estimated Net Cost or Benefit 

The collected data from the contractors and the costs of the OCIP will be entered into a risk 
management information system that is being developed by the Department and its consultants. 
Depending on the methods ultimately chosen for the program, the contractor cost data will come 
from negotiated change orders (meaning actual cost reductions) or from calculations ofcost 
reductions based 'tln contractor-provided information. The contractor costs removed from the 
program 'hill be compared with the expenditures and estimated losses paid or incurred by the 
~artment. This will allow the design ofreports that will keep a running total (with some lag 
due to reporting periods} ofcosts and savings from the program. 

Assessment of Individual Projects in the OCIP in Terms of Cost-Effectiveness 

The risk management infonnation system described above, along with experience and analysis 
on the part of the Department and its consultants and broker will enable an assessment of the 
suitability ofindividual projects for the OClP. This assessment ..,.;11 identify characteristics of 
each project that either lend the type of project to the. OCIP technique, that create cbaflenges 
under an OCIP, or that suggest that other risk financing techniques may be more ef!icient. 
Because development of this infonnation and analysis takes time, there may not be complete 
information for the next annual report in this area, but the information necessary for the analysis 
will be accumulating for Sllbscquent reports. 
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