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Trabuco Canyon Water District
Notes to the Financial Statements
For the Fiscal Years Ended June 30, 2014 and 2013
(8) Post-Employment Benefits Payable, continued

Actuarial Methods and Assumptions, continued

The following is a summary of the actuarial assumptions and methods:

Valuation date June 30, 2013
Actuarial cost method Entry age normal cost method, open
Amortization method 30 Years amortization level dollar
Remaining amortization period 25 Years as of the valuation date
Asset valuation method 30 Years smoothed market
Actuarial assumptions:

Investment rate of return 5.00%

Projected salary increase 3.00%

Inflation - discount rate 3.00%

Healthcare cost trend rate 1.00%

See page 30 for the Schedule of Funding Status for the post-employment benefit plan, which presents
multi-year trend information about whether the actuarial value of plan assets is increasing or decreasing
relative to the actuarial accrued liability for benefits over time.

(9) Long-Term Debt
1994 Series A — Refunding Revenue Bonds

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

Balance Balance Current
2013 Additions Payments 2014 Portion
Long-term debt:
Bonds payable:
1994 Series A Refunding revenue bonds $ 4,430,000 - (3,300,000) 1,130,000 545,000
1994 Series B Refunding revenue bonds 350,000 - (15,000) 335.000 335,000
1994 Series C Refunding revenue bonds 5,215,000 - (615.000) 4,600,000 660,000
Discount on revenue bonds (110.672) - 44,017 (66.655) -
Total bonds payable 9,884,328 - (3,885.983) 5,998,345 1,540,000
Loans payable:
2011 State revolving fund loan 3.460.363 - (75.680) 3,384.683 76,544
Total loans payable 3.460.363 - (75.680) 3.384.683 76,544
Total long-term debt $ 13,344,691 - (3.961.663) 9,383,028 1,616,544
Changes in long-term debt amounts for the year were as follows:
Balance Balance Current
2012 Additions Payments 2013 Portion
Long-term debt:
Bonds payable:
1994 Series A Refunding revenue bonds 5 9.000,000 - (4,570.000) 4.430.000 3.300.000
1994 Series B Refunding revenue bonds 690,000 - (340.000) 350,000 15,000
1994 Series C Refunding revenue bonds 5.795.000 - (580.000) 5,215,000 615,000
Discount on revenue bonds (154.689) - 44,017 (110.672) -
Total bonds payable 15,330,311 - (5.445.983) 9.884.328 3.930.000
Loans payable:
2011 State revolving fund loan 3,609,170 - (148.807) 3.460.363 75,680
Total loans payable 3.609.170 - (148.807) 3,460,363 75,680
Total long-term debt 5 18,939,481 - (5,594.790) 13,344,691 4,005,680

1994 Series A & B — Special Tax Refunding Bonds

On April 1, 1994, the District issued $61,960,000 of special tax refunding bonds to refund the original
bonds issued in 1986 — 1988 for Community Facility Districts No. 2, 5, 7 and 8 totaling $53,600,000 used
to finance capital improvements within the District’s service area.
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Trabuco Canyon Water District
Notes to the Financial Statements
For the Fiscal Years Ended June 30, 2014 and 2013

(9) Long-Term Debt, continued
1994 Series A — Refunding Revenue Bonds

The bonds are scheduled to mature in fiscal year 2016. Interest installments are payable each fiscal year at
a rates of 6.0% to 6.1% on October 1* and April 1*, while principal payments are due on October 1*. The
District collects an annual special assessment from the customers of the District in the service area where
these capital improvements were constructed and are utilized. The debt service reserve fund for this
issuance is $5,119,000. Annual debt service requirements on the loan are as follows:

1994 Series A — Refunding Revenue Bonds, continued

Year Principal Interest Total
2015 545,000 52,308 597,308
2016 585,000 17,842 602,842
Total 1,130,000 70,150 1,200,150
Current (545,000)
Long-term $ 585,000

1994 Series B — Refunding Revenue Bonds

The bonds are scheduled to mature in fiscal year 2015. Interest installments are payable each fiscal year at
a rates of 6.9% to 7.0% on October 1* and April 1%, while principal payments are due on October 1*'. The
District collects an annual special assessment from the customers of the District in the service area where
these capital improvements were constructed and are utilized. The debt service reserve fund for this
issuance is $714,465. Annual debt service requirements on the loan are as follows:

Year Principal Interest Total
2015 $ 335,000 11,725 346,725
Total 335,000 11,725 346,725
Current (335,000)
Long-term $ -

1994 Series C — Refunding Revenue Bonds

On April 15, 1994, the District issued $12,080,000 of water and wastewater refunding revenue bonds to
refund a prior outstanding issuance. The bonds are scheduled to mature in fiscal year 2020. Interest
installments are payable each fiscal year at rates of 6.0% to 6.1% on July 1" and January 1%, while
principal payments are due on July 1%. The debt service reserve fund for this issuance is $1,701,933.

Annual debt service requirements on the loan are as follows:

Year Principal Interest Total
2015 660,000 260,470 920,470
2016 695,000 218,543 913,543
2017 745,000 175,222 920,222
2018-2020 2.500,000 235,154 2,735,154
Total 4,600,000 889,389 5,489,389
Current (660,000)
Long-term 3,940,000



Trabuco Canyon Water District
Notes to the Financial Statements
For the Fiscal Years Ended June 30, 2014 and 2013

(9) Long-Term Debt, continued

2011 State Revolving Fund Loan

In fiscal year 2011, the District and the State of California, Department of Public Health, entered into a
contract for a construction loan in the amount of $3,694,264 under the Safe Drinking Water State
Revolving Fund Law of 1977. The purpose of the loan was to assist the District in financing construction
of the Trabuco Creek Wells Facility, which will enable the District to meet the State of California’s safe
drinking water standards. The loan proceeds were disbursed to the District based upon project
expenditures submitted. The final construction costs totaled and submitted were $3,682,316, which was
$11,948 less than the original contracted amount.

The loan is scheduled to mature in fiscal year 2032. Principal and interest installments are payable each
fiscal year at a rate of 2.2836% on July 1* and January 1*. Annual debt service requirements on the loan
are as follows:

Year Principal Interest Total
2015 $ 153,962 76,419 230,381
2016 157,498 72,883 230,381
2017 161,116 69,265 230,381
2018-2022 862,810 289,095 1,151,905
2023-2027 966,545 185,360 1,151,905
2028-2032 1,082,752 69,153 1,151,905
Total 3,384,683 762,175 4,146,858
Current (153,962)
Long-term $ 3,230,721
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Trabuco Canyon Water District
Notes to the Financial Statements
For the Fiscal Years Ended June 30, 2014 and 2013

(10) Net Position

Calculation of net position as of June 30, were as follows: 2014 2013
Net investment in capital assets
Capital assets — not being depreciated $ 4,026,626 3,166,190
Capital assets. net — being depreciated 43,875,798 46,521,334
Current:
Bonds payable (1.540,000) (3,930,000)
Loans payable (76,544) (75,680)
Non-current:
Bonds payable, net (4,458.345) (6,065,000)
Loans payable (3.308,139) (3,384,683)
Total net investment in capital assets 38,519,396 36,342,833
Restricted net position:
Restricted — cash and investments 11,254,011 10,816,523
Restricted — accrued interest receivable 1,472 1,299
Current:
Accrued interest payable (202,041) (232,740)
Total restricted net position 11,053,442 10,585,082
Restricted net position:
Restricted — capital projects 3,486,525 3,213,977
Restricted — debt service 7,566,917 7.371,105
Total restricted net position 11,053,442 10,585,082
Unrestricted net position:
Non-spendable net position:
Prepaid expenses and other deposits 177,561 224,717
Total non-spendable net position 177,561 224,717
Spendable net position are designated as follows:
One-time debt reduction and special projects reserve 4,597,219 7,887,384
District-wide capital projects reserve 458,901 458,901
Equipment/maintenance reserve 747,618 896,338
‘Water rate-stabilization reserve 479,560 479,560
Sewer rate-stabilization reserve 181,159 181,159
Working capital reserve 630,702 630,702
Total spendable net position 7,095,159 10,534,044
Total unrestricted net position T272,720 10,758,761
Total net position 3 56,845,558 57,686,676
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Trabuco Canyon Water District
Notes to the Financial Statements
For the Fiscal Years Ended June 30, 2014 and 2013

(11) Defined Benefit Pension Plan

Plan Description

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

Funding Policy and Annual Pension Cost

The contribution rate for plan members in the CalPERS, 2.5% at 55 Risk Pool Retirement Plan is 8% of
their annual covered salary and is paid by the District. The District makes these contributions required of
District employees on their behalf and for their account. Also, the District is required to contribute the
actuarially determined remaining amounts necessary to fund the benefits for its members. The required
employer contribution rates are equal to the annual pension costs (APC) percentage of payroll for fiscal
years 2014, 2013 and 2012 as noted below. 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. At fiscal year ended June 30, 2014, the District does not have an unfunded pension liability.
For Fiscal years 2014, 2013 and 2012, the District’s annual contributions for the CalPERS plan were
equal to the Agencies required and actual contributions for each fiscal year as follows:

Three Year Trend Information:

Annual Percentage Net APC
Fiscal Pension of APC Pension Percentage
Year Cost (APC) Contributed Obligation of Payroll
2011-2012 $ 442,829 100% - 17.932%
2012-2013 461,501 100% - 27.131%
2013-2014 383,776 100% - 21.887%

See Page 30 for the Schedule of Funding Status.

California Public Employees Pension Reform Act of 2013

On September 12, 2012, the California Governor signed the California Public Employees' Pension
Reform Act of 2013 (PEPRA) into law. PEPRA took effect January 1, 2013.

Key components of the legislation are as follows:

e Establishes PEPRA which will apply to all public employers and public pension plans on and
after January 1, 2013 (Except specific exemptions);

e Establishes new retirement tiers/benefits for new public employees;

e  Prohibits certain cash payments from being counted as compensation; and

e Increases retirement age for all new public employees.

Second-Tier — Beginning January 1, 2013

The contribution rate for plan members in the CalPERS 2.0% at 62 Retirement Plan under PEPRA is
6.75% of their annual covered wages. The District filed a Certification of Memorandum of
Understanding (MOU) Impairment with CalPERS prior to January 1, 2013. Those District employees
within this plan, including those employees hired on or after January 1, 2013 contribute 6.75% of their
annual covered wages to their account. Also, the District is required to contribute the actuarially
determined remaining amounts necessary to fund the benefits for its members.
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Trabuco Canyon Water District
Notes to the Financial Statements
For the Fiscal Years Ended June 30, 2014 and 2013

(11) Defined Benefit Pension Plan, continued
Actuarial Methods and Assumptions

Actuarial valuations involve estimates of the value of reported amounts and assumptions about the
probability of events far into the future. Actuarially determined amounts are subject to continual revision
as actual results are compared to past expectations and new estimates are made about the future.
Calculations are based on the types of benefits provided under the terms of the substantive plan at the
time of each valuation and the pattern of sharing of costs between the employer and plan members to that
point. Consistent with the long-term perspective of actuarial calculations, actuarial methods and
assumptions used include techniques that are designed to reduce short-term volatility in actuarial accrued
liabilities for benefits.

The following is a summary of the actuarial assumptions and methods:

Valuation date June 30, 2012
Actuarial cost method Entry age normal cost method
Amortization method Level percent of payroll
Average remaining amortization period 19 years as of the valuation date
Asset valuation method 15 year smoothed market
Actuarial assumptions:
Discount rate 7.50% (net of administrative expenses)
Projected salary increase 3.30% to 14.20% depending on age, service, and type of employment
Inflation 2.75%
Payroll growth 3.00%
Individual salary growth 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%

(12) Risk Management

The District is exposed to various risks of loss related to torts, theft of, damage to and destruction of
assets; errors and omissions; injuries to employees; and natural disasters. The District is a member of the
Association of California Water Agencies/Joint Powers Insurance Authority (ACWA/IPIA), an
intergovernmental risk sharing joint powers authority created to provide self-insurance programs for
California water agencies. The purpose of the ACWA/JPIA is to arrange and administer programs of self-
insured losses and to purchase excess insurance coverage. At June 30, 2014, the District participated in
the liability and property programs of the ACWA/JPIA as follows:

e General and auto liability, public officials and employees’ errors and omissions: Total risk
financing self-insurance limits of $1,000,000, combined single limit at $1,000,000 per
occurrence. The JPIA purchases additional excess coverage layers: $60 million per occurrence for
general, auto and public officials liability, which increases the limits on the insurance coverage
noted above.

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

e Employee dishonesty coverage up to $100,000 per loss includes public employee dishonesty,
forgery or alteration and theft, disappearance and destruction coverage.

e Property loss is paid at the replacement cost for property on file ($31,714,916), if replaced within
two years after the loss, otherwise paid on an actual cash value basis, to a combined total of $100
million per occurrence, subject to a $2,500 deductible per occurrence.

e Boiler and machinery coverage for the replacement cost up to $50 million per occurrence, subject
to various deductibles depending on the type of equipment.
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Trabuco Canyon Water District
Notes to the Financial Statements
For the Fiscal Years Ended June 30, 2014 and 2013

(12) Risk Management, continued

e Dam failure liability coverage up to $5.0 million per occurrence; the ACWA/JPIA is self-insured
up to $50,000 and excess insurance coverage has been purchased.

e Workers’” compensation insurance up to California statutory limits for all work related
injuries/illnesses covered by California law. The ACWA/JPIA is self-insured up to $2.0 million
and excess insurance coverage has been purchased.

Settled claims have not exceeded any of the coverage amounts in any of the last three fiscal years and
there were no reductions in the District’s insurance coverage during the year ending June 30, 2014.
Liabilities are recorded when it is probable that a loss has been incurred, and the amount of the loss can
be reasonably estimated net of the respective insurance coverage.

Liabilities include an amount for claims that have been incurred but not reported (IBNR). There were no
IBNR claims payable as of June 30, 2014, 2013 and 2012, respectively.

(13) Governmental Accounting Standards Board Statements Issued, Not Yet Effective

The Governmental Accounting Standards Board (GASB) has issued several pronouncements prior to June
30, 2014, that has effective dates that may impact future financial presentations.

Governmental Accounting Standards Board Statement No. 68

In June 2012, the GASB issued 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. It also improves
information provided by state and local governmental employers about financial support for pensions that
is provided by other entities. 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 inter-period equity, and creating
additional transparency.

This Statement replaces the requirements of Statement No. 27, Accounting for Pensions by State and
Local Governmental Employers, as well as the requirements of Statement No. 50, Pension Disclosures, as
they relate to pensions that are provided through pension plans administered as trusts or equivalent
arrangements (hereafter jointly referred to as trusts) that meet certain criteria. The requirements of
Statements 27 and 50 remain applicable for pensions that are not covered by the scope of this Statement.
The provisions of Statement 68 are effective for fiscal years beginning after June 15, 2014. The impact of
the implementation of this Statement to the District’s financial statements has not been assessed at this
time.

Governmental Accounting Standards Board Statement No. 70

In April 2013, the GASB issued Statement No. 70 — Accounting and Financial Reporting for Non-
exchange Guarantees. Provisions of this Statement require that governments that extend non-exchange
financial guarantees to recognize a liability when qualitative factors and historic data, if any, indicate that
it is more likely than not that the government will be required to make a payments on the guarantee. The
amount of the liability to be recognized should be the discounted present value of the best estimate of the
future outflows related to the guarantee expected to be incurred. When there is no best estimate but a
range of the estimated future outflows can be established, the amount of the liability to be recognized
should be the discounted present value of the minimum amount within the range. The impact of the
implementation of this Statement to District’s financial statements has not been assessed at this time.
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Trabuco Canyon Water District
Notes to the Financial Statements
For the Fiscal Years Ended June 30, 2014 and 2013

(13) Governmental Accounting Standards Board Statements Issued, Not Yet Effective,
continued

Governmental Accounting Standards Board Statement No. 71

In November 2013, the GASB issued Statement No. 71 — Pension Transition for Contributions made
Subsequent to the Measurement Date — An Amendment of GASB Statement No. 68. The objective of this
Statement is to address an issue regarding application of the transition provisions of Statement No. 68,
Accounting and Financial Reporting for Pensions. The issue relates to amounts associated with
contributions, if any, made by a state or local government employer or non-employer contributing entity
to a defined benefit pension plan after the measurement date of the government’s beginning net pension
liability. The provisions of this Statement are required to be applied simultaneously with the provisions of
GASB Statement No. 68.The impact of the implementation of this Statement to District’s financial
statements has not been assessed at this time.

(14) Commitments and Contingencies

Economic Dependency

The District purchases a majority of its source of supply from the Santiago Aqueduct Commission.
Interruption of this source would impact the District negatively.

Grant Awards

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

Construction Contracts

The District has a variety of agreements with private parties relating to the installation, improvement or
modification of water and wastewater facilities and distribution systems within its service area. The
financing of such construction contracts is being provided primarily from the District’s replacement
reserves and capital contributions.

Litigation

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

(15) Subsequent Events

Events occurring after June 30, 2014, have been evaluated for possible adjustment to the financial
statements or disclosure as of September 22, 2014, which is the date the financial statements were
available to be issued. The District is not aware of any subsequent events that would require recognition
or disclosure in the financial statements.
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Trabuco Canyon Water District
Schedule of Funding Status
For the Fiscal Years Ended June 30, 2014 and 2013

(1) Defined Benefit Pension Plan

| Development of the Actuarial Value of Assets Calculation in a Risk Pool |
The District is part of the CalPERS Miscellaneous 2.5% at 55 yrs. Risk Pool June 30, 2011 June 30, 2012 June 30, 2013*

1. Plan's accrued liability 5 6.526,427 7.238.616 -
2. Plan’s side fund (590.530) . s
3. Pool's accrued liability 2,135,350,204 2,254,622,362 -
4. Pool's side fund (117,829,589) (107,443,058) -
5. Pool's actuarial value of assets (AVA) including receivables 1,724,200,585 1,837,489.422 -
6. Plan's actuarial value of assets (AVA) including receivables [(1+2) / (3+4) x 5] 5,072,898 6,194,583 -
7. Pool's market value of assets (MVA) including receivables 1,543,100,350 1,545,132,565 -
8. Plan's market value of assets (MVA) including receivables [(1+2) / (3+4) x 7] 4,540,070 5,208,983 -
Funding History

The Funding History below shows the actuarial accrued liability, the actuarial value of assets, the market
value of assets, funded ratios and the annual covered payroll. The actuarial value of assets is used to
establish funding requirements and the funded ratio on this basis represents the progress toward fully
funding future benefits for current plan participants. The funded ratio based on the market value of assets
is an indicator of the short-term solvency of the plan in the risk pool.

Actuarial Share of Pool's Plan's Share of
Actuarial Accrued Market Value of  Pool's Unfunded Funded Ratio Annual
Valuation Liability Assets (MVA) Liability AVA Covered
Date (a) (b) (c) (b/a) Payroll
June 30,2011  § 6,526,427 4,540,070 1,986,357 69.6% $ 1,655,438
June 30, 2012 7,238,616 5,208,983 2,029,633 72.0% 1,648,442
June 30,2013  * - - - 0.00% -

*  CalPERS has not provided the information for these periods as of the date of the audit report.

(2) Other Post-Employment Benefits Payable

Unfunded UAALasa
Actuarial Actuarial Actuarial Percentage
Actuarial Value of Accrued Accrued Funded Covered of Covered
Valuation Assets Liability Liability (UAAL) Ratio Payroll Payroll
Date (a) (b) (b-a) (a/b) (c) ((b-a)lc)
June 30,2008 $ - 1,526,316 1,526,316 0.00% $ 1,472,000 103.69%
July 1, 2011 - 1,907,350 1,907,350 0.00% 1,458,000 130.82%
June 30, 2013 - 1,331,868 1,331,868 0.00% 1,603,000 83.09%

Funding progress is presented for the year(s) that an actuarial study has been prepared since the effective
date of GASB Statement 45. Actuarial review and analysis of the post-employment benefits liability and
funding status is performed every three years or annually, if there are significant changes in the plan. The
next scheduled actuarial review and analysis of the post-employment benefits liability and funding status
will be performed in fiscal year 2016, based on the year ending June 30, 2015.
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Independent Auditor’s Report on Internal Controls Over Financial Reporting
And on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

Board of Directors
Trabuco Canyon Water District
Trabuco, 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 Trabuco Canyon
Water District (District) as of and for the years ended June 30, 2014 and 2013, and the related notes to the
financial statements, which collectively comprises the District’s basic financial statements, and have
issued our report thereon dated September 22, 2014,

Internal Control Over Financial Reporting

In planning and performing our audits of the financial statements, we considered the District’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 opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the District’s internal control. Accordingly, we
do not express an opinion on the effectiveness of the District’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. A
significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance.

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

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District’s financial statements are free from
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audits, 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.
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Independent Auditor’s Report on Internal Controls Over Financial Reporting
And on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards, (continued)

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 District’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 District’s internal control and compliance.
Accordingly, this communication is not suitable for any other purpose.

Ll 22 Gy, @A Aembomin Gorprre?®
Charles Z. Fedak & Company, CPAs - An Accountancy Corporation

Cypress, California
September 22, 2014
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