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Date: June 19, 2013
To: ABAG PLAN Board of Directors
From: ABAG PLAN Executive Committee

Subject: PLAN Administration Fund — 2013-14 FY Budget
Recommendation:

The Executive Committee recommends that the Board of Directors approve the PLAN
Administrative Budget for FY 2013/14. The 2013/14 budget reflects total expenditures
of $2,983,320, an increase of $168,994 (6%) from prior year. The proposed budget is
aligned with the Actuary report and assumes the collection of only $2,850,000 in Admin
Fund revenue during the period, unchanged from prior year. The FY budget deficit will
be offset by the current PLAN Administrative Fund surplus.

The Executive Committee also recommends:

a. PLAN achieve a balanced budget in the next fiscal budget cycle.
b. PLAN develop additional options to reduce overall administrative expenses.
c. PLAN conduct an RFQ for contracted TPA claims administration services.

Attachments

1. Staff report to Finance Committee — 2012 Audited Financial Statements and
Memorandum of Internal Controls

2012 Audited Financial Statements and Memorandum of Internal Controls

Staff report to Finance Committee — Financial/lnvestment Reports — March 2013
Investment Reports

Staff report to Finance Committee — Quarterly Variance Report — Admin Fund 3Q
Staff report to Finance Committee - Administrative Fund Preliminary Budget
Liability/Admin Funding Spreadsheet with Comparison

Property Funding Spreadsheet with Comparison
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ASSOCIATION OF BAY AREA GOVERNMENTS

Representing City and County Governments of the San Francisco Bay Area

ABAG P L AN
C ORPORATI!ON

TO: PLAN Finance Committee
FM: Herbert Pike, Chief Financial Officer

RE: 2012 Audited Financial Statements and Memorandum on Internal Control

We are happy to present the audited Basic Financial Statements and Memorandum on Internal
Control for the fiscal year ended June 30, 2012.

The auditors expressed a clean opinion on the Basic Financial Statements and made no
adjustments other than the usual market value adjustments for PLAN’s investments. PLAN
follows the practice of maintaining investments at amortized cost basis internally. Market values
are reflected on audited financial statements in order to comply with GASB requirements. The
auditors also did not uncover any material weaknesses in internal control as a result of their audit
work. There were no reportable conditions identified in the auditors’ Memorandum on Internal

Control.

Key 4-year financial information of PLAN ($°000):

6/30/12 6/30/11 6/30/10 6/30/09
Total assets $45,142 $47,150 $50,437 $48,715
Above-deductible claims 5,583 6,988 3,808 1,651
Claim reserves 23,742 20,011 18,023 16,329
Net assets 20,465 26,533 31,796 31,355

The Above-deductible claims in FY 11-12 were lower than the prior year. The largest claim
payout was for $2.1 million for a Police Liability claim. PLAN also experienced three very large
bodily injury claims in the current fiscal year with settlement payments of $876 thousand, $645
thousand and $700 thousand, respectively. The increase in Claim reserves reflects an increase in
the severity of recent and prospective claim activity.
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Representing City and County Governments of the San Francisco Bay Area
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C ORPORATION

Total Net Assets decreased by $6.1 million in fiscal year 2012 to a new total of $20.5 million at
June 30, 2012. Confidence level for the pool remains well above 90% as of June 30, 2012. We
attribute this to the pool’s strong equity position which is primarily the result of the Board’s
foresight in holding back equity distributions in recent years and the significant investment in
loss prevention programs.

Staff Recommendation
Staff recommends these reports be approved by the Finance Committee and forwarded to the full

Board for consideration at their Annual Meeting.

Cakland, California 9460
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INDEPENDENT AUDITOR’S REPORT

Board of Directors
ABAG PLAN Corporation
Oakland, California

We have audited the accompanying financial statements of each major fund of the ABAG Pooled Liability
Assurance Network Corporation (PLAN) as of and for the year ended June 30, 2012, which collectively
comprise PLAN’s basic financial statements as listed in the Table of Contents. These financial statements
are the responsibility of PLAN’s management. Our responsibility is to express opinions on these financial
statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance as to
whether the financial staternents are free of material misstatement. An audit includes examining on a test
basis evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of each major fund of PLAN as of June 30, 2012 and the respective changes in
{inancial position and cash flows for the year then ended, in conformity with generally accepted accounting
principles in the United States of America.

Accounting principles generally accepted in the United States of America require that Management’s
Discussion and Analysis and Ten-Year Claims Development Information be presented to supplement the
basic financial statements. Such information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational, economic or
historical context.” We have applied certain limited procedures to this information in accordance with
generally accepted auditing standards in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and coraparing 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.

'f‘qt/g/vbﬂwltb

December 14,2012

T 925.930.0902
Accountancy Corporation r 925.030.0135
3478 Buskirk Avenus, Sulte 215 & maze@mazeassoclates.com

Pleasant Hlll, CA 94523 W mazeassoclates.com



MANAGEMENT’S DISCUSSION AND ANALYSIS

The ABAG PLAN Corporation (PLAN) has issued the financial reports for fiscal year ending
June 30, 2012 based on the provisions of the Government Accounting Standards Board
Statement 34, “Basic Financial Statement and Management’s Discussion & Analysis—for
Statc and Local Governments,” (GASB 34). One of the most significant requirements of
GASDB 34 is for government entities to prepare financial reports using the full accrual basis of
accounting. Since PLAN has always been using this method of accounting, changes in its
financial reports are primarily in the format of prescntation.

GASB 34 requires PLAN to provide an overview of financial activities in the fiscal year and
it should be read in conjunction with the accompanying financial statements.

OVERVIEW OF BASIC FINANCIAL STATEMENTS

The Basic Financial Statements required under GASB 34 include:

(1) Statement of Net Assets—provides information about the financial position of PLAN,
including assets, liabilities and net assets. The difference between this statement and
the traditional Balance Sheet is that met assets (fund equity) are shown as the
difference between total assets and total liabilities.

(2) Statement of Activities—presents revenues, expenses and changes in net assets for
the fiscal year. It differs with the traditional Statement of Revenues and Expenses in
that revenues and expenses directly attributable to operating programs are presented
separately from investment income and financing costs.

(3) Statement of Cash Flows—provides itemized categories of cash flows. This
statement differs from the traditional Statement of Cash Flows in that it presents
itemized categories of cash in flows and out flows instead of computing the net cash
flows from operation by backing out non-cash revenues and expenses from net
operating income. In addition, cash flows related to investments and financing

activities are presented separately.
FISCAL YEAR 2012 FINANCIAL HIGHLIGHTS
PLAN’s financial highlights for the fiscal year include the following:

e Total assets at June 30, 2012 were $45.1 million. At June 30, 2011, fotal assets were
$47.2 million.

o Total revenues, including program and general revenues, were $9.1 million in FY
2012, while total expenses were $15.2 million.

e Total net assets decreased by $6.1 million in FY 2012 to a new total of $20.5 million
at June 30, 2012.

o General Liability program operating revenues were $5.1 million in FY 2012, while
Property Liability operating revenues were $992 thousand and Administration
operating revenues were $2.6 million.



e General Liability program operating expenses were $11.2 million in FY 2012, while
Properly Liability operating expenses were $1.2 million and Administration operating

expenses were $2.7 million.

e General revenues, comprising investment income, totaled $450 thousand in FY 2012,
of which $423 thousand and $27 thousand were allocated to General Liability and
Property Liability funds respectively (see Investment Activities below).

o General Liability net assets were $19.1 million at June 30, 2012, while Property
Liability net assets were $1.1 million and Administration net assets were $244

thousand at that date.
CLAIMS SETTLEMENT AND RESERVES FOR CLAIMS

Above-deductible Geperal Liability claims paid totaled $6.1 million in FY 2012 compared to
$6.6 million during FY 2011. In FY 2012, the largest claim payout was for $2.1 million for a
Police Liability Claim. PLAN also experienced three very large bodily injury claims this
period with settlement payments of $876 thousand, $645 thousand and $700 thousand,
respectively. The reserve level for claims was increased to $23.5 million in FY 2012 from
$19.9 million in FY 2011. The increase in reserves reflects an increase in the severity of
recent and prospective claim activity. PLAN paid losses have exceeded actuarial expected

losses for the prior two fiscal years.

Above-deductible Property claims paid during FY 2012 amounted to $335 thousand.
Liability reserve for Property claims were $250 thousand at June 30, 2012, and the reserves
continue to be carefully analyzed and are capped at the PLAN aggregate stop loss limit..

INVESTMENT ACTIVITIES

As required by GASB, PLAN reports its investments at fair value. At June 30, 2012, PLAN
has $3.1 million invested in the Local Agency Investment Fund (LAIF), $34.7 million in
federal agency securities, and $5.0 million in corporate notes. With fair market value
adjustments, the investment portfolio realized total earnings of $449 thousand. The overall
average yield was 2.06% excluding adjustments for fair value.

The change in market values of PLAN’s investment portfolio between June 30, 2011 and
June 30, 2012 was insignificant. With the exception of PLAN’s investment in LAITF, all
other investments are fixed income securities. The market value of a fixed income security
falls during periods of rising interest rates, and increases when interest rates decline. It is
PLAN’s investment objective to hold all its securities to maturity, and therefore, temporary
unrealized gains and losses have no real financial significance for the pool. As all securities
in PLAN’s investment portfolio are highly rated, they are generally regarded as safe
investments that will mature at their full face values.

MAJOR PROGRAM INITIATIVES IN FY 2012 AND OUTLOOK FOR FY 2013
In response to the litigation and land development claim settlements (inverse condemnation)

incurred in FY 2008, the Board of Directors of PLAN approved a revised Memorandum of
Coverage effective July 1, 2008 designed to prevent and reduce such exposure, On February



2, 2010, a resolution was adopted auihorizing implementation of the Inverse Tail Claim
Program (1'TC Program) with the following components: Set aside of Seven Million Dollars
($7,000,000) from the ABAG PLAN Program “Self-Insurance Retention Fund” for the
purposc of funding the ITC Program; how said claims affect a member’s experience
modification factor from the date the claim is tendered to PLAN for five years; set a final
date for members to submit claims under the ITC Program to June 30, 2013; set a cap in ITC
payments of $1 million per member; and other specific limitations. The ITC exposure
continues to be effectively managed.

During FY 2012, PLAN will continue to work on customizing the claim reporting system to
meet the specific reporting needs of ABAG PLAN and its members. During FY 2012,
PLAN released a fully automated deductible billing platform. The iVOS system has been
enhanced to allow members to have on-line access via a guest link to review claims
information as it relates to deductible invoicing and recovery.

In FY 2013, PLAN will continue to offer its members $25 million in general liability
coverage which includes an excess insurance policy with a limit of $20 million. The
property program has completed property appraisals and boiler inspections for key facilities
and an Earthquake PML study is planned in FY 2013PLAN will also continue to focus on
collection (subrogation) of property damage losses from responsible third parties. Our
recovery efforts continue to realize significant financial savings against property losses in the
past.

During FY 2012, PLAN offered and will continue to offer in FY 2013 the following loss
prevention programs:

o The Best Practices program offers special credits for consulting and training
resources as incentives for implementing recommended practices.

o The Police Risk Management program offers up to $25,000 per jurisdiction to
qualified members.

o The Defensive Driving program offers the latest training to all member staff,
including police and other emergency personnel.

o The Sewer Smart Program website; www.sewersmart.org. PLAN will continue to
focus on aggressive Risk Management Best Practices for Sewer and Storm Water
management systems for member agencies.

CONTACTING PLAN’S FINANCIAL MANAGEMENT

The Basic Financial Statements are intended to provide PLAN members, citizens, creditors
and other interested parties a general overview of PLAN’s finances. Questions about these
statements should be directed to ABAG PLAN Corporation, 101 Eighth Street, Oakland, CA
94607.



ABAG PLAN CORPORATION
STATEMENT OF NET ASSETS

JUNI; 30, 2012
General Propesty
Liability Liability Adminigtration
Fund Fund Tund Total
ASSETS
Current Assets:
Cash and Cush Equivalents (Note 2) $1,533,654 $1,332,921 $469,800 $3,336,375
Investmenfs, at Fair Value (Note 2) 39,761,612 39,761,612
Total Cash and Investments 41,295,266 1,332,921 469,800 43,097,987
Receivables:
Due from Members 1,309,845 50 61 1,309,956
Inicrest 316,607 316,607
Total Current Assets 42,921,718 1,332,971 469,861 44,724,550
Noncument Assets:
Due from ABAG 40,000 40,000
Capilal Asscts, Net of
Accumulated Depreciation (Note 4) 377,312 377,312
Total Noncurrent Assets 377,312 40,000 417,312
Total Assels 43,299,030 1,332,971 509,861 45,141,862
LIABILITIES
Current Lisbilities:
Accounts Payable and Accrued Liabilities 669,595 265,735 935,330
Reserves for Claims and Claim Adjustment Bxpenses (Note 3) 2,044,000 242,500 2,286,500
Reserves for Unallocated Loss Adjustment Expeases (Note 3) 7,500 7,500
Total Current Liabilities 2,713,595 250,000 265,735 3,229,330
Noncurreat Liabilities (Note 3):
Reserves for Claims and Claim Adjustment Expenses 19,101,000 19,101,000
Reserves for Unallocated Loss Adjustment Expenses 2,347,000 2,347,000
Total Noncurrent Liabilities 21,448,000 21,448.000
Total Liabilities 24,161,595 250,000 265,735 24,677,330
NET ASSETS (Note 5)
Invested in Capital Assets 377,312 377,312
Unrestricted 18,760,123 1,082,971 244,126 20,087,220
Total Net Assets $19,137,435 $1,082,971 $244,126 $20!464!532

See accompanying notes fo basic finencial statements
¢



ABAG PLAN CORPORATION
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2012

General Property
Liability Liability Administration
Fund Fund Fund Total
PROGRAM REVENUES
Premiums from Members:
General Liability $5,118,459 $5,118,459
Administration $2,550,000 2,550,000
Property Insurance $992,209 992,209
Total Program Revenues 5,118,459 992,209 2,550,000 8,660,668
PROGRAM EXPENSES
Provision for Claims and Claim Adjustment Expenses (Note 3) 8,879,310 427,036 9,306,346
Property Insurance Coverage 801,967 801,967
Excess Insurance Coverage 634,259 15,491 649,750
Depreciation 46,620 46,620
Management and Administration 2,766 2,440,126 2,442,892
Loss Prevention Programs 1,647,529 1,647,529
Contract Services 271,819 271,819
Other Expenses 350 11,887 12,237
Total Program Expenses 11,210,834 1,229,003 2,739,323 15,179,160
Net Program Operating Loss (6,092,375) (236,794) (189,323) (6,518,492)
GENERAL REVENUE
Investment Income 422,813 27,001 449,814
Total General Revenue 422,813 27,001 449,814
CHANGES IN NET ASSETS (5,669,562) (209,793) (189,323) (6,068,678)
BEGINNING NET ASSETS 24,806,997 1,292,764 433,449 26,533,210
ENDING NET ASSETS $1 9! 137!435 $1,082,971 $244,126 $20,464,532

See accompanying notes to basic financial statements




ABAG PLAN CORPORATION
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2012

CASH FLLOWS FROM OPERATING ACTIVITIES
Receipts from members
Payments for insurance and contract services
Payments to ABAG
Claims paid
Other payments
Net cash flows from (used by) opesating activities

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES

Purchases of capital assets
Net cash flows from (used by) capital and related financing activities
CASH FLOWS FROM INVESTING ACTIVITIES

Procecds from investments
Interest received

Net cash flows from investing activities
Net cash flows
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS AT END OF YEAR

RECONCILIATION OF OPERATING LOSS TO NET CASH FLOWS FROM

OPERATING ACTIVITIES:
Operating income (loss)

Adjustments to reconcile operating loss to

cash flows from operating activities:

Depreciation

Change in assets and liabilities:
Receivable from members
Paynbles
Reserves for claims and claim adjustment expenses
Reserves for unallocated loss adjustment expenses

Net cash flows from operating activities

See accompanying notes to basic financial statements

General Property
Liability Liability Administration
Fund Fund Fund Tolal
$4,419,660 $992,209 42,509,939 $7,921,808
(1,941,952) (801,967) (287,310) (3,031,229)
(2,766) (2,443,304)  (2,446,070)
(5248,310)  (334,536) (5,582,846)
(350) (11,887) (12,237)
(2,773,718) (144294) (232,562) (3,150,574)
(15,000) (15,000)
(15,000) (15,000)
801,296 801,296
421,027 27,001 448,028
1,222,323 27,001 1,249,324
(1.566,395) {117,293) (232,562)  (1,916,250)
3,100,049 1,450,214 702,362 5,252,625
$1,533,65¢  $1,332,921 $469,800 $3,336,375
(36,092,375)  ($236,794) ($189,323)  ($6,518,492)
46,620 46,620
(698,799) (40,061) (738,860)
339,836 (3,178) 336,658
3,269,000 92,500 3,361,500
362,000 362,000

(82,773,718) _ ($144,294) ($232,562) _ (33,150,574)



ABAG PLAN CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
For The Year Ended June 30, 2012

rNOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING YOLICIES l

A

Description and Programs

The ABAG Pooled Liability Assurance Network Corporation (PLAN) is a non-profit public benefit
corporation creafed by the Association of Bay Area Governments (ABAG) to provide a pooled
approach for liability coverage for a number of Bay Area cities as allowed under the California
Govemment Code. The purpose of PLAN is to operate and maintain a joint program for liability
and property damage protection for the member agencies. PLAN is govemed by a Board of
Directors comprising officials appointed by each member agency. The activities of PLAN include
setting and collecting premiums, administering and paying claims and related expenses, investing

~ PLAN’s assets, and offering loss prevention programs.

ABAG assists PLAN by providing administrative, accounting and clerical support. PLAN paid
ABAG $2,505,818 for these services and $251,966 for contract services in the fiscal year ended
June 30, 2012, Of these services, $265,535 was due to ABAG at June 30, 2012.

The members of PLAN must be members of ABAG, but not all ABAG members are members of
PLAN. For that reason, PLAN is not a component unit of ABAG.

Basis of Presentation

PLAN’s Basic Financial Statements are prepared in conformity with accounting principles
generally accepted in the United States of America. The Government Accounting Standards
Board is the acknowledged standard setting body for establishing accounting and financial
reporting standards followed by governmental entities in the United States of America.

These Standards require that the financial statements described below be presented.

The Statement of Net Assets and the Statement of Activities display the overall financial activities
of PLAN’s programs. These statements display the business-fype activities of PLAN that are
financed in whole or in part by fees charged to external parties.

The Statement of Activities presents a comparison between direct expenses and program revenues
for each function of PLAN’s business-type activities. Direct expenses are those that are specifically
associated with a program or function and, therefore, are clearly identifiable to a particular finction.
Program revenues include (a) charges paid by the recipients of goods or services offered by the
programs, (b) grants and contributions that may be received and are restricted to meeting the
operational needs of a particular program and (c) fees, grants and contributions that may be
received and are restricted to financing the acquisition or construction of capital assets. Revenues
that are not classified as program revenues are presented as general revenues.



" ABAG PLAN CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
For The Year Ended June 30, 2012

[NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) |

C

Major Funids

Major funds are defined as funds that have cither assets, liabilities, revenues or expenses equal to at
Ieast ten percent of their fund-type total and five percent of the grand total.

PLAN rcported all its enterprise funds as major funds in the accompanying financial statements:

Genexal Liability Fund — this fund accounts for revenues and expenses for the general liability
program for its participating members.

Property Liability Fund — this fund accounts for revenues and expeases for the property liability
program for its participating members.

Administration Fund — this fund accounts for revenues and expedses for management and
administration activities of PLAN.

Basis of Accounting

PLAN accounts for all transactions in enterprise funds, which are separate sets of self-balancing
accounts that comprise asgets, liabilities, net assets, revenues and expenses. All transactions are
accounted for on the accrual basis, which means that expenses are recorded when the liability is
incurred and revenues are recorded when earned, rather than when cash changes hands.

Since PLAN operates proprietary activities, which are usually thought to be business-type
activities, applicable statements and interpretations of the Financial Accounting Standards Board
(FASB) issued before November 30, 1989 may apply unless they conflict with or contradict
GASB pronouncements. PLAN has elected not to apply FASB pronouncements issued after

November 30, 1989.

Premivms from Members - Each member is assessed a premium which is intended to cover PLAN’s
claims, operating costs and claims setflement expenses. Premiums are based on an actuarially
determined estimate of the probable losses and expenses attributable to a policy year. Additional
cash contributions may be assessed on the basis of adverse loss experience. Refimds to members
may be made if funds are determined to be in excess of the desired confidence level. All premiuns
are recognized as revenues when eamed, based on the period covered by the premium.

Losses and Claims - PLAN establishes claim liabilities based on estimates of the ultimate cost of
claims (including fiture claims settlement expenses) that have heen reported but not settled, and
based on estimates of claims that have been incurred but not reported (IBNR). Because actual
claim costs can be affected by such complex factors as inflation, changes in legal costs and damage
awards, claim liabilities are recommitted periodically using a variety of actuarial and statistical
techniques to produce current estimates. The calculation of estimated future claims costs is based
on actual historical data that reflect past inflation and other factors that are considered to be
appropriate modifiers of past experience. Adjustments to claim liabilities are charged or credited to
expense in the periods in which they are made.

10



ABAG PLAN CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
¥or The Year Ended June 30, 2012

NOTYE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) I

PLAN has a multi-level risk sharing arrangement. Each member assumes its own losses up to its
reention level. Losses in excess of the self-insured retention are paid oul of a central pool
maintained by PLAN for the pooled layers of coverage. This central pool is funded by premiums
from all members.

PLAN purchases excess insurance policies to provide coverage for its members’® exposure to
Tosses in excess of the liability pool’s $5 million limit and the property poo¥’s $100,000 limit.
Excess liability insurance provides a total of $20 million (above the $5 million PLAN layer) in
liability coverage and excess property insurance pays claims up to the replacement cost of
damaged property, subject to the terms of the policies. Premiums paid for excess insurance
during the year ended June 30, 2012 amounted to $1,436,226.

Risk Sharing - PLAN is a “risk sharing” program which pools risks and funds and shares in the cost
of losses. Losses and expenses are paid from the liability and property pools up fo the limit of
coverage subject to the self-insured retention.

Each year, PLAN evaluates the pools’ financial risk position, defined as contributions less
expenses, claim reserves and incurred-but-not-reported (IBNR) claims. If the events of the year
result in a negative risk position, the members’ annual assessments may be increased in subsequent

years.
E. Estimates

PLAN’s management has made a number of estimates and assumptions relatmg to the reporting
of assets and liabilities and revenues and expenses and the disclosure of contingent liabilities to
prepare these financial statements in conformity with Generally Accepted Accounting Principles
(GAAP). Actual results could differ from those estimates.

11



'ABAG PLAN CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
For The Year Ended June 30, 2012

NOTE 2 - CASH AND INVESTMENTS |

Cash and invesiments consist of the following at June 30, 2012:

Cash and
Cash
Equivalents Investments Total
Cash in Banls $281,381 $281,381
Local Agency Investment Fund 3,054,994 3,054,994
U.S. Agency Obligations:
Federal Home Loan Bank $8,139,700 8,139,700
Federal Loan Mortgage Corporation 8,105,670 8,105,670
Federal National Mortgage Association 18,473,502 18,473,502
Corporate Notes:
Citigroup Funding 2,900,740 2,000,740
General Blectric Capital Corporation 3,042,000 3,042,000
Total Cash and Investments $3,336,375 $39,761,612 $43,097,987

A. Aunthorized Investments by PLAN

PLAN’s Investment Policy and the California Government Code allow PLAN to invest in the
following, provided the credit ratings of the issuers are acceptable to PLAN.

Maximum Maximum
Maximum Minimum Credit  Percentage of  Investment In

Authorized Investment Type Maturity Quality Portfolio One Issuer
U.S. Treasury Obligations 7 years (E) N/A None None
U.S. Agency Securities 7 years (B) N/A Noue, (A) None
Bankers Acceptances 180 days AlP1 25% 10%
Commercial Paper 270 days Al/P1/F1 10% 10%
Medium Term/Corporate Noles 5 years AA 10% 10%
Negotiable Certificates of Deposit 2 years AA/A1 30% 10%
Time Certificates of Depasit 1 years D) 10% 10%
Money Market Mutual Funds N/A AAA or(B) 10% 10%
California Local Agency Investment Fund N/A N/A Noae, (C) None

(A) Maximum Jimit of 20% of the investment portfolio in mortgage-backed securities.
(B) ABAG PLAN can also purchase money market funds managed by a manager with a minimom 5
year history and $500 million under management.
(C) LAIF has a limit of $50 million.
(D) Financial institution must have received a minimum overall satisfactory rating for meeting the credit needs

for California Communities in its most recent evaluation.
(B) The Board approved investment policy allows maximum maturity of 7 years, which is longer than the 5 years

as speoified in the Government code.

12




" ABAG PLAN CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
For The Year Ended June 30, 2012

NOTE 2 - CASII AND INVESTMENTS (Continued)

|

B.

Interest Rafe Risk

Interest rate risk is the potential adverse effect resulting from changes in market interest rates on
the fair value of an investment. Generally, the longer the maturity of an investment, the greater

is the sensitivity of its fair value to changes in market interest rates.

The sensitivity of the fair values of PLAN’s investments to market interest rate fluctuations can
be analyzed by the following distribution of PLAN’s cash and investments by maturity which has

been prepared using stated maturity date or callable dates, if applicable:

12 Months or 13 to 24
Cash and Investments less Months Total
U.S. Agency Obligations:
Federal Home Loan Bank $6,031,000 $2,108,700 $8,139,700
Federal Home Loan Mortgage 8,105,670 8,105,670
Federal National Mortgage Association 14,365,342 4,108,160 18,473,502
Corporate Notes:
Citigroup Funding 2,000,740 2,000,740
General Electric Capital Corporation 3,042,000 3,042,000
Subtotal Investments 33,544,752 6,216,860 39,761,612
Cash and Cash Equivalents:
Cash in Banks 281,381 281,381
Local Agency Investment Fund 3,054,994 3,054,994
Subtotal Cash and Cash Equivalents 3,336,375 3,336,375
Total Cash and Investments $36,881,127 $6,216,860  $43,097,987

As of year end, the weighted average maturity of the investments in the LAIF investment pool is

approximately 268 days.
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ABAG PLAN CORPORATION

NOTES TO BASIC FINANCIAL STATEMENTS
For The Year Ended June 30,2012

NOTE 2 - CASH AND INVESTMENTS (Continued) |

C

Credit Risk

Credit risk is the risk of failure of an issuer of an investment in fulfilling its obligation to the
holder of the investment. Presented below is the actual rating by Moody’s as of June 30, 2012

for each investment type:

Local Agency Investment Fund
U.S. Agency Obligations
Federal Home Loan Bank
Federal Loan Mortgage Corporation
Federal National Mortgage Association
Corporate Notes
Citigroup Funding
General Electric Capital Corporation

Total

Concentration of Credit Risk

Rating at year cnd

Ana(A) Al (B) Total
$3,054,994
$8,139,700 8,139,700
8,105,670 8,105,670
18,473,502 18,473,502
2,000,740 2,000,740
$3,042,000 3,042,000
$36,719,612 $3,042,000 $42,816,606

(A) One corporate note is insured by the Federal Depository Insurance Corporation (FDIC). The total is $2,000,740.
(B) Credit Rating based on Moody's rating.

PLAN’s investment policy contains no limitations on the amount that can be invested in any one
issuer beyond that stipulated by the California Government Code. Investments in any one issuer,
other than U.S. Treasury securities, mutual funds, and external investment pools that represent
5% or more of total investments, are as follows at June 30, 2012:

Issuer Investment Type Amount
Federal Home Loan Bank Federal Agency Securities $8,139,700
Federal Home Loan Mortgage Corporation Federal Agency Securities 8,105,670
Federal National Mortgage Association Federal Agency Securities 18,473,502
General Electric Capital Corporation Corporate Note 3,042,000




ABAG PLAN CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
For The Year Ended June 30, 2012

NOTL 2 - CASH AND INVESTMENTS (Continued) |

E.

F.

G.

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository
financial institution, PLAN may not be able 1o recover its deposits or collateral sccurities that are
in the possession of an outside party. Under California Government Code Section 53651,
depending on specific types of eligible securities, a bank must deposit eligible securitics posted
as collateral with its agent having a fair value of 105% to 150% of the public agency’s deposit.
All of PLAN’s deposits are either insured by the Federal Depository Insurance Corporation
(FDIC) or collateralized with pledged securities held in the trust department of the financial
institutions in PLAN’s name.

In addition, the custodial credit risk for investments is the risk that, in the event of the failure of
the counterparty (e.g. broker-dealer) to a transaction, PLAN may not be able to recover the value
of its investment or collateral securities that are in the possession of another party. PLAN’s
Investment Policy limits its exposure to custodial credit risk by requiring that all security
transactions entered into by PLAN, be conducted on a delivery-versus-payment basis. Securities
are to be held by a third party custodian.

Local Agency Investment Fund

PLAN is a participant in the Local Agency Investment Fund (LATF) that is regulated by California
Government Code Section 16429 under the oversight of the Treasurer of the State of California.
PLAN reports its investment in LAIF at the fair value amount provided by LAIF. The balance
available for withdrawal is based on the accounting records maintained by LAIF, which are
recorded on an amortized cost basis. Included in LAIF’s investment portfolio are collateralized
morigage obligations, mortgage-backed securities, other asset-backed securities, loans to certain
state funds, and floating rate securities issued by federal agencies, government-sponsored
enterprises, United States Treasury Notes and Bills, and corporate notes.

Statement of Cash Flows

For purposes of the statement of cash flows, PLAN considers all highly liquid investments with a
maturity of three months or less when purchased to be cash equivalents.
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ABAG PLAN CORPORATION

NOTES TO BASIC FINANCIAL STATEMENTS

¥or The Year Ended June 30, 2012

| NOTE 3 - RESERVES FOR CLAIMS AND CLAIM ADJUSTMENT EXPENSES

Reconciliation of Reserves

Reserves for claims and claim adjustment expenses changed as follows:

General Liability Pool

Property Liability Pool

2012 2011 2012 2011

Reserves for claims and claim scttlement expenses,

beginning of year $19.861,000 $17,873,000 $157,500 $157,500
Provision for claims and claim seltlement expenses

atiributable fo insured cvents of:

Current year 4,918,000 4,789,000 242,500 157,500

Prior ycars 4819310 * 3,812.390 184,536 217,263
Total incurred claims and claim settlement expenses 9,737,310 8,601,390 427.036 374,763
Less settlement of claims and claim settlement expenses

atiributable to insured events of current and prior fiscal ycers:

Claims paid -- cusrent year (70,901) (22,699) (251,657) (317,572)

Claims paid — prior years (6,035,409) (6,590,691) (82,879) (57,191)
Total payments (6,106,310) {6,613,390) (334,536) (374,763)
Reserves for claims and claim settlement expenses, end of year $23,492 000 ** $19,861,000 $250,000 $157,500
Components of unpaid claims linbilities:

Reserves for claims and claim settlement expenses $21,145,000 $17,876,000 $242,500 $150,000

Reserves for unallocated loss settlement expenses 2,347,000 1,985,000 7,500 7,500
Total $23,492,000 $19,861,000 $250,000 $157,500
Current portion $2,044,000 $1,293,000 $250,000 $157,500

* Includes costs 10 be recovered from members

*+ The liabilily is recorded at present value using a discount rate of 4%. Undiscounted liability claims totaled $25,814,021

at June 30, 2012,
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T ABAG PLAN CORPORATION |
NOTES TO BASIC FINANCIAL STATEMENTS
For The Year Ended June 30,2012

NOTE 4 - CAPITAL ASSETS

All capital assets are valued at historical cost or estimated historical cost if actual historical cost is
not available. Contributed capital assets are valued at their estimated fair market value on the date

contributed.

Capital assets with limited useful lives are depreciated over their estimated useful lives. The purpose
of depreciation is to spread the cost of capital assets equitably among all users over the life of these
assets. The amount charged to depreciation expense each year represents that year’s pro rata share of
the cost of capital assets.

Depreciation expense is calculated on the straight line method over the estimated useful lives of assets,

which are as follows:
Vehicles 4 Years
Capitalized software 10 Years

Capital Assets activity was as follows for the year ended June 30, 2012:

June 30, 2011 Additions June 30, 2012
Capital assets being depreciated:
Capitalized software $453,719 $15,000 $468,719
Vehicles 52,715 52,715
Total capital assets being depreciated 506,434 15,000 521,434
Less accumulated depreciation for:
Capitalized software 44,787 46,620 91,407
Vehicles 52,715 52,715
Total accumulated depreciation 97,502 $46,620 144,122
Net capital assets being depreciated 408,932 . 377,312
Capital Assets, Net $408,932 $377,312
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" ABAG PLAN CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
For The Year Ended June 30, 2012

NOTE 5— NET ASSETS |

Net Assets is the excess of a fund’s assets over all its liabilitics. PLAN’s Net Asscts are divided into the
two captions described below:

Invested in Capital Assets is the current net book value of PLAN’s capital assets.

Unrestricted describes the portion of the Net Assets which may be used for any PLAN purpose.

l NOTE 6 - COMMITMENTS AND CONTINGENCIES I

City of San Mateo Withdrawal

As of July 1, 2011 the City of San Mateo elected to withdraw its membership from the PLAN
Program. Bickmore Risk Management Services, PLAN’s actuary has calculated San Mateo’s
withdrawal assessment in which the City of San Mateo may owe or have a refund due in each year
until fiscal 2015-16. As of June 30, 2012, the San Mateo settlement receivable due to PLAN was

$48,719.

| NOTE 7 - SUBSEQUENT EVENT |

City of Los Altos Withdrawal

As of July 1, 2012, the City of Los Altos elected to withdraw its membership from the PLAN
Program. An assessment will be made as to whether the City will owe or have a refund beginning

fiscal year 2013.
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ABAG PLAN CORPORATION
REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
TIEN-YEAR CLAIMS DEVELOPMENT INFORMATION - GENERAL LIABILITY POOL - (in Thousands)

YEARS ENDED JUNE 30,
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

(1) Eamed premivns $6223  $6300 $6,979  $7475  $8,085 $7,906  $8,262 $8,326 $7,753 $7,562

Excess insurance premivms 370 445 544 562 771 710 764 776 738 634

Net Enmed 5,853 5,856 6,436 6913 7,308 7,196 7,498 7.550 7,015 6,928
(2) Investment income aflocation:

FY 11-12 27 51 68 4 85 (76) 2 58 51 76

FY 10-11 (135) 68 73 6 105 (15) 14 89 63

FY 09-10 (135) 71 79 53 129 36 60 98

FY 08-09 (204) 123 119 140 206 92 106

FY 07-08 (267) 192 146 199 259 116

FY 06-07 (215) 1713 181 213 237

FY 05-06 (203) 179 207 206

FY 04-05 ) 170 196

FY 03-04 143 179

FY 02-03 161

(3) Net camed preminms 4,800 7.065 7,505 7,134 8,329 7349 7,680 7,795 7,129 7,004

and investment revenues

(1) Unallocated expenses 1,844 2,137 2,532 2,825 2,799 5,086 5,013 3,673 4,422 3,579
(5) TFunds available for claims 2,956 4928 4973 4909 5,530 2,263 2,667 4,122 2,707 3,425
(6) Paid (cumulative) as of: :
End of progyram year 955 59 29 97 15 24 305 23 7
One year later 1,247 529 102 255 57 95 405 363 359
Two years later 5,716 600 873 505 235 1,009 2,064 1,474
‘Three years later 8,180 969 1,838 1471 506 2,954 2,595
Four yeurs later 8,124 944 1,874 2,894 1,061 5719
Five years loter 8,667 1,766 1,874 4,649 1,646
Six years later 8,277 2,026 1,874 4,721
Seven years later 8279 2,042 1,876
Bight years later 8,716 2,608
Nine years later 8,769
(7) Estimated reserves for claims and
claims adjustment expenses
End of policy year 3,039 4,302 8,095 8,581 4,938 5,194 5,029 4,199 4,789 4,918
One year later 4,464 3,935 5170 4,183 4412 4,351 3,995 6,944 7,353
Two years later 3,378 3,116 3,151 3,678 2,449 3,595 3,660 4,643
Three years Inter 1,166 1,874 1,625 2,429 1,447 2392 2,871
Four years later 1,095 950 790 4,110 937 2,231
Five years later 789 404 274 442 281
Six years later 469 182 715
Seven years later 45 479 87
Bight years later 179 28
Nine years Jater 250
(8) Re-estimated incurred clatms and
claims adjustment expenses:
End of policy year 3,994 4361 8,124 8,678 4,953 5,194 5,053 4,504 4,812 4,883
One year later 5,711 4,464 5272 4438 4,469 4,446 4,400 7307 7,712
Two years later 9,094 3,716 4,024 4,583 2,684 4,604 5,724 6,117
Thres years later 9,346 2,843 3,463 3,900 1,953 5,346 5,466
Four years later 9,219 1,894 2,664 7,004 1,998 7,950
Five years later 9,456 2,170 2,148 5,091 1,927
Six years later 8,746 2,208 1,874 5,436
Seven years later 8,324 2,521 1,963
Eight years later 8,895 2,636
Nine years later 9,019
(9) Change in estimated net incurred
claims from end of policy year 5025  (L725) (6161) (3242) (3,026) 2,756 413 1,613 2,900

(11) Funds available after estimated
claims and net asset distributions (6,063) 2,292 3,010 (527) 3,603 (5.687) (2799)  (1,995) (5,005) (1,458)
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ADAG PLAN CORPORATION
REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
TEN-YEAR CLAIMS DEVELOPMENT INFORMATION - PROPERTY LIABILITY PQOL - (in Thousands)
YEARS ENDED JUNE 30,

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

(1) Eamcd premivums $829 $822 $984 $893  $1,004 5892 $918  $1,086  $1,080 £992
Excess insurance preminms 679 658 774 718 858 727 726 885 880 802
Net Eamed 150 164 210 175 146 165 192 201 200 190

(2)  Investiment income allocation;

FY 1112 0} 2 [0 N ¢) 6 > W ) W ) @ W
FY 10-11 m 1 ) m s ) 16} )
FY 09-10 m 1 m ) (13) @) 1
FY 08-09 m ) 2 o ) 16) )
FY 07-08 ) @) @ 5 ) (15)
FY 06-07 m m @ (12 @)
FY 05-06 m 3 @ )
FY 04-05 2 2
FY 03-04 @) 2
FY 02-03 (2)
(3)  Net earned premiums and investment revenues 142 164 208 143 129 90 175 200 194 189
(49 Unallocated expenses 13 1
(5) Fuuds available for claims 129 164 208 143 129 90 174 200 194 189
(6) Paid (cumulative) as of:
End of program year 214 19 165 208 225 415 379 148 318 252
One year lates 243 105 273 420 294 796 407 242 409
Two years later 237 102 283 424 181 859 374 236
Three years later 255 199 283 187 - 181 859 3n
Four years later 255 199 132 187 177 859
Five years later 255 199 132 187 177
Six years Iater 255 199 132 187
Seven years later 255 199 132
Eight years later 255 199
Nine years lates 255
(7) Estimated reserves for claims and
claims adjustment expenses
End of policy year 157 157 157 158 158 158 158 158 158 250
One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years lates
Eight years later
Nine years later
(8) Re-estimated incurred claims and
End of policy year n 176 322 365 383 573 537 306 476 502
One year Iater 243 105 273 420 294 796 407 242 409
Two years lates 237 102 283 424 181 859 374 236
‘Three years later 255 199 283 187 181 859 371
Four years lates 255 199 132 187 177 859
Five years later 255 199 132 187 177
Six years Iater 255 199 132 187
Sevea years later 255 199 132
Bight years later 255 199
Nine years later 255
(9) Change in estimated net incurred
claims from end of policy year (116) 23 (190) (178) (206) 286 (166) (70) 67
(10) Net Asset Adjustment FY 04-05 104
(11) Funds available after estimated clnims (22) (35) 76 (44) (48) (769) 197 (36) (215) (313)
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ABAG PLAN CORPORATION
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
For The Year Ended June 30, 2012

The preceding tables illusirate how PLAN’s eamed revenue (net of excess insurance) and investment
income compare to related costs of loss and other expenses assumed by PLAN as of the end of each of the

past ten years. The vows of table are defined as follows:

(1) This line shows the total of each fiscal year’s gross camed premium revenue, premium revenue
ceded to excess insurers and nct earned premium revenues.

(2) This Iine shows investment income allocation to policy year from investment income earned during
each of the past ten fiscal years.

(3) This line shows the total of net eamed premiums and investment revenues.

(4) This line shows each fiscal year’s other operating costs of PLAN not allocable fo individual claims.

(5) This line shows the net funds available for claims, after payments for excess insurance and
unallocated expenses.

(6) This section of ten rows shows the cumulative net claims paid at the end of successive years for
each policy year.

(7) This section of ten rows shows the estimated outstanding reserves as of the end of the current year
for each policy year. This annual reestimation results from new information received on reported

claims not previously reported.

(8) This section of ten rows is the total of (6) and (7) and shows how each policy year’s net incurred
claims has changed as of the end of successive years.

(9) This line compares the latest reestimated net incurred claims amount to the amount for each policy
year originally established (first row of line 8) and shows the difference between the current and
original amounts. As data for individual policy years mature, the correlation between original
estimates and reestimated amounts is commonly used to evaluate the accuracy of net incurred

claims currently recognized in less mature policy years.

(10) This line shows the allocation of net asset distributions to policy years paid by the pool during
each of the 10 most recent fiscal years.

(11) This line shows the funds available after reestimated claims and distributions.
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MEMORANDUM ON INTERNAL CONTROL

December 14, 2012

To the Board of Directors of the
ABAG Pooled Liability Assurance Network Corporation (PLAN)
Oakland, California

In planning and performing our audit of the financial statements of the ABAG Pooled Liability Assurance
Network Corporation (PLAN) as of and for the year ended June 30, 2012, in accordance with anditing
standards generally accepted in the United States of America, we considered PLAN’s internal control
over financial reporting (internal control) as a basis for designing our auditing procedures for the purpose
of expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of PLAN’s internal control. Accordingly, we do not express an opinion on the
effectiveness of PLAN’s internal control. As PLAN’s administration and the majority of its internal
controls are provided by the Association of Bay Area Governments (the Association) staff we included
tests of procedures and controls performed by them as part of our work.

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 PLAN’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 controf 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 and was
not designed to identify all deficiencies in internal control that might be significant deficiencies or
material weaknesses and, therefore, there can be no assurance that all such deficiencies have been
identified. In addition, because of inherent limitations in internal control, mcluding the possibility of
management override of controls, misstatements due to emror or fraud may occur and not be detected by
such confrols. We did not identify any deficiencies in intemal control that we consider to be material

weakmesses.

This communication is intended solely for the information and use of management, the Board, others
within the organization, and agencies and pass-through entities requiring compliance with generally
accepted government auditing standards, and is not infended to be and should not be used by anyone other

than these specified parties.

"N\‘b& -\v‘k»,jﬁ,
T 8256.830.0802

Accountancy Corporation £ 925.930.0135
3478 Buskirk Avenus, Sulle 215 & maze@mazeassociates.com
Pleasant Hill, CA 94523 w mazeassociates.com
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REQUIRED COMMUNICATIONS

December 14, 2012

To the Board of Directors of the
ABAG Pooled Liability Assurance Network Corporation (PLAN)

Oakland, California

We have andited the financial statements of the ABAG Pooled Liability Assurance Network Corporation
(PLAN) as of and for the year ended June 30, 2012 and have issued our report thereon dated December
14,2012. Professional standards require that we advise you of the following matters relating to our audit.

Financial Statement Audit Assnrance: Our responsibility, as prescribed by professional standards, is to
plan and perform our audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit in accordance with generally accepted auditing standards does not
provide absolute assurance about, or guarantee the accuracy of, the financial statements. Because of the
concept of reasonable assurance and because we did not perform a detailed examination of all
transactions, there is an inherent risk that material errors, fraud, or illegal acts may exist and not be

detected by us.

Other Information Included with the Audited Financial Statements: Pursuant to professional
standards, our responsibility as auditors for other information in documents containing PLAN’s audited
financial statements does not extend beyond the financial information identified in the audit report, and
we are not required to perform any procedures to corroborate such other information. Our responsibility
also includes communicating to you any information that we believe is a material misstatement of fact.
Nothing came to our attention that caused us to believe that such information, or its manner of
presentation, is materially inconsistent with the information, or manner of its presentation, appearing in
the financial statements. This other information and the extent of our procedures is explained in our audit
report.

With respect to the supplementary information accempanying the financial statements, we made certain
inquiries of management and evaluated the form, content, and methods of preparing the information to
determine that the information complies with accounting principles generally accepted in the United
States of America, the method of preparing it has not changed from the prior period, and the information
is appropriate and complete in relatiort to our audit of the financial staterents. We compared and
reconciled the supplementary information to the underlying accounting records used to prepare the
financial statements or to the financial statements themselves.

1 925.930.0902

Accountancy Corporation ¢ 925.030.0135
3478 Buskirk Avenus, Sulte 2156 £ maze@mazeassoclates.com
Pleasant Hill, CA 94523 w mazeassociates.com



ABAG POOLFED LIABILITY ASSURANCE NETWORK CORPORATION (PLAN)
REQUIRED COMMUNICATIONS

Accounting Policics:  Management has the responsibility 1o select and use appropriate accounting
policies. A summary of the significant accounting policies adopted by PLAN is included in Note 1 to the
fmancial statements. There have been no initial sclections of accounting policies and no changes in
significant accounting policies or their application during 2012. During the year, the following
pronouncement became effective without materially impacting PLAN’s financial statements;

GASB 64 - Derivative Instruments: Application of Hedge Accounting Termination Provisions, an

amendment of GASB Statement No. 53

Some governments have entered into interest rate swap agreements and commodity swap agreements in
which a swap counterparty, or the swap counterparty’s credit support provider, commits or experiences
either an act of default or a termination event as both are described in the swap agreement. Many of those
governments have replaced their swap counterparty, or swap counterparty’s credit support providers,
either by amending existing swap agreements or by entering into new swap agreements. When these swap
agreements have been reported as hedging instruments, questions have arisen regarding the application of
the termination of hedge accounting provisions in Statement No. 53, Accounting and Financial Reporting
for Derivative Instruments. Those provisions require a government to cease hedge accounting upon the
termination of the hedging derivative instrument, resulting in the immediate recognition of the deferred
outflows of resources or deferred inflows of resources as a component of investment income.

The objective of this Statement is to clarify whether an effective hedging relationship continues after the
replacement of a swap counterparty or a swap counterparty’s credit support provider. This Statement sets
forth criteria that establish when the effective hedging relationship continues and hedge accounting

should continue to be applied.

Unusual Transactions, Controversial or Emerging Areas: No matters have come to our attention that
would require us, under professional standards, to inform you about (1) the methods used to account for
significant unusual transactions and (2) the effect of significant accounting policies in controversial or
emerging areas for which there is a lack of authoritative guidance or consensus. There have been no
initial selections of accounting policies and no changes in significant accounting policies or their
application during 2012, '

Estimates: Accounting estimates are an integral part of the financial statements prepared by management
and are based on management’s current judgments. Those judgments are normally based on knowledge
and experience about past and current events and assumptions about future events. Certain accounting
estimates are particularly sensitive because of their significance to the financial statements and because of
the possibility that future events affecting them may differ markedly from management’s current
judgments. The most sensitive accounting estimates affecting the financial statements are the fair value
of investments and the reserve for claims and claims adjustment expenses liabilities.

Estimated Fair Value of Investments: As of June 30, 2012 PLAN held approximately $43.1 million of
cash and investments as measure by fair value as disclosed in Note 2 to the financial statements. Fair
value js essentially market pricing in effect as of June 30, 2012. These fair values are not required to be
adjusted for changes in general market conditions occurring subsequent to June 30, 2012,

Estimated Reserve for Claims: Management’s estimate of the reserve for claims and claims adjustments
expenses is disclosed in Note 3 to the financial statements and is based on an actuarial study determined
by a consultant, which is based on the claims experience of PLAN. We evaluated the key factors and
assumptions used to develop the estimate and determine that it is reasonable in relation to the basic

financial statements taken as a whole.



ABAG POOLED LIABILITY ASSURANCE NETWORK CORPORATION (PLAN)
REQUIRED COMMUNICATIONS

Disagrecments with Management: For purposes of this letter, professional standards define a
disagrecment with management as a matter, whether or not resolved to our satisfaction, concerning a
financial accounting, reporting, or auditing matter that could be significant to PLAN’s financial
statements or the anditor’s repori. No such disagreements arose during the course of the audit.

Management informed us that, and to our knowledge, there were no consultations with other accountants
regarding auditing and acconnting matters.

Retention Xssues: We did not discuss any major issues with ranagement regarding the application of
accounting principles and auditing standards that resulted in a condition to our retention as PLAN’s

auditors.

Difficulties: We encountered no serious difficulties in dealing with management relating to the
performance of the audit.

Audit Adjustments: For purposes of this communication, professional standards define an audit
adjustment, whether or not recorded by the PLAN, as a proposed correction of the financial statements
that, in our judgment, may not have been detected except through the audit procedures performed. These
adjustments may include those proposed by us but not recorded by PLAN that could potentially cause
future financial statements to be materially misstated, even though we have concluded that the
adjustments are not material to the current financial statements.

We did not propose any audit adjustments that, in our judgment, could have a significant effect, either
individually or in the aggregate, on the PLAN’s financial reporting process.

Uncorrected Misstatements: Professional standards require us to accumulate all known and likely

misstatements identified during the audit, other than those that are trivial, and communicate them to the
appropriate level of management. We have no such misstatements to report to the Board.

Fpkfkd

This report is intended solely for the information and use of the Board, its committees, and management
and 1s not intended to be and should not be used by anyone other than these specified parties.

’W\oau “JJEJC



ASSOCIATION OF BAY AREA GOVERNMI NTS

epresenting Oy and f

TO:  Finance Commitice
ABAG PLAN Corporation

FM:  Herbert Pike, Chief Financial Officer

eanments of the San bram

ABAG PIAN
C

ORPORATION

DT:  May 8, 2013

RE:  Financial/lnvestment Reports
--March 2013

We are happy to present the March 2013 Third Quarter financial and investment reports.

Financial Report as of March 31, 2013:

Administrative Expenses

Provided as a separate report by James Hill, Risk Manager, as Quarterly Variance Report—
PLAN Administration Fund 3" QE — March 31, 2013.

Claim Payments and Projected Liabilities (page 3)

As of March 31, above-deductible general liability losses amounted to roughly $2.10 million,
while total property claims amounted to about $68 thousand. The resulting claim reserves after

these payments are summarized below:

(in thousands of dollars)

Claim reserves at the beginning of fiscal year

Less above-deductible claims paid
Claim reserves as of report date

General

Liability Property
$23,492 $250
(2.098) (68)
$21,394 $182

As is evident, claims payments under General Liability are performing much more favorably than

the prior year (prior year-to-date above deductible claims
claims are one-third their prior year pace.

Investment Report as of March, 2013 ($°000):

Total book value
Total market value
Overall portfolio yield/year-to-date

Benchmark (12-month average yield of 2-year Treasury note)

Average maturity

Average duration—to earliest redemption date

Target duration range

Rating of securities in portfolio
Federal agency securities
Corporate securities

paid at $2,254 thousand) while Property

$44,824
$44,947
1.75%
0.24%
2.36 years
1.52 years
1.98 to 2.68 years*

AA+
AA+
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*Within 15% of the mean duration of claims liability as of 6/30/2011 -2.33 years

Investment Activities in the Last Quarter

Activity for the third quarter of FY 12-13 was subdued compared to the very active previous
quarter. Of three $2 million bonds redeemed, two were fully matured (both FNMA) and one was
called (FHLB). During the quarter, there were four $2 million bonds purchased, two from the
Federal Farm Credit Bank, one from the Federal Home Loan Bank and one from the Federal
National Mortgage Association. All of these bonds were Federal agency callables, e.g. after a
fixed period, the issuer has the right to call (repurchase) the bond at face value. Callables can be
called as early as three months after purchase, but most of what is purchased is 6 months to one

year to reduce turnover.

Expected Investment Activities in the Next Quarter

The market is still offering near record low interest on both short and long term bonds. Most
pundits do not expect the rates of return to rebound much before the middle of 2014, after which
the Federal Reserve may raise discount rates and by which time the slow recovery may
commence to engender some inflationary pressure. Recent practice has been to purchase longer
term bonds (up to 7 years) to get extra interest; also, the callable feature was incorporated to get
some extra interest. This worked great with all of the long-term bonds being called. This flowed
with our goal of shortening our term having the expectation and realization that they were only
lasting for the short term. Now that the economy is slowly recovering and inflationary pressure
may arise as soon as mid-2014, a bet that the bond will be called is no longer a sure thing. The
downside, if the bond is not called, is that we would have a bond for the remainder of its duration
that could be far under the prevailing rate; as an example, if we bought a seven-year callable bond
at 1.5 percent, but next year five- and six-year bonds, in response to inflationary pressure, jump to
3.0-4.0 percent, then we are foregoing 1.5-2.5 interest for the remaining six years. A request for
investment alternatives is currently going out to our bond brokers asking for their review and
recommendations on how best to adjust our portfolio for the next 5-7 years. Because we hold our
bonds to maturity, and all bonds are currently federal-guaranteed, we stand virtually no risk of
losing any of our reserves, but we want to garner as much interest as possible without additional
risk to keep rates lower. Our bond investments are still performing great compared to LAIF
which is currently yielding returns of between 0.22 and 0.27 percent.

Compliance with Investment Policy—Exceptions

As of March 31, 2013, the investment portfolio is in full compliance with the approved
investment policy. All of the bonds are currently government agency securities with an implicit
rating of AA+. The Average Maturity is currently 2.36 years, but with most expected to be called
when the opportunity arises, the expected duration is about 1.52 years. With the very shallow
yield curve, it is advised to stay with a shorter duration until the yield curve steepens or until the
expected trend in bond prices becomes clarifies.

Mailing Address: PO.Rox 00 QOakland Califormia 4e4 0% Vi ded 700 Faxif5101464-7987  plan@abag.ca.gov

ocation: oseph P. Bort MetroCenter 101 Eighth Street Qakland, California %4007 475
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BALANCE SHEET

ABAG PLAN Corporation

MAR-13 USD
ro Ii. \dmin Fund | Liability F perty Fun Ij
252,384.22 0.00 252,384.22 0.00
5,824,372.44 1,440,663.46 2,908,528.54 1,475,180.44
39,000,000.00 0.00 39,000,000.00 0.00
(12,044.37) 0.00 (12,044.37) 0.00
162,896.10 0.00 162,896.10 0.00
39,150,851.73 0.00 39,150,851.73 0.00
1,058,464.79 40,000.00 1,018,464.79 0.00
486,482.82 0.00 486,432.82 50.00
4,918.51 0.00 4,918.51 0.00
186,100.55 0.00 186,100.55 0.00
468,718.96 0.00 468,718.96 0.00
(126,933.87) 0.00 (126,933.87) 0.00
52,714.56 52,714.56 0.00 0.00
52,714.56 (52,714.56) 0.00 0.00
47,305,360.15 1,480,663.46 44,349,466.25 1,475,230.44
250,351.96 221,138.32 29,213.64 0.00
23,742,000.00 0.00 23,492,000.00 250,000.00
2,166,625.31 0.00 (2,098,390.14) (68,235.17)
21,575,374.69 0.00 21,393,609.86 181,764.83

2,209,041.75

712,500.47 1,208,778.00 287,763.28

24,034,768.40 933,638.79 22,631,601.50 469,528.11
91,406.89 0.00 91,406.89 0.00
91,406.89 0.00 91,406.89 0.00

20,104,381.02 244,126.22 18,777,284.19 1,082,970.61

20,104,381.02 244,126.22 18,777,284.19 1,082,970.61
3,074,803.84 302,898.45 2,849,173.67 (77,268.28)

23,270,591.75

547,024.67 21,717,864.75 1,005,702.33

47,305,360.15

1,480,663.46

[=rrersferardrersrirs:]

44,349,466.25 1,475,230.44
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ABAG PLAN CORPORATION, ADMINISTRATION FUND

MAR-13 USD
2,850,002.00 237,500.17 2,137,501.53 (75.00)% 712,500.47
2,850,002.00 237,500.17 2,137,501.53 (75.00)% 712,500.47
2,544,826.00 205,436.75 1,665,595.77 65.45% 879,230.23
2,544,826.00 205,436.75 1,665,595.77 65.45% 879,230.23
68,500.00 3,087.94 55,068.87 80.39% 13,431.13
20,000.00 4,682.50 19,811.70 99.06% 188.30
45,000.00 5,822.65 11,847.68 26.33% 33,152.32
28,000.00 0.00 8,100.00 28.93% 19,900.00
12,000.00 0.00 0.00 0.00% 12,000.00
12,000.00 0.00 12,330.00 102.75% (330.00)
15,000.00 0.00 9,574.33 63.83% 5,425.67
200,500.00 13,593.09 116,732.58 58.22% 83,767.42
5,000.00 435.98 4,512.59 90.25% 487.41
1,000.00 203.05 1,687.30 168.73% (687.30)
1,000.00 0.00 783.55 78.35% 216.45
12,000.00 128.44 10,406.13 86.72% 1,593.87
3,000.00 172.02 3,400.21 113.34% (400.21)
5,000.00 344.76 538.91 10.78% 4,461.09
3,000.00 324.08 2,648.41 88.28% 351.59
1,500.00 0.00 856.93 57.13% 643.07
20,000.00 0.00 21,667.59 108.34% (1,667.59)
2,500.00 0.00 0.00 0.00% 2,500.00
0.00 100.00 1,300.00 n/m (1,300.00)
15,000.00 300.00 4,473.11 29.82% 10,526.89
69,000.00 2,008.33 52,274.73 75.76% 16,725.27
2,814,326.00 221,038.17 1,834,603.08 65.19% 979,722.92
35,676.00 16,462.00 302,898.45] (849.03)% (267,222.45)




SN S INOHE STATENEN S S

ABAG PLAN CORPORATION, GENERAL LIABILITY
MAR-13 USD

4,835,112.00 402,926.00 3,626,334.00 (75.00)% 1,208,778.00
1,300,000.00 59,739.26 572,119.38 (44.01)% 727,880.62
0.00 0.00 99,747.00 n/m (99,747.00)
6,135,112.00 462,665.26 4,298,200.38 (70.06)% 1,836,911.62
3,000,000.00 0.00 0.00 0.00% 3,000,000.00
347,605.00 27,879.57 115,547.48 33.24% 232,057.52
40,000.00 0.00 1,098.21 2.75% 38,901.79
310,986.00 35,801.82 182,440.12 58.67% 128,545.88
875,877.00 115,042.56 391,318.19 44.68% 484,558.81
195,000.00 12,251.07 44,039.53 22.58% 150,960.47
60,000.00 5,625.40 27,364.95 45.61% 32,635.05
1,829,468.00 196,600.42 761,808.48 41.64% 1,067,659.52
694,023.00 0.00 651,691.00 93.90% 42,332.00
47,370.00 3,947.47 35,527.23 75.00% 11,842.77
741,393.00 3,947.47 687,218.23 92.69% 54,174.77
5,570,861.00 200,547.89 1,449,026.71 26.01% 4,121,834.29
564,251.00 262,117.37 2,849,173.67]  (504.95)%| (2,284,922.67)




ABAG PLAN CORPORATION, PROPERTY FUND

MAR-13 USD

1,151,053.00 95,921.08 863,289.72 (75.00)% 287,763.28
27,000.00 2,250.00 20,250.00 (75.00)% 6,750.00
1,178,053.00 98,171.08 883,539.72 (75.00)% 294,513.28
250,000.00 0.00 0.00 0.00% 250,000.00
960,808.00 0.00 960,808.00 100.00% 0.00
1,210,808.00 0.00 960,808.00 79.35% 250,000.00
(32,755.00) 98,171.08 (77,268.28) (235.90)% 44,513.28
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Assuciation
of Bay Areis Goveraments

PLA

CORPORATION

L} Association of Bay Area Governments

Date: May 9, 2013

To: Nick Pegueros, Chairman — Finance Committee

From: Jim Hill, Risk Management Officer

Subject: Quarterly Variance Report — PLAN Administration Fund
3rd QE March 2013

Action: None. Information only.

Revenue

3rd QE Earned Premium (YTD) is $2,137,502 in line with budget estimates on a pro-rata
basis. No significant variance from plan is noted. PLAN will also recognize additional
revenue of $10,000 in the 4™ quarter related to the installment payment associated with
the ABAG claim settlement agreement dated September 11, 2011.

Expenses

Personnel

3rd QE Personnel Costs (YTD) of $1,665,596, are below budget by approximately 9.6%.
The favorable variance is attributable to the retirement of the Claims Supervisor and the
appointment of a new supervisor from within the team. A portion of the budget savings
was offset by cost associated with temporary staffing and the hiring of an Asst. Claims
Examiner, however, there was an overall savings achieved through a reduction in salaries
and allocated cost (indirect).

Consultants

3rd QE Consulting Fees (YTD) were $116,733 well within budgetary parameters on a
pro-rata basis. It is notable that Legal consulting fees of $19,812 currently exceed the
annual budget on a pro-rata basis. The variance from budget is driven by unexpected
legal costs associated with the Singh v Gilroy claim. The matter is set for mediation in
June and additional legal costs will be incurred until a settlement is achieved. At this
juncture, it is very difficult to determine associated legal costs due to the complexity of
the matter.



Technical software/support fees of $55,069 are slightly above budget (5%) on a pro-rata
basis. These costs will be closely monitored through the end of the fiscal year. All other
consulting fees were in line, or below budget estimates.

Other Direct Charges

3rd QE (YTD) total other direct charges of $52,275 arc on target. Despitc the fact we are
on track in terms of ODC budget expenditures on a total basis, we are approaching the
annual budget for travel expenses. There are no immediate concerns as no major travel is
anticipated through the end of the fiscal year. Printing (in-house) expenses are showing a
large variance from budget, however, the budgeted expense was nominal. This variance
is largely a function of additional funds expended on the creation of PLAN folders and
the Risk Matters newsletter.

Surplus/Deficit

Total Administrative Fund expenses at 3rd QE were $1,834,603, approximately 10%
below budget. Surplus at 3rd QE was $302,898 versus a projected surplus of $35,676.
We are on target to finish the year slightly ahead of budget. It was another challenging
year, however, PLAN continues to exceed budget expectations through prudent means.
As of March 2013 PLAN total cumulative Administrative Fund surplus is $547,025.



ABAG PLAN CORPORATION, ADMINISTRATION FUND

MAR-13 USD
2,850,002.00 237,500.17 2,137,501.53 (75.00)% 712,500.47
2,850,002.00 237,500.17 2,137,501.53 (75.00)% 712,500.47
2,544,826.00 205,436.75 1,665,595.77 65.45% 879,230.23
2,544,826.00 205,436.75 1,665,595.77 65.45% 879,230.23
68,500.00 3,087.94 55,068.87 80.39% 13,431.13
20,000.00 4,682.50 19,811.70 99.06% 188.30
45,000.00 5,822.65 11,847.68 26.33% 33,152.32
28,000.00 0.00 8,100.00 28.93% 19,900.00
12,000.00 0.00 0.00 0.00% 12,000.00
12,000.00 0.00 12,330.00 102.75% (330.00)
15,000.00 0.00 9,574.33 63.83% 5,425.67
200,500.00 13,593.09 116,732.58 58.22% 83,767.42
5,000.00 435.98 4,512,59 90.25% 487.41
1,000.00 203.05 1,687.30 168.73% (687.30)
1,000.00 0.00 783.55 78.35% 216.45
12,000.00 128.44 10,406.13 86.72% 1,593.87
3,000.00 172.02 3,400.21 113.34% (400.21)
5,000.00 344.76 538.91 10.78% 4,461.09
3,000.00 324.08 2,648.41 88.28% 351.59
1,500.00 0.00 856.93 57.13% 643.07
20,000.00 0.00 21,667.59 108.34% (1,667.59)
2,500.00 0.00 0.00 0.00% 2,500.00
0.00 100.00 1,300.00 n/m (1,300.00)
15,000.00 300.00 4,473.11 29.82% 10,526.89
69,000.00 2,008.33 52,274.73 75.76% 16,725.27
2,814,326.00 221,038.17 1,834,603.08 65.19% 979,722.92
35,676.00 16,462.00 302,898.45] (849.03)% (267,222.45)




Association
of Bay Area Governmenls

PLAN

CORPORATION

Pooled Liability Assurance Network

£} Association of Bay Area Governments

Date: May 9, 2013
To: Nick Pegueros - Chairman - Finance Committee
From: Jim Hill, Risk Management Officer

Subject: PLAN Administration Fund —2013-14 FY Preliminary Budget

Recommendation:

Staff recommends that the Finance Committee approve the PLAN Administrative Budget
as presented.

Summary

The PLAN Administrative Budget for FY 2013/14 is $2,983,320. The budget reflects an
increase of $168,994 (6%) from prior year. A detailed analysis of the proposed budget,
including a comparison to the prior fiscal year is attached. PLAN staff will provide the
committee with a detailed breakdown of Personnel cost, including a comparison to prior
fiscal year. All other PLAN operating costs are detailed in the attachment.

Personnel Costs

ABAG continues to focus on the overall containment of operating expenses, however,
budgeted personnel costs have risen 6% for PLAN primarily due to an increase in the
benefit load. The current benefit load is approximately 79%. The benefit amounts are
reflected in the personnel rates shown in the attachment and include CalPERS Pension
Contribution (31.3%), CalPERS Health Contribution (22.1%), OPEB - Retiree Medical
(13.1%) and all other Benefit Costs (12.9%) . PLAN direct personnel costs (salaries and
benefits) constitute 63% of the total administrative budget.

A classification study was performed during this fiscal year by CPS. The study revealed
that PLAN staff is very competent and properly classified in most instances. The study
also indicated there were notable opportunities to increase overall operating efficiency.
As a result of the study, a new position was created (Assistant Claims Examiner). The
goal of this position was to create increased capacity among our Claims Examiners by
reducing some of the administrative burden they face on a day to day basis.



The Assistant Claims Examiner has been hired and is assimilating into the team nicely. A
new supervisor is in place and more effective oversight of the claims operations is one of
our priorities. Systems are being put in place to better manage processes and to eliminate
redundancies in operations. Increased focus is being placed on claim reviews, improved
diagnostic reporting and more open communication with members on claims related
matters.

PLAN claim frequency has gone down over the past five years, however, there has been a
recent spike in activity. The complexity of claims is greater which leads to higher claim
incurred values and longer duration. Claims are taking more time to close and examiner
open claim inventories are rising impacting our internal capacity. Significant concerns
are being raised regarding Examiner capacity to take on additional workload, despite the
findings of our classification survey.

The proposed budget takes into consideration a Claims Specialist (Sr. Examiner - Sewer)
on a part time basis to assist in the handling of more complex Sewer and Water claims.
Further re-organization or re-alignment of PLAN claims examiners will be contemplated
to address HR and performance issues.

Administrative Budget Highlights

The proposed Administrative Budget reflects a deficit of $123,320. This deficit will be
offset by carry over surplus from prior years. PLAN Administrative surplus balance is
approximately $302,000 at March 2013 and is projected to exceed the planned deficit by
a significant margin.

All major variances have been highlighted in yellow. In addition to the 6% increase in
personnel costs, we anticipate our Legal costs to increase by 100% ($20,000) due to the
ongoing dispute with Gilroy (Singh v Gilroy). This matter is set for mediation in June,
however, the prognosis is uncertain given the complexity of the matter. Our total other
costs of $222,500 reflect an overall increase of 11% primarily driven by the change in
budgeted legal expenses.

Other direct charges are projected to increase by only $500 (1%). While there are notable
changes to some of the line items on a percentage basis, the overall change and budget
values in each case are unremarkable.



ABAG Plan Corporation Administrative Budget FY 2013/14

REVENUES

Administrative Premium
Investments
Other Revenue

TOTAL REVENUES
EXPENSES
PLAN Personnel Costs (Staff)
Total

OTHER COSTS

Technical Consultant Fees
Legal Consullants

Claims Consultants
Actuariat Consultants
Audit Fees Financial

Audit Fees Claims Audit
Other Consultants

Tolal Other Costs

OTHER DIRECT CHARGES

Travel

Printing In-House

Printing Outside
Conferences & Seminars
Offica Supplies |
‘Subscriplions & Memberships
Postage

Telephone

Insurance & Bonding

Staff Training & Development
Miscellaneous

Total Other Direct Charges
TOTAL EXPENSES
SURPLUS/{DEFICIT)

<
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Proposed Budget
2013-14

2,850,000
n/a
10,000

2,860,000

2,691,320

2,691,320

68,500
40,000
45,000
30,000
12,000
12,000
15,000

222,500

5,000
2,500
1,000
12,000
3,500
3,500
3,000
1,500
25,000
2,500
10,000

69,500
2,983,320
{123,320)

«

“ PRAPPARAH

“® ®w & ﬂiﬁﬁﬂiﬂﬂ-ﬂ«%ﬂé‘a

Approved Budget
2012-13

2,850,000
n/a
10,000

2,860,000

2,544,826
2,544,826

68,500
20,000
45,000
28,000
12,000
12,000
15,000

200,500

2,500
15,000

69,000
2,814,326
45,674

L]

@® RPN Pe

$ Change

nfa

146,494
146,494

20,000
2,000

22,000

1,500

500
(1.500)

5,000
(5.0-00)
500
168,964

% Change

0%
0%

0%

6%
6%

0%
0%
7%
0%
0%

11%

-33%
1%
6%
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