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Purpose

This is the third annual report prepared in sccordance with 1he Budget Act of 2006/07 which
stales;

| Owner Confrolled Insurance Program. By April 1 ol 2007, 2008, and 2009,
tespectively. the Diepartment of Transportation (Caltrans) shall report to the Joint
Legislative Budget Committee and the policy committees on transportation on the
following:

« The type and value of projests included in the pilot,

+ 'The amount that Caltrans would have paid contractors for compardble
insurance coverage in the absence of an Owner Controlled nsurance
Program (OCIP), as identified in documentanon submitted with
contractors” bid staements,

+ The amount the department paid in Insuranee premiums, deductibles,
program administration. and any other OCIP-related costs incumed dirmyg
the piloL.

» The estimated net cost or benefit of implementing the pilot, as identified
by comparing contractors’ estimates for insuratice costs i the absence of’
an DCIP 1o the amount the department paid in insurance-related costs
under (he OCTP.

« An assessment of the projects that were best suiled (or inclusion in an
OCIP and the projects that were least well suited, in terms of cost-
effectiveness.

Type and Value of Projects Tncluded in the Pilot

The fiscal year 2006/07 budget bill provisions limil the size of the OCIP pilot program to
projects totaling no more than $75{) million in estimated capital cosl of construchion. Eight
projeels were scheduled to be included in the program to comprise the $750 million. Becanse
the project awarded costs have been considerably below cost estimates, a project has been added
i the Hist presented n last year's report to help the program reach its dollar value goal. This
project is the Yerba Buena Island Transition Structure (YBITS), part of the San Francisco-
Oakland Bay Bridge Sewsmic Safety Project. The current 1o1al estmated project construction
costs equal $655 million. More projects may be added in the future to obtain a $750 million
Rolling Owner Conirolled losurance Program (ROCIP),
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At the time of this report, Caltrans continues 10 receive worksheets as contractors are enrolled on
the first three projects. A number of worksheets [rom subcontractors are still being submitted.
For cost comparison purposes, this report uses only costs associated with the three projects for
which limited data is available.

In the absence of an OCIP. calculations to date show contractors would have charged Caltrans
§1,517.216 for insurance on the three projects in Exhibit 2. Caltrans anticipates that this amount
will rise substantially 48 more worksheets are submiited and as more projects are enrolied into
the ROCIP. Exhibit 2 below shows identified contractor credits to date.

Exhibit 2 - Prelimionry Contractor Insnrance Crediis

e ——————— _— - — ——
Auntead Moo Beedplon Pujut¥aloe Cunbretr L

-----

03-3338U4 Statr Kouto 63 Lincoln Bypass 137,000,000 1,104,758
07-166824 Inksstate 10 HOV Lanes 15,500,000 265,574
04-253794 Intersiata B30 37.000.000 148,884
TOTAL 189,500,000 1,517,216

(Note: credits are incomplete. The broker OCIP wdministrator is still awaiting documents from various
coniraciors.)

In the traditional method of insuring construction risks, in which contractors provide their own
insurance, these costs would have been pussed through to Caltrans with a markup for contractor
profit and overhead. Markup (s not included in this report, but most construction sources
concede that a conractor’s murkup usunlly ranges from 10 percent to 15 percent.

Contractor credits include premium costs for general liability, workers’ compensution, and
“umbrella”™ or “oxeess” lability msurunce for these projects. These credils are the amounts the
contractors would have paid to their insurers and subsequently included in their bids for non-
OCIP projects. In an OCIP, the contractors credit to Caltrans insurance costs they otherwise
would have paid by excluding them from their bids.

OCIP-Related Costs

OCIP-related costs incurred on the ROCIP pilot program consist of Caltrans stafT time,
consultant service fees, and OCIP broker/administrator fess over a period of nearly two vears.
Costs for these services totul approximately $1.5 million of which approximately 25 percent is
attributable (o the three projéects in Exhibit 2. Many of these costs have involved set-up
activities, including development of procedures, information system creation, insurmnce
placernent for the eatire duration of the ROCIP and more. OCIP-related costs expended to date
($0.75 million/yeur) are lower than original estimated costs of $1.352 million per year. As more
projects are enrolled into the ROCIP, the rate of OCIP expenditures may increase Lo the level
mare consistent with origlnal estimates,

In addition to the OCTP-related cosis, the direct cost of the OCIP consista of premiums pald (o
the insurers. Insurance premiums attributed to cach project are calculated on construction value
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Primary CICT prerotmy STIR 208 E71A20:8 As this is a loss-sensiive program,

(Figed Cost) high losses will increase the primary
premium up 10 an AggregEts
maximum for the program. Fixed
cost will increase as more projecis
are awarded and enrolied into the
ROCIP, Currently, only three
projects are enrolled,

$25 miltlon Fxgess $3B8.000 S3EE,000 Fixed OCIP cost for the $25 millinn
Linhility DEIF premiums excess liability layer. Insiead of
: requiring the contractors ia carry
b i this limit, Caltrans purchases this
coverage for them under the OCIP.

_ In implementing an CCIP, i is
H275 million Exees S665.000 50

customary to carry high excess [lubility
Linbilify-OCIP premiums Timits, Caltrans has chosen to purchase
(Fined Cost) an additional excess Habihity Himit of
8275 million for the program. This
protection is & business decision and
reflects prudent risk managemant,
Caltrens has no intention to offket this
cost with contractor credits, Most
contraciors do not purahase covernge of
such megnitude and, therefore, could
nol provide credits, Mevertheloss,
Caltrans antioipates that ultimately cost
saving at the primary coverage lavel
will offset the cost of the excess
liability protection,

Total OCIP preminms and The DCHP eost allooated Lor the
related costs enrolled projects (51,481 2053 is the

23271205 £1 481205 number belng fi comtiig o
contretor Bld credits for u more
DOCIIALe COST COmparison,

Estimated Net Cost or Benefit

For the three projects shown in Exhibit 2. the §1,481,205 estimated incurred OCLP cost

compared 1o the $1,517,216 estimated contraclor credits indicates a net benefis of $36.011. Both
estimate costs will increase as program data develops, and the net benelfit may incrense or
decrease. Additional contractor hid eredits for contracts alveady awarded shall be reported in the
near future thereby increasing the contractor credit amount. OCTP costs will increase as losses, i
any are paid.

Assessment of Individual Projects in Terms of CostsEffectivenesy

All projects selected se=m well suitad for inclusion into Caltrans” ROCIP. The three highway
construction projects for which enrollment s substamially complete are still in the carly stages of
construction. Insufficient dala exists to determine if any projects haye charscteristics thil render
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them best-suited for inclusion (nto the ROCT? or least suited 1n terms of cost-effectiveness.
Caltrans will be nhle to make a more necurute pssessment of project inclusion and cost-
offectiveness as more enrollment data 15 received and all projects are enrolled mio the ROCIP.



