MEMORANDUM
DATE:
MEETING OF:
TO:
FROM:
RE:

December 9, 2014
December 17, 2014
Board of Directors
General Manager
STUDY SESSION ITEM 5: Workshop on Draft Proposition 218 Service Charge Report

BACKGROUND
Pajaro Valley Water Management Agency staff and consultants have completed the draft Proposition
218 Service Charge Report as directed by the Board in August 2014. The purpose of the Service Charge
Report is to evaluate, explain, and substantiate the Agency’s proposed augmentation and delivered water
charges. The Report also serves to provide the documentation necessary to meet Proposition 218 and
other legal requirements.
The report was presented at a joint meeting with the Board and Ad Hoc Funding Committee on October
22, 2014 and staff was directed to return to discuss and receive comments on the report at Novembers
Regular Board Meeting. At that time the Board requested that staff and consultants bring the item back
for a more detailed review in a workshop setting at this evenings meeting.
Proposition 218 requires that the existing, new, or increases fees and charges meet certain requirements,
summarized below (Cal. Const., Article XIII D, Sec. 6)
1. Revenues derived from the fee or charge shall not exceed the funds required to provide the
property related service.
2. Revenues derived from the fee or charge shall not be used for any purpose other than that for
which the fee or charge was imposed.
3. The amount of a fee or charge imposed upon any parcel or person as an incident of property
ownership shall not exceed the proportional cost of the service attributable to the parcel.
4. No fee or charge may be imposed for a service unless that service is actually used by, or
immediately available to, the owner of the property in question.
5. No fee or charge may be imposed for general governmental services.
This cost of service study was conducted following the principles established by the American Water
Works Association and utilizes the same methodology validated in the Pendry-Griffith Decision.
At tonight’s meeting the Carollo Engineers will review the development of the Draft Cost of Service
Report, and be available, along with staff, to answer questions and receive comments.
DISCUSSION
The cost of service report is the culmination of an effort that began in June 2013 to re-establish rates in
compliance with the requirements of Proposition 218. Based on the recommendation from the Ad Hoc
Funding Committee and input from the Board, public and legal counsel, fees consisting of consumption
based pumped groundwater charges, similar to the existing augmentation charge, and a separate delivered
water charge are proposed. The proposal includes two separate tiers of groundwater pumping charges for
metered wells, with a slightly higher rate for well users in the delivered water zone. The proposed charge for
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rural residential wells is based on average estimated usage per residence served. Details of the fees and cost
allocations to each user category are presented in the report.
At tonight's meeting, PVWMA staff and consultants will present a summary of the report and the analyses
supporting the effort. After receiving comments and input from the Board and public, the Final Report will
be presented in December for Board approval. Upon approval, staff will conduct public outreach in advance
of a majority protest hearing that will be held in the spring. The new rate structure implementation would be
timed to go into effect starting the beginning of the next fiscal year – July 1, 2015.

FISCAL IMPACT
No fiscal impact at this time. The new rates structure to be implemented in July 1, 2015 will increase
revenues to fund the Basin Management Plan projects and programs. Completion of the Service Charge
Report to support the new fee structure is within the Agency’s current budget.
STAFF RECOMMENDATION
That the Board discuss the draft Proposition 218 Service Charge Report, accept public comment and provide
direction to staff.
ATTACHMENTS
 The draft Proposition 218 Service Charge Report is posted on the Agency's website, and will be
provided at the meeting
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PAJARO VALLEY WATER MANAGEMENT AGENCY
36 BRENNAN STREET  WATSONVILLE, CA 95076
TEL: (831) 722-9292  FAX: (831) 722-3139
email: info@pvwater.org  http://www.pvwater.org

Board of Directors Meeting
November 19, 2014 7:00 p.m.

City Council Chambers
275 Main Street, 4th Floor
Watsonville, CA 95076

BOARD MEETING MINUTES - DRAFT
1. Call to Order: The Regular Board Meeting of Pajaro Valley Water Management Agency was called
to order at 7:05 p.m. by chair Imazio, in the City Council Chambers, 275 Main Street, 4th Floor,
Watsonville, CA.
2. Roll call of the PVWMA Directors:
Board Members Present:

Imazio, Cavanaugh, Persoff, Newell, Faurot, Zamora

Board Members Absent:

Lynn

Staff Members Present:

Mary Bannister, General Manager (GM)
Brian Lockwood, Sr. Water Resources Hydrologist (SWRH)
Teresa Delfino, Administrative Services Manager (ASM)
Laura R. Taay, Administrative Analyst/Board Secretary (AA)
Others Present: Lauren Valk, Assistant Agency Counsel (AAC)

3. Pledge of Allegiance
4. Oral Communications:

None

5. Director Comments:
Director Newell shared that the City Council of San Diego voted
to spend $2.5 billion dollars to build an advanced treatment plant to recycle waste water for drinking,
not for irrigation or for injection into their aquifer but to be put into their potable water system.
Director Newell also informed Directors of the upcoming Community Water Dialogue Meeting, main
topic is the Sustainable Groundwater Management Act for the State of California, Monday,
November 24, 2014 at the Cassin Ranch. On Sunday, November 14, 2014, Director Imazio viewed
ABC’s 20/20, specifically the piece on the California drought which talked about satellite technology
that could identify, anywhere in the world, where ground water basins are overdrafted. Lesley Stahl
also reported on the Orange County Treatment Plant where within 45 minutes the wastewater will
become drinking water, she did take a drink.
6. Counsel Report:
AAC discussed a couple of items. 1) Requested to add an
additional agenda item regarding the College Lake Reclamation District (CLRD), to address the
annual tax assessment that agency received for the Reclamation District. A 2/3 vote from Board
would direct AAC’s office to make a public records act request to College Lake to provide
documentation supporting their assessment and prepare a legal analysis. Director Cavanaugh voiced
opinion for GM to manage the request. 2) Gave a quick update regarding a California Supreme Court
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case, Taxpayers of the City of San Juan Capistrano vs. City of San Juan Capistrano, Prop 218 Tiered
Rates Case, will follow this issue as this may be relevant to our next rate increase.
7. General Manager Report:
Chair Imazio was reappointed by the City of Watsonville and
Director Cavanaugh was reappointed by Santa Cruz County. Monterey County will discuss the
reappointment of Director Zamora in January 2015 after new County Supervisor John Phillips has
been sworn in and has met with Director Zamora. Per AC office, until Director Zamora’s seat has
been appointed Director Zamora remains functioning in his seat.
8. Consent Agenda
A. Director Newell pointed out two corrections to be made to October 22, 2014 minutes:
Item 7. General Manager Report: Grant Application should be added to end of third sentence
to complete name of grant. Item 9. Informational Items: A. replace last word Dept. with correct
word of Debt.
Approved October 22, 2014 Joint Board of Directors & Ad Hoc Funding committee Meeting
Minutes
B. Approved Financial Reports for October 2014
.

Action: Director Cavanaugh moved to approve the Consent Agenda; seconded by Director Newell
Motion carried by the following voice vote:
AYES:
NOES:
ABSENT:
ABSTAIN:

9.

Imazio, Cavanaugh, Persoff, Newell, Faurot, Zamora
None
Lynn
None

Informational Items
A. Received update on Pajaro River Watershed Emergency Drought Grant Award
The Emergency Drought Grant amount was reduced in the final announcement from $12.3
million to $6.36 million. The modification resulted in a reduced funding award to the Pajaro
River Watershed IRWM region, equivalent to 52% of the original award. Staff is working with
the finance team to analyze our ability to complete proposed projects with cash on hand.
Increased augmentation charges may provide sufficient additional revenues to get the projects
completed as proposed. We have met and spoken with the landowners on the K-1 Pipeline and
they are whole heartedly in support of moving forward with that project. We are working towards
paring it down to provide the same service but for a lesser cost. Likewise growers in the
Springfield Terrace area of the Delivered Water Zone strongly support the Blend Well pipeline
improvements which will provide them with equal quality of delivered water to that received in
Santa Cruz County. In addition, we will coordinate with sponsors of the Drought Response
Irrigation Program (DRIP) on the $250,000 in conservation funding to ensure optimal use of
those funds. GM read a memo, sent to her, from Frank Capurro in support of projects to improve
water quality of the Monterey County users. Toby Garrone, Far West Fungi, attended tonight’s
meeting and spoke in favor of the K-1 Pipeline Project.
Project sponsors are revising the project scopes where possible to reduce overall project costs.
PVWMA and the project sponsors will work with DWR to seek approval of the revised projects
scopes. PVWMA will return to the Board in December for acceptance of the revised scope
for the PVWMA project. Assuming the revised scope is adequate, PVWMA will be
required to award construction contracts for the Delivered Water Enhancement and Drought
Response Irrigation Program no later than April 1, 2015.
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To augment project costs, staff is also meeting with the State Water Resources Control Board and
initiating State Revolving Fund (SRF) loan documents to qualify for low-interest (1%) loans.
10.

Discussion and/or Action Items
A. Discussed Draft Proposition 218 Service Charge Report
Directors Faurot and Newell requested additional time to review and discuss the Service Charge
Report. A study session will be scheduled at 4:00 p.m., prior to the 7:00 p.m. December 17, 2014
Board of Director’s meeting.
No further action taken.
B. Consider approval of Agreement for Professional Services with CH2MHill in the amount of
$151,316 for final design of the K-1 Pipeline
The Agency is pursuing the addition of the K-1 Pipeline to the Coastal Distribution System (CDS)
to take advantage of the emergency drought grant funding and to respond to the saltwater intrusion
impacting wells in the area. The CDS was designed by CH2MHill in 2004-2006 and most of the
CDS was constructed in 2006-2008. Portions of the CDS, including the K-1 Pipeline, that were
included in the 90 percent design drawings dated March 28, 2005 were omitted from the 2006
construction project and therefore from subsequent design, permitting, easement, and land
acquisition activities. This final design effort includes preparing the contract documents (drawings
and specifications) and the associated tasks for construction of the K-1 Pipeline. The pipeline is
approximately 7,300 linear feet and consists of 18-inch diameter to 10-inch diameter welded steel
pipe that extends from Jensen Road west towards the Pajaro River. The basis of this work is the
90% Design Report prepared by CH2MHill dated March 2005 and the 90% Design Drawings
prepared by CH2MHill dated, March 28, 2005. The Project is under an accelerated schedule
because of a DWR grant requirement of having a construction contract awarded by the recipient
(PVWMA) by April 1, 2015.
Director Newell moved to approve Agreement for Professional Services with CH2MHill in the
maximum amount of $151,316 for final design of the K-1 Pipeline; Seconded by Director Faurot
Motion carried by the following voice vote:
AYES:
NOES:
ABSENT:
ABSTAIN:

Imazio, Cavanaugh, Persoff, Newell, Faurot, Zamora
None
Lynn
None

C. Received presentation from NHA Advisors regarding financing options
Craig Hill, NHA analyzed and prepared two potential options for the refinancing of the Agency’s
1999 COPs. Additional discussion of Agency finances will be scheduled for upcoming meetings
as details of pending grants and loans, and anticipating project timing become further developed.
The presentation can be viewed on our website at: www.pvwma.dst.ca.us/board-andcommittees/director-agendas.php
Director Newell moved for board to approve, as soon as possible, initiating of refinancing the
1999 Certificates of Participation, 1999 State Water Resources Control Board loan and 20013
State Water Resources Control Board loan; Seconded by Director Cavanaugh
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Motion carried by the following voice vote:
AYES:
NOES:
ABSENT:
ABSTAIN:

Imazio, Cavanaugh, Persoff, Newell, Faurot, Zamora
None
Lynn
None

11.

Monthly Reports/Presentations
A. Facility Operations Report
1. Receive 2014 Supplemental Water Production Monthly Summary Report
B. Board Committee Reports available www.pvwater.org
C. Public Outreach Update

12.

Communications

13.

Future Meetings
A. Administrative/Finance Committee – Tuesday, December 9, 2014, 12:30 p.m. – 1:30 p.m.,
PVWMA Conference Room, 36 Brennan Street, Watsonville , CA
B. Board of Directors – Wednesday, December 17, 2014, 7:00 p.m., City Council Chambers,
275 Main Street, 4th Floor, Watsonville, CA
C. Annual Finance Corporation Meeting – Wednesday, December 17, 2014, immediately
following Board of Director’s Meeting, City Council Chambers, 275 Main Street, 4th Floor,
Watsonville, CA

14.

Future Agenda Items

Adjourned 21:20 p.m.

_____________________________________
Laura R. Taay, Board Secretary

___________________________________
Date Approved
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PAJARO VALLEY WATER MANAGEMENT AGENCY
Account Activity Report per Bank Statement

Date
CLEARING ACCOUNT - Rabobank
Beginning Balance
Cash Receipts
Disbursements
Transfers
ACH Transfer to US Bank-1999Bond Pmt
Bank Fees
Ending Balance

Deposits

Withdrawals

11/1/2014

$107,083
2,567,876

GENERAL FUND10-MMA RABOBANK
Beginning Balance
Cash Receipts
Transfers
Interest Earned
Ending Balance
GENERAL FUND 10 - LAIF
Beginning Balance
Transfers
Interest Earned
Ending Balance

SPECIAL REVENUE Fund 20 Investment Mgmt-FUND20 RABOBANK
Beginning Balance
Transfers
Bank Fees
Money Fund Earnings
Unrealized Gains/Loss
Ending Balance
SPECIAL REVENUE Fund 20 SmithBarneyInvestments Beginning Balance
Transfers
Realized Gain
Money Fund Earnings
Annual Account Maint. Fee
Ending Balance
US BANK - 1999 COP BOND Reserve Acct. Fund 40
Beginning Balance
ACH Transfer-1999 Bond Pmt.
Interest Earned
Distributions (Bond Principal/Interest)
Ending Balance
Certificate of Deposit - DWR Loan Reserve Rabobank Fund 40
Beginning Balance
Interest Earned
Ending Balance

1,445,339
114,978

11/30/2014

$1,114,642

11/1/2014

$1,016,037

11/30/2014

SPECIAL REVENUE FUND 20-Operating RABOBANK
Beginning Balance
Cash Receipts
Transfers
Bank Fees
Interest Earned
Ending Balance
SPECIAL REVENUE Fund 20 Cash Mgmt-FUND20MMN RABOBANK
Beginning Balance
Transfers
Bank Fees
Interest Earned
Ending Balance

52,886
202

90,902
$978,223

11/1/2014

$1,065,746

11/30/2014

$1,065,746

11/1/2014

$3,380,160
825,856
1,249,000

5,436,974
5,878

11/30/2014
11/1/2014

$12,164
2,960,000
1,132

1,249,000

$3,292,678

11/30/2014

$5,004,810

11/1/2014

$4,000,066
8,611

11/30/2014

1,748
4,657

11/1/2014

$4,002,273
$557,287

8
11/30/2014
11/1/2014

$557,296
$532,456

114,978

11/30/2014

$647,435

11/1/2014

$252,931

11/30/2014

$252,931

Prior Month Ending Cash Balance: Total Deposits: Total Withdrawals:
$14,204,441 $
7,780,550 $
8,349,475

F:\ADMIN\Accounting\BankInfo\BANKRECS\Bank Activity Report
Prepared by: NTrevino

Balance

Cash Transfers

6,891,854

6,891,854

Actual Cash Receipts/Disbursements

888,696

1,457,621
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Month End Cash Balance:
$13,635,520
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PAJARO VALLEY WATER MANAGEMENT AGENCY
INVESTMENT REPORT
ALL FUNDS
November 30, 2014

Current
Yield

Description

Investment

% of Total Weighted
Portfolio
Yield

RABOBANK
Clearing Account
Fund10-MMAcct
Fund20Operating
Fund20-MMAcct
Certificate of Deposit-DWR Loan Reserve Fund 40
Investment Account

0.00%
0.26%
0.00%
0.26%
0.30%

1,114,642
978,223
12,164
5,004,810
252,931
4,002,273

8.17%
7.17%
0.09%
36.70%
1.85%
29.35%

0.00%
0.02%
0.00%
0.10%
0.01%
0.00%

LAIF - Fund 10

0.22%

1,065,746

7.82%

0.02%

CITIGROUP Smith Barney - Fund 20
Money Fund

0.01%

557,296

4.09%

0.00%

US Bank - Fund 40
1999 Bond Reserve

0.00%

647,435

4.75%

0.00%

$13,635,520

100.0%

Total

Total Funds Reserved (DWR & COP)
Total Funds Invested
Total Funds Non-interest Bearing
Total Funds

900,366
11,608,348
1,126,806
13,635,520

Total Available Funds
Cash Reserve Policy Requirements (PVWMA)
Surplus (Deficit) of Funds

12,735,154
2,770,000
9,965,154

F:\ADMIN\Accounting\BankInfo\BANKRECS\Investment earnings reportNov14
prepared by: NTrevino
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1,566,968.28

REVENUES IN EXCESS (DEFICIT) OF EXPENDITURES $

$

963,969.00

1,666,688.00
59,500.00
1,680,176.00
20,000.00
1,070,000.00
2,669,789.00
108,000.00
4,239,984.00
11,514,137.00

420,213.94
10,210.36
446,137.87
3,440.36
102,566.75
631,870.24
29,682.00
1,722,848.60
3,366,970.12

$
$
$
$
$
$
$
$
$

Expenditures
SALARIES & WAGES
STAFF DEVELOPMENT
OPERATING
MAINTENANCE
CAPITAL ASSETS
PROJECT O&M
HYDROLOGY
FINANCING & DEBT SERVICES
Total Expense
$
$
$
$
$
$
$
$
$

383,206.00
9,495,500.00
1,622,400.00
900,000.00
20,000.00
57,000.00
12,478,106.00

$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$

383,206.00
3,957,584.41
538,828.65
45,580.28
5,681.81
3,057.25
4,933,938.40

2015
Budget

2014
One Year Prior Actual

2014-15FY as of 10/31/14

$

$
$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$

1,714,643.94

504,219.81
12,171.00
394,612.58
4,598.98
244,965.68
441,107.32
19,093.10
1,698,350.33
3,319,118.80

383,634.00
3,927,264.01
619,415.83
12,348.00
11,119.98
201.78
79,779.14
5,033,762.74

2015 YTD
End Bal

PAJARO VALLEY WATER MANAGEMENT AGENCY
PRELIMINARY BUDGET vs. ACTUAL

Description
Revenue
MANAGEMENT FEES
AUGMENTATION CHARGES
DELIVERED WATER SALES
GRANTS & LOANS
INTEREST INCOME
NET CHANGES OF INVESTMENT
OTHER REVENUE
Total Revenue

PVWMA G/L Budget v Actual
User: Nancy 12/05/14

$
$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$

1,162,468.19
47,329.00
1,285,563.42
15,401.02
825,034.32
2,228,681.68
88,906.90
2,541,633.67
8,195,018.20

(428.00)
5,568,235.99
1,002,984.17
887,652.00
8,880.02
(201.78)
(22,779.14)
7,444,343.26

69.75%
79.54%
76.51%
77.01%
77.11%
83.48%
82.32%
59.94%
71.17%

-39.96%
59.66%

-0.11%
58.64%
61.82%
98.63%
44.40%

(Over) Under
Variance
% Var

Remaining YTD Budget

THIS PAGE INTENTIONALLY LEFT BLANK
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PAJARO VALLEY WATER MANAGEMENT AGENCY
36 BRENNAN STREET  WATSONVILLE, CA 95076
TEL: (831) 722-9292 FAX: (831) 722-3139
email: info@pvwater.org  http://www.pvwater.org

2015 MEETING DATES
MONTH

ADMIN/FIN
12:30 p.m.
PVWMA Conference

January
February
March
April
May
June
July
August
September
October
November
December

13
10
10
7
12
9
7
11
8
13
10
8
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BOARD OF DIRECTORS
7:00 p.m.
City Council Chambers

21
18
18
15
20
17
15
19
16
21
18
16
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MEMORANDUM
DATE:
MEETING OF:
TO:
FROM:
RE:

December 11, 2014
December 17, 2014
Board of Directors
General Manager
INFORMATIONAL ITEM 12A: Receive Capital Projects Planning and Funding
Update

INTRODUCTION
The groundwater resources of the Pajaro Valley are at risk due to long-term overdraft (extractions in
excess of recharge). Chronic groundwater overdraft has caused seawater to flow into the freshwater
aquifers underlying the valley. To balance the basin and stop seawater intrusion, the Agency has
developed a Basin Management Plan and implemented several water supply projects that include a
Recycled Water Facility, a Managed Aquifer Recharge and Recovery Facility, Blend Wells, a connection
to the City of Watsonville’s potable water system, and over 20 miles of conveyance pipeline called the
Coastal Distribution System (CDS). Existing and planned projects and programs are designed to stop
seawater intrusion by reducing the volume of coastal groundwater production through the use of a
supplemental irrigation supply.
DISCUSSION
Under direction from the Board of Directors, Agency staff and consultants are currently in the design
phase for three capital projects: 1) Storage tanks at the Recycled Water Facility (RWF); 2) A blend well
pipeline enhancement project that will improve delivered water quality; and 3) A pipeline to serve
approximately 300 acres of ag land impacted by seawater intrusion in the Bluff Road area (termed the K1 Pipeline). A 90 % design meeting was held for items (1) & (2) from above on December 9th. Staff are
working with landowners to finalize the alignment of item (3) from above and the consultants are close
to a 90 % design. Together these projects have an estimated cost of $11.1 million. Due to the success of
staff and consultants in competing for grant funds, the Agency has been awarded approximately $2.4
million in IRWM (Integrated Regional Water Management) Proposition 84 grant funds from the CA
Department of Water Resources to support projects that provide drought relief and improve water supply
reliability. The RWF Tanks have received $900,000 under the IRWM Round 2 Implementation grant,
and the pipeline projects have been selected to receive about $1.5 million from the more recent Drought
Emergency Grant, which has a requirement that a construction contract is awarded by April 1, 2015.
Also funded by the Drought Emergency Grant is the Drought Response Irrigation Program (or DRIP –
funded at ~ $400,000) which is an agricultural conservation program, and the City of Watsonville’s
Corralitos Creek Water Supply and Fisheries Enhancement Project (funded at $3.2 million), and two
other projects outside of the Pajaro Basin (southern Santa Clara and San Benito).
To augment project costs, staff has met with State Water Resources Control Board staff and initiated the
process to acquire a State Revolving Fund (SRF) financial agreement for a low-interest (~ 1%) loan.
Agency staff and consultants developed a Facilities Plan, a requirement for SRF funding, that describes
the needs and benefits of the proposed capital projects, including not only the pipelines and tanks
described above, but also additional water treatment improvements at the Recycled Water Facility. Due
to strict environmental criteria for SRF funding, only projects described by an Environmental Impact
Report less than five years old can be included. As a result, staff is pursuing SRF funding for Recycled
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Water Facility improvements that include storage of tertiary treated water, and additional filtration and
disinfection facilities.
To qualify for SRF funding, and to obtain permits to build the proposed capital projects, requires project
specific environmental documentation. Staff has been in discussions SWCA Consultants to complete
this task. An agreement for professional services from SWCA is item 13B on the agenda.
In order to anticipate future cash flows, staff and consultants have been working to develop a quarterly
cash flow analysis based mostly on anticipated capital project expenditures. Taking a conservative
approach with respect to estimated engineering and construction related costs, and the assumed timing of
grant reimbursements, this tool allows staff to gauge the fiscal strength of the Agency on a quarterly
basis for the next five years.
FISCAL IMPACT
This is an informational item only. There are no new costs associated with this item. The fiscal impact
of constructing the projects described in this memo is shown in table 2 and will be discussed in more
detail during the cash flow analysis presentation.

ATTACHMENTS
 Table 1. DWR Emergency Drought Grant Funding Recommendations
 Table 2. Project Costs and Funding
 Maps showing project locations
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Table 1: Pajaro River Watershed Emergency Drought Program
Revised Drought Budget Allocation
Original
Grant
Amount

Individual Project Title

Revised
Grant
Amount

Percent
Reduction

(a)

Project No. 1 Delivered Water Enhancement and Drought
Response Irrigation

$3,556,000

$1,804,860

49%

(b)

Project No. 2 South County Recycled Water Improvements

$120,750

$120,750

0%

(c)

Project No. 3 Expanded Recycled Water Use Project

$2,160,000

$1,091,920

49%

(d)

Project No. 4 Corralitos Creek Water Supply and Fisheries
Enhancement

$6,267,600

$3,187,800

49%

(e)

Grant Administration

$157,548

$157,545

0%

(i)

Proposal Total

$12,261,898

$6,362,875

48%

Table 2. Project Costs and Funding
RWF
Tanks
Costs

Funding

K-1
Pipeline

BW
Pipeline

Total

Planning &
Engineering
Construction
Total Costs

$1.2
$6.0
$7.2

$0.6
$2.4
$3.0

$0.2
$0.7
$0.9

$2.0
$9.1
$11.1

Grant
SRF
PVWMA

$0.9
$5.1
$1.2

$1.5
$0.0
$1.5

$0.0
$0.0
$0.9

$2.4
$5.1
$3.6

Total Funding

$7.2

$3.0

$0.9

$11.1
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pvwma1114i1-8347.pptx/1
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pvwma1114i1-8347.pptx/2

Recommended
Project
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Recycled Water Storage Tanks and Pumps
New Pumps
Existing Pumps

New 1.5 MG
Storage Tank

pvwma1114i1-8347.pptx/3

New 0.5 MG
Storage Tank
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Additional Filtration and Disinfection Facilities
New Disk Filter

Existing Disk Filters

pvwma1114i1-8347.pptx/4

Existing UV
Disinfection System

Additional UV
Equipment in
Spare Channel
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pvwma1114i1-8347.pptx/5

Blend Well
Pipeline
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pvwma1114i1-8347.pptx/6

K1 Pipeline – Draft Alignment
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MEMORANDUM

DATE:
MEETING OF:
TO:
FROM:
RE:

December 10, 2014
December 17, 2014
Board of Directors
General Manager
ACTION ITEM 13A: Consider approval of audited Financial Statements for
Fiscal Year ended June 30, 2014

BACKGROUND
The agency’s auditor, Bartlett, Pringle & Wolf, LLP, has completed the draft audit for fiscal year 20132014.
The draft audit results in a clean opinion, revealing that the Agency’s financial statements are presented
fairly and are found to be in conformity with generally accepted accounting principles and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States.
Danna McGrew, CPA, will present the financial statements at the December 17th Board meeting and
answer questions. Copies will be available for the public at the board meeting or at the agency office.
FISCAL IMPACT
None.

STAFF RECOMMENDATION
That the Board approve the audited financial statements for fiscal year 2013-2014.
ATTACHMENTS
 Draft Audited Financial Statements for Fiscal Year 2013-2014
 December 4, 2014 Management Letter from BP&W
 December 4, 2014 Statement on Accounting Standards from BP&W
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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
Pajaro Valley Water Management Agency
Watsonville, California
Report on the Financial Statements
We have audited the accompanying financial statements of the governmental activities
and each major fund of the Pajaro Valley Water Management Agency (the Agency), as
of and for the year ended June 30, 2014, and the related notes to the financial statements,
which collectively comprise the Agency’s basic financial statements as listed in the table
of contents.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United
States of America; this includes the design, implementation, and maintenance of internal
control relevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our
audit. We conducted our audit in accordance with auditing standards generally accepted
in the United States of America and the standards applicable to financial audits contained
in Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, the businesstype activities, the aggregate discretely presented component units, each major fund, and
the aggregate remaining fund information of the Agency, as of June 30, 2014, and the
respective changes in financial position for the year then ended in accordance with
accounting principles generally accepted in the United States of America.
Other Matters
Accounting principles generally accepted in the United States of America require that the
Management's Discussion and Analysis on pages 3 through 7 be presented to supplement
the basic financial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management's responses
to our inquiries, the basic financial statements, and other knowledge we obtained during
our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.
Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report
dated December 4, 2014 on our consideration of Pajaro Valley Water Management
Agency’s internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an
opinion on the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing
Standards in considering the Agency’s internal control over financial reporting and
compliance.

December 4, 2014
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PAJARO VALLEY WATER MANAGEMENT AGENCY
NOTES TO FINANCIAL STATEMENTS
Management’s Discussion and Analysis of the Pajaro Valley Water Management Agency’s financial
performance provides an overview of the Agency’s financial activities for the fiscal year ended June 30, 2014.
This information is presented in conjunction with the audited financial statements that follow Management’s
Discussion and Analysis.
FINANCIAL HIGHLIGHTS
x

The total net position of the Agency exceeded its liabilities by $38.3 million. Of this amount, $17.6
million may be used to meet the Agency’s ongoing obligations to ratepayers and creditors.

x

The Agency’s net position increased by $8.6 million during the current fiscal year. This is due in large
part to the increase in water demand as a result of the continuing drought and pass-through grant revenue
due from the City of Watsonville.

x

The Agency formed a community based Ad Hoc Funding Committee to help guide the efforts of staff and
consultants preparing the necessary engineering and legal documents required to recommend a rate
structure to support the Agency’s mission of balancing the groundwater basin.

x

Deliveries of blended recycled water were made through the Coastal Distribution System (CDS) pipeline
system. More than 4,700 acre feet of supplemental water deliveries were made to coastal growers. The
supplemental supply consists of recycled water from the Recycled Water Facility (RWF) blended with
Harkins Slough Project water and supplemental well blend water.

x

2013/2014 overall water consumption of 61,230 acre feet was above the 51,200 acre feet of usage
projected in the budget, due in large part to less rainfall than 2012/13. This usage was up compared to
54,638 acre feet of usage in 2012/13 and 51,991 acre feet consumed in 2011/12.

OVERVIEW OF THE FINANCIAL STATEMENTS
This discussion and analysis serves as an introduction to the Agency’s financial statements. The Agency’s
financial statements are comprised of three components: 1) government-wide financial statements; 2) fund
financial statements; and 3) notes to the financial statements. This report also contains other supplementary
information in addition to the basic financial statements themselves.
Government-wide Financial Statements – The government-wide financial statements are designed to provide
readers with a broad overview of the Agency’s finances, in a manner similar to a private-sector business.
The Statement of Net Position presents information on all of the Agency’s assets and liabilities, with the
difference between the two reported as net position. Over time, increases and decreases in net position may
serve as a useful indicator of whether the financial position of the Agency is improving or deteriorating. The
Statement of Net Position combines and consolidates governmental funds’ current financial resources (shortterm spendable resources) with capital assets and long-term obligations.
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PAJARO VALLEY WATER MANAGEMENT AGENCY
NOTES TO FINANCIAL STATEMENTS
OVERVIEW OF THE FINANCIAL STATEMENTS (Continued)
The Statement of Revenues, Expenses, and Changes in Net Position presents information showing how the
Agency’s net position changed during the most recent fiscal year. All of the current year’s revenues and
expenses are taken into account regardless of when cash is received or paid. Thus, revenues and expenses are
reported in the statement for some items that will only result in cash flows in future fiscal periods.
The government-wide financial statements can be found on pages 8 and 9 of this report.
Fund Financial Statements – A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. The fund financial statements provide
detail information about the most significant funds, not the Agency as a whole. The Agency, like other local
governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the Agency’s funds are governmental fund types. Fund financial statements report
essentially the same functions as those reported in the government-wide financial statements. However, unlike
the government-wide financial statements, fund financial statements focus on near-term inflows and outflows of
spendable resources, as well as on balances of spendable resources available at the end of the fiscal year.
Because the focus of the governmental fund is narrower than that of the government-wide financial statements,
it is useful to compare the information presented for governmental funds with similar information presented in
the government-wide financial statements. Both the governmental fund Balance Sheet and the governmental
fund Statement of Revenues, Expenditures and Changes in Fund Balances provide a reconciliation to facilitate
the comparison between the governmental fund and government-wide statements.
The Agency maintains four individual governmental funds. Information is presented separately in the Balance
Sheet and the Statement of Revenues, Expenditures and Changes in Fund Balances for the General, Special
Revenue, Capital Projects, and Debt Service Funds.
The fund financial statements can be found on pages 10 through 13 of this report.
Notes to the Financial Statements – The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to the
financial statements can be found on pages 14 through 37 of this report.
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PAJARO VALLEY WATER MANAGEMENT AGENCY
NOTES TO FINANCIAL STATEMENTS
GOVERNMENT-WIDE FINANCIAL STATEMENT ANALYSIS
Summary of Net Position
For the Year Ended June 30

Current and other assets
Due from other government
Capital assets
Total assets

$

2014
13,497,717
6,654,469
71,724,733
91,876,919

$

2013
10,496,079
74,006,962
84,503,041

Increase
(Decrease)
$
3,001,638
6,654,469
(2,282,229)
7,373,878

Current and other liabilities
Long-term liabilities
Total liabilities

3,560,717
49,999,146
53,559,863

3,081,629
51,663,692
54,745,321

479,088
(1,664,546)
(1,185,458)

Net investment in capital assets
Restricted
Unrestricted
Total net position

20,018,992
712,716
17,585,348
38,317,056

20,700,137
710,716
8,346,867
29,757,720

(681,145)
2,000
9,238,481
8,559,336

$

$

$

Following is a more detailed review of the year’s operations:
Summary of Activities
For the Year Ended June 30
2014
Revenue:
Charges for services
Operating grants
General revenue
Total revenue

$

Expenses:
Operating expenses
Interest
Total expenses

12,103,761
6,722,991
403,461
19,230,213

Increase
(Decrease)

2013
$

10,464,852
176,322
389,307
11,030,481

$

1,638,909
6,546,669
14,154
8,199,732

8,103,181
2,567,696
10,670,877

15,514,690
2,655,578
18,170,268

(7,411,509)
(87,882)
(7,499,391)

Decrease in net position

8,559,336

(7,139,787)

15,699,123

Net position, beginning

29,757,720

36,897,507

(7,139,787)

Net position, ending

$

38,317,056

$

29,757,720

$

8,559,336

The Agency’s net position increased by $8.6 million during the current fiscal year. This is due in large part to
the increase in water demand as a result of the continuing drought and pass-through grant revenue due from the
City of Watsonville.
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PAJARO VALLEY WATER MANAGEMENT AGENCY
NOTES TO FINANCIAL STATEMENTS
GOVERNMENT-WIDE FINANCIAL STATEMENT ANALYSIS (Continued)
The assets of the Agency exceeded liabilities by $35 million at the close of the fiscal year. Of this amount, $20
million is the amount invested in capital assets net of related debt and $0.71 million is restricted cash reserved
for debt payments. $14.3 million is available to meet the Agency’s ongoing obligations to citizens and creditors
and for continued planning and/or implementation of the Basin Management Plan.
CAPITAL ASSET AND DEBT ADMINISTRATION
Capital asset additions of $19,562 were made during the fiscal year ended June 30, 2014 related to the SCADA
computer system. Additional capital asset additions of $26,539 were made during fiscal year ended June 30,
2014 related to equipment. Construction in progress additions of $167,388 were related to Recycle Water
Facility storage tanks, blend well enhancements, and production well improvements.
FINANCIAL ANALYSIS OF THE GOVERNMENTAL FUNDS
The focus of the Agency’s governmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the Agency’s financing requirements.
At the end of the current fiscal year, the Agency’s governmental funds reported a total fund balance of
$12,246,478, a $2,618,438 increase from prior year. The General Fund has a fund balance of $2,187,158, the
Special Revenue Fund has a balance of $8,588,353, the Debt Service Fund has a fund balance of $1,498,939,
and the Capital Projects Fund had a $27,972 deficit fund balance. Capital Projects Fund is supported by cash
inflows from the Special Revenue Fund.
During the current fiscal year, the fund balance of the Agency’s General Fund increased $95,405, the Special
Revenue Fund increased $2,548,654, the Debt Service Fund increased $2,351, and the Capital Projects Fund
decreased by $27,972. The overall increase in net position is due to revenues and other financing sources
exceeding expenditures.
ECONOMIC FACTORS AND NEXT YEAR’S BUDGET
The budget for fiscal year 2014-2015 is based on the following economic factors and assumptions:
x

Projected billed consumption of 51,200 acre feet of water usage, including 47,000 acre feet of
groundwater, and 4,200 acre feet of delivered water.

x

Current augmentation charges over most of the basin were $179/acre foot (af) of pumped groundwater
outside the delivered water zone. Within the delivered water zone, the pumped ground water charge is
$215/af and the delivered water charge is $338/af. Rural residential users with unmetered wells pay for
an estimated 0.59/af of usage annually at a rate of $172/af for an annual fee of $102/residence.
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PAJARO VALLEY WATER MANAGEMENT AGENCY
NOTES TO FINANCIAL STATEMENTS
The Agency completed a Draft Basin Management Plan (BMP) update in January 2013 and the supporting
environmental analysis (EIR) in 2014.
REQUEST FOR INFORMATION
This financial report is designed to provide a general overview of the Agency’s accountability for the Agency’s
assets. If you have any questions about this report or need any additional information, contact the General
Manager at 36 Brennan Street, Watsonville, CA 95076, or phone (831) 722-9292.
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PAJARO VALLEY WATER MANAGEMENT AGENCY
STATEMENT OF NET POSITION
June 30, 2014

ASSETS
Cash and investments
Restricted cash
Accounts receivable, net
Grant receivable
Interest receivable
Notes receivable
Prepaid expenses
Due from other government
Capital assets, net:
Nondepreciable
Depreciable
Total capital assets, net

$

8,890,874
712,716
3,820,863
3,285
587
33,333
36,059
6,654,469

Total assets

$

91,876,919

$

1,194,272
659,850

1,898,998
69,825,735
71,724,733

LIABILITIES AND NET POSITION
Liabilities
Accounts payable and other accrued liabilities
Accrued interest
Noncurrent liabilities:
Due within one year
Due in more than one year

1,706,595
49,999,146

Total liabilities

53,559,863

Net Position
Net investment in capital assets
Restricted
Unrestricted

20,018,992
712,716
17,585,348

Total net position

38,317,056

Total liabilities and net position

$
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91,876,919

PAJARO VALLEY WATER MANAGEMENT AGENCY
STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2014

Program Revenue

Charges for
Services

Operating
Grants and
Contributions

Net (Expenses)
Revenue and
Changes in
Net Assets

8,103,181
2,567,696

$ 12,103,761

$ 6,722,991

$

10,723,571
(2,567,696)

$ 10,670,877

$ 12,103,761

$ 6,722,991

$

8,155,875

Expenses
Functions / Programs
Governmental activities:
Water basin management
Interest on long-term debt
Total

$

General Revenues
Management fees
Investment earnings

383,206
20,255

Total general revenues

403,461

Change in net position

8,559,336

Net position, beginning of year

29,757,720
$

Net position, end of year

See Notes to Financial Statements.
-9-
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38,317,056

PAJARO VALLEY WATER MANAGEMENT AGENCY
BALANCE SHEET - GOVERNMENTAL FUNDS
June 30, 2014
(WITH SUMMARY TOTALS FOR JUNE 30, 2013)

Debt
Service

Memorandum Only
2014
2013
Total
Total

General

Special
Revenue

Capital
Projects

$ 1,135,562
1,064,509
12,420
587
35,421
18,559

$ 6,690,803
3,808,443
3,285
33,333
17,498

$

712,716
786,223
-

$

11,022
-

$ 7,826,365
712,716
1,064,509
3,820,863
3,285
587
33,333
832,666
36,057

$ 4,388,641
710,716
1,061,887
4,222,619
56,198
645
33,333
817,620
22,040

$ 2,267,058

$ 10,553,362

$ 1,498,939

$

11,022

$ 14,330,381

$ 11,313,699

$

$

-

$

$

ASSETS
Cash and equivalents
Restricted cash
Investments
Accounts receivable
Grants receivable
Interest receivable
Notes receivable
Interfund receivable
Prepaid expenses
Total assets

LIABILITIES, DEFERRED INFLOWS OF RESOURCES AND
FUND BALANCES
Liabilities:
Interfund payable
Accounts payable and other
accrued liabilities
Total liabilities
Deferred Inflows of Resources:
Unavailable revenue
Total deferred inflows of
resources

$

-

$

832,666

-

832,666

817,620

79,900

1,075,379

-

38,994

1,194,273

723,245

79,900

1,908,045

-

38,994

2,026,939

1,540,865

-

56,964

-

-

56,964

144,794

-

56,964

-

-

56,964

144,794

-

-

1,498,939

-

664,727

-

-

664,727

269,139

-

176,557

-

-

176,557

187,006

163,228

139,561
-

-

-

139,561
163,228

61,639
-

Fund Balances:
Restricted for capital projects
Restricted for debt service
Committed for Basin
Management Plan
Committed for Facility
Operations
Committed for Grant
Administration
Committed for Conservation
Committed for Professional
Services
Committed for Information
Technology
Unassigned

84,661

-

-

-

84,661

157,732

37,741
1,901,528

7,607,508

-

-

37,741
9,509,036

59,840
7,396,096

Total fund balances

2,187,158

8,588,353

1,498,939

12,246,478

9,628,040

Total liabilities, deferred inflows
of resources and fund balances $ 2,267,058

$ 10,553,362

$ 1,498,939

$ 14,330,381

$ 11,313,699

See Notes to Financial Statements.
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(27,972)
-

(27,972)

$

11,022

(27,972)
1,498,939

1,496,588

PAJARO VALLEY WATER MANAGEMENT AGENCY
RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET POSITION
For the Year Ended June 30, 2014
Total fund balance of governmental funds

$ 12,246,478

Amounts reported for governmental activities in the Statement of
Net Position are different because:
Capital assets used in governmental activities are not financial
resources and therefore are not reported in the funds.
Long-term liabilities are not due and payable in the current period
and therefore they are not reported in the funds.
Accrued interest represents interest due for long-term obligations and
is therefore not reported in the funds.

71,724,733

(51,705,741)

(659,847)

Long-term receivables are not expected to be recovered in the current
period and therefore they are not not reported in the funds.

6,654,469

Unavailable revenue represents notes receivable and grants receivable
that are not recorded as revenue in the funds because they do
not provide current financial resources but are recorded as
revenue in the statement of activities.

56,964

Net position

$ 38,317,056

See Notes to Financial Statements.
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PAJARO VALLEY WATER MANAGEMENT AGENCY
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE GOVERNMENTAL FUNDS
For the year ended June 30, 2014
(WITH SUMMARY TOTALS FOR JUNE 30, 2013)
Special
Revenue

General
Revenues:
Management fees
Augmentation charges
Interest income
Water sales
Grant income
Other income

$

Total revenues

383,206
5,134
-

$

Debt
Service

10,353,722
14,574
1,555,441
114,102
236,850

$

Memorandum Only
2014
2013
Total
Total

Capital
Projects

545
-

$

-

$

383,206
10,353,722
20,253
1,555,441
114,102
236,850

$

365,032
9,172,802
24,273
1,154,295
130,259
41,354

388,340

12,274,689

545

-

12,663,574

10,888,015

6,756
115,492
83,496
31,039
49,436
6,716

71,824
77,058
335,310
1,016,955
1,483,668
2,333,498
11,291

-

2,275
154,091
-

80,855
77,058
115,492
335,310
1,254,542
1,514,707
2,382,934
18,007

147,847
85,630
2,591
219,763
1,670,789
1,354,805
1,809,863
18,886

-

-

1,643,132
2,623,099

-

1,643,132
2,623,099

1,590,561
2,648,660

292,935

5,329,604

4,266,231

156,366

10,045,136

9,549,395

95,405

6,945,085

(4,265,686)

(156,366)

2,618,438

1,338,620

-

(4,396,431)

4,268,037
-

128,394
-

4,396,431
(4,396,431)

3,995,336
(3,995,336)

Total other financing
sources (uses)

-

(4,396,431)

4,268,037

128,394

Net change in fund balance

95,405

2,548,654

2,351

2,091,753

6,039,699

1,496,588

Expenditures:
Supplies and equipment
Monitoring well
Conservation
Delivered water
Professional services
Personnel
Operating
Training and travel
Debt service:
Principal
Interest
Total expenditures
Revenues over (under)
expenditures
Other financing sources (uses)
Operating transfers in
Operating transfers out

Fund balance, beginning
Fund balance, ending

$

2,187,158

$

8,588,353

$

1,498,939

(27,972)
$

See Notes to Financial Statements.
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(27,972)

$

-

-

2,618,438

1,338,620

9,628,040

8,289,420

12,246,478

$

9,628,040

PAJARO VALLEY WATER MANAGEMENT
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN NET POSITION OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2014

Net change in fund balances

$

2,618,438

Amounts reported in the Statement of Revenues, Expenses, and Changes in Net Position
are different because:
Grant income recorded on the accrual basis in the Statement of Net Position in a
previous year was collected in the current year and provides current financial
resources in the governmental funds.

6,608,889

Other revenue recorded on the accrual basis in the Statement of Net Position in the
current year that has not been collected and provides current financial resources
in the governmental funds.

(42,250)

Governmental funds report capital outlay as expenditures; however in the
Statement of Net Position, the cost of those assets is allocated over their estimated
useful lives and reported as depreciation expense. In the current period this
the amount is:
Capital outlay
Current year depreciation
Loss on disposal of fixed assets

213,489
(2,495,718)

The issuance of long-term debt provides current financial resources to governmental
funds, while the repayment of the principal of long-term debt consumes the
current financial resources of governmental funds. However, neither transaction
has any effect on net assets. In the current period this amount is:
Change in accrued interest
Principal payments on long-term debt

55,401
1,643,132

Compensated absences reported in the Statement of Net Position do not require
the use of current financial resources and therefore are not reported
as expenditures in the governmental funds.

(42,045)
$

Change in net position

See Notes to Financial Statements.
- 13 -
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8,559,336

PAJARO VALLEY WATER MANAGEMENT AGENCY
NOTES TO FINANCIAL STATEMENTS
Note 1 -

Description of Organization and Significant Accounting Policies
A) Nature of the Organization
The Pajaro Valley Water Management Agency (the Agency) was formed in 1984 to provide
integrated management of the ground and surface water resources within the Pajaro Basin. The
Agency is responsible for the management and augmentation of the water supplies for
domestic, agricultural, municipal, and industrial purposes.
B) New Accounting Pronouncements
During the fiscal year ended June 30, 2014, the Agency adopted the following
pronouncements:
Governmental Accounting Standards Board (GASB) Statement No. 65, “Items Previously
Reported as Assets and Liabilities.”
This statement establishes accounting and financial reporting standards that reclassify, as
deferred outflows of resources or deferred inflows of resources, certain items that were
previously reported as assets and liabilities and recognizes, as outflows of resources or inflows
of resources, certain items that were previously reported as assets and liabilities. This
statement also provides other reporting guidance related to the impact of the financial
statements elements deferred outflows of resources and deferred inflows of resources, such as
the change in the determination of the major fund classifications and limiting the use of the
term deferred in the financial statement presentations.
Governmental Accounting Standards Board (GASB) Statement No. 66 “Technical
Corrections—2012—an amendment of GASB Statements No. 10 and No. 62.”
This Statement removes the provision that limits fund-based reporting of a state and local
government’s risk financing activities to the general fund and the internal service fund type.
The adoption of this statement did not have a material impact on the Agency’s financial
statements.
Governmental Accounting Standards Board (GASB) Statement No. 67 “Financial Reporting
for Pension Plans—an amendment of GASB Statement No. 25.”
This Statement replaces the requirements of Statement No. 25, Financial Reporting for
Defined Benefit Pension Plans and Note Disclosures for Defined Contribution Plans and
Statement 50 as they relate to pension plans that are administered through trusts or similar
arrangements meeting certain criteria. The Statement builds upon the existing framework for
financial reports of defined benefit pension plans, which includes a statement of fiduciary net
position (the amount held in a trust for paying retirement benefits) and a statement of changes
in fiduciary net position. Statement 67 enhances note disclosures and required supplementary
information (RSI) for both defined benefit and defined contribution pension plans. Statement
67 also requires the presentation of new information about annual money-weighted rates of
return in the notes to the financial statements and in 10-year RSI schedules. The adoption of
this statement did not have a material impact on the Agency’s financial statements.
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Note 1 -

Description of Organization and Significant Accounting Policies (Continued)
B) New Accounting Pronouncements (Continued)
The GASB Statements listed below will be implemented in future financial statements and will
be evaluated by the Agency to determine if they will have a material impact to the financial
statements once effective.
Governmental Accounting Standards Board (GASB) Statement No. Statement No. 68 –
Accounting and Financial Reporting for Pensions – An Amendment of GASB Statement No. 27.
The primary objective of this Statement is to improve accounting and financial reporting by
state and local governments for pensions. This Statement results from a comprehensive review
of the effectiveness of existing standards of accounting and financial reporting for pensions
with regard to providing decision-useful information, supporting assessments of accountability
and interperiod equity, and creating additional transparency. This Statement establishes a
definition of a pension plan that reflects the primary activities associated with the pension
arrangement – determining pensions, accumulating and managing assets dedicated for
pensions, and paying benefits to plan members as they come due. In addition, this Statement
details the recognition and disclosure requirements for employers with liabilities to a defined
benefit pension plan. The provisions of this Statement are effective for financial statements for
fiscal years beginning after June 15, 2014. The Agency is currently evaluating the revised
Statement and has not yet determined the impact on its financial statements.
Governmental Accounting Standards Board (GASB) Statement No. 69, Government
Combinations and Disposals of Government Operations.
This Statement is intended to improve accounting and financial reporting for U.S. state and
local government combinations and disposals of government operations. Government
combinations include mergers, acquisitions, and transfers of operations. A disposal of
government operations can occur through a transfer to another government or a sale. The
provisions of this Statement are effective for financial statements for fiscal years beginning
after December 15, 2013. The adoption of this statement is not expected to have a material
impact on the Agency’s financial statements.
C) Reporting Entity
The Agency has defined its reporting entity in accordance with the Governmental Accounting
Standards Board's Codification of Governmental Accounting and Financial Reporting
Standards. These standards provide guidance for determining which governmental activities;
organizations and functions should be included in the reporting entity and how information
about them should be presented. The basic criterion for inclusion of a governmental unit in a
governmental reporting entity are: (1) financial interdependency, (2) selection of governing
authority, (3) designation of management, (4) ability to significantly influence operations, and
(5) accountability for fiscal matters.
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Note 1 -

Description of Organization and Significant Accounting Policies (Continued)
C) Reporting Entity (Continued)
The scope of this report extends exclusively to the financial information of Pajaro Valley
Water Management Agency. The Governing Board of the Agency has no oversight
responsibility over any other governmental unit or agency. As such, the Board's governing
authority, designation of management, ability to significantly influence operation, and
accountability for fiscal matters extend only to the affairs of the Agency.
D) Basis of Accounting and Measurement Focus
This report has been prepared in conformity with Accounting Principles Generally Accepted in
the United States of America as promulgated by the Governmental Accounting Standards
Board (GASB).
Basis of Accounting - Basis of accounting refers to when revenues and expenditures/expenses
are recognized in the accounts and reported in the financial statements. Government-wide
financial statements are prepared under the accrual basis of accounting. Governmental funds
use the modified accrual basis of accounting. The Agency has no proprietary or fiduciary
funds.
The basic financial statements of the Agency are composed of the following:
x

Government-wide financial statements

x

Fund financial statements

x

Notes to basic financial statements

Government-wide Financial Statements - Government-wide financial statements display
information about the reporting government as a whole. Eliminations have been made in the
Statement of Activities so that certain allocated expenses are recorded only once (by the
function to which they are allocated).
Government-wide financial statements are presented using the flow of economic resources
measurement focus and the accrual basis of accounting. Under the flow of economic resources
measurement focus, all (both current and long-term) economic resources and obligations of the
reporting government are reported in the government-wide financial statements. Revenues are
recorded when earned and expenses are recorded when a liability is incurred, regardless of the
timing of related cash flows.
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Note 1 -

Description of Organization and Significant Accounting Policies (Continued)
D) Basis of Accounting and Measurement Focus (Continued)
Amounts paid to acquire capital assets are capitalized as assets in the government-wide
financial statements, rather than reported as expenditures. Proceeds of long-term debt are
recorded as a liability in the government-wide financial statements, rather than as another
financing source. Amounts paid to reduce long-term indebtedness of the reporting government
are reported as a reduction of the related liability, rather than as expenditures.
The Statement of Net Position presents the Agency’s assets and liabilities, with the difference
reported as net position. Net position is classified into three components as follows:
x

Net investment in capital assets – This component of net position consists of capital
assets, net of accumulated depreciation and reduced by outstanding balances of any
borrowings used for the acquisition, construction, or improvement of those assets. Net
investment in capital assets excludes unspent debt proceeds.

x

Restricted – This component of net position consists when constraints placed on net
position use are either externally imposed or imposed by law through constitutional
provisions or enabling legislation.

x

Unrestricted – This component of net position consists of net position that does not
meet the definition of the two preceding categories.

Fund Financial Statements - Fund financial statements report detailed information about the
Agency. The focus of governmental fund financial statements is on major funds rather than
reporting funds by type. Each major governmental fund is presented in a separate column, and
all non-major funds are aggregated into one column.
The accounting and financial treatment applied to a fund is determined by its measurement
focus. All governmental funds are accounted for using a flow of current financial resources
measurement focus. With this measurement focus, only current assets and current liabilities
are generally included on the balance sheet. The Statement of Revenues, Expenditures, and
Changes in Fund Balances for these funds present increases (i.e., revenues and other financing
sources) and decreases (i.e., expenditures and other financing uses) in net current position.
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Note 1 -

Description of Organization and Significant Accounting Policies (Continued)
D) Basis of Accounting and Measurement Focus (Continued)
The modified accrual basis of accounting is followed by the governmental fund types. Under
the modified accrual basis of accounting, revenues are recorded when susceptible to accrual,
i.e. both measurable and available. Available means collectible within the current period or
soon enough thereafter (60 days) to be used to pay liabilities of the current period.
Expenditures, other than interest on long-term debt are recorded when the related fund liability
is incurred, if measurable. However, debt service expenditures as well as expenditures related
to compensated absences and claims and judgments, are recognized only when payment is due.
Capital asset acquisitions are reported as expenditures in governmental funds. Proceeds of
general long – term debt are reported as other financing sources. Inter-fund activity is
eliminated for the government-wide financial statements.
The Agency reports the following major governmental funds:
a. General Fund, accounts for the Agency’s primary services and is the primary operating
unit of the Agency.
b. Special Revenue Fund, accounts for revenues derived from specific sources, which are
usually required by law or regulation to be accounted for in separate funds.
c. Debt Service Fund, accounts for the resources accumulated and payments made for
principal and interest on long – term general obligation debt of governmental funds.
d. Capital Projects Fund, accounts for financial resources to be used for the acquisition
or construction of major capital facilities and infrastructure improvements.
E) Budgetary Information
The Agency’s Board of Directors annually adopts a non-appropriated budget for the Agency.
Board of Directors’ action is required for the approval of budget revisions.
F) Cash and Cash Equivalents
The Agency considers demand deposits, cash on hand, and all highly liquid investments
purchased with a maturity of three months or less to be cash equivalents.
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Description of Organization and Significant Accounting Policies (Continued)
G) Investments
Investments are reported at fair value, which is determined using selected basis. Short-term
investments are reported at cost, which approximates fair value. Cash deposits and deposits
with money market funds are reported at carrying amount, which reasonably estimates fair
value. Investments in governmental investment pools are reported at fair value based on the fair
value per share of the pool’s underlying portfolio.
H) Receivables
Accounts receivable are carried at their estimated collectible amount. Management periodically
evaluates receivables for collectibility on an individual account basis and records an allowance
for any amounts estimated to be uncollectible. The allowance at June 30, 2014 was $95,015.
I)

Estimates
The preparation of financial statements, in conformity with accounting principles generally
accepted in the United States of America, requires management to make estimates and
assumptions that affect the reported amounts in the accompanying financial statements. Actual
results could differ from those estimates.

J)

Capital Assets
Property, facilities, equipment, and infrastructure purchased or acquired are carried at historical
cost or estimated historical cost. Contributed fixed assets are recorded at estimated fair market
value at the time received. Infrastructure fixed assets are defined by the Agency as
underground water pipelines, including allocated professional costs required to construct
pipelines, that allow the Agency to distribute water to various users and have been capitalized
on a prospective basis, from July 1, 2003. Prior to July 1, 2003, infrastructure assets were not
capitalized. Upon implementing GASB 34 governmental units were required to account for all
capital assets in the government - wide statements, including infrastructure prospectively from
the date of implementation. Retroactive reporting of all major general infrastructure assets for
Phase 3 governments, of which the Agency is, is encouraged but not required. Capital assets
are defined by the Agency as assets with an initial, individual cost of more than $5,000 for
equipment, $25,000 for infrastructure, and all land, with an estimated useful life in excess of
one year.
Depreciation is recorded on a straight – line basis over the estimated useful lives of the capital
assets as follows:
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Description of Organization and Significant Accounting Policies (Continued)
J)

Capital Assets (Continued)
Buildings and improvements
Infrastructure
Equipment
Vehicles
Furniture and fixtures
Water rights – Recycle Water Facility

15 – 30 Years
80 Years
5 – 25 Years
7 – 10 Years
5 Years
25 Years

K) Compensated Absences
The Agency allows employees to accrue vacation, compensation time, and medical leave based
on the employee’s hourly rate at year end. Upon termination of an employee the Agency is
required to pay accrued vacation and compensation time to a maximum of 240 hours for each
type of leave, and medical leave to a maximum of 600 hours.
Accumulated vacation, compensation time, and medical leave are recorded as an expense and a
liability in the government – wide financial statements at the time the liability is incurred.
L) Deferred Inflows of Resources
Pursuant to GASB Statement Number 63 and GASB Statement Number 65, the Agency
recognizes deferred inflows of resources. A deferred inflow of resources is defined as a
consumption of net position by a government that is applicable to a future reporting period. See
Note 11 for a detail listing of deferred inflows of resources the Agency has recognized.
M) Long-Term Obligation
In the government-wide financial statements, long – term debt and other long – term
obligations are reported as liabilities. Bond premiums and discounts are deferred and amortized
over the life of the bonds using the effective interest method. Bonds payable are reported net of
the applicable bond premium or discount. Bond issuance costs are reported as deferred charges
and amortized over the term of the related debt.
In the fund financial statements, governmental fund types recognize bond premium and
discounts during the current period. The face amount of debt issued is reported as other
financial sources. Premiums received on debt issuance are reported as other financing sources
while discounts on debt issuances are reported as other financing uses. Issuance costs, whether
or not withheld from the actual debt proceeds received, are reported as debt service
expenditures.
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Note 1 -

Description of Organization and Significant Accounting Policies (Continued)
N) Fund Equity
In the fund financial statements, governmental funds report fund balance as restricted or
unassigned based primarily on the extent to which the Agency is bound to honor constraints on
how specific amounts can be spent.
a.

Restricted fund balance – amounts with constraints placed on their use that are either
(a) externally imposed by creditors, grantors, contributors, or laws or regulations of
other governments; or (b) imposed by law through constitutional provisions or
enabling legislation.

b. Committed fund balance – amounts that can only be used for specific purposes
determined by formal action of the Agency’s highest level of decision-making
authority (the Board of Directors) and that remain binding unless removed in the
same manner. The underlying action that imposed the limitation needs to occur no
later than the close of the reporting period.
c. Assigned fund balance – amounts that are constrained by the Agency’s intent to be
used for specific purposes. The intent can be established at either the highest level of
decision making, or by a body or an official designated for that purpose. This is also
the classification for residual funds in the Agency’s special revenue funds.
d. Unassigned fund balance – the residual classification for the Agency’s General Fund
that included amounts not contained in the other classifications. In other funds, the
unassigned classification is used only if expenditure incurred for specific purposes
exceeds the amounts restricted to those purposes.
The Board of Directors establishes, modifies or rescinds fund balances commitment and
assignments by approving contractual commitments, an ordinance or a resolution.
In the government – wide financial statements, restrictions of net positions are limited to
outside third – party restrictions.
O) Use of Restricted/Unrestricted Net Positions
When an expense is incurred for purposes for which both restricted and unrestricted net
positions are available, the Agency’s policy is to apply restricted net positions first.
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Description of Organization and Significant Accounting Policies (Continued)
P) Total Columns on Government Fund Financial Statements
Total columns on the Government Fund financial statements are captioned “Memorandum
only” to indicate that they are presented only to facilitate financial analysis. Data in these
columns do not present financial position and results of operations in conformity with
accounting principles generally accepted in the United States of America.
Q) Revenues
Program revenues consist of augmentation fees, delivered water charges, proceeds from grant
agreements and other revenue. Management fees and investment earnings are classified as
general revenues of the Agency.
Augmentation charges, based on quantity of water usage, are billed and collected in two ways.
Small accounts are billed annually by the Agency on June 30. Delinquent small accounts are
turned over to a collection agency after other recovery efforts have been exhausted. Large
accounts are metered and billed quarterly by the Agency. Delinquent large accounts are
collected through litigation or turned over to a collection agency after other recovery efforts
have been exhausted.
All collected augmentation charge revenue is deposited into bank accounts held in the Special
Revenue Fund. All capital construction costs are paid for through augmentation charges,
grants, loans, and debt issuances. Transfers of augmentation charge revenues are made to the
Debt Service Fund to pay semi-annual interest and principal payments on Certificates of
Participation issued in 1999, annual payments on State Water Resources Control Board low
interest loans and payments on the City of Watsonville Water Treatment Plant Repayment
Contract.
A delivered water charge is collected for water delivered through the constructed project. This
revenue is deposited into bank accounts held in the Special Revenue Fund and spent in
accordance with the Agency’s Fund Accounting Policy.
Management fees are billed by Santa Cruz, San Benito and Monterey counties. Management
fees are due November 1 and February 1 and are delinquent if not paid by December 10 and
April 10, respectively. The counties bill and collect the management fees and remit them to the
Agency.
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Note 2 -

Cash and Investments
Cash and investments are classified in the accompanying financial statements at fair value at June
30, 2014 as follows:
Cash and investments, at fair value
Unrestricted:
Cash and investments
Restricted:
Bond cash reserves
Department of Water Resources loan reserve
Total cash and investments, at fair value

$

8,890,874
459,913
252,803
9,603,590

Non-cash equivalents
Total cash and cash equivalents

$

9,603,590

Cash and investments as of June 30, 2014 consist of the following:
Cash on hand
Deposits with financial institutions
Investments
Total cash and investments, at fair value

$

$

300
7,728,729
1,874,561
9,603,590

Investment Policy
The objectives of the Agency’s investment policy is, in priority order, to safeguard principal, ensure
liquidity to meet the Agency’s cash flow needs and provide an acceptable return on investment. The
table below identifies the investment types that are authorized by the Agency’s investment policy.
This table does not address investments of debt proceeds or reserve funds held by bond trustee that
are governed by the provisions of debt agreements of the Agency, rather than the general provisions
of the Agency's investment policy.

Authorized Investment Type
U.S. Federal Agency Securities
U.S. Treasury Obligations
Banker's Acceptances
Commercial Paper
Time Deposits
Negotiable Certificates of Deposit
Local Agency Investment Fund (LAIF)

Maximum
Maturity
None
None
180 days
1 year
1 year
1 year
N/A

Maximum
Percentage of
Portfolio
50%
None
15%
20%
None
20%
**

Maximum
Investment in
One Issuer
None
None
2%
3%
None
5%
N/A

** Maximum investment in LAIF is $40 million per California Government Code. Amounts held by
bond trustee are not subject to California Government Code restrictions.
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Cash and Investments (Continued)
Interest Rate Risk
Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. The amount of loss in the fair value of fixed-income security increases as the current
market interest rate related to the investment rises. It is the Agency’s policy to structure the
investment portfolio with securities whose maturity date is compatible with cash flow requirements
and which will permit easy and rapid conversion into cash without substantial loss of value, and
which will enable the Agency to meet all operating requirements which might be reasonably
anticipated. Investments shall be undertaken in a manner that seeks to ensure the preservation of
capital in the overall portfolio. This policy is designed to minimize the interest rate risk. As of June
30, 2014, the Agency had no investments in debt instruments that would be subject to interest rate
risk.
Custodial Credit Risk
Deposits are exposed to custodial credit risk if they are uninsured and uncollateralized. Custodial
credit risk for deposits is the risk that, in the event of the failure of a depository financial institution,
the Agency 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. Investment securities are exposed to custodial credit
risk if the securities are uninsured, are not registered in the name of the Agency and are held by
either the counter-party or the counter-party’s trust department or agent but not in the Agency’s
name.
At June 30, 2014 the carrying amounts of cash in banks was $7,728,729 and the corresponding bank
balance was $7,838,530. Of the bank balance at June 30, 2014, $250,000 was covered by federal
depository insurance and $7,588,530 secured with collateral. The California Government Code
requires all California financial institutions to secure a local government agency’s deposits by
pledging government securities as collateral. The market value of pledged securities must equal
110% of an agency’s deposits. California law also allows financial institutions to secure agency
deposits by pledging first trust deed mortgage notes having a value of 150% of the agency’s total
deposits. All Agency cash held by a financial institution is, therefore, entirely insured and
collateralized.
All of the Agency’s investments are held in the name of the Agency with the Agency’s custodial
bank or by the Agency’s counterparty’s trust department.
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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 minimum rating required by the Agency’s
investment policy, and the actual rating as of the year end for each investment type.
Investment Type
Local Agency Investment Fund (LAIF)
Rabobank Certificate of Deposit
Morgan Stanley AA Money Trust
Western Asset Government Money Market
Total

Amount
$
1,064,509
252,803
1,116
556,133
$

Maturity Date
N/A
N/A
Daily
Daily

1,874,561

Concentration of Credit Risk
At the June 30, 2014 the Agency had no investments in any one issuer (other that U.S. Treasury
securities, mutual funds, and external investment pools) that represented 5% or more of the total
Agency’s investments.
Investment in State Investment Pool
The Agency 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 Agency’s investment in this pool is reported in the accompanying
financial statements at amounts based upon the Agency’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 LAIF, which are
recorded on an amortized costs basis.

Note 3 -

Restricted Cash
Restricted cash consists of funds that are reserved for debt repayments. At June 30, 2014 restricted
cash consisted of the following:
US Bank
Rabobank certificate of deposit
Total restricted cash

$
$
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Note 4 -

Accounts Receivable and Grants Receivable
The Agency turns accounts receivable over to a collection agency after all other recovery efforts
have been exhausted. The collection agency charges a 20%-50% fee, depending on the size of the
account. The accounts receivable balance at June 30, 2014 of $3,820,863 includes a reserve for
uncollectible accounts of $95,015.
During the fiscal year 2007 the Agency, in cooperation with the City of Watsonville, Aromas Water
District, The Nature Conservancy, Action Pajaro Valley, the Santa Cruz County Flood Control and
Water Conservation District, the Pajaro River Watershed Flood Prevention Authority and the
Resource Conservation District of Santa Cruz County, applied for and received a grant with a total
reimbursable amount of $25,000,000 from the California Department of Water Resources under
Proposition 50 to assist in funding various projects prescribed by the Pajaro River Watershed
Integrated Regional Water Management Plan. Of the total grant amount: $4.66 million is allocated
to the Agency for the Coastal Distribution System, $6.8 million is allocated to reduce the Agency’s
liability to the City of Watsonville for the Recycled Water Treatment Facility and $1.24 million is
allocated to the Agency for grant administration.
Receipt of funds under the grant agreements is dependent upon the State of California appropriating
funds for the grants. Under the grant, the Agency recognizes grant revenue when the qualifying
expenditures are incurred, all eligibility requirements have been met and collection of the grant
funds is probable. The grants receivable balance at June 30, 2014 was $3,285.

Note 5 -

Notes Receivable
The Agency has entered into a long-term agreement for the collection of past due augmentation
charges. The note is to be collected with interest over a term of nine years. The balance of the note
receivable at June 30, 2014 was $33,333.

Note 6 -

Due from Other Government
The City of Watsonville (the City) received $7,320,000 in grant funds that were for the construction
of the City’s Water Recycling Facility that were to be passed through to the Agency. The Agency
agreed to let the City of Watsonville hold the funds unit 2017, at that time the funds along with
accrued interest will be used to pay down the amount owed in the Repayment Contract described in
Notes 10 and 11. Interest will accrue at Local Agency Investment Fund (LAIF). As of June 30,
2014, the amount due from the City, including interest, is $7,338,277. For government-wide
financial statement presentation, it is presented at net present value of the estimated future benefits
to be received, using a discount rate of 5.0%.
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Due from Other Government (Continued)
The following is a schedule of future payments expected to be received:
Fiscal Year
Ended June 30,
2015
2016
2017
Total

Note 7 -

Amount
$

6,654,469

$ 6,654,469

Joint Powers Authority
The Agency participates in the property, liability, and workers’ compensation insurance program
organized by the Association of California Water Agencies/Joint Powers Insurance Authority
(ACWA/JPIA). ACWA/JPIA is a Joint Powers Authority created to provide a self-insurance
program to water agencies in the State of California. The ACWA/JPIA is not a component unit of
the Agency for financial reporting purposes, as explained below.
ACWA/JPIA provides liability, property and workers’ compensation insurance for approximately
300 water agencies for losses in excess of the member agencies specified self-insurance retention
levels. Individual claims (and aggregate public liability and property claims) in excess of specified
levels are covered by excess insurance policies purchased from commercial carriers. ACWA/JPIA
is governed by a board comprised of members from participating agencies. The board controls the
operations of ACWA/JPIA, including selection of management and approval of operating budgets,
independent of any influence by the members beyond the representation on the board. Each member
shares surpluses and deficiencies proportionately to its participation in ACWA/JPIA.
Additional information and complete financial statements for the ACWA/JPIA are available for
public inspection at 5620 Birdcage Street, Suite 200, Citrus Heights, CA, between the hours of 8
a.m. and 5 p.m., Monday through Friday.
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Interfund Transactions
At June 30, 2014 interfund receivables and payables consist of:
Fund
Special revenue
Debt service
General fund
Capital projects
Total

Interfund
Receivable
$

$

786,223
35,421
11,022
832,666

Interfund
Payable
$
832,666

$

832,666

The interfund receivables and payables represent cash deposited to one fund belonging to another
fund. These amounts will be reimbursed in fiscal year ending June 30, 2014.
Interfund transfers generally are made for the purpose of capital project and debt service payments,
these payments are made from the capital project and debt service funds, respectively, but funded
though the special revenue fund. There were no significant transfers that were either non-routine in
nature or inconsistent with the activities of the fund making the transfer.
Transfers between funds during the year were as follows:
Fund
Special revenue
Debt service
Capital projects
Total

Transfers In
$

$

4,268,037
128,394
4,396,431
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Transfers Out
$
4,396,431
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Note 9 -

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

06/30/13
Beginning
Balance
Capital assets not being
depreciated:
Land
Construction in progress
Total capital assets not
being depreciated:
Capital assets being depreciated:
Harkins Slough project
Accelerated Pipeline project
Coastal Distribution System
Buildings and improvements
Equipment:
Automotive
Office and field
Furniture and fixtures
Capacity rights - Water
Recycle Plant
Other assets
Total
Less accumulated depreciation
Total capital assets being
depreciated
Capital assets, net

$ 1,401,690
329,919

Additions/
Transfers

$

06/30/14
Ending
Balance

Deletions/
Transfers

167,388

$

-

$ 1,401,690
497,307

1,731,609

167,388

-

1,898,997

19,387,705
8,207,480
26,469,786
476,280

-

-

19,387,705
8,207,480
26,469,786
476,280

140,735
7,297
6,871

26,539
19,562
-

-

167,274
26,859
6,871

32,664,043
37,200
87,397,397

46,101

-

32,664,043
37,200
87,443,498

15,122,044

2,495,718

-

17,617,762

72,275,353

(2,449,617)

-

69,825,736

$ 74,006,962

$ (2,282,229)

-

$ 71,724,733

$

Note 10 - Long-Term Debt
General long-term debt balances and transactions for the year ended June 30, 2014 are as follows:
Bond Payable – 1999 Certificate of Participation
Certificates of Participation, Series 1999A were issued in the amount of $19,725,000 on October
20, 1999 primarily to construct facilities on Harkins Slough. Principal payments are due in twentynine annual installments through March 1, 2029, with interest due semi-annually at interest rates
ranging from 3.5% to 5.75%.
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Note 10 - Long-Term Debt (Continued)
In connection with the 1999 Certificate of Participation, the Agency has agreed, among other things
to fix, prescribe and collect rates and charges for water service which will be at least sufficient to
yield net revenue, as described in the bond document, equal to 125% of the debt service payable in
the fiscal year.
Note payable #1 – State Water Resources Control Board (SWRCB)
The Agency entered into a promissory note on December 24, 1999 with the SWRCB in the amount
of $11,650,000. Loan proceeds were used for the Harkins Slough project. The note is payable in
twenty annual installments of $763,561 with interest at 2.7%. The final payment is due December
17, 2022.
Note payable #2 – State Water Resources Control Board
The Agency entered into a promissory note on November 21, 2003 with the SWRCB in the amount
of $6,214,989. Loan proceeds were used for the accelerated pipeline and supplemental wells
project. The note is payable in twenty annual installments of $414,486 with interest at 2.7% ending
November 21, 2023.
Note payable – Department of Water Resources (DWR)
The Agency entered into a promissory note on June 15, 2005 with the DWR in the amount of
$3,511,446. The loan proceeds were used for the construction of components of the revised basin
management plan. From April 1, 2008 to February 23, 2012 the note is payable in semiannual
installments of principal and interest in the amount of $111,049, with interest at 2.4% with final
payment on September 30, 2027.
On February 24, 2012, the Agency received $390,164 from the DWR related to unpaid retention
and the repayment agreement was revised. Commencing with the payment due on April 1, 2012, the
note is payable in semiannual installments of principal and interest in the amount of $125,708, with
interest at 2.4% with final payment on September 30, 2027.
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Note 10 - Long-Term Debt (Continued)
Changes in long-term obligations for the year ended June 30, 2014 are as follows:
Beginning
Balance
Notes and bonds
1999A COPs
SWRCB #1
SWRCB #2
DRW
Total bonds and notes
Other liabilities
City of Watsonville
repayment contract
Compensated absences
Total

Payment /
Retirements

Additions

$ 14,190,000 $
6,614,196
3,899,601
3,063,399
27,767,196

25,355,000
184,629
$ 53,306,825 $

- $
-

Ending
Balance

570,000 $ 13,620,000 $
584,978
6,029,218
309,197
3,590,404
178,958
2,884,441
1,643,133
26,124,063

42,049

-

42,049 $

Due Within
One Year

605,000
600,772
317,545
183,278
1,706,595

25,355,000
226,678

-

1,643,133 $ 51,705,741 $

1,706,595

In prior years, the General Fund has been used to liquidate compensated absences.
Note 11 - Deferred Inflows of Resources
Under GASB Statement No. 63 and GASB No. 65, the Agency recognized deferred inflows of
resources in the Balance Sheet – Governmental Funds. This item is a consumption of net position
by the city that is applicable to a future reporting period. Previous financial reporting standards do
not include guidance for reporting those financial statement elements, which are distinct from assets
and liabilities.
Under the modified accrual basis of accounting, it is not enough the revenue has been earned if it is
to be recognized in the current period. Revenue must also be measurable and available to finance
expenditures of the current period. Governmental funds report revenues not considered available to
liquidate current liabilities of the current period as deferred inflows of resources.
Deferred inflows of resources balances for the year ended June 30, 2014 and 2013 were as follows:
Special Revenue Fund
Unavailable local goverment awards for
maintenance projects
Unavailable state grant for Integraded Regional
Water Management Plan
Total
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2014

2013

$

56,964

$

99,214

$

56,964

$

45,580
144,794
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Total

$ 25,355,000

(1,990,000)
$ 21,129,464

(49,750)

City of Watsonville Water
Principal
Interest
$
1,430,784
1,430,784
800,000
1,430,783
840,000
1,385,983
880,000
1,338,943
4,995,000
6,038,060
6,265,000
4,630,068
7,870,000
2,857,187
5,695,000
636,622

Fiscal Year
Ended June 30,
2015
2016
2017
2018
2019
2020 - 2024
2025 - 2029
2030 - 2034
2035 - 2037
Less: Amount to be
paid with Reserve
Fund by Fiscal Agent

$ 7,034,877

$ 13,620,000

1999A Bond
Principal
Interest
$ 605,000
$ 774,738
635,000
741,463
670,000
706,538
710,000
669,688
745,000
630,638
4,420,000
2,467,900
5,835,000
1,043,912
-

Total

Fiscal Year
Ended June 30,
2015
2016
2017
2018
2019
2020 - 2024
2025 - 2029
2030 - 2034
2035 - 2037

Annual debt service requirements to maturity are as follows:

Long-Term Debt (Continued)

$

842,830

(49,750)
$ 30,071,300

- 31 -

$ 51,479,063

(1,990,000)

Total Debt Service
Principal
Interest
$ 1,706,595
$ 2,533,390
1,765,686
2,471,023
2,630,932
2,405,852
2,741,603
2,293,530
2,848,215
2,175,829
15,271,813
9,032,899
12,939,219
5,714,718
7,870,000
2,857,187
5,695,000
636,622

$ 6,029,218

SWRCB #1
Principal
Interest
$ 600,772
$ 162,789
616,993
146,568
633,652
129,909
650,760
112,801
668,331
95,230
2,858,710
195,533
$ 3,590,404

$

554,457

SWRCB #2
Principal
Interest
$ 317,545
$
96,941
326,119
88,367
334,924
79,562
343,967
70,519
353,254
61,232
1,914,595
157,836
-
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$ 2,884,441

$

509,672

DWR
Principal
Interest
$ 183,278
$
68,138
187,574
63,841
192,356
59,060
196,876
54,539
201,630
49,786
1,083,508
173,570
839,219
40,738
-
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Note 12 - City of Watsonville Water Treatment Plant Repayment Contract
In April of 2006 the Agency entered into a repayment agreement with the City of Watsonville (the
City) for costs associated with the construction and operation of the Watsonville recycle plant
which provides recycled water to the Agency. The Project consists of three parts: a treatment plant,
a distribution component and blending facilities. The City owns, operates, and maintains the
treatment plant and the Agency owns, operates, and maintains the distribution component and
blending facilities. Per the agreement, the City paid all construction costs associated with the
treatment plant; the Agency is responsible for reimbursing the City for these costs, plus accrued
interest, less any grant monies received. The Agency is entitled to water from the treatment plant.
The repayment agreement calls for repayment by the Agency of the construction costs over 30 years
beginning 120 days after the first delivery of water. The date of first water delivery was March
2009.
The City funded construction of the project through a $27,345,000 bond offer and through cash
reserves. For construction costs funded with bond proceeds, the repayment agreement calls for the
Agency to make payments to the City in the amount of the City’s debt service on the bonds.
The Contract is payable in semiannual installments of interest equal to the City’s bond interest rates
(4.00% to 5.00%) plus .05% on the unpaid principal balance and annual principal payments
beginning May 1, 2017.
The City has a restricted bond reserve fund with the fiscal agent, US Bank. As of June 30, 2013 and
2014, the amount restricted in the bond reserve fund was approximately $2,200,000. The final
payment, including principal and interest, will be applied using the bond reserve fund by the Fiscal
Agent. The following is reconciliation between the total bond issuance and amount owed by the
Agency as of June 30, 2013.
An intangible asset, representing the Agency’s capacity rights to the project, is recorded at June 30,
2013 in the amount of $32,664,043. This represents total costs incurred on the project by the City
and the Agency. The capacity rights are being amortized on a straight-line basis over a useful life of
25 years.
As a part of the agreement, the Agency agreed to pay quarterly operation and maintenance costs of
the treatment plant to the City. The Agency paid approximately $1,834,000 and $1,307,000 during
2014 and 2013, respectively, to the City for operation and maintenance costs.
Note 13 - Commitments
The Agency has entered into several contracts with various vendors totaling approximately
$1,822,000. Of this amount, approximately $558,000 has been paid as of June 30, 2014.
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Note 13 - Commitments (Continued)
The following significant commitments existed at June 30, 2014:
Contract
Amount

Project Name
Recycled Water Facility Tanks and BW
Enhancement Design
Salt and Nutrient Plan
Conservation
Rate Setting Process

$

456,300
199,980
183,318
249,495

Expenditures
to date as of
June 30, 2014

Remaining
Commitments

$

$

44,979
20,090
157,298

456,300
155,001
163,228
92,197

Note 14 - Pension Plan
Plan Description
The Agency contributes to the California Public Employees Retirement System Miscellaneous 2%
at 55 Risk Pool, a cost-sharing multiple-employer defined benefit pension plan administered by the
California Public Employees Retirement System (“CalPERS”).
A menu of benefit provisions, as well as other requirements, is established by State statutes within
California Public Employee Retirement Law. The Agency selects optional benefit provisions from
the benefit menu by contract with CalPERS and adopts those benefits through the Board of
Directors’ (the “Board”) authorization.
CalPERS issue a separate comprehensive annual financial report for the Miscellaneous 2% at 55
Risk Pool. Copies of the annual financial report may be obtained from the CalPERS Executive
Office at 400 P Street, Sacramento, California 95814.
Funding Policy
Active plan members in the Agency’s defined benefit plan (the “Plan”) are required to contribute
7% of their annual covered salary. The Agency pays this amount to CalPERS on behalf of their
employees. The Agency is required to contribute the actuarially determined remaining amounts
necessary to fund the benefits for its members. The actuarial methods and assumptions used are
those adopted by the CalPERS Board of Administration. The required employer contribution rate
for the fiscal year 2014 was 13.742%. 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.
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Note 14 - Pension Plan (Continued)
Annual Pension Cost
For the year ended June 30, 2014, The Agency’s annual pension cost (APC) of $187,485 was equal
to the Agency’s required and actual contributions. The required contribution for the year ended June
30, 2014, was determined as part of the actuarial valuation using the following actuarial
assumptions and methods:
Valuation Date
Actuarial Cost Method
Amortization Method
Average Remaining Period
Asset Valuation Method
Actuarial Assumptions
Investment Rate of Return
Projected Salary Increases
Inflation
Payroll Growth
Individual Salary Growth

June 30, 2011
Entry Age Actuarial Cost Method
Level Percent of Payroll
20 Years as of the Valuation Date
15 year Smoothed Market
7.50%
3.30% to 14.2% depending on Age, Service, and type of
employment
2.75%
3.00%
A merit scale varying by duration of employment coupled with an
assumed annual inflation growth of 2.75% and an annual
production growth of 0.25%.

The actuarial value of the Plan’s assets was determined using a technique that smoothes the effect
of short-term volatility in the market value of investments over a fifteen-year period
Three-year trend information for CalPERS:

Fiscal Year Ended
June 30, 2012
June 30, 2013
June 30, 2014

Annual Pension
Cost
(APC)
$
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167,856
169,262
187,485

Percentage
of APC
Contributed
100%
100%
100%

Net Pension
Obligation
$

-
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Note 14 - Pension Plan (Continued)
Required Supplementary Information

Actuarial
Valuation
Date
06/30/09
06/30/10
06/30/11

(A)

(B)

(C)

Actuarial
Accrued
Liability
3,104,798,222
3,309,064,934
3,619,835,876

Actuarial
Value of
Assets
2,758,511,101
2,946,408,106
3,619,835,876

Unfunded
Liability
(A) - (B)
346,287,121
362,656,828
416,620,977

(D)

Funded
Ratio
(B)/(A)
88.9%
89.0%
88.5%

(E)

Annual
Covered
Payroll
742,981,488
748,401,352
759,263,518

(F)
UL as a
% of
Payroll
(C)/(E)
46.6%
48.5%
54.9%

Note 15 - Deferred Compensation Plan
The Agency offers its employees a deferred compensation plan created in accordance with the
Internal Revenue Code Section 457. The plan, available to employees at their option, permits
participants to defer a portion of their salary until future years. The deferred compensation is not
available to participants until termination, retirement, death or unforeseeable emergency. All
amounts of compensation deferred under the plan, all property and rights purchased with those
amounts, and all income attributable to those amounts, property, or rights are maintained (until paid
or made available to the participant or beneficiary) in a trust account administered by California
Public Employees Retirement System or Nationwide Retirement Services. Participants have sole
rights under the plan in an amount equal to the fair market value of the deferred for each
participant.

Note 16 - Federal Water Contract Assignment
In May 1999, the Agency jointly with two partner water districts acquired an assignment of a
federal Central Valley Project (CVP) water supply contract from Mercy Springs Water District in
Fresno County. This assignment entitles the Agency and its partners, Santa Clara Valley Water
District (SCVWD) and Westlands Water District (WWD), to an annual entitlement of 6,250 acrefeet of CVP supply from the U.S. Bureau of Reclamation. The sales price for the entitlement was
$5,617,500, which was paid and financed over a 30-year term by WWD. An agreement among
WWD, SCVWB, and the Agency specifies terms of reimbursement to WWD.
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Note 16 - Federal Water Contract Assignment (Continued)
The Agency has the right under this agreement to an option to take partial delivery of the 6,260
acre-foot annual entitlement after 10 years and full delivery after 20 years. If the Agency does not
exercise this option, it has no repayment obligation and no other obligations, but it loses all rights to
the entitlement. If the Agency does exercise this option, the Agency is required to repay WWD for
it’s pro rata share for the remainder of the financing term, and the Agency enjoys exclusive longterm rights to the entitlement. Lands within Mercy Springs Water District, which previously
received delivery of the assigned supply, were purchased by the Agency at the time of the
assignment in May of 1999 and were immediately resold, at no net cost, to the original landowners.
The Agency retains no interest in these lands.

Note 17 - Litigation
During 2013, there were three lawsuits pending that challenge the legality of the new augmentation
fee, management fee and Proposition 218 election methodology used by the Agency. As of
November 4, 2013, all cases have been ruled in the Agency’s favor.

Note 18 - Contingencies
Current augmentation rates will expire in November 2015, which could have a material impact on
revenue for the Agency. On September 17, 2014, the Board of Directors approved Ordinance 201401, which repealed the current augmentation rate structure expiration of November 2015.

Note 19 - Subsequent Events
Bond Payable – 1999 Certificate of Participation
The Agency is currently in the process of refinancing the 1999 Certificates of Participation. As of
December 4, 2014, no agreement has been executed.
Commitments
As of December 4, 2014, the Agency has executed approximately $476,000 in contractual
commitments related to professional services and construction since June 30, 2014.
Subsequent events have been evaluated through December 4, 2014 the date that the financial
statements were available to be issued.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Pajaro Valley Water Management Agency
Watsonville, California
We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, the financial
statements of the governmental activities, the business-type activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund
information of the Pajaro Valley Water Management Agency (the Agency) as of and for the
year ended June 30, 2014, and the related notes to the financial statements, which
collectively comprise the Agency’s basic financial statements, and have issued our report
thereon dated December 4, 2014.
Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Agency's
internal control over financial reporting (internal control) to determine the audit procedures
that are appropriate in the circumstances for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of
the Agency’s internal control. Accordingly, we do not express an opinion on the
effectiveness of the Agency’s internal control.
Our consideration of internal control was for the limited purpose described in the first paragraph of this section and was not designed to identify all deficiencies in internal control that
might be material weaknesses or significant deficiencies and therefore, material weaknesses
or significant deficiencies may exist that were not identified. However, as described in the
accompanying Summary Schedule of Audit Findings, we identified certain deficiencies in
internal control that we consider to be material weaknesses and significant deficiencies.
A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, misstatements on a timely basis. A material
weakness is a deficiency, or a combination of deficiencies, in internal control, such that there
is a reasonable possibility that a material misstatement of the entity’s financial statements
will not be prevented, or detected and corrected on a timely basis. We consider the
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deficiency described in the accompanying Summary Schedule of Audit Findings to be a
material weakness (2014-1)
A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by those
charged with governance. We consider the deficiency described in the accompanying
Summary Schedule of Audit Findings to be a significant deficiency (see 2014-2).
Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Agency's financial statements
are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of
our audit and, accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.
Management’s Responses to the Findings
Management’s responses to the findings identified in our audit are described in the
accompanying Summary Schedule of Audit Findings. Management’s responses were not
subjected to the auditing procedures applied in the audit of the financial statements and,
accordingly, we express no opinion on it.
Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness
of the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the Agency’s
internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

December 4, 2014
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PAJARO VALLEY WATER MANAGEMENT AGENCY
SUMMARY SCHEDULE OF AUDIT FINDINGS
June 30, 2014
Ref No.
2014-1

Due from Other Government
The City of Watsonville owes the Agency approximately $3.7 million related from a passthrough grant for the Water Recycle Facility. The Agency and the City agreed the amount
will used to pay down the Water Recycle Facility repayment contract in 2017. An audit entry
of approximately $3.7 million was recorded to properly include this receivable and grant
revenue on the government-wide financial statements. We recommend the Agency
implement procedures to ensure all receivable and revenue transactions are recorded timely.
Corrective Action Taken:
The Administrative Service Manager will contact the City of Watsonville annually to update
the amount owed to the Agency. The Administrative Service Manager will provide a
government-wide journal entry during the audit to ensure the most current information is
reflected in the financial statements.

2014-2

Review of Journal Entries
During journal entry testing, we noted that the June 2014 revenue journal entries were not
reviewed by the Administrative Services Manager. We recommend that all journal entries are
reviewed by the Administrative Services Manager and that reports are initialed and dated
indicating the review and approval.
Corrective Action Taken:
The Administrative Services Manager now initials and dates the monthly accounts receivable
reconciliation schedule prepared by Customer Service Representative as documentation of
her approval of the monthly revenue journal entries.
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December 4, 2014

Board of Directors
Pajaro Valley Water Management Agency

In planning and performing our audit of the financial statements of Pajaro Valley Water
Management Agency (the Agency) as of and for the year ended June 30, 2014, in
accordance with auditing standards generally accepted in the United States of America,
we considered the Agency’s internal control over financial reporting (internal control) as
a basis for designing our auditing procedures for the purpose of expressing our opinion
on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Agency’s internal control. Accordingly, we do not express an opinion
on the effectiveness of the Agency’s internal control.
Our consideration of internal control was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control
that might be significant deficiencies or material weaknesses and therefore, there can be
no assurance that all deficiencies, significant deficiencies, or material weaknesses have
been identified. However, as discussed below, we have identified certain deficiencies in
internal control that we consider to be a significant deficiency and material weakness.
A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct misstatements on a timely basis. A material
weakness is a deficiency, or combination of deficiencies, in internal control, such that
there is a reasonable possibility that a material misstatement of the financial statements
will not be prevented, or detected and corrected on a timely basis. A significant
deficiency is a deficiency, or combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those
charged with governance. We consider the following to be a material weakness:
Material Weakness
Receivable from Other Government
The City of Watsonville owes the Agency approximately $7.3 million related to a passthrough grant for the Water Recycle Facility. The Agency and the City agreed the amount
will used to pay down the Water Recycle Facility repayment contract in 2017. An audit
entry was recorded to properly include this receivable and grant revenue on the
government-wide financial statements. We recommend the Agency implement procedures
to ensure all receivable and revenue transactions are recorded timely.
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Significant Deficiency
Review of Journal Entries
During journal entry testing, we noted that the June 2014 revenue journal entries were not
reviewed by the Administrative Services Manager. We recommend that all journal entries
are reviewed by the Administrative Services Manager and that reports are initialed and
dated indicating the review and approval.

Prior Year Comment
The following comments appeared in our prior year letter to you dated November 4,
2013:
Significant Deficiency
Preparation of Government-Wide Journal Entries
Prior Year Comment:
The Agency hired an outside consultant to prepare the journal entries required to present
government-wide financial statements in accordance with Governmental Accounting
Standards Board Statement Number 34, “Basic Financial Statements - and Management’s
Discussion and Analysis - for State and Local Governments”. During review of the
entries prior to audit fieldwork, we noted several errors. The Administrative Services
Manager worked with Bartlett, Pringle, and Wolf to correct these journal entries. We
recommend that the Agency implement procedures to ensure all entries are made
correctly.
Current Year Status
The Agency prepared the government-wide journal entries and the Agency engaged
Bartlett, Pringle & Wolf to assist with reviewing these entries prior to the start of the
audit.
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Conclusion
This communication is intended solely for the information and use of the Board of
Directors, management, and others within the Agency and is not intended to be and
should not be used by anyone other than these specified parties. This letter contains only
our comments and recommendations on deficiencies observed in the course of our audit.
It does not include our observations of the more adequate features of the system of
internal control.
We would be pleased to discuss any of these comments in more detail at your
convenience. We appreciate the cooperation extended to us by your staff during the audit.
Very truly yours,

BARTLETT, PRINGLE & WOLF, LLP
Certified Public Accountants and Consultants
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December 4, 2014

Board of Directors
Pajaro Valley Water Management Agency

We are pleased to present this report related to our audit of the financial statements and
compliance of Pajaro Valley Water Management Agency (the Agency) for the year ended
June 30, 2014. This report summarizes certain matters required by professional standards
to be communicated to you in your oversight responsibility for the Agency's financial and
compliance reporting process.
Generally accepted auditing standards (AU-C 260, The Auditor’s Communication with
Those Charged with Governance) require the auditor to promote effective two-way
communication between the auditor and those charged with governance. Consistent with
this requirement, the following summarizes our responsibilities regarding the financial
statement audit as well as observations arising from our audit that are significant and
relevant to your responsibility to oversee the financial reporting process.
The Respective Responsibilities of the Auditor and Management
Our responsibilities under auditing standards generally accepted in the United States of
America have been described to you in our arrangement letter dated April 30, 2014,
which includes communication regarding the planned scope and timing of our audit and
our identification of and planned audit response to significant risks of material
misstatement. The audit of the financial statements does not relieve management or those
charged with governance of their responsibilities which are also described in that letter.
Significant Accounting Practices, Including Policies, Estimates and Disclosures
The following is a list of significant estimates which you may wish to monitor during
your oversight responsibilities of the financial reporting process:
Preferability of Accounting Policies and Practices
Under generally accepted principles, in certain circumstances, management may select
among alternative accounting practices. In our view, in such circumstances, management
has selected the preferable accounting practice.
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Adoption of, or Change in, Accounting Policies
Management has the ultimate responsibility for the appropriateness of the accounting
policies used by the Agency. The following is a description of significant accounting
policies or their application that were either initially selected or changed during the year.
Governmental Accounting Standards Board (GASB) Statement No. 65, “Items
Previously Reported as Assets and Liabilities.”
This Statement amends or supersedes the accounting and financial reporting guidance for
certain items previously required to be reported as assets or liabilities. The objective is to
either properly classify certain items that were previously reported as assets and liabilities
as deferred outflows or resources or deferred inflows of resources or recognize certain
items that were previously reported as assets and liabilities as outflows of resources
(expenses) or inflows of resources (revenues.) This statement also provides other
reporting guidance related to the impact of the financial statement elements deferred
outflows of resources and deferred inflows of resources, such as the change in the
determination of the major fund classifications and limiting the use of the term deferred
in the financial statement presentations.
Governmental Accounting Standards Board (GASB) Statement No. 66 “Technical
Corrections—2012—an amendment of GASB Statements No. 10 and No. 62.”
This Statement removes the provision that limits fund-based reporting of a state and local
government’s risk financing activities to the general fund and the internal service fund
type. The adoption of this statement did not have a material impact on the Agency’s
financial statements.
Governmental Accounting Standards Board (GASB) Statement No. 67 “Financial
Reporting for Pension Plans—an amendment of GASB Statement No. 25.”
This Statement replaces the requirements of Statement No. 25, Financial Reporting for
Defined Benefit Pension Plans and Note Disclosures for Defined Contribution Plans and
Statement 50 as they relate to pension plans that are administered through trusts or
similar arrangements meeting certain criteria. The Statement builds upon the existing
framework for financial reports of defined benefit pension plans, which includes a
statement of fiduciary net position (the amount held in a trust for paying retirement
benefits) and a statement of changes in fiduciary net position. Statement 67 enhances note
disclosures and required supplementary information (RSI) for both defined benefit and
defined contribution pension plans. Statement 67 also requires the presentation of new
information about annual money-weighted rates of return in the notes to the financial
statements and in 10-year RSI schedules. The adoption of this statement did not have a
material impact on the Agency’s financial statements.
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Significant or Unusual Transactions
We did not identify any significant or unusual transactions or significant accounting
policies in controversial or emerging areas for which there is a lack of authoritative
guidance or consensus.
Management’s Judgments and Accounting Estimates
Accounting estimates are an integral part of the preparation of financial statements and
are based upon management’s current judgment. The process used by management
encompasses their knowledge and experience about past and current events and certain
assumptions about future events. You may wish to monitor throughout the year the
process used to determine and record these accounting estimates. The following describes
the significant accounting estimates reflected in the District’s financial statements:
Allowance for Uncollectable Accounts Receivable
To determine the allowance for uncollectable accounts receivable, management evaluates
individual customer accounts with balances 120 days or more past due for collectability.
Management creates a reserve for accounts that are considered to be uncollectable.
Audit Adjustments
Audit adjustments recorded by the Agency to the governmental fund financial statements
are as follows:
x $16,667 to increase the allowance for uncollectible accounts.
Audit adjustments recorded by the Agency to the governmental wide financial statements
are as follows:
x $3,676,963 to include the amount due from the City of Watsonville for pass-through
grant.
x $342,633 to adjust the amount due from the City of Watsonville to its net present
value.
Uncorrected Misstatements
There were no uncorrected misstatements noted during our audit.
Disagreements with Management
We encountered no disagreements with management over the application of significant
accounting principles, the basis for management’s judgments on any significant matters,
the scope of the audit, or significant disclosures to be included in the financial statements.
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Consultations with Other Accountants
We are not aware of any consultations management had with other accountants about
accounting or auditing matters.
Significant Issues Discussed with Management
No significant issues arising from the audit were discussed or were the subject of
correspondence with management.
Difficulties Encountered in Performing the Audit
We did not encounter any difficulties in dealing with management during the audit.
Letter Communicating Material Weaknesses and Significant Deficiencies in Internal
Control over Financial Reporting
We have separately communicated any significant deficiencies and material weaknesses
identified during our audit of the financial statements in a separate letter dated December
4, 2014.
Management Representations
In conjunction with the audit of the financial statements, we have been provided a letter
of certain representations from management.
Conclusion
We will be pleased to respond to any questions you have about the foregoing matters. We
appreciate the opportunity to continue to be of service to the Pajaro Valley Water
Management Agency.
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 the
specified parties.
Very truly yours,

BARTLETT, PRINGLE & WOLF, LLP
Certified Public Accountants and Consultants
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MEMORANDUM
DATE:
MEETING OF:
TO:
FROM:
RE:

December 8, 2014
December 17, 2014
Board of Directors
General Manager
DISCUSSION AND/OR ACTION ITEM 13B: Consider approval of Agreement for
Professional Services with SWCA Incorporated in the amount of $163,892

INTRODUCTION
As discussed under an agenda item 12A, the Agency is positioned to take advantage of grants and low-interest
loans to fund several capital projects over the next 18 months. The projects have been packaged based on funding
source: Task 1) SRF funding for the Recycled Water Storage and Distribution Pump Station Improvements, and
Task 2) Drought Emergency Grant Funded Projects (Blend Well Pipeline and K-1 Pipeline Improvements, plus a
Drought Response Irrigation efficiency Program or DRIP which does not require environmental documentation).
SWCA has done initial environmental and permitting review as the projects scope and schedule have been
developed. Their Scope of Work and Cost Estimate for the environmental and permitting support of the projects is
detailed below and in the attachment agreement.
DISCUSSION
Task 1: SRF Loan Funded Project (Recycled Water Storage and Distribution Pump Station
Improvements)
The SRF project includes the installation of up to two water storage tanks (1.5 and 0.5 million gallons), and
additional filtration and disinfectant (UV) equipment within the existing Waste Water Treatment Plant /
Recycled Water Facility. SWCA has reviewed the Program EIR for the 2014 Basin Management Plan Update
and the two tanks at the recycled water facility have been addressed in that PEIR. However, the UV treatment
and additional filtration module were not included in the PEIR project description or impact analysis. As a
result a CEQA addendum will be the appropriate level of environmental review required under CEQA to
evaluate the environmental impacts associated with the new UV treatment and filtration module.
To facilitate the CEQA approval process, SWCA will prepare a CEQA addendum to meet the State Water
Resource Control Board’s requirements identified in an email from the SWRCB dated November 18, 2014.
Specifically, SWCA will prepare the following:









SWRCB Application for SRF Funding Approval
Draft CEQA Plus addendum (includes California Air Quality Analysis) for PVWMA and SWRCB
review as SWRCB will serve as the lead CEQA agency
Final addendum reflecting any changes from the review process
Incorporation of comments and responses
Development of a Mitigation, Monitoring, and Reporting Program (MMRP)
Mapping to identify FEMA flood zones and location of the ring levee in place around the recycled water
facility
Site-specific Biological Technical Report (including field survey and mapping)
Site-specific Cultural Resources Technical Report in compliance with Section 106 of the National
Historic Preservation Act (including field survey and records search within ½-mile of the Area of
Potential Effect)
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Project description development
Project management tasks

In addition, SWCA will evaluate the project to determine if any additional discretionary environmental permits
will be required such as Coastal Development Permits and/or NPDES general construction stormwater permits.
Task 2: Drought Emergency Grant Funded Project (Blend Well Pipeline and K1 Pipeline Improvements)
Two projects are being bundled and funded with the Drought Emergency Grant – the blend well pipeline in Santa
Cruz County and the K-1 pipeline located in Monterey County. Both of these projects have been evaluated to
some extent under the Local Water Supply and Distribution EIR and amendments prepared in 1999 and the 2002
Basin Management Plan EIR; however, the current alignments and project descriptions may be slightly different
from the 1999 and 2002 EIRs. To determine the appropriate level of CEQA analysis required for these two
projects, SWCA will first review all existing environmental documents to determine the extent the projects have
been previously evaluated. We have assumed that a CEQA addendum would be required; however, SWCA will
look at possible CEQA exemptions and evaluate previous impact analyses to determine if an addendum will be
necessary and adequate. In preparing the CEQA addendum, SWCA will carry out the following tasks:









Draft addendum for PVWMA review as PVWMA is the lead CEQA agency
Final addendum reflecting any changes from the review process
Development of a Mitigation, Monitoring, and Reporting Program (MMRP)
Site-specific Biological Technical Report (including field survey and mapping)
Site-specific Cultural Resources Technical Report prepared to CEQA standards (including field survey
and records search within ½-mile of the Area of Potential Effect)
Project description development
Project management tasks
(Optional Task) Site-specific Phase 1 Environmental Site Assessment (Phase 1 ESA) for potential
hazardous materials. SWCA will determine the need for a Phase 1 ESA per CEQA guidelines.

SWCA will also evaluate the projects to determine if any additional discretionary environmental permits would
be required such as a Coastal Development Permit (s) or NPDES general construction stormwater permit.
FISCAL IMPACT
Environmental and permit support estimates are:
 Task 1 – SRF loan - Recycled Water Storage & Distribution Pump Station Improvements $88,043
 Task 2 – Drought Grant - Blend Well & K-1 Pipeline Improvements Project
$75,849
TOTAL
$163,892
STAFF RECOMMENDATION
That the Board approve the Professional Services Agreement with SWCA Environmental Consultants in the
amount of $163,892 and direct staff to execute contract documents
ATTACHMENTS
 December 5, 2014 Scope of Work and Cost Estimate for Environmental Support Services
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MEMORANDUM

DATE:
MEETING OF:
TO:
FROM:
RE:

December 10, 2014
December 17, 2014
Board of Directors
General Manager
DISCUSSION ITEM 13C: Consider approval of agreement with ZAG
Technical Services, Inc., in an amount not to exceed $110,000 for IT
professional support services and equipment from January 1, 2015 through
December 31, 2016

DISCUSSION
Information Technology (IT) is the backbone of Agency. IT is responsible for creating, editing,
storing, and protecting data, at the same time as making it as close to 100% reliable as is possible.
Maintaining a secure, efficient, and reliable IT program is of the utmost importance to Agency
operations. Included in the program are the Agency’s firewalls, servers, desktops, laptops, remote
connections, etc. Since 2004 Agency staff has relied upon ZAG Technical Services, Inc. (ZAG) to
provide expert IT support to keep the Agency running smoothly.
ZAG server engineers and desktop technicians have successfully provided a wide range of services
over the past decade, including numerous server migrations, SCADA support during project
construction, firewall implementation, email and website support, and much more. During the last
two years, ZAG personnel worked closely with Agency staff to handle routine issues such as server,
desktop and mobile device setup and maintenance, and on special, larger projects such as the Citrix
System Upgrade, SCADA (supervisory control and data acquisition) Computer Upgrade, and
Internet Service Provider changeover. Much of this work occurred during nights and weekends so
as to not interfere with routine operations. To provide additional redundancy, staff has worked with
ZAG personnel to have a dedicated lead contact and a backup such that at least two professionals
are very familiar with the Agency’s network. Beyond that, staff has access to the larger team of
ZAG professionals, many of whom specialize in certain areas of IT and can be called upon as
necessary for special projects.
The type of equipment purchased through ZAG includes servers, desktops, laptops, uninterruptible
power supplies (UPS), backup drives, etc. Software, such as Microsoft Office suite and Symantec
Antivirus Corporate Edition, is also usually purchased through ZAG. ZAG’s internal sales team
have exceptional knowledge of the products and assist staff in selecting the most appropriate
equipment at the same time as providing competitive pricing.
For the Agency’s level of IT needs, it is more efficient to utilize ZAG’s expertise than to hire a fulltime IT professional as part of Agency staff. In most months, ZAG provides about 10 hours of
support. Smaller IT related issues are often able to handled by Agency staff.
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FISCAL IMPACT
For the time period January 1, 2015 through December 31, 2016, expenses related to
professional services shall not exceed $60,000. The professional services agreement calls for
payment of $1,650 per month (equivalent to 10 hours of desktop support). It is the responsibility
of the Agency to cover any costs in excess of $1,650 per month. If the Agency does not require
services of the full $1,650 in a month, then the balance is rolled over as a credit. Expenses
related to equipment (hardware & software purchased through ZAG) shall not exceed $50,000.
STAFF RECOMMENDATION
That the Board of Directors approve the agreement with ZAG Technical Services, Inc.
ATTACHMENT
 Agreement for professional services with ZAG Technical Services, Inc.
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12/11/2014

Developed for Pajaro Valley Water Management Agency
Revision: 4.0
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EXECUTIVE SUMMARY
The purpose of this engagement proposal is to define work that will to be performed by ZAG
Technical Services for Pajaro Valley Water Management Agency. Specifically, this engagement
proposal includes ZAG’s proposed scope summary, objectives, and key assumptions. ZAG
developed this engagement proposal based on our understanding of Pajaro Valley Water
Management Agency’s business and technical requirements.
ZAG Technical Services, Inc. has been providing support services for the Pajaro Valley Water
Management Agency since 2004. We have not increased our rates since the original agreement.
It is necessary to increase our rates at this time.
Desktop

Server/Network

Desktop
AfterHours

Server/Network
After-Hours

Monthly
Agreement
Payment

Current Rate

$ 115.00

$140.00

$ 172.50

$ 210.00

$ 1,150.00

New Rate

$165.00

$185.00

$ 247.50

$ 277.50

$ 1,650.00

ZAG Technical Services, Inc. has prepared this document to provide budgetary pricing to provide
network support services for Pajaro Valley Water Management Agency. Our goal is to provide
Pajaro Valley Water Management Agency with a stable and secure network environment that
will allow the staff at Pajaro Valley Water Management Agency to focus on their business and
not on computer issues.
Based on our history with Pajaro Valley Water Management Agency we feel that the Normal
Business Hours Support Agreement with Network monitoring option would best fit Pajaro Valley
Water Management Agency’s needs. This is the same service we have been providing since 2004.

SUPPORT STAFFING
We will assign a primary Engineer to your account that will be responsible for the regularly
scheduled visits and management your network. In addition to the primary Engineer we will
assign a secondary Engineer who will cover your account in the event your primary Engineer is
not available. These Engineers will provide the primary support services for this Agreement.
In addition to your primary Engineer you will have access to our help desk staff for additional
support. Our help desk is staffed by senior level Engineers whose goal is to provide superior
customer service and resolve as many support requests on the first call. Our help desk is staffed
from 11:00pm to 5:00pm Monday through Friday and 8:00 am to 5:00pm on Saturday and
Sunday. Calls that are received outside of the staffed schedule are answered by an answering
service and our on‐call Engineer is contacted as necessary.
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When you have an issue that cannot wait until the next scheduled visit for our Engineer you can
reach our help desk at 888‐924‐9511. One of our help desk Engineers will create a service ticket
in our service tracking system and will assist you.

NETWORK SUPPORT OPTIONS
ZAG Technical Services offers three different support options:




As Needed Support
Normal Business Hours Support ‐ Prepaid Monthly Support Agreement
24x7 Support ‐ Prepaid Monthly Support Agreement

The Normal Business Hours, 24x7 pre‐paid, and Managed Services support agreements will
provide you with the following benefits:




Scheduled maintenance visits
Guaranteed response times
Discounted hourly rates

Hourly Rates
As Needed Support
Server

Desktop

Normal Business Hours

$ 225.00

$ 185.00

After Hours Support

$ 337.50

$ 277.50

Normal Business Hours Support ‐ (Monday through Friday 8 a.m. to 5 p.m.)
Guaranteed 4 hour response during normal business hours
Server

Desktop

Normal Business Hours

$ 185.00

$ 165.00

After Hours Support

$ 277.50

$ 247.50

Server

Desktop

$ 185.00

$ 165.00

24x7 Support
Guaranteed 4 hour response 24x7

Normal Business Hours
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After Hours Support
24x7 Support

$ 277.50

$ 247.50

Minimum ‐ Additional $500.00 per month

Based on discussions with the staff at Pajaro Valley Water Management Agency we feel that the
Normal Business Hours Support option is the best fit to support Pajaro Valley Water Management
Agency. We are attaching a sample support agreement as Attachment A for your review.

NOTES / ASSUMPTIONS
ZAG’s services offering above takes into consideration the following assumptions:










The work performed under this scope of work will be conducted from 8:00 a.m. to 5:00
p.m. Monday through Friday at the locations designated in the project scope.
Key personnel will be available and dedicated to assist ZAG staff during the onsite visits.
The latest software product media is onsite and available for use.
Internet connectivity should also be available to vendor sites.
All required software licensing should be in place.
All devices and systems involved in the project have the necessary network connectivity.
Upgrades and patches of client operating systems is considered out‐of‐scope.
Active Directory configuration and data population is considered out‐of‐scope.

Please do not hesitate to contact me at 408‐383‐2004 if you have any questions or if there is
anything else we can do for you. You can also reach me via email me at robert@zagtech.com.
Sincerely,
ZAG TECHNICAL SERVICES, INC
Robert Knopf
Senior Account Executive
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ADDENDUM A – PROFESSIONAL SERVICES/OUTSOURCE AGREEMENT
THIS AGREEMENT (the “Agreement”) is hereby entered into between ZAG Technical Services, Inc., with
offices at 2841 Junction Ave; Suite 106; San Jose, CA 95134 (the “Contractor”) and Pajaro Valley Water
Management Agency with offices 36 Brennen Street, Watsonville, CA 95076 (the “Hiring Party”) on the
following terms and conditions:
1.

Definitions.
(a)
(b)
(c)

“General Network Support Services” means help desk support, desktop support, server
support, and other information technology support services as requested.
“Fixed Price” means ten (10) hours of General Network Support Services at $1,650.00 per
month.
“Custom Work Product” is defined in Section 9 of this Agreement.

2.

General Undertaking. The parties are entering into this Agreement to establish a relationship
whereby Hiring Party is commissioning Contractor to provide General Network Support Services
(the “Services”) to Hiring Party.

3.

Term of Engagement. This Agreement shall commence on January 1, 2015 and, unless terminated
earlier in accordance with Section 15 (“Termination”), shall continue in full force and effect until
December 31, 2016 (the “Term”). Termination shall have no effect on Hiring Party's obligation to
pay the applicable labor rate or an equitable portion of any Fixed Price for Services that are
rendered prior to the effective date of termination.

4.

Compensation. Hiring Party will pay Contractor, as full compensation for the services described
in this Agreement, a fee not to exceed a total of $60,000.00 for desktop and server support.
Hardware and/or software purchases shall not exceed $50,000 during the period stated in this
agreement. When the total fee amounts have been reached, Contractor will be under no
obligation to provide further Services.

5.

Method of Payment. Contractor shall prepare and submit to Hiring Party detailed weekly invoices
for fees and costs incurred in the performance of the services hereunder. Hiring Party shall pay
the amount of each invoice within thirty (30) days after the receipt of the invoice, subject to a
finding by Hiring Party that work performed has been satisfactory and that payment is for the
work requested.

6.

Nature of Engagement.
(a)

Contractor is being hired under a pre‐paid support agreement. Hiring Party agrees to
purchase a minimum of 10 hours per month. With payment of a monthly fee of $1650.00
paid on the first of the applicable month, Contractor agrees to respond within four (4)
hours during normal business hours as required by Hiring Company. Warranty work is
considered a normal part of work performed under this engagement at the rates
specified. Contractor shall maintain contemporaneous daily time records of hours and
tasks performed, which shall be submitted to Hiring Party weekly in the form of Invoices.
Unless otherwise stated, all work schedules shall be considered reasonably accurate
estimates, subject to revision.
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(b)

In an effort to reduce the cost of this Agreement for Hiring Party, requests outside of
desktop support calls will only be accepted from the following Pajaro Valley Water
Management Agency personnel:
i.
i.
ii.

Brian Lockwood
Teresa Delfino
Shinehah Bigham

This list can be changed at the Hiring Party’s request. The request shall be submitted via email
or fax. Changes will be effective upon confirmation of receipt from ZAG.
7.

Price and Payment.
(a)

Price. The applicable prices for this support agreement are $165 per hour for desktop
support and $185 per hour for server support for work performed within normal business
hours. Normal business hours are Monday through Friday, 8:00 a.m. to 5:00 p.m. Work
performed outside those hours will be $247.50 for desktop support and $277.50 for
server and network support. Except as stated in Subsection (d) below, the price includes
Contractor’s wages, overhead, general and administrative expenses and all other indirect
costs and profit to be recovered or charged under this Agreement. Contractor shall pay
its personnel at least the minimum wage applicable to each labor classification.

(b)

Invoices. Hiring Party shall pay $1,650.00 the first of each month. This is a down payment
that will be used throughout the month. Hiring Party agrees to use a minimum of ten (10)
hours of support time each month. This support time may be done in any combination of
Desktop or Server Support. The Hiring Party shall be invoiced weekly. These invoices will
detail the amount of deposit remaining and any overages that may occur.

(c)

Payment. Payment of the initial $1,650.00 shall be made prior to this Agreement being
considered in effect. Upon receipt of initial payment, this agreement will be in effect.
Payments of $1,650.00 will then be made monthly by the 1st of each month. Any
payments required for overages during a month will be made within forty‐five (45) days
after date of invoice. Hiring Party may not withhold or “setoff” any amounts due for work
deemed satisfactory by Hiring Party hereunder, and Contractor reserves the right to cease
work without prejudice and assert appropriate liens if amounts are not paid when due.
Hiring Party shall execute any required financing statements. Any late payment of more
than six (6) months shall be subject to any costs of collection (including reasonable legal
fees) and shall bear interest at the rate of one and one‐half (1.5) percent per month or
fraction thereof until paid.

(d)

Out‐of‐Pocket Costs and Taxes. Except as otherwise set forth in this Agreement, prices
quoted for Services do not include and Hiring Party shall reimburse Contractor for its cost
of travel outside of the San Jose Bay Area (air and cab fare, lodging, auto rental or local
mileage, standard per diem, etc.) and out‐of‐pocket costs for photocopying, overnight
courier, long‐distance telephone and the like. Hiring Party shall pay, indemnify and hold
Contractor harmless from all sales, use, gross receipts, GST, value‐added, personal
property or other tax or levy (including interest and penalties) imposed on the Services
provided hereunder, other than taxes based on the net income or profits of Contractor.
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8.

Testing and Acceptance. It is not expected that the Services provided under this Agreement will
be of a nature suitable for testing. If otherwise, the parties shall mutually agree on reasonable
testing procedures to determine whether the particular Service substantially complies with the
applicable specifications. Services shall be deemed accepted if Hiring Party does not notify
Contractor of deficiency in the Service within ten (10) days of receipt of the Service or if Hiring
Party makes beneficial use of the Service.

9.

Proprietary Rights. The following provisions govern the ownership and use of Custom Work
Product. For these purposes, “Custom Work Product” means all analyses, discoveries, designs,
software routines, programs, documentation, training manuals, and any fixes, new releases,
enhancements or derivative works of the foregoing created by Contractor or its personnel after
the effective date and in furtherance of this Agreement. Subject to final payment, Hiring Party
shall own all right, title and interest in the Custom Work Product. Contractor expressly
acknowledges and agrees that the Custom Work Product constitutes "work made for hire" under
Federal copyright laws (17 U.S.C. Sec. 101) owned exclusively by Hiring Party and, alternatively,
hereby irrevocably assigns to Hiring Party all ownership rights and irrevocably waives all other
rights (including moral rights) it might have in the Custom Work Product. Notwithstanding the
foregoing, Contractor is granted a royalty‐free non‐exclusive license to reproduce, modify, use
and sublicense copies of the Custom Work Product in conjunction with other development
projects of Contractor that are not competitive with the Hiring Party's intended use of the Custom
Work Product.

10.

Confidential Information.

11.

(a)

Acknowledgment of Confidentiality. Each party hereby acknowledges that it may be
exposed to confidential and proprietary information belonging to the other party or
relating to its affairs, including, without limitation, source code and design materials for
Custom Work Product and other materials expressly designated or marked as
“Confidential Information.” Confidential Information does not include (i) information
already known or independently developed by the recipient; (ii) information in the public
domain through no wrongful act of the party, or (iii) information received by a party from
a third party who was free to disclose it.

(b)

Covenant Not to Disclose. Each party hereby agrees that during the Term and at all times
thereafter it shall not use, commercialize or disclose the other party's Confidential
Information to any person or entity, except to its own employees having a "need to
know," and to such other recipients as the other party may approve in a signed writing.
Each party shall use at least the same degree of care in safeguarding the other party's
Confidential Information as it uses in safeguarding its own Confidential Information, but
in no event shall a party use less than due diligence and care. Neither party shall alter or
remove from any software, documentation or other Confidential Information of the other
party (or any third party) any proprietary, copyright, trademark or trade secret legend.

Non‐circumvention. During the Term and for a period of one (1) year thereafter, Hiring Party
agrees not to hire, solicit, nor attempt to solicit the services of any employee or subcontractor of
Contractor without the prior written consent of Contractor. Violation of this provision shall, in
addition to other relief, entitle Contractor to assert liquidated damages against Hiring Party equal
to fifty (50) percent of the solicited person's annual compensation.
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12.

Injunctive Relief. The parties acknowledge that violation by one party of the provisions of Section
9 (“Proprietary Rights”), Section 10 (“Confidential Information”) or Section 11 (“Non‐
circumvention”) would cause irreparable harm to the other party not adequately compensable
by monetary damages. In addition to other relief, it is agreed that preliminary and permanent
injunctive relief shall be available without necessity of posting bond to prevent any actual or
threatened violation of such provisions.

13.

Warranties.

14.

(a)

Non‐infringement Warranty. Contractor represents and warrants to the best of its
knowledge and belief that the Services (including Custom Work Product), when properly
used as contemplated herein, will not infringe or misappropriate any United States
copyright, trademark, patent, or the trade secrets of any third persons. Upon being
notified of such a claim, Contractor shall (i) indemnify Hiring Party and defend through
litigation or obtain through negotiation the right of Hiring Party to continue using the
Service; (ii) rework the Service so as to make it non‐infringing while preserving the original
functionality, or (iii) replace the Service with functionally equivalent software. If none of
the foregoing alternatives provide an adequate remedy, Hiring Party may terminate all or
any part of this Agreement and recover amounts paid hereunder with respect to the
infringing Service.

(b)

No Performance Warranties. Except as specified in subsection (a) above, Contractor is
providing all Services and Custom Work Product hereunder strictly on an “as is” basis
without any express or implied warranty, guarantee, or other assurance of quality,
conformity with Specifications, reliability or functionality.

(c)

Warranty Disclaimer. THE CONTRACTOR HEREBY DISCLAIMS WITH RESPECT TO ALL
SERVICES, SOFTWARE, AND CUSTOM WORK PRODUCT PROVIDED HEREUNDER, ALL
EXPRESS AND IMPLIED WARRANTIES, INCLUDING ANY IMPLIED WARRANTIES OF
MERCHANTABILITY, TITLE, ACCURACY, INTEGRATION OR FITNESS FOR A PARTICULAR
PURPOSE.

Limitation of Remedies and Liabilities. The parties acknowledge that the following provision haS
been negotiated by them and reflects a fair allocation of risk:
(a)

Remedies. Except for certain injunctive relief authorized under Section 12 (“Injunctive
Relief”), Hiring Party’s sole and exclusive remedies for Contractor's default hereunder
shall be (i) to obtain the repair, replacement or correction of the defective services to the
extent warranted under Section 13 (“Warranties”) or, if Contractor reasonably
determines that such remedy is not economically or technically feasible, (ii) to obtain an
equitable partial or full refund of amounts paid with respect to the defective services or
deliverable.

(b)

Notices. Notices sent to either party shall be effective when delivered in person or
transmitted by email or telecopier (“fax”) machine, one (1) day after being sent by
overnight courier, or two (2) days after being sent by first class mail postage prepaid to
the address on the first page hereof or such other address as a party may give notice. A
facsimile of this Agreement and notices generated in good form by a fax machine (as well
as a photocopy thereof) shall be treated as “original” documents admissible into evidence
unless a document's authenticity is genuinely placed in question.
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15.

Termination. This Agreement shall terminate upon expiration of the Term described in Section 3
("Term of Engagement"). Hiring Party may terminate this Agreement early in order to implement
a new agreement that is more in line with past support agreements. In addition to other relief,
either party may terminate this Agreement if the other party breaches any material provision
hereof and fails after receipt of notice from the Contractor that the Hiring Party is in breach of
this Agreement to correct such breach promptly or to commence corrective action reasonably
acceptable to the aggrieved party and proceed with due diligence to completion. Either party shall
be in breach hereof if it becomes insolvent, makes an assignment for the benefit of its creditors,
a receiver is appointed or a petition in Bankruptcy is filed with respect to the party and is not
dismissed within thirty (30) days. Termination shall have no effect on the parties’ rights or
obligations under Section 10 (“Confidential Information”), Section 11 (“Non‐circumvention”),
Section 12 (“Injunctive Relief”) or Section 13 (“Warranties”).

16.

Disputes and Choice of Law. Except for certain emergency judicial relief authorized under Section
12 (“Injunctive Relief”) which may be brought in a court of competent jurisdiction at any time, the
parties agree that all disputes between them shall first be subject to the procedures in Section 15
(“Termination”) and then shall be submitted for informal resolution to their respective chief
operating officers. Any remaining dispute shall be submitted to a panel of three (3) arbitrators,
with each party choosing one (1) panel member and the third member chosen by the first two (2)
panel members. The proceedings shall be conducted in accordance with the Commercial
Arbitration Rules of the American Arbitration Association. The award of the arbitrators shall
include a written explanation of their decision, shall be limited to remedies otherwise available in
court and shall be binding upon the parties and enforceable in any court of competent jurisdiction.
THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH THE
SUBSTANTIVE LAWS OF THE UNITED STATES AND CALIFORNIA, AND ANY ACTION SHALL BE
INITIATED AND MAINTAINED IN A FORUM OF COMPETENT JURISDICTION IN SUCH DESIGNATED
STATE.

17.

Independent Contractor Status. Each party and its people are independent contractors in relation
to the other party with respect to all matters arising under this Agreement. Nothing herein shall
be deemed to establish a partnership, joint venture, association or employment relationship
between the parties. Each party shall remain responsible, and shall indemnify and hold harmless
the other party, for the withholding and payment of all Federal, state and local personal income,
wage, earnings, occupation, social security, worker's compensation, unemployment, sickness and
disability insurance taxes, payroll levies or employee benefit requirements (under ERISA, state law
or otherwise) now existing or hereafter enacted and attributable to themselves and their
respective people.

18.

Security, No Conflicts. Each party agrees to inform the other of any information made available
to the other party that is classified or restricted data, agrees to comply with the security
requirements imposed by any state or local government, or by the United States Government,
and shall return all such material upon request. Each party warrants that its participation in this
Agreement does not conflict with any contractual or other obligation of the party or create any
conflict of interest prohibited by the U.S. Government or any other government and shall
promptly notify the other party if any such conflict arises during the Term.

19.

Insurance, Indemnity. Each party shall maintain adequate insurance protection covering its
respective activities hereunder, including coverage for statutory worker's compensation,
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comprehensive general liability for bodily injury and tangible property damage, as well as
adequate coverage for vehicles. Each party shall indemnify and hold the other harmless from
liability for bodily injury, death and tangible property damage resulting from the acts or omissions
of its officers, agents, employees or representatives acting within the scope of their work.
20.

Compliance with Export Regulations. Hiring Party has or shall obtain in a timely manner all
necessary or appropriate licenses, permits, or other governmental authorizations or approvals for
any information technology purchased by Hiring Party or through the Contractor; shall indemnify
and hold Contractor harmless from, and bear all expense of, complying with all foreign or
domestic laws, regulations or requirements pertaining to the importation, exportation, or use of
the technology to be developed or provided herein. Hiring Party shall not directly or indirectly
export or re‐export (including by transmission) any regulated technology to any country to which
such activity is restricted by U.S. regulation or statute, without the prior written consent, if
required, of the Bureau of Export Administration of the U.S. Department of Commerce. This
provision and the assurances made herein shall survive termination of this Agreement.

21.

Miscellaneous. This Agreement constitutes the entire and exclusive Agreement between the
parties with respect to the subject matter hereof and supersede all other communications,
whether written or oral. This Agreement may be modified or amended only by a writing signed
by the party against whom enforcement is sought. Except as specifically permitted herein, neither
this Agreement nor any rights or obligations hereunder may be transferred or assigned by either
party without the other party’s prior written consent and any attempt to the contrary shall be
void. Neither party shall be liable for delays caused by events beyond its reasonable control. Any
provision hereof found by a tribunal of competent jurisdiction to be illegal or unenforceable shall
be automatically conformed to the minimum requirements of law and all other provisions shall
remain in full force and effect. Waiver of any provision hereof in one instance shall not preclude
enforcement thereof on future occasions. Headings are for reference purposes only and have no
substantive effect.

IN WITNESS WHEREOF, for adequate consideration and intending to be legally bound, the parties hereto
have caused this Agreement to be executed by their duly authorized representatives.
Pajaro Valley Water Management Agency

ZAG Technical Services, Inc.

By:

By:

Name:

Name:

Title:

Title:

Date:

Date:
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MEMORANDUM
DATE:
MEETING OF:
TO:
FROM:
RE:

December 8, 2014
December 17, 2014
Board of Directors
General Manager
DISCUSSION AND/OR ACTION ITEM 13D: Consider invitation to Join and
participate in the Mid-County Basin Implementation Group (BIG) for the Soquel-Aptos
Groundwater Management Area

DISCUSSION
Since 1995 the Soquel creek Water District and Central Water District have partnered under a JPA to develop a
groundwater management plan within the Soquel-Aptos area basin. We have an interest in their activities because
we share aquifers with their basins to the north. Brian Lockwood presently participates in their Basin Advisory
Group (BAG) which guides and implements groundwater management activities and provides interagency
coordination. The BAG is usually attended by representatives from not only Soquel Creek Water District and
Central Water District, but also the City of Santa Cruz and the County of Santa Cruz. They have a Basin
Implementation Group (BIG) consisting at present of five members that meet twice annually. Typically, board
members are joined by staff at BIG meetings. The attached letter contains an invitation to PVWMA to participate
as a 6th member of the BIG. Recently, both the City of Santa Cruz and the County of Santa Cruz were invited to
join the BIG. Participation in the BIG will formally lead to increased collaboration county wide.
FISCAL IMPACT
Minimal
STAFF RECOMMENDATION
That the Board accept the invitation to participate in the BIG, chose a representative and direct staff to respond
to the invitation.
ATTACHMENTS
 September 9, 2014 letter from Kim Adamson, GM, Soquel Creek Water District and Ralph Bracamonte,
Central Water District Manager
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