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January 19, 2015

Members, Board of Directors
Association of California Water Agencies
Joint Powers Insurance Authority

Ladies and Gentlemen:

The Comprehensive Annual Financial Report of the Association of
California Water Agencies Joint Powers Insurance Authority (JPIA) for
the year ended September 30, 2014, is hereby respectfully submitted.
The JPIA Finance Department prepared this report. Responsibility for
both the accuracy of the presented data and the completeness and
fairness of the presentation, including all disclosures, rests with the
JPIA. We believe the data, as presented, is accurate in all material
respects; that it is presented in a manner designed to fairly set forth the
financial position and results of operations of the JPIA as measured by
the financial activity of its various programs and policy periods; and
that all disclosures necessary to enable the reader to gain the
maximum understanding of the JPIA’s financial affairs have been
included.

Maze & Associates, a firm of licensed certified public accountants, has
audited the JPIA’s financial statements. The goal of the independent
audit was to provide reasonable assurance that the financial
statements of the JPIA for the fiscal year ending September 30, 2014,
are free of material misstatements. The independent audit involved
examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. Also included is an assessment
of the accounting principles used, significant estimates made by
management, and an evaluation of the overall financial statement
presentation. The auditor concluded, based upon audit, that there was
a reasonable basis for rendering an unmodified opinion that the JPIA’s
financial statements for the fiscal year ending September 30, 2014 are
fairly presented in conformity with Generally Accepted Accounting
Principles (GAAP). The independent auditor's report is presented as
the first component of the financial section of this report.
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Management’s discussion and analysis (MD&A) immediately follows the independent
auditor’s report. The MD&A provides a narrative introduction, overview, and analysis of
the basic financial statements. The MD&A complements this letter of transmittal and
should be read in conjunction with it.

ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY PROFILE

The JPIA is a public entity formed in 1979 by 83 California water agencies. It is a
special district in the state of California and its formation and operation are subject to
the provisions of the California Government Code.

The JPIA is dedicated to consistently and cost effectively providing the broadest
possible affordable insurance coverages and related services to its member agencies.
The JPIA provides risk-sharing pools to meet the needs of its members for Liability,
Property, Workers’ Compensation and Employee Benefits coverage. Besides handling
covered claims for its members, it provides risk management services and training
programs. Additionally, the JPIA continues to provide members with a training library to
help prevent losses.

As of September 30, 2014, the JPIA had 365 members. Each member selects one
representative to serve as a director on the JPIA Board of Directors. From this body,
eight members are elected to serve with staggered terms as members of the JPIA’s
Executive Committee. The current Vice President of the Association of California Water
Agencies also serves as a voting member on the Executive Committee.

The JPIA’s reporting entity includes all activities of the Board of Directors and staff
considered part of and controlled by the JPIA. This includes financial activities relating
to all programs and insurance pools of the JPIA.

LOCAL ECONOMY

The national economy has been recovering from a recession recently at an increasing
rate. From October 2013 through September 2014, the national unemployment went
from 7.2% to 5.9% - a favorable change. Meanwhile in the State of California, ranging
from 7" to 10™ of the world’s largest economies, the unemployment rate went from
8.7% in September 2013 to 7.3% at the end of September 2014. This points to the
California economy rebounding as the gap between its unemployment rate and the
national rate narrowed. This bounce-back however, has been shadowed by the long dry
spell that has created a statewide drought. In the City of Roseville, where the JPIA
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office resides, the unemployment rate moved from 7.3% in September 2013 to 6.1% in
August 2014 - again a positive trend. With the exception of decreased investment
income, the JPIA has not been affected as negatively as many organizations in
California. Staffing continues to be stable within the JPIA and due to expanded
operations by creating the Employee Benefits department; the JPIA increased its
employee count in a time when many other organizations had been downsizing. With
the attention to federal and state government spending less and reducing deficits, the
circumstances have not been ideal for many government agencies. The JPIA has
largely been unaffected by these economic changes due to a majority of its expenses
being claims related. The JPIA again was able to continue its operations during fiscal
year ending September 30, 2014 without any rate increases to its members in the
Liability, Property, or Workers’ Compensation Programs.

LONG-TERM FINANCIAL PLANNING

In August of 2013, the JPIA held a strategic planning meeting with its Executive
Committee. The purpose of this meeting was to better develop plans for the future.
Establishing relationships, communication, expansion of services, marketing and
exploring different layers of self insured retentions were the topics discussed at the
strategic planning meeting. There were no actions taken by the JPIA Executive
Committee as a result of this meeting.

In September 2012, the JPIA Executive Committee approved a new monetary policy to
cover funding for the Liabilty and Workers’ Compensation Programs. The new
monetary policy is two-fold, covering both the Rate Stabilization Fund and the
Catastrophic Reserve Fund. The Rate Stabilization Fund is used to add and subtract
monies from individual members’ accounts as needed to true up policy years annually
based on new actuary estimates of losses. This process commences when a policy
year reaches four years of history. The monies in these individual accounts kept on
behalf of the members are capped at 50% of their basic deposit premium, or
approximately $9 million in the aggregate. The Catastrophic Reserve Fund consists of
funds set aside to be used in time of need. Such funds are subject to JPIA Executive
Committee approval and are most likely to be used when the JPIA experiences adverse
claims experience. The Catastrophic Reserve Fund is capped at ultimate losses
estimated by the actuary for all open policy years using a 99% confidence level.
Confidence level refers to the degree of certainty the actuary has that losses will be
equal to or less than the estimate provided. Based on recent actuarial reports, the
Catastrophic Reserve Fund was capped at $32.8 million — a decrease of $6.2 million
from prior year.
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Management believes the above funding policy covers a great deal of scenarios that the
future could have and thus is confident these goals are best for the organization. In
July 2012, the JPIA embarked on a new program, Employee Benefits. Management is
looking to define a policy for funding as well in regards to Employee Benefits. As
management better learns the operations of this program, it is fully expected that similar
discussions will take place with the JPIA Executive Committee.

The JPIA owns its building and does not foresee any significant capital projects related
to buildings or structures. The previous building the JPIA occupied, in Citrus Heights,
California, is owned by the JPIA. The JPIA is currently marketing this building for lease
and sale.

INTERNAL ACCOUNTING CONTROLS

The JPIA’s accounting system is organized so that each program can be accounted for
and evaluated independently. Policy periods are also accounted for separately within
each program. The assets, liabilities, revenues and expenses of each year are reported
on a full accrual basis. All transactions are accounted for in a governmental enterprise
fund.

JPIA management is responsible for establishing and maintaining internal controls
designed to ensure that assets are protected from loss, theft or misuse and to ensure
that adequate accounting data is compiled to allow for the preparation of financial
statements in conformity with generally accepted accounting principles, and the
activities and reporting of the JPIA are in compliance with relevant laws and regulations.
Internal accounting controls are designed to provide reasonable assurance that these
objectives are met. The concept of reasonable assurance recognizes that the cost of a
control should not exceed the benefits likely to be derived and that the evaluation of
costs and benefits requires estimates and judgments by management.

All internal control decisions are made within the above guidelines. Management
believes that the JPIA’s internal accounting controls adequately safeguard assets and
provide reasonable assurance of proper recording of financial transactions.

AWARDS & ACKNOWLEDGEMENTS

The Government Finance Officer Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the JPIA
for its comprehensive annual financial report for the fiscal year ending
September 30, 2013. In order to be awarded a Certificate of Achievement, a
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government must publish an easily readable and efficiently organized comprehensive
annual financial report. This report must satisfy both generally accepted accounting
principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our
current comprehensive annual financial report continues to meet the Certificate of
Achievement Program’s requirements and we are submitting it to the GFOA to
determine its eligibility for another certificate.

The preparation of this report would not have been possible without the efficient and
dedicated services of the entire staff of the Finance Department. We would like to
express our appreciation to all staff members who assisted and contributed to the
preparation of this report.

Our sincere appreciation is expressed to the members of the JPIA’s Finance & Audit

Committee and Executive Committee for their support in maintaining the highest
standards of professionalism in the management of JPIA finances.

Our appreciation is also extended to each Director and Alternate Director of the Board
of Directors and to all Committee members for their commitment to the JPIA.

We stand ready to answer any questions you may have regarding the contents of this
report.

Respectively Submitted,
A)@ﬁé A dail

Walter “Andy” Sells
Chief Executive Officer

Dm%? m’ﬁmﬁf ‘

David deBernardi, CPA
Director of Finance
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NM\MAZE

& ASSOCIATES

INDEPENDENT AUDITOR’S REPORT

Board of Directors

Association of California Water Agencies
Joint Powers Insurance Authority

Roseville, California

We have audited the accompanying basic financial statements of the Association of California Water Agencies Joint
Powers Insurance Authority (ACWAV/JPIA) as of and for the years ended September 30, 2014 and 2013, and the
related notes to the financial statements, as listed in the Table of Contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of the
financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audits. We conducted our
audits in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States. Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the ACWA/JPIA’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the ACWA/JPIA’s internal control. Accordingly, we express no such
opinion. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of the ACWAV/JPIA as of September 30, 2014 and 2013, and the changes in financial position and cash flows thereof
for the years then ended in conformity with accounting principles generally accepted in the United States of
America.

T 925.930.0902
Accountancy Corporation F 925.930.0135
3478 Buskirk Avenue, Suite 215 E Maze@mazeassociates.com
Pleasant Hill, CA 94523 W mazeassociates.com



Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that Management’s Discussion and
Analysis and the ten-year claims development information be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board, who considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic or historical context. We have applied certain limited procedures
to the required supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We do not express
an opinion or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the ACWA/JPIA’s basic financial statements as a whole. The Introductory Section, Supplemental Information, and
Statistical Section as listed in the Table of Contents are presented for purposes of additional analysis and are not
required parts of the basic financial statements.

The Supplemental Information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the basic financial statements. The information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States of America. In
our opinion, the Supplemental Information is fairly stated, in all material respects, in relation to the basic financial
statements as a whole.

The Introductory and Statistical Sections have not been subjected to the auditing procedures applied in the audit of
the basic financial statements and, accordingly, we do not express an opinion or provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 19, 2015, on
our consideration of the ACWA/JPIA’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of
that report is to describe the scope of our testing of internal control over financial reporting and compliance and
the results of that testing, and not to provide an opinion on internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the ACWA/JPIA’s internal control over financial reporting and compliance.

Mg % tasocriatt

Pleasant Hill, California
January 19, 2015



MANAGEMENT’'S DISCUSSION AND ANALYSIS

As management of the Association of California Water Agencies Joint Powers Insurance
Authority (JPIA), we offer readers of the JPIA’s financial statements this narrative
overview and analysis of the financial activities of the JPIA for the fiscal year ending
September 30, 2014. We encourage readers to consider the information here in
conjunction with the additional information that we have furnished in our letter of
transmittal, which can be found on pages i to v of this report.

DESCRIPTION OF BASIC FINANCIAL STATEMENTS

The JPIA operates as an enterprise fund and utilizes an accrual basis of accounting. The
report includes the basic financial statements for the JPIA in accordance with generally
accepted accounting principles. The Statements of Net Position present a snapshot of
the JPIA’s assets, liabilities and net position as of September 30, 2014 and 2013. The
Statements of Revenue, Expenses, and Changes in Net Position report the revenues and
expenses for the fiscal years resulting in the changes to net position. The Statements of
Cash Flows provide the reader with details on cash inflows and outflows during the fiscal
years ended. The Notes to the Financial Statements present the reader with additional
information to enhance and complement understanding of the financial statements.

CONDENSED FINANCIAL STATEMENTS

CONDENSED STATEMENT OF NET POSITION

2014 vs. 2013 2013 vs. 2012

9/30/2014 9/30/2013 9/30/2012 Variance Variance
ASSETS
Cash and Investments $174,476,025 $163,680,660 $157,149,039 $10,795,365 $6,531,621
Other Assets 14,901,778 24,582,594 23,980,520 (9,680,816) 602,074
Capital Assets 6,206,203 6,560,350 6,904,191 (354,147) (343,841)
Total Assets 195,584,006 194,823,604 188,033,750 760,402 6,789,854
LIABILITIES
Current Liabilities 53,163,043 52,189,011 60,219,720 974,032 (8,030,709)
Noncurrent Liabilities 54,463,790 48,118,825 40,450,696 6,344,965 7,668,129
Total Liabilities 107,626,833 100,307,836 100,670,416 7,318,997 (362,580)
NET POSITION
Net Investment in
Capital Assets 6,206,203 6,560,350 6,904,191 (354,147) (343,841)
Unrestricted 81,750,970 87,955,418 80,459,143 (6,204,448) 7,496,275
TOTAL NET POSITION $87,957,173 $94,515,768 $87,363,334 $(6,558,595) $7,152,434

The JPIA finished the fiscal year 2014 with very little change to its total assets. The
composition of the assets, however, changed significantly with other assets dropping by
nearly $10 million while cash and investments increased almost $11 million. The
decrease in other assets of $9.6 million was the result of two things. The JPIA had a
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significant excess insurance receivable of $5 million from a claim at the end of fiscal year
2013. During fiscal year 2014 this receivable was collected as the claim was settled. The
other reason for the drop in other assets was due to a 10% decrease of rates in the
liability program. This decrease directly resulted in a lower member premium receivable
at year end September 30, 2014. Cash and investments benefited from the decrease in
other assets by improving $10.7 million.

Total liabilities at September 30, 2014 enlarged $7.3 million from prior year. The majority
of this change is comprised of an increase in noncurrent liabilities of $6.3 million.
Noncurrent liabilities most significant changes were in retrospective premium adjustment
payables (increase $4 million) and claims reserves (increase $2.3 million). The
noncurrent retrospective premium adjustment increased primarily due to liability policy
year 2013-14 showing favorable funding of $3.2 million returning to members should
current actuarial estimates hold true. The claims reserves uptick was caused by
increased reserves of $1.17 million in the Liability Program and $1.19 million in the
Worker's Compensation Program.

Overall, the JPIA’s net position declined $6.56 million from prior year. This decline was
somewhat expected from the JPIA given the recent price structuring of the Employee
Benefits Program where past excess funds were earmarked in the budget for price
stabilization. The Employee Benefits Program resulted in a decline of $2.1 million. The
other significant factor of the decline in net position was the rate stabilization fund refunds
of $3.4 million.

During fiscal year 2013, total assets increased by nearly $7 million. This increase was
primarily seen in cash and investments that increased by $6.5 million. The cash and
investment rise was due to the increase in the JPIA’s net position, $7.1 million. This is
common since the JPIA has little to no capital assets investment needed as part of its
operations.

Also during fiscal year 2013, current liabilities decreased by $8 million. This change was
primarily the result of a retrospective premium adjustment for policy year 2007-08 in the
liability program of $5.5 million that was payable in the prior year. Since this was returned
to members during fiscal year end 2013 and there were no comparable adjustments at
year end 2013, the current liability decreased accordingly. Retrospective premium
adjustment payables represent funds payable to member agencies based on current
actuarial projections. These liabilities are subject to change based on annual updated
actuarial estimates. Noncurrent liabilities at year end 2013, enlarged by $7.6 million.
Once again, the chief cause for this change was the retrospective premium adjustment
payable. This liability increased by nearly $7 million due to both Liability and Workers’
Compensation policy years 2011-12 no longer collecting monies for the Self Insured
Excess Fund and over $1 million less in Catastrophic Funds. The Self Insured Excess
Fund was merged into the Rate Stabilization Fund during fiscal year 2012. Actuarial
goals were set for the Catastrophic Fund and since they were largely met, these
collections lessened.
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The graph following outlines the changes of the various components in the Statement of
Net Position over the last three fiscal years. Reviewing this chart you can see the
trending increase of cash and investments as well as the noncurrent liabilities. Also
shown is the leveling of net position and capital assets.
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Overall the JPIA’s net position decreased by $6.56 million during fiscal year 2014. This
change is reflected on the Statement of Revenues, Expenses, and Changes in Net
Position. Member premiums improved by over $5.7 million. The cause for this revenue
increase lies in the Employee Benefits Program where increased premiums were felt
across the various programs. These increases were a reflection of prices in the industry.
The member premiums from fiscal year 2012 to 2013 skyrocketed $87 million. This
metamorphosis was due to fiscal year 2012 only having three months of activity for the
Employee Benefit Program because the JPIA commenced this program in July of 2012.
Retrospective premium adjustments decreased by $4 million for fiscal year end 2014.
The largest contributor to this change was the Liability Program where in fiscal year 2013
contributions of over $2 million were collected for the Catastrophic Fund compared to in
fiscal year 2014 where amounts exceeding $6 million were distributed from the
Catastrophic Fund to member Rate Stabilization accounts. These changes were a by-
product of significant variances in the actuarial projected losses for the Liability Program.
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CONDENSED STATEMENT OF REVENUES, EXPENSES,

AND CHANGES IN NET POSITION

2014 2013
vs. 2013 vs. 2012
9/30/2014 9/30/2013 9/30/2012 Variance Variance

OPERATING REVENUES
Members Premiums $152,994,168  $147,247,532 $60,219,073 $5,746,636  $87,028,459
Retrospective Premium

Adjustments (10,979,765) (6,957,472) (1,782,760) (4,022,293) (5,174,712)

Total Operating Revenues 142,014,403 140,290,060 58,436,313 1,724,343 81,853,747
OPERATING EXPENSES
Provision for Claims 89,145,942 78,442,870 30,804,349 10,703,072 47,638,521
Excess Insurance 8,111,217 9,023,118 8,562,014 (911,901) 461,104
Benefit Premiums 44,511,197 38,312,872 8,739,850 6,198,325 29,573,022
General & Administrative 7,915,833 7,521,114 6,964,898 394,719 556,216

Total Operating Expenses 149,684,189 133,299,974 55,071,111 16,384,215 78,228,863
OPERATING INCOME (LOSS) (7,669,786) 6,990,086 3,365,202 (14,659,872) 3,624,884
NON-OPERATING

REVENUES
Investment Income 1,111,191 162,348 1,699,881 948,843 (1,537,533)
Net Position Acquired from

Merger 0 0 34,986,207 0  (34,986,207)
CHANGE IN NET POSITION (6,558,595) 7,152,434 40,051,290 (13,711,029) (32,898,856)
NET POSITION, BEGINNING 94,515,768 87,363,334 47,312,044 7,152,434 40,051,290
NET POSITION, ENDING $87,957,173 $94,515,768 $87,363,334  $(6,558,595) $7,152,434

There were also some major variances that occurred in fiscal year 2014 for operating
expenses. Overall, operating expenses were up $16.3 million, with provision for claims
($10.7 million) and benefit premiums ($6.1 million) being the biggest contributors to this
rise. A majority of the provision for claims increase is linked to the Employee Benefits
Health Program. During fiscal year 2014, the Health Benefits Program had a 5.5%
increase in lives for the self insured portion of the program. This coupled with the rising
medical costs that were projected at 8.4% spelled an increase of $5.3 million in the
provision for claims. The cause for increased benefit premiums paid in operating
expenses is dual. Insured lives increased by approximately 5.5% causing higher benefit
premiums paid. Also, benefit premiums increased 5-18% depending on the plan. These
premium increases were a reflection of rising costs in the industry that has been on the
rise for several years. Likewise, fiscal year ending 2013 had significant increases for both
the provision for claims ($47.6 million) and benefit premiums ($29.5 million). Like
operating revenues in 2013, the causes for these changes were the Employee Benefits
Program that had twelve months of activity vs. three months during fiscal year 2012.
Benefit premiums are expenses only related to the Employee Benefits Program. Of the
$78.4 million provision for claims in fiscal year 2013, $64.8 million of it was from the
Employee Benefits Program.
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Following is a diagram outlining the various components of the Statement of Revenues,
Expenses, and Changes in Net Position over the last three (3) fiscal years. Analyzing the
graph you can see that operating revenues, provision for claims and benefit premiums
have had momentous trends upwards. The explanation for this returns to the Employee
Benefits Program where fiscal year 2012 had three months of revenues/expenses and
fiscal year 2013 had twelve months revenues/expense. For the Employee Benefits
Program, the JPIA had revenues of $119.3 and $112.5 million in fiscal year 2014 and
2013, respectively.

STATEMENT OF REVENUES, EXPENSES,
AND CHANGES IN NET POSITION
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FINANCIAL HIGHLIGHTS

Puzzles can be a great deal of fun — especially experiencing the satisfaction of
completing one. When the JPIA undertook the Employee Benefits Program in July 2012,
the program posed a financial puzzle. This year's financial statements includes
comparative numbers that encompass 12 months operations of the Employee Benefits
Program for both years present — 2013 and 2014. In other words, we are looking at a
complete picture. This is significant because the Employee Benefits Program has
dramatically impacted the JPIA financial statements as demonstrated in the previous
graph.

Following is a graph illustrating the changes in the various designations making up the
JPIA’'s net position over the last six (6) years. Upon review, the growth of the
Catastrophic Fund through 2013 is apparent. For fiscal year ended 2014, this growth
leveled off as the goal (actuarial projections at the 99% confidence level) decreased. The



ACWA/JIPIA
Management’s Discussion and Analysis continued

Catastrophic Fund represents funds collected in addition to the normal member
premiums to buffer the effect of adverse claims experience. These funds grew since the
need for using these funds has been minimal. In September 2012, the JPIA Executive
Committee approved a new policy for this fund where such monies are capped at
actuarial gross estimated losses using a 99% confidence level for both Liability and
Workers’ Compensation Programs. Confidence level refers to the likelihood that the
estimated losses will be less than or equal to the estimate. The greater the confidence
level, the greater assurance one has of losses being less than the estimated dollar
amount. The goal for the Catastrophic Funds based on recent actuarial reports is
approximately $33 million.

2014
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The preceding chart also shows the steady balance in the Rate Stabilization Fund. The
Rate Stabilization Fund is funds held on members’ behalf (capped at 50% of their current
year’'s basic liability premium) to mitigate adverse changes in premiums as well as
minimize any future assessments when necessary. During fiscal year 2014, over $3
million of the Rate Stabilization Fund was refunded to members causing a decrease.

The Self Insured Excess Fund was created to buffer changes made to the self insured
retention (SIR) levels. To the extent that claims losses breach the prior SIR level in a
given policy year, they are used to pay for these claims losses. Claims activity over the
years has been steady enough at this level that such funds have not grown significantly.
In September 2012 the JPIA Executive Committee approved transferring this fund’s
remaining balance into the Rate Stabilization Fund, thus there is no balance at
September 30, 2013 and September 30, 2014.
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The Employee Benefits Fund was created as part of the Employee Benefits Program.
These monies are to be used for rate reductions and/or holidays in the future for this
program. Most of this fund’s balance was acquired by the JPIA from the program’s
previous JPA, ACWA Health Benefits Authority. The recent decline in this fund was
deliberate as JPIA management priced the program aggressively to save money for the
participating members. This was done with the intent of leveling off this fund from
previous year’'s growth.

LIABILITY PROGRAM

The Liability Program in its most recent policy year 2013-2014 covered an estimated
$480 million in member districts’ payroll. This was a modest increase of 1.6% from the
previous year. The membership in this program has been stable ranging from 285 to 293
participating members over the last five (5) policy years. The average tenure in the
program remains strong at 26 years.

Each year the JPIA obtains an independent actuary report to determine estimates of
ultimate losses for each policy year the JPIA covers its members. The ultimate loss is the
total out of pocket expenses expected to be paid out by the JPIA for self insuring its
members in a given policy year. These costs exclude amounts expected to be
reimbursed by excess insurance carriers as well as general and administrative expenses
necessary to run the program’s operations. The following graph depicts the ultimate
limited loss rate from recent actuary estimates. “Limited” refers to losses being limited to
the JPIA’s self insured layer. Or in other words, these amounts exclude losses in the
excess layer that the JPIA anticipates excess carriers to pay.

Reviewing the illustration to follow you can see most of the changes from prior year
estimates are in the more recent policy years (2009-10 through 2013-14). This is normal
as in the early going many claims are yet to be known and as time passes the breadth of
claims becomes more and more familiar making such estimates more accurate in time.
With the exception of policy year 2013-14 all of these changes were to reduce loss rates;
a favorable change. Policy year 2013-14 is only beginning to develop thus too early to
analyze with anything tangible.
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LIABILITY PROGRAM
ESTIMATED RATES OF LOSS PER $S100/PAYROLL
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PROPERTY PROGRAM

The Property Program has 260 participating districts in its current policy year (2014-15)
compared to 265 participants for the previous policy year. The average tenure of the
current participating members is 24 years. Premium rates have remained the same for
the past six policy years. Until policy year 2013-14, the JPIA had been self insured up to
$50,000 per claim since the 2001-02 policy year. Policy years 2013-14 forward, are self
insured up to $100,000 per claim. This change was to take advantage of cost savings
provided for the excess insurance. These self insured retentions limit the severity of the
pooled losses.

Like the Liability Program each year the JPIA obtains an independent actuary report to
determine estimates of ultimate losses for each policy year the JPIA covers its members.
In the following graph, the actuarial estimated rates of loss per million of total insured
value are compared current year vs. prior year.
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PROPERTY PROGRAM
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Studying the graph above, the most significant changes are in policy years 2011-12
through 2013-14. Policy year 2011-12 had the estimated loss rate increase from 185 to
206 (11% increase). This is not surprising given that policy year 2011-12 has had seven
claims in excess of $50,000. For policy years 2012-13 through 2013-14, the projected
loss rate change was favorable. The loss rate went from 161 to 138 (14% decrease) for
policy year 2012-13. Similarly, policy year 2013-14 had the projected loss rate decrease
from 245 to 219 (10% decrease). These policy years have only four claims each
respectively over $50,000. The lack of changes in the older policy years is normal. The
reason for this is two-fold: the first is that by the nature of the program, property damages
are definitive and more easily measured thus settling quickly; the other reason is that the
JPIA only self-insures for a small dollar amount per claim, thereby limiting the JPIA’s
exposure.

Although the Property Program’s membership has been very stable over the years it has

grown significantly. The following graph depicts the total insured values for each policy
year over the last 10 years:

1"
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PROPERTY PROGRAM
PER $S1 MILLION OF TOTAL INSURED VALUES
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In the last 10 years the total insured values covered in the Property Program has nearly
doubled. The dramatic upward trend is due to members building/purchasing new property
to be insured and the ever increasing replacement costs over the years.

WORKERS’ COMPENSATION PROGRAM

The Workers’ Compensation Program has enjoyed modest growth in recent times that
has leveled off. The number of participating districts for the past five policy years has
gone from 161 to 175 and covered payroll has increased from $397 million to $452
million; a 14% increase. Legislative changes, such as SB 899 which was passed in 2004,
have shown very positive results throughout the State of California. Coupled with an
emphasis on workplace safety through training, the JPIA has benefited from these law
changes. Since 2004-05, the JPIA has reduced the rates charged to members by nearly
50 percent. Rates for the current policy year remained overall unchanged even though
losses and rates in the industry, as a whole, increased. Member premiums have ranged
from $10.7 million to $12.2 million over the past five policy years. Since changing the
program’s self insured retention level from $650,000 per claim in policy year 2002-03 to
$2 million per claim in policy year 2003-04, the JPIA has had one claim in excess of
$650,000, thus rewarding the program financially. Like other programs each year the
JPIA obtains an independent actuary report to determine estimates of ultimate losses for
each policy year the JPIA covers its members. In the following graph, the actuarial
estimated rates of loss per $100 of payroll are compared current year vs. prior year.
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WORKERS COMP
ESTIMATED RATES OF LOSS PER $100 PAYROLL
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Reviewing the data above, the changes vary by policy year. Three out of the ten policy
years had declines in the estimated loss per $100 payroll while seven of them had
increases in estimated losses. The most significant changes were for policy years 2008-
09, 2012-13 and 2013-14. Policy years 2008-09 and 2012-13 both experienced increased
estimated rates. At September 30, 2014, policy year 2008-09 has 14 claims over
$100,000 with 11 of them open. Policy year 2012-13, has 15 claims over $100,000 with
all of them open. A majority of these claims from both policy years relate to neck and
back injuries. On the favorable side policy year 2013-14 experienced a significant decline
in the estimated loss rate. This is mostly attributed to fewer claims reported in the policy
year — 334 claims. This compared to the average number of claims in the past 10 years,
394, brought on the decrease. There were no significant changes to the JPIA pricing of
its Workers’” Compensation Program. The volatile range above illustrates how losses are
affected by California law makers passing new bills both favorably and unfavorably thus
making losses more difficult to predict accurately.

EMPLOYEE BENEFITS PROGRAM
The JPIA commenced the Employee Benefits Program on July 1, 2012. The Employee
Benefits Program offers a few different benefits with the most significant being health,

dental and vision. Membership for each of the different benefits offered is separate. At
year end September 30, membership within the Employee Benefits was as follows:

13
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Membership in the various Employee Benefits Programs has experienced little change
from the prior year. The biggest change was in the Employee Assistance Program (EAP).
This was due to an effort to market EAP to current members that were not participating in
the EAP program.

The revenue and expenses for Employee Benefits are the most significant of the

programs. Employee Benefits revenue and expenses for the fiscal year ended
September 30 are as follows:

EMPLOYEE BENEFITS PROGRAM

FY 2014 FY 2013 Change
Revenues $119,699,884 $112,521,090 $ 7,178,794
Claims Expense (74,108,072) (64,845,335) (9,262,737)
Benefit Premiums (44,511,197) (38,312,872) (6,198,325)
Excess Insurance (977,299) (901,419) (75,880)
General & Administrative (2,239,519) (1,261,151) (978,368)
Change in Net Position $ (2,136,203) $ 7,270,313 $(9,406,516)

Revenues were up $7.1 million or 6.3% in fiscal year 2014. This increase is
commiserating with the increasing prices of the market. Market prices have been
increasing for several years due to changes made in the health industry — most notable
the passing of the Affordable Care Act that has considerably increased the number of
enrollees nationwide for health coverage. All that said a rise of 6.3% is low compared to
the industry as a whole where double digit changes have been common. Claims
expenses rose $9.2 million or 14.3%. This again is a reflection of the increased pricing
prevailing. Benefit premiums expense also increased significantly at 16.7% or
$6.2 million. Overall, the net position decreased by $2.1 million in fiscal year 2014. This
was not surprising as the JPIA budgeted a reduction in net position to mitigate some of
the pricing increases dictated by the industry. A majority of the Employee Benefits
Program financial numbers come from the Health Benefits Program. The Health Benefits
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Program makes up approximately 90% of both the revenues and expenses and easily
has the strongest influence on the Employee Benefits Program financial results.

CASH AND INVESTMENTS

Cash and investments continue to make up the majority of the JPIA’s assets. At year end
September 30, 2014, total cash and investments were $174 million — up nearly $11
million from prior year. This increase was primarily the result of the JPIA collecting on an
excess insurance receivable of over $5 million from the prior year. This increase may be
surprising given the $6.5 million decrease in net assets but this decrease was absorbed
chiefly by an increase of over $7 million in total liabilities. At year end
September 30, 2013, total cash and investments were $164 million — up $7 million from
the prior year. This increase was the result of the JPIA’'s Employee Benefits Program that
had revenues in excess of expenses approximating this change.

Investment income went from $1.6 million to $1.4 million in for fiscal years 2013 and
2014, respectively. This decrease reflects the past market. With the portfolio’s duration
averaging just fewer than 2 %2 years much of the investment return is reflective of market
rates in 2012 and 2013 where U.S. Treasuries were at historical lows. Cash and
investments effective rate of return went from 1.28% to 1.01% for fiscal year end
September 30, 2013 and 2014, respectively. This decline is best described as the result
of suppressed interest rates over the years. The graph following illustrates the
suppressed interest yields for Two Year Nominal U.S. Treasuries. Since the middle of
2011, yields have hovered around 25 basis points. Since the JPIA investment portfolio
has an average duration of 2-3 years this is an appropriate comparison. Given the time
lag of purchased investments this yield has continued to decline in the recent fiscal year.
It is hopeful with many forecasts anticipating the Federal Reserve raising rates in 2015
that the past trend will change favorably.
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The management of the cash and investments is twofold. The JPIA internally manages
the cash needed for operations and the majority of the short-term investments. The non-
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current portion of investments is managed by PFM Asset Management LLC. The JPIA’s
investment policy prioritizes safeguarding of principal first, followed by meeting liquidity
needs and then optimizing yield. Total investments were $125 and $111 million at year
end September 30, 2014 and 2013, respectively. The following chart depicts the totals by
investment type:
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Analyzing the portfolio, the increase of investments was spread around the investment
types. The exception being certificates of deposit which the JPIA made a conscious effort
to reduce these in-house managed investments in order to maximize long term gains on
the investments managed by the JPIA’s investment advisor. Municipal bonds were newly
added during fiscal year 2014. This was the first time the JPIA investment policy had
allowed for such investments after a change made to the policy in the December 2013
Board meeting.

On September 30, 2014, the average number of days to maturity was 905 compared to
891 as of year-end 2013. This represents little change to the duration of the portfolio —
largely due to anticipated market change in the near future with the Federal Reserve
eyeing raising Treasury rates. The Federal Open Market Committee released an updated
“dot plot” showing where members believe the federal funds rate will be at the end of the
next several calendar years. The chart showed a surprisingly fast upward trajectory for
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short-term rates, which appears to be inconsistent with both Janet Yellen’s public
comments and persistently low current market rates.

The following graph illustrates the effective rate of returns over the last few years and the
impact the investment market has had on these returns:
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Contributing factors to the declining yield include monetary easing by central banks, a
weak job market, and continuing concerns about medical costs and a rising debt ceiling.
These factors coupled with a sluggish U.S. economy have suppressed investment
returns.

In the graph above, the JPIA’s effective rate of return is compared to the U.S. Treasury 2-
year yield. The JPIA’s effective rate of return peaked in 2007, at 5%, and since then has
gradually declined due to the lowered interest rates the marketplace offered in the slowed
economy. The encouraging news is that the lowering trend appears to have leveled off as
shown in the graph above. The returns above include all investments, both those
managed internally and externally.

Current investments for the fiscal year ending September 30, 2014 have decreased by
$6.5 million. As of September 30, 2014, 2013 and 2012 the current investments were $8,
$14.5, and $7 million, respectively. The JPIA continues to use Local Agency Investment
Fund (LAIF) to invest a majority of the short term investments that are needed to meet
operational needs. The following graph details duration of the JPIA investments as of
September 30, 2014
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A majority of the JPIA’s non-current investments are medium term notes, agencies and
Treasuries. This has been the pattern for several years. Such investments are all
managed by the JPIA investment advisor. Negotiable CD’s and certificates of deposit are
being mostly used as short-term investments.

CAPITAL ASSET ACTIVITY

The JPIA added $146 thousand in capital assets for software, furniture and equipment
during fiscal year 2013. These additions were primarily for new accounting software.
Obsolete software related to the the HBA acquisition of $167 thousand was retired during
fiscal year 2013. During fiscal year 2014, the JPIA added $220 thousand for software. A
majority of this addition was for the customized in house accounting software that was
put in operation at the beginning of the fiscal year. More detailed information about the
capital asset activity can be found in Note 4 of the accompanying Financial Statements.
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FACTS OR CONDITIONS THAT ARE EXPECTED TO HAVE A
SIGNIFICANT EFFECT ON THE FINANCIAL POSITION OR
RESULT OF OPERATIONS

The JPIA has set itself apart by offering quality, water-industry specific training at no
additional cost to its members. Through face-to-face training, online classes and
webinars, the JPIA endeavors to meet the professional development needs of members
and help each perform his or her job more effectively, efficiently and lawfully. Therefore,
this training reduces claims. The JPIA continues to receive high ratings for its training
programs and districts go out of their way to express appreciation for the learning and
development opportunities offered.

The JPIA continues to develop our training program to meet the needs of our members.
Following is a summary of JPIA training accomplishments for fiscal year-end
September 30:

Activity 2014 2013
Classes Delivered 321 364
Class Participants 5,327 6,220
Training Conferences 3 2
Training Conference Participants 113 135
Live Webinars 20 18
Live Webinar Participants 908 995
Recorded Webinar Viewings 803 1,042
Host Facilities 101 74
Target Solutions Online — Districts 164 158
Target Solutions — courses completed 11,680 9,694
PDP Participants 1,138 1,072
PDP Completions 53 39
Lending Library Resources Sent 894 1,403
CONCLUSION

This financial report is designed to provide a general overview of the JPIA’s finances. For
further information, please visit the JPIA website at, www.acwajpia.com, which provides
the most current approved independent audited financial statements. Questions
concerning any of the information presented can be sent to the following address:

ACWA/JPIA - Finance Department
2100 Professional Drive, Roseville, CA 95661-3700
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ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

STATEMENTS OF NET POSITION
SEPTEMBER 30, 2014 AND 2013

CURRENT ASSETS

Cash and cash equivalents

Investments

Accounts receivable:
Member premiums
Investment income
Excess insurance proceeds
Retrospective premium adjustment
Other

Prepaid excess insurance

Other prepaid expenses
TOTAL CURRENT ASSETS

NONCURRENT ASSETS
Investments
Net other post employment benefits
Capital assets - net
TOTAL NONCURRENT ASSETS

TOTAL ASSETS

CURRENT LIABILITIES
Accounts payable
Accrued expenses
Unearned member premiums
Retrospective premium adjustment payables
Provision for claims
TOTAL CURRENT LIABILITIES

NONCURRENT LIABILITIES
Retrospective premium adjustment payables
Claims reserves
Claims incurred but not reported
Unallocated loss adjustment liability
TOTAL NONCURRENT LIABILITIES

TOTAL LIABILITIES

NET POSITION

Net investment in capital assets
Unrestricted
TOTAL NET POSITION

ASSETS

LIABILITIES

2014 2013
$ 49,259,998 $ 51,897,936
8,026,439 14,531,838
8,084,178 11,060,977
277,940 382,692
656,756 5,092,219
1,718,847 3,734,682
81,960 23,288
1,629,292 1,890,905
166,069 104,160
69,901,479 88,718,697
117,189,588 97,250,886
2,286,736 2,293,671
6,206,203 6,560,350
125,682,527 106,104,907

$ 195,584,006

$ 194,823,604

$ 811,643 $ 415,801
322,154 408,190
28,229,661 28,605,266
5,294,462 4,094,610
18,505,123 18,665,144
53,163,043 52,189,011
23,364,535 19,395,924
7,397,421 5,044,879
21,248,114 21,715,020
2,453,720 1,963,002
54,463,790 48,118,825

$ 107,626,833

$ 100,307,836

$ 6,206,203 $ 6,560,350
81,750,970 87,955,418
$ 87,957,173 $ 94,515,768

See accompanying notes to financial statements.
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ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

YEARS ENDED SEPTEMBER 30, 2014 AND 2013

OPERATING REVENUES
Member premiums
Retrospective premium adjustments
TOTAL OPERATING REVENUES

OPERATING EXPENSES
Claims expense:
Claims paid
Change in excess aggregate recovery
Change in claims reserves
Change in claims incurred but not reported
Change in unallocated loss adjustment expense

Total claims expense
Excess insurance
Benefit premiums
General and administrative
Depreciation
TOTAL OPERATING EXPENSES
OPERATING INCOME (LOSS)
NON-OPERATING REVENUES
Investment income
Net decrease in investment fair value
TOTAL NONOPERATING REVENUES
CHANGE IN NET POSITION
NET POSITION, BEGINNING OF YEAR

NET POSITION, END OF YEAR

2014

2013

$ 152,994,168

$ 147,247,532

(10,979,765) (6,957,472)
142,014,403 140,290,060
86,929,610 79,132,931
0 399,779

1,109,472 1,651,729
616,144 (2,586,808)
490,716 (154,761)
89,145,942 78,442,870
8,111,217 9,023,118
44,511,197 38,312,872
7,549,473 7,198,325
366,360 322,789
149,684,189 133,299,974
(7,669,786) 6,990,086
1,375,266 1,613,625
(264,075) (1,451,277)
1,111,191 162,348
(6,558,595) 7,152,434
94,515,768 87,363,334
$ 87,957,173 $ 94,515,768

See accompanying notes to financial statements.
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ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

STATEMENTS OF CASH FLOWS
YEARS ENDED SEPTEMBER 30, 2014 AND 2013

See accompanying notes to financial statements.
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2014 2013
CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from members 155,908,279 $ 143,571,418
Cash received from excess/aggregate insurance 5,805,753 3,401,196
Payments for claims (86,929,610) (79,132,931)
Payments for excess/aggregate claims (1,048,935) (3,166,511)
Payments for excess insurance (8,415,089) (9,268,711)
Payments for benefit premiums (44,511,197) (38,312,872
Payments to members (4,020,942) (3,979,121)
Payments to vendors (2,300,318) (2,032,440)
Payments to employees (5,249,155) (4,743,012)
NET CASH PROVIDED BY OPERATING ACTIVITIES 9,238,786 6,337,016
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Purchase of capital assets (12,213) (146,424)
NET CASH USED BY CAPITAL & RELATED FINANCING ACTIVITIES (12,213) (146,424)
CASH FLOWS FROM INVESTING ACTIVITIES
Interest received 1,508,637 1,867,130
Purchase of investments (101,551,603) (72,616,789)
Proceeds from maturities of investments 88,178,455 68,332,459
NET CASH USED BY INVESTING ACTIVITIES (11,864,511) (2,417,200)
Increase (decrease) in cash and cash equivalents (2,637,938) 3,773,392
Cash and cash equivalents, beginning of year 51,897,936 48,124,544
Cash and cash equivalents, end of year 49,259,998 $ 51,897,936
RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES
Operating income (7,669,786) $ 6,990,086
Adjustments to net cash used by operating activities:
Depreciation 366,360 322,789
Loss on retirement of capital asset 0 167,476
Member premiums 2,976,799 (3,547,709)
Excess/aggregate insurance proceeds 4,435,463 503,680
Retrospective premium adjustment receivables 2,015,835 1,909,666
Other post employment benefits (OPEB) (38,395) 41,896
Other 9,074 (116,861)
Prepaids and other assets 141,032 428,572
Accounts payable 79,249 145,289
Accrued expenses (86,036) 17,174
Unearned member premiums (375,605) 149,099
Retrospective premium adjustment payables 5,168,463 415,706
Claim liabilities 2,216,333 (1,089,847)
NET CASH PROVIDED BY OPERATING ACTIVITIES 9,238,786 $ 6,337,016
NON CASH ITEMS
Change in unrealized fair value of investments (264,076) $ (1,451,277)
Loss on Disposition of Capital Assets 0 (167,476)
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General Information

Organization and Operations — The Association of California Water Agencies Joint Powers
Insurance Authority (ACWA/JPIA) was created effective July 5, 1979, by a joint powers
agreement among water member districts and agencies organized and operating under the
laws of the State of California. ACWA/JPIA was organized pursuant to provisions of the
California Government Code for the purpose of providing insurance coverage for its member
districts.

ACWA/JPIA currently offers five joint protection programs:

Public Auto and General Liability

Workers’ Compensation

Property Insurance

Underground Storage Tank Liability

Employee Benefits (Medical, Dental, Vision, Other)

The Utility Excess Liability (UTEL) Program was closed as of September 30, 1997, and is no
longer available.

ACWA/JPIA also purchases group insurance for dam failure, pass through insurance
(including employee fidelity bonding, difference in condition, boiler and machinery stand
alone, and crime), and for the period of July 1, 1995 through June 30, 1998, workers’
compensation for electing member districts.

ACWA/JPIA provides joint protection coverage for losses in excess of the member districts’
individually specified self-insurance retention levels.

Reporting Entity — The reporting entity includes all activities (operations of the administrative
staff, officers, executive board, and board of directors) as they relate to ACWA/JPIA
considered to be part of (controlled by or dependent on) ACWA/JPIA. This includes financial
activity relating to all of the membership years.

In determining its reporting entity, ACWA/JPIA considered all governmental units that were
members since inception. The criteria did not require the inclusion of these entities in these
financial statements principally because ACWA/JPIA is not financially accountable for any
members.

Admission of Members — ACWA/JPIA shall allow entry of new members into its joint
protection programs only upon approval by the Board of Directors (the Board), or by the
Executive Committee if specifically delegated such authority by resolution of the Board, which
may impose such conditions or limitations upon such authority of the Executive Committee as
the Board deems appropriate. New member districts shall be required to pay their share of
the expenses as determined by the Executive Committee, including expenses necessary to
analyze their loss data and determine their premiums.

Withdrawal of Members — Member entities may withdraw from any pooled joint protection

program, after a three-year period commencing on the date of the member entity’s entry into
the pooled joint protection program, by providing written notice twelve months prior to the end
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of the policy year. In addition, no later than 90 days prior to the end of the policy year, any
member giving the twelve month notice must make clear its final decision on withdrawal in
clear, unambiguous form. Withdrawal from the program does not relieve the former member
of any obligation assumed for the years of participation. Member entities may withdraw from
any group purchase program at the conclusion of its policy year without being required to give
twelve months written notice.

Significant Accounting Policies

Basis of Accounting — The accounting records of ACWA/JPIA are kept on the accrual basis
of accounting. Under this method, revenues are recorded when earned and expenses are
recorded at the time liabilities are incurred.

Insurance Coverage and Deductibles — ACWA/JPIA provides the following major insurance
coverage and deductibles:

a) Liability Program — The Liability Program was established to account for the
payment of liability claims and administrative costs. Funding is based upon
rates established by ACWA/JPIA’'s Executive Committee. ACWA/JPIA
administers claims in-house on behalf of participating members.

ACWA/JPIA provides the following insurance coverage and self-insured
retention (SIR):

Member District Retrospective Allocation Point (RAP): $2,500 to $100,000

The SIRs for this program by year are as follows:

Year SIR Amount
10/1/79 - 9/30/86 $ 500,000
10/1/86 - 9/30/87 1,000,000
10/1/87 - 9/30/05 500,000
10/1/05 - 9/30/11 1,000,000
10/1/11 - 9/30/15 2,000,000

Excess of:  $2,000,000 to a total of $60,000,000 coverage through various
carriers.

Policy Year: October 1 through September 30.

b) Property Program — The Property Program was established to account for the
payment of property claims and administrative costs. Funding is based upon
rates established by ACWA/JPIA’'s Executive Committee. ACWA/JPIA
administers claims in-house on behalf of participating members.

ACWA/JPIA provides the following insurance coverage, deductibles and SIR:

Member District Deductible: $500 to $50,000
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The SIRs for this program by year are as follows:

Year SIR Amount
1/1/83 - 3/31/85 Various
4/1/85 - 3/31/86 $5,000
4/1/86 - 3/31/88 50,000
4/1/88 - 3/31/01 10,000
4/1/01 - 3/31/13 50,000
4/1/13 - 3/31/15 100,000

Excess of:  $100,000 up to a total of $100,000,000 coverage with various sub
limits through Liberty Mutual.
Policy Year: April 1 through March 31.

c) Workers’ Compensation Program — The Workers’ Compensation Program
was established to account for the payment of workers’ compensation claims
and administrative costs. Funding is based upon rates established by
ACWA/JPIA’s Executive Committee. ACWA/JPIA administers claims in-house
on behalf of participating members.

ACWA/JPIA provides the following insurance coverage and SIR:
Member District RAP: $250 to $25,000

The SIRs for this program by year are as follows:

Year SIR Amount
7/1/86 - 6/30/87 $125,000
7/1/87 - 6/30/88 150,000
7/1/88 - 6/30/89 175,000
7/1/89 - 6/30/91 200,000
7/1/91 - 6/30/92 225,000
7/1/92 - 6/30/01* 250,000
7/1/01 - 6/30/02 350,000
7/1/02 - 6/30/03 650,000
7/1/03 - 6/30/15 2,000,000

Excess of:  $2,000,000 to statutory limits through Arch Insurance Company.
Policy Year: July 1 through June 30

*From July 1, 1995 through June 30, 1998, the Workers’ Compensation
Program functioned as a group purchase program.
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d) Employee Benefits Program - In January 2012, both ACWA/JPIA’'s
Executive Committee and the Health Benefits Authority (HBA) approved the
transition of the HBA program into ACWA/JPIA. In March 2012, the HBA Board
of Directors voted to dissolve the HBA programs. As a result, ACWA/JPIA’s
Employee Benefits Program was established on July 1, 2012, to provide
medical, dental and vision coverage for members’ employees and dependents.
The preferred provider organization plans offered in the medical and dental
coverage are self-insured. Funding is based upon rates established by
ACWA/JPIA's Executive Committee. ACWA/JPIA utilizes a third party to
administer these claims on behalf of participating members.

ACWA/JPIA carries reinsurance with Sun Life Assurance Company of Canada
for coverage losses in excess of ACWA/JPIA’s self-insured retention of
$500,000 per beneficiary incurred during the policy period, and paid during the
policy period and six-month period immediately following the end of the policy
period. The policy year is January 1 through December 31.

Statements of Cash Flows — With regards to the statements of cash flows, ACWA/JPIA
considers cash in banks, all money market funds, cash in Capital Asset Management
Program (CAMP) and Local Agency Investment Fund (LAIF) to be cash equivalents.
Investments maturing within three months from the date of purchase are also considered to
be cash equivalents.

Investments in debt securities are recorded at fair value. For purposes of these financial
statements, fair value is equivalent to investment market value at September 30, 2014 and
2013. Changes in the fair value of investments, both realized and unrealized, are included in
the Statement of Revenues, Expenses, and Changes in Net Position as a component of non-
operating revenues.

Prepaid Excess Insurance — Expenses for the portions of excess insurance that extend into
future accounting periods have been recorded as prepaid excess insurance.

Capital Assets — Capital assets are stated at cost and depreciated using the straight-line
method over the estimated useful lives of three years for computer equipment, five years for
office equipment and building improvements, and 30 years for buildings. ACWA/JPIA uses a
capitalization threshold of $10,000 when determining capital asset additions.

Unearned Member Premiums — ACWA/JPIA bills its members in advance for certain of its
programs. The amount billed represents unearned member premium revenue until earned.

Claims Liabilities — ACWA/JPIA establishes liabilities for claims based on estimates of the
ultimate cost of claims (including future claim adjustment expenses) that have been reported
but not settled, and of claims that have been incurred but not reported. The length of time for
which such costs must be estimated varies depending on the coverage involved. Because
actual claims costs depend on such complex factors as inflation, changes in doctrines of legal
liability, and damage awards, the process used in computing claims liabilities does not
necessarily result in an exact amount, particularly for coverage such as general liability and
workers’ compensation. Claims liabilities are recomputed annually using a variety of actuarial
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and statistical techniques to produce current estimates that reflect recent settlements, claims
frequency, and other economic and social factors. A provision for inflation in the calculation is
implicit in the calculation of estimated future claims costs because reliance is placed both on
actual historical data that reflect past inflation and on other factors that are considered to be
appropriate modifiers of past experience. Adjustments to claims liabilities are charged or
credited to expense in the periods in which they are made.

Compensated Absences — ACWA/JPIA’s vacation policy provides for the accumulation of
earned vacation leave with such leave being fully vested when earned. Pending years of
service, employees are allowed to accrue a maximum of 40 days of vacation. A liability for
accrued vacation has been computed and recorded based on unused vacation days times the
current rate of pay. As of September 30, 2014 and 2013, the accrued vacation was $285,510
and $249,793, respectively.

ACWA/JPIA’s sick leave policy provides for accumulation of sick leave. Unused sick leave will
not be paid if an employee is terminated, or voluntarily resigns prior to retirement from
ACWA/JIPIA.

At retirement, any unused sick leave will be converted to CalPERS service credit by number
of days of ACWA/JPIA reported sick leave times .004.

Claims Administration — Prior to July1, 1995 ACWA/JPIA self-insured workers’
compensation claims. Third party administrators handled these claims until January 1998, at
which time the remaining open claims were brought in-house. For three years beginning
July 1, 1995, ACWA/JPIA was fully insured for workers’ compensation claims incurred during
that time period. Then, effective July 1, 1998 to current, ACWA/JPIA once again began self-
insuring and administering workers’ compensation claims in-house. Claims for ACWA/JPIA'’s
Liability and Property Programs are administered in-house. Claims for ACWA/JPIA’s
Employee Benefit Program are handled by a 3" party.

Unallocated Loss Adjustment Expenses — Amounts have been estimated for the cost of
administering current and future claims. An actuary, in connection with other loss
development information, determined these amounts.

Member Premiums are calculated based upon each member district’s respective payroll (or
insured values for the Property Program) and loss history. For the Employee Benefits
Program premiums are calculated based upon approved rates by the ACWA/JPIA Executive
Committee.

Member premiums are recognized as revenue over the periods covered by the policies. For
the liability, property and workers’ compensation policies, a retrospective premium adjustment
for each policy year is made annually, starting four years after a program policy year begins.

Operating and Non-operating Revenues — Operating revenues include all program

contributions, related fees and assessments that are integral to the financing of the insurance
programs. Investment income is classified as non-operating revenue.
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Allocation of Indirect Expenses — Indirect expenses are allocated among insurance

programs based on predefined formulas that approximate each programs’ share.

Income Taxes — As a public agency under the State of California, ACWA/JPIA is exempt
from federal and state income taxes under Internal Revenue Code Section 115 and California

Revenue and Taxation Code Section 17131, respectively.

Cash and Investments

Cash and investments as of September 30 are classified in the accompanying financial
statements as follows:

2014 2013
Current Assets:
Cash and cash equivalents $ 49,259,998 $ 51,897,936
Investments 8,026,439 14,531,838
Noncurrent Assets:
Investments 117,189,588 97,250,886
Total cash and investments $174,476,025 $163,680,660

Cash and investments as of September 30 consist of the following:

2014 2013
Cash on hand $ 200 $ 200
Deposits with financial institutions 14,803,440 10,104,576
Managed pool accounts 3,071,542 3,059,743
Local Agency Investment Fund 31,390,118 38,733,417
Investments 125,210,725 111,782,724
Total cash and investments $174,476,025 $163,680,660

Investments Authorized by ACWA/JPIA’s Investment Policy — The following

table

identifies the investment types authorized for ACWA/JPIA by the California Government Code
Section 53601 (or ACWA/JPIA’s investment policy where more restrictive). Also following are
tables identifying certain provisions of the California Government Code (or ACWA/JPIA's
investment policy where more restrictive) that address interest rate risk, credit risk, and
concentration of credit risk.
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MAXIMUM MAXIMUM
PERCENTAGE  INVESTMENT MINIMUM

MAXIMUM OF IN CREDIT
AUTHORIZED INVESTMENT TYPE MATURITY* PORTFOLIO ONE ISSUER QUALITY
Federal Agency 5 years 100% 50% None
Federal Agency MBS 5 years 20% 20% None
Bankers’ Acceptance 180 days 20% 5% Highest by NRSRO
Commercial Paper 270 days 25% 5%** Highest by NRSRO
Negotiable Certificates of Deposits 5 years 30% 5% A-
Time Certificates of Deposits 5 years 30% FDIC/NCUA Limits Banks S&L / CU Insured
Repurchase Agreements 92 days 20% 20% Primary Dealer
Medium-Term Notes 5 years 30% 5% A-
Local Government Investment Pools N/A 50% N/A AAAM
Local Agency Investment Fund Daily 50% N/A N/A
Money Market Funds N/A 20% 20% Treasury / Agency Only
U.S. Treasury 5 years 100% 100% None
California State Obligations 5 years 100% 5% A-
California Local Government Obligations 5 years 100% 5% A-
Other State Obligations 5 years 100% 5% A-

* The average life of the total portfolio at any time shall not exceed four years.
** Purchases may not represent more than 10% of the outstanding paper of an issuing
company.

Concentration of Credit Risk — Investments at September 30 in any one issuer, other than
U.S. Treasury Securities, LAIF and LGIP, that represent 5% or more of the total investments
of ACWA/JPIA are as follows:

Issuer Investment Type 2014 2013
Federal Home Loan Mortgage Corp U.S. Agency Securities N/A $ 6,560,579
Federal National Mortgage Corp U.S. Agency Securities $23,764,101 23,040,425
Federal Home Loan Bank U.S. Agency Securities 7,031,489 N/A

Custodial Credit Risk is the risk that in the event of a bank failure, ACWA/JPIA’s deposits
may not be returned to it. California Law requires banks and savings and loan institutions to
pledge government securities with a market value of 110% of ACWA/JPIA’s cash on deposit,
or first trust deed mortgage notes with a market value of 150% of the deposit, as collateral for
these deposits. Under California Law, this collateral is held in a separate investment pool by
another institution in ACWA/JPIA’'s name and places it ahead of general creditors of the
institution.

Interest Rate Risk is the possibility that changes in market interest rates will adversely affect
the fair value of an investment. Generally, the longer the maturity of an investment, the
greater the sensitivity of its fair value to changes in market interest rates. As a means of
highlighting exposure to interest rate risk, the fair value of all securities is calculated and
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reported monthly to the two oversight committees of ACWA/JPIA for investments. Investment
fair value and duration at September 30 are as follows:

Authorized Investment Type 2014 Effective Duration
U.S. Treasury Obligations $41,130,655 2.462
Federal Agency Securities 36,714,161 2.604
Mortgage Pass-through Securities 221 0.926
Medium-Term Notes 31,740,956 2.844
Time Certificates of Deposit 500,000 0.199
Negotiable Certificates of Deposit 9,761,668 1.217
Commercial Paper 5,000,000 0.085
Municipal Bonds 363,063 2.399
Authorized Investment Type 2013 Effective Duration
U.S. Treasury Obligations $34,279,682 2.068
Federal Agency Securities 29,601,004 2.940
Mortgage Pass-through Securities 321 2.874
Medium-Term Notes 29,628,890 3.337
Time Certificates of Deposit 3,299,000 0.540
Negotiable Certificates of Deposit 9,973,827 1.364
Commercial Paper 5,000,000 0.085

Local Agency Investment Funds — ACWA/JPIA is a participant in the Local Agency
Investment Fund (LAIF) that is regulated by the California Government Code Section 16429
under the oversight of the Treasurer of the State of California. The fair value of ACWA/JPIA’s
investment in this pool is reported in the accompanying financial statements at amounts
based upon ACWA/JPIA’s pro-rata share of the fair value provided by LAIF for the entire LAIF
portfolio. The balance available for withdrawal is based on the accounting records maintained
by LAIF, which is recorded on an amortized cost basis.

Local Government Investment Pools (Managed Pool Accounts) — ACWA/JPIA is a
participant in the California Asset Management Program (CAMP) which invests available cash
under California Government Code Section 53601 and 53635. CAMP is a joint powers
authority organized under California law and is managed by participant elected trustees. The
fair value of ACWA/JPIA’s investment in this pool is reported in the accompanying financial
statements at amounts based upon ACWA/JPIA’s pro-rata share of the fair value. Financial
information can be obtained from 50 California Street, Suite 2300, San Francisco, CA 94111.

ACWA/JPIA is a participant in the CalTRUST external investment pool regulated by the
California State Association of Counties (CSAC) under the management of Wells Capital
Management Inc. and Union Bank of California. The fair value of ACWA/JPIA’s investment in
this pool is reported in the accompanying financial statements at amounts based upon it's
pro-rata share of the fair value provided by CalTRUST for the entire CalTRUST portfolio (in
relation to the amortized cost of that portfolio). The balance available for withdrawal is based
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on the accounting records maintained by CalTRUST, which are recorded on a net position
value basis.

Disclosures Relating to Credit Risk — Information about the risk that an issuer or other
counterparty to an investment will not fulfill its obligations is provided by the following tables:

Exempt
from
Authorized Investment Amount Disclosure Aaa Aa (1-3) A (1-3) Not Rated
As of September 30, 2014
Cash $ 200 $ 200
Deposits with Financial Institutions 14,803,440 $14,803,440
Time Certificates of Deposit 500,000 500,000
Negotiable Certificates of Deposit 9,761,669 $2,513,335 $7,248,334
Managed Pool Accounts 3,071,542 3,071,542*
LAIF 31,390,118 31,390,118
U.S. Treasury Obligations 41,130,655 41,130,655
Federal Agency Securities 36,714,161 $36,714,161
Mortgage Pass thru Securities 221 221
Municipal Bonds 363,063 363,063
Commercial Paper 5,000,000 5,000,000
Medium-Term Notes 31,740,956 593,517 12,719,082 18,428,357
Totals $174.476.025 $41.130.855 $37,307.678  $20.595.480 $25.676.691 $49.760.019

*The managed pool accounts are comprised of $3,046,407 in CalITRUST Short Term Fund and $25,135 in CAMP. Neither investment is rated by
Moody’s and thus shown as not rated. However, each investment is rated by Standard and Poor’s. CalTrust is rated AAf/S1+ and CAMP is rated

Aaa.
Exempt
from
Authorized Investment Amount Disclosure Aaa Aa (1-3) A (1-3) Not Rated
As of September 30, 2013
Cash $ 200 $ 200
Deposits with Financial Institutions 10,104,576 $10,104,576
Time Certificates of Deposit 3,299,000 3,299,000
Negotiable Certificates of Deposit 9,973,827 $4,919,534 $5,054,293
Managed Pool Accounts 3,059,743 3,059,743*
LAIF 38,733,417 38,733,417
U.S. Treasury Obligations 34,279,682 34,279,682
Federal Agency Securities 29,601,004 $29,601,004
Mortgage Pass thru Securities 321 321
Commercial Paper 5,000,000 5,000,000
Medium-Term Notes 29,628,890 589,306 15,825,223 13,214,361
Totals $163,680,660 $34,279,882 $30,190,310 $20,744,757 $23,268,654 $55,197,057

*The managed pool accounts are comprised of $3,034,624 in CalTRUST Short Term Fund and $25,119 in CAMP. Neither investment is rated by Moody’s and thus shown
as not rated. However, each investment is rated by Standard and Poor's. CalTRUST is rated AAf/S1 and CAMP is rated AAAm.
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The following is a schedule of changes in capital assets for the years ended September 30:

9/30/2013 Additions Deductions Transfers 9/30/2014
NON-DEPRECIABLE ASSETS:
Land $ 874,241 $ 0 $ 0 $ 0 $ 874,241
Undeveloped Software 217,117 2,923 (220,040) 0
Total Non-depreciable Assets: 1,091,358 2,923 (220,040) 874,241
DEPRECIABLE ASSETS:
Building & Improvements 6,665,233 0 0 0 6,665,233
Furniture & Equipment 585,205 9,290 24,493 0 570,002
Software 370,097 0 146,828 220,040 443,309
Total Depreciable Assets 7,620,535 9,290 171,321 220,040 7,678,544
LESS ACCUMULATED DEPRECIATION:
Building & Improvements (1,447,450) (224,622) 0 0 (1,672,072)
Furniture & Equipment (335,243) (102,518) (24,493) 0 (413,268)
Software (368,850) (39,220) (146,828) 0 (261,242)
Total Accumulated Depreciation (2,151,543) (366,360) (171,321) 0 (2,346,582)
Capital Assets - Net $ 6,560,350  $(354,147) $ 0 $ 0 $ 6,206,203
9/30/2012 Additions Deductions Transfers 9/30/2013
NON-DEPRECIABLE ASSETS:
Land $ 874241 3 0 $ $ $ 874,241
Undeveloped Software 75,301 141,816 217,117
Total Non-depreciable Assets: 949,542 141,816 0 1,091,358
DEPRECIABLE ASSETS:
Building & Improvements 6,665,233 0 0 0 6,665,233
Furniture & Equipment 580,597 4,608 0 0 585,205
Software 537,573 0 167,476 0 370,097
Total Depreciable Assets 7,783,403 4,608 167,476 0 7,620,535
LESS ACCUMULATED DEPRECIATION:
Building & Improvements (1,222,111) (225,339) 0 0 (1,447,450)
Furniture & Equipment (239,461) (95,782) 0 0 (335,243)
Software (367,182) (1,668) 0 0 (368,850)
Total Accumulated Depreciation (1,828,754) (322,789) 0 0 (2,151,543)
Capital Assets - Net $ 6,904,191 $(176,365) $ 167,476 $ 0 $ 6,560,350
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Excess Insurance and Reinsurance

ACWA/JPIA purchases specific occurrence excess insurance from commercial excess
carriers, reinsurance carriers, or other pooling agencies for the Liability, Workers’
Compensation, Property Programs and Employee Benefit Programs. The specific excess
insurance provides coverage for losses related to individual occurrences above the
corresponding policy year's specified self-insured retention (SIR) and is limited to that policy
year’s specific excess coverage limit. Additionally, for Liability Program policy years 1983-84
through 1986-87 and 1991-92 through 2004-05, ACWA/JPIA purchased aggregate excess
insurance that provides coverage for losses, net of specific excess insurance recoveries, to
the extent that the net losses exceed the policy year’'s specified aggregate attachment point.
The aggregate excess coverage is limited to the amounts by policy year.

Reinsurance contracts do not relieve ACWA/JPIA from its obligations to policyholders. Failure
of these reinsurers to honor their obligations could result in losses to ACWA/JPIA. Any
amounts deemed uncollectible from reinsurers have been written off. ACWA/JPIA evaluates
the fiscal condition of its reinsurers to minimize exposure to significant losses for insolvencies.

Retrospective Premium Adjustments
Retrospective premium adjustments are determined for each policy year as the sum of the
following:

a) Direct charge for the portion of each loss incurred within the member’s allocation
level.

b) Losses in excess of a member’s allocation level are shared by the members in the
same and greater allocation levels, based on each member's premiums as a
percentage of all members’ premiums in each allocation level.

c) Other costs, net of investment income, including unallocated claims expense,
excess insurance premiums, and administrative expense are charged to each
member, based on premiums.

d) The allocation for contributions to that portion of designated equity designated for
catastrophic losses and the reserve for claims incurred but not reported is based
on each member’s premiums as a percentage of all members’ premiums.

The retrospective premium adjustments (RPA) for all applicable policy years have been
estimated based on losses and other costs, net of investment income, incurred through
September 30, 2014 and 2013. RPAs are subject to change as the ultimate cost of claims
becomes known, investment income is realized, and ACWA/JPIA’s indirect costs are
allocated to each policy year.

The initial RPA is made at the end of the fourth full year of operations of each program of
ACWA/IPIA except the Employee Benefits Program. After that, RPAs represent annual
cumulative adjustments to the original premiums (net of prior RPAs, if any) previously billed
and held at ACWA/JPIA. Although accrued RPA payables to and receivables from program
members are calculated monthly, the accrual billing/refunding process takes place only once
per year. RPAs are calculated separately for each policy and program year.
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Beginning with fiscal year 1998-99, ACWA/JPIA established an RPA Stabilization Fund for
the Liability Program to help stabilize future RPAs. ACWA/JPIA maintains a separate RPA
Stabilization Fund for each member and future RPAs are to flow through the member’s
individual RPA Stabilization Fund. When the balance of a member’s fund exceeds 50% of the
current year’s basic liability premium, the difference will be put in the member’s Catastrophic
Fund. During the fiscal year 2002-03 the RPA Stabilization Fund was expanded to include the
Property and Workers’ Compensation pooled Programs.

Reconciliation of Claims Liabilities
The following represents changes in the aggregate liabilities for all programs during the past
year:

September 30: 2014 2013
Discounted Unpaid Claims and Claim Adjustment
Expenses at Beginning of Fiscal Year $47,388,045 $48,477,892
Incurred Claims and Claim Adjustment Expenses:
Provision for Insured Events of the Current Fiscal Year 67,962,298 63,297,962
Increase in Provision of Insured Events of Prior Fiscal Years 21,183,644 14,745,122
Total Incurred Claims and Claim Adjustment Expenses 89,145,942 78,043,084
PAYMENTS:
Claims and Claim Adjustment Expenses Attributable to Insured Events of
the Current Fiscal Year 58,318,396 54,373,374
Claims and Claim Adjustment Expenses Attributable to Insured Events of
Prior Fiscal Years 28,611,213 24,759,557
Total Payments 86,929,609 79,132,931
Discounted Unpaid Claims and Claim Adjustment
Expenses at End of Fiscal Year $49,604,378 $47,388,045
COMPONENTS:
Provision for Claims (Current) $18,505,123 $18,665,144
Claims Reserves 7,397,421 5,044,879
Claims Incurred But Not Reported 21,248,114 21,715,020
Unallocated Loss Adjustment Liability 2,453,720 1,963,002
Total Claims Liability $49,604,378 $47,388,045

At September 30, 2014, unpaid losses of $52,809,941 are presented at their net present
value of $49,604,378. These losses are discounted at a rate of 1% for Liability, 1.5% for
Workers’ Compensation, and .25% for Property.

At September 30, 2013, unpaid losses of $49,912,018 are presented at their net present

value of $47,388,045. These losses are discounted at a rate of 1% for Liability, 1.5% for
Workers’ Compensation, and .25% for Property.
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Operating Leases

ACWA/JPIA owns its previously occupied building and leases it out under separate operating
leases. ACWA/JPIA intends to sell this building. Total gross rental income received during the
years ended September 30, 2014 and 2013 was $63,049 and $63,748, respectively.

Beginning in fiscal year 2014, ACWA/JPIA also subleases its leased space located on
Northgate Blvd. Total gross rent paid/received to lease/sublease this property during fiscal
year 2014 was $77,211 and $42,606, respectively.

Minimum future rentals to be received under these leases as of September 30:

Year Ending Amounts
2015 $ 117,776
2016 103,216
2017 43,903
2018 22,887

TOTAL $287,782

Net Position Designations

There are three categories that make up net position: the Catastrophic Reserve (CAT) Fund,
Employee Benefits Fund, and the RPA Stabilization Fund. The CAT Fund is established to
protect members from excessive losses, shared by all members in a given policy year.
Contributions to the CAT Fund are typically calculated as 10% of premiums earned.
Beginning with the fiscal year 2012-2013, the Liability and Workers’ Compensation Programs
limited the CAT Fund to 99% of the actuarially determined Gross Liability for Unpaid Losses.
If a member has over 99%, a refund is put into their RPA Stabilization Fund balance as long
as the fund has a sufficient balance. The Employee Benefits Fund is specifically for future use
in the Employee Benefits Program. The RPA Stabilization Fund is established to minimize
excessive RPA's for prior policy years.

Net position is designated in the following manner:

September 30: 2014 2013
Catastrophic Reserve (CAT) Fund $39,942,123 $42,201,349
Employee Benefits Fund 41,576,054 43,712,265
RPA Stabilization Fund 6,438,996 8,602,154
Net Position $87,957,173 $94,515,768

Joint Ventures

ACWA/JPIA participated in a joint venture under a joint powers agreement with Local Agency
Workers’ Compensation Excess (LAWCX) during the fiscal years 1992-93; 1993-94; and
1994-95. The relationship between ACWA/JPIA and LAWCX is such that LAWCX is not a
component unit of ACWA/JPIA for financial reporting purposes.

LAWCX arranges for and provides excess workers’ compensation coverage for its members.
A board consisting of a representative from each member agency governs LAWCX. The
board controls the operations of LAWCX, including selection of management and approval of
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operating budgets, independent of any influence by the member agencies beyond their
representation on the board. Each member agency pays a premium commensurate with the
level of coverage requested and shares surpluses and deficits proportionate to its
participation in LAWCX.

LAWCX prepares separate annual financial statements, which may be obtained from
Bickmore Risk Services, Inc., 1750 Creekside Oaks Drive, Suite 200, Sacramento, CA 95833.

Pension Plan

Plan Description - ACWA/JPIA’s defined benefit pension plan, the Miscellaneous Plan of
ACWA/JIPIA, provides retirement and disability benefits, annual cost-of-living adjustments,
and death benefits to plan members and beneficiaries. The benefit formulas are 2% at age 60
for employees hired before January 1, 2013 and 2% at age 62 for new employees hired on or
after January 1, 2013. The Miscellaneous Plan of ACWA/JPIA is part of the Public Agency
portion of the California Public Employees’ Retirement System (CalPERS), a cost-sharing
multiple-employer plan administered by CalPERS, which acts as a common investment and
administrative agent for participating public employers within the State of California. State
statutes within the Public Employees’ Retirement Law establish a menu of benefit provisions
as well as other requirements. ACWA/JPIA selects optional benefit provisions from the benefit
menu by contract with CalPERS and adopts those benefits through board approval.
ACWA/JPIA’s additionally elected benefits for employees hired before January 1, 2013, are
the highest 12 months of pay for the final compensation, post retirement survivor, improved
non-industrial disability allowance, and fourth level 1959 survivor benefits. For new
employees hired on or after January 1, 2013, the benefits are three years for the final
compensation, post retirement survivor, improved non-industrial disability allowance, and
fourth level 1956 survivor benefits. CalPERS issues a separate comprehensive annual
financial report. Copies of the CalPERS annual financial report may be obtained from the
CalPERS Executive Office, 400 Q Street, Sacramento, California 95814.

Funding Policy - Active plan members in the Miscellaneous Plan of ACWA/JPIA hired prior
to January 1, 2013, are required to contribute 7% of their annual covered salary and those
hired after January 1, 2013 are required to contribute 6.5%. ACWA/JPIA is required to
contribute the actuarially determined remaining amounts necessary to fund the benefits for its
members. The actuarial methods and assumptions used are those adopted by the CalPERS
Board of Administration. The required employer contribution rate for the period of
October 1, 2013 through June 30, 2014 was 9.205%. Beginning July 1, 2014 the rate was
9.145%. The rate for employees hired on or after January 1, 2013, is 6.7%. The contribution
requirements of the plan members are established by State statute and the employer
contribution rate is established and may be amended by CalPERS.

Beginning in fiscal year 1998-99, ACWA/JPIA also pays the employees’ portion of their
CalPERS salary reduction, provided the employee has been employed for five years or more
and was hired prior to January 1, 2013. For ACWA/JPIA fiscal years 2014 and 2013, the
contribution for the employees’ portion of CalPERS amounted to $191,098 and $179,346,
respectively.
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Annual Pension Cost - For fiscal year 2013-14, ACWA/JPIA's annual pension cost and
contribution was $309,390. For fiscal year 2012-13, ACWA/JPIA’s annual pension cost and
contribution was $290,607. ACWA/JPIA’s covered payroll for PERS was $3,468,578 and
$3,213,924 for the years ended September 30, 2014 and 2013, respectively. The required
contribution for fiscal year 2013-2014 was determined as part of the June 30, 2011 actuarial
valuation using the entry age normal actuarial cost method with the contributions determined
as a percent of pay. The actuarial assumptions included a 7.5% discount rate (net of
administrative expenses); (b) projected salary increases that vary by duration of service
ranging from 3.3 to 14.2% for miscellaneous members, (c) an inflation component of 2.75%
and payroll growth of 3%. Changes in liability due to plan amendments, changes in actuarial
assumptions, or changes in actuarial methods are amortized as a level percentage of payrolls
on a closed basis over fifteen years. The actuarial value of the Miscellaneous Plan of
ACWA/JPIA was determined using a technigue that smoothes the effect of short-term
volatility in the market value of investments over a fifteen year period. For each of the fiscal
years shown below, ACWA/JPIA contributed at the actuarially determined rate provided by
CalPERS actuaries.

Annual Pension Costs, representing the payment of all contributions required by CALPERS,
for the last three fiscal years were as follows:

Annual Percentage Net
Fiscal Year Pension of APC Pension
Ending Cost (APC) Contributed Obligation
9/30/2012 $253,746 100.00% $0
9/30/2013 $290,607 100.00% $0
9/30/2014 $309,390 100.00% $0

The schedule of funding progress presents multi-year trend information about whether the
actuarial value of plan assets is increasing or decreasing over time relative to the actuarial
accrued liability for benefits. As required by State law effective July 1, 2005, ACWA/JPIA’s
Miscellaneous Plan was terminated and the employees in the plan were required by
CALPERS to join a state-wide pool. The funding history below shows the actuarial accrued
liability, the plan’s share of the pool's market value of assets, plan’s share of the pool's
unfunded liability, funded ratio and the annual covered payroll for the classic employees
covered (2% at 60):

Plan’s Share of

Share of Pool's Pool's
Accrued Market Unfunded Funded Annual ULasa
Valuation Liabilities Value of Liabilities Ratio Covered %
Date (AL) Assets (MVA) (UL) (AVA/AL) Payroll of Payroll
6/30/2011 $14,655,843 $12,258,420 $2,397,423 83.6% $2,840,943 84.4%
6/30/2012 $15,836,224 $12,639,533 $3,196,691 79.8% $2,929,538 109.1%
6/30/2013 $17,571,093 $14,815,180 $2,755,913 84.3% $3,088,558 89.2%

The funding history below shows the actuarial accrued liability, the plan’s share of the pool’s
market value of assets, plan’s share of the pool's unfunded liability, funded ratio and the
annual covered payroll for the PEPRA employees covered (2% at 62):
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Plan’s Share of

Share of Pool's Pool's
Accrued Market Unfunded Funded Annual ULasa
Valuation Liabilities Value of Liabilities Ratio Covered %
Date (AL) Assets (MVA) (UL) (AVA/AL) Payroll of Payroll
6/30/2013 $4,008 $5,377 $(1,369) 134.2% $205,098 0%

Retiree Medical Benefits
Financial reporting standards for employers providing postemployment benefits other than
pensions (OPEB) required disclosures are presented below:

ACWA/JPIA employees who retire at age 55 or older with a minimum of ten years of service
with the organization are eligible to receive lifetime medical benefits. Benefits are also
provided to spouses and surviving spouses of participating retirees. As of
September 30, 2014 and 2013, there were ten participants receiving these health care
benefits. ACWA/JPIA contributes 100% of the cost of coverage for employees who retire with
age plus years of service equal to 75 or more.

The amount of benefit a retiree receives is based on the following schedule:

Age + Years of Service 65 66 67 68 69 70 71 72 73 74 75+

Percentage of Premium 50% 55% 60% 65% 70% 75% 80% 85% 90% 95% 100%

During fiscal year 2008-09, ACWA/JPIA joined the California Employers’ Retiree Benefit Trust
(CERBT), an agent multiple-employer plan administered by CalPERS, consisting of an
aggregation of single-employer plans. The CERBT issues a publicly available financial report
that includes financial statements and required supplementary information. That report may
be obtained from the California Public Employees’ Retirement System, CERBT,
PO Box 942703, Sacramento, CA 94229-2703.

Funding Policy and Actuarial Assumptions - ACWA/JPIA’s policy is to prefund these
benefits by accumulating assets with CERBT discussed above pursuant to the ACWA/JPIA’s
Executive Committee approval in March 2009. The annual required contribution (ARC) was
determined as part of a July 1, 2013 actuarial valuation using the entry age normal cost
method. This is a projected benefit cost method, which takes into account those benefits that
are expected to be earned in the future as well as those already accrued. The actuarial
assumptions included (a) 7.61% discount rate, (b) 3.25% annual rate of increase in payroll (c)
health care cost trend rates from 5.0% to 6.7%. The health care cost trend rate is the rate of
change in per capita health claims costs over time as a result of factors such as medical
inflation, utilization of healthcare services, plan design, and technological developments. The
actuarial methods and assumptions used include techniques that smooth the effects of short-
term volatility in actuarial accrued liabilities and the actuarial value of assets. Actuarial
calculations reflect a long-term perspective and actuarial valuations involve estimates of the
value of reported amounts and assumptions about the probability of events far into the future.
Actuarially determined amounts are subject to revision at least triennially as results are
compared to past expectations and new estimates are made about the future. The
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ACWA/JPIA’'s OPEB unfunded actuarial accrued liability is being amortized as a level
percentage of projected payroll using a 30 year amortization period on a closed basis. The
study indicates that as of July 1, 2014, the actuarial accrued liability was estimated to be
$5,348,592.

Funding Progress and Funded Status - Generally accepted accounting principles permit
contributions to be treated as OPEB assets and deducted from the Actuarial Accrued Liability
when such contributions are placed in an irrevocable trust or equivalent arrangement. As
ACWA/JIPIA is fully funded during the fiscal year 2012-13, no contributions were made to the
Plan. In fiscal year 2013-14, ACWA/JPIA contributed $167,584 to the Plan which was
comprised of pay-as-you-go funding of $122,254 and prefunding contributions to the CERBT
Trust of $45,330. As a result, ACWA/JPIA has calculated and recorded the Net OPEB Asset,
representing the normal cost of the ARC, amortization and contributions, as presented below:

September 30: 2014 2013
Annual required contribution $ 193,007 $ 142,045
Interest on net OPEB obligation (174,549) (179,214)
Adjustment to annual required contribution 156,061 79,065
Annual OPEB cost 174,519 41,896
Contributions made:
Premiums paid 122,254 112,696
Prefunding contributions 45,330 0
Premiums reimbursed by CERBT 0 (112,696)
Net contributions 167,584 0
Change in net OPEB asset 6,935 41,896
Net OPEB Obligation (Asset) at beginning of year (2,293,671) (2,335,567)
Net OPEB Obligation (Asset) at end of year ($2,286,736) ($2,293,671)

The actuarial accrued liability (AAL) representing the present value of future benefits at
July 1, 2014 and 2013 was estimated to be $5,348,592 and $4,913,093, respectively. The AAL
was fully funded due to the transferring of assets into CERBT during the fiscal year
September 30, 2009. The June 30, 2014 actual contribution of $167,584 was 100% of the
OPEB ARC for the fiscal year July 1, 2013 through June 30, 2014. The Plan’s annual OPEB
cost and actual contributions for the fiscal years ended September 30 are set forth as follows:

Percentage of
OPEB Actual Annual OPEB Cost Net OPEB
Fiscal Year Annual Cost Contribution Contributed Obligation (Asset)
9/30/2012 $110,004 $ 0 0% $(2,335,567)
9/30/2013 41,896 0 0% (2,293,671)
9/30/2014 174,519 167,584 96% (2,286,736)
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The Schedule of Funding Progress presents trend information about whether the actuarial
value of plan assets is increasing or decreasing over time relative to the actuarial accrued
liability for benefits. Contributions to the CERBT did not begin until April 2009, thus these
assets were excluded from the October 1, 2008 actuarial study. Trend data from the actuarial
studies is presented following:

(Unfunded)
(Unfunded) Overfunded
Entry Age Overfunded Actuarial
Actuarial Actuarial Actuarial Liability as
Actuarial Value of Accrued Accrued Funded Covered Percentage of
Valuation Assets Liability Liability Radio Payroll Covered Payroll
Date (A (B) (A-B) (A/B) (C) (A -B)/C]
10/1/2010  $4,509,414 $3,640,718 $ 868,696 123% $2,856,377 30%
7/1/2011 4,966,241 3,798,912 1,167,329 131% 2,881,255 41%
7/1/2013 5,322,383 4,913,093 409,290 108% 3,213,924 13%

Deferred Compensation Plan

ACWA/JPIA employees may defer a portion of their compensation under an employer
sponsored deferred compensation plan created in accordance with Internal Revenue Code
Section 457 and administered by ING Direct. Under this plan, participants are not taxed on the
deferred portion of their compensation until distributed to them; distributions may be made only
at termination, retirement, death or in an emergency as defined by the Plan.

The laws governing deferred compensation plan assets require plan assets to be held by a
Trust for the exclusive benefit of plan participants and their beneficiaries. Since the assets held
under these new plans are not ACWA/JPIA’s property and are not subject to its control, they
have been excluded from these financial statements.
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7.

ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

TEN - YEAR CLAIMS DEVELOPMENT INFORMATION

AS OF SEPTEMBER 30, 2014

EMPLOYEE BENEFITS

. Required contribution and

investment revenue:
Earned
Ceded
Net earned

Unallocated expenses:

Estimated claims and expenses
end of policy year:

Incurred

Ceded

Net incurred

Net paid (cumulative) as of :
End of policy year
One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eight years later
Nine years later

Reestimated claims
and expenses:

Reestimated net incurred
claims and expenses:
End of policy year

One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eight years later
Nine years later

Increase in estimated incurred claims and
expense from end of policy year

45

2012 2013
56,825,128 114,325,331
541,419 836,491
56,283,709 113,488,840
737,231 1,691,477
31,943,031 69,673,817
31,943,031 69,673,817
31,943,031 69,673,817
32,327,809
2,772,115 852,371
31,943,031 69,673,817
35,484,702
3,541,671 0




(1)

(2)

ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

Notes to Required Supplementary Information
Year Ended September 30, 2014

Reconciliation of Claims Liabilities by Type of Contract

These schedules represent the changes in claims liabilities in the past year for the
Liability, Property, Workers’ Compensation, and Employee Benefit Programs.

Claims Development Information

The table illustrates how earned revenue (net of reinsurance) and investment income
compare to related costs of loss (net of loss assumed by reinsurers) and other expenses
as of the end of each of the past ten years.

The rows of the table are defined as follows:

1.

This line shows the total of each fiscal year’s gross earned contribution revenue
and investment revenue, contribution revenue ceded to reinsurers, and net
earned contribution revenue and reported investment revenue.

This line shows each fiscal year's other operating costs including overhead and
claims expense not allocable to individual claims.

This line shows the gross incurred claims and allocated claim adjustment
expense (both paid and accrued) as originally reported at the end of the first year
in which the event that triggered coverage under the contract occurred.

This section of ten rows shows the cumulative net amounts paid as of the net of
successive years for each policy year.

This line shows the latest re-estimated amount of claims assumed by reinsurers
as of the end of the current year for each accident year.

This section shows the annually re-estimated results from new information
received on known claims, reevaluation of existing information on known claims,
and emergence of new claims not previously known.

This line compares the latest re-estimated net incurred claims amount to the
amount originally established (line 3) and shows whether this latest estimate of
net claims cost is greater or less than originally thought.

As data for individual policy years mature, the correlation between original estimates and
re-estimated amounts commonly is used to evaluate the accuracy of net incurred claims
currently recognized in less mature policy years. The columns of the table show data for
successive policy years.
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STATISTICAL SECTION

This part of the Association of California Water Agencies Joint Powers Insurance Authority’s
(ACWA/JPIA) comprehensive annual financial report presents detailed information as a context
for understanding what the information in the financial statements, note disclosures, and
required supplementary information says about ACWA/JPIA’s overall financial health.

Financial Trends

These schedules contain trend information to help the reader understand how ACWA/JPIA’s
financial performance and well-being have changed over time. They show how revenues and
expenses have developed over years. They show how the Net Position has changed.

Page
Statements of Net POSITION..........o e e e e e 50
Statements of Revenues, Expenses and Changes in Net Position....................... 51
REVENUES DY PrOgram. ... ... e e e e e e e e e e e 52
EXPENSES DY PrOgram . ...t e e e e e e e e e e 53
Schedule of Rate Stabilization Fund ACHIVItY ... ..o 54

Demographic and Economic Information

These schedules offer demographic and economic information indicators to help the reader
understand the environment with ACWA/JPIA’s financial activities take place. The number of
liability, property and workers’ compensation claims is an indicator of the claims expenses.
Payrolls for liability and workers’ compensation, together with claims experience are an indicator
for premium revenues. Property values are indicators for property premiums.

Page
ECONOMIC SEALISTICS. ... ettt et e et e e et et e e e e aenanas 55
DemographiC StatiStCS. .. ..ot e e e e e e 56
Covered PayrollS/Property ValUES..........ouiie e i e e e e vt e e e 58

Schedules showing trends for property tax rates and revenues along with corresponding
assessed valuations are not presented since ACWA/JPIA does not levy such taxes.

Schedules showing bonded debt and related legal debt ratios are also not applicable.
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ACWA/JPIA
LIABILITY & WORKERS' COMP COVERED PAYROLL
September 30, 2014
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OTHER INDEPENDENT AUDITOR’'S REPORT



NM\MAZE

& ASSOCIATES

INDEPENDENT AUDITOR’S REPORT ON
INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

Board of Directors

Association of California Water Agencies
Joint Powers Insurance Authority

Roseville, California

We have audited, in accordance with the auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States, the basic financial statements of the Association of California Water
Agencies Joint Powers Insurance Authority (ACWA/JPIA), as of and for the year ended September 30, 2014, and
the related notes to the financial statements, and have issued our report thereon dated January 19, 2015.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered ACWA/JPIA's internal control
over financial reporting (internal control) to determine the audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinions on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of ACWA/JPIA’s internal control. Accordingly, we do not express an
opinion on the effectiveness of ACWA/JPIA’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the ACWA/JPIA’s financial
statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal
control that we consider to be material weaknesses. However, material weaknesses may exist that have not been
identified.

1 925.930.0902

Accountancy Corporation F 925.930.0135
3478 Buskirk Avenue, Suite 215 E Maze@mazeassociates.com
Pleasant Hill, CA 94523 w mazeassociates.com
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the ACWAJ/JPIA's financial statements are free from
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The results of
our tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

We have also issued a separate Memorandum on Internal Control dated January 19, 2015 which is an integral part
of our audit and should be read in conjunction with this report.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the ACWA/JPIA’s internal control or
on compliance. This report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the ACWAV/JPIA’s internal control and compliance. Accordingly, this communication is
not suitable for any other purpose.

Mg % tasocriatt

Pleasant Hill, California
January 19, 2015
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