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2. Staff report (CEO) dated May 20, 2015 — ABAG PLAN Corporation Investment
Reports (September, December and March)

3. Staff report (CEO) dated May 20, 2015 — Quarterly Financial Report thru March 2015
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Preliminary Budget
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To:  Finance Committee Date: May 15,2015
ABAG PLAN Corporation
From: Charlie Adams, Interim CFO RE: Audited Financial Statements

& MOIC—June 30, 2014

Attached are the audited Financial Statements and Memorandum on Internal Controls
(MOIC) for the fiscal year ended June 30, 2014. The account balances in the Financial
Statements are consistent with the unaudited balances previously provided with the
exception of unrecognized gain on investment of $744,600 and market valuation of
securities of $673,957.

There were no significant deficiencies noted in the Memorandum on Internal Controls.
The only auditor’s recommendation from prior reviews of internal controls was related to
timeliness of bank reconciliations and the documentation of review of reconciliations.
The auditor reported that their recommendations have been implemented.

Staff is available to respond to any questions the Committee may have.
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& ASSOCIATES

INDEPENDENT AUDITOR’S REPORT

To the Honarable Members of the Board of Directors
ABAG PLAN Corporation
Oakland, California

Report on Financial Statements

We have audited the accompanying financial statements of the business-type activities and each major
fund of the ABAG Pooled Liability Assurance Network Corporation (PLAN) as of and for the year ended
June 30, 2014, and the related notes to the financial statements, which collectively comprise PLAN’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 the financial statements that are free from material misstatement, whether due to fraud or

error.
Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America. 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 PLAN’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 PLAN’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

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

T 925.930.0902

Accountancy Corporation F 925.930.0135
3478 Buskirk Avenue, Suite 218 E maze@mazeassociates. com

Pleasant Hill, CA 94523 1 w mazeassociates.com



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities, and each major fund of PLAN as of June 30,
2014, and the respective changes in financial position and, where applicable, cash flows thereof for the year
then ended in accordance with accounting principles generally accepted in the United States of America.

Emphasis of Matters

Management adopted the provisions of the following Governmental Accounting Standards Board
Statements, which became effective during the year ended June 30, 2014, but did not have a material
effect on the financial statements:

Statement 65 — Jiems Previously Reported as Assets and Liabilities.

Statement 67 — Financial Reporting for Pension Plans.

Statement 70 — Accounting and Reporting for Non-exchange Financial Guarantees.
The emphasis of this matter does not constitute a modification to our opinion.
Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that Management’s
Discussion and Analysis 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

%fW@

Pleasant Hill, California
January 20, 2015



MANAGEMENT’S DISCUSSION AND ANALYSIS

The ABAG PLAN Corporation (PLAN) has issued the financial reports for fiscal year ending
June 30, 2014 based on the provisions of the Government Accounting Standards Board
Statement 34, “Basic Financial Statement and Management’s Discussion & Analysis—for
State and Local Governments,” (GASB 34). One of the most significant requirements of
GASB 34 is for government entities to prepare financial reports using the full accrual basis of
accounting. PLAN has always used this method of accounting; changes in its financial
reports are primarily in the format of presentation.

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 Position—provides information about the financial position of
PLAN, including assets, liabilities and net position. The difference between this
statement and the traditional Balance Sheet is that net position (fund equity) is 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 2014 FINANCIAL HIGHLIGHTS
PLAN?’s financial highlights for the fiscal year include the following:

e Total assets at June 30, 2014 were $45.5 million. At June 30, 2013, total assets were
$44.4 million,

e Total revenues, including program and general revenues, were $12.0 million in FY
2014, while total expenses were $5.5 million including a $987 thousand reduction for
provision of claims and claim adjustment expenses due to favorable claim
development in the General Liability Fund.

o Total net position increased by $6.5 million in FY 2014 to a new total of $14.6
million at June 30, 2014. The increase is primarily attributed to favorable claim
development in which the claim reserves for the General Liability Fund was reduced
to $30.0 million in FY 2014 from $35.5 million in FY 2013.



e General Liability program operating revenues were $6.6 million in FY 2014, while
Property Liability operating revenues were $1.4 million and Administration operating
revenues were $2.9 million.

e General Liability program operating expenses were $1.2 million in FY 2014, while
Property Liability operating expenses were $1.7 million and Administration operating
expenses were $2.6 million.

e General revenues, comprising investment income, totaled $1.3 million in FY 2014
with the recognition of fair market value adjustments, of which $1.2 million and $27
thousand were allocated to General Liability and Property Liability funds,
respectively.

e General Liability net position was $13.1 million at June 30, 2014, while Property
Liability net position was $824 thousand and Administration net position was $743
thousand at that date.

CLAIMS SETTLEMENT AND RESERVES FOR CLAIMS

Above-deductible General Liability claims paid totaled $4.5 million in FY 2014 compared to
$2.7 million during FY 2013. This was a function of the closure of more mature and higher
valued claims. The reserve level for claims was decreased to $30.0 million in FY 2014 from
$35.5 million in FY 2013. The decrease in reserves is primarily a function of an overall
reduction in expected losses and lower than anticipated loss development.

Above-deductible Property claims paid during FY 2014 amounted to $398 thousand
compared to $196 thousand during FY 2013. Liability reserve for Property claims were $350
thousand at June 30, 2014. Property losses at the program level have breached the Stop Loss
Aggregate (SLA) feature for the 2008/09, 2010/11 and 2011/12 program years. Our review
of the property claims paid in each year noted indicates that PLAN will be recouping
approximately $153,700 from our insurer for these fiscal years. These recoveries will be
processed in the upcoming fiscal year (FY 2015).

INVESTMENT ACTIVITIES

As of June 30, 2014, total book value (including the Local Agency Investment Fund) of the
portfolio was $44.1 million, comprised of investments in LAIF and federal agency securities.
PLAN has $1.1 million invested in the Local Agency Investment Fund (LAIF) and $43.0
million in federal agency securities. Total market value of the investments was $43.4 million
as of that date.

The investment income was $523 thousand before fair market value adjustments. The
investment income was $1.3 million with fair market value adjustments. The overall average
yield was 1.57% when the adjustments for fair market value are excluded.

At June 30, 2014, the market value of PLAN’s investments is $674 thousand below book
value. With the exception of PLAN’s investment in LAIF, 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 securities to maturity; 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 2014 AND OUTLOOK FOR FY 2015

The Inverse Tail Claim program (ITC) was closed effective June 30, 2013. The program
cxposure to these latent claims has been significantly lower than anticipatcd and no further
reserve adjustment activity is warranted for these claims.

In FY 2015, PLAN will focus on continuing to provide stable loss funding rates for the
Liability Program. Premium stabilization and broadening coverage will be a focus of our
Property Program.

During FY 2015, PLAN contracted an outside Third Party Claims Administrator (York Risk
Services Group) to handle its claims administration responsibilities. The change is projected
to save approximately $1.3 million in Administrative costs over the next two year period.
PLAN has migrated to a new automated claim system and platform (Claims Connect and
FOCUS) and is customizing claim reports and Risk Management reports to meet the specific
reporting needs of PLAN and its members. PLAN will continue its focus on collection
(subrogation) of property damage losses from responsible third parties by retaining a
dedicated subrogation specialist. Our recovery efforts continue to realize significant
financial savings and reduce our property net claim payments.

PLAN will also provide a broad range of technical training to our members to enhance their
technical skills in Claims and Risk Management.

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 POSITION
JUNE 30, 2014
General Property
Liability Liability Administration
Fund Fund Fund Total
ASSETS
Current Assets:
Cash and Cash Equivalents (Note 2) $29,970 31,174,646 $967,649 $2,172,265
Investments, at Fair Value (Note 2) 42,275,620 42,275,620
Total Cash and Investments 42,305,590 1,174,646 967,649 44,447,885
Receivables:
Due from Members 556,224 20,000 576,224
Interest 153,266 153,266
Total Current Assets 43,015,080 1,174,646 987,649 45,171,375
Noncusrent Assets:
Capital Assets, Net of
Accumulated Depreciation (Note 4) 282,573 282,573
Total Noncurrent Assets 282,573 282,573
Total Asscts 43,297,653 1,174,646 987,649 45,459,948
LIABILITIES
Current Liabilities:
Accounts Payable and Accrued Liabilities 201,598 244,324 445922
Reserves for Claims and Claim Adjustment Expenses (Note 3) 1,388,000 350,000 1,738,000
Total Current Liabilities 1,589,598 350,000 244,324 2,183,922
Noncurrent Liabilities (Note 3):
Reserves for Claims and Claim Adjustment Expenses 25,712,000 25,712,000
Reserves for Unallocated Loss Adjustment Expenses 2,925,000 2,925,000
Total Noncurrent Liabilities 28,637,000 28,637,000
Total Liabilities 30,226,598 350,000 244,324 30,820,922
NET POSITION (Note 5)
Net Investment in Capital Assets 282,573 282,573
Unrestricted 12,788,482 824,646 743,325 14,356,453
Total Net Position $13,071,055 $824,646 $743,325 $14,639,026

See accompanying notes to basic financial statements



ABAG PLAN CORPORATION
STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2014

PROGRAM REVENUES
Premiums from Members:
General Liability
Administration
Property Insurance
Total Program Revenues
PROGRAM EXPENSES
Provision for Claims and Claim Adjustments (Note 3)
Property Insurance Coverage
Excess Insurance Coverage
Depreciation (Notc 4)
Management and Administration
Loss Prevention Programs
Contract Services
Other Expenses
Total Program Expenses
Net Program Operating Income (Loss)
GENERAL REVENUE
Investment Income
Total General Revenuc
CHANGE IN NET POSITION
NET POSITION - BEGINNING

NET POSITION - ENDING

General Property
Liability Liability Administration
Fund Fund Fund Total
$6,565,078 $6,565,078
$2,850,001 2,850,001
$1,356,510 1,356,510
6,565,078 1,356,510 2,850,001 10,771,589
(987.,333) 497912 (489,421)
1,165,259 1,165,259
672,993 18,360 691,353
47,369 47,369
2,378,524 2,378,524
728,923 728,923
210,157 210,157
715,135 42,524 757,659
1,177,087 1,663,171 2,649,565 5,489,823
5,387,991 (306,661) 200,436 5,281,766
1,240,058 27,342 1,267,400
1,240,058 27,342 1,267,400
6,628,049 (279,319) 200,436 6,549,166
6,443,006 1,103,965 542,889 8,089,860
$13,071,055 $824,646 $743,325 $14,639,026

See accompanying notes to basic financial statements



ABAG PLAN CORPORATION
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2014

CASH FLOWS 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) operating activities
CASH FLOWS FROM INVESTING ACTIVITIES

Purchase (sale) of 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 INCOME (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
Payables
Reserves for claims and claim adjustment expenses
Reserves for unallocated loss adjustment expenses

Net cash flows from operating activities

General Property
Liability Liability Administration
Fund Fund Fund Total
$7,266,380  $1,356,510 $2,860,001 $11,482,891
(1,579,344)  (1,165,259) (228,517) (2,973,120)
(2,392,759) (2,392,759)
(4,454,667) (397,912) (4,852,579)
(715,135) (42,524) (757,659)
517,234 (206,661) 196,201 506,774
(4.560,760) (4,560,760)
1,304,131 27,342 1,331,473
(3,256,629) 27,342 (3,229,287)
(2,739,395) (179,319) 196,201 (2,722,513)
2,769,365 1,353,965 771,448 4,894,778
$29,970  $1,174,646 $967,649 $2,172,265
$5,387,991 ($306,661) $200,436 $5,281,766
47,369 47,369
701,302 10,000 711,302
(177,428) (14,235) (191,663)
(4,914,000) 107,500 (4,806,500)
(528,000) (7,500) (535,500)
$517,234 ($206,661) $196,201 $506,774

See accompanying notes to basic financial statements



ABAG PLAN CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
For The Year Ended June 30, 2014

[NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES I

A

Description and Programs

The ABAG Pooled Liability Assurance Network Corporation (PLAN) is a non-profit public benefit
corporation created 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
Government 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 governed 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 supports. PLAN paid
ABAG $2,469,657 for these services and $190,399 for contract services in the fiscal year ended
June 30, 2014.

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 Position and the Statement of Activities display the overall financial activities
of PLAN’s programs. These statements display the business-type 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 function.
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 necds 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, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) l

C

Major Funds

Major funds are defined as funds that have either assets and deferred outflows of resourccs,
liabilities and deferred inflows of resources, revenues or expenses equal to at least ten percent of
their fund-type total and five percent of the grand total.

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

General 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 expenses for the property liability
program for its participating members.

Administration Fund — this fund accounts for revenues and expenses 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 assets, liabilities, deferred inflows/outflows of resources, net position,
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.

Premiums from Members - Each member is assessed a premium which is intended to cover PLAN’s
claims, operating costs and claims settlement expenses. Premiums are based on an actuarially
determined estimate of the probable losses and expenses atiributable to a policy year. Additional
cash contributions may be assessed on the basis of adverse loss experience. Refunds to members
may be made if funds are determined to be in excess of the desired confidence level. All premiums
are recognized as revenues when earned, 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 future claims settlement expenses) that have been 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.
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ABAG PLAN CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
For The Year Ended June 30,2014

E‘IOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) |

PLAN has a multi-level risk sharing arrangement. Each member assumes its own losses up to its
retention level. Losses in excess of the self-insured retention are paid out 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
losses in excess of the liability pool’s $5 million limit and the property pool’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, 2014 amounted to $691,353.

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 to 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 relating 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, 2014

[NOTE 2 - CASH AND INVESTMENTS |

Cash and investments consist of the following at June 30, 2014:

Cash and
Cash
Equivalents Investments Total

Cash in Banks $1,028,145 $1,028,145
Local Agency Investment Fund 1,144,120 1,144,120

U.S. Agency Securities:
Federal National Mortgage Association $16,672,510 16,672,510
Federal Home Loan Bank 13,226,730 13,226,730
Federal Farm Credit Bank 3,942,220 3,942,220
Federal Loan Mortgage Corporation 8,434,160 8,434,160
Total Cash and Investments $2,172,265 $42,275,620 $44,447,885

Authorized 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 (E) N/A None, (A) None
Bankers Acceptances 180 days Al/P1 25% 10%
Commercial Paper 270 days Al/P1/F1 10% 10%
Medium Term/Corporate Notes 5 years AA 10% 10%
Negotiable Certificates of Deposit 2 years AA/A-] 30% 10%
Time Certificates of Deposit 1 years D) 10% 10%
Money Market Mutual Funds N/A AAA or (B) 10% 10%
California Local Agency Investment Fund N/A NA None, (C) None

(A) Maximum limit 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 minimum 5

year history and $500 million under management.
(C) LAIF has a limit of $50 million per account.

(D) Financial institution must have received a minimum overall satisfactory rating for meeting the credit needs

for California Communities in its most recent evaluation.
(E) The Board approved investment policy allows maximum maturity
as specified in the Government code.

12
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ABAG PLAN CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
For The Year Ended June 30,2014

[NOTE 2 - CASH AND INVESTMENTS (Continued) |

B. Interest Rate 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 the earlier of stated maturity date or callable dates, if applicable:

12 Months or 131024 25to 60
Cash and Investments less Months Months Total
U.S. Agency Securities:
Fecdcral National Mortgage Association  $13,711,720 $2,960,790 $16,672,510
Federal Home Loan Bank 11,203,570 $2,023,160 13,226,730
Federal Farm Credit Bank 3,942,220 3,942,220
Federal Loan Mortgage Corporation 8,434,160 8,434,160
Subtotal Investments 37,291,670 2,023,160 2,960,790 42,275,620
Cash and Cash Equivalents:
Cash in Banks 1,028,145 1,028,145
Local Agency Investment Fund 1,144,120 1,144,120
Subtotal Cash and Cash Equivalents 2,172,265 2,172,265
Total Cash and Investments $39,463,935 $2,023,160 $2,960,790  $44,447,885

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

approximately 232 days.

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 investment rating

service as of June 30, 2014 for each investment type:

Asa
U.S. Agency Securities:
Federal National Mortgage Association 316,672,510
Federal Home Loan Bank 13,226,730
Federal Farm Credit Bank 3,942,220
Federal Loan Mortgage Corporation 8,434,160

Total Investments $42,275,620
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ABAG PLAN CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
For The Year Ended June 30,2014

NOTE 2 - CASH AND INVESTMENTS (Continued) I

D.

G.

Concentration of Credit Risk

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. Included in the table at C
above are investments held by the General Liability Fund.

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 to recover its deposits or collateral securities 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 securities 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 (LAIF) 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
mortgage 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
For The Year Ended June 30, 2014

NOTE 3 - RESERVES FOR CLAIMS AND CLAIM ADJUSTMENT EXPENSES

Reconciliation of Reserves

Reserves for claims and claim adjustiment expenses changed as follows:

General Liability Pool

Property Liability Pool

2014 2013 2014 2013

Reserves for claims and claim settiement expenses,

beginning of year $35,467,000 $23.492 000 $250,000 $250,000
Provision for claims and claim settlement expenses

attributable to insured events of:

Current year 5,534,000 6,493,000 350,000 242,500

Prior years (6.521,333) * 8,203,014 147912 (46,249)
Total incurred claims and claim settlement expenses (987.333) 14,696,014 497,912 196,251
Less settlement of claims and claim settlement expenses

attributable to insured events of current and prior fiscal years:

Claims paid -- current year (430,441) (116,758) (102,879)

Claims paid -- prior years (4,454,667) (2,290,573) (281,154) (93.372)
Total payments (4,454,667) (2,721,014) (397.912) (196,251)
Reserves for claims and claim settlement expenses, end of year $30,025,000 ** $35,467,000 $350,000 $250,000
Components of unpaid claims habilities:

Reserves for claims and claim settlement expenses $27,100,000 $32,014,000 $350,000 $242,500

Reserves for unallocated loss settlement expenses 2,925,000 3,453,000 7.500
Total $30,025,000 $35,467,000 $350,000 $250,000
Current portion $1,388,000 $1,380,000 $350,000 $250,000

* Includes costs to be recovered from members

** The liability is recorded at present value using a discount rate of 0.909. Undiscounted liability claims totaled $32,174,809

at June 30, 2014,

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
Capitalized software
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ABAG PLAN CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
For The Year Ended June 30, 2014

NOTE 4 - CAPITAL ASSETS (Continued) |

Capital Assets activity was as follows for the year ended June 30, 2014:

June 30, 2013 Additions June 30, 2014
Capital assets being depreciated:
Capitalized software $468,719 $468,719
Vehicles 52,715 52,715
Total capital assets being depreciated 521,434 521,434
Less accumulated depreciation for:
Capitalized software 138,777 $47,369 186,146
Vehicles 52,715 52,715
Total accumulated depreciation 191,492 $47,369 238,861
Net capital assets being depreciated 329,942 282,573
Capital assets, net $329,942 $282,573

NOTE 5 - NET POSITION

Net Position is the excess of a fund’s assets and deferred outflows of resources over all its liabilities and
deferred inflows of resourcesQ. PLAN’s Net Position is divided into the two captions described below:

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

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

[NOTE 6 - COMMITMENTS AND CONTINGENCIES |

Litigation — PLAN is subject to litigation arising in the normal course of business. In the opinion of the
Attorney, there is no pending litigation which is likely to have a material adverse effect on the financial
position of PLAN.
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REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)

ABAG PLAN CORPORATION

TEN-YEAR CLAIMS DEVELOPMENT INFORMATION - GENERAL LIABILITY POOL - (in Thousands)

(1) Eamed premiums
Excess insurance premiums

Net Earned

(2) Investment income allocation:

FY 13-14
FY 12-13
FY 11-12
FY 10-11
FY 09-10
FY 08-09
FY 07-08
FY 06-07
FY 05-06
FY 04-05

(3) Net earned premiums
and investment revenues

(4) Unallocated expenses

(5) Funds available for claims

(6) Paid (cumulative) as of:

M

®)

©®)

End of program year
One year later

Two years later
Three years later
Four years later

Five years later

Six years later
Seven years later
Eight years later
Nine years later

Estimated reserves for claims and
claims adjustment expenses

End of policy year

One year later

Two years later

Three years later

Four years later

Five years later

Six years later

Seven years later

Eight years later

Nine years later

Re-estimated incurred claims and
claims adjustment expenses

End of policy year

One year later

Two ycars later

Three years later

Four years later

Five years later

Six years later

Seven years later

Eight years later

Nine years later

Change in estimated net incurred
claims from end of policy year

(10) Net distributions

(11) Funds available after estimated

claims and net asset distributions

YEARS ENDED JUNE 30,

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
$6979  $7,475 $8,085 $7906  $8262  $8326  $7,753 $7,562 $7,685 $9,218
544 562 777 710 764 776 738 634 652 673
6435 6913 7,308 7,196 7498 7,550 7,015 6,928 7,033 8,545
36 2 44 (51) ©) 20 16 12 29 52
55 3 69 (63) (4) 31 30 59 49
68 4 85 (76) 2 58 51 76
7 6 105 (15) 14 89 63
79 53 129 36 60 98
119 140 206 92 106
146 199 259 116
181 213 237
207 206
196
7,595 7739 8442 7235 7,667 7,846 7,175 7,075 7,111 8,597
2532 2825 2799 508 5013 3,673 4422 3,579 3,909 4,143
5063 4914 5643 2,149 2654 4,173 2,753 3,496 3,202 4,454
29 97 15 24 305 23 7 430
102 255 57 95 405 363 359 198 662
873 905 235 1,009 2,064 1,474 1,004 2,569
1,838 1471 506 2,954 2595 2,350 1,354
1,874 2,804 1061 5719 2918 2,353
1,874 4649 1646 5347 3473
1,874 4,721 1657 6,756
1,876 4742 1,657
1,876 4,756
1,874
8095 8581 4938 5194 5029 4,199 4,789 4918 6,063 5,534
5,170 4,183 4412 4351 3,995 6,944 7,353 8,977 8,299
3,151 3,678 2449 3595 3,660 4,643 11,270 6,830
1,625 2,429 1,447 2392 2871 3,029 6,164
79 4,110 937 2231 3,139 1,592
274 442 281 1,939 219
715 125 632
87 629 86
518
8,124 8678 4953 5194 5053 4,504 4,812 4,989 6,493 5,534
5272 4438 4469 4446 4400 7,307 7,712 9,175 8,961
4024 4583 2,684 4604 5724 6,117 12,274 9,399
3463 3900 1,953 5346 5466 5,379 7,518
2,664 7,004 1998 7950 6057 3,945
2,148 5,091 1,927 7,786 3,692
1874 5436 1,782 7388
1,963 5371 1,743
1876 5274
1,874
(6250) (3,404) (3210) 2,194  (1,361) (559) 2,706 4,410 2,468
106 100 198
3,189 (360) 3900  (5239)  (1,038) 28 @765 (579 (5659 (882)
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ABAG PLAN CORPORATION
REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
TEN-YEAR CLAIMS DEVELOPMENT INFORMATION - PROPERTY LIABILITY POOL - (in Thousands)

YEARS ENDED JUNE 30,
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

(1) Eamed premiums $984 $893  $1,004 $892 $918  $1,086  $1,080 $992  $1,151 $1,357

Excess insurance premiums 774 718 858 727 726 885 880 802 961 1,165

Net Earned 210 175 146 165 192 201 200 190 190 192
(2) Investment income allocation

FY 13-14 2 n ) (12) (5) ()] (O] 9) (5) 2

FY 12-13 2 m m (10) ) ) ) 2

FY 11-12 2 (O] ()] (16) @) ) 4) )

FY 10-11 I Q] m (15) (C)] ) )

FY 09-10 ! (1) ()] (13) 4 !

FY 08-09 2 (n (¢)] (16) &)

FY 07-08 @ (15) )] (15)

FY 06-07 @ 12) @

FY 05-06 @ )]

FY 04-05 2
(3) Net carned premiums and investment revenues 212 141 127 68 166 199 181 173 187 194

(4) Unallocated expenses |

(5) Funds available for claims 212 141 127 68 165 199 181 173 187 194
(6) Paid (cumulative) as of:

End of program year 165 208 225 415 379 148 318 252 103 117

One year later 273 420 294 796 407 242 409 555 388

Two years later 283 424 181 859 374 236 486 556

Three years later 283 187 181 859 371 224 477

Four years later 132 187 177 859 37 227

Five years later 132 187 177 585 371

Six years later 132 187 177 585

Seven years later 132 187 177

Eight years later 132 187

Nine years later 132

(7) Estimated reserves for claims and
claims adjustment expenses
End of policy year 157 158 158 158 158 158 158 250 250 350
One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eight years later
Nine years later

(8) Re-estimated incurred claims and
claims adjustment expenses:

End of policy year 322 365 383 573 537 306 476 502 353 467

One year later 273 420 294 796 407 242 409 555 388

Two years later 283 424 181 859 374 236 486 556

Three years later 283 187 181 859 37 224 477

Four years later 132 187 177 859 kYD 227

Five years later 132 187 177 585 371

Six years later 132 187 177 585

Seven years later 132 187 177

Eight years later 132 187

Nine years later 132
(9) Change in estimated net incurred

claims from end of policy year (190) (178) (206) 12 (166) (79) 1 54 35

(10) Net distributions 0 0 0 0 0 0 0 0 0 0
(11) Funds available after estimated claims 80 (46) (50) (517) (206) (28) (296) (383) (201) (273)
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ABAG PLAN CORPORATION
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
For The Year Ended June 30, 2014

The preceding tables illustrate how PLAN’s earned 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 rows of table are defined as follows:

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

(2) This line 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 earned premiums and investment revenues.
(4) This line shows each fiscal year’s other operating costs of PLAN not allocable to 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 net distributions for claims dividends and tail assessments.

(11) This line shows the funds available after reestimated claims and distributions.
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IV MAZE

& ASSOCIATES

MEMORANDUM ON INTERNAL CONTROL

To the Board of Directors of the
ABAG Pooled Liability Assurance Network Corporation
QOakland, California

We have audited the basic financial statements of ABAG Pooled Liability Assurance Network
Corporation (PLAN) for the year ended June 30, 2014, and have issued our report thereon dated January
20, 2015. In planning and performing our audit of the basic financial statements of the Association of
Bay Area Governments for the year ended June 30, 2014, in accordance with auditing 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 that are appropriate in the
circumstances for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of PLAN’s internal control. Accordingly, we do
not express an opinion on the effectiveness of PLAN’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 PLAN’s financial statements will not be prevented, or detected and corrected on a timely basis.

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 material weaknesses. In addition,
because of inherent limitations in internal control, including the possibility of management override of
controls, misstatements due to error or fraud may occur and not be detected by such controls. 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.

Included in the Schedule of Other Matters are recommendations not meeting the above definition that we
believe to be of potential benefit to PLAN.

PLAN’s written responses included in this report have not been subjected to the audit procedures applied
in the audit of the financial statements and, accordingly, we express no opinion on them.

This communication is intended solely for the information and use of management, the Board and others
within the organization, and is not intended to be and should not be used by anyone other than these
specified parties.

/779,,/62“,@;@&‘

Pleasant Hill, California
January 20, 2015
T 925.930.0902
Accountancy Corporation F 926.930.0135
3478 Buskirk Avenue, Suite 215 £ maze@mazeassociates.com

Pleasant Hill, CA 94523 1 w mazeassociates.com
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MEMORANDUM ON INTERNAL CONTROL
SCHEDULE OF OTHER MATTERS

NEW GASB PRONOUNCEMENTS OR PRONOUNCEMENTS NOT YET EFFECTIVE

The following comment represents new pronouncements taking affect in the next few years. We have
cited them here to keep you abreast of developments:

EFFECTIVE FISCAL YEAR 2015:

2014-01: GASB 68 - Accounting and Financial Reporting for Pensions (an amendment of
GASB 27)

This Statement will not have material impact on PLAN’s financial statements. The primary objective of
this Statement is to improve accounting and financial reporting by state and local governments for
pensions.

This Statement establishes standards for measuring and recognizing liabilities, deferred outflows of
resources, and deferred inflows of resources, and expense/expenditures. For defined benefit pensions, this
Statement 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.

2014-02: GASB 69 - Government Combinations and Disposals of Government Operations

This Statement establishes accounting and financial reporting standards related to government
combinations and disposals of government operations. As used in this Statement, the term government
combinations includes a variety of transactions referred to as mergers, acquisitions, and transfers of
operations.

2014-03: GASB 71 - Pension Transition for Contributions Made Subsequent to the
Measurement Date—an amendment of GASB Statement No. 68

This Statement will not have material impact on PLAN’s financial statements. This Statement amends
paragraph 137 of Statement 68 to require that, at transition, a government recognize a beginning deferred
outflow of resources for its pension contributions, if any, made subsequent to the measurement date of the
beginning net pension liability. Statement 68, as amended, continues to require that beginning balances
for other deferred outflows of resources and deferred inflows of resources related to pensions be reported
at transition only if it is practical to determine all such amounts.
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ABAG POOLED LIABILITY ASSURANCE NETWORK CORPORATION
MEMORANDUM ON INTERNAL CONTROL

SCHEDULE OF PRIOR YEAR OTHER MATTERS

2013-01: Bank reconciliation — prepare and review process

Criteria: Bank statements should be reconciled within a timely manner denoting who the preparer was,
when the bank reconciliation was prepared, who the reviewer was, and when the review was performed.

Condition: During our testing of PLAN’s March 2013 bank reconciliations, we noted that although
reconciliations are being performed, there were no physical indications of by whom and when the
preparation and review process took place.

Effect: Without proper audit trail of said processes, timely reconciliation is questionable and no
accountability is denoted.

Cause: Lack of audit trail processes was an oversight by staff.

Recommendation: We noted that PLAN corrected this internal contro! error when the June 2013 bank
reconciliations were tested, however, we recommend PLAN continue to implement said process.

Management Response: Bank reconciliations were prepared by the accountants that are responsible for
the entities. Reviewers were required to review and sign off on the bank reconciliations in the past. The
practice was consistent and reviewed by the auditors as part of the annual audit. The new
recommendation will enhance internal control, and we will continue to implement the process.

Current Status: Recommendation was implemented in FY 13-14.
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IV MAZE

& ASSOCIATES

REQUIRED COMMUNICATIONS
January 20, 2015

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

We have audited the basic financial statements of the ABAG Pooled Liability Assurance Network
Corporation (PLAN) for the year ended June 30, 2014. Professional standards require that we
communicate to you the following information related to our audit under generally accepted auditing
standards.

Significant Audit Findings
Accounting Policies

Management is responsible for the selection and use of appropriate accounting policies. The following
pronouncements became effective, but did not have a material effect on the financial statements:

GASB 65 - Items Previously Reported as Assets and Liabilities

This Statement establishes accounting and financial reporting standards that reclassify, as deferred
outflows of resources or deferred inflows of resources, certain items that were previously reported as
assets and liabilities and recognizes, as outflows of resources or inflows of resources, certain itemns that
were previously reported as assets and liabilities. This Statement also provides other financial reporting
guidance related to the impact of the financial statement elements deferred outflows of resources and
deferred inflows of resources, such as changes in the determination of the major fund calculations and
limiting the use of the term deferred in financial statement presentations.

GASB 67 - Financial Reporting for Pension Plans—an amendment of GASB Statement No. 25

This Statement replaces the requirements of Statements No. 25, Financial Reporting for Defined Benefit
Pension Plans and Note Disclosures for Defined Contribution Plans, and No. 50, Pension Disclosures, as
they relate to pension plans that are administered through trusts or equivalent arrangements (hereafter
jointly referred to as trusts) that meet certain criteria. The requirements of Statements 25 and 50 remain
applicable to pension plans that are not administered through trusts covered by the scope of this Statement
and to defined contribution plans that provide postemployment benefits other than pensions.

T 925.930.0902

Accountancy Corporation F 925.930.0135
3478 Buskirk Avenue, Suite 215 e maze@mazeassociates.com
Pleasant Hill, CA 94523 7 w mazeassociates,com



GASB 70 - Accounting and Financial Reporting for Nonexchange Financial Guarantees

Some governments extend financial guarantees for the obligations of another government, a not-for-profit
entity, or a private entity without directly receiving equal or approximately equal value in exchange (a
nonexchange transaction). As a part of this nonexchange financial guarantee, a government commits to
indemnify the holder of the obligation if the entity that issued the obligation does not fulfill its payment
requirements. Also, some governments issue obligations that are guaranteed by other entities in a
nonexchange transaction. The objective of this Statement is to improve accounting and financial reporting
by state and local governments that extend and receive nonexchange financial guarantees.

This Statement requires a government that extends a non-exchange financial guarantee to recognize a
liability when qualitative factors and historical data, if any, indicate that it is more likely than not that the
government will be required to make a payment on the guarantee. The amount of the liability to be
recognized should be the discounted present value of the best estimate of the future outflows related to the
guarantee expected to be incurred. When there is no best estimate but a range of the estimated future
outflows can be established, the amount of the liability to be recognized should be the discounted present
value of the minimum amount within the range.

Unusual Transactions, Controversial or Emerging Areas

We noted no transactions entered into by PLAN during the year for which there is a lack of authoritative
guidance or consensus. All significant transactions have been recognized in the financial statements in the
proper period.

Estimates

Accounting estimates are an integral part of the financial statements prepared by management and are
based on management’s 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
significantly from those expected. The most sensitive estimate(s) affecting PLAN’s financial statements
were:

Estimated Fair Value of Investments: As of June 30, 2014 the PLAN held approximately $44.4 million of
cash and investments as measure by fair value as disclosed in Note 2 to the financial statements. Fair
value is essentially market pricing in effect as of June 30, 2014. These fair values are not required to be
adjusted for changes in general market conditions occurring subsequent to June 30, 2014.

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 the 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.

Disclosures

The financial statement disclosures are neutral, consistent, and clear.



Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and completing our
audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified during the
audit, other than those that are clearly trivial, and communicate them to the appropriate level of
management. Management has corrected all/certain such misstatements. In addition, none of the
misstatements detected as a result of audit procedures and corrected by management were material, either
individually or in the aggregate, to each opinion unit's financial statements taken as a whole.

Disagreements with Management

For purposes of this letter, a disagreement with management is a financial accounting, reporting, or
auditing matter, whether or not resolved to our satisfaction, that could be significant to the financial
statements or the auditor’s report. We are pleased to report that no such disagreements arose during the
course of our audit.

Management Representations

We have requested certain representations from management that are included in a management
representation letter dated January 20, 2015.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a "second opinion" on certain situations. If a consultation involves
application of an accounting principle to the governmental unit's financial statements or a determination
of the type of auditor's opinion that may be expressed on those statements, our professional standards
require the consulting accountant to check with us to determine that the consultant has all the relevant
facts. To our knowledge, there were no such consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the governmental unit's auditors. However,
these discussions occurred in the normal course of our professional relationship and our responses were
not a condition to our retention.



Other Matters
Other Information Accompanying the Financial Statements

With respect to the required supplementary information accompanying the financial statements, we
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 did not express an opinion nor 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.

Aok ok

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

Very truly yours,

a?’e’ v W
Pleasant Hill, California
January 20, 2015

10



Associabion
of Bay Area Governments

PLA

CORPORATION

Pooled Liabllity Assurance Network

£} Association of Bay Area Governments

To:  Finance Committee Date: May 20, 2015
ABAG PLAN Corporation

From: Charlie Adams RE: Investment Report-—
Interim Chief Financial Officer thru March 2015

Attached are the PLAN Investment Report through March, 2015 and an update on
recommendations to revise PLAN investment policies.

INVESTMENT REPORT

As of the end of March, there was a total amount invested of $46.244 million (market
value) with a current book value of $46.310 million. Of this amount, $42.393 million
(market value) is invested in Federal Agency Securities providing an average annual
yield of 1.559 percent and $3.851 million in LAIF deposit providing an average annual
yield of 0.278 percent. The combined average reflects an average annual yield of 1.452
percent. A detailed listing of securities composing the portfolio is provided on the
second page of the investment report.

The yield on the LAIF deposit increased .042 percent from the yield at March 2014 and
continues to exceed the current yield on short term Treasury Securities. Our yield on
Federal Agency Securities declined .043 percent from the yield at March 2014. The
principal reason for the decline in yield is the recall of two securities, with a total par
value of $4.5 million, which were yielding 2.096 and 1.883 percent. The recall of higher
yielding securities continues, with two securities totaling $4 million par and yielding
1.765 and 1.479 percent having been recalled in April and May of this year. Our
portfolio currently contains four securities with total par value of $9 million, for which
the market value at March 31, 2015 was greater than the par value, making them likely
candidates for recall by the issuers.

We propose to continue the policy of holding securities to maturity and; therefore, short-
term opportunities to diversify the composition of the portfolio are dependent on new
funds being generated from operations or the maturing and recall of existing securities.
The earliest maturity date in the current portfolio is August 7, 2017. In order to maintain
our ability to invest in higher yielding securities, should interest rates rise within the next
two years, we will seek invest to funds, now in LAIF, that exceed expected current cash
flow requirements, and the rollover funds from bond recalls, into shorter term Federal
Agency Securities and Guaranteed Bank Certificates of Deposit.



INVESTMENT POLICY

In the report on investment policies presented to the Committee in May 2014, the CFO
listed six objectives and actions to be accomplished in the following year. We concur
with the objectives listed, all of which have been fully achieved or are on the path to full
implementation. Review of the Investment Policy Statement shows that an update of the
statement, to ensure compliance with practice is maintained is desirable. A proposed
updated draft will be presented to the Committee prior to the end of the first quarter of

the 2015-16 fiscal year.

Staff is available to respond to any questions the Committee may have.
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Associuation
of Bay Avea Gasernnents

PLAN

CORPORATION
Pooled Liability Assurance Network

) Association of Bay Area Governments

To:  Finance Committee Date: May 20, 2015
ABAG PLAN Corporation

From: Charlie Adams Re:  Quarterly Financial
Interim, CFO Report—thru March, 2015

Attached are the PLAN Balance Sheet as of March 31, 2015, and the Income Statements
for the three PLAN Funds—Administration, General Liability and the Property Pool—
through March 31, 2015

Review of the Balance Sheet shows total assets to have increased $1.687 million, which
is a 3.5 percent increase over the balance at March 31, 2014. Of this increase $1.497
million occurred in the General Liability Fund. Cash increased $2.4 million, Investments
in Securities decreased $500,000, and Receivables decreased $300,000. The most
significant events in reduction of the receivable balance were the collection of $260,000
in previous tail assessments made to the City of San Mateo, and the clearing of $50,000
in unreconciled amounts related to the conversion from Risk Master to iVOS claims
software. The balance sheet also contains Long Term Receivable of $10,000 from
ABAG and $96,000 from the City of Gilroy. The total balance remaining of the ABAG
receivable is $20,000 is being paid in instalments of $10,000 per year. The Gilroy
receivable is being paid in instalments of $32,000 per year.

Comparison of the March 2015 and March 2014 balance sheets show an increase in total
PLAN Net Equity of $6.541 million. The General Liability Fund equity increased $5.649
million, the Property Fund equity increased $264,000 and the Administration Fund equity
increased $628,000.

The net result of operations, as recorded in the Administration Fund for nine months
ending March 31, 2015, is a surplus of $628,000. This compares to a surplus of $34,000
for the same period of the prior year. The adopted budget for the Administration Fund
provided for a breakeven of revenues and expenses. In comparison to the prior year,
personnel cost are $496,000 less, which is off partially offset by increased consultant fees
of $184,000. The full year’s earned premium revenue of $2,250,000 is recognized in the
year-to-date statement. If this revenue was prorated, it would reduce the year-to-date
surplus by $562,000. The changes in operations, in which some claims review functions
performed by employees have been transferred to consultants, have added complexity to



the projection of the full year results; however, if current trends hold through the end of
the fiscal year, we expect the Administrative Fund to produce a surplus.

As previously discussed, the General Liability Fund has an operating surplus of $5.6
million through March 31, 2015. This surplus reflects the full years earned premium
revenue of $6,249,000. If this revenue was prorated for the full year, it would reduce the
year-to-date surplus by $1.6 million.

The final surplus or deficit for the year is subject to significant claims that may occur at
any time. The current actuarial report indicates a reduction of PLAN liabilities, which
will result in a reduced reserve requirement. If no additional payment is made to the
claims reserve this fiscal year, we project that the General Liability Fund will produce a
surplus for the full fiscal year of $3.0 to $6.0 million.

For the Property Pool, the income statement through the first nine months indicates a
surplus of $264,000. This surplus reflects a full year of earned premium revenue and a
full year of property insurance expense. The only item that would significantly alter the
full year results would be an addition to the claims reserve.

Staff is available to respond to any questions the Committee may have.



BALANCE SHEET

ABAG PLAN Corporation
MAR-15 USD

2,180,349.63
3,850,838.44
109,627.60

42,500,000.00
(42,871.16)
1,730.62

42,458,859.46

7,672.50
775,682.18
3,556.89
215,290.27

468,718.96
(221,673.15)

106,000.00
52,714.56
(52,714.56)

419,250.21
842.77
30,375,000.00
(2,694,417.88)

27,680,582.12

28,100,675.10

238,860.73
562,500.00

6,541,645.28
21,854,247.68

0.00
1,767,930.69
0.00

0.00
0.00
0.00

10,000.00
0.00
0.00
0.00

0.00
0.00

10,000.00
52,714.56
(52,714.56)

416,750.21
0.00
0.00
0.00

0.00

416,750.21

52,714.56
562,500.00

128,110.30

627,855.62
1,371,180.48

2,077,406.31
1,005,613.97
(26,480.64)

42,500,000.00
(42,871.16)
1,730.62

42,458,859.46

(2,327.50)
775,682.18
3,556.89
215,290.27

468,718.96
(221,673.15)

96,000.00
0.00
0.00

46,850,646.75

2,500.00
842.77
30,025,000.00
(2,572,106.39)

27,452,893.61

27,456,236.38

186,146.17
0.00

186,146.17

13,558,827.86

13,558,827.86

5,649,436.34
19,394,410.37

46,850,646.75

102,943.32
1,077,293.78
136,108.24

0.00
0.00
0.00

0.00
0.00
0.00
0.00
0.00

0.00
0.00

0.00

0.00

0.00
350,000.00
(122,311.49)

264,353.32
1,088,656.83

1,316,345.34



INCOME STATEMENT

ABAG PLAN CORPORATION, ADMINISTRATION FUND
MAR-15 USD

2,250,000.00 0.00 2,250,002.04 (100.00)% (2.04)
2,250,000.00 0.00 2,250,002.04 (100.00)% (2.04)
1,539,228.00 138,462.36 1,263,290.76 82.07% 275,937.24
1,539,228.00 138,462.36 1,263,290.76 82.07% 275,937.24
10,000.00 0.00 11,989.86 119.90% (1,989.86)
10,000.00 0.00 8,050.00 80.50% 1,950.00
603,034.00 0.00 295,603.50 49.02% 307,430.50
30,000.00 0.00 8,420.00 28.07% 21,580.00
0.00 0.00 350.00 n/m (350.00)
12,000.00 0.00 8,000.00 66.67% 4,000.00
5,738.00 0.00 0.00 0.00% 5,738.00
670,772.00 0.00 332,413.36 49.56% 338,358.64
7,500.00 250.00 7,812.99 104.17% (312.99)
1,500.00 254.30 2,546.40 169.76% (1,046.40)
1,000.00 0.00 0.00 0.00% 1,000.00
7,500.00 0.00 4,935.66 65.81% 2,564.34
1,500.00 858.22 238.39 15.89% 1,261.61
5,000.00 263.36 1,333.26 26.67% 3,666.74
2,000.00 98.72 1,150.29 57.51% 849.71
1,500.00 56.18 853.00 56.87% 647.00
2,500.00 0.00 974.31 38.97% 1,525.69
10,000.00 1,254.00 6,598.00 65.98% 3,402.00
40,000.00 3,034.78 26,442.30 66.11% 13,557.70
2,250,000.00 141,497.14 1,622,146.42 72.10% 627,853.58
0.00 (141,497.14) 627,855.62 n/m (627,855.62)




INCOME STATEMENT

ABAG PLAN CORPORATION, GENERAL LIABILITY

MAR-15 USD
EARNED PREMIUM  6249,111.00 0.00  6249,111.00  (100.00)% 0.00
INVESTMENT INCOME (INCL. LAIF)  1,300,000.00 56,614.90 578,729.81  (44.52)% 721,270.19
CLAIMS TAIL ASSESSMENT 0.00 000  (261,717.00) mm  261,717.00
. TOTALREVENUES  7,549,111.00 56,614.90  6,566,123.81  (86.98)% 982,987.19
ADJ. TOCLAIMSRESERVE ~ 3,000,000.00 0.00 0.00 0.00%  3,000,000.00
BEST PRACTICES SERVICES 296,579.00 6,665.25 80,439.67 27.12% 216,139.33
SEWER LOSS PREVENTION 85,000.00 0.00 32,233.95 37.92% 52,766.05
'DEFENSIVE DRIVER TRAINING 20,000.00 0.00 2,800.00 14.00% 17,200.00
/RISK MANAGEMENT PROGRAMS 350,000.00 3,144.79 108,816.38 31.09% 241,183.62
RISK MANAGEMENT TRAINING 102,500.00 8,347.56 27,658.43 26.98% 74,841.57
OB SV e o | 854,079.00 18,157.60 251,948.43 29.50% 602,130.57
INSURANCE & BONDING 629,179.00 0.00 629,179.00  100.00% 0.00
AMORTIZED SOFTWARE COSTS 47,370.00 3,947.47 35,527.23 75.00% 11,842.77
MISCELLANEOUS 0.00 0.00 32.81 n/m (32.81)
_ TOTAL OTHER DIRECT CHARGES 676,549.00 3,947.47 664,739.04 98.25% 11,809.96
. TOTALEXPENSES  4,530,628.00 22,105.07 916,687.47 20.23%  3,613,940.53
| SURPLUS/(DEFICIT)  3,018,483.00 34,500.83  5,649,436.3¢  (187.16)%  (2,630,953.34)




INCOME STATEMENT

ABAG PLAN CORPORATION, PROPERTY POOL
MAR-15 USD

1,391,696.00 0.00 1,391,698.00  (100.00)% (2.00)

27,000.00 2,250.00 20,250.00 (75.00)% 6,750.00
1,418,696.00 2,250.00 1,411,948.00 (99.52)% 6,748.00
250,000.00 0.00 0.00 0.00% 250,000.00
1,147,595.00 0.00 1,147,594.68 100.00% 0.32
1,397,595.00 0.00 1,147,594.68 82.11% 250,000.32
21,101.00 2,250.00 264,353.32 (1,252.80)% (243,252.32)




Association
of Bay Area Governments

LA

CORPORATION

{} Association of Bay Area Governments

Date: June 11, 2015
To: PLAN Board of Directors
From: Executive Committee

Jim Hill, Risk Management Officer
Subject: PLAN Administration Fund — 2015-16 FY Preliminary Budget
Action: Approval of PLAN Administrative Budget as presented.
Recommendation:

The Executive Committee recommends approval of the PLAN Administrative budget for FY 2015-
16 in the amount of $2,458,589.

Summary

The PLAN Administrative Budget for FY 2015-16 is attached for review and discussion by the
Board of Directors. The budget takes into consideration the ongoing utilization of York Risk
Services as the PLAN claims administrator. PLAN is entering into the second year of the
contract.

PLAN operating costs including all direct/indirect expenses are detailed in an attachment to this
report. Overall, the PLAN budget is up 9% over the prior fiscal year. The drivers of the variance
are discussed below (highlights).

The Administrative Budget reflects a balanced budget designed to preserve assets and promote
required growth of program surplus. The PLAN Capital Reserve Fund and Contingency Reserve
Policy are being managed effectively. The current Administrative Fund surplus exceeds the
minimum 25% of operating budget requirement. PLAN operating costs and surplus will be
monitored closely to ensure it meets the targeted parameters. PLAN members continue to
receive measurable savings when compared to PLAN's prior configuration (in-house claims).

Administrative Budget Highlights

The PLAN Administrative budget for FY 2015-16 is $2,458,589. The budget is $208,589 (9.3%)
over prior year budget. The variance is primarily driven by Total Personnel Costs, including
ABAG overhead which are up 12% from last year. PLAN direct personnel costs are up 10.5%
while ABAG indirect costs are up 15.5%. Despite the 9% increase in the Administrative Budget,
PLAN is still achieving a significant savings from prior budget(s) with utilization of York TPA. An
analysis and comparison of projected savings versus actual savings is included in the report.



PLAN Administration Fund — 2015-16 FY Preliminary Budget (con’t)
Personnel Costs
As noted above, ABAG Personnel costs have risen this budget cycle due to the following factors:

a. A 3% increase in ABAG staff salaries (all employees).

b. Step increases (5%) for 3 classified PLAN personnel.

c. An increase in Systems personnel hours for project(s) related to deductible invoicing
and grant payment/check processing. We are programming an interface between
Client Connect (York system) and ABAG’s Oracle financial platform.

d. A 4.7% increase in ABAG overhead rate (44.95 vs 42.95).

A detailed analysis of PLAN Personnel Costs and ABAG Indirect Overhead Cost are included as
an attachment.

Other Costs and Direct Charges -

Overall, other costs are projected to rise 4% or $25,493. The bulk of this variance being driven
by York TPA cost which are accounted for as “Other Costs”. The annual TPA fee includes a 3%
cost escalator which is allowed each year to account for cost inflation. The cost escalator was
negotiated in the contract and included in our prior analysis and RFQ. Technical consulting fees
are projected to remain relatively flat (down 3% or $1,000). Audit fees (Financial) are expected
to increase 33% or $4,000 based on the current estimate provided by Finance.

Other direct charges are projected to decrease by $1,000 (3%) overall. While there are slight
increases noted in travel, printing, telephone and training, there is a corresponding reduction in
miscellaneous expense and subscriptions. The budget amounts are being adjusted accordingly
this year for budget accuracy. The changes are relatively nominal and reflect a rise in the cost of
PLAN operational activities. There is more frequent use of teleconferencing which has been
accounted for and an increase in training to support staff development. In the final analysis, the
overall change and values in direct expenses are unremarkable.

Actual versus Projected Cost Savings

The attachment titled “ABAG PLAN Administrative Budget Comparison (Cost Savings Analysis)”
analyzes the major cost components (direct personnel costs, indirect overhead, total personnel
cost and total expenses) and compares the current FY budget data to prior year and also against
our baseline costs (FY13/14 Budget).

The FY13/14 budget was used as our baseline reference as it is the last year with full in-house
claims staff. Itis notable that the baseline PLAN direct personnel costs were not adjusted for
inflation nor were the prior budget salaries increased to reflect the raises granted this year (3%).
Incorporating the adjustments would effectively increase the baseline cost and further increase
the savings noted for FY15/16.

The total projected expense savings is $1,258,051 as compared to our original projection of $1.4
million. Please note that some of the projected savings in personnel expenses in FY14/15 was
offset by the retention of ABAG PLAN claim staff for an additional 6 weeks at the beginning of the
current fiscal year. The TPA transition was not effective until 8/1/2015 and was delayed due to
the collective bargaining issues. There was a slight overlap of personnel costs; however, there is
a still a significant savings being achieved by PLAN members from a total administrative budget
perspective when compared to prior operating budgets.



ABAG PLAN Corporation Administrative Budget FY 2015/16

Projected Budget with Contracted TPA Services (York)

REVENUES

Administrative Premium
Investments

TOTAL REVENUES
EXPENSES

PLAN Personnel Costs (Staff)
Indirect Cost - Overhead

Total Personnel Cost and Overhead
OTHER COSTS

Technical Consultant Fees
Legal Consuitants

Claims Consuitants

York TPA Fees

Actuarial Consultants
Audit Fees Financial

Audit Fees Claims Audit
Other Consultants

Total Other Costs

OTHER DIRECT CHARGES

Travel

Printing In-House

Printing Outside
Conferences & Seminars
Office Supplies

Subscriptions & Memberships
Postage

Telephone

Insurance & Bonding

Staff Training & Development
Miscellaneous

Total Other Direct Charges
TOTAL EXPENSES

SURPLUS/(DEFICIT)

Footnotes

(1) Approved $12,000 FY 2013/14; Audit was deferred until FY 2014.

Proposed Budget
2015-16

$ 2,458,589
n/a

$ 2,458,589

1,188,909
534,415

R -]

$ 1,723,324

12,000
10,000
12,000
608,765
30,000
16,000

7.500

© AN DAPAHAHH

696,265

10,000
2,500
1,000
7,500
1,500
3,500
2,000
2,000

4,000
5,000

39,000

2,458,589

L-J L3 © PANDAAADPDPNAAL

Approved Budget
2014-15

$ 2,250,000
n/a

$ 2,250,000

$ 1,076,383
$ 462,845

$ 1,539,228

10,000
10,000
12,000
591,034
30,000
12,000

5,738

©» DA APDAD

670,772

7,500
1,500
1,000
7.500
1,500
5,000
2,000
1,500

2,500
10,000

AP P WD AP PN NG

$ 40,000
$ 2,250,000

$ o

L1 PPN N

.- L RHBAANANANAPANSD

$ Change

208,589
n/a

208,589

112,526
71,570

184,096

2,000

17,731
4,000
1,762

25,493

2,500
1,000

(1,500)
500

1,500
(5.000)

(1,000)

208,589

% Change

9.3%

9.3%

10.5%
15.5%

12.0%

20.0%
0.0%
0.0%
3.0%
0.0%

33.3%

30.7%

3.8%

33.3%
66.7%
0.0%
0.0%
0.0%
-30.0%
0.0%
33.3%

60.0%
-50.0%

-2.5%

9.3%

(1



ANALYSIS OF INCREASE IN PLAN ADMINISTRATIVE BUDGET

PERSONNEL COSTS
Personnel Cost Components
Fiscal Year Increase
2015-16 2014-15 Amount Percent

Salaries and Benefits S 1,188,909 |$ 1,076,383 |S 112,526 10.5%
Indirect Cost Overhead 534,415 462,845 71,570 15.5%

Total Personnel Costs S 1,723,324|S$ 1,539,228 | $ 184,096 12.0%
Staff Hours | 12,676 | 12,208 | 468 | 3.8%|
|Average Hourly Rate B 93.79 [ $ 88.17 | $ 5.62 | 6.4%|

Significant Sectors and Positions
[ PLAN Staff [s 928518[S 865493[S 63,025] 7.3%|

[ systems l'$ 62,836 | $ 11,977 [$ 50,859 | 424.6%
Increase FY15-16 over FY14-15
Hours Amount
Claims Manager 56|95 22,246
Assistant Claims Examiner S 22,566
Systems Technical 350 S 38,813
INDIRECT OVERHEAD COST
ABAG Indirect Cost Rate
Fiscal Year Increase
2014-15 2013-14 (Decrease) | Percent
Indirect Cost S 3,229,454 |S 3,469,601 | S (240,147) -6.92%
Direct Personnel Cost S 7,184,243 | S 8,078,178 | $ (893,935)| -11.07%
Indirect Cost Rate 44.95% 42.95% 2% pt. 4.66%
PLAN Indirect Cost Increase
Increase in rate S 21,528
Increase in direct personnel cost 50,042
Total Indirect Overhead Increase S 71,570

C:\Users\limH\Documents\Board.Committee.Info\Executive\Executive Committee.6.3.2015\PLAN Admin Variance - Summary.CA.6.8.2015.xisxSummary
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