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INDEPENDENT AUDITOR'S REPORT

Bourd of Directors
Western Orange County Self-Funded Workers' Compensation Agency
Costa Mesa, California

We have audited the accompanying financial statements of the Western Orange County Self-Funded Workers'
Compensation Agency (the Agency) as of and for the year ended June 30, 2014, and the related notes to the
financial statements, which collectively comprise the Agency's basic financial statements as listed in the table of
contents.

Management's Responsibility for the Financial Statements

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

Auditor's Responsibility

Our responsibility is to express 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, the State Controller’s
Minimum Audit Reguirements for California Special Districts, and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor's judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the Agency's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Agency'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.

8270 Aspen Street  Rancho Cucamonga, CA 91730 Tel: 909.466.4410  Fax: 909.466.4431 www vidcpa.com
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the Western Orange County Self-Funded Workers' Compensation Agency as of June 30, 2014,
and the respective changes in financial position and cash flows thereof for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis on pages 3 through 7, and claims development information on pages 20 and 21, 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 Uniled 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 (o express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the Western Orange County Self-Funded Workers' Compensation Agency's basic financial statements. The
accompanying schedules of premiums earned and results of operations by year since inception are presented for
purposes of additional analysis and are not a required part of the basic financial statements. Such information is
the responsibility of management and was derived from and relates directly to the underlying accounting and other
records used to prepare the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the basic
financial statements or to the basic financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the schedules of
premiums earned and results of operations since inception is fairly stated, in all material respects, in relation to the
basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 10, 2014, on
our consideration of the Western Orange County Self-Funded Workers' Compensation Agency's internal control
over financial reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts,
and grant agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the Western Orange County Self-
Funded Workers' Compensation Agency's internal control over financial reporting and compliance.
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Workers' Compensation_Agency

MANAGEMENT'S DISCUSSION AND ANALYSIS

Since 1979, Western Orange County Self-Funded Workers' Compensation Agency
(WOCS-FWCA), a self-insurance pool, has provided coverage to local educational
agencies in California. WOCS-FWCA operates programs for workers' compensation. In
addition to its programs, WOCS-FWCA provides claims administration and loss control
training to its members.

WOCS-FWCA is governed by a four-member Board of Directors comprised of
representatives from Brea Olinda Unified School District, Laguna Beach Unified School
District, Ocean View School District, and Orange County Department of Education. From
its members, the Board of Directors elects a President, Vice President, and Secretary-
Treasurer.

The Secretary-Treasurer is responsible for the administration of policies as set forth by the
pool's organizational documents, bylaws, and the Board of Directors.

DESCRIPTION OF BASIC FINANCIAL STATEMENTS

Individual program accounting is maintained in-house and is provided as supplemental
information to the Statement of Net Position, Statement of Revenues, Expenses, and
Changes in Net Position, and the Statement of Cash Flows. The Statement of Net Position
provides information about the combined financial position of WOCS-FWCA as of
June 30, 2014. The Statement of Revenues, Expenses, and Changes in Net Position reports
the operations of WOCS-FWCA for the year ended June 30, 2014. The Stalement of Cash
Flows is presented on the direct method to reflect the operations of WOCS-FWCA for the
year ended June 30, 2014, based strictly on the inflow and outflow of cash.

The footnotes provide information on unique accounting policies of WOCS-FWCA such as
development of estimates of incurred but not reported liabilities and the provision for
unallocated loss adjustment expenses. There were no significant accounting changes
during the fiscal year.

3

200 Kalmus Drive, Costa Mesa, CA 92626
Telephone (714) 966-4059, Fax (714) 549-4812



WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

MANAGEMENT'S DISCUSSION AND ANALYSIS

JUNE 30, 2014
CONDENSED FINANCIAL INFORMATION
Statement of Net Position
For the Years Ended June 30, 2014 and 2013
2014 2003

ASSETS

Current assets $ 18,442,153 $ 17,890,602
LIABILITIES

Current liabilities 2,685,053 2,978,832

Unpaid claims and assessments 9,428,930 10,771,303

Totai Liabilities 12,113,983 13,750,135

NET POSITION $ 6,328,170 $ 4,140,467
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WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2014

Statement of Revenues, Expenses, and Changes in Net Position
For the Years Ended June 30, 2014 and 2013

2014 2013
Operating Revenue:
Member contributions $ 3,639,434 $ 3,577.967
Other income 76 366
Total Operating Revenue 3,639,510 3,578,333
Operating Expenses:
Claims 2,174,292 2,792,006
Credit for claims and claim adjustment expense (1,570,365) (442,022)
Commercial excess insurance premiums 314,073 325,219
SELF assessment 5,532 191,771
Contract services/administrative expenses 462,211 388,082
Safety credit program 112,024 107,750
Total Operating Expenses 1,497,767 3,362,806
Nonoperating Revenue:
Interest income 45,960 51,899
Change in Net Position 2,187,703 267,426
Total Net Position, Beginning of Year 4,140,467 3,873,041
Total Net Position, End of Year § 6328170 $ 4,140,467

ANALYSIS OF OVERALL FINANCIAL POSITION
AND RESULTS OF OPERATIONS

While the assets of WOCS-FWCA increased by approximately $551,000 from June 30, 2013 to June 30, 2014, net
position increased $2,188,000 for the same period.

The increase in current assets of approximately $551,000 from June 30, 2013 to June 30, 2014, is due primarily to
an increase in cash.

Total liabilities decreased by approximately $1,636,000 from June 30, 2013 to June 30, 2014. The largest decrease
in liabilities was due to a decrease in claims liabilities.



WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2014

Member contributions for the workers' compensation program increased $61,000 for the year ended June 30, 2014,
primarily due to an increase in the manual rate for premium contributions. The decrease in operating expenses of
the workers' compensation program was primarily due to decrease in loss reserves and claims adjustment.

ANALYSIS OF SIGNIFICANT VARIATION BETWEEN ORIGINAL
AND FINAL BUDGET AMOUNTS

Workers' Compensation Program
For the Year Ended June 30, 2014

Budget/
Original Final Budget Actual
Budget Budget Variance Actual Variance
Revenue:
Member contributions $ 3,734,136 $ 3,734,136 0% $3,639434 -3%
Interest income 76,071 76,071 0% 45,960 -40%
Other income - - 0% 76 0%
Total Revenue 3,810,207 3,810,207 0% 3,085,470 -3%
Expenditures:
Claims 2,500,000 2,500,000 0% 2,174,292 13%
Provision for loss reserves - - 0%  (1,570,365) 0%
Claims processing 250,000 250,000 0% 246,350 1%
Excess insurance 360,000 360,000 0% 314,073 13%
SELF assessment 200,000 200,000 0% 5,532 97%
Administration 114,500 114,500 0% 215,861 -89%
Safety credits 112,024 112,024 0% 112,024 0%
Total Expenditures 3,536,524 3,536,524 0% 1,497,767 58%

Net Increase in Net Position $ 273,683 $ 273,683 0% $2,187,703

The difference between the actual versus final budget was primarily due to the budgeted amount for provision for
loss reserves and claims adjustment expenses of $1,570,000 which was not budgeted.
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WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

MANAGEMENT'S DISCUSSION AND ANALYSIS

JUNE 30, 2014
Workers' Compensation Program
For the Year Ended June 30, 2013
Budget/
Original Final Budget Actual
Budget Budget Variance Actual Variance
Revenue:
Member contributions $ 3,591,681 $ 3,591,681 0% $3,577,967 0%
Interest income 32,136 32,136 0% 51,899 -37%
Other income - - 0% 366 0%
Total Revenue 3,673,817 3,673,817 0% 3,630,232 -1%
Expenditures:
Claims 2,500,000 2,500,000 0% 2,792,006 -12%
Provision for loss reserves - - 0% (442,022) 0%
Claims processing 228,519 228,519 0% 291,397 -28%
Excess insurance 313,369 313,369 0% 325,219 A%
SELF assessment 200,000 200,000 0% 191,771 4%
Administration 128,000 128,000 0% 96,685 24%
Safety credits 107,750 107,750 0% 107,750 0%
Total Expenditures 3477638 3,477,638 0% 3,362,806 3%

Net Increase in Net Position $ 196,179 § 196,179 0% $ 267,426

REQUEST FOR INFORMATION

This financial report is designed to provide a general overview of the WOCS-FWCA finances for all those with an
interest. Questions concerning any of the information provided in this report or requests for additional financial
information should be addressed to Western Orange County Self-Funded Workers' Compensation Agency,
Attention: Ann Kantor, 200 Kalmus Drive, Costa Mesa, California, 92626.



WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

STATEMENT OF NET POSITION
JUNE 30, 2014

ASSETS
Current assets
Deposits and investments
Accounts receivable
Total Assets

LIABILITIES
Current liabilities
Accounts payable
Current portion of SELF assessment
Current portion of unpaid claims and claim adjustment expenses
Total Current Liabilities
Non-current portion of SELF assessment
Unpaid claims and claim adjustment expenses, non-current portion
Total Liabilities

NET POSITION

The accompanying notes are an integral part of these financial statements.
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$ 18,395,657
46,496

18,442,153

296,283
188,770
2,200,000

2,685,053
1,510,160
7,918,770

12,113,983

$ 6,328,170
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WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

STATEMENT OF REVENUES, EXPENSES, AND
CHANGES IN NET POSITION
FOR THE YEAR ENDED JUNE 30, 2014

OPERATING INCOME
Premium contributions $ 3,639434
Less: excess insurance premium {314,073)
3,325,361
Other income 76
Total Operating Income 3,325,437
OPERATING EXPENSES
Claims paid, net of recoveries of $228,569 2,174,292
Credit for claims liability (1,570,365)
Claims administration 246,350
Other administrative cosls 39,686
SELF assessment 3,532
Safety credit program 112,024
State fee 176,175
Total Operating Expenses 1,183,694
Operating Income 2,141,743
NON-OPERATING REVENUES
Investment income, net of fees of $13,957 45,960
CHANGE IN NET POSITION 2,187,703
NET POSITION, BEGINNING OF YEAR 4,140,467
NET POSITION, END OF YEAR $ 6,328,170

The accompanying notes are an integral part of these financial statements.

9



WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

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

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from members and others
Cash paid for claims and settlements
Cash paid for excess insurance
Cash paid to SELF for assessments
Cash paid to suppliers for goods and services
Net Cash Provided by Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest income

NET CHANGE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES

Operaling income
Adjustments to reconcile operating income o net cash
provided by operating activities
Changes in assets and liabilities:
Increase in receivables
Increase in accounts payable
Decrease in amount due SELF
Decrease in claims liability and ULAE
Total Adjustments

Net Cash Provided by Operating Activities

The accompanying notes are an integral part of these financial statements.
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$ 3,720,698

(2,177,571)
(314,073)
(188,770)
(554,759)

485,525

44,191

$

529,716

17,865,941

$ 18,395,657

2,141,743

(20,066)
117,451

(183,238)

(1,570,365)

(1,656,218)

$

485,525
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WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The accounting policies of the Western Orange County Self-Funded Workers' Compensation Agency (the Agency)
conform to accounting principles generally accepted in the United States of America as prescribed by the

Governmental Accounting Standards Board (GASB) and the American Institute of Certified Public Accountants.

A. Financial Reporting Entity

The Western Orange County Self-Funded Workers' Compensation Agency was formed and became operational
on July 1, 1979, when the Brea Olinda Unified School District, Huntington Beach City School District, Laguna
Beach Unified School District, and Ocean View School District joined together under the California
Governmenr Code to create a public agency. The Orange County Department of Education became a member
of the Agency on July 1, 1980. Effective July I, 2011, Huntington Beach City School District withdrew as a
member of the Agency. The purpose of the Agency is to provide its members the necessary workers'
compensation coverage as presented by the laws of the State of California.

The Agency functions as a pool for its respective members. Each member of the Agency shall be liable for its
pro-rata share of all debts and liabilities of the Agency and it's pro-rata share of all debts and liabilities for
workers' compensation claims against the Agency arising out of facts occurring while a member of the Agency.
A member’s pro-rata share shall be determined based upon that member's premium in proportion to the total
premiums paid by all participating members in the Agency.

The annual deposit premium for each member is calculated based upon factors normally used to calculate
annual insurance premiums. Prior years' premiums will be recalculated and adjusted until all claims are closed
or until determined that sufficient facts are known so that no additional calculations should be made.

In the event of the dissolution of the Agency, the participating members would receive a pro-rata share of any
fund equity or be liable for a pro-rata share of any debts and liabilities based upon the premiums and claims of
such members.

The Agency includes all funds and account groups that are controlled by or dependent on the Agency's
governing board for financial reporting purposes. The Agency has considered all potential component units in
determining how to define the reporting entity, using criteria set forth in generally accepted accounting
principles. The Agency determined that there are no potential component units that meet the criteria for
inclusion within the reporting entity.



WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

B. Basis of Accounting

The accompanying financial stalements are presented as a proprietary fund on the accrual basis of accounting
in accordance with Governmental Generally Accepted Accounting Principles. Under the accrual basis,
revenues and the related assets are recognized when earned, and expenses and related liabilities are recognized
when the obligation is incurred. Operating revenues include member contributions net of any applicable rate
credits. Operating expenses include the provision for claims and claims adjustment expenses, insurance
premiums, premium rebates, and general and administrative expenses. All other revenues and expenses are
considered non-operating.

Under Governmental Accounting Standards Board (GASB) Statement No. 20, Accounting and Financial
Reporting for Proprietary Funds and Other Governmental Eniities That Use Proprietary Fund Accounting,
the Agency has elected to apply all applicable Financial Accounting Standards Board (FASB) Statements and
Interpretations, Accounting Principles Board Opinions and Accounting Research Bulletins issued on or before
November 30, 1989, unless those pronouncements conflict with or contradict GASB pronouncements. The
Agency has elected not to apply FASB pronouncements issued after November 30, 1989, when preparing the
financial statements.

C. Accounts Receivable

Accounts receivable generally includes investment earnings from deposits with the county treasury, member
contributions and insurance recoveries. Management has analyzed these accounts and believes all amounts are
fully collectible.

D. Budget and Budgetary Accounting

Annually, the Board of Directors adopts a budget that is subject to amendment throughout the year to give
consideration to unanticipated revenue and expenses primarily resulting from events unknown at the time of
budget adoption.

E. Statement of Cash Flows

For purposes of the Statement of Cash Flows, the Agency considers deposits with the County Treasury and
cash in the claims revolving account to be cash equivalents.
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WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

F.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estirnates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Claims Liabilities

The Agency establishes claims liabilities based on estimales of the ultimate cost of claims (including future
claims administrative costs) that have been reported but not settled, and of claims that have been incurred but
not reported. The length of time for which such costs must be estimated varies depending on the coverage
involved. Estimated amounts of salvage and subrogation and excess insurance recoverable on unpaid claims
are deducted from the liability for unpaid claims. Because actual claims costs depend on such compiex factors
as inflation, changes in doctrines of legal liability, and damage awards, the process used in computing cliims
liabilities does not necessarily result in an exact amount. Claims liabilities are computed periodically using a
variety of actuarial and statistical techniques to produce current estimates that reflect recent settlements, claim
frequency, and other econornic and social factors. A proviston for inflation in the caiculation of estimated
future claims costs is implicit in the calculation because reliance is placed both on actual historical data that
reflect past inflation and on other factors that are considered to be appropriate modifiers of past experience.
Adjustments to claims liabilities are charged or credited to expense in the periods in which they are made.

Excess Insurance

The Agency uses excess insurance agreements 1o reduce its exposure to large losses. Excess insurance permits
recovery of a portion of losses from excess insurance carriers, although it does not discharge the primary
liability of the Agency as direct insurer of the risks insured. The Agency does not report excess insurance risks
as liabilities unless it is probable that those risks will not be covered by excess insurance carriers.

Income Taxes

The Agency's income is exempt from Federal and State income taxes under Internal Revenue Code
Section 115 and the corresponding section of the California Revenue and Taxation Code.



WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

NOTE 2 - DEPOSITS AND INVESTMENTS

A.

Summary of Deposits and Investments

Deposits and investments as of June 30, 2014, consist of the following:

Cash in revolving $ 400,000
Investments 17,995,657
Total Deposits and Investments $ 18,395,657

Policies and Practices

The Agency is authorized under California Government Code to make direct investments in local agency
bonds, notes, or warrants within the State; U.S. Treasury instruments; registered State warrants or treasury
notes; securities of the U.S. Government, or its agencies; bankers acceptances; commercial paper; certificates
of deposit placed with commercial banks and/or savings and loan companies; repurchase or reverse repurchase
agreements; medium term corporate notes; shares of beneficial interest issued by diversified management
companies, certificates of participation, obligations with first priority security; and collateralized mortgage
obligations.

Investment in County Treasury

The Agency is considered to be an involuntary participant in an external investment pool as the Agency is
required to deposit all receipts and collections of monies with their County Treasurer (Education Code
Section 41001). The fair value of the Agency's investment in the pool is reported in the accounting financial
stalements at amounts based upon the Agency's pro-rata share of the fair value provided by the County
Treasurer for the entire portfolio (in relation to the amortized cost of that portfolio). The balance available for
withdrawal is based on the accounting records maintained by the County Treasurer, which is recorded on the
amortized cost basis.

14
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WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

D. General Authorizations

Limitations as they relate to interest rate risk, credit risk, and concentration of credit risk are indicated in the
schedules below:

Maximum Maximum Maximum
Authorized Remaining Percentage Investment
Investment Type Maturity of Portfolio in One Issuer
Local Agency Bonds, Notes, Warrants 5 years None None
Registered State Bonds, Notes, Warrants 5 years None None
U.S. Treasury Obligations 5 years None None
U.S. Agency Securities 3 years None None
Banker's Acceptance 180 days 40% 30%
Commercial Paper 270 days 25% 10%
Negotiable Certificates of Deposit 5 years 30% None
Repurchase Agreements | year None None
Reverse Repurchase Agreements 92 days 20% of base None
Medium-Term Corporate Notes 5 years 30% None
Mutual Funds N/A 20% 10%
Money Market Mutual Funds N/A 20% 10%
Mortgage Pass-Through Securities 5 years 20% None
County Pooled Investment Funds N/A None None
Local Agency Investment Fund (LAIF) N/A None None
Joint Powers Authority Pools N/A None None
15



WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

E. Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an
investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its fair value to
changes in market interest rates. The Agency manages ils exposure to interest rate risk by purchasing a
combination of shorter term and longer term investments and by timing cash flows from maturities so that a
portion of the portfolio is maturing or coming close to maturity evenly over time as necessary to provide the
cash flow and liquidity needed for operations.

Information about the sensitivity of the fair values of the Agency's investments to market interest rale
fluctuation is provided by the following schedule that shows the distribution of the Agency's investment by

maturity:
Fair Maturity
Investment Type Value Date
County Pool $ 17,977,625 Average 519 Days

F. Credit Risk

Credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the
investment. This is measured by the assignment of a rating by a nationally recognized statistical rating
organization. Presented below is the minimum rating required by the California Governmenr Code, the
Agency's investment policy, or debt agreements, and the actual rating as of the year-end for each invesiment

type.

Fair Minimum
Cash/Investment Type Value Legal Rating
County Pool $ 17,977,625 e

* Not required to be rated
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WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

G. Custodial Credit Risk - Deposits

This is the risk that in the event of a bank failure, the Agency's deposits may not be returned to it. The Agency
does not have a policy for custodial credit risk for deposits. However, the California Government Code
requires that a financial institution secure deposits made by state or local governmental units by pledging
securities in an undivided collateral pool held by a depository regulated under state law (unless so waived by
the governmental unit). The market value of the pledged securities in the collateral pool must equal at least
110 percent of the total amount deposited by the public agencies. California law also allows financial
institutions to secure public deposits by pledging first trust deed mortgage notes having a value of 150 percent
of the secured public deposits and letters of credit issued by the Federal Home Loan Bank of San Francisco
having a value of 105 percent of the secured deposits. As of June 30, 2014, the Agency's bank balance of
$67,853 was exposed to custodial credit risk because it was uninsured and collateralized with securities held by
the pledging financial institution's trust department or agent, but not in the name of the Agency.

NOTE 3 - ACCOUNTS RECEIVABLE

Accounts receivable at June 30, 2014, consisted of the following:

Member contributions $ 26,546
Interest income 6,308
Excess insurance recoveries 13,642

$ 46,496

NOTE 4 - ACCOUNTS PAYABLE

Accounts payable at June 30, 2014, consisted of the following:

Trust account reimbursement 5 152,742
County administration fee 1,042
Member contributions 121,248
Trade accounts 21,251
$ 296,283
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WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

NOTE 5 - UNPAID CLAIMS LIABILITIES

As discussed in Note 1, the Agency establishes a liability for both reported and unreported insured events, which
includes estimates of both future payments of losses and related claim adjustment expenses. The following
represents changes in those aggregate liabilities for the Agency during the years ended June 30, 2014 and 201 3:

2014 2013
Claims liabilities at beginning of fiscal year $ 10,689,135 $ 11,131,157
Incurred expenses related to:
Insured events of the current fiscal year 2,378,881 2,227,540
Insured events of prior fiscal years (1,774,954) 122,444
Total Incurred Expenses 603,927 2,349,984
Payments related to:
Insured events of the current fiscal year 378,459 407,431
Insured events of prior fiscal years 1,795,833 2,384,575
Total Payments 2,174,292 2,792,006
Claims liabilities at end of fiscal year $ 9,118,770 $ 10,689,135

The components of the unpaid claims and claim adjustment expenses as of June 30, 2014 and 2013, were as

follows:
2014 2013
Claims liability $ 9,118,770 $ 10,689,135
Unallocated loss adjustment expenses 1,000,000 1,000,000
10,118,770 11,689,135
Current portion (2,200,000) {2,800,000)
Non-current portion $ 7918,770 $ 8,889,135
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WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2014

NOTE 6 - PARTICIPATION IN PUBLIC ENTITY RISK POOL

The Agency is a member of Schools Excess Liability Fund (SELF) public entity risk pool. The relationship
between the Agency and SELF is such that SELF is not a component unit of the Agency for financial reporting
purposes.

SELF has budgeting and financial reporting requirements independent of member units and its financial statements
are not presented in these financial statements; however, fund transactions between SELF and the Agency are
included in these statements.

Entity Schools Excess Liability Fund (SELF)

Purpose Arranges for excess workers' compensation and liability insurance
Participants Various public educational agencies throughout California

Governing Board Representatives from each member district

Payments for the Current Year $ 188,770

Due to deficits incurred primarily in fiscal years 1989-1990 through 2004-2005, a deficit recoupment plan has been
established whereby members have been assessed additional contributions. Repayment requirements for the
Agency currently are scheduled as follows:

Estimated balance from prior year $ 1,882,168
Paid during the current year (188,770)
Adjustment to assessment 5,532
1,698,930
Less: Current portion 188,770
Non-current portion $ 1,510,160
19
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WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

CLAIMS DEVELOPMENT INFORMATION
FOR THE YEAR ENDED JUNE 30, 2014

The following table illustrates how the Agency's earned revenue (net of excess insurance) and investment income
compare to related costs of loss (net of loss assumed by excess insurers) and other expenses assumed by the
Agency as of the end of each of the past years. The rows of the table are defined as follows: (1) This line shows
the total of each fiscal year's gross earned contribution revenue and investment revenue, contribution revenue ceded
to excess insurers, and net earned contribution revenue and reported investment revenue. (2) This line shows each
fiscal year's other operating costs of the Agency, including overhead and claims expense not allocable to individual
claims. (3) This line shows the Agency's gross incurred claims and allocated claim adjustment expenses, claims
assumed by excess insurers, and net incurred claims and allocated adjustment expenses (both paid and accrued) as
originally reported at the end of the first year in which the event that triggered coverage under the contract occurred
(called policy year). (4) This section of rows shows the cumulative net amounts paid as of the end of successive
years for each policy year. (5) This line shows the latest re-estimated amount of claims assumed by excess insurers
as of the end of the current year for each accident year. (6) This section of rows shows how each policy year's net
incurred claims increased or decreased as of the end of successive years. (This annual re-estimation results from
new information received on known claims, reevaluation of existing information on known claims, and emergence
of new claims not previously known.) (7) This line compares the latest re-estimated net incurred claims amount to
the amount originally established (line 3) and shows whether this latest estimate of net claims cost is greater or less
than originally thought. As data for individual policy years mature, the correlation between original estimates and
re-estimated amounts commonly is used to evaluate the accuracy of net incurred claims currently recognized in less
mature policy years. The columns of the table show data for successtve policy years.



WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

TEN-YEAR CLAIMS DEVELOPMENT INFORMATION

FOR THE YEAR ENDED JUNE 30, 2014

1. Required contribution and investment revenues:
Earned
Excess
Nel earncd
Unallocated expenses
3. Estimated claims and expensces, end of policy year
Incurred
Excess
Net incurred
4. Paid (cumulative) as of:
End of policy ycar
One year later
Two years later
Three years later
Four years later
Five years laler
Six years later
Seven years later
Eight years later
Nine years later
5. Re-cstimated excess claims and expenscs:
6. Re-estimated net incurred claims and expenses:
End of policy year
One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eight years later
Nine years later
7. Increase (decrease) in estimated incurred
claims and cxpenses from end of policy year

9

[ 1] Other costs include a SELF assessment credit of $503,847

2005 2006 2007
$ 3,809,287 § 4,134,653 § 4,754,392
331,713 692,883 607,633
3,257,574 3,441,770 4,146,759
724,330 1,382,559 828,022
2,627.818 2,531,967 2,513,686
2,627,818 2,531,967 2,513,686
335,871 264,588 399,025
808,588 589,678 1,043,054
1,035,026 804,915 1,316,094
1,197,138 975,776 1,571,132
1,324,358 1,099,349 1,760,464
1,517,895 1,162,337 1,956,377
1,642,710 1,221,707 2,148,594
1,748,378 1,260,710 2,366,448
1,794,706 1,305,860 -
1,812,132 - -
1,500 2,809 851
2,627,818 2,531,967 2,513,686
1,910,460 1,719,946 2,649,042
1,764,545 1,568,854 2,943,257
2,036,489 1,738,547 2,997,365
2,225297 1,906,881 3,265,184
2,208,622 2,143,445 3,268,032
2243797 1,938,910 3,094,208
2,189,422 2,128,306 2,770,509
1,921,319 2,046,787 -
1,874,863 - -
§ (752955) 3 (485,i80) $ 256,823
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WESTERN ORANGE COUNTY SELF-FUNDED

(A Joint Powers Authority)

Fiscal and Policy Year Ended June 30,

2008 2009 2010 2011 2012 2013 2014

$ 4.851,710 % 4758,653 5 4,682,388 § 4,109,609 § 3,287,515 § 3,630,232 § 3,685470

653,285 387,387 383,064 358,205 304,054 325,219 314,073
4,198,425 4,371,266 4,299,324 3,751,404 2,983,461 3,305,013 3,371,397
1,078,029 1,058,168 458,646 706,734 (28,664) [ 579,853 379,767
2,326,769 2,620,310 2,590,046 2,524,958 2,270,016 2,227,540 2,378,881
2,326,769 2,620,310 2,590,046 2,524,958 2,270,016 2,227,540 2,378,881

361,945 266,764 273,597 552,733 348,906 407,431 378,459

677,317 615,093 703,159 1,059,231 1,074,820 1,013,184 -

918,289 334,681 983,244 1,659,979 1,254,596 - -
1,145,528 906,267 1,145,185 1,941,560 - - -
1,312,462 1,011,765 1,248,299 - - - -
1,462,970 1,134,669 - - -

1,515,007 - - - -

2,113 3,000 40,550 1,433 99 13,642

2,326,769 2,620,310 2,590,046 2,524 958 2,270,016 2,227,540 2,378,881
2,246,968 2,279,872 2,140,381 3,579,050 2,948,420 2,436,399 -
2,109,292 1,984,216 2,283,876 3,571,949 2,313,867 - -
2,088,125 1,952,555 2,049,775 3,283,388 - - -
2,014,220 1,597,677 1,907,400 - . - -
1,900,748 1,505,525 - - - - -
1,875,424 - . - - - -

$ (451,345) § (1,114,785) $ (682,646) $ 758430 $ 43851 § 208,859 % -
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WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

SCHEDULE OF PREMIUMS EARNED
FOR THE YEAR ENDED JUNE 30, 2014

Each member of the Agency makes its contribution of premiums based on its actual payroll, times the latest
Workers' Compensation Inspection Rating Bureau rate ($1.71 per $100 of payroll), times an experience
modification factor, times a weight factor, for the respective school district. The experience modification factor
and the weight facior are determined by the board.

The following schedule illustrates the calculation of the actual premiums for each member of the Agency for the
current year:

Estimated Actual
Payroll from Payroll from Premiums Premiums
July o July L 10 Rate EMF Computed Received at Due a1
School District June 30 June 30 i 121 Premium June 30, 2004 Junc 30, 2014
Brea Olinda $ 20000000 $ 28641472 171 1057 $ 517686 $ 524,066 S (6,480)
Laguna Beach 25,380,140 26,109,558 171 L.0YY 490,674 476,966 13,708
Ocean View 53,226.249 54,040,509 171 0922 852,014 839,176 12,838
Orange County Department
of Education 110,639,538 103,934,655 1.71 1.001 1,779,060 1,893,828 (114,768)
$ 218245927 § 212,726,194 $ 3639434 § 3734136 $  (94,702)

[1] Manual rate per $100 of payroll

[2] Experience modification factor



WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

RESULTS OF OPERATIONS BY YEAR SINCE INCEPTION
FOR THE YEAR ENDED JUNE 30, 2014

The following schedule illustrates the results of operations by year since inception. Contributions, interest income,
and other costs are reflected in the year earned. Incurred claim costs are reflected in the year coverage is provided.

Interest Claims Claims Total
June 30, Contrihutions Incoane Paid Liubitity Incurred Costs
1980 s 508,307 h) 10,673 5 598,890 5 - 5 598,890
1981 721.329 B1.472 471.615 - 471615
1982 B27.095 158.671 481,132 - 481,132
1983 821,110 205,842 1,413,214 - 413,214
1984 936,295 196,410 R4B,776 B48.776
1985 1. 169466 264,552 870,104 870,104
1986 2,107,146 274,558 1,405,082 1. 495,082
1987 2.046,320 351,435 1,048,388 1,048,388
1988 1.991,549 424,114 963,244 - 963,244
1980 1,721,834 551,580 1,584,928 - 1.584,928
1990 1.617.230 862,220 2,007,440 - 2,007,430
190 [.553,744 754,252 1,300,242 - 1,309,242
1992 1.384.616 7H3.585 1,821,540 K2.658 1,904,198
19493 1.067.370 BO-4,805 1.982,083 - 1,982,083
1994 1,326,972 725,939 1.257,230 §.257.230
1995 1.264.277 218.950 1,530,108 - 1.530,108
1996 1.419.969 455703 1,595,768 21.606 1.617,374
1997 1,430,127 463,959 2,463,282 67,927 2,531,209
1998 1,917,472 497,336 1,352,424 - 1,352,424
199G 2016442 486.586 2,638,900 97,447 2,736,347
2000 2,001,067 576,780 2,512,833 95,844 2,608,677
2001 1.849.865 al4.212 3,956,250 141,960 +4.098.210
2002 24494940 272,845 2,169,920 8.200 2,178,210
2003 3.462,707 137.001 §.H12.834 145451 L. 958,285
2004 3412981 106,842 3.579.307 B0, 205 3.668.512
2005 3,595,019 214,268 1.812,132 64,994 1,877,126
2006 3.721.635 413,018 1,305,860 649,542 1,955,402
2007 4.171.816 582.576 2,366,448 3d6,67Y 2,753,127
2008 4.336.667 515,043 1,515,007 337.694 1,852,705
2009 4,463,541 277,497 1,134,669 373,351 1,508,020
s RS 4,396,969 175.017 1.248,299 623,300 1.871.599
20101 4015122 O3 487 1.941,560 1.308.955 3.250.515
2012 3.206.205 78,074 1.254,596 985,253 2,239,849
2013 3,577,967 51,899 1013, 84 1.504,184 2.517.368
2013 - - (100.616) {[L5] - (100.616)
2014 3.639.434 45.960 378,459 2,134,426 2.512.885
Towal 5 H0), 144,605 % 12,724,191 % 55,634,132 % 2.118.770 5 64,752,902

[1] Unallocated expenses include a bankruptcy loss of $903,966

12} Unallocated expenses include a bankrupicy recovery of $16.872

[3] Unaltacated expenses include a bankruptcy recovery of $241.564

[4] Unallocated expenses include a bankruptey recovery of $212,543

[5) Unallocated expenses include a bankruptey recovery of $193.234

[6) Unallocated expenses inclhude SELFRF assessment of $1,510.370

[7] Unalloeated expenses include SELF nssessment of $906.207

[8] Unatlocated expenses include SELF assessment of $317, 144

{92] Unallocated expenses include SELIF assessment of $1 12,947

[10] Unallocated expenses include SELF assessment of $517.599

L1 1] Unallocated expenses include SELF assessment credit of $118,367 and legal fee reimbursements of $1 10,000
[12] Unallocated cxpenses include SELF assessment of $215.807

[13] Unallocated expenses inelude SELF assessment eredit of $503,847

[t4] Unallocated expenses include SELF assessment of $191,771

[15] During 2012-2013 the third party claims administrator adjusted the loss run for prior ycars claims
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Other Ending
Cosls Balance
$ 76.594 5 {156,504}
88,404 342,742
65.558 439,076
90,004 (477,166)
86,725 197,204
94 (W65 469,849
93,111 FOA511
106,858 1,242,509
135,852 1.316.567
128,012 560,474
164,385 307,625
195,306 803,358
504,856 (240.853)
429,266 (539,174)
428,462 367.219
1.506.817 El) (1,553.698)
607,959 12] (349.661)
371,266 (1,008,359)
210,914 3] 850,470
369,694 14] (603.013)
446,038 [51] (476,868)
217.992 (1.852,125)
476,819 62,756
681,311 960,012
2,354,881 [6] {2.503,570)
1,276,043 656,118
1,964,769 [7] 214,482
1434418 18] 566.847
1.731.314 191 1.267.691
1,589,115 [10] 1.643,903
621,308 [11] 2,079,079
1.064,939  [12] (205.845)
272,155 ([13] 772,275
[.012.456  [14] 100,042
- 100,616
891,968 280.541
5 21,791,724 s 6.328.170
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. ‘ VALUE THE DIFFERENCE
Cartified Public Accountanis

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

Board of Directors
Western Orange County Self-Funded Workers' Compensation Agency
Costa Mesa, California

We have audited, in accordance with the auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller
General of the United States, the financial statements of the Western Orange County Self-Funded Workers'
Compensation Agency (the Agency) as of and for the year ended June 30, 2014, and the related notes to the
financial statements, which collectively comprise the Western Orange County Self-Funded Workers' Compensation
Agency's basic financial statements, and have issued our report thereon dated November 10, 2014.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Western Orange County Self-
Funded Workers' Compensation Agency's internal control over financial reporting (internal control) to determine
the audit procedures that are appropriate in the circumstances for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the Western Orange
County Self-Funded Workers' Compensation Agency's internal control. Accordingly, we do not express an opinion
on the effectiveness of the Western Orange County Self-Funded Workers' Compensation Agency'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 Agency's financial statements
will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough to
merit atiention by those charged with governance.

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

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

Purpose of this Report

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

Varrumelo, Tame, Pay 4 Co,, LLP

Rancho Cucamonga, California
November 10, 2014
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WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

SCHEDULE OF FINANCIAL STATEMENT FINDINGS
JUNE 30, 2014

None reported.
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WESTERN ORANGE COUNTY SELF-FUNDED
WORKERS' COMPENSATION AGENCY
(A Joint Powers Authority)

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2014

There were no audit findings reported in the prior year's schedule of financial statement findings.
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