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REVI SED RI SK COVERAGE AGREEMENT

THE RI SK COVERAGE AGREEMENT ( Coverage Agreenent), dated as of
June 2, 1986, by and anong the ASSOCI ATI ON OF BAY AREA GOVERNVENTS
(ABAG, a joint exercise of powers agency duly organized and
exi sting under the laws of the State of California, including
without Iimtation, Sections 6500, et seq., of the CGovernnent Code
of the State of California, (ABAG, and the cities listed in
Appendix Il1l, each a nmunicipal corporation duly organized and
exi sting under the Constitution and laws of said State (each a
"Menber Entity" and collectively, the "Menber Entities"), is hereby
anended and replaced in its entirety by this Revised R sk Coverage
Agreenment (Agreenent) effective July |, 1992, as foll ows:

RECI TALS
|. The following state |aws, anong others, authorize the
Menber Entities to enter into the Revised Ri sk Coverage Agreenent
("Agreenment"):

A. Labor Code Section 3700 allowing a local public entity
to fund its own workers' conpensation clains;

B. CGovernnent Code Sections 989 and 990, and Education
Code Section 15802, permtting a local public entity to insure
itself against liability and other | osses;

C. CGovernnent Code Section 990.4 permtting a |local public
entity to provide insurance and self-insurance in any desired
conbi nati on

D. CGovernnent Code Section 990.8 permtting two or nore
| ocal public entities to enter into an agreenent to jointly fund
such expenditures wunder the authority of Governnent Code
Sections 6500-6515; and

E. Governnent Code Section 6500-6515 permtting two or
nore |local public entities to jointly exercise under an agreenent
any power which is comon to each of them
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1. Each Menber Entity has the power to acquire, operate and
mai ntai n personal and real property and to self-fund for casualty
| osses to its property.
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L1l ABAG is a joint exercise of powers agency of which
Menber Entity is a nenber and ABAG is authorized to exercise
necessary powers to inplenent the purposes of this Agreenent.

| V. Each Menber Entity desires to contract with the other
Menber Entities and such additional Menber Entities which may be
added during the termof this Agreenent and ABAG for the purposes
of :

A. Devel oping effective risk managenent and | oss control
progranms to reduce the amount and frequency of their |osses;

B. Pooling their self-insured |osses; and

C. Jointly purchasi ng excess insurance and purchasi ng or
provi ding adm ni strative services.

V. The governing board of each Menber Entity has determ ned
that it is in the Menber Entity's best interest and in the public
interest that this Agreenment be executed.

Now, therefore, the Menber Entities and ABAG by, between and
anong thensel ves, in consideration of the nutual benefits, prom ses
and agreenents set forth bel ow, hereby agree as foll ows:

ARTI CLE |
PURPOSES

1.1This Agreenment is entered into by Menber Entities and ABAG

in order to do one or nore of the follow ng:

A. Devel op sel f-insurance prograns;

B. Develop effective risk managenent and |oss control
progranms to reduce the anmount and frequency of their |osses;

C. Share the risk of self-insured | osses; and

D. Jointly purchase excess insurance and purchase or
provide adm nistrative and other services including, but not
limted to: clains adjusting, data processing, risk managenent,
loss control and prevention, accounting services, actuarial
services, and |l egal services in connection with the Prograns.

1.2t is also the purpose of this Agreenent to provide

procedures for the addition, at a subsequent date, of public entity
menbers of ABAG to becone parties to this Agreenent and to provide
for the renoval of Menber Entities for cause or upon request.
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ARTI CLE 11
DEFI NI TI ONS
In this Agreement unless the context otherw se requires:

A. "Actuarial Consultant” nmeans an accredited actuary of
national repute in the area of nunicipal risks.

B. "Adm nistrative Prem unf neans the anmount charged to
each Menber Entity by ABAG and by the Board of Directors for ABAG s
adm ni strative costs and expenses for a Program An Adm nistrative
Premum charged for a specific Program is identified as
"Adm ni strative Prem um (Name of Program." Admnistrative Prem um
shall not include any cost, expense or |oss reserve chargeable to
a Menber Entity under a Program Prem um

C. "Agency Agreenment" means the Agency Agreenment between
ABAG and t he Corporation.

D. "Board" or "Board of Directors” is the governing body
of the ABAG PLAN Cor porati on;

E. "Corporation"” is the ABAG PLAN Corporation

F. "Coverage" is the scope of a Program

G "Coverage Period" is the term of a Menorandum and
excepting the first coverage period of a Program shall be July |
to June 30.

H "Excess Insurance" is insurance purchased by the
Corporation for the benefit of Menmber Entities to cover |osses in
excess of the Coverage provided by ABAG under a Menorandum

. "Menber Entity" includes each public entity which is a
party to this Agreenent, except ABAG

J. "Menoranduni is the agreenent between ABAG and Menber
Entities describing a specific Program the terns and conditions
for a Menber Entity's participation therein, and the anmount and/or
the met hod for determ ning the amount of Program Prem um for such
Program A Menorandum for a specific Programis identified as
"Menor andum ( Nane of Progran).”
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K. "Premium is the total of all Program Prem uns and
Adm ni strative Prem uns payable by a Menber Entity to ABAG for said
Menber Entity's participation during a Coverage Peri od.

L. "Program® is the specific type or area of self-funded
| oss protection offered under this Agreenent and defined in a
Menmor andum  which may include without Iimtation, the funding of
| oss reserves, pooled insurance purchase, clains adjustnment and
managenent, |egal defense, risk managenent and loss control. A
Program may enconpass, but not be |limted to, areas such as
conprehensive general liability, property, worker's conpensation,
or enpl oyee benefits.

M "Program Commttee" is a commttee of the Board
conpri sed of one representative from each Program Participant in
the Program and an alternate who may vote and exercise all powers
of the representative in the representative's absence. A comittee
for a particular Programis identified as "Program Commttee (Nane
of Program."

N. "Program Participant” is each Menber Entity which
participates in a Program Ref erences to Menber Entity in its
capacity as a participant in a Program shall be to "Program
Partici pant (Nane of Program."

O "Program Premuni is the sum of noney determ ned
pursuant to this Agreenent and the Bylaws of the Corporation for a
specific Program as the anmount due from each Program Parti ci pant
for the Coverage Period. A Program Prem umfor a specific Program
is identified as "Retained Equity Program Prem um (Nane of
Program."

ARTI CLE 111
PARTI ES TO AGREEMENT
Each Menber Entity hereby contracts with ABAG every other
Menber Entity who is a signatory to this Agreenent and, in
addition, with such other Menber Entity as may | ater be added as a
Menber Entity under ARTICLE VIII. The deletion of any Menber
Entity fromthis Agreenment does not affect this Agreenment nor each
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Menber Entity's intent to contract with the Menber Entities then
remai ni ng.

ARTI CLE IV
TERM OF AGREEMENT
This Agreenent becanme effective as of July 1, 1992 and
continues in full force wuntil termnated in accordance wth
ARTI CLE XII.
ARTI CLE V

ESTABLI SHVENT AND GOVERNANCE OF PROGRAMS

5.1A Program may be established by the approval of (a) a
Menor andum descri bing the Coverage avail abl e under such Program
(b) initial Program Premunms and, (c) initial Admnistrative
Premiuns by a two-thirds (2/3) vote of the Board. The Board's
action shall be based upon an Actuarial Consultant's recommendati on
that such a Programis, or within a reasonable period of tine can
becone, actuarially sound.

5.2A validly established Program becones operational upon the
approval, execution and delivery of the Menorandum by each of the
actuarially determ ned m ni num nunber of Program Participants and
their paynent of the Program Prem um and the Program Adm ni strative
Prem um

5.30nce a Program is operational, its Menorandum Program
Prem uns; standards for adm ssion, expulsion, and wthdrawal of
Program Participants; and its operating policies shall, subject to

policies adopted by the Board, be determined by its Program
Comm ttee, except the Liability Program which shall be determ ned
by the Board.

5.4The Liability Programdescribed in Appendices | and Il and
Menber Entities described in Appendix Il are affirned.
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ARTI CLE VI
MEMBER ENTI TY RESPONSI BI LI TI ES
6. 1 Each Menber Entity has t he obl i gati ons and
responsibilities set forth in this Agreenment, the Articles and
Bylaws of the Corporation, the Agency Agreenent, and each
Menmorandumto which it is a signatory.
6.2At a mninmum each Menber Entity shall

A. Participate in the Liability Programand be a nenber of
ABAG during the termof its participation in any Program

B. Pay all Premuns pronptly to ABAG when due;

C. Provide the Corporation wth [|oss experience,
statistical data and other information as nmay reasonably be
required; and

D. Cooperate with and assist the Corporation and any
insurer, clains adjuster or legal counsel retained by the
Corporation in matters relating to this Agreenment, any pertinent
Menor andunm(a), Corporation Articles and Bylaws, and policies and
procedures adopted by the Board.

ARTI CLE VI |
OBLI GATI ON TO PAY PREM UM

7.1 Notwi t hstandi ng any dispute between or anong ABAG the
Corporation or any Menber Entity(ies), including a dispute as to
t he scope or nature of Coverage provided under a Menorandum or the
sufficiency of anounts in the Gains Fund, or for any other reason,
each Menber Entity shall make all Prem um paynents when due and
shall not wthhold any Premum paynents pending the final
resol ution of such dispute.

7.21n the event a Menber Entity fails to pay any Prem um the
anmount in default shall continue as an obligation of the Menber
Entity until the amount in default shall have been fully paid, and,
in addition to any ot her renedies avail abl e hereunder w th respect
to such default, the Menber Entity agrees to pay the same wth
interest thereon, at the highest rate permtted under California
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Cvil Code Section 3289, as it nmay be anended fromtine to tine,
fromthe date such anmount was originally due.

7.3 Each Menber Entity understands that pursuant to the Agency
Agreenent ABAG has assigned its right to receive and collect all
Prem uns, to the Corporation and each Menber Entity consents to
such assi gnnent.

ARTI CLE VI I |
NEW MEMBERS
8.1A new public entity may be admtted as a Menber Entity
only upon a two-thirds (2/3) vote of the Board. Adm ssion as a
Menber Entity shall automatically admt the Menber Entity into the
Liability Program
8.2A Menber Entity may participate in any other Program upon
approval by the Program Commttee.
8.3 Each applicant for nenbership shall pay all costs and
expenses incurred by the Corporation or ABAG in processing the
application and any application fee set by the Board.

ARTI CLE | X
CLAI M5 FUND
9.1Program Prem uns for a Program shall be deposited into a
Clains Fund for the Program and shall not be commi ngled with any
ot her funds or noneys. A Cains Fund for a Program shall be
identified as "Cl ains Fund (Nanme of Progran)."
9.2Each Cains Fund is irrevocably held in trust for the
benefit of the Program Participants and for the purposes specified
in the Program Menorandum and such noneys, and any incone or
i nterest earned thereon, shall be expended only as provided in the
Menor andum and as directed by the Program Commttee, and shall not
be subject to levy or attachnment or lien by or for the benefit of
any creditor of ABAG the Corporation or any Menber Entity. ABAG
shall be the trustee of all C aimFunds.
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9.3 Mneys in Cainms Fund shall be invested and reinvested on
maturity by ABAG subject to investnent guidelines adopted by the
Board and applicable state | aw

9.4 Any inconme, profit or loss on the investnent of noneys
held by ABAGin a Clains Fund(s) shall be held in and credited to
t he sane O ai ns Fund.

9. 5ABAG shall furnish to the Board an accounting of all
investnments mnmade by ABAG as required wunder Cal. Gov't. C
Section 53687. ABAG shall obtain a fidelity bond in an anount
approved by the Board. ABAG shall not be responsible or liable for
any loss suffered in connection with any investnent of funds nade
by it in accordance with this section.

ARTI CLE X
W THDRAWAL

10. 1A Menber Entity may not wthdraw from the Liability
Program for a three (3) year period comencing on the date of its
entry or reentry into said Program After the three (3) year
period, a Menber Entity may withdraw from the Liability Program
only at the end of a Coverage Period, provided it has given ABAG
one hundred and eighty (180) days prior witten notice of its
intent to withdraw and has conplied with all conditions and
requirenents of this Agreenent, the Program Menorandum and
appl i cabl e procedure.

10. 2Wthdrawal fromthe Liability Programshall automatically,
and sinultaneously, result in the withdrawal of the Menmber Entity
fromall other Prograns in which it may be a participant.

10. 3Any and all notices of wi thdrawal shall include a report
by an actuarial consultant approved by the Board containing all of
the foll ow ng:

A. A finding that withdrawal of the Menber Entity shall
not cause the Programto becone actuarially unsound; and

B. Afornula for determning, or a determ nation of the
anount of all paynents necessary to cover any clains for which the

July 1, 1992 Revi sed Cover age
Agr eenent



wi thdrawi ng Menber Entity is responsible under all pertinent
Menor anda (w t hdrawal assessnent); and

C. Aformula for determining, or a determnation of, the
anount of retained equity to be credited to the w thdraw ng Menber
Entity.

10.4The difference between a w thdrawing Menber Entity's
wi t hdrawal assessnent and its retained equity shall be paid to or
by the wi thdrawi ng Menber Entity within ninety (90) days of final
determ nation of both anounts.

10. 5Wthdrawal of a Menber Entity fromany other Program shal
be effected pursuant to the same procedures set forth above
excepting only that a Menber Entity nmay withdraw after an initial
one (I) year period.

ARTI CLE Xl
EXPULSI ON

11. 1A Menber Entity may be expelled by a two-thirds (2/3) vote
of the Board for a material breach of this Agreenment or the
Corporation's Articles or Bylaws. Wether the breach is materi al
shall be determned by the two-thirds (2/3) vote of the Board.
Such expul sion shall automatically, and simultaneously, term nate
the Menber Entity's participation in any and all Prograns in which
it may be a Program partici pant.

11. 2The procedure for hearing and notice of expulsion and
condi tions which nust be nmet prior to expulsion of a Menber Entity
shall be as provided in the Corporation Byl aws.

11.3Any and all notices of expulsion shall include a report
by an actuarial consultant approved by the Board containing all of
the foll ow ng:

A. A finding that expulsion of the Menber Entity shall
not cause any Programto becone actuarially unsound; and

B. Afornula for determning, or a determ nation of the
anount of, any paynent necessary to cover any clains for which the
expel  ed Menber Entity is responsible under all pertinent Menoranda
(expul sion assessnent); and
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C. Aformula for determining, or a determnation of, the
anount of retained equity to be credited to the expelled Menber
Entity.

11. 4 The difference between expell ed Menber Entity's expul sion
assessnment and its retained equity shall be paid to or by the
expelled Menber Entity wthin ninety (90) days of fina
determ nati on of both anounts.

ARTI CLE XI |
TERM NATI ON AND DI STRI BUTI ON

12.1This Agreenment may be termnated by the witten consent
of two-thirds of the Menber Entities. However, this Agreenent and
t he Corporation shall continue to be in force and to exist after
termnation for the purpose of disposing of all clains,
distribution of assets and all other functions necessary to
conclude the obligations and affairs of the Corporation.

12.2Upon term nation of this Agreenent, the Corporation shal
cause an actuarial consultant to prepare a report setting forth
each Menber Entity's retained equity and a formula for determ ning,
or a determi nation of, the anobunt due from each Menber Entity to
cover all clainms for which such Menber Entity is responsible for
each Programin which it is a participant plus all costs reasonably
determ ned by the Board to be necessary to w nd up.

12.3The difference between the Menber Entity's termnation
assessnment and its retained equity shall be paid by or to it within
ninety (90) days after the final determ nation of both anounts.

ARTI CLE Xl 1]
| NDEMNI FI CATI ON AND RELEASE

13. 1Each Menber Entity shall and hereby agrees to indemify
and save ABAG and the Corporation harm ess from and agai nst all
third party clains, |osses and damages, including |egal fees and
expenses, arising out of (i) any breach or default on the part of
such Menber Entity in the performance of any of its obligations
under this Agreenent, the Articles and Byl aws of the Corporation,
or any Menorandum or (ii) any act or negligence of such Menber
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Entity or its agents, contractors, servants, enployees or |icensees
with respect to any Program No indemification is nmade under this
Section or elsewhere in this Agreenent for clains, |osses or
damages, including legal fees and expenses arising out of the
willful msconduct, negligence, or breach of duty under this
Agreenment by ABAG or the Corporation or any of their officers
agents, enpl oyees, successors or assigns.

13. 2NONE OF ABAG THE CORPORATI ON OR ANY MEMBER ENTI TY MAKES
ANY WARRANTY OR REPRESENTATI ON, ElI THER EXPRESSED OR | MPLI ED, AS TO
THE ADEQUACY OF THE COVERAGES OR THE PROGRAM PROVI DED THROUGH THI' S
AGREEMENT FOR THE NEEDS OF THE MEMBER ENTI TI ES.

ARTI CLE XI'V
PROHI Bl TI ON AGAI NST ASSI GNVENT/ FUND ACCESS

No Menber Entity may assign any right, claim or interest it
may have under this Agreenent. None of the Menber Entities nor
ABAG nor any creditor, assignee or third party beneficiary of a
Menber Entity or ABAG has a right, claimor title to any part,
share, interest, fund, prem umor asset of any other Menber Entity
or ABAG

ARTI CLE XV
AVENDMENTS
This Agreenent may be anmended by a vote of all the Menber
Entities and ABAG approving the anmendnment. A proposed anmendnent
must be submtted to each Menber Entity at least thirty (30) days
in advance of the date when the Menber Entity considers it. An
amendnent is to be effective imediately unless otherw se
desi gnat ed. Proposed anmendnents not approved wi thin one hundred
eighty (180) days after subm ssion shall be w thdrawn. Appendices
to this Agreenent may be anended by a two-thirds (2/3) vote of the
Board wi thout separate action by the Menber Entities.
ARTI CLE XVI
SEVERABI LI TY
If a section, term condition or provision of this Agreenent
is determned by a court to be illegal or in conflict with a |aw of
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the State of California, or is otherw se rendered unenforceabl e or

ineffectual, the wvalidity of the renmaining sections, terns,
conditions and provisions is not affected.
ARTI CLE XVI |

ATTORNEYS' FEES AND EXPENSES

In the event any party to this Agreenent should default under
any of the provisions hereof and the nondefaulting party(ies)
shoul d enpl oy attorneys or incur other expenses for the collection
of nmoneys or the enforcenent of performance or observance of any
obligation or agreenent on the part of the defaulting party
contai ned herein, the defaulting party agrees that it wll on
demand therefor pay to the nondefaulting party the reasonable fees
of such attorneys and such other expenses so incurred by the
nondefaul ting party.

ARTI CLE XVI | |
NO ADDI TI ONAL WAI VER | MPLI ED BY ONE WAI VER
In the event any agreenent contained in this Agreenent should
be breached by either party and thereafter waived by the other
party, such waiver shall be limted to the particular breach so
wai ved and shall not be deenmed to waive any ot her breach hereunder.

ARTI CLE XI X
CORPORATI ON TO EXERCI SE RI GHTS
Certain rights and renedi es given to ABAG under this Agreenent
have been assigned by ABAG to the Corporation under the Agency
Agreenent, to which assignnments the Menber Entities hereby
consent . Such rights and renedies shall be exercised by the
Cor poration as provi ded herein.

ARTI CLE XX
M SCELLANEQUS
20. 1Except as otherwise provided herein, all notices,
certificates or ot her communi cati ons  hereunder shal | be

sufficiently given and shall be deemed to have been received five
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(5) business days after deposit in the United States mail in
certified form postage prepaid, to the Menber Entities ABAG and
the Corporation at the foll ow ng addresses:

If to the Menber Entity: See Appendix |1

| f to ABAG Associ ation of Bay Area Governnents
Met r oCent er
P. 0. Box 2050
Gakl and, California 94604
Attn: Executive Director

If to the Corporation: ABAG PLAN Cor poration
c/ o Associ ation of Bay Area Governnents
Met r oCent er
P. O Box 2050
Cakl and, California 94604
Attn: President

ABAG the Corporation and the Menber Entities, by notice given
hereunder, nmay designate different addresses to which subsequent
notices, certificates or other conmmunications will be sent.

20. 2This Agreenent shall inure to the benefit of and shall be
bi ndi ng upon ABAG and the Menber Entities and their respective
successors and assigns.

20.3This Agreenent nmay be executed in any nunber of
counterparts, each of which shall be an original and all of which
shal |l constitute but one and the sane instrunent.

20.4This Agreenent shall be governed by and construed in
accordance with the laws of the State of California.

In Wtness Wereof, ABAG has caused this Agreement to be
executed in its nane by its duly authorized officers; and the
Menber Entities have caused this Agreenent to be executed in its
name by its duly authorized officers, as of the date first above
witten.

ASSCClI ATI ON OF BAY AREA GOVERNMENTS,
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Dat e: By:

Title

MEMBER ENTI TY

Dat e: By:

Title

I :\staff\kkm pl an\ k\ organi cdocs\initial\riskcovagr 1992 fina
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Appendi x | Menmor andum of Coverage — Liability (1997)
Appendi x |1 Liability Program Procedures
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APPENDI X ||
LI ABI LI TY PROGRAM PROCEDURES

1. Premum Setting
1.1 Approval of Prem um Formul as. Forrmul as for setting
prem unms, and all supporting docunentation, shall be submtted to
the Board of Directors by the Chief Financial Oficer no later than
i medi ately precedi ng cormencenent of the fiscal year in

which the formulas will first beconme effective. Upon approval by

two-thirds (2/3) of the nmenbership of the Board of Directors, the
formulas shall be used to set and allocate Program Prem uns

(Liability), conmencing in the fiscal year designated by the Board
of Directors.
1.2 Determination of Prenm uns and Adjustnents. No | ater

than i medi ately preceding cormencenent of the fiscal
year in which the premuns will be charged, an Actuarial Consultant
shall submit a schedule, or schedules, of Program Prem uns

(Liability) to the Board of Directors. Upon approval by two-thirds
(2/3) of the nenbership of the Board of Directors, a schedul e of
Program Prem unms (Liability), as submtted, or as nodified by the
Actuarial Consultant pursuant to the direction of the Board, shall
be adopted and | evied agai nst each Menber Entity.

1.3 Notice. Each Menber Entity shall receive witten
notice of its Program Premuns (Liability) no later than the
i mredi atel y precedi ng commencenent of the fiscal year.

1.4 Deposit of Premuns. Al anpbunts attributable to the
Menber Entity's Program Premiuns (Liability) shall be deposited
into the applicable dainms Paynent Fund except for the portions, if
any, of the Program Premum (Liability) attributable to prem uns or
prem um adjustnments resulting from the purchase of commerci al

i nsurance or reinsurance, or excess insurance shall be deposited in
t he operations fund.

2. O ainms Managenent, Legal Defense, R sk Managenent Prograns
and Adm nistrative Prem um
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2.1 Adm nistrative and Legal Defense Programs. The Board
of Directors shall cause to be created an adm nistrative program
consi sting of the clains managenent and ri sk managenent prograns as
set forth in Sections 2.2 and 2.4, and a |legal defense for the
Liability Program as set forth in Section 2.3. The Board of
Directors shall also establish admnistrative premuns for all
adm nistrative costs including the costs of the admnistrative
program but not including | egal defense costs which shall be paid
fromthe Cains Fund (Liability).

2.2 Cainms Managenent Program (Liability Progran.

(a) Settlenment by Menber Entity.

(i) A Menber Entity, or its designee, may settle any
claimagainst it which is for property damage only and demands an
anount equal to or less than ten percent (10% of its deductible.

(i) If any | egal defense is necessary, Menber
Entity may use only attorneys and law firnms on the | atest Defense
Counsel List in settling such clains.

(i1i) For each claimdescribed in Subsection (a)(i),
each Menber Entity shall provide a witten report to the
Corporation setting forth the claimant, nature of claim demand,
reserves anmount or settlenment and such other information as the
Corporation may, fromtime to tinme, request.

(iv) Paragraph (d) of this Section 2.2 shall also
apply to all clainms described in Subsection (a)(i).

(v) All other clains may only be settled pursuant to
the provisions of the rest of this Section 2. 2.

(b) Notification of Corporation. Except for clains
described in Subsection (a)(i) of this Section 2.2, each Menber
Entity shall imediately forward to the Corporation at the address
designated by it, all clains against the Menber Entity with such
information as the Corporation may fromtine to time request.

(c) daimant Contact. Except for clains described in
Subsection (a)(i) of this Section 2.2, all <contact wth the
claimant or a claimnt's enployees, agents, representatives and
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attorneys regarding the claim or the events giving rise to the
claimshall be referred to the Corporation, or its designee.

(d) Subrogation. The Corporation shall be subrogated
to all rights of a Menber Entity arising out of a claimpaid in
whol e or in part by the Corporation, and such Menber Entity shal
cooperate fully wth the Corporation in the prosecution of
subrogated clains. |If a subrogated claimis against another Menber
Entity, all such clains arising out of the sane occurrence which
have not been reduced to a final judgnent shall be submtted to
arbitration, and such arbitration shall conply with and be governed
by the provisions of the California Arbitration Act, Sections 1280
t hrough 1294.2 of the California Code of Civil Procedure.

(e) dainse Conmittee Approval. Any claim against a
Menber Entity which the Corporation proposes to settle for an
amount which, in addition to defense costs, exceeds the Menber
Entity's deductible shall be submtted to the Aains Commttee for
approval . Al clains against a Menber Entity which the Corporation
settles on its behalf for an anobunt which, in addition to defense
costs, is less than or equal to such Menber Entity's deductible
shall be reported to the Menber Entity and the Cainms Comm ttee.
For such Settlenment, the Menber Entity or the Corporation may, upon
witten notice delivered within seven (7) days after receipt of the
notice identifying the proposed settlenent, require consideration
and approval by the Cainms Conmmttee.

2.3 Legal Defense Program

(a) Scope. Legal defense of all covered clains, except
those described in Subsection (a)(i) of Section 2.2 shall be
governed by this Section 2.3.

(b) Def ense Counsel List. Legal defense of all covered
clains may only be provided by attorneys or law firns listed on the
| at est Def ense Counsel List.

(c) Determnation of Defense Counsel Li st . The
Corporation's clains manager shall circulate an initial Defense
Counsel List to each director and alternate director who shall be
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gi ven a reasonabl e opportunity to recommend the addition of defense
counsel not on the list or request the deletion of defense
counsel . The director or alternate shall set forth the
qualifications of each defense counsel nom nated for addition to
the List and the reasons for requesting del etion of defense counsel
currently on the List. The Defense Counsel List, with the comments
of directors and alternates, responses by the clainms nanager and
recommendation for the final Defense Counsel List, shall be
submtted to the Clains Commttee for review and approval. The
Def ense Counsel List shall be updated at the direction of and upon
approval by the Clains Conmttee.

(d) Sel ection of Def ense Counsel . Once t he
Corporation's clains nmanager determ nes that defense counsel should
be engaged for a particular claim the Corporation shall so notify
the Menber Entity agai nst whomthe clai mhas been nade. The Menber
Entity shall be given a reasonabl e opportunity to request specific
defense counsel and to set forth the reasons for such request.

Final selection of the defense counsel shall be at the
Corporation's sole discretion, provided that approval of a Menber
Entity's request for specific defense counsel shall not be

unreasonably wi t hhel d.

(e) Managenent of Legal Defense. Except as provided in
(f) of this Section 2.3, legal defense of all clains shall be
directed by the Corporation.

(f) Legal Defense Under Reservation of Right. 1In al
i nstances where the Corporation provides |egal defense under a
reservation of right to dispute the Corporation's obligation to pay
a claim legal defense shall be directed by the Menber Entity
agai nst whom the claimis nmade. However, the Corporation shal
have the right to associate into the action attorneys or law firns
who shall act at the Corporation's direction.

2.4 Ri sk Managenent Program

(a) Each Menber Entity shall appoint an enpl oyee of the

Menber Entity to be responsible for the risk managenent function
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within that Menber Entity and to serve as |iaison between Menber
Entity and the Corporation as to risk managenent.

(b) Each Menber Entity shall supply the Corporation with
information regarding Menber Entity's physical facilities,
mai nt enance procedures, operational procedures and any other
informati on regarding the conduct of Menber Entity's operations as
may be reasonably requested by the Corporation in auditing the
Menber Entity's risk nmanagenent practices.

(c) Each Menber Entity shal | consi der al |
recomendati ons of the Corporation regarding Menber Entity's risk
managenent practices and shall reply in witing describing its
acceptance or rejection of the recommendati ons and any action taken
t her eon.

(d) Each Menber Entity shall maintain its own set of
records as a loss log in all categories of |loss and shall permt
the Corporation to review or obtain a copy of sane.

(e) Each Menber Entity shall conply with risk nmanagenent
policies and procedures as adopted by the Board of Directors upon
a two-thirds (2/3) vote of the menbers of the Board.

2.5 Admi nistrative Prem um

(a) Adm nistrative Cost s Al l ocation For nul a.
Adm ni strative Costs Allocation fornula may be adopted by a two-
thirds (2/3) vote of the nmenbers of the Board of Directors. Any
proposed revision to the Adm nistrative Costs Allocation formula,
and all supporting docunentation shall be submtted to the Board of
Directors by the Chief Financial O ficer no later than
prior to the commencenent of the fiscal year in which the revised
formula will first becone effective. Upon approval by the Board of
Directors, the revised formula shall becone the formula for
all ocating Admnistrative Costs, comencing in the fiscal year
designated by the Board of Directors.

(b) Adm nistrative Premuns. No later than L
prior to comencenent of the fiscal year in which the
Adm ni strative Costs shall be paid, a budget for Adm nistrative
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Costs shall be submtted to the Board of Directors by the Chief
Financial Oficer. Upon approval by a mgjority of the nenbership
of the Board of Directors, the Adm nistrative Costs shall becone
the costs to which the Administrative Costs Allocation fornula
shall be applied to yield each Menber Entity's Admnistrative
Prem um

(c) Notice. Each Menber Entity shall receive witten
notice of its Adm nistrative Program Prenm um by prior
to the commencenent of the fiscal year in which it is charged.

3. Purchase of I|nsurance

Upon a majority vote of the nenbership of the Board of
Directors the Corporation may purchase comercial insurance or
rei nsurance or term nate conmmercial insurance or reinsurance.

4. Cancel | ation of Coverage

4.1 Cancellation. For any Programin which a Menber Entity
is in default with respect to its obligation to pay Program
Premunms (Liability), the Board of Directors may cancel al
coverage rights of the defaulting Menber Entity upon a two-thirds
(2/3) vote of the other Menmber Entities.

4.2 Reinstatenent. For any Menber Entity whose coverage
has been canceled pursuant to Section 4.1, Coverage may be
retroactively or prospectively reinstated upon two-thirds (2/3)
vote of the other Menber Entities and paynent by said Menber Entity
of all prem uns due and payabl e upon the date of reinstatenment with
interest thereon at the rate set forth in Cvil Code Section 3289
and the paynment of all costs incurred by the Corporation, including
but not limted to fees for actuarial consultants, attorneys and
i nsurance consultants, incurred by the Corporation in canceling and
reinstating said Menber Entity.
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