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YOUR BEST PROTECTION

February 28, 2017

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, 2016, 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.

Gilbert 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 ended
September 30, 2016, 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 ended September 30, 2016 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.

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.

ACWA JPIA | P.O. Box 619082, Roseville, CA 95661 | 800.231.5742 | www.acwajpia.com
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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, 2016, the JPIA had 364 members. Each member selects one
representative to serve as a director on the ACWA JPIA Board of Directors. From this
body, eight members are elected to serve with staggered terms as members of ACWA
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 a steady rate.
From October 2014 through September 2015, the national unemployment rate remained
unchanged at 5%. Meanwhile in the State of California, the unemployment rate went from
5.9% in September 2015 to 5.5% at the end of September 2016. This data points to a
continuing trend where the California economy is rebounding more rapidly than the nation
as the gap between the unemployment rates narrows. This bounce-back continues
despite the shadow cast by one of California’s worst recorded droughts. The closely
watched UCLA Anderson Forecast predicts jobs to grow by 1.5% in the state during 2017
and just .8% in 2018. This illustrates that the rebounding is likely to continue tapering off
in the future. In the City of Roseville, where the JPIA office resides, the unemployment
rate moved from 5.3% in September 2015 to 5.1% in September 2016 - again a positive
trend. With the exception of modest investment income, the JPIA has avoided significant
financial changes as a result of the recent economic recession that the nation has a whole
has been enduring. Staffing continues to be stable within the JPIA. Since fiscal year 2012,
the JPIA employees have enlarged from 42 to 49 in fiscal year 2016. The JPIA increased
its employee count in a time when many other organizations had been downsizing. This
was mostly due to the addition of the Employee Benefits Program in 2012. The JPIA again
was able to continue its operations during fiscal year ended September 30, 2016 without
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any rate increases to its members in the Liability, Property, or Workers’ Compensation
Programs.

LONG-TERM FINANCIAL PLANNING

In August of 2015, the ACWA JPIA Executive Committee approved a goal for reserves in
the Employee Benefits Program. This goal was set using an actuary estimate of incurred
but not reported losses 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 the most recent actuarial report, the Employee Benefits Reserve
Fund was capped at $18.5 million. The JPIA management intends to budget the program
accordingly in the future years to bring the current reserves to the stated goal.

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 ACWA JPIA Executive
Committee as a result of this meeting.

In September 2012, the ACWA JPIA Executive Committee approved a new monetary
policy to cover funding for the Liability 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 ACWA 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. Based on recent
actuarial reports, the Catastrophic Reserve Fund was capped at $38.9 million; an
increase of $1.4 million from prior year.

Management believes the above funding policy covers a great deal of scenarios that the
future could hold and thus is confident these goals are best for the organization.

The JPIA owns its building and does not foresee any significant capital projects related
to buildings or structures.

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
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each program. The assets, liabilities, revenues and expenses of each year are reported
on a full accrual basis. All transactions are accounted for in an 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 ended
September 30, 2015. In order to be awarded a Certificate of Achievement, a 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 JPIA is a member of the California Association of Joint Powers Authorities (CAJPA).
CAJPA sponsors the nation’s first risk management accreditation program. This program
establishes a model of professional standards, which serves as a guideline for all risk
management pools regardless of size, scope of operation or membership structure. The
accreditation process entails a detailed examination of legal and operational documents,
risk management, loss control and claims programs, and statutory compliance by an
independent examiner. The JPIA has received CAJPA'’s “Accreditation with Excellence,”
the highest form of accreditation, for a three-year period ending in May, 2018.

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.
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Our sincere appreciation is expressed to the members of ACWA 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.

Respectfully Submitted,

lrectt Sy’ o2 « Ol o]

Walter "Andy" Sells David deBernardi
Chief Executive Officer Director of Finance
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JPA

1t is the purpose of this organization to give professional recognition
to properly qualified self-insurance pools.

THEREFORE, the Board of Directors of the
California Association of Joint Powers Authorities,
has conferred upon

Association of California Water Agencies
JPIA

this
CERTIFICATE OF ACCREDITATION WITH EXCELLENCE

having fulfilled the conditions of eligibility as prescribed by the Association for Accreditation.

A crr(li ited

B ith Excellence B

Accreditation Period: May 19, 2015 — May 19, 2018

ey W2k /M/M —

ﬂi@ Sells Michael F lemingW
President M Chairman, Accreditation Coninsi

/ James P. Marta
Accreditation Program Manager
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Gilbert Associates, Inc.
CPAs and Advisors

INDEPENDENT AUDITOR’S REPORT

Board of Directors

Association of California Water Agencies
Joint Powers Insurance Authority

Roseville, California

Report on the Financial Statements

We have audited the accompanying financial statements of the Association of California Water Agencies
Joint Powers Insurance Authority (ACWA JPIA) as of September 30, 2016, and the related notes to the
financial statements, which collectively comprise ACWA JPIA’s basic 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 financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America, the State Controller’s Minimum Audit Requirements for California Special Districts, 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 audit 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 entity’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 entity’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 opinion.
1

2880 GATEWAY OAKS DRIVE, SUITE 100, SACRAMENTO, CA 95833 - 101 PARKSHORE DRIVE, SUITE 100, FOLSOM, CA 95630
PHONE:916.646.6464 « FAX:916.929.6836 * GilbertCPA.com




Board of Directors
Association of California Water Agencies Joint Powers Insurance Authority
Page 2

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of ACWA JPIA as of September 30, 2016, and the changes in financial position and
cash flows for the year then ended in accordance with accounting principles generally accepted in the
United States of America, as well as accounting systems prescribed by the State Controller’s Office and
state regulations governing special districts.

Other Matters
Required Supplemental Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and the required supplementary information, as listed in the table of contents, 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 an opinion on the financial statements that
collectively comprise ACWA JPIA’s basic financial statements. The supplemental information section, as
listed in the table of contents, is presented for purposes of additional analysis and is not a required part of
the basic financial statements.

The supplemental information section is the responsibility of management and was derived from and
relate directly to the underlying accounting and other records used to prepare the basic financial
statements. Such 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 section is fairly stated, in all material respects, in relation to the basic financial
statements as a whole.

The Introductory Section and the Statistical Section, as listed in the table of contents, are presented for the
purposes of additional analysis and are not a required part of the basic financial statements. They have
not been subjected to the auditing procedures applied in the audit of the basic financial statements and
accordingly, we express no opinion on them.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated February 28,
2017, on our consideration of ACWA JPIA’s internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, and contracts 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 ACWA JPIA’s internal control over financial reporting
and compliance.

il Aspvvcaleq , Clue.

GILBERT ASSOCIATES, INC.
Sacramento, California

February 28, 2017
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MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the Association of California Water Agencies Joint Powers Insurance
Authority (ACWA JPIA or JPIA), we offer readers of the JPIA financial statements this
narrative overview and analysis of the financial activities of the JPIA for the fiscal year
ended September 30, 2016. 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 (GAAP). The Statement of Net Position presents a
snapshot of the JPIA’s assets, deferred outflows of resources, liabilities, deferred inflows
of resources and net position as of September 30, 2016. The Statement of Revenues,
Expenses, and Changes in Net Position report the revenues and expenses for the fiscal
year resulting in the changes to net position. The Statement of Cash Flows reports changes
in net position and income accounts that affect cash and cash equivalents, and breaks the
analysis down to operating, investing and financing activities. The Notes to the Financial
Statements present the reader with additional information to enhance and complement
understanding of the financial statements.

Comparative financial information is presented below for analysis of changes from the prior
year. In the following comparative tables, prior fiscal year 2015 balances are presented as
originally reported in the financial statements.



ACWA JPIA
Management’s Discussion and Analysis continued

CONDENSED STATEMENTS OF NET POSITION
2016 vs. 2015

9/30/2016 9/30/2015 Variance

ASSETS
Other Assets $184,494,105 $189,191,869 $(4,697,764)
Capital Assets 5,072,656 5,302,885 (230,229)

Total Assets 189,566,761 194,494,754 (4,927,993)
DEFERRED OUTFLOWS

Related to Pensions 1,065,779 625,033 440,746
LIABILITIES
Current Liabilities 63,978,099 55,874,099 8,104,000
Noncurrent Liabilities 57,496,224 57,465,715 30,509

Total Liabilities 121,474,323 113,339,814 8,134,509
DEFERRED INFLOWS

Related to Pensions 454,600 846,155 (391,555)
NET POSITION
Net Investment in Capital Assets 5,072,656 5,302,885 (230,229)
Unrestricted 63,630,961 75,630,933 (11,999,972)
TOTAL NET POSITION $68,703,617 $80,933,818 $(12,230,201)

The decrease in Other Assets involves a large reduction in cash compared to 2015 due to
a decision by staff and the ACWA JPIA Executive Committee to reduce the Employee
Benefit Fund to approximately $18.5 million. The JPIA’s investment portfolio actually grew
by $5.8 million. Throughout the fiscal year, however, more cash was needed to cover claim
payments this year versus last year. Primary claim costs increased by over 5% entity-wide.

The jump in Current Liabilities can partly be attributed to the addition of the program year
2012-2013 within the retroactive premium adjustment process. This program year will add
over $7 million to the retroactive premium adjustment process, which will increase the
JPIA’s expected refunds back to the members early in 2017. Of this amount, $5.8 million
can be attributed to the Liability 2012-2013 program year.

For the third consecutive year, the ACWA JPIA Board of Directors voted to allow for a
subsidy on employee benefit medical premiums to offset rising health care costs that have
profound fiscal impacts on member districts. As a result, the program utilized $9.5 million
dollars of the available reserve during fiscal year 2016 and accounts for the majority of the
variance within the unrestricted section of the Net Position calculation.

Overall, the JPIA’s net position declined just over $12 million during fiscal year 2016. The
budgeting of the Employee Benefits Program subsidy continued a pattern of emphasis to
gradually reduce the total equity in that program to the determined goal of $18.5 million. It
currently resides at $25.8 million as of September 30, 2016.
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Statements of Net Position
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The graph above displays the changes of the various components in the Statements of Net
Position from the current year to the prior, highlighted primarily by the two reductions in
Other Assets and Net Position, as mentioned previously.

An analysis of the JPIA’'s 2016 revenues and expenses will show an overall decrease in
net position of $12.1 million. While this number initially seems to depict a challenging fiscal
year financially, approximately $9.5 million of this loss can be attributed to the net change
in the Employee Benefits Fund. Key factors for the program included the premium subsidy
coupled with rising medical claim costs ($7.1 million increase from 2015 to 2016 at year
end).

These figures are reflected on the Condensed Statements of Revenues, Expenses, and
Changes in Net Position (shown hereafter).

The increase in member premium revenue is the result of several factors. Medical PPO
ASO fees reflected an Anthem rate renewal increase of approximately 4.0% and yielded
an additional $2.78 million in billing to members. Overall change of Employee Benefits
revenue worked out to a 4.6% increase, or $4.2 million. Ultimately, the billing increase
would fall short of the overall 2015 to 2016 upsurge in Employee Benefit PPO claims (9.6%
or $5.6 million), the JPIA’s subsidy would cover the gap, alleviating the impact on
participating member districts.



ACWA JPIA
Management’s Discussion and Analysis continued

CONDENSED STATEMENTS OF REVENUES, EXPENSES,

AND CHANGES IN NET POSITION
2016 vs. 2015

9/30/2016 9/30/2015 Variance
OPERATING REVENUES
Members Premiums $159,008,617  $154,042,184 $4,966,433
Retrospective Premium Adjustments (12,017,219) 3,619,551 (15,636,770)
Total Operating Revenues 146,991,398 157,661,735 (10,670,337)
OPERATING EXPENSES
Provision for Claims 96,527,538 100,989,254 (4,461,716)
Excess Insurance 7,884,544 7,817,928 66,616
Benefit Premiums 46,279,783 45,699,936 579,847
General & Administrative 10,910,106 9,688,310 1,221,796
Total Operating Expenses 161,601,971 164,195,428 (2,593,457)
OPERATING LOSS (14,610,573) (6,533,693) (8,076,880)
NON-OPERATING REVENUES
Investment Income 2,380,372 2,738,962 (358,590)
CHANGE IN NET POSITION (12,230,201) (3,794,731) (8,435,470)
NET POSITION, BEGINNING 80,933,818 84,728,549 (3,794,731)
NET POSITION, ENDING $68,703,617  $80,933,818 $(12,230,201)

Although the Liability Program pricing remained unchanged, the overall member payrolls
have increased therefore raising the premiums payments by 2.25%, or $336 thousand as
the pricing is based on the member payrolls. The Property Program has also remained
unchanged. The Workers’ Compensation Program had a 10% pricing decrease beginning
July 1, 2016. This program had a slight decrease in the previous program year as well.
Since Workers’ Compensation pricing is based on member payroll there was a rise in the
premiums based on overall member payroll increases creating a revenue increase by
1.9%, or $224 thousand.

As previously stated, the Employee Benefits increase in total claims was significant, rising
by over $7 million. But all other of the JPIA’s programs experienced a dramatic reduction
in the provision for claims, predominantly in actuarial incurred but not reported changes
(down $4.6 million) and reserves ($5.1 million). Influenced by the efforts of the JPIA’s
talented, hard-working risk management consultants, the JPIA managed to also reduce
primary claims by over $1.9 million. These variances ultimately make up the majority of the
approximate $4.5 million in savings on claims entity-wide.

General and administrative (G&A) expenses rose approximately 13% in 2016 and
exceeded the $9.1 million budget over $1 million plus. The JPIA’s unfunded liability rose
by $1.6 million. The JPIA had paid off the unfunded liability previously but CalPERS
experienced low returns on their investments creating more liability for their members at
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the end of the fiscal year. The JPIA is currently undergoing a transitional period of
succession and transformation, where salaries may overlap.

Two large factors affecting G&A include software costs exceeding budget by almost $400
thousand. Ventiv is a newer software the JPIA added which will ultimately replace Navrisk,
an outdated software system which has been in use for many years. The JPIA Employee
Benefits Department introduced Castlight, a program designed to help medical plan users
identify financially beneficial alternatives to procedures and other medical-related
expenses by offering provider pricing in the local area. The initial outlay of funds to
implement this program for members is considered necessary, with the goal of future
substantial savings with covered individuals picking and choosing more affordable options.

The other major factor involves challenges of incorporating the new Patient Protection and
Affordable Care Act (PPACA) transitional reinsurance fees on self-funded medical plans.
The amount of $408 thousand is the JPIA’s 2015 contribution to help lessen the impact of
adverse selection in the individual employee benefits market.

The chart following compares the various components of the Statements of Revenues,
Expenses, and Changes in Net Position over the last two fiscal years and highlights the
variances stated previously:

Statements of Revenues, Expenses, and Changes
in Net Position

$160,000,000 -
$140,000,000 -
$120,000,000 -
$100,000,000
$80,000,000
$60,000,000 -
$40,000,000 -
$20,000,000 -

B FYE 2016 BFYE 2015




ACWA JPIA
Management’s Discussion and Analysis continued

FINANCIAL HIGHLIGHTS

General and administrative expenses have been trending upwards over the years. This is
primarily due to the need for additional staff as the Employee Benefits program grows and
handles greater volume. Also noteworthy are the increased software costs to upgrade
some of the JPIA’s outdated systems. This change should gain greater efficiencies and
eventually utilize technological advances to streamline processes in claims management
and other data processing.

The JPIA’s Net Position consist of three main funds:

The ACWA JPIA Executive Committee determined how much was enough to hold in our
Capital Funds for our members. The JPIA has held to these limits or is constantly in the
process of adjusting toward them.

The Employee Benefit Fund represents equity originally purchased from the Health
Benefits Authority in July 2012, and has been used to cover the subsidization of
premiums with the determination of an $18.5 million floor. Fortunately, this fund
allows the JPIA flexibility to willingly decrease this fund’s balance over the targeted
policy years and provide members with competitive rates in the highly volatile field
of medical coverage.

The Rate Stabilization Fund represents funds held on member district's behalf
(capped at 50% of their current year’s basic liability premium) to mitigate adverse
changes in premiums, as well as minimize future assessments (when necessary).
The Catastrophic Fund covers both the Liability and Workers’ Compensation
Programs. The fund pays for considerable losses within unfavorable policy years.
Such funds are subject to ACWA JPIA Executive Committee approval before being
applied. In 2015, the board agreed to add a fund for Property entitled the Natural
Disaster Fund. This $500 thousand annual set-aside fund covers natural disasters
that would otherwise create a policy year anomaly. The goal is to grow this fund
so that in the event of a major event, funds from this Natural Disaster Fund, along
with any available aid from the Federal Emergency Management Agency (FEMA),
will help our member districts.
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Net Position Comparison by Fiscal Year
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The previous graph illustrates the changes in the three funds making up the JPIA’s net
position from 2015 to 2016. As discussed earlier in this analysis, the Employee Benefits
Fund portion reveals the usage from the premium subsidy and rising claim costs. The
Catastrophic Fund net changes were minimal and the Natural Disaster Fund remained
consistent with regular contributions and no disbursements were made in 2016.

The Rate Stabilization Fund reduction included several key 2016 adjustments to bring it
down to the $4.1 million shown above. Refunds were awarded in the early part of 2016 in
the amount of $1.1 million. RPA adjustments for Liability, Property, and Workers’
Compensation netted to $799.000. Finally, the 10% program for Liability (used to cap
member premium increases to 10%) drew out $1.0 million. These factors make up the
majority of the Rate Stabilization Fund monies used in 2016.

CASH AND INVESTMENTS

Cash and investments continue to make up the majority of the JPIA’s assets. At year end
September 30, 2016, total cash and investments were $156 million — down $9.7 million
from prior year. This decrease was primarily the result of paying Employee Benefit claims
and subsidy for their members. Though cash and investments as a statement category
declined in 2016, investments alone actually grew by more than $5 million.

10
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The JPIA took on new types of securities in 2016, including asset-backed securities and
supranationals, in an effort to solidify diversification and security in the portfolio, as well as
adding some additional yield.

An analysis of cash provided by operating activities can be found on the Statement of Cash
Flows. For 2016, $12.8 million in cash was used above and beyond cash receipts and this
shortfall should somewhat mirror the $12 million reduction in net position, covered
previously in the Statements of Revenues, Expenses, and Changes in Net Position section.
Though the overall provision for claims decreased, most of this change resided in actuarial
changes to incurred, but not reported costs, and reductions in primary reserves
themselves. Overall, net claim payments increased by $4.8 million.

Another major contributing factor for the Cash Flow Statement would be a delay in the cash
collections of Liability invoicing for the new policy year beginning in October. Typically,
cash receipts for this billing period are collected in the months prior to the year closing. In
this case, the mailing of the new years’ invoices were intentionally delayed due to later
Liability Committee meetings. Collections will be completed after September 30, as all
members are required to give a years’ notice before they leave the program the members
will pay. To illustrate, collections for the Liability Program at September 30, 2014 and 2015
were $17.3 million and $13.6 million, respectively. For 2016, this number was merely $4.4
million. Overall, the variance of “Cash Received from Members” of nearly $4 million from
2015 to 2016 has a profound impact on the net cash provided by operations.

While the JPIA’s investments are primarily made up of Treasury Bills, Corporate Notes and
Federal Agency Coupon Securities, the 2-year maturity Treasury Security yield offers a
decent view of the interest rates reflective of the market as a whole. A quick review the
Chart of Two Year U.S. Treasury Note Rate (www.forecasts.org) (shown on the current
page) tracks the yield volatility of fiscal year 2016, with spikes in January 2016 and then a
gradual smoothing between .6 and .9. The difference in the yields between these rates is
marginal. There is, however, a trend of the yields rising which is expected, given the
common view that rates have little else to go but upward.

Interest earned on the JPIA’s portfolio increased from $1.6 million to $1.8 million for fiscal
years 2015 and 2016, respectively. This rise in income somewhat reflects the gradual rise
in the U.S. Treasury Note Rate over the 2016 fiscal year and the apparent lack of significant
change reflects the steadying of interest rates found in the market.

This latest trend lends credence to the JPIA’s investment policy, which is strictly limited to
only the safest, low-risk securities with Moody’s ratings of A- or higher. Low-risk securities
traditionally do not offer yields beyond the Treasury yield. Below is a chart that displays the
historical 2-year maturity on the U.S. Treasury Securities yield from November 2014 and
beyond.

1"
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Chart of Two Year U.S. Treasury Note Rate with Forecast
2 Year Maturity U.S. Treasury Securities. Percent, Average of Month.
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The JPIA internally manages the cash needed for operations and the maijority of the short-
term investments. The non-current portion of the portfolio is managed by PFM Asset
Management LLC. The JPIA’s investment policy is formulated to fully comply with
California state prudent investor standards that emphasize the safeguarding of principal
first, followed by meeting company liquidity requirements, and finally, yield optimization.

The changes from 2015 to 2016 reveal a slight shift in PFM’s investment strategy for the
JPIA, focusing more on broadening the diversity (adding asset-backed securities and
supranationals for example) and phasing out some underperforming Treasury and
corporate notes. There was also an introduction to federal mortgage-backed securities
(grouped within the U.S. Government Agency category) and these securities offer decent
coupon rates (1.3 — 1.7%) with minimal risk, and offer the JPIA the cash flow advantage of
monthly interest payments. Surprisingly, asset-backed and mortgage-backed securities
outperformed comparable-maturity Treasuries.

Total investments were $133 million and $128 million at year end September 30, 2016 and
2015, respectively. The following chart depicts the totals by investment type:

12
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Investments by Asset Class
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CAPITAL ASSET ACTIVITY

The 2016 fiscal year saw the JPIA collect all remaining proceeds of the sale of the Birdcage
building, originally sold to Kanaan Investments, LLC in April of 2015. At the time, an $825
thousand note receivable had been established to carry the loan for the investor, but was
surprisingly paid in full in the 2016 year with all remaining interest owed for a total of $867
thousand. This amount can be found within the Cash Flows from Financing Activities
section within the Cash Flow Statement.

FACTS OR CONDITIONS THAT ARE EXPECTED TO HAVE A
SIGNIFICANT EFFECT ON THE FINANCIAL POSITION OR
RESULT OF OPERATIONS

The JPIA has many projects and goals for the near future. There are always moving parts
in motion that could have a financial impact, some as early as the next fiscal year (2016-
2017). But all of these moving parts play a role in JPIA’s ongoing commitment to excellence
to its members. Here are some of the highlights:

13
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e Ground Water Sustainability Agencies (GSA’s) — the JPIA is currently investigating
these new agencies in California to assist in helping with basic coverage needs at
this time.

e Cyber Liability — the JPIA has added Cyber Security to the Liability Program
coverage at no extra cost to its members. This coverage is important with the
emerging risks the industry is currently facing with cyber liability, as hackers and
other electronic-based threat sources begin to target government agencies. The
JPIA’s risk managers will also work with member districts to combat cyber liability
through best practices and training, mitigating exposure as much as possible.
Additional coverage may be added for those districts looking for additional liability
security.

e Drones — Another emerging risk rising in the areas of contention for insurance
companies is the usage of drones. Covered districts using drones for any purpose
(predominantly land/dam/water/site inspections) will need to address the various
issues surrounding drone usage, especially privacy laws and any other unforeseen
exposures.

e Herbicidal/pesticide drift claims were excluded in the memorandum of coverage as
of October 1, 2015. This has become quite a controversial issue for risk pools in the
state of California. Due to the complications and coverage limitations of risk transfer
when it comes to aerial application (helicopters, drones, etc.), the JPIA will no longer
support district liability claims in this manner. However, applications using ground
transportation, such as tractors, will continue to remain covered.

e Liability retention levels — The JPIA’s self-insured retention level for the 2016-2017
Liability Program Year was increased from $2 million to $5 million. This will allow
the JPIA to keep rates steady while decreasing the cost for excess insurance. The
estimated savings could be utilized to strengthen the pool and possibly assist in
broadening coverage to protect the JPIA member pool.

e Leadership Training — The JPIA training staff will invest in the member district
management teams with leadership training. As baby boomers are currently retiring
in mass numbers, successfully managing staff changes and using strategic planning
to address the upcoming succession challenges are critical in reducing claims and
meeting the JPIA member’s leadership needs.

e Workers’ Compensation — The new drug formulary was put into effect as of
July 1, 2017. Costs are expected to be reduced, primarily from workers being able
to return to work faster due to less addictive and harmful drug restrictions being put
in place.

e Employee Benefits — The Employee Benefits Department continues analyzing
claims and other important market data to strategically refine pricing and program
reviews.

14
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CONCLUSION

This financial report is designed to provide a general overview of the JPIA’s financial
position. For further information, please visit the JPIA’s 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
Attn: Finance Department
2100 Professional Drive
Roseville, CA 95661-3700
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ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

STATEMENT OF NET POSITION
SEPTEMBER 30, 2016

ASSETS

CURRENT ASSETS

Cash and cash equivalents

Investments

Member premiums receivable

Investment income and other receivables

Excess insurance proceeds receivable

Retrospective premium adjustment receivable

Prepaid expenses

TOTAL CURRENT ASSETS

NONCURRENT ASSETS
Investments
Retrospective premium adjustment receivable
Net other post employment benefits
Capital assets - net
TOTAL NONCURRENT ASSETS

TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES
Deferred outflows of resources related to pensions

LIABILITIES
CURRENT LIABILITIES
Accounts payable and 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
Net pension liability
TOTAL NONCURRENT LIABILITIES

TOTAL LIABILITIES

DEFERRED INFLOWS OF RESOURCES
Deferred inflows of resources related to pensions

NET POSITION
Net investment in capital assets

Unrestricted
TOTAL NET POSITION

See accompanying notes to financial statements.
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$ 23,447,757
16,108,177
21,560,366

579,908
244,272
820,025
1,937,193

64,697,698

116,782,310
728,414
2,285,683
5,072,656

124,869,063

189,566,761

1,065,779

1,262,584
29,480,602
12,825,376
20,409,537

63,978,099

19,149,724
8,748,661
25,236,423
3,013,031
1,348,385

57,496,224

121,474,323

454,600

5,072,656
63,630,961

$ 68,703,617




ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

YEAR ENDED SEPTEMBER 30, 2016

OPERATING REVENUES
Member premiums

Retrospective premium adjustments
TOTAL OPERATING REVENUES

OPERATING EXPENSES
Claims expense:
Claims paid
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 LOSS

NONOPERATING REVENUES

$ 159,008,617

(12,017,219)

146,991,398

97,258,190
(1,008,442)
3)

277,793

96,527,538

7,884,544
46,279,783
10,642,018

268,088

161,601,971

(14,610,573)

Investment income 2,123,200
Net increase in investment fair value 257,172
TOTAL NONOPERATING REVENUES 2,380,372
CHANGE IN NET POSITION (12,230,201)
NET POSITION, BEGINNING OF YEAR 80,933,818
NET POSITION, END OF YEAR $ 68,703,617

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

STATEMENT OF CASH FLOWS
YEAR ENDED SEPTEMBER 30, 2016

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from members
Cash received from excess/aggregate insurance
Payments for claims
Payments for excess claims
Payments for excess insurance
Payments for benefit premiums
Payments for billings & RPA fund
Payments to vendors
Payments to employees
NET CASH USED BY OPERATING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Purchase of capital assets
Proceeds from sale of Birdcage building
NET CASH PROVIDED BY FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Interest received
Purchase of investments
Proceeds from maturities of investments
NET CASH USED BY INVESTING ACTIVITIES

Decrease in cash and cash equivalents

Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

RECONCILIATION OF OPERATING LOSS TO NET CASH

USED BY OPERATING ACTIVITIES

Operating loss

Adjustments to net cash used by operating activities:
Depreciation of capital assets
Change in member premiums receivable
Change in excess insurance proceeds receivable
Change in retrospective premium adjustment receivable
Change in net other post employment benefits (OPEB)
Change in note receivable
Changes in net pension liability and deferred outflows/inflows related to pensions
Other expenses
Change in unearned member premiums
Change in retrospective premium adjustment payables
Change in claims liabilities

NET CASH USED BY OPERATING ACTIVITIES

NON CASH ITEMS
Change in unrealized fair value of investments

See accompanying notes to financial statements.
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$ 148,069,037
2,936,142
(97,258,190
(1,431,905
(7,934,406

(1,077,369
(3,292,217
(6,513,052

)
|
(46,279,783)
)
)
)
)

(12,781,743

(39,786)
867,268

827,482

1,836,847
(87,669,805)
82,861,474

(2,971,484)

(14,925,745)
38,373,502

$ 23,447,757

$ (14,610,573)

268,088
(10,886,800)
1,725,523
3,638,782
4,808
825,000
(44,913)
(207,123)
1,085,781
6,150,337
(730,653)

$ (12,781,743)

$ 257,172
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ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

NOTES TO FINANCIAL STATEMENTS
Year Ended September 30, 2016

General Information

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

The 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 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.

The 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 the JPIA considered to be part of
(controlled by or dependent on) the JPIA. This includes financial activity relating to all of the membership
years.

In determining its reporting entity, the 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 the JPIA is not financially accountable for any members.

Insurance Coverage and Deductibles — The 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. The JPIA administers claims in-house on behalf of
participating members.

The 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 policy 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 - 9/30/16 2,000,000
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ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

NOTES TO FINANCIAL STATEMENTS
Year Ended September 30, 2016

Excess of:  $2,000,000 to a total of $60,000,000 coverage through various carriers.
Policy Year: October 1 through September 30.

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. The JPIA administers claims in-house on behalf of
participating members.

The JPIA provides the following insurance coverage, deductibles and SIR:
Member District Deductible: $500 to $50,000
The SIRs for this program by policy 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 - 3/31/17 100,000

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

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 the JPIA’s Executive
Committee. The JPIA administers claims in-house on behalf of participating members.

The JPIA provides the following insurance coverage and SIR:
Member District RAP: $250 to $25,000
The SIRs for this program by policy 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