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Mmesa-aZ Self-Insurance Trust Fund
Board Report

Date: February 13, 2017
To: Self-Insurance Trust Fund Board
From: Jim Smith, City Attorney

Jason Reed, Assistant City Attorney

Subject: The Property and Public Liability Trust Fund

Purpose and Recommendation

This report addresses the financial viability of the Property and Public Liability Trust
fund.

PPL Finances

State law authorizes cities to establish trust funds to cover the payment of claims, staff
costs for property losses and liability claims, and insurance costs — the PPL Trust fund.
AR.S. § 11-981(A)(2).!

The City deposits money into the PPL Trust fund in an amount determined appropriate
by the City Council. A.R.S. § 11-981(B). Per the City Council’s direction, the PPL
currently maintains a $10 million balance through transfers from the City’s general fund.

The City Attorney’s Office manages expenditures from the PPL Trust fund. These
include (1) payouts and defense costs of third-party claims/lawsuits filed against the
City and its employees, (2) costs to staff the litigation unit in the City Attorney’s Office,
and (3) insurance premiums.

! This statute also authorizes the establishment of the Employee Benefits Trust.
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Claims/Lawsuits

Each year, the City receives approximately 300 claims and 45 lawsuits. As of February
6, 2017, the City had 200 claims and lawsuits open. Exhibit 1 shows the number of
claims and lawsuits that the City has closed annually during the past five years.

Exhibit 2 shows annual payouts associated with the claims and lawsuits asserted against
the City and its employees. The variation in the annual payout depends primarily on
whether high exposure cases were resolved during the fiscal year. The average annual
cost for claims/lawsuits from the PPL Trust fund for the past 10 years is approximately
$2.5 million.

Litigation Staffing

To reduce the costs of hiring outside lawyers, the City’s litigation team defends the City
and its employees in nearly all third-party liability claims and lawsuits. The City’s
litigation team is comprised of three attorneys, two paralegals, two secretaries, and one
claims adjuster. The cost to operate the litigation team in FY15/16 was $1,017, 331.

From time to time, the City also retains outside council to handle certain lawsuits,
including certain high exposure claims. Last fiscal year, the City paid $85,186 in outside
council fees, and the City had paid $122,968 as of February 1, 2017 for the current fiscal
year.

Insurance

The City also purchases property insurance, liability insurance, cyber insurance, and
aviation insurance. Insurance premiums are paid by the PPL Trust fund. The total
insurance cost for FY16/17 was $1,334,013. Annual insurance costs since 2008 are
shown on Exhibits 3 and 4.

For FY16/17, the cost of this insurance increased by approximately two percent from
the previous year. The City has agreed that, if the premiums for next year’s insurance
coverage does not exceed a 2.5% increase in premiums, the City may renew its policies
with its current insurers without going through a solicitation and procurement process.
This has helped the City attract and retain insurers that want a longer term relationship
with the City.

The City anticipates that the annual cost of insurance will continue to increase due to a
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number of factors. For example, governmental entities, including cities, are frequent
targets for litigation. Because more claims are being made against government entities
like the City of Mesa, the City anticipates that insurers will pay additional amounts to
resolve those claims. Because of this, the City anticipates that insurers will raise future
premiums to reflect the increased number of claims made against governmental entities
and increased payments associated with those claims.

In addition to raising premiums, insurers may put pressure on the City to raise its self-
insurance. The City is currently self-insured for $3 million per claim, and the City has
purchased excess liability coverage that applies after the City has paid $3 million on a
claim. This excess insurance covers the next $50 million in exposure.

Prior to last fiscal year, the City typically budgeted $3 million to replenish the PPL Trust
fund for payments made from the fund to resolve claims and lawsuits. Last year, that
amount was raised to $4 million to address high-exposure cases.

Summary

The City has had a successful year in managing claims and lawsuits asserted against the
City and its employees. Future pressure exists on the PPL Trust fund, however, based
on the number of claims filed against the City, the high exposure claims filed against
the City, and the rising cost of insurance. The City will continue to evaluate the PPL
Trust fund in order to provide recommendations about amount that the City should
budget to replenish the PPL Trust fund, whether the PPL Trust fund balance should be
increased, and whether the level of the City’s self-insurance should be increased.
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