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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, 2015, 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 anditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements. whether due to frand 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 confrol. Accordingly. we express no such opinion. An audit also
includes evalvating 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 business-
type activities, the aggregate discretely presented component units, each major fund. and
the aggregate remaining fund information of the Agency. as of June 30, 2015, 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.

Emphasis of a Matter

As discussed in Note 1 and Note 17 to the basic financial statements, the Agency has
implemented GASB Statement No. 68. Accounting and Financial Reporting for Pensions
— an amendment of GASB Statement No. 27, and GASB Statement No. 71. Pension
Transition for Contributions Made Subsequent fo the Measurement Date — an
amendment of GASB Statement No. 68, during fiscal year 2015. The adoption of this
standard required retrospective application resulting in a $894.589 reduction of net
position as of July 1, 2014. Our opinion is not modified with respect to this matter.
Because all of the information required to restate the prior year was not available at the
time the financial statements were available to be issued. prior year values are not
presented in a comparable manner.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management's Discussion and Analysis on pages 4 through 8. the California Public
Employees’ Retirement System - Schedule of Pajaro Valley Water Management
Agency’s Proportionate Share of the Net Pension Liability on page 44, California Public
Employees’ Refirement System - Schedule of Contributions on page 45 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.
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Other Information

Our audit was conducted for the purpose of forming an opinion on the financial
statements that collectively comprise the Agency’s basic financial statements. The
Supplemental Schedule of Historical Cash Flows and Rate Coverage on page 46 is
presented for the purpose of additional analysis and is not a required part of the basic
financial statements.

The Supplemental Schedule of Historical Cash Flows and Rate Coverage is the
responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the basic financial statements. 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 January 12, 2016 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.

January 12, 2016
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MANAGEMENT’S DISCUSSION AND ANALYSIS

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

¢ The total net position of the Agency exceeded its liabilities by $42.4 million. Of this amount. $23.1
million may be used to meet the Agency’s ongoing obligations to ratepayers and creditors.

¢ The Agency’s net position increased by $4.1 million during the current fiscal year. This is due in large
part to pass-through grant revenue due from the City of Watsonville.

¢ The Agency refinanced a portion of their outstanding obligations by issuing $19.97 million in revenue
bonds with an all-inclusive cost of 2.67%. Without extending the payment terms, the Agency expects to
save over $250.000 per year in principal and interest payments fotaling approximately $3.5 million
through March 20209.

¢ The Agency approved new rates to fund projects identified by the Basin Management Plan. addressing
groundwater overdraft and seawater infrusion. New California groundwater regulations require that basins
are brought into balance by 2040.

¢ Deliveries of blended recycled water were made through the Coastal Distribution System (CDS) pipeline
system. More than 4.300 acre feet of supplemental water deliveries were made fo 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.

e 2014/2015 overall water consumption of 54,600 acre feet was below the 56.500 acre feet of usage
projected in the budget, due in large part to more rainfall than 2013/14 and conservation efforts.

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) govermment-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 (short-
term spendable resources) with capital assets and long-term obligations.
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PAJARO VALLEY WATER MANAGEMENT AGENCY
MANAGEMENT’S DISCUSSION AND ANALYSIS

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 9 through 11 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-ferm 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 govermmental 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. Expendifures 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 12 through 15 of this report.

Notes fo the Financial Statements — The notes provide addifional information that is essenfial 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 16 through 43 of this report.
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PAJARO VALLEY WATER MANAGEMENT AGENCY
MANAGEMENT’S DISCUSSION AND ANALYSIS

GOVERNMENT-WIDE FINANCIAL STATEMENT ANALYSIS

Summary of Net Position
For the Year Ended June 30

Increase
2015 2014 (Decrease)
Assets:
Current and other assets $ 14319742 $ 13497717 $ 822.025
Due from other government 10,365,437 6,654,469 3,710,968
Capital assets 70,386,093 71,724 733 (1,338.640)
Total assets 95,071,272 91876919 3,194 353
Deferred Outflows of Resources
Deferred pensions 171,702 - 171,702
Total deferred outflow of pensions $ 171,702 $ - $ 171,702
Current and other liabilities 3.072.460 3,560,717 (488.257)
Long-term liabilities 49 486,381 49999146 (512,765)
Total liabilities 52,558,841 53,559 863 (1,001.022)
Deferred Inflows of Resources:
Deferred pensions 230,701 - 230,701
Total deferred inflow of pensions 5 230,701 $ - $ 230,701
Net Position:
Net investment in capital assets 19.112.140 20,018,992 (906,852)
Restricted 253188 712716 (459.528)
Unrestricted 23,088,104 17,585,348 5,502,756
Total net position $ 42453432 $ 38,317,056 b 4136376
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PAJARO VALLEY WATER MANAGEMENT AGENCY
MANAGEMENT’S DISCUSSION AND ANALYSIS

GOVERNMENT-WIDE FINANCIAL STATEMENT ANATLYSIS (Continued)
Following is a more detailed review of the year’s operations:

Summary of Activities
For the Year Ended June 30

Increase
2015 2014 (Decrease)
Revenue:
Charges for services $ 10,830,137 $ 12103761 $ (1,273,624
Operating grants 4,045 861 6,722 991 (2,677,130)
General revenue 525,392 403 461 121931
Total revenue 15,401,390 19,230,213 (3,828,823)
Expenses:
Operating expenses 7.849 340 8,103,181 (253.841)
Interest 2,520,815 2,567 696 (46,881)
Total expenses 10,370,155 10,670,877 (300,722)
Change in net position 5,031,235 8,559.336 (3,528,101)
Net position - beginning of year,
as origionally presented 38,317,056 29 757720 8,559 336
Prior period adjustment (894 859) - (894 859)
Net Position - beginning of year, as
restated 37,422,197 - 37,422,197
Net position - end of year S 42,453,432 $  38.317.056 S 4,136.376

The Agency’s net position increased by $4.1 million during the current fiscal year. This is due in large part to
the pass-through grant revenue due from the City of Watsonville.

The assets of the Agency exceeded liabilities by $42.4 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 $0.25 million is restricted cash reserved
for debt payments. $23.2 million is available to meet the Agency’s ongoing obligations fo citizens and creditors
and for continued planning and/or implementation of the Basin Management Plan.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital asset additions of $6,453 were made during the fiscal year ended Tune 30, 2015 related to the SCADA
computer system. Additional capital asset additions of $28.422 were made during fiscal year ended June 30,
2015 related to equipment. Construction in progress additions of $1.1 million were related to Recycle Water
Facility storage tank and distribution pump improvements, blend well pipeline improvements that will improve
delivered water reliability and quality. K1 pipeline project to serve approximately 180 irrigated acres of ad land
impacted by seawater infrusion. and new Basin Monitoring Wells.
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PAJARO VALLEY WATER MANAGEMENT AGENCY
MANAGEMENT’S DISCUSSION AND ANALYSIS

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
$13.173.093, a $926.615 increase from prior year. The General Fund has a fund balance of $2.307.317. the
Special Revenue Fund has a balance of $10.045.757, the Debt Service Fund has a fund balance of $843.362. and
the Capital Projects Fund had a $23.343 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 $120.159 the Special
Revenue Fund increased $1.457.404, the Debt Service Fund decreased $655.577. and the Capital Projects Fund
increased by $4.629. 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 2015-2016 is based on the following economic factors and assumptions:

e Projected billed consumption of 56,500 acre feet of water usage, including 51.700 acre feet of
groundwater, and 4,800 acre feet of delivered water.

e Current augmentation charges were $191/acre foot (af) of pumped groundwater outside the delivered
water zone. Within the delivered water zone. the pumped ground water charge is $235/af and the
delivered water charge is $348/af. Rural residential users with unmetered wells pay for an estimated
0.5/af of usage annually at a rate of $184/af for an annual fee of $92/residence.

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.






