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 Auditor-Controller’s Report 
 
We have audited the accompanying basic financial statements of the business-type activities and 
the aggregate remaining fund information of the County of Sonoma Health Plan Internal Service 
Fund (Health Plan), as of and for the year ended June 30, 2007, which collectively comprise the 
basic financial statements as listed in the table of contents. These financial statements are the 
responsibility of the management of the County of Sonoma Human Resources Department and 
its Risk Management Division. Our responsibility is to express an opinion on the 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 of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in 
the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audit provides a reasonable basis for our opinion. 
 
As discussed in Note I.A., the basic financial statements of the Health Plan are intended to 
present the financial position, and the changes in financial position and cash flows of only that 
portion of the business-type activities and the aggregate remaining fund information of the 
County of Sonoma that is attributable to the transactions of the Health Plan. They do not purport 
to, and do not, present fairly the financial position of the County of Sonoma as of June 30, 2007, 
and the changes in its financial position and its cash flows, where applicable, for the year then 
ended in conformity with accounting principles generally accepted in the United States of 
America. 
 
As described in Note III.B. of the Notes to the Basic Financial Statements, the Auditor-
Controller is mandated by various statutes within the California Government Code to perform 
certain accounting, auditing, and financial reporting functions. These activities, in themselves, 
necessarily impair the auditor’s independence. However, we believe adequate safeguards and 
divisions of responsibility exist. 

  
   
     
  
    
   
   
   



In our opinion, except for the effects, if any, of the impairment to auditor independence,  
the basic financial statements referred to above present fairly, in all material respects, the 
financial position of the business-type activities and the aggregate remaining fund 
information for the Health Plan as of June 30, 2007, and the respective changes in 
financial position and  cash flows, for the year then ended, in conformity with accounting 
principles generally accepted in the United States of America. 
 
The Management’s Discussion and Analysis (MD&A) is not a required part of the basic 
financial statements, but is required supplementary information required by the 
Governmental Accounting Standards Board.  We have applied certain limited procedures, 
which consisted principally of inquiries of management regarding the methods of 
measurement and presentation of the required supplementary information.  However, we 
did not audit the information and express no opinion on it. 

 

 
 
December 12, 2007 
 



Management’s Discussion and Analysis 
 
 
As management of the County of Sonoma Health Plan (Health Plan), we offer readers of the Health 
Plan’s financial statements this narrative overview and analysis of the financial activities of the 
Health Plan for the fiscal year ended June 30, 2007. We encourage readers to consider the 
information presented here in conjunction with the Health Plan’s financial statements and the 
accompanying notes to the basic financial statements. 
 
Financial Highlights 
 

• The assets of the Health Plan exceeded liabilities at the close of the most recent fiscal year by 
$10,162,142.  Net assets increased by $12,497,612 from the previous year.  The increase in 
net assets can be attributed to decrease in employee participation in the healthcare plan, 
decrease in insurance claims expense and the increase in premiums charged. 

• Total plan contributions amounted to $34,206,295 during the fiscal year.  This amount is an 
increase of 17.1% over the previous fiscal year. 

• Health Plan expenses during the fiscal year for payment of health care benefits was 
$20,198,272, a decrease of $4,250,420 (18%). The decrease is attributed to the fewer plan 
participants.  Administrative expense during the fiscal year was $1,842,094, an decrease of 
$140,249 (8%).  The decrease in administrative cost is attributed to the change in the third-
party administrator last year. 

 
Overview of the Financial Statements 
 
This discussion and analysis is intended to serve as an introduction to the Health Plan’s basic 
financial statements. The Health Plan’s basic financial statements comprise two components:  1) 
basic financial statements; and 2) notes to the basic financial statements. 
 
Basic financial statements - The Health Plan is an internal service fund of the County of Sonoma. 
Internal service funds exist to benefit government.  In this case, to provide self-funded health care 
benefits to current and former employees of the County of Sonoma. Internal service funds use 
proprietary fund accounting to ensure and demonstrate compliance with finance-related legal 
requirements. The focus of an internal service fund is the determination of operating income, 
changes in net assets (or cost recovery), financial position, and cash flow. The basic financial 
statements presented are the statement of net assets; the statement of revenues, expenses and change 
in net assets; and the statement of cash flows. 
 
Notes to the basic financial statements - The notes provide additional information that is essential 
to a full understanding of the information provided in the basic financial statements. 
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Financial Analysis 

Increase Percentage
2007 2006 (Decrease) Change

Current assets $ 14,493,527 $ 5,035,695 $ 9,457,832 187.8%
Current liabilities:

Benefit claims and other 
 liabilities 1,130,385 1,579,165 (448,780) -28.4%
Benefit claims incurred
 but not reported 3,201,000 5,792,000 (2,591,000) -44.7%

Total current liabilities 4,331,385 7,371,165 (3,039,780) -41.2%
Net assets (deficit) $ 10,162,142 $ (2,335,470) $ 12,497,612 535.1%

Net Assets

 
 
Health Plan liabilities decreased by $3,039,780 (41.2%) during the current fiscal year. The decrease 
is attributable to a decrease in the estimate of health care costs incurred during the fiscal year for 
which claims are yet to be filed. 
 
Net assets may serve over time as a useful indicator of a governmental unit’s financial position. 
Health Plan assets exceed liabilities by $10,162,142 at the close of the most recent fiscal year.  
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Increase Percentage
2007 2006 (Decrease) Change

Revenues:
Program revenues $ 34,206,295 $ 29,203,767 $ 5,002,528 17.1%
General revenues 331,683 80,245 251,438 313.3%

Total revenues 34,537,978 29,284,012 5,253,966 17.9%

Operating expenses 22,040,366 26,431,035 (4,390,669) -16.6%

Changes in net assets 12,497,612 2,852,977 9,644,635 -338.1%
Net assets (deficit),
 beginning of year (2,335,470) (5,188,447) 2,852,977 -55.0%
Net assets (deficit),
 end of year $ 10,162,142 $ (2,335,470) $ 12,497,612 535.1%

Changes in Net Assets

 
Health Plan Contributions for 2007

Employees 
Retirement 
Association

46%

Employees
9%

Employer
43%

Affiliated groups
2%

 
Expenses are incurred primarily for the payment of health care claims (92%) and administrative 
expenses (8%). 
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Economic Factors and Next Year’s Budget and Rates 
 
Funding of the Health Plan is based on actuarially determined trends in claims payment with the 
intent of maintaining a year-end cash reserve equivalent to three months of anticipated claims costs. 
Total expenditures budget for the fiscal year 2006/07 was $37,462,312, with an anticipated net use 
of funds of $758,720.  For the fiscal year 2007/08 budgeted total expenditures are $36,418,040, an 
increase of $1,044,272.  The fiscal year 2007/08 budgeted for an anticipated net use of funds of 
$2,039,426. 
 
Requests for Additional Information 
 
This financial report is designed to provide a general overview of the County of Sonoma Health 
Plan’s finances for all those with an interest in the Health Plan’s finances.  Questions concerning any 
of the information provided in this report or requests for additional financial information should be 
addressed to the Risk Manager, County of Sonoma Department of General Services, 575 
Administrative Drive, Suite 116C, Santa Rosa, CA 95403. 
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COUNTY OF SONOMA HEALTH PLAN
INTERNAL SERVICE  FUND

Statement of Net Assets
June 30, 2007

Assets
Current assets:

Cash with fiscal agent/trustee $ 967,515
Cash and investments 12,867,150
Accounts receivable 658,862

Total assets 14,493,527

Liabilities
Current liabilities:

Accounts payable 109,515
Benefit claims payable 1,020,870
Benefit claims incurred but not reported 3,201,000

Total liabilities 4,331,385

Net Assets
Net Assets 10,162,142

Total net assets $ 10,162,142

The notes to the basic financial statements are an integral part of this statement.  
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COUNTY OF SONOMA HEALTH PLAN
INTERNAL SERVICE  FUND

Statement of Revenues, Expenses, and Change in Fund Net Assets
For the Fiscal Year Ended June 30, 2007

Operating Revenues
Employer contributions $ 14,877,382
Employee contributions 2,945,726
Retirement plan contributions 15,652,923
Affiliated group contributions 730,264

Total operating revenues 34,206,295

Operating Expenses
Health care benefits 20,198,272
Benefit manager fees 1,276,056
Administrative costs 566,038

Total operating expenses 22,040,366

Operating income 12,165,929

Non-operating Revenues
Investment earnings 331,683

Change in net assets 12,497,612

Total net assets (deficit), beginning of year (2,335,470)

Total net assets, end of year $ 10,162,142

The notes to the basic financial statements are an integral part of this statement.  
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COUNTY OF SONOMA HEALTH PLAN
INTERNAL SERVICE FUND

Statement of Cash Flows
For the Fiscal Year Ended June 30, 2007

Cash Flows From Operating Activities
Receipts from current and retired employees $ 18,785,036
Receipts from general fund and other County funds 14,877,382
Cash payments to health care providers (23,167,248)
Cash payments to other suppliers of goods and services (1,545,610)
Cash payments for interfund services used (367,288)

Net cash provided (used) by operating activities 8,582,272

Cash Flows From Investing Activities
Interest received 331,683

Net increase in cash and cash equivalents 8,913,955
Cash and cash equivalents, beginning of year 4,920,710

Cash and cash equivalents, end of year $ 13,834,665

(Continued)

The notes to the basic financial statements are an integral part of this statement.  
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COUNTY OF SONOMA HEALTH PLAN
INTERNAL SERVICE FUND

Statement of Cash Flows (continued)
For the Fiscal Year Ended June 30, 2007

Reconciliation of Operating Income to Net Cash
 Provided (Used) by Operating Activities

Operating income (loss) $ 12,165,929
Adjustments to reconcile operating income (loss) to
 net cash provided (used) by operating activities:

Change in assets and liabilities:
(Increase) decrease in accounts and other receivables (543,877)
Increase (decrease) in benefit claims and accounts payable (448,780)
Increase (decrease) in benefit claims incurred but not reported (2,591,000)

Total adjustments (3,583,657)

Net cash provided (used) by operating activities $ 8,582,272

Reconciliation of Cash and Cash Equivalents
 to the Statement of Net Assets

Cash and investments $ 967,515
Cash with fiscal agent/trustee 12,867,150

Total cash and cash equivalents $ 13,834,665

The notes to the basic financial statements are an integral part of this statement.  
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COUNTY OF SONOMA HEALTH PLAN 
INTERNAL SERVICE FUND 

Notes to the Basic Financial Statement
June 30, 2007 

s 
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I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
A. Reporting Entity 

 
The County of Sonoma provides health care benefits to eligible employees.  The County 
of Sonoma Health Plan (Health Plan) is self-insured by the County and is one of three 
options available to current employees and retirees, as follows: 
 

Summary of 2006/2007 enrollment: Other
Health Plan Coverage

Current employees 1,152 2,928
Retirees 1,564 867

Total 2,716 3,795

 
The Health Plan is an internal service fund of the County of Sonoma.  The Health Plan is 
self-insured by the County of Sonoma and is administered by the Risk Management 
Division of the Human Resources Department.  The Health Plan represents only one of 
three health insurance plans available to the employees of the County of Sonoma. 
 
Employees are eligible if they are employed in a permanently allocated position in 
County service or with an affiliated group.  The County’s contribution to the Health Plan 
is paid out of current available resources and is funded on a pay-as-you-go basis.  
Employee contributions are determined by their applicable memorandum of 
understanding.  

 
Retired employees are eligible if they meet the requirements of the County’s defined 
benefit pension plan administered by the Sonoma County Employees’ Retirement 
Association.  Contributions to the Health Plan for the benefit of retirees are paid by the 
pension plan on a pay-as-you-go basis. 

  
B. Measurement Focus, Basis of Accounting and Basis of Presentation  

 
The Health Plan conforms to generally accepted accounting principles as applicable to 
governmental units.  The accounts of the County of Sonoma are organized and operated 
on the basis of funds and account groups.  A fund is an independent fiscal and 
accounting entity with a self-balancing set of accounts.  Fund accounting segregates 
funds according to their intended purpose and is used to aid management in 
demonstrating compliance with finance related legal and contractual provisions. 



COUNTY OF SONOMA HEALTH PLAN 
INTERNAL SERVICE FUND 

Notes to the Basic Financial Statements 
June 30, 2007 
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Internal service funds account for operations that provide services to other departments 
or agencies of the government, or to other governments, on a cost-reimbursement basis.  
Such funds are accounted for on the flow of economic resources measurement focus and 
use the accrual basis of accounting.  Under this method, revenues are recorded when 
earned and expenses are recorded at the time liability is incurred regardless of the timing 
of the related cash flows. Internal service funds distinguish operating revenues and 
expenses from non-operating items. Principal operating revenues consist of charges to 
the general fund of the County of Sonoma, the Sonoma County Employee Retirement 
Association, affiliated local governmental agencies and participating current and former 
employees. Operating expenses include the cost of services and administrative expenses. 
All revenues and expenses not meeting this definition are reported as non-operating 
revenues and expenses. 

The Health Plan has elected under Governmental Accounting Standards Board (GASB) 
Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and Other 
Governmental Entities That Use Proprietary Fund Accounting, to apply all applicable 
GASB pronouncements as well as any applicable pronouncements of the Financial 
Accounting Standards Board or any Accounting Research Bulletins issued on or before 
November 30, 1989, unless those pronouncements conflict with or contradict GASB 
pronouncements. The GASB periodically updates its codification of the existing 
Governmental Accounting and Financial Reporting Standards which, along with 
subsequent GASB pronouncements (Statements and Interpretations), constitutes 
Generally Accepted Accounting Principles (GAAP) for governmental units. 

 

 
C. Assets, Liabilities, and Net Assets 

 1. Cash and investments 

The Health Plan reports certain investments at fair value in the balance sheet and 
recognizes the corresponding change in the fair value of investments in the year in 
which the change occurred. 

 

 



COUNTY OF SONOMA HEALTH PLAN 
INTERNAL SERVICE FUND 

Notes to the Basic Financial Statements 
June 30, 2007 
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The accompanying financial statements include a statement of cash flows. For this 
purpose, the Health Plan considers all pooled cash and investments as cash and 
cash equivalents because the County Treasurer’s investment pool is used as a 
demand deposit account. Cash with trustee with a maturity of three months or less 
are also treated as cash and cash equivalents. 

 
 2. Estimates 

 
The preparation of financial statements requires management to make estimates 
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. 

 
II.  DETAIL NOTES 
 

A. Cash and Investments 
 

 1. Investments in the County Treasurer’s Pooled Cash 
 

The Health Plans’ cash is pooled with the Sonoma County Treasurer, who acts as a 
disbursing agent for the Health Plan.  The fair value of the Health Plan’s 
investment in this pool is reported in the accompanying financial statements at 
amounts based upon the Health Plan’s pro-rata share of the fair value provided by 
the Treasury Pool for the entire Treasury Pool portfolio (in relation to the 
amortized cost of that portfolio).  The balance available for withdrawal is based on 
accounting records maintained by the Treasury Pool, which are recorded on an 
amortized cost basis.  Interest earned on investments pooled with the County is 
allocated quarterly to the appropriate fund based on its respective average daily 
balance for that quarter.  The Treasury Oversight Committee has regulatory 
oversight for all monies deposited into the Treasury Pool. 

 



COUNTY OF SONOMA HEALTH PLAN 
INTERNAL SERVICE FUND 

Notes to the Basic Financial Statements 
June 30, 2007 
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Investment Guidelines  
 

The Health Plan’s pooled cash and investments are invested pursuant to 
investment policy guidelines established by the County Treasurer and approved by 
the Board of Supervisors.  The objectives of the policy are, in order of priority: 
safety of capital, liquidity and maximum rate of return.  The policy addresses the 
soundness of financial institutions in which the County will deposit funds, types of 
investment instruments as permitted by the California Government Code 53601, 
and the percentage of the portfolio that may be invested in certain instruments with 
longer terms to maturity.    
 
A copy of the Treasury Pool investment policy is available upon request from the 
Sonoma County Auditor-Controller-Treasurer-Tax Collector at 585 Fiscal Drive, 
Room 100-F, Santa Rosa, California, 95403-2871. 

 
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 is to changes in market 
interest rates.  As a means of limiting its exposure to fair value losses arising from 
rising interest rates, one of the ways that the Treasury Pool manages it’s exposure 
to interest rate risk is 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 maturing evenly over time as necessary to 
provide the cash flow and liquidity needed for operations.  
 
As of June 30, 2007, approximately 70 percent of the securities in the Treasury 
Pool had maturities of one year or less.  Of the remainder, less than 5 percent had a 
maturity of more than five years. 
 
Disclosures Relating to Credit Risk 
 
Generally, 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.  The Treasury 
Pool does not have a rating provided by a nationally recognized statistical rating 
organization. 

 
    



COUNTY OF SONOMA HEALTH PLAN 
INTERNAL SERVICE FUND 

Notes to the Basic Financial Statements 
June 30, 2007 
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Custodial Credit Risk 
 

Custodial credit risk for deposits is the risk that, in the event of the failure of a 
depository financial institution, a government will not be able to recover its 
deposits or will not be able to recover collateral securities that are in the 
possession of an outside party.  The custodial credit risk for investments is the risk 
that, in the event of the failure of the counterparty to a transaction, a government 
will not be able to recover the value of its investment or collateral securities that 
are in the possession of another party. The California Government Code and the 
Treasury Pool’s investment policy do not contain legal or policy requirements that 
would limit the exposure to custodial credit risk for deposits or investments, other 
than the following provision for deposits and securities lending transactions:   

 
 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 depository regulated under stated law.  The 
market value of the pledged securities in the collateral pool must equal at least 
110% of the total amount deposited by the public agencies.   

 The California Government Code limits the total of all securities lending 
transactions to 20% of the fair value of the investment portfolio.   

 
With respect to investments, custodial credit risk generally applies only to direct 
investments in marketable securities.  Custodial credit risk does not apply to a 
local government’s indirect investment in securities through the use of mutual 
funds or government investment pools (such as the Treasury Pool). 
 
Concentration of Credit Risk 
 
The investment policy of the County contains no limitations on the amount that 
can be invested in any one issuer beyond that stipulated by the California 
Government Code.  For a listing of investments in any one issuer (other than U.S. 
Treasury securities, mutual funds, or external investment pools) that represent 5 % 
or more of total County investments, refer to the 2007 Sonoma County CAFR. 
 

 2. Cash with fiscal agent/trustee 
 

Cash with fiscal agent is used by the Health Plan’s third party administrator to pay 
medical claims, and is collateralized by securities held by the financial institutions 
acting as fiscal agent. The funds are available for their designated purpose on short 
notice and are treated as a cash equivalent.  



COUNTY OF SONOMA HEALTH PLAN 
INTERNAL SERVICE FUND 

Notes to the Basic Financial Statements 
June 30, 2007 
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B. Accounts Receivable 
 

Accounts receivable represents amounts due from affiliated groups for employer and 
employee contributions to the Health Plan. 
 

C. Benefit Claims 
 

 1.  Claims payable 
 

Claims payable represents claims approved for payment, which are unpaid at the 
end of the fiscal year. 

 
 2.  Claims incurred but not reported 

 
Claims incurred but not reported represent the liability for current unfiled claims 
and those claims that have been filed but not approved for payment.  The amount is 
an actuarially calculated estimate of the plan liability at year-end.   The Plan does 
not calculate a liability for post-employment health care benefits.  

 
III. OTHER INFORMATION 
 

A.  Risk Management 
 

The County of Sonoma is self-insured as follows: $300,000 per occurrence for workers’ 
compensation claims, $750,000 per occurrence for automobile and general liability 
claims, $500,000 per occurrence and any amount in excess of $10,000,000 per 
occurrence for hospital malpractice claims occurring prior to March 26, 1996, and 
$225,000 per occurrence for health insurance claims with a stop loss coverage up to 
$1,000,000 per claim. The County is entirely self-insured for unemployment claims and 
for long-term disability occurring prior to August 1, 1999. 
 
The County participates in the CSAC Excess Insurance Authority excess liability 
insurance program. The County is covered under this program for $750,000 to 
$15,000,000 per occurrence for liability claims. Amounts in excess of $300,000 per 
occurrence for worker’s compensation claims within statutory limits are maintained 
through participation in the CSAC Excess Insurance Authority-Excess Workers’ 
Compensation Program. 
 



COUNTY OF SONOMA HEALTH PLAN 
INTERNAL SERVICE FUND 

Notes to the Basic Financial Statements 
June 30, 2007 
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The County maintains “All Risk” coverage for physical loss and damage including flood 
and earthquake coverage through participation in the CSAC Excess Insurance Authority 
with the following limits and deductibles: $400,000,000 limit per occurrence and 
$50,000 deductible for “All Risk” and flood, earthquake deductible at $500,000 per 
occurrence.  Boiler and machinery coverage is included in the All-Risk coverage. 
 
The County pays an annual basic premium for excess coverage and is assessed an annual 
risk premium based on an actuarial review that estimates each of the program’s 
participant’s ultimate liabilities. Settled claims have not exceeded the commercial 
coverage in any of the past three fiscal years. 

 
B. Auditor Independence 

 
As required by various statutes within the California Government Code, County Auditor-
Controllers are mandated to perform certain accounting, auditing and financial reporting 
functions. These activities, in themselves, necessarily impair the auditor’s independence. 
Specifically, “Auditors should not audit their own work or provide non audit services in 
situations where the amounts or services involved are significant or material to the 
subject matter of the audit.” Although the office of the Auditor-Controller is statutorily 
obligated to maintain accounts of departments, districts or funds that are contained 
within the County Treasury, we believe that adequate safeguards and divisions of 
responsibility exist. Therefore, we believe that subject to this qualification and 
disclosure, the reader can rely on the auditor’s opinion contained in this report. 
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