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Why the Audit was Conducted  

Over the last ten fiscal years, the County 
ÈÁÓ ÐÁÉÄ Αρχτ ÍÉÌÌÉÏÎ ÉÎ 7ÏÒËÅÒÓȭ 
Compensation and $108 million in Liability 
claims expenses.  Accordingly, the 
ÐÒÏÁÃÔÉÖÅ ÍÁÎÁÇÅÍÅÎÔ ÏÆ ÔÈÅ #ÏÕÎÔÙȭÓ ÒÉÓË 
exposure in these areas is a critical 
responsibility.  As a result, the Board of 
Supervisors directed the Office of the 
Performance Audit Director to conduct an 
audit of CEO/Risk Management (RM) to 
bring increased transparency to the 
operation and to provide County policy 
makers, executive management, and the 
public with a comprehensive assessment 
ÏÆ 2-ȭÓ performance. 

Key Audit Recommendations  

This audit report offers 26 
ÒÅÃÏÍÍÅÎÄÁÔÉÏÎÓ ÔÏ ÓÔÒÅÎÇÔÈÅÎ 2-ȭÓ 
operations, the most important of which 
include:   

Á Development of effective analytics and 
management reports in order to 
identify and proactively manage the 
#ÏÕÎÔÙȭÓ ÏÐÅÒÁÔÉÏÎÁÌ ÒÉÓË ÅØÐÏÓÕÒÅÓȢ 

Á Implement substantial changes to the 
#ÏÕÎÔÙȭÓ 2ÅÔÕÒÎ ÔÏ 7ÏÒË ÐÒÏÇÒÁÍ ÔÏ 
ensure its success. 

Á -ÏÄÉÆÉÃÁÔÉÏÎ ÏÆ 2-ȭÓ ÐÒÏÐÏÓÅÄ ÎÅ× 
cost allocation methodology for 
charging agencies/departments for the 
ÃÏÓÔ ÏÆ 7ÏÒËÅÒÓȭ #ÏÍpensation and 
Liability claims expenses. 

Á Collection and analysis of additional 
ÄÁÔÁ ÃÏÎÃÅÒÎÉÎÇ 2-ȭÓ ,ÅÇÁÌ $ÅÆÅÎÓÅ 
Panel and its subcontractors. 

Á Automation of RM operations to 
increase efficiencies. 

Á Development of a Countywide 
Enterprise Risk Management capability 
to proactively identify and address all 
risks facing the County. 

 

What the Audit Found  
Key Strengths 

The current Risk Manager has made several significant improvements to 
2-ȭÓ ÏÐÅÒÁÔÉÏÎ ÏÖÅÒ ÔÈÅ ÐÁÓÔ ÆÅ× ÙÅÁÒÓȡ 

Á RM staff is very knowledgeable in the majority of its assigned functions 
and agressive in their pursuit of protecting public funds. 

Á RM provides excellent training to County agency/department staff in 
Contracts Insurance and Safety and Loss Prevention. 

Á RM has an effective balance of in-house and contract staff performing 
ÔÈÅ #ÏÕÎÔÙȭÓ ÒÉÓË ÍÁÎÁÇÅÍÅÎÔ ÁÃÔÉÖÉÔÉÅÓȢ 

Á 2- ÈÁÓ ÅÎÈÁÎÃÅÄ ÉÔÓ ÒÅÖÉÅ× ÏÆ ÍÁÎÁÇÅÄ ÃÁÒÅ ÓÅÒÖÉÃÅÓ ÆÏÒ 7ÏÒËÅÒȭÓ 
Compensation cases and directed the initiation of enhanced protocols 
for the utilization review process on medical treatment and ancillary 
medical services. 

Á RM has made several cost saving changes to its commercial insurance 
program. 
 

Key Opportunities for Improvement  

There are 26 formal findings, the most important of which include: 

Á 2-ȭÓ 7ÏÒËÅÒÓȭ #ÏÍÐÅÎÓÁÔÉÏÎ ÁÎÄ ,ÉÁÂÉÌÉÔÙ ÁÃÔÉÖÉÔÉÅÓ ÁÒÅ ÐÒÉÍÁÒÉÌÙ 
focused on the processing of claims.  RM has not yet achieved the best 
practice capability of assisting agencies in proactively managing the 
risks that cause these claims, a major part of its stated mission.  A 
critical step in developing this capability is the preparation of  metric 
reports as a prerequisite to identifying, understanding, and managing 
risks.  The audit team has developed a collection of analytics that lays 
the foundation for RM to provide this information going forward. 

Á The Return to Work program implemented in 2011 has several critical 
deficiencies that are sources of frustration to agencies/departments. 

Á 4ÈÅ ÐÒÏÐÏÓÅÄ ÎÅ× ÃÈÁÒÇÉÎÇ ÍÅÔÈÏÄÏÌÏÇÙ ÔÏ ÁÌÌÏÃÁÔÅ 7ÏÒËÅÒÓȭ 
Compensation and Liability costs to agencies/departments has several 
issues that need to be addressed prior to implementation. 

Á RM does not collect data on total hours billed by contract attorneys nor 
ÄÏÅÓ ÉÔ ÔÒÁÃË ÔÈÅ ÃÏÓÔÓ ÏÆ ÓÕÂÃÏÎÔÒÁÃÔÏÒÓ ÕÓÅÄ ÂÙ ÔÈÅ #ÏÕÎÔÙȭÓ ,ÅÇÁÌ 
Defense Panel firms. 

Á 4ÈÅ 7ÏÒËÅÒȭÓ #ÏÍÐÅÎÓÁÔÉÏÎ ÐÒÏÇÒÁÍ ÉÓ Á ÈÉÇÈÌÙ ÍÁÎÕÁÌ ÏÐÅÒÁÔÉÏÎ 
ÔÈÁÔ ÌÅÁÄÓ ÔÏ ÉÎÅÆÆÉÃÉÅÎÃÉÅÓ ÁÎÄ ÈÉÎÄÅÒÓ 2- ÓÔÁÆÆȭÓ ÁÂÉÌÉÔÙ ÔÏ ÂÅ 
consistently responsive to agency/department needs. 

Á The current procedure for funding the long-term financial costs of 
7ÏÒËÅÒÓȭ #ÏÍÐÅÎÓÁÔÉÏÎ ÁÎÄ ,ÉÁÂÉÌÉÔÙ ÃÌÁÉÍÓ ÄÏÅÓ ÎÏÔ ÃÕÒÒÅÎÔÌÙ 
incorporate Board input. 

Á 4ÈÅ #ÏÕÎÔÙȭÓ 2ÉÓË -ÁÎÁÇÅÍÅÎÔ 0ÏÌÉÃÙ ÈÁÓ ÎÏÔ ÂÅÅÎ ÕÐÄÁÔÅÄ ÓÉÎÃÅ 
1974. 
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Executive Summary  

Preface 

Public agencies are exposed to a variety of risks during the normal course of business.  

These risks include such exposures as employee injuries, various types of liability 

claims filed against the organization (e.g., excessive use of force, automobile accidents, 

water main breaks, employment lawsuits), and non -performance by contractors.  To 

address these exposures, public agencies typically establish a risk management office 

ÛÏÈÛɯÐÕÊÓÜËÌÚɯÚÜÊÏɯÍÜÕÊÛÐÖÕÚɯÈÚȯɯɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕȮɯ+ÐÈÉÐÓÐÛàɯ"ÓÈÐÔÚɯ,ÈÕÈÎÌÔent, 

Contracts Insurance, and Safety and Loss Prevention.  The County of Orange performs 

these functions through its CEO/Office of Risk Management (RM).   

 

Managing risk is a necessary but costly component of government.  Indeed, at the 

County of Orange, tÖÛÈÓɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÈÕËɯ+ÐÈÉÐÓÐÛàɯÊÖÚÛÚɯÖÝÌÙɯÛÏÌɯ×ÈÚÛɯ10 

years have been $174 million and $108 million, respectively.  Yet, in spite of the 

magnitude of these expenses, the inner workings of RM have not been the subject of 

significant scrutiny.  As ÈɯÙÌÚÜÓÛȮɯÛÏÌɯ.ÙÈÕÎÌɯ"ÖÜÕÛàɯ!ÖÈÙËɯÖÍɯ2Ü×ÌÙÝÐÚÖÙɀÚɯȹ!ÖÈÙËȺɯ

directed the Office of the Performance Audit Director (Office) to conduct this audit to 

thoroughly review the RM operation and to provide County policy makers, executive 

management, and the public wÐÛÏɯÈɯÊÖÔ×ÙÌÏÌÕÚÐÝÌɯÈÚÚÌÚÚÔÌÕÛɯÖÍɯ1,ɀÚɯ×ÌÙÍÖÙÔÈÕÊÌȭɯɯ 

 

After months of extensive research and analysis, the audit team has determined that 

since the arrival of the current Risk Manager in 2008, many notable improvements have 

been and continue to be made, including changes that have resulted in cost savings to 

the County, the development of detailed policies and procedures, and improved service 

and support provided to agencies/departments .  Although RM has im proved greatly 

over the last several years and is, overall, a well-performing organization, there are 

some significant Ö××ÖÙÛÜÕÐÛÐÌÚɯÍÖÙɯÐÔ×ÙÖÝÌÔÌÕÛȮɯ×ÈÙÛÐÊÜÓÈÙÓàɯÐÕɯ1,ɀÚɯËÈÛÈɯÈÕÈÓàÚÐÚɯÈÕËɯ

reporting  capabilitiesȮɯ ÈÜÛÖÔÈÛÐÖÕɯ ÖÍɯ ÈËÔÐÕÐÚÛÙÈÛÐÝÌɯ ÈÕËɯ 6ÖÙÒÌÙÚɀɯ "ompensation 

activities, and in correcting implementation deficiencies in the Countywide Return to 

Work (RTW) program.  

 

Given the magnitude of RM as a cost center, it is reasonable to expect that 

implementation of the recommendations contained in this audit  will result in savings as 

the County enhances its ability to proactively manage its organizational risks and 

increase its use of automation.   
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Methodology  

This performance audit was conducted in accordance with generally accepted 

government auditing stand ards.  Those standards require that the audit team plan and 

perform the audit to obtain sufficient, appropriate evidence to provide a reasonable 

basis for our findings and conclusions based on audit objectives.  The audit team 

believes that the evidence obtained in this audit provides a reasonable basis for its 

findings and conclusions based on audit objectives. 

 

Data collection methods used by the audit team included:  interviews of all RM staff, 

intensive research of risk management best practices, analysis of RM expenditures and 

funds, interviews of management representatives from the largest users of risk 

ÔÈÕÈÎÌÔÌÕÛɯÚÌÙÝÐÊÌÚȮɯÈɯÙÌÝÐÌÞɯÖÍɯÈɯÚÈÔ×ÓÌɯÖÍɯ+ÐÈÉÐÓÐÛàɯÍÐÓÌÚȮɯÈÕɯÌßÈÔÐÕÈÛÐÖÕɯÖÍɯ1,ɀÚɯ

use of contractors, and a review of actuarial and other studies previously conducted.  

 

The audit team has categorized its findings and recommendations according to priority, 

with Priority 1 indicating significant financial, legal, or operational risks are involved 

that require immediate attention; Priority 2 indicating moderate financial, legal, or 

operational risks that RM should begin addressing within six months; and Priority 3 

indicating operational or administrative processes that RM should begin addressing 

within one year.  

Background Information  

Organization  

RM reports to the County Financial Officer (CFO) and provides its services with 23 

positions, across the following areas: 

 

Á Administration & Financial Management (including Commercial Insurance)  

Á Contracts Insurance 

Á Liability Claims Management  

Á Safety & Loss Prevention 

Á 6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕ 

Á Return to Work (RTW)  

Á Americans with Disabilities Act (ADA) Title II Compliance  
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1,ɀÚɯÖ×ÌÙÈÛÐÖÕÚɯÐÕɯÛÏÌɯÈÙÌÈÚɯÖÍɯ2ÈÍÌÛàɯȫɯ+ÖÚÚɯ/ÙÌÝÌÕÛÐÖÕȮɯ # ɯ3ÐÛÓÌɯ((ɯ"ÖÔ×ÓÐÈÕÊÌȮɯÈÕËɯ

1ÌÛÜÙÕɯÛÖɯ6ÖÙÒɯÍÖÓÓÖÞɯÛÏÌɯ"ÖÜÕÛàɀÚɯËÌÊÌÕÛÙÈÓÐáÌËɯÚÛÙÜÊÛÜÙe, with agencies/departments 

responsible for program i mplementation  and RM serving as a central coordination 

point to provide oversight and support as needed.  Countywide functions wholly 

centralized within RM are Commercial Insurance, Contracts Insurance,  Liability Claims 

,ÈÕÈÎÌÔÌÕÛȮɯÈÕËɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕȭɯɯ 

 

In addition to County staff, RM also utilizes contractors for the following activities:   

 

Á 6ÖÙÒÌÙÚɀɯ "ÖÔ×ÌÕÚÈÛÐÖÕɯÊÓÈÐÔÚɯÈËÔÐÕÐÚÛÙÈÛÐÖÕȮɯÈÜËÐÛÚȮɯÈÕËɯÊÖÚÛɯÊÖÕÛÈÐÕÔÌÕÛɯ
services  

Á Defense litigation of Liability  ÈÕËɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯclaims filed against 

the County  

Á Insurance brokerage services  

Á Actuarial services  

Expenditures  & Revenues 

In terms of expenditures, RM budgets for the administration of its various programs , as 

wel l as for self-ÐÕÚÜÙÐÕÎɯÐÛÚɯ+ÐÈÉÐÓÐÛàɯÈÕËɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÊÓÈÐÔÚȮɯÛÏÙÖÜÎÏɯÐÛÚɯ

two Internal Service Funds (ISF 294 and 293, respectively).  Property & Casualty 

ȹ+ÐÈÉÐÓÐÛàȺɯ(2%ɯƖƝƘɀÚɯ%8ɯƖƔƕƕɤƕƖɯÛÖÛÈÓɯÌß×ÌÕÚÌɯÉÜËÎÌÛɯÐÚɯȜƖƘȭƛɯÔÐÓÓÐÖÕȯɯɯɯɯȜƕƔȭƘɯÔÐÓÓÐÖÕɯȹÖÙ 

42.1%) of these appropriations are for various commercial insurance policies and 

insurance recoveries (i.e., pass-through expenses to other agencies); $11.8 million (or 

47.8%) are for Liability judgments and damages; and the remaining $2.5 million are for  

ÖÛÏÌÙɯÈËÔÐÕÐÚÛÙÈÛÐÝÌɯÌß×ÌÕÚÌÚȭɯɯ%ÖÙɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯ(2%ɯƖƝƗȮɯÛÏÌɯ%8ɯƖƔƕƕɤƕƖɯ

total expenditure budget is $31.1 million:  $25.7 million (or 82.6%) of these 

È××ÙÖ×ÙÐÈÛÐÖÕÚɯÈÙÌɯÍÖÙɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÐÕÚÜÙÈÕÊÌɯÊÓÈÐÔÚȰɯÛÏÌɯÙÌÔÈÐÕÐÕÎɯȜƙȭƘɯ

million are f or administrative costs, including the contract with its third party 

administrator.  

 

1,ɀÚɯÙÌÝÌÕÜÌɯÚÖÜÙÊÌÚɯÍÖÙɯÉÖÛÏɯ(2%ÚɯÈÙÌȯɯɯȹÈȺɯÊÏÈÙÎÌÚɯÛÖɯÈÎÌÕÊÐÌÚɤËÌ×ÈÙÛÔÌÕÛÚȮɯÈÕËɯȹÉȺɯ

interest earnings on accumulated assets. 
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RM Accomplishments  

The current Risk Manager has instituted positive changes to the RM operation that have 

either enhanced or led to a number of operational strengths, the most significant of 

which include the following:  

 

Ç RM staff is very knowledgeable in the majority of its assigned functions and 

aggressive in their pursuit of protecting public funds.  

Ç RM streamlined its commercial insurance program by consolidating various small 

liability and property insurance policies under a master program, utilizing CSAC -

EIA (a joint powers authority) to purchase  its property insurance coverage needs 

which resulted  ÐÕɯÙÌËÜÊÌËɯÊÖÚÛÚɯÈÕËɯÌÕÏÈÕÊÌËɯÐÕÚÜÙÈÕÊÌɯÊÖÝÌÙÈÎÌɯÖÕɯÛÏÌɯ"ÖÜÕÛàɀÚɯ

behalf, and placing the insurance brokerage services on a fee-based contract as 

opposed to the previous commission-based approach. 

Ç RM has an effective balance of in-ÏÖÜÚÌɯÈÕËɯÊÖÕÛÙÈÊÛɯÚÛÈÍÍɯ×ÌÙÍÖÙÔÐÕÎɯÛÏÌɯ"ÖÜÕÛàɀÚɯ

RM activities.  

Ç 1,ɯÏÈÚɯÌÕÏÈÕÊÌËɯÐÛÚɯÙÌÝÐÌÞɯÖÍɯÔÈÕÈÎÌËɯÊÈÙÌɯÚÌÙÝÐÊÌÚɯ×ÙÖÝÐËÌËɯÉàɯÛÏÌɯ"ÖÜÕÛàɀÚɯ

TPA, York. An outside managed care audit was conducted and has resulted in the 

initiati on of enhanced protocols for the utilization review process on medical 

treatment and ancillary medical services. 

Ç RM has developed WÖÙÒÌÙÚɀɯCompensation and safety metrics that focus on 

incidence, frequency and severity rates and modified duty statistics. Bi -annual 

reports have been presented to key agencies/departments, which include trend 

analysis and recommendations for risk mitigation efforts.  

Ç RM provides excellent training to Cou nty agency/department staff in the Contracts 

Insurance and Safety areas. 

Summary of Audit Findings & Recommendations  

3ÏÌɯÈÜËÐÛɀÚɯƖ6 ÍÐÕËÐÕÎÚɯÈÕËɯÙÌÊÖÔÔÌÕËÈÛÐÖÕÚɯÍÖÙɯÌÈÊÏɯÖÍɯ1,ɀÚɯÍÜÕÊÛÐÖÕÈÓɯÈÙÌÈÚɯÈÙÌɯ

summarized on the following pages . 
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Administration and Fin ancial Management  

Ç 3ÏÌɯ ×ÙÐÔÈÙàɯ ×ÖÓÐÊàɯ ÛÏÈÛɯ ËÌÓÐÕÌÈÛÌÚɯ 1,ɀÚɯ ÈÜÛÏÖÙÐÛàɯ ȹÛÏÌɯ ƕƝƛƘɯ "ÖÜÕÛàɯ 1ÐÚÒɯ

Management Policy) should be updated to reflect current practices. (Finding 1, page 

10) 

Ç RM should develop a Board policy that guides the CFO and Risk Manager in 

fundiÕÎɯ ÛÏÌɯ ÓÖÕÎɯ ÛÌÙÔɯ ÓÐÈÉÐÓÐÛÐÌÚɯ ÈÚÚÖÊÐÈÛÌËɯ ÞÐÛÏɯ +ÐÈÉÐÓÐÛàɯ ÈÕËɯ 6ÖÙÒÌÙÚɀɯ

Compensation claims, and a procedure for reporting commercial insurance 

placements (i.e., purchases) twice per year to the Board. (Findings 2 and 5, pages 11 

and 21) 

Ç 1,ɀÚɯ×ÙÖ×ÖÚÌËɯÊÖÚÛɯallocation methodologies for charging agencies/departments for 

ÛÏÌɯÈÎÎÙÌÎÈÛÌɯÍÜÕËÐÕÎɯÖÍɯ+ÐÈÉÐÓÐÛàɯÈÕËɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÊÓÈÐÔÚɯÏÈÝÌɯÚÖÔÌɯ

problematic consequences that should be addressed prior to implementation to 

ensure that the County is in full comp liance with State Controller guidelines (e.g., 

consider removing the X-Mod component of the proposed new methodologies). 

(Finding 4, page 16) 

Ç RM performs a significant amount of manual processes which afford  several 

opportunities to enhance its efficiency through the use of paperless technologies.  

RM should work with CEO/IT to identify opportunities for process automation.  

(Finding 3, page 14) 

Contracts Insurance  

Ç The delineation of responsibility between RM and County Counsel for the review 

and approval o f contract insurance issues is unclear to many agencies/departments 

and should be communicated. (Finding 6, page 25) 

Ç Vendors who have multiple contracts with the County must prepare and submit  

proof of insurance documentation for each contract, potentiall y leading to extra 

costs passed on to the County.  RM should complete its efforts to implement 

insurance certificate software that would allow agency/department staff to verify 

proof of insurance for vendors.  (Finding 7, page 25) 
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Liability Claims  

Ç RM has not developed a comprehensive approach to analyzing and reporting on 

Liability claims data.  As a result, RM is limited to primarily processing claims 

rather than fulfilling its mission -specific role of facilitating the management of 

operational risks that lead to claims.  For example, in conducting its own analysis of 

12 fiscal years of RM Liability claims data, the audit team was able to develop a 

number of analytics, not previously available:  

Á The County has paid an average of $10 million per year on Liability claims 

expenses (including payouts and legal costs) over the last 12 fiscal years 

(approximately $120 million in aggregate).  However, in a substantial 

upswing of costs, over the past two fiscal years, the County has paid $41.0 

million in Liability cl aims expenses, or an average of $1.7 million per month. 

Á On average, legal expenses represent the largest portion of Liability claims 

costs (52.2%). 

Á There was a demonstrable downward trend (a 41.1% decrease) from FY 99/00 

to FY 08/09 in the number of Liabil ity claims incurred by the County.   

Á Expectedly, given its public safety mission, the Sheriff -Coroner Department 

has the highest percentage of Liability claims and costs in the County (43.6% 

of all claims and 46.6% of all costs); the next highest is the Social Services 

Agency (3.6% of all claims and 17.4% of all costs). 

Á The types of Liability claims that have generated the highest total costs over 

the past 12 fiscal years include:  Civil Rights violations ($14.2 million ), 

excessive use of force by deputy in  the field ($9.6 million ), liabilit y from 

omissions and errors ($9.4 million ), adverse employment action ($7.9 million ), 

chemicals/paints/fumes including landfill gas ($6.4  million ), use of force by 

staff while in custody ($6.0 million ), wrongful terminati on/suspension ($5.3 

million ), and wrongful death ($4.7 million ). 

Á While only 0.8% of all claims incurred over the 12-year period resulted in 

payouts to-date of over $200K, these claims accounted for 66.8% (or $68.8 

million ) of total claims payouts. 

Á Over the past five fiscal years, there has been a 26.5% increase in Liability 

lawsuits filed against the County and a 103.2% increase in legal costs.  
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Although  RM collects this summary level data, it does not collect data on the 

total hours billed by contract atto rneys, nor does it track the total costs of 

subcontractors used by contract attorneys.   

RM should identify risk metrics for reporting and develop a Liability data analysis 

capability. (Findings 8 and 9, pages 28 and 44) 

Ç The current Liability Legal Defense  Panel contract has been in place for an excessive 

period of time ( 10 years).  In the future, RM should refresh the selection of Legal 

Defense Panel firms every five to seven years. (Finding 10, page 45) 

Ç From a cost standpoint, it would be more expensive to use County Counsel 

attorneys and legal support staff for Liability claims litigation defense than contract 

staff.  In addition, there are a number of other operational considerations that 

support the current model.  The audit team recommends that RM cont inues with the 

current model for Liability claims litigation legal defense.   (Finding 11, page 4 5) 

7ÏÒËÅÒÓȭ #ÏÍÐÅÎÓÁÔÉÏÎ 

Ç A significant number of manual procedures result in operational inefficiencies in the 

6ÖÙÒÌÙÚɀɯ "ÖÔ×ÌÕÚÈÛÐÖÕɯ ×ÙÖÎÙÈÔȰɯ ÛÏÐÚɯ ÕÌÎÈÛÐÝÌÓàɯÐÔ×ÈÊÛÚɯ ÚÛÈÍÍɀÚɯ ÈÉÐÓÐÛàɯ ÛÖɯ ÉÌɯ

consistently responsive to agency/department needs.  RM should develop a 

database to replace its existing system of using hard copy index cards to record 

payroll information and begin scanning and storing documents electronica lly. 

(Finding 12, page 55) 

Ç 1,ɀÚɯÊÖÕÛÙÈÊÛɯÞÐÛÏɯÐÛÚɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯ3ÏÐÙËɯ/ÈÙÛàɯ ËÔÐÕÐÚÛÙÈÛÖÙɯȹ3/ Ⱥɯ

includes service level expectations that are not closely and frequently tracked; there 

are no associated financial penalties in the contract to hold the TPA accountable for 

meeting service level expectations.  RM should develop specific performance targets, 

negotiate associated financial penalties into the contract, and more frequently report 

ÖÕɯÛÏÌɯÝÌÕËÖÙɀÚɯ×ÌÙÍÖÙÔÈÕÊÌȭɯȹ%ÐÕËÐÕÎɯƕƗȮɯ×ÈÎÌɯƚ0) 

Ç 3ÏÌɯ6ÖÙÒÌÙÚɀ Compensation database is not being fully utilized to facilitate the 

management of safety risks in County agency/department operations.  In 

ÊÖÕËÜÊÛÐÕÎɯÐÛÚɯÖÞÕɯÈÕÈÓàÚÐÚɯÖÍɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÊÓÈÐÔÚɯËÈÛÈȮɯÛÏÌɯÈÜËÐÛɯÛÌÈÔɯ

found the following:  

Á The average coÚÛɯ×ÌÙɯÐÕÊÜÙÙÌËɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÊÓÈÐÔɯÖÝÌÙɯÛÏÌɯ×ÈÚÛɯƗƖɯ

years has increased 321.8% (an annualized rate increase of 10.1%).  Over the 
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ÚÈÔÌɯ ×ÌÙÐÖËȮɯ ÛÖÛÈÓɯ 6ÖÙÒÌÙÚɀɯ "ÖÔ×ÌÕÚÈÛÐÖÕɯ ÊÖÚÛÚɯ ÏÈÝÌɯ ÐÕÊÙÌÈÚÌËɯ ƘƚȭƖǔɯ ȹÈÕɯ

annualized rate increase of 1.4%) and the numbÌÙɯÖÍɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯ

claims has increased 12% (an annualized rate increase of 0.4%). 

Á Nearly 80% of all WÖÙÒÌÙÚɀɯCompensation claim costs are for claim payouts of 

less than $5K; in the last 32 years, there have been six claims that had payouts 

greater than $1 million.  

Á Over the past 10 fiscal years, the County has paid $174 million in total WÖÙÒÌÙÚɀɯ

Compensation claims costs.  The agencies/departments with the highest 

percentage of total WÖÙÒÌÙÚɀɯCompensation claim costs are the Sheriff-Coroner 

Department (37%), the Social Services Agency (16%), Probation Department 

(12%), and the Health Care Agency (7%). 

RM should develop additional reports and analyses that will enable 

ÈÎÌÕÊÐÌÚɤËÌ×ÈÙÛÔÌÕÛÚɯÛÖɯÔÈÕÈÎÌɯÛÏÌÐÙɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÙÐÚÒÚȰɯÐÛɯÚÏÖÜÓËɯÈÓÚÖɯ

develop training to help agencies/departments understand the types of data 

available and the tools and techniques they can use to mine and analyze the data. 

(Finding 14, page 61)   

Ç 3ÏÌɯ"ÖÜÕÛàɯÏÈÚɯÌÔ×ÓÖàÌÌÚɯÞÏÖɯÈÙÌɯÖÕɯÜÕÙÌÚÖÓÝÌËɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕ-related 

Leave without Pay status for as many as 10 years.  Prompted by the audit, RM has 

worked to resolve these cases, but it should establish a regular process for 

addressing future cases. (Finding 15, page 62) 

Safety and Loss Prevention  

Ç 1,ɀÚɯexisting level of oversight of Countywide safety compliance is not fully 

consistent with the County Safety and Loss Prevention Manual, which states that 

1,ɯ ÐÚɯ ÙÌÚ×ÖÕÚÐÉÓÌɯ ÍÖÙɯ ÌÕÍÖÙÊÌÔÌÕÛɯ ÖÍɯ ÚÈÍÌÛàɯ ÊÖÔ×ÓÐÈÕÊÌȭɯ ɯ 2ÐÕÊÌɯ 1,ɀÚɯ ÊÜÙÙÌÕÛɯ

consultative, rather than enforcement, approach to safety is generally supported by 

agencies/departments, RM should revise the County safety policy to reflect present 

practices. (Finding 16, page 69) 

Ç There is little reporting on safety -ÙÌÓÈÛÌËɯÈÚ×ÌÊÛÚɯÖÍɯ1,ɀÚɯ+ÐÈÉÐÓÐÛàɯ×ÙÖÎÙÈÔȮɯÈÕËɯÛÏÌɯ

pracÛÐÊÌɯÖÍɯÙÖÖÛɯÊÈÜÚÌɯÈÕÈÓàÚÐÚɯÍÖÙɯÉÖÛÏɯÛÏÌɯ+ÐÈÉÐÓÐÛàɯÈÕËɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯ

programs has not been established.  RM should develop additional metrics reports 

for Liability claims and begin routinely conducting root cause analyses  for both 

programs.  (Finding 17, page 71) 
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Ç Despite the importance of safety and loss prevention, there is little communication 

of safety information from RM to line staff throughout the County.  RM should 

reinstitute regular safety -related communications to employees and consider 

creating a Countywide safety campaign. (Finding 18, page 72) 

Americans with Disabilities Act (ADA) Title II Compliance  

Ç RM is unclear about its role related to ADA Title II, and, as a result, there is no 

central oversight of Countywide compliance with this la w.  RM also does not fulfill 

its recordkeeping responsibilities established in its ADA Title II Complaint 

Procedure.  RM should clarify its ADA Title II role to the Board and 

agencies/departments and begin fulfilling its recordkeeping responsibilities. 

(Finding 19, page 74) 

Return to Work (RTW) Program  

Ç RM minimally engaged agencies/departments with RTW expertise and experience 

prior to the launch of the RTW program, resulting in implementation inefficiencies 

and agency/department frustration and confusion.  County Counsel was also not 

included in the development of program details, and therefore, there are legal 

considerations that are missing from program documents. RM should convene a 

subcommittee, with participation from County Counsel, to develop/review key 

program elements and have County Counsel join the RTW Committee. (Findings 20 

and 21, pages 80 and 82) 

Ç The RTW/Transitional Duty policy developed by RM is vague about the differences 

between occupational and non-occupational injury/illness situations a nd between 

ÞÏÈÛɯÐÚɯÔÈÕËÈÛÖÙàɯÝÌÙÚÜÚɯÚÐÔ×ÓàɯÈɯɁÎÜÐËÌÓÐÕÌȭɂɯɯ(ÕɯÈËËÐÛÐÖÕȮɯÚÖÔÌɯÖÍɯÛÏÌɯÎÜÐËÈÕÊÌɯ

provided by RM (e.g., having supervisors obtain employee work restriction 

information, having supervisors develop transitional duty work assignments) 

should be revisited in order to avoid problematic situations (e.g., inconsistent 

practices across the agencies/departments, potential violations of employee privacy). 

(Findings 22, 23, and 24, pages 84-87) 

Ç The current metrics identified for the program do not sufficiently measure its 

performanceȭɯ ɯ "ÜÙÙÌÕÛÓàȮɯ 1,ɀÚɯ ÔÌÛÙÐÊÚɯ ÖÕÓàɯ ÔÌÈÚÜÙÌɯ ×ÙÖÎÙÈÔɯ ÌÍÍÐÊÐÌÕÊàȭɯ ɯ 1,ɯ

should begin measuring program effectiveness, as well as qualitative performance 

ȹÌȭÎȭȮɯÌÔ×ÓÖàÌÌÚɀɯÙÌÈsons for not participating in the program). ( Finding 25, page 88) 
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Enterprise Risk Management  

During the course of this assignment, the audit team also identified an important best 

practice approach referred to as Enterprise Risk Management (ERM).  ERM began in the 

private sector as a construct to identify, evaluate, and address all organizational  risks, 

not simply those that can be addressed by purchasing insurance.  As such, ERM is the 

proactive, strategic examination of key organization -wide risks such as budget 

shortfalls, continuity of operations, data security, employment practices, emergency 

management, public records issues, and union negotiationsɭall of which can impact 

the accomplishment of organizational goals.  ERM recognizes that organizational r isks 

are often interrelated, requiring that key emerging risks be identified, analyzed as an 

integrated portfolio, and brought to the attention of governing bodies for strategic 

decision making.  Best practice organizations work to eliminate the practice of dealing 

with issues in silos and instead take a more coordinated, broadly-informed tack.  The 

ÍÖÙÔÈÓɯÚÛÙÜÊÛÜÙÌɯÖÍɯ$1,ɯÍÈÊÐÓÐÛÈÛÌÚɯÚÛÙÈÛÌÎÐÊɯÙÐÚÒɯÖÝÌÙÚÐÎÏÛȮɯÐÕÊÙÌÈÚÐÕÎɯÔÈÕÈÎÌÔÌÕÛɀÚɯ

ability to develop and implement mitigation initiatives.  

 

In light of the fact that the County currently uses several individual mechanisms to 

identify and r espond to its emerging risks, the audit team recommends that the County 

consider instituting a limited ERM approach to augment its strategy discussions.  

(Finding 26, page 92) 
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Performance Audit of CEO/Risk Management  

Introduction  

Public agencies are exposed to risks of financial loss from a variety of events such as 

theft, damage to physical assets, injuries to employees, natural disasters, employment 

lawsuits, and lawsuits stemming from the  provision of public safety services.  At the 

County of Orange (County) , the management of these risks is the responsibility of the 

County Executive Office/Office of Risk Management (RM).   

 

In order  to gauge the effectiveness and efficiency of RM, the Board of Supervisors 

(Board) approved a comprehensive performance audit of the operation by the Office of 

the Performance Audit Director (Office).  

Scope of Work 

The Board directed that the audit include an examination of the following areas:   

 

Ç Contracts Insurance 

Ç Administration and Financial Management 

Ç Liability Claims Management 

Ç 6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕ 

Ç Safety and Loss Prevention 

Ç Americans with Disabilities  Act Title II  

Ç Return to Work/Transitional Duty  

 

(ÕɯÛÏÌɯÈÜËÐÛɯÛÌÈÔɀÚɯÙÌÝÐÌÞɯÖÍɯÛÏÌÚÌɯÛÖ×ÐÊÈÓɯÈÙÌÈÚȮɯÚÖÔÌɯÖÍɯÛÏÌɯspecific questions to be 

answered include: 

 

Á How effectively is each RM program managed?  What are the accomplishments and 

areas for improvement in each program? 

Á Overall, does RM maintain a comprehensive set of policies and procedures to guide 

the various programs under its purview?  
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Á What impo rtant metrics, performance and workload, are relevant to RM programs 

and consistent with industry standards?  Are these metrics tracked, reported to and 

utilized by management? 

Á How does RM utilize contractors to fulfill its program responsibilities?  How a re 

these contractors monitored to ensure satisfactory or better performance? 

Á What are the financial management practices/procedures surrounding the Property 

and Casualty (Liability ) (ÕÛÌÙÕÈÓɯ 2ÌÙÝÐÊÌɯ %ÜÕËɯ ȹ(2%ɯ ƖƝƘȺɯ ÈÕËɯ ÛÏÌɯ 6ÖÙÒÌÙÚɀɯ

Compensation Internal Service Fund (ISF 293)?  How have the various rates charged 

to agencies/departments changed over time for the different types of insurance 

coverage services? 

Á Does RM have an adequate program in place to guard against fraud in both Liability  

ÈÕËɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÊÓÈÐÔÚȳ 

Á What outside legal resources does RM utilize, and what are the associated costs of 

these services, as well as the quality of services provided?  Is it more 

efficient/effective to use contract attorneys or hire in -house legal staff for risk 

management work? 

Á How do other local governments fulfill their RM responsibilities?  Do they use an 

ÌØÜÐÝÈÓÌÕÛɯÈÔÖÜÕÛɯÈÕËɯÓÌÝÌÓɯÖÍɯÚÛÈÍÍȳɯɯ'ÖÞɯËÖɯ.ÙÈÕÎÌɯ"ÖÜÕÛàɀÚɯÙÐÚÒɯÔÈÕÈÎÌÔÌÕÛɯ

costs benchmark against peers? 

Á What type of technology does RM utilize?  To what success, and at what cost? 

Á What types of strategic-level documents (e.g., Countywide Risk Management 

Strategic Plan) exist? 

Audit Methodology  

This performance audit was conducted in accordance with generally accepted 

government auditin g standards.  Those standards require that the audit team plan and 

perform the audit to obtain sufficient, appropriate evidence to provide a reasonable 

basis for findings and conclusions based on audit objectives.  The audit team believes 

that the evidence obtained in this audit provides a reasonable basis for its findings and 

conclusions based on audit objectives. 
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In its assessment of RM, the audit team reviewed and performed the following 

activities: 

 

Á Historical examination of documents, resolutions, and mandates related to RM 

Á Review of RM policies and procedures 

Á Interviews with all RM staff  and management representatives from the seven largest 

agencies/departments in terms of WÖÙÒÌÙÚɀɯCompensation and Liability  claims costs 

Á Benchmarking research of the risk management operations of other California cities 

and counties 

Á Examination of  RM informational databases and reports 

Á Analysis of WÖÙÒÌÙÚɀɯCompensation and Liability  claims data 

Á Review of a sample of Liability  case files 

Á Examination of RM contracts with  the following vendors:  Legal Defense Panel 

ÍÐÙÔÚȮɯ 6ÖÙÒÌÙÚɀɯ "ÖÔ×ÌÕÚÈÛÐÖÕɯ ÛÏÐÙË-party claims administrator  (TPA), and the 

"ÖÜÕÛàɀÚɯinsurance broker 

Á Review of current and proposed 6ÖÙÒÌÙÚɀɯ "ÖÔ×ÌÕÚÈÛÐÖÕɯ ÈÕËɯLiability  cost 

allocation methodologies for charging agencies/departments, including an interview 

ÞÐÛÏɯ1,ɀÚ actuary 

Á .ÉÚÌÙÝÈÛÐÖÕÚɯÖÍɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÚÛÈÍÍȮɯ ËÔÐÕÐÚÛÙÈÛÐÝÌɯ2Ü××ÖÙÛɯÚÛÈÍÍȮɯÈÕËɯ
Return to Work Committee meetings  

Á 1ÌÝÐÌÞɯ ÖÍɯ ÈÊÛÜÈÙÐÈÓɯ ÚÛÜËÐÌÚɯ ÍÖÙɯ ÉÖÛÏɯ ÛÏÌɯ 6ÖÙÒÌÙÚɀɯ "ÖÔ×ÌÕÚÈÛÐÖÕɯ ÈÕËɯLiability  

programs 

Á Review of other audits and assessments of the RM operation  

Á Review of Annual Stewardship reports from the "ÖÜÕÛàɀÚɯÐÕÚÜÙÈÕÊÌɯÉÙÖÒÌÙ 

Á Review of ÛÏÌɯ3/ ɀÚɯrecent program rÌÝÐÌÞɯÖÍɯÛÏÌɯ"ÖÜÕÛàɀÚɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯ

program   

 

The audit team has categorized its findings and recommendations according to priority, 

with Priority 1 indicating significant financial, legal, or operational risks are involved 

that require immediate attention; Priority 2 indicating financial, legal, or o perational 

risks that are moderate and RM should begin addressing within six months; and 

Priority 3 indicating operational or administrative processes that RM should begin 

addressing within one year . (See Appendix A) 
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Background Information  

Risk management is the identification, evaluation , and prioritization of risks, followed 

by a coordinated effort to  minimize, monitor, and control the  impact of those risks.   

Organizations employ  a number of techniques to avoid, control and finance losses 

associated with risks, which include those shown in the following table:  

 

 

RM Authority  and Mission  

The typical role of a public sector risk management operation almost universally 

focuses on managing risks associated with accidental losses stemming from property 

and casualty hazards.  These hazards are traditionally related to areas involving liability 

to the public, injury and illnesses to employees, or damage to physical assets.   
 

In 1974, the Board of Supervisors, in Resolution No. 74-254 (Appendix B), established a 

Risk Management Policy for the County of Orange.  Its objectives included:  

 

1. The protection of the County of Orange against the financial consequences of 

accidental losses which are catastrophic in nature. 

2. The minimization of the total long -term cost to the County of all activities related 

to the prevention and control of accidental losses. 

Loss Avoidance

Loss Control

Loss Financing

Prevention 
Reducing the probability that a loss will occur by taking preventative measures 
(e.g., establishing Safety and Loss Prevention programs, establishing 
programs/processes to ensure compliance with laws and regulations)

Contractual Transfer 
Transferring the economic impact of losses to contractors (e.g., requiring 
indemnification clauses in contracts, requiring that contractors purchase 
commercial insurance and/or bond)

Claims Management 
Reducing the severity of the loss once it occurs (e.g., litigation, fraud 
investigation, accommodating injured/ill employees with work restrictions)

Commercial Insurance
Purchasing commercial insurance to hedge against the risk of loss (e.g., property 
insurance, excess liability insurance for losses greater than $5 million)

Self-Insurance
Setting aside funds to compensate for potential future losses

http://en.wikipedia.org/wiki/Risk
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3. To encourage, to the extent possible, the creation of an exposure free work and 

service environment, in which County personnel , as well as members of the 

public , can enjoy safety and security in the course of their daily pursuits.  

3ÏÐÚɯ ×ÖÓÐÊàɯ ÈÓÚÖɯ ÎÈÝÌɯ ÛÏÌɯ "ÖÜÕÛàɀÚɯ 1ÐÚÒɯ ,ÈÕÈÎÌÙɯ ÛÏÌɯ ÍÖÓÓÖÞÐÕÎɯ ÈÜÛÏÖÙÐÛàɯ ÈÕËɯ

responsibility:  

 

Á Identification and measurement of all risks of accidental loss. 

Á Selection of appropriate Risk Management Techniques for resolving exposure 

problems; i.e., (1) Risk Assumption, (2) Risk Reduction, (3) Risk Retention, Risk 

Transfer, or Purchase of Insurance, as necessary. 

Á Development and maintenance of an information system for timely and accurate 

recording of losses, claims, insurance premiums and other risk related costs and 

information.  

Á #ÌÝÌÓÖ×ÔÌÕÛɯ ÈÕËɯ ÐÔ×ÓÌÔÌÕÛÈÛÐÖÕɯ ÖÍɯ Èɯ ɁÉÈÊÒɯ ÊÏÈÙÎÌɂɯ ×ÙÖÎÙÈÔ, enabling 

appropriate distribution of program costs and expenses to user departments and 

districts on an equitable basis. 

Á Develop and implement a claims handling system capable of processing (1) Self-

Insurance WorkerɀÚɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÊÓÈÐÔÚȮɯȹƖȺɯLiability  claims, (3) Property Damage 

claims, or (4) such other types of claims as are supported by cost savings studies. 

 ÊÊÖÙËÐÕÎÓàȮɯ1,ɀÚɯmission is to preserve and protect the human resources and capital 

assets of the County of Orange from injury or loss. 

RM states that it follow s a five step management process to ensure an effective 

Countywide risk management program:  

 

1. Risk Identification  ɬ the identification of what happened and the root cause of 

why it happened.  

2. Risk Analysis ɬ the development of statistics/metri cs to identify and analyze the 

types of incidents occurring, the frequency of those incidents, and the severity of 

consequences resulting from those incidents.  

3. Evaluation of risk management techniques to be utilized  ɬ the determination of 

the most effective and efficient means of addressing risk issues in order to 

mitigate current liabilities and to prevent the future occurrence of liabilities.  
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4. Implementation of chosen risk management technique(s) ɬ ensure the 

implementation of the techniques chosen to address current and future losses. 

5. Monitoring the results of implementation  ɬ follow -up with agencies/departments 

to ensure that agreed upon actions were implemented and to measure the 

efficiency and effectiveness of those actions. 

Organizational Structure  

RM reports to the County Financial Officer (CFO) and provides the services under its 

purview with 23 positions, utilizing the organizational structure depicted  below: 

 

 
 

In addition to County staff, RM also contracts out the following activities:   

 

Á 6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÊÓÈÐÔÚɯadministration , claims audits, and cost containment 

services  

Á Defense litigation of Liability  (e.g., Property Damage, Personal Injury) claims and 

actions filed against the County and other Board-governed entities 

Á Insurance brokerage services  

Á Actuarial services  

Risk Manager
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Management 
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²ƻǊƪŜǊǎΩ 
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Insurance 
Manager

Office Manager

Contracts 
Insurance Staff 

Specialist
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Expenditures  & Revenues 

In terms of expenditures, RM budgets for the administration of its various programs 

ȹÌȭÎȭȮɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕȮɯLiability , Safety and Loss Prevention, Return to Work), 

as well as for self-insuring its  Liability  ÈÕËɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÊÓÈÐÔÚ, through two 

Internal Service Funds (ISF 293 and 294).  The chart below shows only the 

administrative costs of RM, as the claims expenses are discussed, in detail, in the 

relevant sections later in this  report .  The revenue sources for the program are (a) 

charges to agencies/departments, and (b) interest earnings on accumulated assets. 

RM Actual Expenditures, excluding Claims Costs  

 
 Source: Risk Management staff & Annual Budget Workbooks 
 

Across both ISFs controlled by RM, total spending (excluding self -insurance costs) has 

fluctuated significantly over time, as demonstrated in the chart aboveȭɯɯɯ3ÏÌɯ6ÖÙÒÌÙÚɀɯ

Compensation program total spending (excluding self -insurance costs) has steadily 

increased over the last five fiscal years, going from $3.7 million  to $5.1 million , an 

increase of 39%.  The largest ÊÖÔ×ÖÕÌÕÛÚɯ ÖÍɯ ÛÏÌɯ 6ÖÙÒÌÙÚɀɯ "ÖÔ×ÌÕÚÈÛÐÖÕɯtotal 

expenditures (other than self-insurance claim payments, which are not included in these 

totals) are salaries and employee benefits ($1.1 million, or 22% of total spending in FY 

10/11) and the third-party administrator (TPA) costs ($2.7 million,  or 53% of total 

spending in FY 10/11).  The Property/Casualty (Liability ) program total spending has 

been more volatile, driven largely by one-time, pass-through expenses that pertain to 

catastrophic events (e.g., Freeway Complex Fire); these monies are received from other 

levels of government (e.g., the State), but then recorded as expenses as they are passed 
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through to  other agencies.  It is important to note that insurance premiums, the largest 

component of the Property/Casualty expenditure amount, have been significantly and 

steadily decreasing since the appointment of the new Risk Manager, going from $10.4M 

in FY 07/08 down to $8.3M in FY 10/11.  Conversely, Salary and Employee Benefits in 

ISF 294 have been steadily increasing, from $1.0 million  in FY 06/07 to $1.4 million  in FY 

10/11.  Similarly, Services and Supplies expenses have increased from $482K to $761K 

over the same time period.     
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Administration and Financial Management  

All the major operational components of RM (ÐȭÌȭȮɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕȮɯLiability ) 

require a significant amount of administrative processing, creating the need for a robust 

administrative and financial support  function.   The Administrati on and Finance 

Manager oversees this support function, as well as the financial analysis and reporting 

responsibilities of the office.  In addition, this positio n oversees the Commercial 

Insurance Manager, who is responsible for the day-to-day management and purchases 

of commercial insurance policies.1  The Administration and Finance  Manager is also 

supported by an Offic e Manager, who both participates in the financial analysis 

responsibilities of the office (e.g., preparing the departmental budget) and oversees the 

day-to-day operations of the administrative support function.  All financ e-related tasks, 

including working with outside actuaries to determine long -term liabilities and the cost 

allocation plans for charging 6ÖÙÒÌÙÚɀɯ "ÖÔ×ÌÕÚÈÛÐÖÕɯ ÈÕËɯLiability  costs to 

agencies/departments, are handled by the Administration and Finance Manager and the 

Office Manager.   

 

In terms of administrative support , RM meets its needs with a pool of staff, which is 

composed of one Staff Specialist and three Information Processing Technicians (IPTs); 

these staff members support the office collectively, and while individuals have primary 

assignments (e.g., one IPT is the lead for supporting the Safety and Loss Prevention 

program ), they are cross-trained to cover for one another.  As support staff, these 

individuals are responsible for a variety of tasks, including typing correspondence and 

reports, processing invoices, maintaining the claims diary for Liability  claims, 

organizing and maintaining the various hard  copy file systems, inputting information 

into the Liability  database, processing mail, and answering phones.   

Program Strengths  

In reviewing the Administration and Financ ial Management function of RM, the audit 

team noted several important positive attributes:   

 

Á A comprehensive set of policies and procedures (P&Ps) is in place to guide staff in 

their daily tasks.  These P&Ps are very detailed and address everything from 

opening the office in the morning to calculating agency/department allocation rates 

                                                 
1
 Examples of Countywide commercial insurance policies include excess liability coverage, excess Workersô 

Compensation coverage, and property insurance. 
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for Workersɀ Compensation liability costs.  The audit team reviewed a number of 

these procedures and found that most have been updated within the last two years.  

Á Through the use of a pooled approach, RM is able to maximize its coverage of 

ÈËÔÐÕÐÚÛÙÈÛÐÝÌɯÙÌÚ×ÖÕÚÐÉÐÓÐÛÐÌÚɯÈÊÙÖÚÚɯÈɯÕÜÔÉÌÙɯÖÍɯ×ÙÖÎÙÈÔÚɯȹÌȭÎȭȮɯ2ÈÍÌÛàȮɯ6ÖÙÒÌÙÚɀɯ

Compensation, and Liability).   

Á During the most recent RFP for commercial insurance brokerage services, RM 

changed the compensation arrangement so that the broker is paid  on a flat fee basis, 

which is in line with the County Risk Management Policy and provides a more 

stable cost structure.   

 

Á RM has consolidated unnecessary individual commercial insurance policies into 

master polic ies, saving the County and individual departments on insurance costs.  

For example, the Public Administrator/Public Guardian was purchasing separate 

liability coverage for itself, desp ite the fact that it was covered under the County 

Liability program; the Risk Manager allowed that policy to expire, saving the 

department approximately $20K per year.   

Opportunities for Improvement  

Alongside the strengths of the Administration and Financ ial Management division of 

RM, the audit team identified some opportunities to further strengthen the operation.  

County Risk Management Policy  

Finding  1: The County Risk Management Policy has not been updated since 1974  

and excludes some important clarifying components . (Priority 2)  

.ÕÌɯÖÍɯÛÏÌɯÍÖÜÕËÈÛÐÖÕÈÓɯËÖÊÜÔÌÕÛÚɯÍÖÙɯÛÏÌɯ"ÖÜÕÛàɀÚɯRM operation is the County of 

Orange Risk Management Policy, which was passed by resolution of the Board of 

Supervisors (see Appendix B) .  This document has not been updated since it was 

originally established in February 1974.  Although many of the components of this 

policy will remain the same in principle, there are some elements that need to be 

enhanced or included from a practical standpo int.  For example, the policy states that 

ÛÏÌɯ1ÐÚÒɯ,ÈÕÈÎÌÙɯÚÏÈÓÓɯÏÈÝÌɯÛÏÌɯÈÜÛÏÖÙÐÛàɯÈÕËɯÙÌÚ×ÖÕÚÐÉÐÓÐÛàɯÍÖÙɯɁËÌÝÌÓÖ×ÔÌÕÛɯÈÕËɯ

ÐÔ×ÓÌÔÌÕÛÈÛÐÖÕɯ ÖÍɯ Èɯ ȿÉÈÊÒɯ ÊÏÈÙÎÌɀɯ ×ÙÖÎÙÈÔɯ ÌÕÈÉÓÐÕÎɯ È××ÙÖ×ÙÐÈÛÌɯ ËÐÚÛÙÐÉÜÛÐÖÕɯ ÖÍɯ

program costs and expenses to user departments and diÚÛÙÐÊÛÚɯÖÕɯÈÕɯÌØÜÐÛÈÉÓÌɯÉÈÚÐÚȭɂɯɯ
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This section of the policy is incomplete, as it currently makes no mention of the State 

Controller Handbook of Cost Plan Procedures for California Counties, a document with 

which the County is obligated to comply for such a  ɁÉÈÊÒɯÊÏÈÙÎÌɂɯ×ÙÖÎÙÈÔȭɯɯ(Õɯ

addition, any costs allocated to federally or State funded programs must comport with 

the rules of this handbook.   Another example is the current lack of clarity regarding 

1,ɀÚɯÙÌÚ×ÖÕÚÐÉÐÓÐÛàɯÛÖ enforce safety compliance throug hout the County  (i.e., whether 

its role is advisory or enforcement) .  This issue is discussed in more detail in the Safety 

and Loss Prevention section of this audit report . 

 

An additional issue that should be addressed in the updated policy is the appropri ate 

use of aggregated RM assets (funds in the two ISFs).  RM confirmed with the audit team 

that legal costs spent to defend the County in some non-Liability  lawsuits  have been 

inappropriately paid out of ISF 294.  Assets aggregated in ISF 294 are meant to pay for 

Automobile and Liability  costs only.  One example is an ongoing lawsuit pertaining to 

the calculation of overtime for Deputy Sheriffs.  If the County sustains financial losses 

from the lawsuit, RM staff i ndicated that OCSD will appropriately pay the lump sum 

owed to litigants out of its annual budget.  However, the legal costs for this case have 

been paid out of ISF 294.  RM staff indicated that going forward, the litigation costs of 

such cases should not be paid for out of ISF 294.  The audit team believes this topic 

should be directly addressed in the revised Risk Management Policy in order to avoid 

confusion in the future.  

Recommendation  1: RM should prepare, for Board approval, an update of the 

existing  Countywide Risk Management Policy, considering the recommendations 

contained in this audit report, consulting with agencies/departments and Board staff, 

and conducting benchmarking research.  

5ÎÆÕÎÄÅÄ ,ÉÁÂÉÌÉÔÙ ÆÏÒ 7ÏÒËÅÒÓȭ #ÏÍÐÅÎÓÁÔÉÏÎ and Liability  Claims 

Finding  2: There is no formal, Board -approved policy that guides the Risk 

Manager and the County Chief Financial Officer (CFO) in funding the 

long -term liabilities associated with Liability  ÈÕËɯ 6ÖÙÒÌÙÚɀɯ

Compensation claims.  (Priority 2 ) 

County government s in California utilize a variety of methods for funding the long -

ÛÌÙÔɯÓÐÈÉÐÓÐÛÐÌÚɯÈÚÚÖÊÐÈÛÌËɯÞÐÛÏɯÛÏÌɯÕÜÔÌÙÖÜÚɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÈÕËɯLiability  

claims against them.  Some counties, such as San Diego County, choose to estimate 

these liabilities with the  assistance of an actuary and then contribute money toward a 
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reserve of assets that will be used to cover these costs over time.  Others, such as Los 

Angeles County, do not pre -fund these liabilities but simply pay for these costs (e.g., 

settlements, medical costs, and legal fees) as they come during the fiscal year.    Still, 

other local governments participate in a joint powers authority (JPA) that pools these 

types of risks and liabilities across a number of participating governments  (e.g., the City 

of Rancho Santa Margarita).   

 

Orange County utilizes the first funding model described: working with an actuary to 

determine the projected liabilities in the areas of Liability  ÈÕËɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕȭɯɯ

The actuary provides the County with a v ariety of statistics, estimated liabilities, and a 

suggested contribution for paying down this dynamic liability over the long -term.  The 

"ÖÜÕÛàɀÚɯÈÊÛÜÈÙàɯÌÚÛÐÔÈÛÌÚɯÓÐÈÉÐÓÐÛÐÌÚɯÈÊÊÖÙËÐÕÎɯÛÖɯÝÈÙàÐÕÎɯÊÖÕÍÐËÌÕÊÌɯÓÌÝÌÓÚɯȹÌȭÎȭȮɯÈÛɯÛÏÌɯ

50% confidence level of funding, the actuary estimates that there is a 50% chance that 

the County will have accumulated sufficient funds/reserves to cover the long -term 

liability of the claims already filed; this 50% confidence level is typically referred to as 

Ɂ$ß×ÌÊÛÌËɯ+ÐÈÉÐÓÐÛàɂ).  The actuary recommends that some funding be included for  the 

possibility that actual loss costs will be greater than the best estimate (Expected 

Liability) due to the random nature of much of the process that determines ultimate 

claims costs.  Therefore, ÛÏÌɯ"ÖÜÕÛàɀÚɯÈÊÛÜÈÙàɯÙÌÊÖÔÔÌÕËÚɯÛÏÈÛɯÛÏÌɯ"ÖÜÕÛàɯÍÜÕËɯÉÖÛÏɯ

ÛÏÌɯ 6ÖÙÒÌÙÚɀɯ "ÖÔ×ÌÕÚÈÛÐÖÕɯ ×ÙÖÎÙÈÔɯ ÈÕËɯ ÛÏÌɯLiability  program above the 50% 

confidence level (Expected Liability ) at the 75% to 85% confidence levels.  However, t he 

determination as to what confide nce level of funding to pursue, and consequently the 

specific amounts to charge out to agencies/departments, is made by the CFO.  

Historically the County has funded these liabilities below the confidence level 

recommended by the actuary. 

 

Currently, there is no formal, Board -approved, guideline as to what level of funding is 

preferable.  Instead, the Risk Manager and CFO indicated that they typically fund at a 

50% confidence level.  From this 50% confidence level, they follow a general rule  of 

ÛÏÜÔÉȯɯÍÜÕËɯÛÏÌɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯ×ÙÖÎÙÈÔɯÈÛɯƜƔǔɯÖÍɯÛÏÌɯƙƔǔɯÊÖÕÍÐËÌÕÊÌɯÓÌÝÌÓɯ

and fund the Liability  program at 120% of the 50% confidence level.  To provide an 

ÐÓÓÜÚÛÙÈÛÐÖÕȮɯ ÐÍɯ ÛÏÌɯ "ÖÜÕÛàɀÚɯ ÈÊÛÜÈÙàɯ ÐÕËÐÊÈÛÌËɯ ÛÏÈÛɯ Éàɯ ÊÖÓÓÌÊÛÐÕÎɯ ȜƕƔɯ ÔÐÓÓÐÖÕɯ ÍÙÖÔɯ

agencies/departments in FY 11/12, the County would have a 50% likelihood of having 

sufficient funds to cover all associated costs with Liability  claims, then the County 

would typically collect $12 million from agencies/departments.  

 

Despite the rule of thumb cited by RM, the audit team confirmed through a review of 

the past five years of funding data that this rule is, in fact, not typically followed.  The 
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data show that the CFO and Risk Manager have diverged from this informal guideline 

to varying degrees and in both directions  (over and under) .  This pattern is 

demonstrated in the two charts below. 

Liability Self-Insurance Funding 

 
Source: CEO/Risk Management 
Note: Actuary Recommendation is only available for the last three fiscal years 

²ƻǊƪŜǊǎΩ /ƻƳǇŜƴǎŀǘƛƻƴ {ŜƭŦ-Insurance Funding 

 
Source: CEO/Risk Management 
Note: Actuary Recommendation is only available for the last three fiscal years 
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While it is a best practice for a government to have some flexibility in funding its 

6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÈÕËɯLiability  programs in order to account for other financial 

factors (e.g., budget shortfalls, potential layoffs), the size of the associated liabilities 

suggests that a formal po licy, endorsed by the Board of Supervisors, for funding these 

×ÙÖÎÙÈÔÚɯÚÏÖÜÓËɯÉÌɯÐÕÚÛÐÛÜÛÌËȭɯɯ(ÕɯÈËËÐÛÐÖÕȮɯÛÏÌɯ"ÖÜÕÛàɀÚɯÊÜÙÙÌÕÛɯÍÜÕËÌËɯ×ÖÚÐÛÐÖÕÚȮɯ

ÌÚ×ÌÊÐÈÓÓàɯÐÕɯÛÏÌɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯ×ÙÖÎÙÈÔȮɯÚÜÎÎÌÚÛɯÛÏÈÛɯÛÏÌɯ!ÖÈÙËɯÚhould be 

made aware of and participat e in the policy discussion of how to finance these 

ÓÐÈÉÐÓÐÛÐÌÚȭɯɯ%ÖÙɯÌßÈÔ×ÓÌȮɯÈÊÊÖÙËÐÕÎɯÛÖɯÛÏÌɯ"ÖÜÕÛàɀÚɯÈÊÛÜÈÙàȮɯÈÛɯ)ÜÕÌɯƗƔȮɯƖƔƕƕȮɯÛÏÌɯ"ÖÜÕÛàɯ

had an ÖÜÛÚÛÈÕËÐÕÎɯÓÐÈÉÐÓÐÛàɯÉÌÛÞÌÌÕɯȜƕƖƖɯÔÐÓÓÐÖÕɯÈÕËɯȜƕƘƙɯÔÐÓÓÐÖÕɯÐÕɯÛÏÌɯ6ÖÙÒÌÙÚɀɯ

Compensation program, depending  on the confidence level utilized 2.  However, the 

County had only $81.6 million of assets in reserve as of June 30, 2011.  On the Liability  

side, the County is better positioned but still underfunded: at June 30, 2011, the County 

was projected to have an outstanding liability between $33  million and $43 m illion, but 

assets of only $30 million.  

Recommendation  2: RM should  develop , for Board consideration and approval,  a 

formal policy that specifies  to the CFO the preferred confidence level for the long -

term ÍÜÕËÐÕÎɯ ÖÍɯ 6ÖÙÒÌÙÚɀɯ "ÖÔ×ÌÕÚÈÛÐÖÕɯ ÈÕËɯLiability  costs; the policy should 

include a procedure for the CFO to request Board approval for a deviation from the 

recommended funding approach, should other Countywide financial considerations 

support such an action .  

 

Use of Technology 

Finding  3: RM makes little us e of paperless technologies;  consequently , 

administrative staff members spend significant time performing  

manual tasks  such as sorting and filing paperwork.  (Priority  2) 

As noted earlier in this section, three Information Processing Technicians (IPTs) support  

the various RM ×ÙÖÎÙÈÔÚɯ ȹ6ÖÙÒÌÙÚɀɯ "ÖÔ×ÌÕÚÈÛÐÖÕȮɯLiability , Safety and Loss 

Prevention).  In interviewing the IPTs  and observing their  work, the audit team  

identified a significant number  of manual tasks that accompany the numerous business 

processes of the operation.  For example, in Liability , one of the key tasks of an IPT at 

ÛÏÌɯÉÌÎÐÕÕÐÕÎɯÖÍɯÌÈÊÏɯÞÖÙÒɯËÈàɯÐÚɯÛÖɯÙÌÝÐÌÞɯÛÏÌɯÊÓÈÐÔÚɯɁËÐÈÙàɂɯȹÐȭÌȭȮɯÈɯÚÊÏÌËÜÓÌɯÖÍɯÍÐÓÌÚɯ

that claims adjusters wish to review on a given day), pull the hard -copy files from 

                                                 
2
 This range uses a minimum 50% confidence level, and a maximum 85% confidence level. 
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locked storage cabinets, and deliver these files to the desk of the adjuster.  Similarly, 

throughout the d ay, IPTs visit the offices of the adjusters to pick up any files that have 

been reviewed.  As files are picked up, if there are any follow -up tasks for support staff 

to complete (e.g., drafting a letter for signature) , the adjuster will make an indication o n 

a task note.  Once all necessary tasks are completed, the IPTs return the hard-copy files 

to the storage cabinets.  

 

Similarly, the IPTs are frequently called on to type handwritten notes and reports for 

signature by the Safety & Training Officers (STOs).  In addition, support staff indicated 

that there is a perpetual backlog of filing ÞÖÙÒɯ ÍÖÙɯ ÛÏÌɯ 6ÖÙÒÌÙÚɀɯ "ÖÔ×ÌÕÚÈÛÐÖÕɯ

program, due to the volum e of hard copy updating that occurs in the program.  The 

Ö××ÖÙÛÜÕÐÛÐÌÚɯÍÖÙɯÐÔ×ÙÖÝÌÔÌÕÛɯÐÕɯÛÏÌɯÔÈÕÜÈÓɯ×ÙÖÊÌÚÚÌÚɯÖÍɯÛÏÌɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯ

×ÙÖÎÙÈÔɯÈÙÌɯÈËËÙÌÚÚÌËɯÐÕɯÔÖÙÌɯËÌÛÈÐÓɯÐÕɯÛÏÌɯ6ÖÙÒÌÙÚɀɯ"ÖÔpensation section of this 

report.  

 

Although RM does not do any detailed tracking of administrative workload that would 

afford an in -depth analysis, there is certainly an opportunity to free -up administrative 

staff time (and possibly eliminate one of the IPT positions) if RM is able to: (1) 

implement more automated, paperless information systems for both Liability  and 

6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯ×ÙÖÊÌÚÚÌs, and (2) require basic administrative tasks (such as 

preparing letters, picking up, dropping off, and filing c laims files) be performed by 

claims adjusters and STOs.  Certainly the latter suggestion should be balanced by the 

workload of individual, non -support personnel.  However, the audit team observed a 

firm adherence among non-support personnel to the separation of duties, whereby 

nearly all support tasks are done by support personnel.  This approach is inefficient ; 

many administrative tasks in organizations throughout the County can be and are done 

by non-support personnel.  A more balanced, collaborative approach to these basic 

tasks, especially if non-support staff have the time available, not only leads to less 

demand for support resources, but also creates a more collegial and efficient office 

environment.       

Recommendation  3: RM should  work with CEO/IT to identify opportunities for 

process automation and greater use of paperless technolog ies (including those 

ÐËÌÕÛÐÍÐÌËɯÐÕɯÛÏÌɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÚÌÊÛÐÖÕɯÖÍɯÛhis report) to reduce the number  

of manual tasks associated with hard copy fil es.  In addition, RM leadership should 

work with non -support personnel to encourage a collaborat iv e approach to handling 

administrative tasks throughout the office.  
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7ÏÒËÅÒÓȭ #ÏÍÐÅÎÓÁÔÉÏÎ ÁÎÄ Liability  Cost Allocation Methodologies  

Finding  4: RM is planning  to change its methodologies for allocating total 

6ÖÙÒÌÙÚɀɯ"ÖÔpensation and Liability  (Property/Casualty)  costs across 

County agencies/departments.   The proposed  method ologies have a 

number of problem atic consequences, including: (a ) significant cost 

increases for a number of agencies/departments in a time of budget 

contractio n, (b) increased complexity and difficulty demonstrating 

compliance with the State Controller requirements for cost allocation,  

and (c) removal of a position specific cost index  for Wo rkeÙÚɀɯ

Compensation charges. (Priority 1)  

As discussed earlier in this report , RM is financed through two in ternal service funds 

(ISFs): ISF 293 ÍÖÙɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕ and ISF 294 for Property/Casualty (General 

and Auto ) Liability.  Each year RM works with actuaries to determine how much 

money should be collected, in aggregate, from agencies/departments to fund the long -

term liabilities in both of these programs.  In addition, RM prepares a budget for each 

ISF, which includes all costs for administering  the RM operation.  These administrative 

costs are added to the liability funding amounts for  each ISF and then allocated to 

agencies/departments according to a detailed methodology.  For the last 18 months, RM 

has been working with its  actuary to develop and prepare for the implementation of 

new methodologies.  RM stated that its rationale for proposing the change included:  

 

1. Aligning with best practices and improving compliance with State guidelines  

2. Making the methodology more responsive to risk performanc e 

3. Creating incentives for departments to reduce costs 

4. Being more fair and equitable to all County departments  

5. Better aligning loss exposure and loss experience to prospective rates 

6. Producing more stable rates by reducing variability/volatility and budget 

uncertainty  

7. Promoting operational risk management across all County 

agencies/departments 

 

At a high level, the current methodolog ies are driven by two components with differing 

weights: 70% of the allocation is driven by the agencyɀÚ/departmentɀÚ loss history (i.e., 

historically , out of all Count ywide paid losses, how much  a particular 

agency/department represents) and 30% is driven by the current risk exposure of the 

ÈÎÌÕÊàɤËÌ×ÈÙÛÔÌÕÛɯ ȹɁÌß×ÖÚÜÙÌɂɯ ÐÚɯ È××ÙÖßÐÔÈÛÌËɯ ÜÚÐÕÎɯ ÉÖÛÏɯ ÛÏÌɯ ×ÌÙÊÌÕÛÈÎÌɯ ÖÍɯ
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Countywide posit ions and payroll that a particular agency/department represents).  

Although t he calculations of the methodologies have more detailed considerations and 

nuances than just described, these two factors are the core of the current methodolog ies 

for allocating 6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÈÕËɯLiability  costs across agencies/departments.  

RM does distribute other costs (such as property insurance costs) according to different 

methodologies (e.g., square footage of building space), and individual insurance 

policies that apply only to individual agencies/departments are billed directly  (e.g., 

John Wayne Airport ); however, these elements of RMɀÚ cost allocations are not being 

considered for modification  by RM.  

 

The new methodolog ies proposed by RM are driven by the same tw o elements: loss 

history and exposure.  However, there are some critical differences in how the new 

methodolog ies will be  executed.  Each of these modifications can be done discretely 

(i.e., without doing the others), and as such, should be considered as individual actions.  

The most impactful changes are listed below: 

 

1. For the purposes of loss history, all losses are capped at $50K, whereas currently, 

the entire loss amount is considered in the calculation (i.e., no cap). This change 

has the effect of distributing costs away from agencies/departments that might 

typically incur higher severity (i.e., high dollar) claims, and instead focuses the 

allocation more on the frequency of claims.  This practice is permissible under 

the State Controller Cost Allocation Plan Handbook and is considered to be an 

ÐÕËÜÚÛÙàɯ ÉÌÚÛɯ ×ÙÈÊÛÐÊÌɯ ÐÕɯ 6ÖÙÒÌÙÚɀɯ "ÖÔ×ÌÕÚÈÛÐÖÕɯ ÍÖÙɯ ÛÞÖɯ ÙÌÈÚÖÕÚȯɯ ȹƕȺɯ ÐÛɯ ÐÚɯ

generally accepted that an employer has a greater impact on and control of the 

frequency of claims, as opposed to the severity of claims, (2) such a practice 

shields small departments from the impact of a single large claim, as only the 

capping maximum (in this case $50K) is counted in the loss history.  It should be 

noted that the level of the cap ($50K) is at the low end of the range suggested by 

ÛÏÌɯ"ÖÜÕÛàɀÚɯÈÊÛÜÈÙàȮɯÞÏÖɯÐÕËÐÊÈÛÌËɯÛÏÈÛɯÐÛÚɯÖÛÏÌÙɯÎÖÝÌÙÕÔÌÕÛɯÊlients utilize caps 

up to $250K.  RM leadership indicated that the selection of the $50K cap was 

largely arbitrary.     

2. Also, for loss history, RM will use the total incurred (estimated) cost for a 

particular claim, whereas currently only the actual (paid  to date) losses are 

considered in the calculation. This change has the benefit of accounting for the 

like ly total, long -term cost of the claim.  However, this positive effect is 

counteracted, to some extent, by the capping discussed in Item #1; also, the 

incurred costs are only estimates, and as such agencies/departments may be 



 Final Report 

 

18 

 

PERFORMANCE AUDIT OF CEO/RISK MANAGEMENT 

allocated costs according to losses that may never be realized.  RM staff 

communicated with State Controller staff and verified that using the total 

incurred amount is permissible.  

3. The period of time used for calculating loss history will be shortened from seven 

years to five years for WoÙÒÌÙÚɀɯCompensation and from 10 years to seven years 

for Liability .  This change has the benefit of placing more emphasis on recent 

events, thereby making the methodology more responsive to risk performance, a 

stated goal of RM is pursuing a change in methodologies.  However, this change 

also creates more volatility for agencies/departments that have the impact of a 

ɁÉÈËɯàÌÈÙɂɯÚÔÖÖÛÏÌËɯÖÝÌÙɯÈɯÚÏÖÙÛÌÙɯ×ÌÙÐÖËɯÖÍɯÛÐÔÌȮɯÞÏÐÊÏɯÙÜÕÚɯÊÖÕÛÙÈÙàɯÛÖɯÈɯ

stated goal of RM. 

4. Capped losses will be divided by the  agency/department payroll;  then compared 

ÈÎÈÐÕÚÛɯ ÛÏÌɯ ÚÈÔÌɯ ÙÈÛÐÖɯ ÍÖÙɯ ÛÏÌɯ ÌÕÛÐÙÌɯ "ÖÜÕÛàɯ ÛÖɯ ËÌÛÌÙÔÐÕÌɯ ÈÕɯ ɁÌß×ÌÙÐÌÕÊÌɯ

ÔÖËÐÍÐÊÈÛÐÖÕɯÍÈÊÛÖÙɂɯ(X-Mod ).  The X-Mod  approach included  in the proposed 

methodolog ies is mathematically equivalent to the methodolog ies currently 

utiliz ed, with one critical caveat: the current ratio of an individual 

agency/department payroll compared to the current Coun tywide payroll must be  

the same as the historical 3 ratio of the individual agency/department payroll 

compared to the historical  Countywide payroll.  If these ratios are not equivalent , 

the proposed methodology diverges  from the current , with loss history amplified 

or muted, depending on whether aÕɯÈÎÌÕÊàɀÚɤËÌ×ÈÙÛÔÌÕÛɀÚɯÊÜÙÙÌÕÛɯ×ÈàÙÖÓÓɯÈÚɯÈɯ

percentage of Countywide payroll is highe r or lower than this same ratio on a 

historical basis.  This modification is what has led to confusion as to how the 

methodolog ies stay in compliance with the State Controller Cost Allocation 

Handbook.  This concern has been recently raised by the County A uditor -

Controller (A-C) who  does not believe the proposed methodologies are in 

compliance with the State Controller Handbook .  As such, the A-C believes that 

imp lementation of the proposed methodolog ies would increase the risk that an 

audit of State or federally funded programs, by those levels of government, 

might result in certain RM charges being disallowed.  1,ɀÚɯÈÊÛÜÈÙàɯÏÈÚɯÈÓÚÖɯ

reviewed the State Controller Handbook, but believes the X-Mod methodology is 

in compliance.  A detailed discussion of the compliance question is included in 

Appendix C of this report.  As far as benchmarking, the audit team confirmed 

wiÛÏɯ1,ɀÚɯÈÊÛÜÈÙàɯÛÏÈÛɯX-Mods are not widely used across its other public sector 

                                                 
3
 Last five/seven years 
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clients; rather, the actuary noted that the more commonly used methodology is 

the 70%/30% split currently in place.  

5. %ÖÙɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕȮɯa position-specific index used to adjust current 

Ìß×ÖÚÜÙÌɯȹËÌÝÌÓÖ×ÌËɯÉàɯÛÏÌɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯ(ÕÚÜÙÈÕÊÌɯ1ÈÛÐÕÎɯ!ÜÙÌÈÜȺɯ

will no longer be  used.  Instead, exposure will by adjusted by an individual 

agency/department loss experience.  While such a change focuses the 

methodology more on risk performance of an agency/department, as desired by 

RM, risks inherent in certain positions (e.g., electrician, police officer) are no 

longer included in the calculation .   

In terms of bottom -line effect, the proposed methodologies have a notable impact on a 

number of agencies/departments.  This fact is confirmed by 1,ɀÚɯÈÊÛÜÈÙà, which  notes 

in its  analysis ÖÍɯÛÏÌɯ×ÙÖ×ÖÚÈÓɯÍÖÙɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕȮɯɁƙƝǔɯÖÍɯÛÏÌɯÈÎÌÕÊÐÌÚɯÞÐÓÓɯ

experience significant impact (over 25% iÕÊÙÌÈÚÌɤËÌÊÙÌÈÚÌȺȮɂɯÈÕËɯÐÕɯÐÛÚ analysis of the 

proposal for Liability , Ɂ18% of agencies will experience significant impact (over 25% 

increase/decrÌÈÚÌȺȭɂɯɯ"ÓÌÈÙÓà, for those agencies that would receive a reduction, this 

change is a benefit to their financial position; however, for those agencies/departments 

that would see a significant increase, especially during the current financial 

environment, t here may well be significant operational impacts associated with this 

change.  %ÖÙɯ 6ÖÙÒÌÙÚɀɯCompensation there are 28 (or 46%) of the 61 

agencies/departments estimated to see increases greater than 30%.  For Liability there 

are five (or 8%) of the 61 agencies/departments estimated to see an increase greater than 

30%.  The County CFO indicated that if the proposal is implemented, he intends to 

make budgetary transfers during the first year to redistribute  funds among impacted 

General Fund agencies/departments to mitigate any significant increases.  However, 

there is currently no plan to make such accommodations for non-General Fund 

agencies/departments.  In addition, while such an accommodation will address some 

negative fiscal impactsȮɯÐÛɯÙÜÕÚɯÊÖÜÕÛÌÙɯÛÖɯ1,ɀs stated goal of making the system more 

responsive to risk performance. 

 

Lastly, there is the issue of the complexity of the proposed methodolog ies compared to 

the current methodolog ies.  Specifically, the utilization of the proposed experience 

modification factor has led to a notable amount of confu sion among 

agencies/departments.  As noted earlier, the use of an experience modification factor 

leads to an allocation mathematically equivalent to the current method, prov ided the 

histor ical ratio  of an agency/department payroll to the County wide payroll is the same 

over time.  When there is a difference between this historical ratio and the current ratio, 

the calculation becomes more complex.  This complexity was illustrated by a 
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miscalculation that was identified by the audit team during fieldwork relating to th e 

proposed charges for the OC Community Resources Department  (OCCR).  Because this 

department was formed during the last five years and certain operations (e.g., Animal 

Care Services) were moved from other departments (e.g., the Health Care Agency) to 

OCCR, RM manually reassigned specific claims to .""1ɀÚɯÓÖÚÚɯÏÐÚÛÖÙà.  However, RM 

staff neglected to move the historical payroll amounts associated with OC Animal Care 

from HCA over t o OCCR for the purposes of the experience modification calculation, 

which would have undercharged HCA and overcharged OCCR had this change not 

been identified .  Had this error  not been caught by the audit team, federal or State 

auditors would have h ad documentation of overcharges to OCCR, which receives 

nearly all of its funding from those two levels of government .         

 

In sum, there are several elements of the proposed methodology change that achieve 

the benefits sought by RM (e.g., capping, use of total incurred costs).  However, there 

are others (e.g., use of an X-Mod methodology) that are not industry -best practices, 

have minimal demonstrated benefit, and  have potential compliance issues.  

Recommendation  4: RM and CEO  should consider removing the X -Mod component 

of the proposed new methodolo gies, and, instead, utiliz e the more common  70%/30% 

split between loss history and exposure.  However, i f RM continues to pursue the X-

Mod me thodolog ies, it should consider obtainin g a formal opinion from the State 

Controller regarding the compliance of the proposed X-Mod calculation with the 

State Controller Cost Allocation Handbook.  In addition, consider utilizing a tiered  

capping methodology whereby loss amounts are included in t iers (e.g., the first $50K 

of loss is counted dollar -for -dollar, losses from $50K to $100K are counted at fifty -

cents-on-the-dollar, etc.); such a modification would better account for 

agencies/departments that typically have higher severity claims.   
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Commercial Insurance  

Aside from the "ÖÜÕÛàɀÚɯtwo major self -insurance programs for WorkÌÙÚɀɯ

Compensation and Liability , RM purchases a number of commercial insurance policies 

to protect the County from different types of risk exposure s.  In total , there are 21 

commercial insurance policies held by the County  (See Appendix D), ranging from  

crime insurance, to watercraft insurance for OCSD harbor patrol boats, to property 

insurance for John Wayne Airport facilities , to excess liability coverage for Liability  

claims over $5 million and WÖÙÒÌÙɀÚɯCompensation claims over $20 million .    

According to data provided by RM, the total annual cost of  the premiums for  all 21 

policies is over $8.2 million , with the largest being: Countywide Property Insur ance 

($4.2 million ), John Wayne Airport Property Insurance ($1.6 million ), and excess 

ÓÐÈÉÐÓÐÛàɯÊÖÝÌÙÈÎÌɯÍÖÙɯÛÏÌɯ"ÖÜÕÛàɀÚɯÚÌÓÍ-funded Liability  program ($1.4 million ).  

 

The audit team identified  one opportunity for improvement in this area. 

Finding  5: There are currently no reporting requirements for the purchase of 

ÐÕÚÜÙÈÕÊÌɯ×ÖÓÐÊÐÌÚɯÛÏÙÖÜÎÏɯÛÏÌɯ"ÖÜÕÛàɀÚɯÐÕÚÜÙÈÕÊÌɯÉÙÖÒÌÙȮɯÙÌÎÈÙËÓÌÚÚɯÖÍɯ

the annual premium size.  (Priority 2)  

(ÕɯÖÙËÌÙɯÛÖɯÈÍÍÖÙËɯÛÏÌɯ"ÖÜÕÛàɀÚɯ1ÐÚÒɯ,ÈÕÈÎÌÙɯÞÐÛÏɯÛÏÌɯÍÓÌßÐÉÐÓÐÛàɯÛÖɯÕÌÎÖÛÐÈÛÌɯÞÐÛÏɯ

insurÈÕÊÌɯ ×ÙÖÝÐËÌÙÚɯ ÝÐÈɯ ÛÏÌɯ "ÖÜÕÛàɀÚɯ ÐÕÚÜÙÈÕÊÌɯ ÉÙÖÒÌÙȮɯ ÛÏÌɯ !ÖÈÙËɯ ÖÍɯ 2Ü×ÌÙÝÐÚÖÙÚɯ

approved a resolution (#96-623) in 1996 that gave the Risk Manager permission to 

purchase insurance through a specific broker.4    It is important to note that the intent of 

the Risk Manager and the County Purchasing Agent in pursuing the passage of this 

resolution was to permit the Risk Manager to purchase insurance as he deems necessary 

for the County, without needing to return to the Board for approval.  In practice, this 

means that insurance policies whose annual premiums may exceed $100K are 

purchased without Board approval/awareness.  The Risk Manager indicated to the 

audit team that due to the nature of insurance policy negotiations, obtaining approval 

from the Board for these purchases would be impractical, due to the significant amount 

of lead time necessary to place items on the Board agenda.  In order to enhance 

oversight of these purchases and Board awareness of the level of financial commitment 

associated with these insurance policies (i.e., the size of the annual premiums), the audit 

team worked with RM to identify an opportunity for enhanced reporting, as described 

in the recommendation below.   

                                                 
4
 In 2009, the Risk Manager updated the resolution (#09-113) to move away from a commission-based compensation 

structure for the broker and to select a new broker (which had been identified through an RFP process). 



 Final Report 

 

22 

 

PERFORMANCE AUDIT OF CEO/RISK MANAGEMENT 

Recommendation  5: On a bi annual  basis, RM  should submit a report to the Board  of 

Supervisors on the consent agenda that details any new commercial insurance policy 

purchases or existing policy renewals that exceed $50K.  This report should also 

include a brief description of the purchasing procedure utilized (e.g., number of bids 

rÌÊÌÐÝÌËɯÉàɯÛÏÌɯ"ÖÜÕÛàɀÚɯÐÕÚÜÙÈÕÊÌɯÉÙÖÒÌÙȺȭɯɯɯɯ 
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Contracts Insurance  

The County contracts with private  and public sector vendors to provide a variety of 

goods and services.  These include, but are not limited to, commodities (e.g., office 

supplies), fixed assets (e.g., equipment), professional services (e.g., consultant studies), 

human services (e.g., medical clinics), architecture/engineering services, public works 

construction, and IT software services.  For service-related contracts, it is County policy 

that all individuals or companies doing business with the County assume responsibility 

for any costs arising from personal injury or property damage that occurs during the 

provision of  those services, or for failure to adequately perform the assigned work for 

projects.  The County protects itself from these potential losses by requiring contractors 

to have the appropriate type and amount of insurance and bonds, and to indemnify or 

hold harmless the County for any claims related to the services provide d by the vendor . 

 

RM develops and enforces policies and procedures that require all 

agencies/departments to review and verify that vendor insurance and bond 

requirements are met prior to work being started.  If a vendor  wishes to request an 

exemption/modif ication/waiver to these requirements, the agency/department 

proposing to utilize the vendor  must submit a formal request to either RM or County 

Counsel, and for some items, to the Board of Supervisors.   Examples of the types of 

circumstances in which waiv ers are requested include:  WÖÙÒÌÙɀÚɯCompensation 

insurance when the vendor is a sole proprietor or will not be working on County 

property; the contract value and amount of risk are low; or a state/federal government  

vendor  will not agree to fully indemnif y the County.  

 

RM has two staff assigned to this responsibility, one Administrative Manager and one 

Staff Specialist.  Workload data was available for the past two fiscal years, which is 

shown in the following table : 

Contracts Insurance Workload Statistics (FY 09/10-10/11) 

Activity FY 09/10 FY 10/11 % Change 

Consults and waiver requests 1,540 1,375 -10.7% 

Bonds sufficiency review 101 124 22.7% 

Insurance compliance reviews* 196 128 -34.7% 

Certificates of self-insurance 133 107 -19.5% 

Training sessions conducted N/A 6 N/A 

*Insurance compliance reviews are no longer performed for John Wayne Airport, effective 2/2011  
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Performance Strengths  

The audit team identified the following areas where RM staff responsible for Contracts 

Insurance performs well:  

 

Á Development of a comprehensive P&P insurance manual (i.e., Insurance Document 

ReviewȺɯÛÏÈÛɯÊÓÌÈÙÓàɯÖÜÛÓÐÕÌÚɯÛÏÌɯ"ÖÜÕÛàɀÚɯÐÕÚÜÙÈÕÊÌɯÙÌØÜÐÙÌÔÌÕÛÚɯÈÕËɯ×ÙÖÊÌÚÚÌÚȭ 

 

Á Agency/Department confirmation of a significant improvement in the turnaround 

time for reviewing  requests for contract insurance waivers/exceptions (i.e., 1-2 days), 

and in answering insurance related questions in a timely manner.  

 

Á Agency/Department confirmation that RM staff prov ides valuable contracts 

insurance training . 

Opportunities for Improveme nt  

The audit team has identified the following areas where process improvements are 

available: 

Understanding of Agency/Department Operations  

RM insurance staff has limited opportunities to observe agency/department operations, 

primarily due to workload vol ume.  Information about agency/department insurance 

needs are typically acquired by reading the scope of work for the project and contacting 

department staff by telephone/email to address any questions RM staff may have.   

 

Although this issue does not ris e to the level of a formal finding, it would be beneficial 

for RM staff to set up a process whereby a certain number of agency/department 

worksites (particularly those where waivers have been requested) are visited each year 

to obtain an overview of the pr ojects or services being proposed, the project location, 

ÈÕËɯ ÈÕàɯ ÈÚÚÖÊÐÈÛÌËɯ Ö×ÌÙÈÛÐÖÕÈÓɯ ÐÚÚÜÌÚȭɯ ɯ 3ÏÐÚɯ ÞÐÓÓɯ ÐÕÊÙÌÈÚÌɯ 1,ɯ ÚÛÈÍÍɀÚɯ ÖÝÌÙÈÓÓɯ

understanding of departmental needs and enhance the assessment of any risk issues 

ÐÕÝÖÓÝÌËɯÐÕɯÛÏÌɯÝÌÕËÖÙɀÚɯ×ÙÖ×ÖÚÌËɯÚÌÙÝÐces. 
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RM vs. County Counsel Review of Contract Insurance Issues 

Finding 6: The delineation of responsibility between RM and County Counsel for  

the review and approval of contract insurance issues is unclear to many 

County agencies/departments.  (Priority 2)  

During interviews with County agencies/departments, many of them were uncertain as 

to which insurance related issues (e.g., waivers for insurance, warranties or 

indemnification) should be discussed with RM versus County Counsel staff, or which 

group has precedent if there is a disagreement. 

 

These issues were discussed with RM and County Counsel staff.  In general, it appears 

that there is a clear understanding  of responsibilities and a good working relationship 

between the two groups.  The issue appears to be inadequate communicati on of these 

specific roles to agencies/departments.    

Recommendation 6:  In consultation with County Counsel, RM should send a memo 

to all agencies/departments delineating the authority and responsibility for different 

types of contracts insurance review.  

Proof of Insurance  

Finding 7: Vendors who have multiple contracts with the County must prepare and 

submit proof  of insurance documentation for each contract, potentially 

leading to extra costs passed on to the County.  (Priority  2) 

TÏÌÙÌɯÈÙÌɯÌÍÍÐÊÐÌÕÊÐÌÚɯÛÖɯÉÌɯÎÈÐÕÌËɯÐÕɯÛÏÌɯ"ÖÜÕÛàɀÚɯÙÌØÜÐÙÌÔÌÕÛɯÍÖÙɯ×ÙÖÖÍɯÖÍɯÐÕÚÜÙÈÕÊÌɯ

from vendors who have multiple contracts with the County.  Currently, the County 

requires a contractor to provide the same proof of insurance (i.e., endorsements, 

certificates) for each contract it has with the County.  Gathering these duplicate 

endorsements and certificates are expenses to the vendor  which in some cases are 

passed directly on to the County.  To help address this situation, RM is currently in the 

process of selecting a vendor to provide insurance tracking software to make available 

more detailed information and to ensure all County contracts have the required 

insurance and/or bonds.  
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Recommendation 7:  RM should complete its  efforts to implement  insur ance 

certificate software that would allow agency/department  staff to verify proof of 

insurance for vendors with multiple contracts with the County.  
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Liability  Claims  

Liability  claims filed against the County include  General Liability claims (e.g., bodily 

injury, use of force, civil rights violations, employee -caused losses, property damage) 

and automobile accident claims.   

 

All claims must initially be filed with the Clerk of the Board of Supervisors.  Once 

received, County Counsel staff reviews the claim for legal sufficiency and routes all 

Liability claims to RM;  all non-Liability cases (e.g., typically a small number of contract-

based cases) are retained by County Counsel.   

 

Once a claim is received by RM, it is assigned to one of four staff members5 who are 

responsible for documenting, reviewing and investigating the merits of the claim, and 

determining the disposition of the case, which includes either a denial of the claim or a 

settlement, if appropriate.  The County is required by law to provide an answer to all 

Liability  claims within 45 days of receipt.  If the claimant is not satisfied with the 

outcome, they have up to six months to file a lawsuit .6  If litigation is pursued, RM 

maintains a Board-approved slate of contract attorneys that provide s litigation defense 

for the County  (i.e., Legal Defense Panel7).  RM staff oversees the work performed by 

these contract attorneys, approves proposed courses of action, and reviews and 

approves attorney invoices and payments. 

 

In terms of covering Liability  claims expenses, the County self-insures up to $5 million 

(i.e., the retention amount) per occurrence.  The County purchases excess liability 

insurance to cover any losses over this amount up to a maximum of $100 million  per 

occurrence.  As discussed in the Administration and Financial Management section of 

this report, Liability  cÓÈÐÔɯÌß×ÌÕÚÌÚɯÈÙÌɯ×ÈÐËɯÖÜÛɯÖÍɯÛÏÌɯ"ÖÜÕÛàɀÚɯ(ÕÛÌÙÕÈÓɯ2ÌÙÝÐÊÌɯ%ÜÕËɯ

(ISF) 294.  This ISF receives its revenue from all County agencies/departments paying 

into the fund according to an established cost allocation methodology . 

 

The Board of Supervisors has assumed responsibility for making decisions regarding all 

Liability claim payouts $50K and aboveȮɯÈÕËɯÍÖÙɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÊÓÈÐÔÚɯÛÏÈÛɯÈÙÌɯ

                                                 
5
 Claims Manager, Assistant Claims Manager, two Claims Adjusters 

6
 This applies to actions other than Civil Rights actions and inverse condemnation actions, which may be filed in 

court without first having a Government Code claim filed with the Clerk of the Board.  
7
 See Appendix E for a complete list of current Legal Defense Panel firms. 
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settled as Compromise and Release8 cases $75K and above in new money .  RM provides 

the staff support for closed-session Board meetings on these claims.9 

 

In addition to Liability claims, this section of RM also handles all Liability s ubrogation 

cases, i.e., those cases in which the County is seeking compensation from a third party 

due to damage caused to County property.   

Performance Strengths  

In Liability  claims management, the audit team noted the following positives: 

 

Á Collectively, staff is experienced in Liability  claims management. 

Á Staff aggressively seeks to protect public funds.  

Á RM has recently implemented a detailed and comprehensive policy and procedures 

manual for processing Liability  claims. 

Á  ÕɯÈÜËÐÛɯÖÍɯ1,ɯÊÖÕËÜÊÛÌËɯÉàɯÛÏÌɯ"ÖÜÕÛàɀÚɯInternal Audit Department found that 

RM has ÊÖÕÛÙÖÓÚɯÈÕËɯ×ÙÖÊÌÚÚÌÚɯÐÕɯ×ÓÈÊÌɯɁȱÛÖɯÌÕÚÜÙÌɯÛÏat [Liability  ÈÕËɯ6ÖÙÒÌÙÚɀɯ

Compensation] payments are valid, supported, allowable and are processed 

ÊÖÔ×ÓÌÛÌÓàȮɯÈÊÊÜÙÈÛÌÓàɯÈÕËɯÛÐÔÌÓàȭɂ 

Opportunities for Improvement  

Liability  Claims Data Analysis 

Having useful information on current and past Liability  claims (e.g., total cost of claims, 

frequency by payout size and agency/department, average claim size by type) is a 

prerequisite to managing operational  risks.  Such information  enables RM to support 

agencies/departments in identify ing problem areas and making proactive changes.   

Finding 8: Risk Management has not developed a comprehensive approach to 

analyzing and reporting on Liability  claims data.  (Priority 1)  

                                                 
8
 A settlement in which an injured worker receives a lump sum payment that includes an estimate of future medical 

costs; the claim effectively ends at the time the judge issues the Order Approving Compromise and Release.   
9
 The California Government Code (Division 3.6, Section 935.4) limits the Boardôs ability to delegate claim 

settlements/payments to an employee at or above the $50K limit. 
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As previously identified, RM strives to use a five -step process to manage County risk: 1) 

Risk Identification, 2) Risk Analysis,  3) Evaluation of risk management techniques to be 

utilized, 4) Implementation of chosen risk management techniques, and 5) Monitoring 

the results of implementation.  In the area of Liability  claims management, however, 

there are substantial opportunit ies for improvement in both  Risk Identification (i.e., the 

identification of what happened and why it happened ) and Risk Analysis (i.e., the 

development of statistics/metrics to identify and analyze the types of incidents 

occurring, the frequency of those incidents, and the severity of consequences resulting 

from those incidents). 

Currently, the only reporting  ÖÍɯÛÏÌɯ"ÖÜÕÛàɀÚɯLiability  ÊÓÈÐÔÚɯËÈÛÈɯÐÚɯÐÕɯ1,ɀÚɯannual 

report 10, which  includes the following statistics:  

 

Á 3ÏÌɯ"ÖÜÕÛàɀÚɯ+ÖÚÚɯ1ÈÛÌȮɯ"ÓÈÐÔɯ2ÌÝÌÙÐÛàȮɯÈÕËɯ"laim Frequency compared to 

other California Counties  

Á Number of Cases Tried and Won, Lost, and Awaiting Decisions  

Á Number of Voluntary Dismissals Prior to Trial and Dismissals Due to Motions  

 

This high-level information , however, is of limited operational value to 

agencies/departments that are trying to manage Liability  risks.  There are a number of 

additional important statistics/metrics (e.g., Total Liability Claims costs)  that should be 

included .  Because many of these metrics and statistics have not been developed by RM, 

agencies/departments are limited in their ability to proactively manage the inherent 

risks that are the root cause of Liability  claims (e.g., cross-tabbing type of claim by 

location and cost).  In addition, because top management and policy makers are 

provided with limited risk trends, they are unable to coordinate a Countywide effort to 

reduce future losses and systematic risks.  This is a critical deficiency, especially in light 

of the current fiscal climate  and the fact that this capability is a foundational/mission -

specific requirement for RM.  During audit fieldwork, RM and agencies/departments 

confirmed this opportunity for improvement.   

 

Consequently, in order to provide an in -depth examination of the CouÕÛàɀÚɯLiability  

claims, the audit team worked with RM staff iteratively to obtain a comprehensive set of 

raw Liability claims data.  Once this information was finalized, the audit team distilled 

it into the following collection  of analytics, which lays the foundation for RM to 

enhance its Risk Analysis capabilities . 

 

                                                 
10

 CEO Risk Management Executive Summary 
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PERFORMANCE AUDIT OF CEO/RISK MANAGEMENT 

Countywide Liability  Claims Costs and Numbers 

The set of charts/tables in this section of the report provides information related to 

Countywide Liability  claims over the past 12 fiscal years.  The chart and table below 

show total Liability claims costs paid by the County during  each fiscal year.  

Countywide Liability Claims Costs, FY 99/ 00-10/11 

 

 
Source: CEO/Risk Management Liability Claims Database 
Notes: 1) Legal Costs includes other costs such as investigations expenses, expert fees, medical expenses, and  
deposition costs.  2) FY 01/02 and FY 05/06 numbers include the costs of two claims ($1.2 million  
and $5.0 million, respectively) related to landfill gas that were passed through RM ISF 294 but were ultimately  
paid out of an OC Waste & Recycling contingency fund. 
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Bodily Injury Property Damage Legal Expenses

Fiscal Year Bodily Injury Property Damage Legal Costs Total Costs

FY 99/00 $1,679,493 $816,021 $3,537,219 $6,032,733

FY 00/01 $666,757 $825,007 $4,358,845 $5,850,610

FY 01/02 $1,482,303 $1,988,285 $3,924,175 $7,394,763

FY 02/03 $2,439,993 $387,207 $5,575,832 $8,403,032

FY 03/04 $2,306,931 $246,080 $5,354,501 $7,907,512

FY 04/05 $2,402,202 $1,440,690 $5,424,413 $9,267,306

FY 05/06 $3,394,326 $5,299,431 $3,529,046 $12,222,802

FY 06/07 $2,720,470 $227,147 $3,637,110 $6,584,727

FY 07/08 $2,501,944 $238,659 $4,828,537 $7,569,140

FY 08/09 $1,019,667 $224,047 $6,795,394 $8,039,108

FY 09/10 $10,255,500 $271,561 $8,364,499 $18,891,561

FY 10/11 $13,917,261 $764,021 $7,388,831 $22,070,112

Total 44,786,848$             12,728,156$             62,718,401$             120,233,406$           

% Total 37.2% 10.6% 52.2%
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PERFORMANCE AUDIT OF CEO/RISK MANAGEMENT 

Informational highlights from the chart and table on the previous page include:  

Á The County has paid $120 million in Liability  claim expenses (including payouts and 

legal costs) over the past 12 fiscal years, an average of $10 million  per year.  

However, in a substantial upswing  of costs, over the last two  fiscal years, the County 

has paid $41.0 million in Liability  claims expenses, or an average of $1.7 million per 

month , due to large payouts related to eight claims, seven of which were incurred in 

years prior to FY 09/10 and FY 10/11.11 

Á Liability  claims costs have increased substantially over time (265.8%, an average of 

22.3% per year), with the  largest increase occurring between FY 08/09 and FY 09/10 

(134.9% increase) due to the Fogarty-Hardwick civil rights violation case at the 

Social Services Agency (incurred in FY 99/00), which as of June 30, 2011, has cost the 

County $10.6 million.  This case is the single largest Liability  claim payout in County 

history and the only payout  that exceeded the $5 million self -insured limit. 12 

Á On average, Legal Costs have represented the largest portion of Liability  (52.2%) 

expenses over the past 12 fiscal years. 

The remaining charts/tables in the Liability Claims section of the report present data 

based on the fiscal year that claims were incurred (i.e., the fiscal year that the loss 

occurred) over the same time period, whereas the previous chart/table highlighted costs 

paid in a given year, regardless of when the loss occurred.  It is important to examine 

Liability claims data based on the year the claim was incurred in order to understand 

how the County as a whole and individual agencies/departments are performing with 

regard to reducing losses and mitigating operational risks . 

 

 

 

 

                                                 
11

 In FY 09/10, $9.2 million in costs are attributed to large payouts (ranging from $901K to $3.8 million) related to 

four claims; in FY 10/11, $12.2 million in costs are attributed to large payouts (ranging from $511K to $9.9 million) 

related to four claims, including the Fogarty-Hardwick case. 
12

 It should be noted that the Countyôs excess claim insurance carrier went bankrupt and the County was required to 

pay all costs over its self-insured limit of $5 million.  The County is currently in negotiation with this insurer 

(Reliance) to recover its loss.  
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Number of Liability Claims Incurred, FY 99/ 00-10/11 

 
Source: CEO/Risk Management Liability Claims Database 
Note: FY 07/08 numbers include 699 individual claims filed by retirees when the County  
split retirees from the health insurance rate pool; these claims were subsequently consolidated.  

The chart above demonstrates two important trends: 1) a general downward trend in 

the number of Liability  claims incurred by the County between FY 99/00 and FY 10/11 

(a 41.1% decrease from FY 99/00 to FY 08/09), and 2) a downward trend in the 

percentage of claims that result in payments (36% in FY 99/00 to 23% in FY 08/09).13 

However, as illustrated in the chart on the following page , the costs of these claims have 

fluctuated significantly over this time period.   

 

 

 

 

 

 

                                                 
13

  FY 08/09 is used as the most recent year of comparison because there is some lag in identifying the number/costs 

of claims incurred in the most recent years (FY 09/10 and FY 10/11) since property damage/personal injury 

claimants have up to six months to file a claim, and claimants seeking indemnification have up to one year to file a 

claim.  In addition, there are some types of claims that are not subject to this filing statute (e.g., civil rights 

violations filed in federal court). 
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PERFORMANCE AUDIT OF CEO/RISK MANAGEMENT 

Cost of Liability Claims Incurred, FY 99/00-10/11 

 
Source: CEO/Risk Management Liability Claims Database 
Note: The cost of claims are attributed to the fiscal year the claim was incurred rather than the year  
expenses were paid out.   

In the chart above, several high payout claims account for the upswings in costs in FY 

99/00 (the $10.7 million Fogarty-Hardwick claim), FY 02/03 (one $2.0 million claim), FY 

05/06 (one $4.0 million claim), and FY 07/08 (one $3.3 million  claim).  Excluding these 

claims, the fluctuations over the 12 year time period is less drastic.   

In addition to the number and cost of claims incurred  in each fiscal year, it is also 

important from a workload standpoint  to know the number of active claims being 

worked on each fiscal year.  The audit team examined the number of claims opened and 

closed in each fiscal year to understand changes in workload over the last 12 fiscal 

years.  The chart on the following page  provides this information  (note: FY 99/00 data 

was incomplete for the number of claims closed and was excluded). 
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PERFORMANCE AUDIT OF CEO/RISK MANAGEMENT 

Countywide Number of Active Claims w/ Payment Activity, FY 00/01-10/11 

 
Source: CEO/Risk Management Liability Claims Database 
Notes: 1) FY 99/00 was excluded due to the lack of a complete data set for claims closed in that year. 2) FY 07/08 numbers 
include 699 individual claims filed by retirees when the County split retirees from the health insurance rate pool  
 

Based on the chart above, with the exception of FY 07/0814, the total number of claims 

opened and closed (with and without payments) has been steadily declining o ver the 

time period considered. 
 

Liability  Claims by Agency/Department  

The table on the following page  breaks down Liability  claims numbers and costs by 

agency/department for claims incurred (i.e., with loss dates that occurred) over the past 

12 fiscal years. 

 

 

                                                 
14

 FY 07/08 numbers include 699 individual claims filed by retirees when the County split retirees from the health 

insurance rate pool. 
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Numbers and Costs of Liability Claims Incurred by Agency/Department, FY 99/ 00-10/11 

 
Source: CEO/Risk Management Liability Claims Database 
Note: Claims with Payments include legal expenses. 

 

Key points to be noted from this data include  the following:  

 

Á As expected, given its public safety role, the Sheriff-Coroner Department (OCSD) 

accounts for the majority of Liability  claim numbers and costs.  Over the past 12 

fiscal years, OCSD accounted for 43.6% of all County Liability  claims filed and 46.6% 

of all Liability  claims expenses.  The next highest agency/department was the Social 

Services Agency (SSA) who had 3.6% of all claims and 17.4% of all costs.  (Note:  

22 ɀÚɯÙÈÕÒÐÕÎɯÐÚɯ×ÙÐÔÈÙÐÓàɯËÜÌɯÛÖɯÖÕÌɯ22 ɯÊÓÈÐm paid out  in FY 10/11 for $9.6 

million )15  

Á Of the 11,311 total claims filed against the County over the past 12 fiscal years, 3,041 

claims (or 26.8%) resulted in payments. 

Á Over the past 12 fiscal years, there has been some variability in the number of 

Liability  claims filed  against individual County agencies/departments.  The chart 

                                                 
15

 2000 to 2011 Fogarty-Hardwick case 

Agency Description
Number of 

Claims

% of Total 

Claims

Number of Claims 

w/ Payments
Paid Costs

% of Total Paid 

Costs

SHERIFF-CORONER 4,927               43.6% 1,477                     48,025,839$        46.6%

SOCIAL SERVICES AGENCY 410                  3.6% 123                        17,875,550$        17.4%

OC WASTE AND RECYCLING 134                  1.2% 50                           6,807,844$           6.6%

HEALTH CARE AGENCY 632                  5.6% 202                        4,192,271$           4.1%

OC PUBLIC WORKS 1,281               11.3% 351                        3,537,331$           3.4%

DISTRICT ATTORNEY 183                  1.6% 48                           3,434,737$           3.3%

PROBATION 314                  2.8% 104                        2,806,700$           2.7%

OC COMMUNITY RESOURCES 58                    0.5% 18                           2,728,998$           2.6%

OC ROAD 336                  3.0% 71                           2,035,598$           2.0%

OC FLOOD 82                    0.7% 24                           1,937,792$           1.9%

OC PARKS CSA26 371                  3.3% 132                        1,534,672$           1.5%

PUBLIC DEFENDER 41                    0.4% 14                           1,306,652$           1.3%

OC HOUSING 259                  2.3% 119                        1,285,120$           1.2%

ASSESSOR 33                    0.3% 10                           838,376$              0.8%

CHILD SUPPORT SERVICES 75                    0.7% 26                           812,125$              0.8%

MISCELLANEOUS 664                  5.9% 89                           786,150$              0.8%

AIRPORT 196                  1.7% 47                           742,779$              0.7%

All Other Agencies 1,315               11.6% 136                        2,338,428$           2.3%

Grand Total 11,311            100.0% 3,041                     103,026,960$      100.0%
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below shows this variability  for the top five agencies/departments (by number of 

claims incurred  in each fiscal year).16  

Number of Claims Incurred by Top Five Agencies/Departments in Each Fiscal Year, FY 99/00-10/11 

 
Source: CEO/Risk Management Liability Claims Database 

 

Types of Liability  Claims  

The table on the following page  illustrates the costs associated with the most common 

types of Liability  claims over the past 12 fiscal years. 
 

 

 

 

                                                 
16

 FY 08/09 is used as the most recent year of comparison because there is some lag in identifying the number/costs 

of claims incurred in the most recent years (FY 09/10 and FY 10/11) since property damage/personal injury 

claimants have up to six months to file a claim, and claimants seeking indemnification have up to one year to file a 

claim.  In addition, there are some types of claims that are not subject to this filing statute (e.g., civil rights 

violations filed in federal court). 
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Total Liability Claim Costs and Numbers of Claims by Type, FY 99/00-10/11  

 
Source: CEO/Risk Management Liability Claims Database 
Note:  1) Of the 6,827 ά!ƭƭ hǘƘŜǊ General Liability Typesέ ŎƭŀƛƳǎΣ 1,120 claims were for άInmate Claimant Property Loss,έ 699 
ǿŜǊŜ ŦƻǊ άwŜǘƛǊŜƳŜƴǘ ǊŜƭŀǘŜŘΣέ 649 were ŦƻǊ άNot our jurisdictionΣέ  пфф ǿŜǊŜ ŦƻǊ άaƛǎŎŜƭƭŀƴŜƻǳǎέΣ 401 were ŦƻǊ άAll leased, 
rented vehicle damage,έ and 359 were ŦƻǊ άDoor, etc., damage to claimant property.έ Of the 782 ά!ƭƭ hǘƘŜǊ !ǳǘƻƳƻōƛƭŜ Liability 
Typesέ ŎƭŀƛƳǎΣ олп ǿŜǊŜ ŦƻǊ ά.ŀŎƪƛƴƎ ǳǇ ƻǊ ǊƻƭƭƛƴƎ ōŀŎƪέ ŀƴŘ 188 claims were for άHit parked or standing vehicle.έ 2) Claims 
with Payments include legal expenses. 

 

Important points to highlight from th e table above include  the following : 

 

Á General Liability  claims represent 83.1% of all Liability  claims filed and 88.8% of all 

expenses paid.  The remainder are automobile-related claims (15.5% of claims, 11.1% 

of costs) and airport -related claims (1.4% of claims, 0.1% of costs). 

Liability Type / Cause Description
 Number of 

Claims 

 % of Total 

Claims 

 Claims w/ 

Payment 
 Paid Costs  % Total Costs 

General Liability

Civil Rights violation 270             2.4% 79             14,236,691$          13.8%

Excessive force by deputy in field 170             1.5% 55             9,552,846$            9.3%

Liability from our service (errors & omissions) 698             6.2% 232           9,351,722$            9.1%

Adverse Employment Action 146             1.3% 50             7,922,994$            7.7%

Chemicals-smoke-fumes-paint 26               0.2% 9               6,413,778$            6.2%

Use of force by staff while in custody 222             2.0% 79             6,000,841$            5.8%

Wrongful termination/suspension 77               0.7% 24             5,263,602$            5.1%

Wrongful death 89               0.8% 33             4,711,847$            4.6%

Inmate assaulted by inmate 50               0.4% 13             4,613,166$            4.5%

Failure to release from jail on time 18               0.2% 5               2,590,877$            2.5%

Dangerous condition 321             2.8% 74             2,251,687$            2.2%

Alleged false arrest/false imprisonment 162             1.4% 40             1,575,318$            1.5%

Sexual Harassment 22               0.2% 9               1,508,077$            1.5%

Operations damaged property 163             1.4% 54             1,439,361$            1.4%

Failure to provide medical care in jail 94               0.8% 22             1,429,368$            1.4%

Excessive force with use of weapons 20               0.2% 7               1,219,897$            1.2%

Negligent entrustment 21               0.2% 10             1,050,337$            1.0%

All Other General Liability Types 6,827         60.4% 1,418       10,349,389$          10.0%

General Liability Total 9,396         83.1% 2,213       91,481,797$         88.8%

Automobile Liability

Sideswipe collision 128             1.1% 56             3,437,355$            3.3%

Rear end-our unit hit other veh 513             4.5% 239           1,774,302$            1.7%

Employee-owned vehicles 13               0.1% 5               1,018,820$            1.0%

Our unit turning 134             1.2% 63             1,008,670$            1.0%

Disregard of signal/stop sign 86               0.8% 39             996,055$               1.0%

Pedestrian 23               0.2% 9               854,615$               0.8%

Unlisted claims 73               0.6% 27             661,426$               0.6%

All Other Automobile Liability Types 782             6.9% 354           1,721,778              1.7%

Automobile Liability Total 1,752         15.5% 792          11,473,019$         11.1%

All Airport-Related Liability Types 163            1.4% 36            72,144$                 0.1%

Grand Total 11,311       100.0% 3,041       103,026,960$       100.0%
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Á Excluding the one $10.6 million  civil rights violation payout for the Fogarty-

Hardwick  case in SSA and the one nearly $5.0 million landfill gas claim , the top 

liability claim payouts are related to uses of force in OCSD, errors/omissions during 

the provision of County services , and adverse employment actions. 

Á The most frequent types of Liability  claims filed include:   

Type of Claim         # of Claims   % of Total Claims 

o Inmate claimant property loss    1,120  9.9% 

o Retirement related17        699  6.2% 

o Liability from errors and omissions      698  6.2% 

o Not our jurisdiction 18       649  5.7% 

o Rear end ɬ our uni t hit other vehicle      513  4.5% 

 

The audit team also examined statistics regarding individual Liability  claims with the 

largest payouts (over $200,000) that were incurred between FY 99/00 and FY 10/11. This 

data yielded the following  information : 

 

Á Over the past 12 fiscal years, while only 0.8% (or 91) of all claims incurred between 

FY 99/00 and FY 10/11 had paid-to-date amounts over $200,000, these claims 

accounted for 66.8% ($68.8 million) of the total costs of claims. 

Á The most prevalent types of large payout claims involved excessive force by a 

deputy in the field ( 13.2%) and adverse employment actions (12.1%). 

Á 49 (or 53.8%) of these 91 large payout cases originated in OCSD (representing 45.8% 

of total costs) and 7 (or 7.7%) in SSA (representing 23.7% of total costs); the District 

Attorney  was the next highest at 6 (or 6.6%) of the 91 claims (representing 9.2% of 

total costs). 

The chart and table on the following page identif y those cases which have the highest 

average cost per claim for paid claims that were incurred  (i.e., had a date of loss) and 

closed within the past 12 fiscal years.19 

                                                 
17

 In FY 07/08, the County received individual claims filed by retirees when the County split retirees from the health 

insurance rate pool. 
18

 Claims that have been filed against the County but are not in the Countyôs jurisdiction (e.g., claims related to 

property that is not owned by the County of Orange). There may be legal defense costs to the County if these claims 

are litigated.  
19

 The data used to calculate the average cost of claims by type was restricted to paid claims that were opened and 

closed within the 12 year time period in order to capture the full cost of a claim. As a result, the number of claims 

presented in the table on the following page (2,806) is less than the number of paid claims previously shown (3,041).  
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Average Liability Claims Costs >$50K by Type, FY 99/00-10/11 

 

 
Source: CEO/Risk Management Liability Claims Database 
NoteΥ ¢ƘŜ ϷпррY ŀǾŜǊŀƎŜ ŎƭŀƛƳ Ŏƻǎǘ ŦƻǊ ά/ƘŜƳƛŎŀƭǎ-smoke-fumes-Ǉŀƛƴǘέ ƛƴŎƭǳŘŜǎ ǎŜǘǘƭŜƳŜƴǘ Ŏƻǎǘǎ  
related to two claims for landfill gas issues (a $5.0 million claim and a $1.2 million claim); these costs were  
passed through ISF 294 but were ultimately paid out of an OC Waste & Recycling contingency fund.  
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Type of Claim  Total Cost Number of Claims  Average Cost 

Chemicals-smoke-fumes-paint 6,378,726$           14                           455,623$               

Inmate assaulted by inmate 4,202,035$           12                           350,170$               

Employee-owned vehicles 1,010,476$           4                              252,619$               

Wrongful termination/suspension 3,600,052$           18                           200,003$               

Sexual Harassment 1,361,164$           7                              194,452$               

Excessive force with use of weapons 1,155,144$           6                              192,524$               

Excessive force by deputy in field 8,016,885$           46                           174,280$               

Wrongful death 5,287,844$           34                           155,525$               

Negligent entrustment 1,007,979$           9                              111,998$               

Adverse Employment Action 4,653,344$           44                           105,758$               

Improperly maintained road signs 156,453$               2                              78,226$                 

Use of force by staff while in custody 4,819,078$           71                           67,874$                 

Surface dmg-mech-equip 3,436,543$           55                           62,483$                 

Fire or explosion 181,102$               3                              60,367$                 

Racial Discrimination/Harassment 442,269$               8                              55,284$                 

Failure to release from jail on time 324,750$               6                              54,125$                 

Failure to provide medical care in jail 1,436,741$           27                           53,213$                 

Malpractice 418,354$               8                              52,294$                 

Clm injured on job site/property 556,011$               11                           50,546$                 

Subtotal of Average Claim Types >$50K 48,444,950$         385                         125,831$               

Total Claims Incurred, Filed, Closed 75,619,639$         2,806                      26,949$                 
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Informational highlights from the chart and table on the previous page include: 

 

Á The highest average cost type of Liability  claimɭɁChemicals-smoke-fumes-

paintɂɭis driven by one nearly $5 million claim filed by the City of La Habra 

related to a landfill gas case. 

Á Excluding ɁChemicals-smoke-fumes-paintɂ, on average, the most costly types of 

claims are:  ɁInmate assaults on other inmatesɂ ($350K per claim), ɁEmployee-

owned vehiclesɂ ($253K per claim)20, ɁWrongful termination/suspensionɂ ($200K 

per claim), and ɁSexual Harassmentɂ ($194K). 

Individual Liability  Claim Payouts 

The final  chart and table (below and on the following page ) identify  the frequency of 

Liability  claims in different payout ranges for paid claims that were incurred and closed 

over the last 12 fiscal years. 21 

Frequency of Liability Claims by Payout Size, FY 99/00-10/11 

 

                                                 
20

 In the past 12 years, there have only been four claims incurred and closed for ñEmployee-owned vehicles.ò 
21

 The data used to calculate the average cost of claims by type was restricted to paid claims that were opened and 

closed within the 12 year time period in order to capture the full cost of a claim. As a result, the number of claims 

presented in the table on the following page (2,806) is less than the number of paid claims previously shown (3,041).  
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Source: CEO/Risk Management Liability Claims Database 

 

The chart on the previous page and table above illustrate  that of the 2,806 paid claims 

that were incurred, filed, and closed during  the 12 fiscal years reviewed, 2,563 (91.3%) 

were for less than $50,000.  Collectively, these claims represent approximately 17.4% of 

all payout costs.  As previously identified, all payouts under $50,000 are settled 

administratively by RM without Board involvement , per County policy.  

 

As previously noted, t he preceding collection of charts provides a baseline for further 

management discussion and analysis of Liability  risks.  When asked why such detailed 

data analyses had not previously been performed, RM stated that one of the factors 

contributing to its inability to provide such information is its use of an outdated (1999) 

Microsoft Access database, which is unable to adequately facilitate important Liability  

claims analysis or data queries.  RM made an attempt in 2007 to purchase and 

implement a new system but the effort was unsuccessful and the vendor was 

terminated six months into the project.  No effort to pursue the acquisition of another 

system has been made since that time.  These challenges notwithstanding, the 

charts/tables prepared by the audit team demonstrate that the current Liability  claims 

database contains information sufficient to significantly enhance 1,ɀÚɯÓÌÝÌÓ of risk 

analysis. 

 

 

 

 

 

Payout Size

 Number of Claims 

(Frequency)  % of Total Number  Total Cost % of Total Cost

$5,000,000+ 1                                   0.0% 5,063,181$                6.7%

$3,000,000 - $4,999,999 3                                   0.1% 10,685,819$              14.1%

$2,000,000 - $2,999,999 -                               0.0% -$                             0.0%

$1,000,000 - $1,999,999 6                                   0.2% 7,908,392$                10.5%

$500,000 - $999,999 13                                 0.5% 8,307,286$                11.0%

$400,000 - $499,999 11                                 0.4% 4,687,452$                6.2%

$300,000 - $399,999 10                                 0.4% 3,561,733$                4.7%

$200,000 - $299,999 20                                 0.7% 5,004,087$                6.6%

$100,000 - $199,999 71                                 2.5% 9,571,176$                12.7%

$50,000 - $99,999 108                               3.8% 7,697,156$                10.2%

$30,000 - $49,999 129                               4.6% 4,978,910$                6.6%

$15,000 - $29,999 143                               5.1% 2,990,478$                4.0%

$1 - $14,999 2,291                           81.6% 5,163,969$                6.8%

TOTAL 2,806                           75,619,639$              
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Recommendation 8: RM should take the following actions to improve its ability to 

manage the risks that  create Liability  claims: 

a) With input from policy makers and agencies/departments, identify useful risk 

metrics for which data should be collected , analyzed and reported .   

b) Pursue the development of a new Liability  claims information system that will 

facilitate t he collection , analysis, and reporting of risk data for operational managers 

and policy makers .  In the interim, utilize the templates developed by the audit team 

in this report to prepare and present useful analytics from the existing system.  

c) Develop a Liability  risk analysis capability for the County.  

Liability  Claims Litigation Defense Using Contract Attorneys  

The chart below provides  a five year history of the number of  Liability  lawsuits 

received by RM and the legal expenses paid out by the County during that time period.   

The chart shows a clear and significant upward trend in the legal costs associated with 

Liability  claims (103% over the past five years).  In contrast, the number of Liability  

lawsuits  filed has increased far less rapidly ( 26% increase over five years). 

Number of Liability Lawsuits Filed and Legal Costs, FY 06/07-10/11 

 
Source: CEO/Risk Management  

 5-Year Total 5-Year % Increase 

# of Lawsuits 385 26.5% 

Legal Costs $31,011,133 103.2% 
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Contract Attorney Legal Defense Panel 

As previously mentioned, RM maintains a slate of contract attorneys (i.e., Legal Defense 

Panel) È××ÙÖÝÌËɯÉàɯÛÏÌɯ!ÖÈÙËɯÛÖɯÏÈÕËÓÌɯÛÏÌɯ"ÖÜÕÛàɀÚɯËÌÍÌÕÚÌɯÖÍɯÓÐÛÐÎÈÛÌËɯLiability  

claims.22  There are currently 12 firms on this list.  These firms also subcontract for 

various specialized professional services such as medical examinations, psychological 

examinations, and deposition s, as needed.  The table below provides  a 26-year history 

of the hourly rates approved by the County for  firm s on the Legal Defense Panel. 

Liability Legal Defense Panel Hourly Rate History, 1985-Present 

 1985-1993 2000-2011 
2011- 

Present 

Average 
Annualized 
% Increase 

General Tort Litigation 

     Partners $110 $140 $180 2.4% 

     Senior Associates $110 $140 $160 1.7% 

     Associates $80 $115 $135 2.6% 

     Paralegals $50 $70 $90 3.0% 

     Law Clerks N/A $70 $85 1.9% 

     Legal Assistants N/A $70 $80 1.3% 

Employment/Flood Litigation/Land Subsidence 

     Partners N/A $150 $200 3.0% 

     Senior Associates N/A $140 $175 2.3% 

     Associates N/A $125 $150 1.8% 

     Paralegals N/A $75 $95 2.4% 

     Law Clerks N/A $75 $90 1.8% 

     Legal Assistants N/A $75 $85 1.2% 

Environmental Litigation 

     Senior Partners $175 $225 N/A N/A 

     Partners $150 $200 $240 2.3% 

     Associates $125 $125 $170 1.4% 

     Paralegals $70 $75 $95 1.4% 

     Law Clerks N/A $75 $90 1.8% 

     Legal Assistants N/A $75 $85 1.2% 

Source: CEO/Risk Management  

 

                                                 
22

 See Appendix E for a list of current firms on the Legal Defense Panel. 
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On occasion, the Board approves the use of a firm not on this list to handle a specific 

case.  In these instances, the Board approves the firm by separate action at a public 

meeting.  

 

As is apparent, from an hourly perspective, the cost increases have been moderate to 

low.  Accordingly, given the significant increase in total legal costs paid out over the 

past five years, one or both of the following is occurring:  (1) an increase in the hours 

billed  by contract attorneys, and/or (2) an increase in costs other than those associated 

with attorney hours, such as for subcontractors (e.g., costs of investigators, medical 

experts).   

 

Finding 9: RM does not collect data on total hours billed by contract attorneys nor 

does it track the total costs of subcontractors  used by tÏÌɯ"ÖÜÕÛàɀÚɯ+ÌÎÈÓɯ

Defense firms (e.g., investigator s, medical experts) in an electronic 

database. (Priority 2)  

In order to examine the legal costs for Liability  claims, the audit team requested the 

total number of contract attorney hours billed for each of the last five fiscal years.  

However, RM staff informed the audit team that this information is not tracked in 

aggregate form and is only available in hard copy case files.  As a result, the audit team 

review ed a sample of Legal Defense Panel attorney invoices and case files from January 

2010 to September 2011.   

 

During its review, the audit team found that i n many cases, the hourly rates charged to 

the County by subcontractors23 far exceeds those allowed for the contract attorneys on 

ÛÏÌɯ"ÖÜÕÛàɀÚɯLegal Defense Panel.  For example, the highest rate paid to a firm partner 

on the Legal Defense Panel is $240/hour, while the range for  some of the more 

expensive subcontractors was between $300 - $600/hour.  RM Liability  claims staff 

indicated , and the audit team confirmed , that RM review s and approv es requests from 

Legal Defense Panel attorneys before expert witnesses or other subcontracts are hired.   

RM indicated that, over time, they have become familiar with all subcontractor staff and 

are comfortable making decisions regarding their usage.  Notwithstanding this review , 

RM also does not track the aggregate costs of subcontractors; rather, RM estimates these 

costs to be approximately 5-10% of total legal expenses.   

                                                 
23

 Subcontractors provide a myriad of services including, but not limited to medical examinations, psychological 

examinations, physical rehabilitation, deposition and copying services, auto body services, safety and construction 

engineer reviews, financial services for structured settlements with claimants. 
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Recommendation 9: Maintain monthly statistics on the number of attorney hours 

billed by firm, level, and c laim , as well as the use and cost of subcontractors.  As an 

added level of oversight, t he Risk Manager should conduct periodic reviews of 

random case files to ensure his/her satisfaction with the use of and fees charged by 

subcontractors. 

 

Finding 10: The current Liability  Legal Defense Panel contract has been in place for 

an excessive period  of time ( 10 years).  (Priority 3)  

The current Liability  Legal Defense Panel was established by contract in 2001 utilizing a 

Request for Proposal solicitation process.  The term of the contract is open-ended per 

ÛÏÌɯÍÖÓÓÖÞÐÕÎɯÎÌÕÌÙÐÊɯÊÖÕÛÙÈÊÛɯÓÈÕÎÜÈÎÌȯɯɯɁ3ÏÌɯÛÌÙÔɯÖÍɯÛÏÐÚɯagreement shall begin on the 

date of execution by Risk Management and shall continue until completion of the 

matters for which attorneys ÏÈÝÌɯÉÌÌÕɯÙÌÛÈÐÕÌËȱɂɯɯ(ÕɯËÐÚÊÜÚÚÐÖÕs with RM, staff 

acknowledged the need to refresh the panel and is currently in the process of releasing 

a RFP for the selection of a new Legal Defense Panel.   

Recommendation 10:  In the future, RM should refresh selection of a Liability  Legal 

Defense Panel every five to seven  years.  Include in the contract a specific length of 

time for  the term of the panel . 

Analysis of Contract Attorney s vs. In-House Counsel for Liability  Claims Litigation  

As part of the scope of this study, the audit team examined whether or not it would be 

more effective/efficient to use in-house County Counsel attorneys and support staff 

rather than contract attorneys for the litigation defense of Liability  claims.   

Finding 11: From a cost standpoint it would be more  expensive to use County 

Counsel attorneys and legal support staff for Liability  claim s litigation 

defense than contract  staff .  In addition, there are a number of other 

operational  considerations that support the current model.  (Priority 3 ) 

The table on the following page  compares the hourly rates of contract attorneys versus 

County Counsel staff that are/would be assigned to work  on Liability  claims litigation.  
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Contract vs. County Counsel Staff Hourly Rates 

Job Title 
Contract Staff / County Staff 

Contract Staff 
Hourly Rate 

County Staff 
Hourly Rate* 

% 
Differential 

Partner / Assistant County Counsel $180 $214 19% 

Senior Associate / Admin Manager III - Specialist $160 $202 26% 

Associate / Senior Deputy Attorney $135 $190 41% 

Paralegal / Paralegal $90 N/A N/A 

Legal Assistant / Sr. Legal Secretary $80 N/A N/A 

Source: Legal Defense Panel contract and County Counsel billing rates 
Note: The contract staff hourly rates used are for General Tort Litigation services; other specialty subcontractor rates are even 
higher. County Counsel staff charge rates include salary and employee benefits, County overhead charges, and clerical support 
expenses.  

 

The table above indicates that it is 19-41% more expensive to use County Counsel 

attorneys to perform Liability  claims litigation work  on an hourly basis.  In addition to 

hourly rates , there are several other important issues to consider in this analysis. These 

include:  

 

Á Specialty Skill Sets  

"ÖÕÛÙÈÊÛɯÈÛÛÖÙÕÌàÚɯÖÕɯÛÏÌɯ"ÖÜÕÛàɀÚɯLegal Defense Panel perform litigation work in a 

number of areas:  tort (personal and property damage), employment, flood, land 

subsidence and environmental claims.  County Counsel currently d eals with some of 

these general areas, but not from a tort perspective, and would therefore have to 

recruit attorneys with this specific expertise  within ÛÏÌɯ "ÖÜÕÛàɀÚ existing 

classification and compensation structure.   

Á Availability of Attorneys  

With a slate of contract attorneys, availability has not been an issue.  If County 

attorneys were used, there would potentially be gaps in service when an attorney 

left County employment until a replacement could be hired.  To mitigate this issue, a 

limited Legal Defense Panel capability could be maintained  for short term needs. 

Á Consistency of Workload  

Over the past five years, RM contract attorneys (12 firms) have received, on average, 

77 Liability  lawsuits per year.  If County C ounsel were to hire additional attorneys 

to perform the work currently provided by contract attorneys , there is a question of 

whether there would be enough  work in each area of litigation to sustain a full time 

County position ; scalability is much more difficult if the work is brought in -house. 



 Final Report 

 

47 

 

PERFORMANCE AUDIT OF CEO/RISK MANAGEMENT 

Á Use of Subcontractors 

As previously identified, Legal Defense Panel attorneys hire subcontractors (with 

RM review and approval) to perform a variety of services in preparation for and 

during the course of trials.  There are a number of advantages to allowing contract 

attorneys to hire these subcontractors, including increased speed of hiring , 

performance issues handled by a firm on the Legal Defense Panel rather than the 

County, and saved administrative effort/time in County staff not having to develop 

RFPs and individual contracts . 

Á RM Control Over Liability  Claims 

If County Counsel attorneys were used to litigate Liability  claims, there would be 

some impact to 1,ɀÚɯÊÖÕÛÙÖÓɯÖÝÌÙɯLiability claims  management.  County Counsel 

attorneys working on the claim would be taking direction from two County entities:  

RM and County Counsel.  Differences of opinion would have to be discussed and 

settled, whereas today these attorneys report solely to RM. 

Á Increase in County Supervising Attorney s 

Depending on the number of in -house attorneys hired, this could result in a need to 

add County Counsel supervisory staff.  

Á RM and County Counsel Preference  

Both RM and County Counsel management have expressed their preference to 

continue to have Liability claims litigation defense provided  by private firms on the 

Legal Defense Panel. 

Recommendation 11:  Continue with the current model for Liability claims legal 

defense.  
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7ÏÒËÅÒÓȭ #ÏÍÐÅÎÓÁÔÉÏÎ 

Background Information  

3ÏÌɯ"ÈÓÐÍÖÙÕÐÈɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯ(ÕÚÜÙÈÕÊÌɯÈÕËɯ2ÈÍÌÛàɯ ÊÛɯÖÍɯƕƝƕƛɯÙÌØÜÐÙÌÚɯÈÓÓɯ

employers in California to compensate their employees for work -related 

injuries/illnesses, by providing the following four types of benefits:  

 

1. Medical Care: Injured employees are eligible for medical care necessary to treat a 

work -related injury.  

2. Temporary Disability :  Injured employees are also entitled to wage loss benefit 

payments during medically -authorized absences from work, known as 

Temporary Disability (TD).  The amount of TD is regulated by law and is 

currently a maximum of $986 per week 24, calculated at two-thirds of weekly 

earnings, for up to two years (104 weeks)25. County-negotiated Memoranda of 

Understanding provide additional compensation benefits to employees in the 

ÍÖÙÔɯÖÍɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯ2Ü××ÓÌÔÌÕÛɯ/ÈàɯÛÏÈÛȮɯÞÏÌÕɯÈËËÌËɯÛo TD, equals 

80 percent for non-sworn personnel26. As statutorily required 27, sworn personnel 

receive Supplement Pay to equal 100 percent of their salaries for up to one year.  

3. Permanent Disability : Injured employees may also be entitled to a Permanent 

#ÐÚÈÉÐÓÐÛàɯȹ/#ȺɯÉÌÕÌÍÐÛȮɯÞÏÐÊÏɯÐÚɯÛÖɯÊÖÔ×ÌÕÚÈÛÌɯÍÖÙɯÈÕɯÌÔ×ÓÖàÌÌɀÚɯËÐÔÐÕÐÚÏÌËɯ

fuÛÜÙÌɯÌÈÙÕÐÕÎÚɯÊÈ×ÈÊÐÛàȭɯ3ÏÌɯ2ÛÈÛÌɯÖÍɯ"ÈÓÐÍÖÙÕÐÈɀÚɯ2ÊÏÌËÜÓÌɯÍÖÙɯ1ÈÛÐÕÎɯ/ÌÙÔÈÕÌÕÛɯ

Disabilities rates each disability on the ability of the claimant to compete for 

ÌÔ×ÓÖàÔÌÕÛȮɯÈÓÖÕÎɯÞÐÛÏɯÖÛÏÌÙɯÍÈÊÛÖÙÚȮɯÚÜÊÏɯÈÚɯÛÏÌɯÊÓÈÐÔÈÕÛɀÚɯÈÎÌȮɯÖÊÊÜ×ÈÛÐÖÕȮɯ

and extent of injury. PD payments 28 are based on percentages listed in the rating 

schedule. 

4. Death Benefitȯɯ#ÌÈÛÏɯÉÌÕÌÍÐÛÚɯÙÌÓÈÛÌËɯÛÖɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÊÓÈÐÔÚɯÐÕÊÓÜËÌɯ

ÉÜÙÐÈÓɯ Ìß×ÌÕÚÌÚɯ ÈÕËɯ ÚÜ××ÖÙÛɯ ÍÖÙɯ ÛÏÌɯ ËÌÊÌÈÚÌËɯ ÌÔ×ÓÖàÌÌÚɀɯ ËÌ×ÌÕËÌÕÛÚȭɯ (Õɯ

addition, any payments for either  temporary or total disability due/unpaid at the 

time of death are paid to the dependents.  

                                                 
24

 Total Temporary Disability payments are $986 per week; partial Temporary Disability payments are lower. 
25

 From the date of the first payment made for most injuries.  There are some long-term, chronic injuries (e.g., lung 

disease) that can continue beyond 104 weeks. 
26

 Temporary Disability payments are not taxable; Supplement Pay is taxable for non-sworn personnel. 
27

 Mandated by California Labor Code 4850. 
28

 Currently, for permanent partial disabilities that can be accommodated, injured employees receive 15% below the 

ñneutralò rate of $230/week; those that cannot be accommodated receive 15% above the neutral rate. 
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Temporary Disability, Permanent Disability, and Death Benefits are considered 

ɁÐÕËÌÔÕÐÛàɂɯ ÊÖÚÛÚɯ ȹÐȭÌȭ, compensation for non-medical losses or damages).  The 

followi ng chart shows 6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÊÖÚÛÚɯÉàɯÛà×Ìɯof payment. 

²ƻǊƪŜǊǎΩ /ƻƳǇŜƴǎŀǘƛƻƴ /ƻǎǘǎ ōȅ ¢ȅǇŜ ƻŦ tŀȅƳŜƴǘΣ C¸ 10/11 

 
Source: York Annual Stewardship Report, FY 10/11, page 25 
Note1: County-negotiated Supplement Pay is not included 
Note 2: Expense Payments includes such costs as legal fees, depositions, and investigations 

 

$Ô×ÓÖàÌÙÚɯÔÜÚÛɯÊÖÔ×ÓàɯÞÐÛÏɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÓÈÞɯÉàɯÖÉÛÈÐÕÐÕÎɯÐÕÚÜÙÈÕÊÌɯÖÙɯ

insuring themselves.  The County of Orange is self-insured, which means that it 

assumes the risk for all organizational losses that may occur.  The County pays 

6ÖÙÒÌÙÚɀɯ"ÖÔ×ensation claim expenses up to $20 million 29 (i.e., retention amount) per 

claim and purchases excess insurance to cover any losses over this amount.  As 

discussed in the Adminis tration and Financial Management section of this report, 

6ÖÙÒÌÙɀÚɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÊÓÈÐÔɯÌß×ÌÕÚÌÚɯÈÙÌɯ×ÈÐËɯÖÜÛɯÖÍɯÛÏÌɯ"ÖÜÕÛàɀÚɯ(ÕÛÌÙÕÈÓɯ2ÌÙÝÐÊÌɯ

Fund (ISF) 293.   

 

The County of Orange contracts with a third party administrator (TPA) to process its 

WorkÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÊÓÈÐÔÚ on a fixed fee basis.  York Risk Services Group, Inc. 

ȹ8ÖÙÒȺɯÏÈÚɯÉÌÌÕɯÛÏÌɯ"ÖÜÕÛàɀÚɯTPA for the past two years30.  In addition to claims 

administration, as part of its contract, York (via its subsidiary WellComp) performs 

                                                 
29

 As of August 1, 2011; before this time, the retention amount was $15 million. 
30

 On May 6, 2008, the Board of Supervisors awarded the TPA contract to Southern California Risk Management 

Associates (SCRMA); in February 2010, SCRMA merged with its parent company, York Insurance Services Group 

Inc., California, which is a wholly owned subsidiary of York Risk Services Group, Inc.  

Medical 
Payments

46.9%Indemnity 
Payments

41.7%

Expense 
Payments

11.4%
Total FY10/11 
Payments: 
$26.7 million
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managed care cost containment services such as Bill Review31 and Utilization Review 32.  

Claim-related services which are not provided by York include legal defense, 

depositions, investigations, subrogation fees and surveillance.  If a claim requires legal 

counsel, York selects and RM approves the use of contract attorneys within a set hourly 

rate.  The chart below ÚÏÖÞÚɯÛÏÌɯÈÕÕÜÈÓɯÊÖÚÛÚɯÛÖɯÛÏÌɯ"ÖÜÕÛàɯÍÖÙɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯ

TPA services. 

²ƻǊƪŜǊǎΩ /ƻƳǇŜƴǎŀǘƛƻƴ TPA Costs, FY 08/09-FY12/13 

 
Source: SCRMA/York Price Agreement 

 

6ÐÛÏÐÕɯ 1,Ȯɯ ÛÏÌÙÌɯ ÈÙÌɯ ÛÏÙÌÌɯ ÚÛÈÍÍɯ ËÌËÐÊÈÛÌËɯ ÛÖɯ 6ÖÙÒÌÙÚɀɯ "ÖÔ×ÌÕÚÈÛÐÖÕɯprogram 

administration : one Program Manager (Administrative Manager II) and two Staff 

Specialists.33  3ÏÌɯ/ÙÖÎÙÈÔɯ,ÈÕÈÎÌÙɀÚɯÙÌÚ×ÖÕÚÐÉÐÓÐÛÐÌÚɯÐÕÊÓÜËÌɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯ

reporti ng, contract oversight of the TPA, referring potential fraud cases to the District 

Attorney, and overseeing the two Staff Specialists.  The Staff Specialists are responsible 

for coordination between York and agency/department staff for claims processing an d 

return to work efforts, preparing forms for claims processing, ensuring the payment of 

MOU -required salary Supplement Pay, and maintaining claim files.  

                                                 
31

 A review is performed on all medical bills submitted for payment to ensure they are related to the compensable 

condition, comply with the fee schedule established by the State and are not duplicates of bills previously submitted. 
32

 Utilization Review is the process used by employers, insurers or claims administrators to review treatment to 

determine if it is medically necessary.   
33

 The number of staff in RMôs Workersô Compensation program is lower than those counties/cities that handle 

claims processing in-house (e.g., both the County of San Bernardino and the City of San Jose have 20+ staff).   
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PERFORMANCE AUDIT OF CEO/RISK MANAGEMENT 

7ÏÒËÅÒÓȭ #ÏÍÐÅÎÓÁÔÉÏÎ 3ÔÁÔÉÓÔÉÃÓ 

1,ɀÚɯ3/ Ȯɯ8ÖÙÒȮɯÔÈÐÕÛÈÐÕÚɯÈɯËÌÛÈÐÓÌËɯËÈÛÈÉÈÚÌɯÖÍɯÈÓÓɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚation claims.  

Per its contract with York, RM has access to a number of different reports and can run 

its own ad-ÏÖÊɯÙÌ×ÖÙÛÚɯÜÚÐÕÎɯÛÏÌɯËÈÛÈȭɯɯ(ÕɯÈËËÐÛÐÖÕȮɯ1,ɯÜÚÌÚɯÛÏÐÚɯËÈÛÈɯÍÖÙɯÐÛÚɯ6ÖÙÒÌÙÚɀɯ

Compensation metrics reports (these reports will be discussed in the Safety & Loss 

Prevention section) and its annual reports34ȭɯɯ2ÐÔÐÓÈÙɯÛÖɯÛÏÌɯ"ÖÜÕÛàɀÚɯLiability  claims 

data, there are opportunities to provide agencies/departments, policy makers, and the 

×ÜÉÓÐÊɯÞÐÛÏɯÔÖÙÌɯÐÕÍÖÙÔÈÛÐÖÕɯÈÉÖÜÛɯÛÏÌɯ"ÖÜÕÛàɀÚɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛion claims and 

costs.  The audit team has developed the following charts/ tables to provide a 

"ÖÜÕÛàÞÐËÌɯ×ÌÙÚ×ÌÊÛÐÝÌɯÖÕɯÛÏÌɯÕÜÔÉÌÙɯÖÍɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÊÓÈÐÔÚɯÍÐÓÌËɯÈÕËɯ

their associated costs.  It is important to note that the following statistics do no t include 

the total costs for County-negotiated Supplement Pay. 

!ǾŜǊŀƎŜ /ƻǎǘ ǇŜǊ ²ƻǊƪŜǊǎΩ /ƻƳǇŜƴǎŀǘƛƻƴ /ƭŀƛƳΣ C¸ тфκул ǘƻ C¸ млκмм 

 
Source: York Database 

 

The chart above illustrates the average cost per claim for each year since FY 79/80 (the 

first year that data is available).  As shown in the chart, since FY 79/80, the average cost 

per claim climbed upward steadily, reaching a peak in the early 2000s, decreasing, and 

then increasing again in the last few years.  The significant decrease subsequent to FY 

ƔƖɤƔƗɯÐÚɯËÜÌɯÓÈÙÎÌÓàɯÛÖɯÔÈÑÖÙɯÙÌÍÖÙÔÚɯÐÕɯ6ÖÙÒÌÙÚɀɯ"ÖÔ×ÌÕÚÈÛÐÖÕɯÌÕÈÊÛÌËɯÉàɯÛÏÌɯ2ÛÈÛÌɯ

legislature. 

                                                 
34

 2011 was RMôs first annual report (ñCEO/Office of Risk Management 2011 Executive Summaryò). 






















































































































