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Independent Auditor’s Report

Board of Directors
Victorville Water District
Victorville, California

We have audited the accompanying financial statements of the Victorville Water District (District), a subsidiary
district of the City of Victorville (City), as of and for the year ended June 30, 2008, which collectively comprise
the District’s basic financial statements as listed in the table of contents. These basic financial statements are
the responsibility of the District’s management. QOur responsibility is to express an opinion on these basic
financial statements based on our audit, The comparative financial information as of June 30, 2007 was
comprised of consolidated audited information that was audited by other auditors and our firm whose reports
expressed unqualified opinions and a disclaimer of an opinion on those basic financial statements as further
discussed in Note 2 to the basic financial statements.

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

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the
respective financial position of the Victorville Water District as of June 30, 2008, and the respective changes in
net assets and cash flows for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

In accordance with Geovernument Auditing Standards, we have also issued a report dated April 11, 2009, on our
consideration of the District’s internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts, 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 the internal control over financial réporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing Standards and
should be read in conjunction with this report in considering the results of our audit,

Management’s discussion and analysis is not a required part of the basic financial statements but is
supplementary information required by the Governmental Accounting Standards Board. We have applied certain
limited procednres, which consisted primarily of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit this
information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the District’s basic financial statements. The supplemental information section is presented for .
purposes of additional analysis and is not a required part of the basic financial statements. The supplementary
information has been subjected to the auditing procedures applied in the audits of the basic financial statements
and, in our opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

April 11, 2009 C/Q,:)/_L ¢ (2151
Cypress, California . ;F l
Y
1 Q\. W

Member of; American Institute of Certiffed Public Accountanis * Calffornia Society of Certified Public Accountants
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Victorville Water District
Management’s Discussion and Analysis
For the Year Ended June 30, 2008

The following Management’s Discussion and Analysis (MD&A) of activities and financial performance
of the Victorville Water District (District), a subsidiary district of the City of Victorville (City), provides
an introduction to the financial statements of the District for the year ended June 30, 2008. We encourage
readers to consider the information presented here in conjunction with the basic financial statements and
related notes, which follow this section.

Financial Highlights

e The District’s net assets increased 9.43% or $16,713,350 from $177,259,821 to $193,973,171 in
2008.

s The District’s operating revenues decreased 11.8% or $2,882,337 in 2008 primarily due to a
decrease in water sales to District customers and construction contractors.

e The District’s operating expenses before depreciation increased 6.8% or $1,349,561 in 2008
primarily due to a $704,807 increase in customer service expenses and a $656,162 increase in
general and administrative expenses.

Required Financial Statements

This annual report consists of a series of financial statements. The Statement of Net Assets, Statement of
Revenues, Expenses and Changes in Net Assets and Statement of Cash Flows provide information about
the activities and performance of the District using accounting methods similar to those used by private
sector companies.

The Statement of Net Assets includes all of the District’s investments in resources (assefs) and the
obligations to creditors (liabilities). It also provides the basis for computing a rate of return, evaluating
the capital structure of the District and assessing the ligoidity and financial flexibility of the District, All
of the current year’s revenue and expenses are accounted for in the Statement of Revenues, Expenses and
Changes in Net Assets. This statement measures the success of the District’s operations over the past
year and can be used to determine if the District has successfully recovered all of its costs through its
rates and other charges. This statement can also be nsed to evaluate profitability and credit worthiness.
The final required financial staterment is the Statement of Cash Flows, which provides information about
the District’s cash receipts and cash payments during the reporting period. The Statement of Cash Flows
reports cash receipts, cash payments and net changes in cash resulting from operations, investing, non-
capital financing, and capital and related financing activities and provides answers to such questions as
where did cash come from, what was cash used for, and what was the change in cash balance during the
reporting period. '

Financial Analysis of the District

One of the most important questions asked about the District’s finances is, “Is the District better off or
worse off as a result of this year’s activities?” The Statement of Net Assets and the Statement of
Revenues, Expenses and Changes in Net Assets report information about the District in a way that helps
answer this question. These statements include all assets and liabilities using the accrual basis of
accounting, which is similar to the accounting used by most private sector companies. All of the current
year’s revenues and expenses are taken into account regardless of when the cash is received or paid.



Victorville Water District
Management’s Discussion and Analysis
For the Year Ended June 30, 2008

These two statements report the District’s nef assets and changes in them. You can think of the District’s
net assets — the difference between assets and liabilities — as one way to measure the District’s financial
health, or financial position. Over time, increases or decreases in the District’s net assets are one
indicator of whether its financial health is improving or deteriorating. However, one will need to consider
other non-financial factors such as changes in economic conditions, population growth, zoning and new
or changed government legislation, such as changes in Federal and State water quality standards.

Notes to the Basic Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in
the basic financial statements, The notes to the basic financial statements can be found on pages 10
through 25,

Statement of Net Assets
Condensed Statements of Net Assets

2008 2007 Change
Assels:
Current assels $ 65,765,618 60,898,427 4,867,191
Non-current assets . 12,729,647 19,682,748 (6,953,101)
Capital assets, net 154,413,050 140,240,330 14,172,720
Total assets. 232,908,315 220,321,505 12,086,810
Liabilities:
Current liabilities 20,358,630 14,004,419 6,354,211
Non-current Habilities 18,576,514 29,557,265 (10,980,751)
Total liabilities 38,035,144 43,561,684 (4,626,540)
Net assets:
Net investment in capital assels 139,413,050 124,930,330 14,482,720
Restricted for capital asset conslruction 21,293,590 27,780,171 (6,486,581)
Restricted for debt service 1,036,623 1,176,079 (139,456}
Unrestricied 32,229,908 23,373,241 8,856,667
Total net assets 193,973,171 177,259,821 16,713,350
Total liabilities and net assets $ 232,908,315 220,821,505 12,086,810

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position.
In the case of the District, assets exceeded liabilities by $193,973,171 and $177,259,821 as of June 30,
2008 and 2007, respectively.

A portion of the District’s net assets (72% and 70% as of June 30, 2008 and 2007, respectively) reflects
the District’s investment in capital assets (net of accumulated depreciation) less any related debt used to
acquire those assets that is still outstanding. The District uses these capital assels to provide services to
customers within the District’s service area; consequently, these assets are not available for future
spending.

The District showed a positive balance in its unrestricted net assets of $32,229,908 and $23,373,241, as of
June 30, 2008 and 2007, respectively, which may be utilized in future years.



Victorville Water District
Management’s Discussion and Analysis
For the Year Ended June 30, 2008
Statement of Revenues, Expenses and Changes in Net Assets

Condensed Statements of Revenues, Expenses and Changes in Net Assets

2008 2007 Change
Revenues:
Operating revenues $ 21,538,560 24,420,897 (2,882,337)
Non-operating revenues 4,970,575 4,967,753 2,822
Total revenues - 26,509,135 20,388,630 (2,879,5 15).
Expenses:
Operating expenses 21,086,805 19,737,244 1,349,561
Depreciation expense 7,019,824 4,978,910 2,040,914
Non-operaling expenses 2,608,548 1,318,664 1,289,884
Total expenses 30,715,177 26,034,818 4,680,359
Net income before post employment adj. (4,206,042) 3,353,832 (7,559,874)
Other item:
Post employment henefits adjustment 9,908,000 {9,908,000) 19,816,000
Net income before capital cont. 5,701,958 {6,554,168) 12,256,126
Capital contributions 11,011,392 25,322,468 (14,311,076)
Change in net assets 16,713,350 18,768,300 (2,054,950)
Net assets, beginning of year ‘ 177,259,821 158,491,521 18,768,300
Net assets, end of year $ 193,973,171 177,259,821 16,713,350

The statement of revenues, expenses and changes of net assets shows how the District’s net assets '
changed during the fiscal years. In the case of the District, net assets increased by $16,713,350 and
$18,768,300 for the year’s ended June 30, 2008 and 2007, respectively.

A closer examination of the sources of changes in net assets reveals that:

In 2008, the District’s total revenues decreased by $2,879,515, primarily due to a decrease in water sales
to District customers and construction contractors. In addition, total expenses increased $4,680,359
primarily due to a $704,807 increase in customer service expenses, a $656,162 increase in general and
administrative expenses, a $2,040,914 increase in depreciation expense and a $1,630,364 write-off of
disposed capital assets and surplus material as a result of the consolidation of the entities. Also, in 2007,
the Victor Valley Water District pre-adopted GASB No. 45 and recorded its entire unfunded actuarial
accrued Hability of $9,908,000 prior to the consolidation into the Victorville Water District. In 2008, the
District reversed this estimated accrued liability into a non-operating revenue item and will reevaluate and
adopt its GASB No. 45 accrual for other postemployment benefits in fiscal year 2009. (See Note 14 for
further details)

Capital Asset Administration

At the end of fiscal year 2008 and 2007, the District’s investment in capital assets amounted to
$154,413,050 and $140,240,330, respectively (net of accumulated depreciation), This investment in
capital assets includes land, transinission and distribution systems, wells, tanks, reservoirs, pumps,
buildings and structures, equipment, vehicles and construction-in-process. (See Note 7 for further details)
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Management’s Discussion and Analysis
For the Year Ended June 30, 2008

Changes in capital asset amounts for 2008 were as follows:

Balance ’ Transfers/ Balance
2007 Additions Deletions 2008
Capital assets:
Non-depreciable assels $ 22,272,747 15,467,022 (15,250,585) 22,489,184
Degpreciable asscts 165,003,067 21,222,098 © (3,267,897) 182,957,268
Accumulated depreciation {47,035,484) (6,292,071) 2,294,153 (51,033.,402)
Total capital assets, net $ 140,240,330 30,397,049 (16,224,329) 134,413,050

Debt Administration

Long-term debt, net decreased by $1,014,356 in 2008 due to regular principal payments on the District’s
outstanding debts. (See Note 10 for further details)

Changes in long-term debt amounts for 2608 were as follows:

Balance Additions/ Principal Balance
2007 Deletions - Payments 2008
Long-term debt:
Bonds payable $ 3,860,000 - (425,000) 3,435,000
Note payable 1,343,277 - (279,356) 1,063,921
Cerlificates-of-participalion payable . 15,310,000 - (310,000) 15,000,000
Total long-term debt $ 20,513,277 - {1,014,356) 16,498,921

Conditions Affecting the District’s Current and Future Financial Condition

Local Economy

The local economy, like those of the State of California and many counties and cities in the state are faced
with significant fiscal challenges resulting from the economic decline that began in early 2007 and
continues to the present. The City and District, specifically the City, is faced with challenges in its
revenue streams, its ability to access the credit markets, its efforts to attract and retain jobs and to address
fundamental structural changes that reflect current conditions, At the same time, the City and District are
focusing on taking significant steps to alleviate the impacts to its citizens and customers resulting from
the current recession.

Looking ahead to fiscal year 2009 and beyond, the District is expecting an economic environment that is
difficult, with increases in unemployment, further contraction in consumer spending, continuing
foreclosure activity and continuing lack of construction related jobs coupled with a continued water
shortage due to a prolonged drought in the State of California. The District is hopeful that the current
recession will conclude by the end of calendar year 2009 and that the process of recovery will begin, With
that recovery will come a restoration of revenue, population growth and construction activity in the area.

Requests for Information

This financial report is designed to provide the District’s funding sources, customers, stakeholders and
other interested parties with an overview of the District’s financial operations and financial condition.
Should the reader have questions regarding the information included in this report or wish to request
additional financial information, please contact the District’s Director, Reggie Lamson at 17185 Yuma
Street, Victorville, CA 92395 or (760} 955-2557.



Basic Financial Statements



Victorville Water District
Statement of Nef Assets
June 30, 2008
With Comparative Information as of June 30, 2007

Assels 2008 2007
Current assels:

Cash and cash equivalents (note 3) $ 36,163,466 25,457,901
Accrued interest receivable ) 244,244 433,374
Restricied — cash and cash egoivalenis (nofe 3} 22,741,887 28,682,789
Restricled — accrued interest receivable 106,343 185,473
Accounts receivable — water sales and scrvices, net (nole 4) 1,644,186 1,760,875
Accounts receivable — properly laxes 29,925 28479
Accounts receivable — stale granls 381,254 314,161
Accounts receivable — other 1,092,604 371,902
Malerials and supplies inventory 361,731 604,974
Prepaid expenses and deposits 2,999 082 3,118,499

Total current assets 65,765,618 60,808,427

Non-current assets:

Investments (note 3) 421,272 6,043,111
Assessments receivable (note 10) 3,152,843 3,697,200
Deferred charges, net (note 5) 710,321 169,767
Water rights, net {note &) 8,445211 9,172,664
Capital assets, not being depreciated (note 7) 22,480,184 22,272,747
Capilal assets being depreciated, net {(nole 7) 131,923,866 117,967,583

Total non-current assels 167,142,697 159,923,078

Total assets § 232,908,315 220,821,505

Liabilities and Net Assets

Current liabilities:

Accounts payable and accrued expenses 3 2,359,565 6,858,713
Accrued wages and related payables 149,460 172,932
Due io the City of Victorville (note 8) 12,448,258 -
Customer advances, deposits and deferred revenue 3,972,809 5,558,045
Accrued interest payable 329,395 350,258
Lang-term liabilities — due within one year:
Compensated absences (note 9) 44,184 50,115
Bonds payable (note 14) 440,000 425,000
Nole payahle (note 10). . 280,959 279,356
Ceriificates-of-participation payable (note 10) 325,000 310,000
Total current liabilities 20,358,630 14,004,419

Non-current liabilities:
Long-term liabilities — due in more than one year:

Compensated absences (note 9) 132,552 150,344
Posl employment benefits payable (note 14) - 9,508,000
Bonds payable {note 10} 2,995,000 3,435,000
Note payable (note 10) 773,962 1,063,921
Certificates-of-parlicipation payable (note 13} 14,675,000 15,000,000
Total non-current liabilities 18,576,514 20,557,265
Total liabilities 38,035,144 43,561,684
Net assets:

Net investment in capital assels (nete 11) 139,413,050 124,930,330
Restricted for capital assel construction 21,293,590 27,780,171
Restricted for debt service 1,036,623 1,176,079
Unrestricted (note 12) 32,229,908 23,373,241
Total net assets 193,973,171 177,259,821

Total liahilities and net assets § 232,908,315 220,821,505

See accompanying notes to the basic financial statements



Yictorville Water District

Statement of Revenues, Expenses and Changes in Net Assets
For the Year Ended June 30, 2008

With Comparative Information for the Year Ended June 30, 2007

Operafing revenues:
Water consumption sales
Monthly meter service charge
Other charges and services

Total operating revenues

Operating expenses:

Sounrce of supply:
Imported water supply purchases
Pumping
Water prodaction

Water treatment, transmission and distribution

Engineering services

Water conservation

Customer service

General and administrative

Total operating expenses

Operating income before depreciation and amortization
Depreciation and amortization

Operating loss

Non-operating revenue(expense):

Property taxes

Investment earnings

Arsenic surcharge

Interest expense — long-term debt
: _ Amortization of deferred charges

Post employment benefits adjustment (note 14)

Loss on salefdisposition of capital assets, net

Loss on sale/disposition of surplus material, net
— Other non-operating revenues

Other non-operating expenses

Total non-operating revenues, net
Net income(loss) before capital contributions

Capital contributions:
Connectlion fees
Alternate water source fees
Developers and others
State grants

Capital contributions
Change in net assets
Net assets, beginning of year

Net assels, end of year

See accompanying noles to the basic financial stalements
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2008 2007
13,623,753 13,185,069
6,477,785 6,656,965
1,437,022 2,578,863
21,538,560 24,420,897
4,379,917 4,727,960
3,048,207 3,172,092
985,515 839,784
4,128,550 4,058,978
1,143,277 952,745
347,895 993,210
2,494,832 1,790,023
4,558,612 3,902,450
21,086,805 19,737,244
451,755 4,683,653
(7,019,824) (4,978,910)
(6,568,069) (295,257)
1,294,485 789,345
2,837,656 3,143,346
801,399 979,242
(865,079) (1,133,871)
(59,446) (59,446)
9,908,000 (9,908,000
(1,110,570) (8,162)
(519,794) -
37,035 55,820
(53,659) (117,185)
12,270,027 (6,258,911)
5,701,958 (6,554,168)
3,711,863 15,371,660
1,656,256 2,194,454
5,335,180 7,657,704
308,093 98,650
11,011,392 25,322,468
16,713,350 18,768,300
177,259,821 158,491,521
193,973,171 177,259,821




Victorville Water District
Statement of Cash Flow
For the Year Ended June 30, 2008

Cash flows from operating aclivities:
Cash receipts from customers for water sales and services
Cash paid to vendors and suppliers for materials and services
Cash paid to employees for salaries and benefits

Net cash used in operaling activities

Cash flows from non-capital financing activities:
Due to the City of Viclorville
Proceeds from property laxes and assessments
Other non-operating revenues/(expenses), het
Net cash provided by non-capital financing aclivities
Cash flows from capifal and related financing activities:
Acquisition and construction of capital assets
Proceeds from connection fees
Proceeds from alternale water source fees
Proceeds Jrom state grants
Proceeds fram the arsenic surcharge
Principal paid on long-term debt
Interest paid on long-term debt

Net cash used in capital and related financing activities

Cash flows from investing aclivilies:
Proceeds from sale of investments, net
Interest and investment earnings

Net cash provided by invesling activities
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year
Reconciliation of cash and cash equivalents to statement of financial position:

Cash and cash equivaients
Restricted — cash and cash equivalents

Total cash and cash equivalents

Continued on next page

See accompanying notes (o the basic financial stalements

2008

19,289,311
(17.606,291)

{7,665,007)
(5,982,077)

12,448 258
1,837,402

(16,624
14,269,030

(16,760,275)
3,711,863
1,656,256

241,000
801,399
(1,014,356)

(885,942)
(12,250,055)

5,621,839

3,105,920
8,727,159

4,764,663

54, 140,690_

2008

36,163,466
22,741,887

$ 58,905,353




Victorville Water District
Statement of Cash Flow, continued
For the Year Ended June 30, 2008

Reconciliation of operating loss to net cash used in operating activities:
Operating loss

Adjostments to reconcile operating loss to net cash used in operating activities:

Deprecation expense
Changes in assets and liabilities:
(Increase)Decrease in assets:
Accounts receivable — water sales and services, net
Accounts receivable - other
Materials and supplies inventory
Prepaid expenses and other deposits
Increase(Decrease) in liabilities:
Accounts payable and accroed expenses
Accrued wages and related payables
Customer advances, deposits and deferred revenue
Compensated absences

Total adjustments

Net cashused in operating activities

See accompanying notes to the basic financial statements

Lo

2008

(6,568,069)

7,019,824

56,689
(720,702)
243,243
118,517

(4,499,148)
(23,472)
(1,585,236)

(23,723}

585,992

(5,982,077}




Victorville Water District
Notes to the Basic Financial Statements, continued
For the Year Ended June 30, 2008

(1) Reporting Entity and Summary of Significant Accounting Policies
A. Organization and Operations of the Reporting Entity '

On August 15, 2007, the Victor Valley Water District and the Baldy Mesa Water District were
consolidated into a subsidiary district of the City of Victorville (City), known as the Victorville Water
District (District), per Resolution No, 2977 of the Executive Officer of the Local Agency Formation
Commission (LAFCO) of San Bernardino County, which adopted a change of organization without
election, All of the liabilities including debt obligations of the Victor Valley Water District and the Baldy
Mesa Water District were assumed by this subsidiary district and the City upon consolidation. Upon
consolidation of the two districts the City consolidated the operations and activities of its Water
Department and Water Funds into the District to serve all of the water customers of the City under this
District. The basic operations of the District are financed by user charges plus capital contributions to
finance growth of the water delivery system. The District is governed by a five-member Board of
Directors (City Council), each holding staggered four-year terms. (See Note 2 for further consolidation
information).

The criteria used in determining the scope of the financial reporting entity is based on the provisions of
Governmental Accounting Statements No. 14, The Financial Reporting Entity, and No, 39, Determining
Whether Certain Organizations Are Component Units (an amendment of No. 14). The City of Victorville
is the primary goverpmental unit based on the foundation of a separately elected governing board that is
- elected by the citizens in a general popular election {City Council). The District is a subsidiary district of
the City of Victorville, which the City Council is the governing body thereof and is duly responsible for
conducting the business of the District as part of its governing process over the City of Victorville, The
City is financially accountable if it appoints a voting majority of the organization’s governing body and:
1) It is able to impose its will on that organization, or 2) There is a potential for the organization to
provide specific financial benefits to, or impose specific financial burdens on, the primary government.

Assessment District No. 2R was established to provide financing for construction and improvement of the
water system. In 1987, the Victorville County Water District 1911 Act Improvement Bonds were issued.
On June 27, 1989, the Baldy Mesa Water District issued $8,292,572 in Refunding Improvement Bonds,
Series 1989, Assessment District No. 2R, The District provides administrative duties such as placing
assessments on the County tax rolls and submitting payments to the trustee for the assessment bond
holders. Accordingly, the accounts and transactions of Assessment District No. 2R have been combined
with that of the District’s financial statements.

B. Basis of Accounting and Measurement Focus

The District reports its activities as an enterprise fund, which is used to account for operations that are
financed and operated in a manner similar to a private business enterprise, where the intent of the District
is that the costs of providing water to its customers on a continwing basis be financed or recovered
primarily through user charges (water sales and services), capital grants and similar funding. Revenues
and expenses are recognized on the full accrual basis of accounting. Revenues are recognized in the
accounting period in which they are earned and expenses are recognized in the period incurred, regardless
of when the related cash flows take place.

Operating revenues, such as water sales and service charges, result from exchange transactions associated
with the principal activities of the District. Exchange transactions are those in which each party receives
and gives up essentially equal values. Non-operating revenues, such as grant funding and investment
income, result from non-cxchange transactions, in which, the District gives (receives) value without
directly receiving (giving) value in exchange.

10




Victorville Water District
Notes {o the Basic Financial Statements, continued
For the Year Ended June 30, 2008

(1) Reporting Entity and Summary of Significant Accounting Policies
C. Financial Reporting

The District’s basic financial statements are presented in conformance with the provisions of
Governmental Accounting Standards Board (GASB) Statement No. 34, “Basic Financial Statements —
and Management’s Discussion and Analysis — for State and Local Governments” (GASB No. 34). This
statement established revised financial reporting requirements for state and local governments throughout
the United States for the purpose of enhancing the understandability and usefulness of financial reports.

GASB No. 34 and its related GASB pronouncements provide for a revised view of financial information -
and restructure the format of financial information provided prior to its adoption. A statement of net
assets replaces the balance sheet and reports assets, liabilities, and the difference hetween them as net
assets, not equity. A statement of revenues, expenses and changes in net assets replaces both the income
statement and the statement of changes in retained earnings and contributed capital. GASB No. 34 also
requires that the statement of cash flows be prepared using the direct method. Under the direct method,
cash flows from operating activities are presented by major categories.

Under GASB No. 34, enterprise funds, such as the District, have the option of consistently following or
not following pronouncements issued by the Financial Accounting Standards Board (FASB) subsequent
to November 30, 1989. The District has elected not to follow FASB standards issued after that date,
vnless such standards are specifically adopted by GASB.

D, Assets, Liabilities and Net Asseis
1. Use of Estimates

The preparation of the basic financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial
statements and the reported changes in net assets during the reporting period. Actual results could
differ from thosé estimates.

1. Cash and Cash Equivalents

Substantially all of the District’s cash is invested in interest bearing accounts. The District considers
all highly liquid investments with a maturity of three months or less to be cash equivalents,

2. Investments and Investment Policy

-The District has adopted an investment policy directing management to deposit funds in financial
institutions.

Changes in fair value that occur during a fiscal year are recognized as investment income reported for
that fiscal year. Investment income includes interest earnings, changes in fair value, and any gains or
losses realized upon the liquidation or sale of investments.

3. Accounts Receivable and Allowance for Uncollectible Accounts

The District extends credit to customers in the normal course of operations. When management
deems customer accounts uncollectible, the District uses the allowance method for the reservation and
write-off of those accounts.,
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(1)
D.

Victorville Water District
Notes to the Basic Financial Statements, continued
For the Year Ended June 30, 2008

Reporting Entity and Summary of Significant Accounting Policies, continued
Assets, Liabilities and Net Assets, continued
4. Property Taxes and Assessments

The County of San Bernardino Assessor’s Office assesses all real and personal property within the
County each year. The County of San Berpardino Tax Collector’s Office bills and collects the
District’s share of property taxes and assessments, The County of San Bernardino Treasurer’s Office
remits current and delinquent property tax collections to the District throughout the year. Property tax
in California is levied in accordance with Article 13A of the State Constitution at one percent (1%) of
countywide assessed valuations.

Property taxes receivable at year-end are related to prdperty taxes collected by the County of San
Bernardino, which have not been credited to the District's cash balance as of June 30. The property
tax calendar is as follows:

Lien date March 1

Levy date July 1

Due dates November 1 and March 1
Collection dates December 10 and April 10

5. Materials and Supplies

Materials and supplies consist primarily of water meters, pipe and pipefittings for construction and
repair to the District’s water transmission and distribution system. Materials and supplies are valued
at cost using a weighted average method. Materials and supplies items are charged to expense at the
time that individual items are consuimed,

6. Prepaid Expenses

Certain payments to vendors reflects costs or deposits applicable to future accounting periods and are
recorded as prepaid items in the basic financial statements.

7. Restricted Assets

Certain assets of the District are restricted in vse by ordinance or debt covenant and, accordingly are
shown as restricted assets on the accompanying statement of net assets. Special assessments, and
related receivables, are set aside from other assets since they are collected solely for the repayment of
the District’s Special Assessment bonds, The District uses restricted resources, prior to using
unrestricted resources, to pay expenditures meeting the criteria imposed on the use of restricted
resources by a third party.

8. Deferred Charges

The deferred charges are from bond issuance costs that will be amortized using the straight-line
method over the remaining life of the respective debt service.
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Victorville Water District
Notes to the Basic Financial Statements, continued
For the Year Ended June 30, 2008

{1) Reporting Entity and Summary of Significant Accounting Policies, continued
D. Assets, Liabilities and Net Assets, continued
9. Capital Assefs

Capital assets acquired and/or constructed are capitalized at historical cost. District policy has set the
capitalization threshold for reporting capital assets at $5,000. Donated assets are recorded at estimated
fair market value at the date of donation. Upon retirement or other disposition of capital assets, the
cost and related accumulated depreciation are removed from the respective balances and any gains or
losses are recognized. Depreciation is recorded on a straight-line basis over the estimated useful lives
of the assets as follows:

» Buildings and structures — 25 to 50 years
s Transmission and distribution systems — 40 years
~Source of supply — wells — 10 to 40 years
Water treatment systems — 5 fo 10 years
Telemetering equipment — 5 years
Furniture, equipment and tools — 5 to 15 years
Vehicles — 5 to 10 years

10. Compensated Absences

In accordance with GASB No. 16, a liability is recorded for unused vacation and similar
compensatory leave balances since the employees® entitlement to these balances are attributable to
services already rendered and it 1s probable that virtually all of these balances will be liquidated by
either paid time off or payments upon termination or retirement.

11. Customer Deposits

Based on a customer’s credit, the District may require a deposit deemed reasonable by the District.
These deposits are held to pay off close out biils or to cover delinquent payments.

12. Net Assets

The financial statements utilize a net assets presentation. Net assets are categorized as follows:

s Net Investment in Capital Assets — This component of net assets consists of capital assets,
net of accumulated depreciation and reduced by any debt ouistanding against the acquisition,
constroction or improvement of those assets.

s Restricted Net Assets — This component of net assets consists of constraints placed on net
assets use through external constraints imposed by creditors, grantors, contributors, or laws or
regulations of other governments or constraints imposed by law through constitutional
provisions or enabling legislation.

e Unrestricted Net Assets — This component of net assets consists of net assets that do not
meet the definition of restricted or net investment in capital assets.

13, Water Sales

Most water sales are billed on a monthly cyclical basis. Estimated unbilled water revenue through
June 30 has been accrued at year-end.

14. Capital Contributions

Capital contributions represent cash and capital asset additions contributed to the District through the
collection of AB-1600 comnection fees, by property owners, granting agencies or real estaie
developers desiring services that require capital expenditures or capacity commitment,
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Vietorville Water District
Notes to the Basic Financial Statements, continned
For the Year Ended June 30, 2008

(2) Consolidation of Net Assets

The consolidated financial information as of June 30, 2007 was composed of audited information that was
aundited as follows:

1y Baldy Mesa Water District financial information was audited by Charles Z. Fedak‘& Co., CPAs
an Accountancy Corporation who issued an unqualified opinion on those financial statements for
the year ended June 30, 2007 on December 18, 2007,

2) Victor Valley Water District financial information was audited by Charles Z. Fedak & Co., CPAs
an Accountancy Corporation who issued an unqualified opinion on those financial statements for
the year ended June 30, 2007 on December 15, 2007,

3) City of Victorville — Water Department Fund was audited as a Non-Major Proprietary Fund of the
City of Victorville financial statemenis by Caporicei & Larson, CPAs who issued a disclaimer of
an opinion on those financial statements for the year ended June 30, 2007 on February 23, 2009.

The consolidated beginning net assets of the District totaled $177,259,821 as of July 1, 2007 as equated in
the table below. The detail comparison of financial information as of June 30, 2007 for the Statement of
Net Assets on page 6 includes certain reclassifications to conform to the current year presentation for
comparative purposes. The detail comparison financial information for the year ended June 30, 2007 for
the Statement of Revenues, Expenses and Changes in Net Assets on page 7 includes certain inter-entity
eliminating entries for water sales and water costs to the Victorville Water Departiment from the Victor
Valley Water District and certain other reclassifications to conform to the current year presentation for
comparative purposes. Comparative cash flow information was not available and therefore was not
presented on pages 8 and 9. The financial statements of the three entities were consolidated as follows.

Baldy Mesa Victor Valley Victorville

Water Water Water
Financial Statement Acounts District District Department Total
Total assels $ 61,037,057 153,988,559 | 5,795,889 220,821,505
Total liabilities 25,105,079 18,292,029 164,576 43,561,684
Total nef assets 35,931,978 135,696,530 5,631,313 177,259,821
Total liabilities and net assels $ 61,037,057 153,088,559 5,705,889 220,821,505

(3) Cash and Investments

Cash and investments as of June 30, are classified in the accompanying financial statements as follows:

2008
Cash and cash equivalents $ 36,163,466
Restricted — cash and cash equivalents 22,741,887
Investments ' 421,272
Total cash and investments $ 59,326,625

Cash and investments as of June 30, consist of the following:

2008
Deposits with financial institulions $ 7,296,118
Investments 52,030,507
Total cash and investments $ 59,326,625
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Victorville Water District
Notes to the Basic Financial Statements, continued
For the Year Ended June 30, 2008

(3) Cash and Investments, continued

Cash and investment balances represent the District’s share of the cash and investments held in the name
and the accounts of the District’s consolidated entities of the Baldy Mesa Water District and the Victor
Valley Water District. These cash and investment accounts have remained separate from the City’s cash
and investment pool. Interest and investment earnings on these accounts are allocated to the District and
not the City’s cash and investment pool.

The District utilizes the City’s cash and investment pooled funds to operate as a daily operating fund of
the District to record and deposit receipts and pay payables as they become due through the City’s
financial accounting system. As of June 30, 2008, the District was liable to the City for $12,448,258 for
net amounts paid by the City from the City’s cash and investment pooled funds on behalf of the District.
(See Note 8 for further details.)

Investments Authorized by the California Government Code and the District’s Investment Policy

The table below identifies the investment types that are authorized by the District in accordance with the
California Government Code (or the District’s investment policy, where more restrictive), The table also
identifies certain provisions of the California Government Code (or the District’s investment policy,
where more restrictive) that address interest rate risk, credit risk, and concentration of credit risk. This
table does not address investments of debt proceeds held by bond trustees that are governed by the
provisions of debt agreements of the District, rather than the general provisions of the California
Government Code or the District’s investment policy,

Maximum Maximum
Authorized Maxinim Percentage Investment
Investment Type Maturity Of Portfolio in One Issuer

U.8, Treasury Obligations 5 years None None
Federal Agency Obligations 5 years Nane None
Negotiable Certificates of Deposit 5 years 30% None
Money Martket Mutual Funds N/A None None
Local Ageney Investment Fund (LAIF) N/A None None

Investments Authorized by Debt Agreements

Investment of debt proceeds held by bond trustees are governed by provisions of the debt agreements,
rather than the general provisions of the California Government Code or the District’s investment policy.
The table below identifies the investment types that are authorized for investments held by bond trustee.
The table also identifies certain provisions of these debt agreements that address interest rate risk, credit
risk, and concentratlon of credit risk.

Maximum Maximum
Authorized Maximum Percentage Investment
Investment Type Maturity Of Portfolio in One Issuer
Investment Contracts None None Nene
Money Market Mutual Funds N/A None None

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
secorities 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 {e.g., broker-dealer) 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. 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 LAIF),
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Victorville Water District
Notes o the Basic Financial Statements, continued
For the Year Ended June 30, 2008

(3) Cash and Investments, continued

The California Government Code and the District’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: 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 Jeast 110% of the total amount
deposited by the public agencies. California law also allows financial institutions to secure District
deposits by pledging first trust deed mortgage notes having a value of 150% of the secured public
deposits. The District had deposits with bank balances of $7,305,164 Of the bank balances, up to
$100,000 is federally insured and the remaining balance is collateralized in accordance with the Code;
however, the collateralized securities are not held in the District’s name,

Investment in State Investment Pool

The District is a voluntary participant in the Local Agency Investment Fund (LAIF) that is regulated by
the California Government Code under the oversight of the Treasurer of the State of California. The fair
value of the District’s investment in this pool is reported in the accompanying financial statements at
amounts based upon the District’s pro-rata share of the fair value provided by LAIF for the entire LAIF
portfolio (in relation to the amortized cost of that portfolio). The balance available for withdrawal is based
on the accounting records maintained by ILAIF, which are recorded on an amortized cost basis.

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. One of the ways that the District manages its exposure to interest rate
risk is by purchasing a combination of shorter term and longer term investments and by timing cash flows
from maturitics so that a portion of the portfolio matures or comes close to maturity evenly over time as
necessary to provide requirements for cash flow and liquidity needed for operations, Information about
the sensitivity of the fair values of the District’s investments to market interest rate fluctuations is
provided by the following table that shows the distribution of the District’s investments by maturity date;

Investment maturities as of June 30, 2008, were as follows: Maturity
12 Months

"Investment Type Amount Or Less
Federal Agency obligations b 421,272 421,272
Local Agency Investment Fund (LAITF) 43,798,924 43,798,924

Cash with fiscal agent:

Investment coniracts 7,810,311 7,810,311
Total . $ 52,030,507 52,030,507
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Victorville Water District
Notes to the Basic Financial Statements, continued
For the Year Ended June 30, 2008

(3) Cash and Investments, continued
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. Presented below is the minimuin rating required by (where applicable) the California
Government Code, the District’s investment policy, or debt agreements, and the actual rating as of year
end for each investment type.

Credit ratings as of June 30, 2008, were as follows: Minimum Exempt
: ' Legal From Rated
Investment Type Amount Rating Disclosure AAA
Federal Agency obligations $ 421,272 AAA b - 421,272
Local Agency Invesiment Fund (LATF) 43,798,924 N/A 43,798,924 -
Cash with fiscal agent:
Tnvestment contracts 7,810,311 N/A 7,810,311 -
Total $ 52,030,507 $ 51,600,235 421272

4y Accounts Receivable — Water Sales and Services

‘The balance at June 30, consists of the following:

20068
Accounts receivable — waler sales and services $ 1,844,186
Allowance for uncollectible accounts (200,000}
Accounts receivable, net $ 1,644,186
(5) Deferred Charges
The balance at June 30, consists of the following:
2007 Additions Deletions 2008
2006 Assessment District 2R bonds $ 221,786 - (30,947) 190,839
2004 La Salle water rights note 9,796 - 2,218) 7,578
1998 Certificates of participation 321,069 - (18,795) 302,274
2006 Certificates of participation 217,116 - (7,486) 200,630
Deferred charges, net $ 769,767 - (59,446) 710,321
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Victorville Water District
Notes to the Basic Financial Statements, continued
For the Year Ended June 30, 2008

(6) Water Rights

The balance at June 30, consists of the following:

2007 Additions Deletions 2008
Water rights $ 11,245,075 - - 11,245,075
Accumulated amortization (2,072,411) 300 (727,153) (2,799,864)
Water rights, net $ 9,172,664 300 (727,753) 8,445,211
: (7) Capital Assets
v Changes in capital assets for 2008, were as follows: Balance Additions/ Deletions/ Balance
! 2007 Transfers Transfers 2008
Nou-depreciable assets:
Land and land rights 5 5,411,728 3,003,369 (15,169) 8,399,028
Construction-in-process 16,861,019 12,463,053 (15,235,416) 14,089,236
Total non-depreciable assets : 22,272,747 15.467,022 (15,250,585) 22,489,184
Depreciable assets:
Buildings and improvments 12,585,625 ‘3,117,219 (69,719} 15,033,125
Transmission and distribution system 126,872,629 17,940,261 (184,489) 144,628,401
Equpment and furniture 18,935,609 119,198 (1,125,763) 17,929,044
Computers and communications 3,038,332 6,290 (1,791,313) 1,253,309
Vehicles 2,217,563 39,130 (12,713) 2,243,980
Intangible assers 1,353,309 - (83,900) 1,269,409
Total depreciable assets 165,003,067 21,222,008 (3,267,897) 182,957,268
1 Accumulated depreciation: 7
Buildings and improviments {2,791,457) (588,302 48,783 (3,330,976)
Transmission and distribution system (33,985,574) (4,073,928} 59,907 (37,999,595)
Equpment and furniture {5,950,464) (767,802} 642,039 (6,076,227)
Computers and communications (2,259.530) (241,138) 1,531,592 (969,082)
Vehicles (1,161,271) (238,674 11,832 {1,388,113)
Intangible assets (887,182) (382,227) - {1,269,400)
Total accumulated depreciation {47,035,484) (6,292,071) 2,204,153 (51,033,402)
Total depreciable assets, net 117,067,583 14,930,027 (973,744) 131,923,866
Total capital assels, net $ 140,240,330 30,397,049 (16,224.329) 154,413,050

(8) Due to the City of Victorville

(9) Compensated Absences

Changes in compensated absences for 2008, were as follows:

The City of Victorville pools its available cash for investment purposes. The District utilizes the City’s
cash and investment pooled funds to operate as a daily operating fund of the District to record and deposit
receipts and pay payables as they become due through the City’s financial accounting system. As of June
30, 2008, the District was liable to the City for $12,448,258 for net amounts paid by the City from the
City’s cash and investment pooled funds on behalf of the District.

Balance Balance Current Long-term
2007 Earned Taken 2008 Portion Portion
$ 200,459 304,027 (327,750) 176,736 44,184 132,552
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Victorville Water District
Notes to the Basic Financial Statements, continued
For the Year Ended June 30, 2008

(10) Long-term Debt

Changes in long-term debt.amounts for 2008, were as follows:

Balance Additions/ Principal Balance
2007 Deletions Payments 2008
Long-term debt:
2006 Refunding Improvement 2R bonds ~ § 3,860,000 - {425,000) 3,435,000
2004 La Salle water rights note 1,343,277 - {279,356) 1,063,921
1998 Certificates of participation 2,240,000 - (80,000) 2,160,000
2006 Certificates of participation 13,070,000 - {230,000) 12,840,000
Total long-term debt $ 20,513,277 - (1,014,356) 19,498,921
Less: Current portion {1,014,356) ) (1,054,959
Total Non-current portion $ 15,498,921 18,443,962

Refunding Improvement Act Bonds, Series 2006, Assessment District 2R

On March 2, 2000, the Baldy Mesa Water District issued $4,070,000 in Refunding Improvement Bonds
Series 2006 at stated interest rates to refinance and refund the Refunding Improvement Bonds, Series
1989, Assessment District 2R, to fund a reserve fund for the Bonds and pay cost related to the issuance of
the Bonds. A total of $4,998,487 was deposited with an escrow agent to pay down the outstanding
principal, interest on the 1989 Series Refunding Improvement Bonds. The escrow agent purchased a
$4,998,487 U.S. Government security (SLGS)} and deposited it into an irrevocable trust to provide for all
future debt service payments on the Refunding Improvement Bonds Series 1989,

As a result, the Refunding Improvement Bonds, Series 1989, Assessment District 2R, are considered
defeased and the liability for those obligations has been removed from the financial statements. The Baldy
Mesa Water District completed the advance refunding to reduce the total debt service payments over the
next eight fiscal years by $283,563 and to obtain an economic gain of approximately $197,553.

A special assessment has been levied on the property tax bill of those residents who reside within the
boundaries of Assessment District 2R to repay the debt service of this obligation. Principal and interest
payments are due each September 2™ and interest only payments are due cach March 2™, The future
annual debt service requirements for the Refunding Tmprovement Bonds, Series 2006, Assessment
District 2R, are as follows: '

Year Principal Interest Total

2009 $ 440,000 126,214 566,214

2010 455,000 111,219 566,219

2011 470,000 95,258 565,258

2012 490,000 78,214 568,214
- 2013 505,000 58,347 563,347
2014-2015 1,075,000 47,850 1,122,850

Total $ 3,435,000 517,102 3,952,102

Less: current (440,000)

Total non-cutrent  $ 2,995,000 '
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Victorville Water District
Notes to the Basic Financial Statements, continued
For the Year Ended June 30, 2008

(10) Long-term Debt, continued
1998 Certificates of Participation

The Baldy Mesa Water District issued 1998 Certificates of Participation of $2,850,000 at stated interest
rates ranging from 4.10% to 5.00% to finance public improvements within the Baldy Mesa Water District
service area. The annual debt service is a special limited obligation of the District payable from and
secured by a pledge of and lien on the nef revenues of the District. Principal and interest payments are
due each August 1" and interest only payments are due each February 1¥. Annual debt service
requirements for the Certificates of Participation are as follows:

Year Principal Interest Total
2009 5 §5,000 105,875 190,875
2010 9(1,000 101,500 191,500
2011 ) 95,000 96,8735 191,875
2012 95,000 92,125 187,125
2013 100,000 87,250 187,250
2014-20138 590,000 352,750 942,750
2019-2023 750,000 185,750 935,750
2024-2025 355,000 17,875 372,875
Total $ 2,160,000 1,040,000 3,200,000
Less: current (85,00()

Total non-current  $ 2,075,000

20006 Certificates of Participation

On March 1, 2006, the Baldy Mesa Water District issued 2006 Certificates of Participation at stated
interest rates ranging from 3.20% to 5.00% to finance public improvements within the Baldy Mesa Water
District service area. The annual debt service is a special limited obligation of the District payable from
and secured by a pledge of and lien on the net revenues of the District. Principal and interest payments
are due each August 1™ and interest only payments are due each February 1. Annual debt service
requirements for the Certificates of Participation are as follows:

Year Principal Interest Total
2009 $ 240,000 571,728 811,728
2010 245,000 563,602 808,602
2011 255,000 555,039 810,039
2012 265,000 546,002 811,002
2013 270,000 536,573 806,573
2014-2018 1,540,000 2,492,730 4,032,730
2019-2023 1,900,000 2,136,665 4,036,665
2024-2028 2,325,000 1,687,827 4,012,827
2029-2033 2,910,000 1,094,263 4,004,263
2034-2037 2,890,000 297,750 3,187,750
Totat $ 12,840,000 10,482,179 23,322,179
Less: current {240,000}

Total non-current  $ 12,600,000
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Victorville Water District

Notes to the Basic Financial Statements, continned
For the Year Ended June 30, 2008

(10) Long-term Debt, continued
2004 La Salle Water Rights Note Payable

The Baldy Mesa Water District signed a note payable for the purpose of financing the purchase of water
rights at an interest rate of 3.76%. The annual debt service is a special limited obligation of the Baldy
Mesa Water District payable from and secured by a pledge of and hien on the net revenues of the Disérict.
Principal and interest payments are due each November 26" and May 26" Annual debt service

requirements for the note payable are as follows:

Year Principal Interest

Total
2009 $ 289,959 37,303 327,262
2010 300,964 26,258 327,262
2011 312,386 14,876 327,262
2012 160,612 3,019 163,631
Total 1,063,921 81,496 1,145,417
Less: Current {289,959
Non-current  § 773,962
{11) Net Investment in Capital Assets
The balance at June 30, consists of the following: 2008
Capital assels — not being depreciated 3 22,489,184
Capital assels — being depreciaied, net 131,923,866
Certificates of parficipation — current portion (325,000)
Certificates of participation — non-current portion (14,675,000)
Net investment in capital assets $ 139,413,050
(12) Unrestricted Net Assets
The balance at June 30, consists of the following: 2008
— Nonspendable net assets:
Materials and supplies inventory $ 361,731
Prepaid expenses and deposits 2,999,982
Deferred charges, net 519,482
‘Waler rights, net 8,445,211
Total nonspendable net assets 12,326,406
Unassigned net assets 19,903,502
- Total unrestricted net assets $ 32,229,908
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Victorville Water District
Notes to the Basic Financial Statements, continued
For the Year Ended June 30, 2008

(13) Defined Benefit Pension Plan
Plan Description

The City on behalf of the District contributes to the California Public Employees Retirement System
(CalPERS), a cost-sharing multi-employer defined benefit pension plan. CalPERS provides retirement
and disability benefits, annual cost-of-living adjustments, and death benefits to plan members and
beneficiaries, CalPERS acts as a common investment and administrative agent for participating public
agencies within the State of California. Benefit provisions and all other requirements are established by
state statute and the District. Copies of CalPERS annual financial report may be obtained form their
executive Office: 400 P Street, Sacramento, CA, 95814,

Funding Policy

The contribution rate for plan members in the CalPERS 2.5% at 55 Risk Pool Retirement Plan 8% of their
annual covered salary. The City on behalf of the District makes these contributions required of District
employees on their behalf and for their account. Also, the City on behalf of the District is required to
contribute the actuarially determined remaining amounts necessary to fund the benefits for its members.
The contribution requirements of the plan members are established by State statute, and the employer
contribution rate is established and may be amended by CalPERS. 'The obligations of the District are
repaid to the City from the net revenues of the District throughout the yeat. Further information on the
Plan’s annual pension cost for the District’s employees is incorporated into the City’s overall CalPERS
annual obligation and the cost has not been separated out for the District.

(14) Post Employment Benefits

In addition to a pension plan, substantially all the prior Victor valley Water District’s employees may
become eligible for certain health care benefits if they reach normal retirement age while working as a
City employee of the District. These benefits are provided through an insurance company whose
premiums are based on benefits paid. The obligation to provide future benefits is unfunded; however, the
Victor Valley Water District had accrued $9,908,000 as of June 30, 2007 prior to the consolidation into
the Victorville Water District in anticipation of payment of these future benefits along with the adoption
of GASB Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment
Benefits Other Than Pensions, in fiscal year 2009,

In accordance with the provisions of GASB Statement No. 45, unless the adopting entity plans to pre-
fund the actuarial calculated Annual Required Contribution (ARC) for these benefits into an irrevocable
trust fund to process payments for these retired employee beneficiaries; the ARC obligation (or liability)
is to be set at zero at the beginning of the transition (adoption) year. Therefore, the District has reversed
its estimated post employment benefits liability of $9,908,000 to a non-operating revenue account to zero
out the balance in preparation of adopting GASB Statement No. 45 on July 1, 2008.
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Victorville Water District
Notes to the Basic Financial Statements, continued
For the Year Ended June 30, 2008

(15) Risk Management

The District is exposed to various risks of loss related to torts, theft of, damage to and destruction of
assets; errors and omissions; injuries to employees; and natural disasters. The District has purchased
various insurance policies to manage the potential liabilities that may occur from the previously named
sources and is a member of the Special District Risk Management Authority (SDRMA). The purpose of -
the SDRMA is to arrange and administer programs of self-insured losses and to purchase excess
insurance coverage. At June 30, 2008 the District participated in the liability and property programs of the
Authority as follows:;

+ General and auto liability, public officials and employees’ errors and omissions, employment
practices liability and employee benefits liability: Total risk financing limits of $2.5 million,
combined single limit at $2.5 million per occurrence, subject to the following deductibles:

o $500/$1000 per occurrence for third party general liability property damage

o 50% co-insurance of cost expended by SDRMA, in excess of $10,000 up to $50,000, per
occurrence, for employment related claims. However, 100% of the obligation will be
waived if certain criteria are met,

e The District purchased an additional $7.5 million excess coverage layer which increases the limits
on the insurance coverage noted above.

In addition to the above, the District also has the following insurance coverage:

+ EBEmployee dishonesty coverage up to $400,000 per loss includes public employee dishonesty,
forgery or alteration and theft, disappearance and destruction coverage’s.

o Property loss is paid at the replacement cost for property on file, if replaced within two years after
the loss, otherwise paid on an actual cash value basis, to a combined total of $1.0 billion per
occurrence, subject to a $2,000 deductibie per occurrence based on the replacement cost for the
scheduled property.

¢ Boiler and machinery coverage for the replacement cost up to $100 million per occurrence,
subject to a $1,000 deductible,

e Comprehensive and collision coverages on selected vehicles, with deductibles of $250/$500 or
$500/$1,000, as elected; ACV limits; fully self-funded by the SDRMA.

s Public officials personal liability up to $500,000 each occurrence, with an annual aggregate of
$500,000 per each elected/appointed official to which this coverage applies, subject to the terms,
conditions and exclusions as provided in the Memorandum of Coverages, deductible of $500 per
claim.

In addition to the above, the District also has the following insurance coverage, continued:

*  Workers’ compensation insurance up to California statutory limits for all work related
injuriesfillnesses covered by California law and employer Lability coverage, subject to the terms,
conditions and exclusions provided in the SDRMA Memorandum of Coverage.

Settled claims have not exceeded any of the coverage amounts in the last fiscal year and there were no
reductions in the District’s insurance coverage during the year ending June 30, 2008. Liabilitics are
recorded when it is probable that a loss has been incurred and the amount of the loss can be reasonably
estimated net of the respective insurance coverage.
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" Victorville Water District
Notes to the Basic Financial Statements, continued
For the Year Ended June 30, 2008

(16) Governmental Accounting Standards Board Statements Issued, Not Yet Effective
Governmenial Accounting Standards Board Statement No. 45

In June 2004, the GASB issued Statement No, 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pensions.  This Statement establishes standards for the
measurement, recognition, and display of OPEB expense/expenditures and related liabilities (assets), note
disclosures, and, if applicable, required supplementary information (RSI) in the financial reports of state
and local government employers. This statement is not effective until June 30, 2009. The District has not
determined the effect this statement will have on its financial statement presentation.

Governmental Accounting Standards Board Statement No. 49

In November 2007, the GASB issued Statement No. 49, Accounting and Financial Reporting for
Pollution Remediation Obligations, This statement provides guidance on how to calculate and report the
costs and obligations associated with pollution cleanup efforts. This statement is not effective for this
District until the fiscal year ended June 30, 2009. This statement is not expecied to have a significant
impact on the presentation of the District’s financial statetnents.

Governmental Accounting Standards Board Statement No. 50

In May 2008, the GASB issued Statement No. 50, Pension Disclosures, an amendment of GASB
Statements No. 25 and 27. This statement more closely aligns the financial reporting requirements for
pensions with those for other post-employment benefits (OPEB) and, in doing so, enhances information
disclosed in the notes to financial statements or presented as required supplementary information (RSI) by
pension plans and by employers that provide pension benefits. The reporting changes required by this
Staternent amend applicable note disclosure and RSI requirements of GASB Statements No. 25 and 27, to
conform with requirements of GASB Statements No. 43 and 45. This statement is not effective for this
District until the fiscal year ended June 30, 2009. This statement is not expected to have a significant
impact on the presentation of the District’s financial statements.

Governmental Accounting Standards Board Statement No. 51

In June 2008, the GASB issued Statement No. 51, Accounting and Financial Reporting for Intangible
Assets, This statement requires that all intangible assets not specifically excluded by its scope provisions
be classified as capital assets. This statement is not effective for this District until the fiscal year ended
June 30, 2010. This statement is not expected to have a significant impact on the presentation of the
District’s financial statements,

Governmental Accounting Standards Board Statement No. 53

In June 2008, the GASB issued Statement No. 53, Accounting and Financial Reporting for Derivative
Instruments, This statement addresses the recognition, measurement, and disclosure of information
regarding derivative instruments entered into by state and local governments. This statement is not
effective Tor this District until the fiscal year ended June 30, 2009. This statement is not expected to have
a significant impact on the presentation of the District’s financial statements,
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Victorville Water District
Notes to the Basic Financial Statements, continued
For the Year Ended June 30, 2008

(17) Commitments and Contingencies
Joint-Facilities Agreement ~ High Desert Power Project

The Victor Valley Water District had entered into a Water Service Agreement with the High Desert
Power Project, LLC (HDPP) to provide water and water services to the HDPP and obtain a groundwater
storage agreement to store excess purchased water from the State Water Project in a groundwater storage
basin for extraction and use during interruptions in supply from the State Water Project, Also, this Water
Service Agreement presides over the injection, storage and delivery of stored water, including the
construction and operation of wells and related facilities to extract and transmit the water to the HDPP by
the District. The District has constructed wells, a booster station and an automatic control system (Project
Facilities) to control the delivery of stored water to the HDPP. These Project Facilities are being paid for
by the HDPP, but will remain the property of the District. The District has agreed to operate and maintain
these Project Facilities and maintain a Groundwater Storage Agreement to store excess purchased water.

Groundwater Storage Agreement — High Desert Power Project

The Victor Valley Water District had entered into a Groundwater Storage Agreement with the Mojave
Area Basin Watermaster o store 13,000 acre-feet of excess purchased water from the State Water Project
in the Alto Subarea of the Mojave Basin Area, The District will only use this stored water for the HDPP
and will only use it when direct State Water Project supplies are unavailable. The District is purchasing
this excess water from the Mojave Water Agency, who has capacity rights in the State Water Project
aqueduct, and is being reimbursed from the HDPP for those purchases.

AB-1600 Connection Fees

The District has a policy that requires new development projects to pay fees equal to the cost of new
water facilities needed to provide service. In this way, existing water customers do not pay for new
development. These fees are commonly called AB-1600 Connection Fees, and if they are not expended
or committed within 5-years they must be returned. California Government Code 66000 regulates
connection fees charged on development projects to defray cost of “public facilities”, including “public
improvements”, “puoblic services” and “community amenities”. For each new project the District
establishes what percentage of the project is due to new development (restricted percentage) and what is
needed to maintain or improve capacity for existing customers. As such, the District is committed to
using these funds for capital outlay on new development projects.

Construction Contracts

The District has a variety of agreements with private parties relating to the installation, improvement or
modification of water facilities and distribution systems within its service area. The financing of such
construction contracts is being provided in part from the District’s 2006 Certificates of Patticipation and
the net revenues of the District.

Grant Awards

Grant funds received by the District are subject to audit by the grantor agencies. Such audit could lead to
requests for reimbursements to the grantor agencies for expenditures disallowed under terms of the grant.
Management of the District believes that such disallowances, if any, would not be significant.

Litigation

In the ordinary course of operations, the District is subject to claims and litigation from outside parties.
After consultation with legal counsel, the District believes the ultimate outcome of such matters, if any,
will not materially affect its financial condition.
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Victorville Water District
Combining Statement of Net Assets

June 30, 2008
Water Assessment
Assels District District 2R Total
Current assets:
Cash and cash equivalents b 36,163,466 - 36,163,466
Accrued interest receivable 244,240 - 244,240
Restricted -- cash and cash equivalents 21,951,261 750,626 22,741,887
Restricted — accrued interest receivable 106,343 - 106,343
Accounts receivable — water sales and services, net 1,644,186 - 1,644,186
Accounts receivable — property taxes 29,925 - 29,925
Accounts receivable — stale grants 381,254 - 381,254
Accounts receivable — other 1,092,604 - 1,092,604
Materials and supplies inventory 361,731 - 361,731
Prepaid expenses and deposits 2,999,982 - 2,999,982
Total current assets 64,974,992 790,626 65,765,618
Non-cuirent assets:
Invesiments 421,272 - 421,272
Assessments receivable - 3,152,843 3,152,843
Deferred charges, net 519,482 190,839 710,321
Water rights, net 8,445,211 - 8,445,211
Capital assets, not being depreciated 22,489,184 - 22,489,184
Capital agsets being depreciated, net 131,923,866 - 131,923,866
Total non-current assets 163,799,015 3,343,682 167,142,697
TFotal assets $ 228,774,007 4,134,308 232,908,315
Linbilities and Net Assels
Cuwrrent liabilities:
Accounts payable and accrued expenses $ 2,359,365 200 2,359,565
Accrued wages and related payables 149,460 - 149,460
Due to the City of Victorville 12,830,265 (382,007) 12,448,258
Customer advances, deposils and deferred revenue 3,672,809 - 3,972,809
Accrued interest payable 284,903 44,492 326,395
Long-term liabilities — due within one year:
Compensated absences 44,184 - 44,184
Bonds payable - 440,000 440,000
Note payable 286,659 - 289,959
Certificates-of-participation payable 325,000 - 325,000
Total current liabilities . 20,255,945 102,685 20,358,630
Non-cusrent liabilities:
Long-terim liabilities — due in more than one year:
Compensated absences 132,352 - 132,552
Bonds payable - 2,995,000 2,505,000
Note payable 773,962 - 773,962
Ceriificates-of-participation payable 14,675,000 - 14,675,000
Total non-current liabilitics 15,581,514 2,995,000 18,576,514
Total liabilities 35,837,459 3,007,685 38,935,144
Net assets: .
Net investment in capital assels 139,413,050 - 139,413,050
Restricted for capital asset construction 22,057,604 - 22,057,604
Restricted for debt service - 1,036,623 1,036,623
Unrestricted 31,465,894 - 31,465,804
Totalnet assets 192,936,548 1,036,623 193,973,17]
Total ltabilities and net asseis $ 228,774,007 4,134,308 232,908,315
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Victorville Water District

Combining Statement Revenues, Expenses and Changes in Net Assets

For the Year Ended June 30, 2008

Water Assessment
District District 2R Total
Operating revenues:
Water consumption sales $ 13,623,753 - 13,623,753
Monthly meter service charge 6,477,785 - 6,477,785
Other charges and services 1,437,022 - 1,437,022
Total operaling revenues 21,538,560 21,538,560
Operating expenses:
Source of supply:
Imported water supply purchases 4,379,917 - 4,379,917
Pumping : 3,048,207 - 3,048,207
Water production 985,515 - 085,515
Water reatment, transmisgion and distribution 4,128,550 - 4,128,550
Engineering services 1,143,277 - 1,143,277
Water conservation 347,895 - 347,895
Customer service 2,494,832 - 2,494,832
General and administrative 4,558,612 - 4,558,612
Total operating expenses 21,086,805 - 21,086,805
Operating income before depreciatien and amertization 451,755 - 451,755
Depreciation and amaortization (7,019,824) - (7,019,824)
Operating loss (6,568,069) - (6,568,069)
Non-operating revenue(expense):
Properly taxes 1,204,485 - 1,294,485
Investment earnings 2,784,977 52,679 2,837,650
Arsenic surcharge ' . 801,399 - 801,399
Interest expense — long-lerm debt (700,448) (164,631) (865,079)
Amortization of deferred charges (28,499 (30,947 (59,446)
Post employment benefits adjustment 9,908,000 - 9,908,000
Loss on sale/dispasition of capital assets, net (1,110,570) - (1,110,570)
Loss on sale/dispasition of surplus material, net (519,794) - (519,794)
Other non-operaling revenues 30,408 6,567 37,035
Other non-cperaling expenses (50,535) (3,124) (53,659)
Tatal non-operating expenses, net 12,400,483 (139,456) 12,270,027
Net income(loss) before capital contributions 5,841,414 (139.456) 5,701,958
Capital centributions:
Connection fees 3,711,863 - 3,711,863
Allernate water source feeg 1,656,256 - 1,656,256
Developers and others 5,335,180 - 5,335,180
State grants 308,083 - 308,093
Capital contributions 11,011,392 - 11,011,392
Change in net assets 16,852,806 {139,456) 16,713,350
Net assets, beginning of year 176,083,742 1,176,079 177,259,821
Net assels, end of year $ 192,936,548 1,036,623 193,973,171
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Independent Auditor’s Report on Internal Controls 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
Victorville Water District
Victorville, California

We have aundited the basic financial statements of the Victorville Water District (District), a subsidiary
district of the City of Victorville (City), as of and for the year ended June 30, 2008, and have issued
our report thereon dated April 11, 2009. We conducted our audit in accordance with anditing 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,

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the District’s internal control over financial
reporting as a basis for designing our auditing procedures 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
District’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the District’s internal control over financial reporting,

A control deficiency 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
misstaternents on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the District’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there
is more than a remote likelihood that a misstatement of the District’s financial statements that is more
than inconsequential will not be prevented or detected by the District’s internal control. A material
weakness is a significant deficiency, or combination of significant deficiencies, that resulfs in more than a
remote likelihood that a material misstatement of the financial statements will not be prevented or
detected by the District’s internal control. Our consideration of internal control over financial reporting
was for the limited purpose described in the first paragraph of this section and. would not necessarily
identify all deficiencies in internal control that might be significant deficiencies or material weaknesses.
We did not identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grants, noncompliance with which could have a difect 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 that are required to be reported under
Government Auditing Standards.

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

April 11, 2009 CQ-
Cypress, California W g"’"“"-%
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