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YOUR BEST PROTECTION

March 22, 2019

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, 2018, 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, 2018, 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, 2018 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



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 coverage 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, 2018, the JPIA had 384 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 improving at a hastening pace. From October 2017
through September 2018, the national unemployment rate declined from 4.2% to 3.7%.
This puts the U.S. at an 18 year low. Meanwhile in the State of California, the
unemployment rate went from 4.5% in September 2017 to 4.1% at the end of
September 2018. This was a record low for the State of California since they started
tracking this data in 1976. This data suggests significant improvement in California. The
UCLA Anderson Forecast had predicted California unemployment to be at 4.6% by the
end of 2019. In the City of Roseville, where the JPIA office resides, the unemployment
rate steadied at 3.4% from September 2017 to September 2018. This is fantastic data for
the local area in which the JPIA operates! Investments are the area that the JPIA operates
in that are most affected by the overall economy. Staffing continues to be stable within
the JPIA. The number of JPIA employees have increased from 42 to 50 from fiscal year
2012 to fiscal year 2018. The JPIA continues to experience employees retiring as the
employment force ages. The JPIA again was able to continue its operations during fiscal
year ended September 30, 2018 without 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 targeted 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. The JPIA had a strategic planning meeting in
February 2018 where organization values where the main discussion point.

In September 2012, the ACWA JPIA Executive Committee approved a monetary policy
to cover funding for the Liability and Workers’ Compensation Programs. The 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 targeted 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 $38.1 million; a decrease of $.8 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.

The JPIA is in the process of creating a fully owned captive in the State of Utah.

Management believes that by housing some risks in the new captive long term
investments can be better leveraged over time.



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 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 Officers 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, 2017. 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, 2021.



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 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,

Walter "Andy" Sells David deBernardi
Chief Executive Officer Director of Finance
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‘ A P A Trusted Leadership
. forCalifornia’s Public

California Association of | Risk Sharing Pools
Joint Powers Authorities |

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 OEACCREDITATION WITH EXCELLENCE

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

Aceredited

with Excellence

Accreditation Period: May 19, 2018 to May 19, 2021

Jﬁv% Y

David Clovzs Michael Flemiv% )
President M Chairman, Accreditation ;

0 James P. Marta
Accreditation Program Manager
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GILBERT

Relax. We got this™

INDEPENDENT AUDITOR’S REPORT

Board of Directors

Association of California Water Agencies
Joint Powers Insurance Authority

Roseville, California

We have audited the accompanying financial statements of the Association of California Water Agencies
Joint Powers Insurance Authority (ACWA JPIA) as of and for the year ended September 30, 2018, 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.

2880 Gateway Oaks Drive, Suite 100, Sacramento, CA 95833
Phone 916.646.6464 ¢ Fax 916.929.6836 ¢ GilbertCPA.com

1



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, 2018, 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.

Adoption of New Accounting Standard

As discussed in Note 2 to the financial statements, in 2018 ACWA JPIA adopted new accounting
guidance, GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits
Other Than Pensions. Our opinion is not modified with respect to this matter.

Other Matters
Required Supplemental Information

Accounting principles generally accepted in the United States of America require that the Management’s
Discussion and Analysis 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 September 30, 2018 financial
statements and the related notes to the financial statements that collectively comprise ACWA JPIA’s
basic financial statements. The Introductory Section, the “Memo only” column in the basic financial
statements, the Supplementary Information section, and the Statistical Section, as listed in the table of
contents, are presented for purposes of additional analysis and are not a required part of the basic financial
statements.

The Supplementary 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
Supplementary Information section is fairly stated, in all material respects, in relation to the basic
financial statements as a whole.
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The Introductory Section, the “Memo only” column in the basic financial statements, and the Statistical
Section, as listed in the table of contents, have not been subjected to the auditing procedures applied in the
audit of the September 30, 2018 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 March 22,
2019, 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 solely 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 the effectiveness of ACWA
JPIA’s 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.

Mﬁx Assvcaliy , (bue.,
GILBERT ASSOCIATES, INC.
Sacramento, California

March 22, 2019



YOUR BEST PROTECTION

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, 2018. We encourage readers to consider the information here in
conjunction with the additional information that has been furnished in the 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, 2018. The Statement of Revenues,
Expenses, and Changes in Net Position reports 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 2017 balances are presented as
originally reported in the financial statements.



ACWA JPIA
Management’s Discussion and Analysis continued

CONDENSED STATEMENTS OF NET POSITION

9/30/2018 9/30/2017 Variance
ASSETS
Other Assets $183,702,636 $194,525,555 $(10,822,919)
Capital Assets 4,641,581 4,839,789 (198,208)
Total Assets 188,344,217 199,365,344 (11,021,127)
DEFERRED OUTFLOWS
Related to Pensions 1,063,032 1,404,974 (341,942)
Related to OPEB 35,283 0 35,283
Total Deferred Outflows 1,098,315 1,404,974 (306,659)
LIABILITIES
Current Liabilities 44,238,468 65,377,439 (21,138,971)
Noncurrent Liabilities 56,582,233 58,494,030 (1,911,797)
Total Liabilities 100,820,701 123,871,469 (23,050,768)
DEFERRED INFLOWS
Related to Pensions 2,117,303 1,576,175 541,128
Related to OPEB 38,924 0 38,924
Total Deferred Inflows 2,156,227 1,576,175 580,052
NET POSITION
Net Investment in Capital Assets 4,641,581 4,839,789 (198,208)
Unrestricted 81,824,023 70,482,885 11,341,138
TOTAL NET POSITION $86,465,604 $75,322,674 $11,142,930

The biggest factor to explain the variances on the Statement of Net Position was a timing
issue in regards to Liability Program billing, where prior year billing completed prior to the
fiscal year end September 30, 2017, and current year billing completed in October 2018.
This attributes for the majority of the reduction in Premiums Receivable (included in the
Other Assets total) and explains a large portion of the reduction in Unearned Premiums
(recorded in Current Liabilities).

Another key factor to point out in the 2018 Statement of Net Position could be the reduction
in actuarial claim projections of approximately $6 million in Incurred but Not Reported
(IBNR) expenses. This reduction, along with the decrease in deferred premiums, makes
up the maijority of the overall liability reduction for the JPIA.

A major positive to take away from the year end net position result is the growing financial
strength of the Employee Benefits program. The JPIA staff has been making a concerted
effort to implement cost-saving measures through plan design changes, added elements,
and careful vendor selection. Medicare enroliment is now required for eligible retirees,
resulting in the JPIA paying as secondary. Embedding Medicare Part D in the pharmacy
benefits results in partial claim reimbursement from Centers for Medicare and Medicaid
Services (CMS), estimated to be $1.3 million annually. Promotion of the Consumer Driven
Health Plan (CDHP) has given JPIA plan participants greater transparency and control



ACWA JPIA
Management’s Discussion and Analysis continued

over medical and prescription expenses, with a financial incentive to save for the future.
An increase to the maximum out of pocket for the Classic PPO modernized the plan, while
still protecting participants by maintaining a relatively low maximum exposure per
participant.

By leveraging the marketing results for the Pharmacy Benefit Manager (PBM) contract,
JPIA saved members an estimated $1.6 million annually. JPIA staff identified and
implemented controls to prevent unscrupulous billing by out of network providers, providing
an annual estimated savings of $1 to $3 million. Conservatively, the changes made to the
Anthem PPO plans from 2015 through 2018 are estimated to have reduced plan costs by
$7.4 million per year.

All in all, the Employee Benefits Fund increased throughout the year by over $9 million.
This gain can be found as part of the variance in the unrestricted portion of Net Position.
The ongoing strengthening of this fund provides the pool with flexibility in regards to future
pricing options and rate stabilization to sustain competitiveness in the market.

Comparitive Statements of Net Position
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The chart shown previously highlights the changes of the various components in the
Statements of Net Position from the current year to the prior. The JPIA asset structure is
historically centered on cash and investments, predominantly from member premiums paid
up front and paid out in the form of claims over time. This chart emphasizes the importance
of investment portfolio management for risk pools in the industry.



ACWA JPIA
Management’s Discussion and Analysis continued

Under GASB 68, public entities are required to report their agency’s net pension liability
(or asset) and in the case of the JPIA, since staff leadership and the Executive Committee
endeavor to save the risk pool money on potential future interest costs, the unfunded
liability owed to PERS (Public Employees’ Retirement System) is consistently paid down
as much as financially feasible. This ongoing effort, consequently, helps to minimize
deferred inflows and outflows each year, explaining the relatively flat bars depicted in the
graph above.

One other consideration worth noting is the current rising interest rate climate, driving down
market value of the entire investment portfolio. The JPIA reports a “mark-to-market” fair
value reduction of almost $2 million. This offsets an otherwise healthy increase of
investments from 2017 to 2018 of almost $4 million, contributing to the need of further
discussions of the formation of a JPIA captive insurance company (to be discussed later in
this document) that could offer the pool potentially substantial portfolio gains if not beholden
to California Government Code.

CONDENSED STATEMENTS OF REVENUES, EXPENSES,
AND CHANGES IN NET POSITION

9/30/2018 9/30/2017 Variance
OPERATING REVENUES
Members Premiums $179,425,274  $171,496,710 $7,928,564
Retrospective Premium Adjustments (3,380,970) (1,504,527) (1,876,443)
Total Operating Revenues 176,044,304 169,992,183 6,052,121
OPERATING EXPENSES
Provision for Claims 90,427,479 96,298,435 (5,870,956)
Excess Insurance 8,271,113 7,019,501 1,251,612
Benefit Premiums 55,387,827 49,856,370 5,531,457
General & Administrative 11,109,880 10,996,234 113,646
Total Operating Expenses 165,196,299 164,170,540 1,025,759
OPERATING INCOME 10,848,005 5,821,643 5,026,362
NON-OPERATING REVENUES
Investment Income 294,925 797,414 (502,489)
CHANGE IN NET POSITION 11,142,930 6,619,057 4,523,873
NET POSITION, BEGINNING 75,322,674 68,703,617 6,619,057
NET POSITION, ENDING $86,465,604 $75,322,674 $11,142,930

The 2018 fiscal year yielded an increase in billed member premiums by approximately $8
million. The liability program took on an additional 17 member districts over the year,
adding close to $3 million in new premiums to the pool to help cover the additional
exposure. The Employee Benefits department brought an additional $5 million in billed
premiums from 2017 to 2018, but the increase represents a general “smoothing” of
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premiums that helps to keep pricing volatility at a minimum. The program remains
competitive in the market, and offers a certain peace of mind to member districts,
potentially frustrated from historical price swings with prior coverages.

The JPIA endeavors to reward its loyal members with potential retrospective premium
adjustments (RPAs) offered four years after the official close of a policy year pertaining to
the Liability, Property, and Workers Compensation Programs. While many variables make
up the financial “bottom line” on the financial statements, it should be noted that JPIA staff
work very closely with members in regards to consulting and risk management, most
notably the risk advisers who travel throughout the state to meet with general managers
and other staff members of covered districts contributing to the pool.

As a result, the Workers Compensation Program showed a strong start to the 2017-18
policy year, accruing approximately $4 million in potential RPA payments to its members
in year one. Granted, the policy year bottom line will change over the next few years as
claims get reported and eventually paid out, but it is a promising start for members.

The following chart compares the components of the Statements of Revenues, Expenses,
and Changes in Net Position of 2018 to 2017 and highlights notable variances:

Statements of Revenues, Expenses, and Changes
in Net Postion
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The reduction in the provision for claims from 2017 to 2018 is a welcome sight to both
JPIA staff and members. While primary claim costs and reserves did increase by just
over $4 million, the $6 million IBNR reduction (mentioned previously) represents almost a
$10 million swing downwards in expected losses in future coverage years.
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Since inception in 2012, the Employee Benefits program’s largest self-funded plans, the
Anthem PPO plans, have shown year to year increases in claims costs of about 5%
(approximately) over the prior year. This has changed in the last two years, however, as
claims have leveled off and remained consistent at about $80 million.

The JPIA staff works with Anthem Blue Cross to award Wellness Grants to districts
participating in the JPIA medical plans. The ongoing effort is met with positivity, and
promotes and inspires all-around wellness with the goal of healthy employees and fewer
health-related claims.

FINANCIAL HIGHLIGHTS

The ACWA JPIA Executive Committee determines the level of capital funds required to
hold for the risk pool as a whole. The JPIA has held firm to these limits unless otherwise
directed. Net position consists of three main funds and is reported as follows:

e The Employee Benefits Fund represents equity that originally transitioned over
from the Health Benefits Authority in July 2012, and has been used to cover the
subsidization of premiums on a need by need basis. Use of the fund is regularly
analyzed by the Employee Benefits Committee. This fund grants 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 health insurance industry.

e 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).

e 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.

e The Natural Disaster Fund began in 2015 when the Executive Committee voted to
establish a specific fund unique to the Property program. This $500,000 annual
set-aside fund was designed to help cover losses from natural disasters that would
otherwise yield higher than normal claims costs.
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Net Position
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The Net Position graph (depicted above) illustrates the year to year changes in the three
funds making up the JPIA’s net position from 2017 to 2018. The Employee Benefits Fund
consists of equity that transitioned over from the Health Benefits Authority in 2012, and the
annual performance of the department as a whole each year.

The Catastrophic Fund net changes were just under $900,000 and the Natural Disaster
Fund remained consistent with regular contributions and no disbursements were made in
2018.

The Rate Stabilization Fund increase included several key 2018 adjustments to bring it up
to the $9 million figure displayed above. Refunds to member districts were awarded in the
early part of 2018 in the amount of $6.8 million. Retrospective premium adjustments for
Liability, Property, and Workers’ Compensation totaled close to $10 million.

CASH AND INVESTMENTS

Cash and investments make up just under 90% of the JPIA’s total assets. At year end
September 30, 2018, total cash and investments totaled $166 million (at fair value), a net
increase of $2 million from 2017 once the mark-to-market adjustment was applied. Rising
interest rates kept market values declining, causing staff to pivot and focus on a short-term
strategy that involves keeping a portion of deposits that otherwise would’'ve been
implemented into the portfolio, and allocating those funds to LAIF and/or CAMP, two Local
Government Investment Pools that not only provide competitive yields in the current
interest rate environment, but that also meet the need for liquidity to pay out claims and
other expenses.

10
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JPIA finance staff continuously look at data analytics and aim to spot trends. One trend in
particular that has become apparent focuses on the seasonality of Employee Benefits
medical claims rising in November and December, as deductibles and out of pocket
maximums for the plan year are satisfied in full. At September 30, 2018, the Employee
Benefits CAMP fund valued at $22.5 million which yields positive gains but is also readily
available in the event of heavy claims demands.

The JPIA continued the recent trend of adding asset-backed securities and supranationals,
in an effort to solidify diversification, keep the required credit rating requirements dictated
by policy, as well as adding some competitive yield. Government agency securities
continue to be reduced in the portfolio, as nearly $8 million were sold and reinvested into
these alternative securities.

The JPIA internally manages liquidity 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 investment policy is formulated to fully comply with California
state prudent investor standards that emphasize the safeguarding of principal first, followed
by meeting liquidity requirements, and yield optimization.

The changes from 2017 to 2018 reflect the shift in PFM’s investment strategy for the JPIA,
continuing to focus more on broadening diversity (adding asset-backed securities and
supranationals for example) and phasing out underperforming U.S. Treasury and federal
agency securities. The $8 million taken from Federal Agency securities now reside in $6
million in new asset-backed collateralized-mortgage obligations (CMOs) and $2 million in
Supranationals.

Overall, the total investment portfolio held a fair market value of just under $133 million at

year end, similar to the value at September 30, 2017. The chart on the following page
compares the totals by investment class between the two fiscal years:

1"
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Investment Securities by Asset Class
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CAPITAL ASSET ACTIVITY

The 2018 fiscal year had very little activity in regards to acquiring capital assets.
Depreciation expense for the period totaled $244,521.

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 (2018-
2019). But all of these following items play a role in JPIA’s ongoing commitment to
excellence to its members. Here are some of the highlights:

e External Impacts — CA Wildfires and Floods. The JPIA partners along the side of
members to deliver best practices information regarding assets security, human
safety, as well as serve as a resource and advisor when a disaster does strike. If
the trend of natural disasters continues into 2019, staff will be ready.

12
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Insurance/Reinsurance Markets continue to have capacity and, thus, positive
pricing. The General Liability Program renewed on 10/1 with favorable terms and
the 4/1 Property Program renewal experienced coverage enhancements and
positive pricing. The JPIA staff looks to involve more data analytics and key
performance indicators in the upcoming fiscal years to help measure the important
metrics surrounding pricing to offer the pool the best financial management strategy
possible.

Alliant Property Insurance Program (APIP) — The JPIA implemented the APIP
program April 1, 2018. APIP enables the JPIA to provide broader coverage and
higher limits. Even though the property insurance market is expected to be more
expensive this upcoming year with recent natural disaster activity throughout the
state of California, the APIP program should provide better overall value for
members. The program may also reduce costs by the absorption of certain JPIA
pass through programs into the main Property Program, so this will be monitored
going forward.

Captive Insurance Organization — The JPIA has recently investigated the potential
benefits of utilizing a captive insurance organization, specializing in layered excess
coverage. Some of the benefits expected from setting up a possible captive
organization could be the better utilization of assets, as well as potentially helping
the JPIA provide greater flexibility in managing retentions, limits and/or market
fluctuations. A schedule to present an implementation timeline and action plan to
the board of directors is imminent as of September 30, 2018.

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 access to the most current approved and independently audited financial
reports. 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

13



ASSOCIATION OF CALIFORNIA WATER AGENCIES

CURRENT ASSETS
Cash and cash equivalents
Investments
Member premiums receivable

JOINT POWERS INSURANCE AUTHORITY

STATEMENT OF NET POSITION
SEPTEMBER 30, 2018

ASSETS

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 OPEB
Net pension asset
Capital assets - net

TOTAL NONCURRENT ASSETS

TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES

Deferred outflows of resources related to pensions
Deferred outflows of resources related to OPEB

TOTAL DEFERRED OUTFLOWS

CURRENT LIABILITIES

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

Net pension liability
Claims reserves
Claims incurred but not reported

Unallocated loss adjustment liability
TOTAL NONCURRENT LIABILITIES

TOTAL LIABILITIES

DEFERRED INFLOWS OF RESOURCES

Deferred inflows of resources related to pensions
Deferred inflows of resources related to OPEB

TOTAL DEFERRED INFLOWS

Net investment in capital assets
Unrestricted
TOTAL NET POSITION

NET POSITION

Memo only

2018 2017
33,612,610 $ 31,048,772
12,021,651 9,027,994
7,974,727 23,010,427
892,078 651,964
1,244,268 200,776
1,690,141 1,865,185
2,746,829 1,706,845
60,182,304 67,511,963
120,388,251 124,018,528
1,295,502 712,049
969,129 2,283,015
867,450 0
4,641,581 4,839,789
128,161,913 131,853,381
188,344,217 199,365,344
1,063,032 1,404,974
35,283 0
1,098,315 1,404,974
1,945,110 1,745,287
15,791,520 32,205,188
7,450,665 10,947,132
19,051,173 20,479,832
44,238,468 65,377,439
17,724,704 17,274,023
0 550,282
11,633,490 8,398,975
24,349,874 29,092,275
2,874,165 3,178,475
56,582,233 58,494,030
100,820,701 123,871,469
2,117,303 1,576,175
38,924 0
2,156,227 1,576,175
4,641,581 4,839,789
81,824,023 70,482,885
86,465,604 $ 75,322,674

14
See accompanying notes to financial statements.



ASSOCIATION OF CALIFORNIA WATER AGENCIES

JOINT POWERS INSURANCE AUTHORITY

YEAR ENDED SEPTEMBER 30, 2018

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 INCOME
NONOPERATING 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

. 15 .
See accompanying notes to financial statements.

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

2018

Memo only
2017

$ 179,425,274

$ 171,496,710

(3,380,970) (1,504,527)
176,044,304 169,992,183
93,668,326 92,556,531
3,187,095 (255,677)
(6,123,634) 3,832,135
(304,308) 165,446
90,427,479 96,298,435
8,271,113 7,019,501
55,387,827 49,856,370
10,865,359 10,741,391
244,521 254,843
165,196,299 164,170,540
10,848,005 5,821,643
2,564,448 2,106,141
(2,269,523) (1,308,727)
294,925 797 414
11,142,930 6,619,057
75,322,674 68,703,617
$ 86,465,604 $ 75,322,674




ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

STATEMENT OF CASH FLOWS
YEAR ENDED SEPTEMBER 30, 2018

CASH FLOWS FROM OPERATING ACTIVITIES

Cash received from members

NON CASH ITEMS

Change in unrealized fair value of investments

16
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2018

Memo only
2017

$ 177,109,886

$ 170,760,886

Cash received from excess/aggregate insurance 3,138,510 5,141,876
Payments for claims (93,668,326) (92,556,531)
Payments for excess/aggregate claims (3,906,644) (4,668,494)
Payments for excess insurance (8,271,113) (7,019,501)
Payments for benefit premiums (55,387,827) (49,856,370)
Payments for billings & RPA fund (6,823,818) (4,713,370)
Payments to vendors (3,845,665) (3,552,557)
Payments to employees (6,653,699) (6,554,327)
NET CASH PROVIDED BY OPERATING ACTIVITIES 1,691,304 6,981,612
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Purchase of capital assets (46,313) (21,976)
NET CASH USED BY FINANCING ACTIVITIES (46,313) (21,976)
CASH FLOWS FROM INVESTING ACTIVITIES
Interest received 3,076,778 2,350,251
Purchase of investments (63,131,885) (77,770,405)
Proceeds from maturities of investments 60,973,954 76,061,533
NET CASH PROVIDED BY INVESTING ACTIVITIES 918,847 641,379
Increase in cash and cash equivalents 2,563,838 7,601,015
Cash and cash equivalents, beginning of year 31,048,772 23,447,757
Cash and cash equivalents, end of year $ 33,612,610 $ 31,048,772
RECONCILIATION OF OPERATING INCOME TO NET CASH PROVIDED
BY OPERATING ACTIVITIES
Operating income $ 10,848,005 $ 5,821,643
Adjustments to net cash provided by operating activities:
Depreciation of capital assets 244,521 254,843
Change in member premiums receivable 15,035,700 (1,450,061)
Change in excess insurance proceeds receivable (1,043,492) 43,496
Change in retrospective premium adjustment receivable (408,409) (1,028,795)
Change in the net pension liability (1,417,732) 798,103
Change in OPEB asset 1,313,886 2,668
Change in other receivables and prepaids (1,280,098) 158,292
Changes in deferred outflows/inflows related to net pension and OPEB 886,711 (782,380)
Changes in payables and accrued expenses and other expenses 212,521 451,257
Change in unearned member premiums (16,413,668) 2,724,586
Change in retrospective premium adjustment payables (3,045,786) (3,753,945)
Change in claims liabilities (3,240,855) 3,741,905
NET CASH PROVIDED BY OPERATING ACTIVITIES $ 1,691,304 $ 6,981,612

$ (2,269,523)

$ (1,308,727)
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ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

NOTES TO FINANCIAL STATEMENTS
Year Ended September 30, 2018

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:

Commercial General and Auto 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 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

17
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ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

NOTES TO FINANCIAL STATEMENTS
Year Ended September 30, 2018

The SIRs for this program by policy year are as follows:

Years 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
10/1/16 - 9/30/18 5,000,000

Excess of:  $5,000,000 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:

Years 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 - 3/31/19 100,000

Excess of: $100,000 up to a total of $500,000,000 coverage with various sub limits
through Alliant Property Insurance Program.
Policy Year: April 1 through June 30, 2019.

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

18



ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

NOTES TO FINANCIAL STATEMENTS
Year Ended September 30, 2018

The SIRs for this program by policy year are as follows:

Years 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 - 6/30/19 2,000,000

Excess of:  $2,000,000 to statutory limits through Safety National 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.

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 the JPIA. In March 2012, the HBA Board of Directors voted to dissolve the
HBA programs. As a result, the 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 the JPIA’s
Executive Committee. The JPIA utilizes a third party to administer these claims on behalf
of participating members.

The JPIA carries reinsurance through Stealth Partner Group, LLC for coverage losses in
excess of the 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.

(2) Significant Accounting Policies

Basis of Accounting — The accounting records of the 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.

Cash and Cash Equivalents — With regards to the statement of cash flows, the JPIA considers cash in
banks, all money market funds, cash in Local Government Investment Pools (LGIP), and Local Agency
Investment Funds (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, 2018. 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.

19



ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

NOTES TO FINANCIAL STATEMENTS
Year Ended September 30, 2018

Prepaid Expenses — Expenses for the portions of excess insurance and other costs that extend into
future accounting periods have been recorded as prepaid expenses.

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 the JPIA main office building in Roseville, CA.

Unearned Member Premiums — The JPIA bills its members in advance for certain programs. The
amount billed represents unearned member premium revenue until earned. Any premiums collected from
members before the respective program years, are temporarily stored in the Unearned Member Premium
general ledger accounts until the appropriate period, at which time premiums are then recognized as
earned and allocated to the specific revenue accounts.

Premiums Receivable — These amounts represent unpaid invoices for policies written during the JPIA’s
fiscal year. Workers Compensation holds four different general ledger accounts to track receivables
separately since the billing is done quarterly. A significant portion of premiums receivable are also
recognized as unearned premiums for those policies extending into the subsequent year.

Claims Liabilities — The 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 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 appropriate modifiers of
past experience. Adjustments to claims liabilities are charged or credited to expense in the periods in
which they are made.

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, four years after a 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 an internal employee survey for estimated time spent on each of the JPIA programs. In May of 2017,
staff leadership conducted a new survey to update the allocation percentages for each program based
on more current workflow estimates. The Liability program allocation is 30%, the Workers’ Compensation
program is 36%, Employee Benefits is at 20%, and the Property program is 14%.

Income Taxes — As a public agency under the State of California, the JPIA is exempt from federal and
state income taxes under Internal Revenue Code Section 115 and California Revenue and Taxation
Code Section 17131, respectively.

Change in Accounting Principles — For the year ended September 30, 2018, the JPIA implemented
GASB Statement No. 75 (GASB 75), Accounting and Financial Reporting for Postemployment Benefits
Other Than Pensions. The primary objective of GASB 75 is to improve accounting and financial reporting
by state and local governments for other postemployment benefits (OPEB) by establishing standards for
measuring and recognizing liabilities, deferred outflows of resources, deferred inflows of resources, and
expenses. It requires employers to report a net OPEB liability for the difference between the present
value of projected OPEB benefits for past service and restricted resources held in trust for the payment
of benefits. GASB 75 identifies the methods and assumptions that should be used to project benefit
payments, discount projected benefit payments to their actuarial present value, and attribute that present
value to periods of employee service. Note 10 explains the effect of the implementation of GASB 75.

Although the implementation of GASB 75 requires retroactive application through restatement of
Beginning Net Position, the amount attributable to the prior year was calculated by management and not
deemed to have a material impact on Beginning Net Position for the 2017-2018 year. Accordingly,
Beginning Net Position for the 2017-2018 year was not restated and the effects of implementation were
recognized in the current year.

Deferred outflows/inflows of resources — In addition to assets, the statement of net position reports
separate sections for deferred outflows of resources and deferred inflows of resources. Deferred
outflows of resources represent a consumption of resources that applies to a future period(s) and will not
be recognized as an outflow of resources (expense) until then. Conversely, deferred inflows of resources
represent an acquisition of resources that applies to a future period(s) and will not be recognized as an
inflow of resources (revenue) until that time.

Contributions made to the JPIA’s pension and OPEB plans after the measurement date but before the
fiscal year-end are recorded as deferred outflows of resources and will reduce the net pension and total
OPERB liabilities in the next fiscal year.

Additional factors involved in the calculation of the JPIA’s pension and OPEB expenses and liabilities
include the differences between expected and actual experience, changes in assumptions, differences
between projected and actual investment earnings, changes in proportion, and differences between the
JPIA’s contributions and proportionate share of contributions. These factors are recorded as deferred
outflows and inflows of resources and amortized over various periods. See Note 9 for further details
related to these pension deferred outflows and inflows. See Note 10 for details related to the OPEB
deferred outflows and inflows.

OPEB - For purposes of measuring the net OPEB asset, deferred outflows of resources and deferred
inflows of resources related to OPEB, and OPEB expense, information about the fiduciary net position
of the JPIA’s OPEB Plan and additions to/deductions from OPEB Plan’s fiduciary net position have been
determined on the same basis. For this purpose, benefit payments are recognized when currently due
and payable in accordance with the benefit terms. Investments are reported at fair value.
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Pensions — For purposes of measuring the net pension liability and deferred outflows/inflows of
resources related to pensions, and pension expense, information about the fiduciary net position of the
JPIA’s portion of the California Public Employees’ Retirement System (CalPERS) Miscellaneous plan
and additions to/deductions from the Plan’s fiduciary net position have been determined on the same
basis as they are reported by CalPERS. For this purpose, benefit payments (including refunds of
employee contributions) are recognized when due and payable in accordance with the benefit terms.
Investments are reported at fair value.

Cash and Investments

Investments Authorized by the JPIA’s Investment Policy — The following table identifies the
investment types authorized for the JPIA by the California Government Code Section 53601 (or the
JPIA’s investment policy where more restrictive). Also following are tables identifying certain provisions
of the California Government Code (or the JPIA’s investment policy where more restrictive) that address
interest rate risk, credit risk, and concentration of credit risk.

MAXIMUM MAXIMUM
PERCENTAGE INVESTMENT MINIMUM

MAXIMUM OF IN CREDIT
AUTHORIZED INVESTMENT TYPE MATURITY* PORTFOLIO ONE ISSUER QUALITY
Federal Agency 5 years 100% 50% None
Asset-Backed Securities/CMO 5 years 20% 5% AA-
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% FDILC./NCUA Banks S&L / CU

imits Insured

Repurchase Agreements 92 days 20% 20% Primary Dealer
Medium-Term Notes 5 years 30% 5% A-
LGIP N/A 50% N/A AAAmM
LAIF Daily 50% N/A N/A
Money Market Funds N/A 20% 20% Treas“gn/l fge”"y
U.S. Treasury 5 years 100% 100% None
California State Obligations 5 years 100% 5% A-
Other State/Local Gov. Obligations 5 years 100% 5% A-
Supranationals 5 years 20% 20% AAA

* 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 corporation.

Concentration of Credit Risk — No investments at September 30, 2018 in any one issuer, other than
U.S. Treasury Securities, LAIF and LGIP, represent 5% or more of the total ACWA JPIA portfolio.
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Custodial Credit Risk is the risk that in the event of a bank failure, the JPIA’s deposits may not be
returned. California Law requires banks and savings and loan institutions to pledge government
securities with a market value of 110% of the 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 the 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 reported monthly to the two oversight committees of the
JPIA for investments. Investment fair value and duration at September 30, 2018 are as follows:

Authorized Investment Type Market Value Effective Duration
U.S. Treasury Obligations $43,292,669 3.326
Federal Agency Securities 6,513,357 2.452
Federal Mortgage Backed Securities 1,700,828 1.480
Medium-Term Notes 29,233,064 2.336
Asset-Backed Securities/CMOs 11,733,100 1.626
Asset-Backed Securities/Coupon 3,706,021 3.499
Negotiable Certificates of Deposit 20,676,409 1.469
Commercial Paper 5,000,000 0.000
Municipal Bonds 1,413,934 1.452
Supranationals 9,140,520 1.903

Local Agency Investment Funds (LAIF) — The JPIA is a participant in 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 the JPIA’s investment in this pool is reported in the accompanying financial
statements at amounts based upon the JPIA’s pro-rata share of the fair value provided by LAIF for the
entire LAIF portfolio. Separate complete financial statements are available at P.O. Box 942809,
Sacramento, CA 94209-0001.

Local Government Investment Pools are managed pool accounts in which the JPIA participates. The
California Asset Management Program (CAMP) 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 the JPIA’s investment in this pool is reported
in the accompanying financial statements at amounts based on the JPIA’s pro-rata share of the fair value.
Financial information can be obtained from 50 California Street, Suite 2300, San Francisco, CA 94111.
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Disclosures Relating to Credit Risk

Authorized Investment Amount Aaa/P-1 Aa (1-3) A (1-3) Baa** Not Rated
September 30, 2018

Cash $ 200 $ 0 $ 0 $ 0 9 09 200
Deposits with Financial

Institutions 7,214,368 7,214,368
Asset-Backed Securities 15,439,121 12,752,058 2,687,063
Negotiable Certificates of Deposit 20,676,409 5,248,131 14,278,738 1,149,540

LGIP (Managed Pool Account)* 26,110,384 26,110,384
LAIF 287,658 287,658
U.S. Treasury Obligations 43,292,669 43,292,669

Federal Agency Securities 6,513,357 6,513,357

Federal Mortgage-Backed Secur. 1,700,828 1,700,828

Municipal Bonds 1,413,934 727,591 686,343

Commercial Paper 5,000,000 5,000,000

Medium-Term Notes 29,233,064 1,862,535 5,252,394 20,869,527 1,248,608
Supranationals 9,140,520 9,140,520

Totals $166,022,512 $80,510,098 $25,258,723 $22,705,410 $1,248,608 $36,299,673

Information about the risk that an issuer or other counterparty to an investment will not fulfill its
obligations is provided by the table above.

*The managed pool account (LGIP) is comprised of $26,110,384 in CAMP. This investment is not rated by Moody’s
but is, however, rated AAAm by Standard and Poor’s.

**Portfolio securities rated Baa by Moody’s satisfy the ACWA JPIA Investment Policy minimum rating

requirement with an “A” rating by Fitch.

Fair Value - For the year ended September 30, 2016, JPIA implemented GASB Statement No. 72 (GASB
72), Fair Value Measurement and Application. The primary objective of GASB 72 is to provide guidance
for applying fair value to certain investments and disclosures related to all fair value measurements.
There was no material impact on JPIA's financial statements as a result of the implementation of
Statement No. 72.

GASB 72 requires JPIA to use valuation techniques which are appropriate under the circumstances and
are either a market approach, a cost approach or an income approach. Statement No. 72 establishes a
hierarchy of inputs used to measure fair value consisting of three levels. The fair value hierarchy levels
are summarized below (Source = U.S. Bank’s Summary of Methodology for Assigning Fair Value to
Client Assets):

e Level 1 Inputs — Inputs to the valuation methodology are quoted prices (unadjusted) for identical
assets or liabilities in active markets that a government can access at the measurement date.
An active market for the asset is one in which transactions for the asset occur with sufficient
frequency and volume to provide pricing information on an ongoing basis.
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e Level 2 Inputs — Inputs to the valuation methodology that are observable for an asset/liability
either directly or indirectly (other than quoted prices included within Level 1). They include
quoted prices for similar assets/liabilities in active markets and quoted prices for identical or
similar assets/liabilities in markets that are NOT active.

e Level 3 Inputs — Inputs to the valuation methodology are unobservable and significant to the
fair value measurement. Unobservable inputs reflect the assumptions that market participants
would use in pricing the asset/liability, including assumptions about risk.

The following schedule classifies the JPIA’s security assets at fair value based on hierarchy level as of

September 30, 2018:

Investments by Fair Value Level

Fair Value Measurements Using

Quoted Prices in
Active Markets for
Identical Assets

Significant Other
Observable Inputs

Debt Securities: (Level 1) (Level 2)
U.S. Treasury Obligations $ 43,292,669 $43,292,669

Asset-Backed Securities 15,439,121 $15,439,121
Negotiable Certificates of Deposit 20,676,409 20,676,409
Medium-Term Notes 29,233,064 29,233,064
Commercial Paper 5,000,000 5,000,000
Federal Agency Securities 8,214,185 8,214,185
Municipal Bonds 1,413,934 1,413,934
Supranationals 9,140,520 9,140,520
Totals $132,409,902 $43,292,669 $89,117,233

Pooled investment funds, such as CAMP and LAIF, are subject to fair value measurement, but not to the
fair value hierarchy. For the purpose of the statement of cash flows, the JPIA considers cash in banks
and deposits in LAIF to be cash equivalents and are not presented within the Fair Value disclosures.
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(4) Capital Assets

The following is a schedule of changes in capital assets for the year ended September 30, 2018:

9/30/2017 Additions Transfers 9/30/2018
NON-DEPRECIABLE ASSETS:
Land $ 590,545 $ 0 $ 0 $ 590,545
Undeveloped 0 24,416 0 24,416
Total Non-Depreciable Assets 590,545 24,416 0 614,961
DEPRECIABLE ASSETS:
Building & Improvements 5,336,035 0 0 5,336,035
Furniture & Equipment 593,191 21,897 23,104 638,192
Software 478,141 0 (23,104) 455,037
Total Depreciable Assets 6,407,367 21,897 0 6,429,264
LESS ACCUMULATED DEPRECIATION:
Building & Improvements (1,207,084) (179,073) 0 (1,386,157)
Furniture & Equipment (551,129) (19,095) 0 (570,224)
Software (399,910) (46,353) 0 (446,263)
Total Accumulated Depreciation (2,158,123) (244,521) 0 (2,402,644)
Capital Assets - Net $4,839,789  $(198,208) $ 0 $ 4,641,581
(5) 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 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, 2018. RPAs are
subject to change as the ultimate cost of claims becomes known, investment income is realized, and the
JPIA’s indirect costs are allocated to each policy year. RPA's do not apply to the Employee Benefits
Programs.
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The initial RPA is made at the end of the fourth full year of operations of each the JPIA program. After
that, RPAs represent annual cumulative adjustments to the original premiums (net of prior RPAs, if any)
previously billed and held at the 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.

Beginning with fiscal year 1998-99, the JPIA established a Rate Stabilization Fund for the Liability
Program to help stabilize future RPAs. The JPIA maintains a separate Rate Stabilization Fund for each
member and future RPAs are to flow through the member’s individual Rate Stabilization Fund. When the
balance of a member’s fund exceeds 50% of the current year’s basic liability premium any member that
has a balance over this amount receives a refund for the difference. During the fiscal year 2002-03 the
Rate Stabilization Fund was expanded to include the Property and Workers’ Compensation Programs.

Reconciliation of Claims Liabilities
At September 30, 2018, unpaid losses of $58,126,282 are presented at the net present value of
$57,908,702. These losses are discounted at a rate of 1% for Liability, 1.5% for Workers’ Compensation,

.25% for Property and 0% for Employee Benefits.

The following schedule represents changes in the aggregate liabilities for all programs during the past
year ending September 30, 2018:

Discounted Unpaid Claims and Claim Adjustment

Expenses at Beginning of Fiscal Year $61,149,557
Incurred Claims and Claim Adjustment Expenses:
Provision for Insured Events of the Current Fiscal Year 84,675,172
Increase in Provision of Insured Events of Prior Fiscal Years 5,752,299
Total Incurred Claims and Claim Adjustment Expenses 90,427,471
PAYMENTS:
Claims and Claim Adjustment Expenses Attributable to Insured Events of the
Current Fiscal Year 62,780,358
Claims and Claim Adjustment Expenses Attributable to Insured Events of
Prior Fiscal Years 30,887,968
Total Payments 93,668,326
Discounted Unpaid Claims and Claim Adjustment
Expenses at End of Fiscal Year $57,908,702
Components of Claims Liability:
Provision for Claims (Current) $19,051,173
Claims Reserves 11,633,490
Claims Incurred But Not Reported 24,349,874
Unallocated Loss Adjustment Liability 2,874,165
Total Claims Liability $57,908,702
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Net Position Designations

There are three categories that make up net position: the Catastrophic Reserve (CAT) Fund (includes
the Natural Disaster Fund for the property program), Employee Benefits Fund, and the Rate 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 current years actuarially determined Gross Liability for Unpaid Losses. If a
member has over 99%, a refund is transferred into their Rate Stabilization Fund. If the CAT fund is
underfunded, collections can be transferred from the Rate Fund if the funds are available. The Rate
Stabilization Fund is used to smooth the member's premium billing and refund process. The Employee
Benefits Fund can be used to help reduce premium increases of only that Program when approved by
the Executive Committee.

Net position is designated in the following manner:

September 30, 2018:
Catastrophic (CAT)/Natural Disaster Fund $40,655,988
Employee Benefits Fund 36,730,554
RPA Stabilization Fund 9,079,062
Net Position $86,465,604

Joint Venture

The 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 The JPIA and LAWCX is such that LAWCX is not a component unit of The JPIA for financial
reporting purposes. 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, and Sacramento, CA 95833.

Pension Plan

Plan Description

ACWA JPIA provides pension benefits to its employees through ACWA JPIA’s Miscellaneous Plan (the
Plan), a cost-sharing multiple-employer defined benefit pension plan maintained by CalPERS, an agency
of the State of California. ACWA JPIA had less than 100 active members as of the June 30, 2017
actuarial valuation. As a result, qualified employees are covered under the Miscellaneous 2% at 55 Risk
Pool. CalPERS acts as a common investment and administrative agent for participating public entities
within the State of California. CalPERS issues a publicly available financial report that includes financial
statements and required supplementary information for this plan. This report is available online at
www.calpers.ca.gov.
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The California Legislature passed and the Governor signed the “Public Employees’ Pension Reform Act
of 2013” (PEPRA) on September 12, 2012. PEPRA contained a number of provisions intended to reduce
future pension obligations. PEPRA primarily affects new pension plan members who are enrolled for the
first time after December 2012. Benefit provisions and other requirements are established by State
statute.

Benefits Provided

The benefits for the Plan are established by contract with CalPERS, in accordance with the provisions
of the California Public Employees’ Retirement Law (PERL). The benefits are based on members’ years
of service, age, final compensation, and benefit formula. Benefits are provided for disability, death, and
survivors of eligible members or beneficiaries. To be eligible for service retirement, members must be
at least 50 and have a minimum of five years of CalPERS-credited service. Members after December
2012 must be at least 52 to be eligible for service retirement.

Contributions

Section 20814(c) of the PERL requires employer contribution rates for all public employers be determined
on an annual basis by the actuary and are effective on the July 1 following notice of a change in the rate.
The contributions are determined through the CalPERS’ annual actuarial valuation process. The Plan’s
actuarially determined rate is based on the estimated amount necessary to pay the Plan’s allocated share
of the risk pool’s costs of benefits earned by employees during the year, and any unfunded accrued
liability. ACWA JPIA is required to contribute the difference between the actuarially determined rate and
the contribution rate of employees. ACWA JPIA’s required contribution rate on covered payroll for the
measurement period ended June 30, 2018 (the measurement date) was 8.303% and 6.908% of annual
pay for Classic and PEPRA employees, respectively. Employer contributions rates may change if plan
contracts are amended. Forthe year ended September 30, 2018, the employer contributions to the plan were
$1,431,686, which included an additional elective contribution of $1,070,571 to reduce the Net Pension Liability
(NPL). This additional elective contribution resulted in the Net Pension Liability changing to a Net Pension Asset
as of September 30, 2018.

Pension Liabilities/Assets, Pension Expense and Deferred Outflows/Inflows of Resources Related to
Pensions

ACWA JPIA’s Net Pension Asset (NPA) for the Plan is measured as the proportionate share of the NPL.
The NPL of the Plan is measured as of June 30, 2018 for the year ended September 30, 2018. The total
pension liability (TPL) used to calculate the NPL was determined by an actuarial valuation as of June 30,
2017 rolled forward to June 30, 2018 using standard update procedures. As of September 30, 2018,
ACWA JPIA’s proportionate share of the Plan’s net pension liability (NPL) was ($867,450).

Using ACWA JPIA’s individual employer rate plan’s share of the risk pool TPL and Fiduciary Net Position
(FNP), the proportionate shares of the TPL and FNP at the measurement date are determined for ACWA
JPIA by the actuary. ACWA JPIA’s proportionate share of the net pension liability for the Plan as of June
30, 2017 and 2018 were as follows:

Plan
Proportion - June 30, 2017 .013959%
Proportion - June 30, 2018 (.023017%)
Change (.036976%)

For the year ended September 30, 2018, ACWA JPIA recognized pension expense of $897,024.
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At September 30, 2018, ACWA JPIA reported deferred outflows of resources and deferred inflows of
resources related to pensions from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Differences between expected and actual experience $ 235,176 $ (80,029)
Changes of assumptions 698,774 (171,256)
Net difference between projected and actual earnings on
pension plan investments 30,302
Changes in proportions (960,071)
Changes in proportionate share of contributions (905,947)
Pension contributions subsequent to measurement date 98,780
Total $ 1,063,032 $ (2,117,303)

As of September 30, 2018, the $98,780 reported as deferred outflows of resources related to employer
contributions subsequent to the measurement date will be recognized as an increase to the NPA in the
year ending September 30, 2019. As of September 30, 2018, other amounts reported as deferred
outflows/inflows of resources related to pensions will be recognized as pension expense (benefit) as

follows:
Year Ended
September 30
2019 $ (235,292)
2020 (400,525)
2021 (462,104)
2022 (55,130)

Actuarial Methods and Assumptions
The collective TPL for the June 30, 2018 measurement period was determined by an actuarial valuation
as of June 30, 2017, with update procedures used to roll forward the TPL to June 30, 2018. The collective
TPL was based on the following assumptions:

Actuarial Cost Method Entry-Age Normal
Actuarial Assumptions:
Investment Rate of Return 7.15%
Inflation 2.50%
Salary Increases Varies by Entry Age and Service

Mortality Rate Table("
Derived using CalPERS’ Membership data for all Funds

Post Retirement Benefit Increase . .
Contract COLA up to 2.50% until Purchasing Power

Protection Allowance Floor on Purchasing Power applies

() The mortality table used was developed based on CalPERS’ specific data. The table includes 15
years of mortality improvements using Society of Actuaries Scale 90% of scale MP 2016.
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Changes of Assumptions

In 2018, demographic assumptions and inflation rate were changed in accordance with CalPERS
Experience Study and Review of Actuarial Assumptions December 2017. There were no changes in the
discount rate.

Discount Rate

The discount rate used to measure the total pension liability for PERF C was 7.15%. The projection of
cash flows used to determine the discount rate assumed that contributions from plan members will be
made at the current member contribution rates and that contributions from employers will be made at
statutorily required rates, actuarially determined. Based on those assumptions, the Plan’s fiduciary net
position was projected to be available to make all projected future benefit payments of current plan
members. Therefore, the long-term expected rate of return on plan investments was applied to all
periods of projected benefit payments to determine the total pension liability.

The long-term expected rate of return on pension plan investments was determined using a building-
block method in which expected future real rates of return (expected returns, net of pension plan
investment expense and inflation) are developed for each major asset class.

In determining the long-term expected rate of return, CalPERS took into account both short-term and
long-term market return expectations as well as the expected pension fund cash flows. Using historical
returns of all of the funds’ asset classes, expected compound (geometric) returns were calculated over
the short-term (first 10 years) and the long-term (11+ years) using a building-block approach. Using the
expected nominal returns for both short-term and long-term, the present value of benefits was calculated
for each fund. The expected rate of return was set by calculating the rounded single equivalent expected
return that arrived at the same present value of benefits for cash flows as the one calculated using both
short-term and long-term returns. The expected rate of return was then set equal to the single equivalent
rate calculated above and adjusted to account for assumed administrative expenses.

The table below reflects the long-term expected real rate of return by asset class.

Assumed

Asset Real Return Real Return
Asset Class® Allocation Years 1 -10@  Years 11+
Global Equity 50.00% 4.80% 5.98%
Fixed Income 28.00% 1.00% 2.62%
Inflation Assets 0.77% 1.81%
Private Equity 8.00% 6.30% 7.23%
Real Estate 13.00% 3.75% 4.93%
Liquidity 1.00% -0.92%
Total ~100.00%

@ In the system’s CAFR, Fixed Income is included in Global Debt Securities; Liquidity
is included in Short-term Investments; Inflation Assets are included in both Global
Equity Securities and Global Debt Securities.

@ An expected inflation of 2.00% was used for this period.

©) An expected inflation of 2.92% was used for this period.
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Sensitivity of ACWA JPIA’s Proportional Share of the NPL/NPA to Changes in the Discount Rate

The following presents ACWA JPA’s Proportional Share of the NPL of the Plan as of the June 30, 2018
measurement date, calculated using the discount rate of 7.15%, as well as what ACWA JPA’s
Proportional Share of the NPL would be if it were calculated using a discount rate that is 1 percentage-
point lower (6.15%) or 1 percentage-point higher (8.15%) than the current rate:

Current
Discount Discount Discount
Rate — 1% Rate Rate + 1%
(6.15%) (7.15%) (8.15%)
ACWA JPA’s Proportionate Share of Plan’s
NPL(NPA) $ 2,848,689 $ (867,450) $ (3,935,062)

OPEB

Plan Description

The JPIA has established a retiree healthcare plan that provides other postemployment health benefits
for eligible retired employees, their spouses, surviving spouses, and dependents, through the ACWA
Joint Powers Insurance Authority OPEB Plan (the Plan). The JPIA, through the authorization of their
Board of Directors, elected to establish an irrevocable trust for the Plan through the California Employers’
Retiree Benefit Trust (CERBT) Fund, an agent multiple-employer plan, administered by CalPERS. The
CERBT has pooled administrative and investment functions, while separate employer accounts are
maintained to prefund and pay for health care or other postemployment benefits in accordance with the
terms of the participating employers’ plans. The CERBT offers three investment strategies for employers
to choose from depending on their expected levels of return and volatility. Benefit provisions are
established by the JPIA.

Benefits Provided

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,
surviving spouses and dependent children of participating retirees.

The amount of benefit a retiree receives is based on the following schedule. ACWA JPIA contributes
100% of the cost of coverage for employees who retire with age plus years of service equal to 75 or
more.
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ACWA/JPIA
Age plus Percentage of
Years of Premium
Service Payment
65 50%
66 55%
67 60%
68 65%
69 70%
70 75%
71 80%
72 85%
73 90%
74 95%
75+ 100%

Employees Covered

As of the June 30, 2017 actuarial valuation, the following Inactive and active employees were covered
by the benefit terms under the OPEB Plan:

Inactive employees receiving benefits 15
Inactive employees entitled to but not receiving benefits 0
Participating active employees 49
Total __ 64

Contributions

The JPIA provides benefits on a pay-as-you-go basis, and also makes contributions to the OPEB Trust.
The JPIA’s policy is to prefund their benefits by contributing the full actuarially determined contribution to
the CERBT each year. The JPIA’s employees are not required to contribute to the Plan.
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Net OPEB Asset

The JPIA’s net OPEB asset was measured as of June 30, 2018, and the total OPEB liability used to
calculate the net OPEB asset was determined by an actuarial valuation dated June 30, 2017 that was
rolled forward to determine the June 30, 2018 total OPEB liability, based on the following actuarial
methods and assumptions:

Actuarial Cost Method Entry-Age Normal
Actuarial Assumptions:

Discount Rate 7.28%
Inflation 2.25%
Salary Increases( 3.50%
Investment Rate of Return® 7.28%
Mortality®) CalPERS’ Membership Data
Health care cost trend rates The rate for Post-65 participants is

estimated at 5.00%. The rate for pre-65 is
estimated as shown in the table below.

Year Beginning Increase in Premium Rates
2019 8.00%
2020 7.75%
2021 7.50%
2022 7.25%
2023 7.00%
2024 6.75%
2025 6.50%
2026 6.25%
2027 6.00%
2028 5.75%
2029 5.50%
2030 5.25%

2031 and later 5.00%

() Since benefits do not depend on salary, using an aggregate payroll assumption
for purposes of calculating the service costs results in negligible error.

@ Net of OPEB plan investment expense; includes inflation.
@) The mortality table used was developed based on CalPERS-specific data. The

table includes 20 years of mortality improvements using Society of Actuaries Scale
BB. For more details on this table, refer to the April 2014 experience study report.
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The arithmetic long-term expected rate of return on OPEB plan investments for the next ten years was
provided by JP Morgan. For years thereafter, returns were based on historical average index real returns
over the last 30 years assuming a similar equity/fixed income mix and a 2.26% inflation rate. The target
allocation and best estimates of arithmetic real rates of return for each major asset class are summarized
in the following table:

Long-Term *

Expected
Target Real Rate of
Investment Class Allocation Return
Equity 60.00% 5.49%
Fixed Income 32.00% 1.65%
Real Estate Investment Trusts 8.00% 5.06%

Total 100.00%

*JPMorgan arithmetic Long-Term Capital Market assumptions and expected
inflation of 2.26%.

Discount Rate
Accounting standards for OPEB require a discount rate that reflects the following:

a) The long-term expected rate of return on OPEB plan investments — to the extent that the OPEB
plan’s fiduciary net position (if any) is projected to be enough to make projected benefit payments
and assets are expected to be invested using a strategy to achieve that return;

b) Avyield orindex rate for 20-year, tax-exempt general obligation municipal bonds with an average
rating of AA/Aa or higher — to the extent that the conditions in (a) are not met.

To determine a resulting (blended) rate, the amount of the plan’s projected fiduciary net position (if any)
and the amount of projected benefit payments are compared in each period of projected benefit
payments. The discount rate used to measure the total OPEB liability at June 30, 2018 is based on these
requirements and the following information:

Discount Rate Bond Buyer 20-Bond GO Index

7.28% 3.87%
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Changes in the Net OPEB Asset

The changes in the net OPEB Asset for the OPEB Plan are as follows:

Increase (Decrease)

Net OPEB
Total OPEB Plan Liability
Liability Fiduciary Net (Asset)
(TOL) (a) Position (b) (a)-(b)
Balance at June 30, 2017 $ 6,376,160 $ 7,292,762 *$ (916,602)
Changes recognized for the measurement period:

Service cost 269,165 269,165

Interest on TOL 476,950 476,950

Contributions—employer 221,901 (221,901)

Actual investment income 580,525 (580,525)

Differences between expected and actual

experience (11) (11)

Benefit payments (190,988) (190,988)

Administrative expense (3,795) 3,795
Net changes 555,116 607,643 (52,527)
Balance at June 30, 2018 (Measurement date

June 30, 2018) $ 6,931,276 $§ 7,900,405 $  (969,129)

*With the implementation of GASB 75 the valuation of the Net OPEB Asset of $916,602 as of June 30,
2017 was adjusted from the OPEB Prepaid beginning balance of $2,283,015 by expensing $1,366,413.

Sensitivity of the JPIA’s Net OPEB Asset to Changes in the Discount Rate

The following presents the net OPEB asset of the JPIA, as well as what the net OPEB asset would be if
it were calculated using a discount rate that is 1 percentage-point lower or 1 percentage-point higher
than the current rate:

Discount Current Discount
Rate —1% Discount Rate +1%
(6.28%) Rate (7.28%) (8.28%)

Net OPEB Asset $ 31,836 $ 969,129 $ 1,760,583

Sensitivity of the JPIA’s Net OPEB Asset to Changes in the Healthcare Cost Trend Rates

The following presents the net OPEB asset of the JPIA, as well as what the net OPEB asset would be if
it were calculated using a healthcare cost trend rate that is 1 percentage-point lower or 1 percentage-
point higher than the current rate:

Trend Rate Health Care Trend Rate
-1% Trend Rate +1%

Net OPEB Asset (liability) $ 1,853201 $ 969,129 $  (98,979)
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OPEB plan fiduciary net position

Detailed information about the Plan’s fiduciary net position is available on CalPERS’ website in an annual
report titled “California Employers’ Retiree Benefit Trust, Agent Multiple-Employer Other
Postemployment Benefits Plan, and Schedule of Changes in Fiduciary Net Position by Employer.”
Additionally, CalPERS annually issues a Comprehensive Annual Financial Report which includes the
CERBT fund’s financial information.

Recognition of Deferred Outflows and Deferred Inflows of Resources

Gains and losses related to changes in total OPEB liability and fiduciary net position are recognized in
OPEB expense systematically over time.

Amounts are first recognized in OPEB expense for the year the gain or loss occurs. The remaining
amounts are categorized as deferred outflows and deferred inflows of resources related to OPEB and
are to be recognized in future OPEB expense.

The recognition period differs depending on the source of the gain or loss:

Net differences between projected and actual
earnings on OPEB Trust investments 5 years

All other amounts Expected average remaining service
lives (EARSL) of plan participants

OPEB Expense and Deferred Outflows/Inflows Related to OPEB

For the year ended September 30, 2018, the JPIA recognized OPEB expense of $204,594. The prior
year OPEB prepaid (recorded in compliance with GASB 45) was transitioned to GASB 75 by recording
the 2018 OPEB valuation amount. The prior year was calculated by management and not deemed to
have a material impact on the financial statements and was not restated and the effects of implementation
were recognized in the current year. At September 30, 2018, the JPIA reported deferred outflows of
resources and deferred inflows of resources related to OPEB from the following sources:

Deferred Deferred
Outflows Inflows of
of Resources
Resources
OPEB contributions subsequent to measurement date $ 35283 $ 0
Differences between expected and actual experience 10
Net difference between projected and actual earnings on OPEB plan
investments 38 914
Total $ 35283 $ 38,924
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The $35,283 reported as deferred outflows of resources related to contributions subsequent to the
June 30, 2018 measurement date will be recognized as an increase in the net OPEB Asset during the
fiscal year ending September 30, 2019. Other amounts reported as deferred outflows/inflows of
resources related to OPEB will be recognized as OPEB expense as follows:

Fiscal Year
Ended
September 30

2019 $ 9,729
2020 9,729
2021 9,729
2022 9,729
2023 3

Thereafter 5

(12) Deferred Compensation Plan

The 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 the JPIA’s property and are not subject to its control, they have been excluded from these financial
statements.
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(1

(2)

ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

Notes to Required Supplementary Information
Year Ended September 30, 2018

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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ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

SCHEDULE OF CHANGES IN THE NET OPEB ASSET
AND RELATED RATIOS
for the Measurement Periods Ended June 30,
LAST 10 YEARS*

TOTAL OPEB LIABILITY

Service cost
Interest

Differences between expected and actual experience

Benefit payments

NET CHANGE IN TOTAL OPEB LIABILITY

TOTAL OPEB LIABILITY, Beginning

TOTAL OPEB LIABILITY, Ending (a)

PLAN FIDUCIARY NET POSITION
Contributions—employer

Net investment income
Benefit payments
Administrative expense

NET CHANGE IN PLAN FIDUCIARY NET POSITION

PLAN FIDUCIARY NET POSITION, Beginning

PLAN FIDUCIARY NET POSITION, Ending (b)

NET OPEB LIABILITY (ASSET), Ending (a) - (b)

Plan fiduciary net position as a percentage of the total OPEB liability

Covered-employee payroll

Net OPEB asset as a percentage of covered-employee payroll

Notes to Schedule:

During the measurement period ended June 30, 2018, the Plan was amended to provide the coverage to surviving spouses.

* Fiscal year 2018 was the 1st year of implementation, therefore only one year is presented.
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$ 269,165
476,950

(11)

(190,988)
555,116

6,376,160
6,931,276
221,901

580,525
(190,988)

(3,795)
607,643

7,292,762
7,900,405

§  (969.129)
113.98%

$ 4,470,013

-21.68%



ASSOCIATION OF CALIFORNIA WATER AGENCIES
JOINT POWERS INSURANCE AUTHORITY

SCHEDULE OF CONTRIBUTIONS NPL
AS OF JUNE 30,
LAST 10 YEARS*

201
Actuarial determined contribution $ 221,901
Contributions in relation to the actuarially determined contribution (221,901)
Contribution deficiency (excess) 0
Covered-employee payroll 4,470,013
Contributions as a percentage of covered-employee payroll 4.96%

Notes to Schedule:
Actuarial methods and assumptions used to set the actuarially determined contributions for Plan Year 2018 were
from the June 30, 2017 actuarial valuation.

Methods and assumptions used to determine contributions:

The discount rate for determining the actuarially determined contribution has been set based on the assumption
that assets will be sufficient to cover all future benefit payments under the plan, and that the employer will
annually make contributions equal to the actuarially determined contribution.

For additional methods and assumptions refer to note 10 of the financial statements.

* Fiscal year 2018 was the 1st year of implementation, therefore only one year is presented.

The accompanying notes are an integral part of these financial statements.
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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 POSItioNn...... ... 51
Statements of Revenues, Expenses and Changes in Net Position....................... 52
ReVveNUES DY Program. ... ..o e 53
EXpenses by Program.........c.oooiiiiiii e 54
Schedule of Rate Stabilization Fund Activity............coooiii 55

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
EconNOmIiC StatistiCs........ooiei i 56
Demographic StatiStiCSs. ... ..o 57
Covered Payrolls/Property Values. ..........ouvuiuiiiiie 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,
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GILBERT

Relax. We got this.®™

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

Independent Auditor’s Report

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 financial statements of the Association of
California Water Agencies Joint Powers Insurance Authority (ACWA JPIA), which comprise the
statement of net position as of September 30, 2018, and the related statement of revenues, expenses, and
changes in net position and of cash flows for the year then ended, and the related notes to the financial
statements, which collectively comprise ACWA JPIA’s basic financial statements, and have issued our
report thereon dated March 22, 2019.

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 opinion 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 entity’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.
2880 Gateway Oaks Drive, Suite 100, Sacramento, CA 95833
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether ACWA JPIA’s financial statements are free
from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, and contracts 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.

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 entity’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 entity’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

GILBERT ASSOCIATES, INC.
Sacramento, California

March 22, 2019
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