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Director of the 1 no a 0 S. 

chairman, and four 1 -
gible for appointment, a person nust r a cy-
holder (an employer) or an employee of a policyholder Fund 
for at least one year prior to the intment and must continue 
in-that status during the period of membersh (Ins. Code Sect 
11770) . 

With regard to the 
there are no statutory restr concern 
must represent public or private rs, or how many, 
any, must be employees of pelicyho rs. Thus, 1 four appo 
members could be private policyholders and, at the present 
they are. 

II. Analysis 

Government Code Section 8710 2 establishes the basic con­
flict of interest prohibition and provides: 

No public official at any level of state or 
local government shall make, participate in 
making or in any way attempt to use his of­
ficial position to influence a gover~rnental 
decision in which he knows or has reason to 
know he has a f ancial t. 

Sec 820 8 f up 1 c 1" 
or consultant a 

cy. the is a state 
Board of Directors are public offi 
s ctures of Section 87100. 

Section 82049 defines "state agency" to iriclude " ... 
every state office, department, division, bureau, board and com­
mission, and the Legislature, ... " To further clarify 
of this section, the Fair Political Practices Commission 
2 Cal. Adll. Code Se 1 249 vlhich provides: 

An agency is a state agency within 
the provisions of Government Code Section 
82049 only if all the following criteria are 
met: 

(a) The agency is authorized by 
statute, executive order or the California 
constitution. 

1 citations are to Government unless 0 se i-
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b) 
an elected s 
an elected state officer 
or a state agency. 

(c) 
by any state unds 
ation in the state 

( d) 
is included in its j 

Each of the stated criteria is ~ 

coun 

the Fund. It is authorized by Constitut and 
four of the five members of the Board of Directors 
by the Governor, the agency is subject 
state budgetll, and the agency's juri 
California. In addit Cali 
that, although un State 
"state agency." See 
(1937) 73 P.2d 640, 
210. 

Having concluded that the f 
that its members, therefore, are public 
tion is whether any of members have the 

terest" to r s s of Se 
Ii iea 

terest," both for 
for disqualification 
interest code: 

An official has a financial inter­
est in a decision within the meaning of Seo­
tion 87100 if it is reasonably fore 
that the decision will have a material finan-
cial effect l distinguishab its ef ct 
on the 1 general ,on: 

(a) Any business entity in which 

l/Insurance Code Section 11773 provides t the State 

1 

ncy 

tion Insurance Fund 11 consist of: "(a) such speeifi 
priations as the Legislature to time makes or sets 
aside for the use of the " 

!/Section 
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the publ official has c c 
investment r 
lars ($1,000); 

(b) 
public official has a d1 et 

\-"hich the 
reet in­
dollars terest worth more one thousand 

($1,000) ; 

(c) , other 
than loans by a s 
in the regular course of bus ss, agg 
two hundred fifty dollars ($250) or more i 
value rece by or 1 to the lic 
official within twelve months prior to the 
time when the decision is made; or 

ch 
the publ 
partner, trustee, 
sition of 

direct 

terest. 
public of 
agents, 
more than 
terest in 
a subs tan 
official, 
have a 

, in­
ans any in­

spouse or 
1, 

by a 
lie ial, his 

t ildren hold 
t of the ip in-

enti A public official has 
terest in a trust when the 

and dependent children 
t worth more 

($1,000). 

Sec received f 
state agency from According 
the Director of the Department of Industrial Relations, s 
as chairman of the Fund's s income from a source 
other than state, not a ct a "source of 
within the meaning 87103(c) n he makes or 

cis 
have not been 

whether the Director 
interests 

with any information rela 
stment," "real proper 

be a 

to 
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December 

ci 
decrease th,c: s 
of the bus 
or more, or by .5 percent 
current assets or 1 lit Sf ch-
ever is less. 

(3) I cas 
come of a publ offic 
Government Code Section 

(A) The 

a source 
1 as def 
7103(c): 

the source 0 f i ''-''-'"'''­
described in sub sec 

cis 
amount of income 
the official; 

ct 

(C) Whether there is a nexus 
between the governmental decision 
and i of­
f 

ic 1 
not canst 

mum or m Is, but are 
vide guidance should be cons 
er relevant factors in determining whether a f 
cial interest may interfere with the official's ex­
ercise of his or her duties in rendering a decision. 

Turning to the specific 
to analyze certain tual 

site. For 
i 

much as $300,000 to $400,000 per annum. 
with a good record can receive an annu 
to 50 percent ')f the premiums paid. 
sion by the Fund's could ~eturn 
lars in cash or credit to a ny which 
a director or in which the ctor ho 
If the dividend increased or 
company by .5 percent or more, 
to ividend wou 

first, it is neces 
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if the decision in dS 

of the company by $5 I 

assets or liabilities, whi 
the decision would be within 

However, 
in the financial 
nevertheless might 
Code Section l8702(a}, the ul 
ali ty is v/hether the mewber 0 

ticipate in dividend decis "in 
bias." In light of the amounts of 
tionship between the Board member and 
questionable whether the Board member 
impartiality.II 

We observe, 
cis 11 have a " 

distinguishable 
generally. The "public 

that 

ly" is 

invo 
policyho 

could maintain 

does not pay premiums to the 
credit dividends from the 
has a unique effect on pol 

FQ~d and does not 

the effect the decis 

cision 
the case, that 

tion in Board 
Section 87100. 

A dividend decis 
which is d 

public generally. 

, i 
the requi 

One final clari cation should be added to this cone 
sion. If a director were a public employer policyholder or an 

2!We have not been provided vii th facts \vhich enable us to 
whether the criteria 2 Cal. Section 18702 (b) (3) (B) 
( are present context f d cis 
the regulation indicates, these criteria are only gu 
which "consideration should be given" and are not 
Accordingly, materiality can present regardless 
effect on the amount of received by the 0 
between the governmental i8ion and the purpose 
official rece s s 
2 FPPC Opinions (No. Nov. 3, 1976). 

~/2 Cal. Adm. 

i 



of a ic 
interest nor 

we have based the 
necessary "financial interes 

tuation, the director's 
goverThlient agency and would 
nition of income and 
vlOuld not be vIi th a 
tion 820 5. 
interest 
of "financial stU in Sec 
lie policyholder or 

cyholder would not be 
dend decisions under Section or 
disqualification provisions of a Code. 

I hope that se 
If can 

let me 

Sincerely, 

D 



STATE OF CALIFORNIA EDMUND G. BROWN JR., Governor 

AGRICUl lURE AND SERVICES AGENCY 
1220 N STREET 
SACRAMENTO 95814 

916/445-1935 

August 27, 1976 

Mr. Michael Bennett 
Executive Director 
Fair Political Practices 

Commission 
P.O. Box 807 

SLtO~.9~, 

We hereby request an informal opinion on the continued 
viability of Section 11770 of the Insurance Code in light 
of the passage of Proposition 9. 

Section 11770 specifies that all members of the Board of 
Directors of the State Compensation Insurance Fund, other 
than the Director of the Department of Industrial Relations, 
shall be policyholders or employees of pOlicyholders. A 
copy of Section 11770 is attached. 

The State Compensation Insurance Fund is a part of the 
Department of Industrial Relations and was established to 
transact workers compensation insurance. The Fund is 
administered by its Board of Directors. The Board sets 
insurance rates for policyholders, awards dividends, etc. 

Although the State Compensation Insurance Fund is clearly 
a state agency, Section 11781 of the Insurance Code provides 
that the Board of Directors "may perform all acts necessary 
or convenient in the exercise of any power, authority, or 
jurisdiction over the Fund ... as fully and completely as the 
governing body of a private insurance carrier." 

your consideration. 

Rose Elizabeth Bird 
Se ret 

Attachment 

================= DEPARTMENTS OF THE AGENCY ============-====== 
fOOD AND AGRICULTURE CONSUMER AfFAIRS STATE PERSONNEL BOARD FRANCHISE TAX BOARD GENERAL SERVICES 



~~ 11770.11770.) INsurtA0lC~ CODE Div.lI, h. 3,0 •. 4.Art. 1 

CHAPTER 4. THE STATE COMPE..."'{SA110N INSURA....",{CE. FUND. 

Article 1. Organization and Powers. 

11770. (36, amended 1945, 1947, 19G9] The St:lCC Compens:uion Insurance Fund 
is continued in existence, to be administered by its bc;;trd of dirccrors for the PL!Ipose of 
tiws-'"lcring workmen's compenS::tcion insurance, :md insurance against: the expense of de­
fcoding any suit for serious and v:iUful misconduct, against an employer or his agent, ::Ind 
insur3.nce to employees and other persons of the corn"pcns:lrion fixed by the workmen's 
compensation laws for employees and their dependencs. Any appropriation m:tde there-· 
from or theretO before the effective date of this code shall concinue to be avaibblc: for the 
purposes for which it Vl3S made. 

The board of directOrs of the Stare Compensation Insurance Fund is composed of the:· 
Director of Industrial Relations, who is cbifm:!.!! thereof, and four members who shill be 
appointed by the Governor. The term of office of the members of the board, other thaD 
that of the director, shall be four years 30d they shall hoId offi~e until the :tppoiocment 
and qualification of their successors. The terms of the firSt four members SO appointed 
shaH expire as follows: one on ]3nu:uy 15, 1946; onc each on January 15. 1947, January 
15, 1948, and Januiry 15, 19·19. Each me::nber shall receive his 3ctu31 and necessary traV-. 

cling expenses incurred in the perform:J.nce of his dmy as a member· aod, except the Di­
rector of Industrial Relations, twenty· five dollars ($25) for e:tch day of his acnt::II attend­
;lnce aC meetings of the bo:ud. In order to qUJ.lify for membership on the board, e:tcn 
member ocher th:tn the director shall h:lve been a policyholder or the employee of a 
policyholder in the SC:J.te Compensation Insurance Fund for one year prior to his appoint­
ment, :1ntl must continue in stich stJ.tuS during the period of his membership. 

Anno. 1M. l~ 11770·118Rl: }hnn~. C.l. bw of rmr>. Inl .. Vol. 1, H :!.O4[41: 2.01[14HbJ: VoL 2-
U 17.02(1): 20.01 (l](bl: 20.02[1]: :ZO.02[2][~1; 21.02(3](gJ; 21.0j[GJ[b]. 

11770.5. [Added 1967] The p~ovjs!ons of Artide 9 (commencing with Section 

4-30 
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INSURANCE Di v. II, Pt. 3, CII. 4, Arc. 1 

\VOlker's CO!11I'cltS:.cion Act, or other fe<lerJ! or nuritime b.ws when written inciJcIHll 
to ~[ld in connection with Californi:l \'7orkmeo's CornpcnS:ltion, Zl:; fully :l.S any private 
in:'llIcr. 

Anno. In ... 5 1177?: }boD.:l, C"I. Lw ot F.mp. In) .• Vol 1. J 2.0·H7J; VO!' 2. J 21.01 [2J[dl. 

117bO. (3GY.!J 1bc fund ID:ly also insure an empIo}'Cc :lg:tinst his liability for 
d.lm~p,es un?cr th,: bws of the Sr:Hc of Ctlifomi:t arising out of bvJily injury ro Or de:lth 
of his employees oc.:urr:ns 'with!n the Scuc of CJiforni:J. if the fund :Uso issu::s work. 
men's cOmfcns:ltion il~surar.cc to the emp{orcr :tS to his emplol"~es. 

/l,cflO. In!. J 11780: ll~naa. Cat. L",' of Etnp. luj., Vo!' 1,1 2.0.t[7J; Vol 2. 1 21.03[2J[cJ. 

1178l. [38 (:l). amended 19·i5} TIle bo.:rd of directors is hereby vested with futl 
power. authority :lnd jurisdiLtion over the $u:e Compens:J.tion Insurance Fund. The ooJrJ 
ofdireccors may perform all ncts nccess:try or convenient in the exercise of any pOwer. 
authority or jurisdiCtion oyer the fund, either in the administration thereof or in connec. 

don with the iosurance business to be carried on by it under the:'pro'dsioru of tllis clup-­
tcr. ::IS fully and completely ::IS the governing body of a priv:ue insurance carrier. The 
principal office (or the trans::.ction of business of the St:lte Compens:ttion InsuranCe Fund 
is [O(::!teJ in the City and County of San Francisco. 

Anno. los. § 11751: lI"nna, GL Law of Emp. lej., VoL 1. Ii 2.04[41: 2.04[121. 

11781.5 [Enacted 1946) The State Compensation Insurance Fund IUJ.y acquire and 
own real property for a br:lnch office in the City of Los Angeles when so dett:rmined by 
the bolld of directOf$, and ffi:l.y. if necessary, construct suitable buildings thereOn in ac· 
cordance with law. • 

11782. [38 (b). amended 1945] All business and .affairs of the fund shall be con· 

duc:cJ in the n;:,me of t1~e State Co~pens:ltion Insuraf!ce Fund, :lnd in that name. without 
any oeh::r name or tirIe, the board of direcrors may perform the aCts authorized by thil 

chapter. 

11783. [38 (b). amended 1945] The State Compensation Insurance" Fund may: 

(a) Sue ~nd be sued in all actions arising OUt of :lny act or omission In connection 

with its business or affairs. 

(b) Enter into 'Joy COntracts or ob!igltio!1s rdating to the State Compensation 10' 
SUf;!OCe Fund wI1ich are authorized or permitted by bw. 

(c) Invest aed reinvest the moneys belonging to the fund as provIded by this Ch.1p--

. 
(d) Cond:lct aU business wd afl':tirs and perform cll acts rdating to the rur.d 

whether or not spxwcaUy dcsigo:lted in this cbptec. 
Anno. Ins. f 11783: H~nn~, Cal law of Emp. IoJ., VoL 1, ! 2.04 [11. 

11784. [39, nmended 1915J In conducting the btlsiness !lnd affairs of the fumt. . 

rhe m:W:1gcr of the furld may: 
(a) Enter into conU:lcts of ,,:or1~mcn's compcns:1tion insurance. 

(b) Sell anouirics (oYering compcns::,ion benefits. 

(c) Decline to insure nny ri5k in which the minimum requirements of tIH: inJustri.lt 
accident prevention nuthorirics with regard to construction, equipment and operation :Ire 
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