ir How the Credit Crisis Fractured the OCIP Model

An OCIP relies on the financial strength and long-term liquidity of the project owner (the
City) to fund massive premiums, manage rolling collateral requirements, and handle
self-insured retentions (deductibles). The 1990s and early 2000s structural fallout
disrupted this system in four major ways: [1, 2]

e Collateral and Premium Premium Shocks: Because San Diego was found guilty
of securities fraud and its credit ratings were suspended by Wall Street,
commercial insurance carriers viewed the city as a high-risk client. To maintain
an OCIP wrap-up policy, insurers demanded significantly higher upfront cash
collateral and premium deposits from the city to insulate themselves against
potential municipal bankruptcy.

e Loss of Economies of Scale (Project De-scoping): The entire financial incentive
of an OCIP is to bundle dozens of massive construction projects under one single
policy to get a cheap wholesale rate. Because the bond market freeze-out forced
San Diego to slow down its construction spending and triage its Capital
Improvement Program, projects were delayed or broken up into staggered
timelines. This fragmented schedule destroyed the economies of scale, making
the administration of the OCIP vastly more expensive relative to the volume of
work actually being completed. [1, 2, 3]

e Strained Deductible Reserves: Under a standard construction OCIP, the city is
responsible for funding a large self-insured retention pool to pay out everyday
worker injury or property damage claims. Because the Wastewater Department’s
cash reserves were completely drained to pay for "pay-as-you-go" project
construction (due to not having bond access), the internal funds available to
seamlessly backstop these rolling insurance deductibles were heavily strained.

e Contractor Pushback and Friction: Knowing that the City of San Diego was
experiencing a historic credit crisis and operating under SEC scrutiny, major
general contractors became highly hesitant to rely solely on a city-managed
wrap-up policy. This increased administrative friction, as contractors demanded
verification that insurance reserves were fully funded before mobilizing on
multi-million dollar clean water sites

| The Structural Shift: Moving Away from OCIPs

To bypass the financial gridlock of a city-funded wrap-up program, San Diego was
forced to shift structural risk back onto individual builders. Instead of an OCIP, the city



increasingly relied on Contractor Controlled Insurance Programs (CCIPs) or traditional
bid models where every general contractor was forced to procure their own independent
commercial liability and workers' compensation policies. [1]

While this insulated the cash-strapped city from upfront insurance liabilities, it ultimately
inflated the overall cost of the Clean Water Projects. Contractors simply baked their
independent, higher commercial insurance premium costs directly into their project
bids, passing the financial burden right back to San Diego's utility ratepayers. [1]

As a dominant player in the California Owner Controlled Insurance Program (OCIP)
market, Argonaut Insurance Company was the specific carrier chosen by San Diego to
underwrite the rolling workers' compensation and general liability wrap-up policies for
the Metropolitan Wastewater Department's (MWWD) clean water construction boom. [1,
2]

The financial crisis heavily disrupted how Argonaut and the city managed claims for
injured workers. The intersection of the city's financial freeze and Argonaut's program
structure created distinct operational outcomes:

¢ 1. The Good News: Injured Workers Were Protected

The most critical baseline function of an OCIP is that the insurance carrier—not the city
or the individual construction subcontractors—is legally bound to cover claims.

e Guaranteed Payouts: Because Argonaut was a massive, highly capitalized
corporate carrier, injured workers still received their state-mandated medical
treatments and disability payouts. [1, 2]

e Insulated from Credit Meltdown: Even when San Diego was found guilty of
securities fraud and locked out of the bond market, the city's credit freeze did not
stop Argonaut from processing worker injuries. Legally, an insurance carrier
cannot withhold workers' compensation benefits from an eligible injured laborer
due to an owner's balance-sheet issues.

A 2. The Bad News: The Safety Metric Paradox

When the program started in the mid-to-late 1990s, the partnership was highly
successful. In 1997, Argonaut famously presented San Diego with a $1.4 million
premium rebate check because the Clean Water Projects initially maintained a stellar
safety record with very low injury rates. [1]



[ Early Project Era ] —> Stellar Safety Records —> Argonaut issues $1.4M
Rebate to City

v

[ Bond Freeze Era ] —> Project Funding Gridlock —> Administrative Strain
on Claims

However, once the bond market crisis hit in the early 2000s, the operational dynamics
between Argonaut and the city eroded:

reserves dried up due to "pay-as-you-go" project funding, the administrative flow
of reimbursing Argonaut for these underlying claim deductibles faced significant
internal accounting gridlockThe Deductible Cash Crunch: OCIP policies are
structured with massive deductibles (Self-Insured Retentions) where the city is
supposed to reimburse the carrier for the first wave of costs on every minor
injury claim. As the city's cash .

Tighter Claims Management: With the city under immense financial distress,
every dollar counted. Argonaut and the city’s risk management team faced
intense pressure to scrutinize claims heavily. This led to rigorous defense against
fraudulent claims, but it also meant injured workers faced aggressive auditing
and extensive paperwork hurdles to clear complex medical treatments, as the
program fought to keep its loss rate at its historically low $5.62 per $100 of
payroll. [1, 2]

Delayed Operational Support: Because the city could not smoothly issue
long-term bonds to expand its capital projects, construction schedules became
fragmented and staggered. This made it highly inefficient for Argonaut to staff
on-site safety managers and dedicated medical triage personnel across
scattered, slow-moving project sites, shifting the burden of immediate injury
response onto individual subcontractors.

Ultimately, while Argonaut's financial backing ensured that no catastrophically
injured worker was left completely empty-handed, the city's wider credit collapse
stripped away the financial flexibility that made the early years of the wrap-up
insurance program seamless.



