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INDEPENDENT AUDITORS’ REPORT

Board of Directors
Municipal Water District of Orange County
Fountain Valley, California

Report oo the Financia) Statements

We have audited the accompanying financial statements of the Municipal Water District of Orange County
(District), as of and for the year ended June 30, 2014, and the refated notes to the financial statements, which
collectively comprise the District's basic financial statements 25 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 sccounting principles generally accepted In the United States of America; this includes the design,
implementation, and maintenance of internal control relevant fo the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or ervor.

Auditors’ 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 auditors’ judgment, including the assessment of the
risks of material misstaternent 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
finanoial 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 finaacial statements.

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 ceferred to above present fairly, in all material respects, the financial
position of the District, as of June 30, 2014, and the changes in its financial position and its cash flows for the
year then ended in accordance with accounting principles generally accepted in the United States of America.

1
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Other Matiers
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis and schedule of funding progress for the other post-employment benefit plan on pages
3 through 9 and 26 be presented to supplement the basic financial statements. Such information, although not 2
part of the basic financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential part of financial veporting 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 sufficlent evidence to express an opinion or provide any assurance.

Prior-Year Comparative Information

We have previously audited the 2013 financial statements of the District, and we expressed an unmodified audit
opinion on the financial statements in our report dated December 19, 2013, In our opinion, the summarized
comparative information presented herein as of and for the year ended June 30, 2013, is consistent, in all material
respects, with the audited financial statements from which it has been derived.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 3, 2014, on
our consideration of the District’s internal control over financial reporting and on 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 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 District's internal control over financial reporting and compliance.

Vil T Db by
Laguna Hills, California
December 3, 2014
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MUNICIPAL WATER DISTRICT OF ORANGE COUNTY
MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2014

The followipg is a brief discussion of the Municipal Water Distric§ of Orange County’s (District) activities
and financial perfarmance for the year ended June 30, 2014 P'l.gase read in conjunction with the
District's basic financial statements and accompanying notes w ch follow this section.

FINANCIAL HIGHLIGHTS

» The District's revenues were $213.2 million in FY 2013-14, compared to $176 million in the prior
fiscal year, a 21.2% increase.

« The District's expenses were $212.6 million in FY 2013414, compared to $180 million in the prior
fiscal year, a 18.1% increase.

o The District's assets at June 30, 2014 were $52.8 million, a 30.9% increase compared to total
assets of $40.3 million at June 30, 2013.

« The District’s liabililes at June 30, 2014 were $46.8 mil!’on. a 33.8% Increase compared to total
liabllities of $35 million at June 30, 2013.

o The District's net position at June 30, 2014 were $6.0 mjillion, a 12.4% increase compared to net
position of $5.4 miliion at June 30, 2013.

MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

Measurement focus is a term used to describe which transactiohs are recorded within the various
financial statements. Basis of accounting refers to when transagtions are recorded ragardiess of the
measurement focus applied. The accompanying financial statements are reported using the economic
resources measurement focus, and the accrual basis of accourfling.

Under the economic resources maasurement facus all assets and liabillties (whether current or
noncurrent) associated with these activities are included on the Statement of Net Position. The Statement
of Revenues, Expenses and Changes in Net Position presents jncreases (revenues) and decreases
(expensas) in total net position. Under the accrual basis of acchunting, revenues are recorded when
eamed and expenses are recorded when a ligbility Is incurred, regardiess of the timing of related cash
flows.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

The District’s financial statements, prepared in accordance with generally accepted accounting principles
(GAAP), offer key, high-level financial information about District activities during the reporting period. The
financia! statements of the District consist of three interrelated statements designed to provide the reader
with relevant information on the District's financial condition ang operating results. These statements
offer short-term and long-term financial information about the H\istrict's activities utllizing the full accrual
pasis of accounting.

The Statement of Net Pasition Includes all of the District's assgts, less liabilities, and provides information
about the nature and amounts of investments in rasources (assets) and the obligations to the District's
creditors (liabllities), with the differance being reported as Net Position. 1t also provides the basis for
computing rate of retumn, evaluating the capital structure of th District, and assessing the liquidity and
financial flexibility of the District.
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MUNICIPAL WATER DISTRICT OF ORANGE COUNTY
MANAGEMENT'S DISCUSSION AND ANALYSIS
(CONTINUED)

JUNE 30, 2014

All of the current year's revenues and expenses are accounted for in the Statement of Revenues,
Expenses, and Changss in Net Position. This statement measuras the District's operations over the past
year and can be used to determine whether the District has successfully recovered all its projected costs
through its retes and other service related charges.

The final required financial statsment is the Statsment of Cash Flows which presents information about
the District's cash receipts and cash payments during the reporting period classified as cash receipts,
cash payments, and net changes In cash resulting from operations, and investing, non-capital financing,
and capital and related financing activities. This statement also provides comparative information on the
sources and uses of the District's cash during the reporting period.

FINANCIAL ANALYSIS OF THE DISTRICT

Our analysis of the District begins on page 3 of the Manggement's Discussion and Analysis. One of the
most important questicns asked about the District's finances is: *Is the District, as a whole, better off or
woree off as a result of the year's activities?” The Statement of Net Position and the Statement of
Revenues, Expenses, and Changes in Net Position report information about the District’s activities in a
way that will help answer this questicn. These two statements report the net position of the District and
changes in them. You can think of the District’s net positicn (the difference between assets and liabliities)
as one way to measure financiel health or financial position. Over time, increases or decreases in the
District's Net Position are one Indicator of whether its financial health Is improving or detericrating.
However, you will need to consider other non-financial factors, such as changes in ecanomi¢ conditions,
population growth, changes in rates and charges and new or changed government legislation or
accounting standards.

EE/80 3OVd o0 JO0 aMiW 68E6-pI6-PTL 0T:p1T S102/50/10



MUNICIPAL WATER DISTRICT OF ORANGE COUNTY
MANAGEMENT’S DISCUSSION AND ANALYSIS
(CONTINUED)

JUNE 30, 2014

STATEMENT OF NET POSITION

Net position is the difference between assets, less liabilities, and may serve over time as a useful indicator
of a government’s financial position. The following is a summary of the District's Statement of Net Position.

Table 1
Condensed Statements of Net Position
(In thousands of dollars)
June 30:
Total
Percent
2014 2013 Varlance Change

Current Restricted Assets $ 2,845 $ 4,194 $ (1,348) (32.2%)
Current Unrestricted Assets 48,654 35,145 13,709 39.0%
Capital Assets 1,083 983 80 8.1%
Nancurrent Unrestricted Assets 7 - 37 100.0%

Total Assets . 82,799 40,322 12,477 30.9%
Liabilities Payable from Restricted

Current Assets 1,836 3,045 (1.210) (39.7%)
Liabllities Payable from Unrestricted

Current Assets 44,936 31,880 13,056 41.0%
Noncurrent Unrestricted Liabllities - 32 (32) {100.0%)

Total Liabllitles 46,771 34,957 11,814 33.8%
Net Position:

Net Investment in Capital Assets 1,063 982 81 8.2%

Reastricted for Trustee Activities 1,010 1,148 (139) (12.1%)

Unrestricted 3,955 3.234 721 22.3%

Total Net Position 8,028 $ 5@68 $ 663 12.4%

As can be seen from the table above, net position increased by $663,000 from Fiscal Year 2013 to 2014.
This increase is the resutt of the following:

e Current Unrestricted Assets increased by $13.7 million due mainly to higher water sales in the
amount of $5.0 miflion and $8.1 million received from MET due to a metering error (Note 10).

o Liablities Payable from Restricted Current Assets decreased $1.2 million. $1.6 million due to
Participants paying off their Revised Percentage of investment (RPO!) debt early for the AMP Sales
Agreement and $331 thousand increase due to the T2 refund to member agencles from the MET
metering error.

» Liabilities Payable from Unrestricted Current Assets increased by $13.1 million mainly due to
increased water purchases from Mgtropolitan in the amount of $5.5 million and $8.3 millicn paid to
member agencies from MET's metgring error .
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MUNICIPAL WATER DISTRICT OF ORANGE COUNTY
MANAGEMENT'S DISGUSSION AND ANALYSIS
(CONTINUED)

JUNE 30, 2014

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

While the Statement of Net Position shows the financial position at year-end, the Statement of Revenues,
Expenses, and Changes in Fund Net Position providas information as to the nature and source of these
changes in Net Pogltion. The District reported an increase in net position of $663 thousand for the year
ended June 30, 2014, as compared to a decrease of $4 million for the year ended June 30, 2013. The
following is a summary of the change in the District's net position.

Table 2
Condensed Statements of Revenues,
Expenses, and Changes In Net Position

(In thousands of dollars)
Year Ended June 30:
Total
Percent
2014 2043 Variance Change
Operating Revenues $ 202415 $ 172,357 $ 30,058 17.4%
Special Projects & Grants
Revenue 2,316 3,422 (1,108) (32.3%)
Non-operating Revenues 322 13 141 71.9%
Special ltem 8,144 - 8,144 100.0%
Total Revenues 213,197 175,960 37,237 21.2%
Other Operating Expense 201,788 172,697 29,101 16.9%
Special Projects Expense 2,316 3422 (1,106) (32.3%)
Depreciation Expense 145 145 - 0.0%
Special ltem 8.275 3,700 4,575 123.6%
Total Expenses 212,634 179,964 32,570 18.1%
Change In Net Position 663 {4,004) 4,867 (116.6%)
Beginning Net Position 5,365 9,369 (4,004) {42.7%)
Ending Net Position $ 6,028 $§ 5365 § 663 12.4%

The scurce of change in net position is due to the District's operaling revenues increasing by $30.1 million
in Fiscal Year 2014 due malnly to higher water sales caused by drier and warmer weather conditions and
for replenishment of the Orange County Water District (OCWD) groundwater basin.

Other Operating expenses increased by $20.1 million due mainly to higher amounts of water purchase from
Metropolitan in Fiscal Year 2014.

Special ltem Revenues and Special item Expense increased by $8.1 and $4.6 respectively, due to a MET
metering error resulting in an $8.3 million refund to member agencles.
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MUNICIPAL WATER DISTRICT OF ORANGE COUNTY
MANAGEMENT’S DISCUSSION AND ANALYSIS
(CONTINUED)

JUNE 30, 2014

CAPITAL ASSETS
The following Is a summary of the District's capital assets at June 30, 2014 and June 30, 2013.

Table 3
Capltal Assels
(In thousands of dollars)
June 30:
Total
Percent
2014 2013 Varlance Change
Leasehold improvements $§ 3,018 $ 2,786 $ 219 7.8%
Furnlture & Fixtures $38 537 (2)_ (0.4%)
Subtotal 3,560 3,333 217 6.6%
Loss Accumulated Depreclation (2/487) (2,350) {137) 6.8%
Net Capltal Assets $ 1,063 $ 983 $ 80 8.1%

The District replaced their HVAC system this fiscal year. Additional infonmation regarding capital assets
can be found in Notes 1 and 4 of the notes to financial statements.

DEBT ADMINISTRATION

The Distriet had no debt outstanding as of June 30, 2014, No new long-term debt was incurred in the
yaar ended June 30, 2014, and the District does not plan to issue new debt in the year ending June 30,

201S.
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MUNICIPAL WATER DISTRICT OF ORANGE COUNTY
MANAGEMENT’S DISGUSSION AND ANALYSIS
(CONTINUED)

JUNE 30, 2014

BUDGETARY HIGHLIGHTS

The District is governed by a Board of Directors consisting of seven elected members. The Board adopts
an annual appropriated budget prior to the start of the fiscal year. The Budget may be revised by Board
action during the fiscal year. An actual vs. budget comparison statement for FY 2013-14 is presented in

Table 4 to demonstrate compliance with the adopted budget.

Table 4

FY 2014 Actual vs. FY 2014 Budget
{in thousands of dollars)

Total
Percent
Actual Budget Variance Change
Revenues:
From Operations $204,731 $168,497 $36,234 21.58%
Non-operating Revenues 8.466 146 8,320 _56986%
Total Revenues 213,197 168,643 44,554 26.4%
Expenses:
From Operations
Cost of Water 195,660 159,087 (36,573) (23.0%)
Other Operating 8,454 9,222 768 8.3%
Depreciation 145 150 5 3.5%
Non-cperating Expaenses 8,275 - (8,275) (100.0%)
Total Expenses 212,534 168,459 {44,075) (26.2%)
Change In Net Positlon $ 663 $ 184 $ 479 _ 260.3%

The variances on the budget to actual are as fellows:

» Revenues From Operations were $36.2 million higher than budget due to higher water sales due

to drier and warmer weather conditions.

» Expenses from Cost of Water purchased was $36.6 million higher than budget due to higher water

purchases from Metropolitan.

+ Non-operating Revenues and Expensges were higher than budget due to a MET metering error that

resulted in an $8 million refund to member agencies.
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MUNICIPAL WATER DISTRICT OF ORANGE COUNTY
MANAGEMENT'S DISCUSSION AND ANALYSIS
(CONTINUED)

JUNE 30, 2014

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET AND RATES

The District's Board of Directors and management considered many factors during preparation and
approval of the annual budget for FY 2014-15. The budgeted operating expenses total $189.9 million and
operating and non-operating revenues total $190.0 miltion.

Historically, the District has recouped the cost of water purchased from the resale of imported water to the
District’s 28 water agencies located in Orange County. In addition MWDOC charges both a per acre-foot
surcharge and a per retail meter charge to cover its operating budget. In pasthistory, the District's operating
revenue has been approximately 65% from per retail connection charges, and 35% from per acra-foot
charges. Beginning in 2011-12, MWDOC began transitioning frem the two-component rate structure to one
involving only a single component. Over a five year period, ending in 2015-16, MWDOC wauld transition
from a water rate structure involving a per acre-foot charge and a per retail meter charge to 100% on the
per retall meter charge. In addition MWDOC'’s agencies will also pay for the resale cost of imported water.

CONTAGTING THE DISTRICT'S FINANCIAL MANAGEMENT

This financial report is intended to provide the Board of Directors, customers, taxpayers, creditors, and
other interested parties with a general overview of the Distric’s financial operations and condition at the
year ended June 30, 2014, and to demonstrate the Distriet’s accountability for the funds it receives. If you
have gquestions about this report or need additional information, you may coniact the Municipal Water
District of Orange County, Finance Dept., at 18700 Ward Street, Fountain Valley, CA 82708, (714) 963-
3058, www.mwdoc.com,

EE/ET )
/ 3ovd 00 40 aMwW 68E6-Y36-bTL 8l:»1 G&l82/58/10



Basic Financial Statements

Statement of Net Position
Statement of Revenues, Expenses and Changes in Net Position
Statement of Cash Flows

ee/vt ' ‘ 1@
/vl 3ovd 00 4D amMwW 68€6-b96-b1.  QT:bT S102/50/10



See sccompanylng notes to basic financial statements.
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MUNICIPAL WATER DISTRICT OF ORANGE COUNTY

(with com

ASSETS

Current Assets:

Restricted Assots:
Cash and Cash Equivalents (Note 2)
Accounta Recelvable Other
Accrued Interest Receivable

Tetal Restricted Assets

Unrestricted Assets:
Cash and Cash Equivalents (Note 2)
Investments (Nate 2)
Aoccounts Raceivable:
Water Sales
Other
Accruad Intorest Racelvable
Deposits and Prepaid Expenses

Total Unrastricted Assets
Total Current essats

Noncurrent Assets:

Unrestrictad Assats:
Capital Assets, Net (Nole 4)
Net Other Post Employment Benefits
(OPEB) Asset (Note 8)

Total Noncurrent Assets
TOTAL ASSETS

Statement of Net Position

June 30,2014
parative data as of June 30, 2013)

10

00 J0 amMW

2014 2013

S 1,618,636 $ 281021
1,225,345 1,383,544
833 677
2,844,874 4,194,452
6,469,048 4,308,620
2,161,126 2,380,121
33,162,443 20,188,179
7.867,970 171,108
26,393 29.482
74,530 87,748
48,854,509 36,145,256
$1,699.383 36,339,708
1,083,125 982,541

37,041 .
1,100,166 982,541
52,799,549 40,322,248

68E6-p96-P1L
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MUNICIPAL WATER DISTRICT OF ORANGE COUNTY
Statement of Net Pasition (Continued)
June 30, 2014
(with the comparative data as of June 30, 2013)

2014 2013
UABILITIES
Currant Liabllities:
Payable from Restrictod Asgets
Accrued Liabilities 641,303 382,222
Advances from Participants 1,189,020 1,233,802
Dus to Participants (Note 5) 4,665 1,420,384
Total Payable from Restricted Assols 1,834,988 3,045,419
Unrestricted Liabilities:
Accounts Payab!s, Metropolitan Water
District of Southern California 36,423,402 30,875,872
Aoccounts Payable - Othar 7.812,708 .
Accrued Liabllitles 700,196 1,003,929
Total Unrestricted Liabllities 44,936,394 31,879,601
Total Current Liabllities 46,771,382 34,925,020
Noncurrent Liabllitles:
Unrestricted Llabilities:
Net Other Post Employment Benefits
(OPEB) Obligation (Nota 8) - 31,956
Total Noncurment Liabilitios - 31,958
TOTAL LIABILITIES 46,771,382 34,058,976
NET POSITIO
Nat Investment in Capltal Assats 1.2603.125 985,541
Restricted for Trustea Activities 1,009,888 1,149,032
Unrestricted 3,855,156 3.233,700
YOTAL NET POSITION $ 6,028,167 $ 5,365,273
See accompanying Notes to besic financial statoments- 1
3ovd -
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MUNICIPAL WATER DISTRICT OF ORANGE COUNTY
Statement of Revenues, Expenses and
Changes in Net Position
For the Fisca! Year Ended June 30, 2014
(with comparative data for the Year Ended June 30, 2013)

Operating Revenuos:
Water Sales
Special Projects Revenue
Feders! Grant Revenue
State Grant Revenue

Total Operating Revenues

Operating Expenses:
Cost of Water Sold
Salariss and Employse Banefits
General and Administrative
$pecial Projsct Expenses (Note 6)
Depreciation

Total Operating Expenses
Operating Income/(Loss)

Nonoperating Revenues:
Investment Income
Other Income

Total Non-Operating Revenues
Income Bofore Special lems

Speclal Itams:
Refund from Matropolitan Water District
of Southern Califomia (Note 10)
Distributions to Member Agancies (Note 10)

Total Special ltems
Change in Net Poaition

NET POSITION - BEGINNING OF YEAR
NET POSITION - END OF YEAR

See accompanying Rotss to basic financial statements.

Jovd 00 40 aMwW

2014 2013
$ 202,415,070 $ 172,357,485
1,507,206 2,204,765
743,515 426,896
84,809 690,152
204,730,600 175,779,298
195,659,855 165,887,498
4,024,953 4,152,834
2,113,888 2,656,812
2,315,530 3,421,812
144,701 144,826
204,258,707 178,263,781
471,893 (484,484)
95,407 157,801
226,202 23,442
321,609 181,243
793,502 (308,241)
8,144,234 .
(8,274,842) (3,700,002)
130608) __(3700.002)
662,894 (4,003,243)
5,365,273 9,368,516
$ 6,028,167 $ 5,366,273

12
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MUNICIPAL WATER DISTRICT OF ORANGE COUNTY
Statement of Cash Flows
For the Fiscal Year Ended June 30, 2014
(with comparative data for the Year Ended June 30, 2013}

2014 2013
Cash Flows from Operating Activities:
Cash recgived from member agencles-water deliveries $ 197450806 § 175241,004
Cash paymenis to Metropalitan Water District of Seuthem Cafifomia (180,184,845) (168,560,465)
Gash payments for salaries and employee tenefis (4.077,650) (4,124,681)
Cash payments for general and administrative expenses (2,424,640) (2,297 ,673)
Cash recelved from special projects 2,808,286 3,679,365
Cash payments for spaclal projects {2,4980,859) (4,533,812)
Nat Cash (used) Provided by Operating Activities 1,078,368 {508,062
Cash Flows from Nancapita! and Related Financing Activitios:
Other income 226,202 23,442
Acquisition of capital agsats (225,285) {10,639}
Proceeds from RPOI participants {Note §) (1,424,728) 58,078
Payment to Member Agencies - {3,700,002)
Net Cash (used) by Noncaphtal and Retated Financing Aclivitiss (1.423,811) {3,629,121)
Cash Flaws from Investment Actlvitles:
investment income 107,616 139,103
Investments purchased 206,720 738,510
Nat Cash Provided by Investment Activities 314,336 877,613
Net increase (decrease) in cash and cash equivalents (31.407) (3,347,570)
Cash and cash equivalents at beglaning of year 7,118,851 10,466,421
Cash and Cash Equivalents at End of Year $ 7.087744 S 7,118,851
Financlal Statoment Presentation:
Cash and Cash Equivalents (Reslricted) $ 1618696 § 2,810,231
Cash and Cash Equivalents (Unsestricled) 5,469,048 4,308,620
Totals $ 7087744 & 7,118,851

See accompanying nolas o basic financial statements. 13
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MUNICIPAL WATER DISTRICT OF ORANGE COUNTY
Statement of Cash Flows (Continued)

For the Fiscal Year Ended June 30, 2014
(with comparative data for the Year Ended Juna 30, 2013)

Reconcillation of Operating (Loss) to Net Cash Provided
{for Operating Activitles

Operating Income (Loss)

Adjustments to Reconcile Operating Less to Net Cash Provided (used) by
Qperating Activilas:
Depreciation
Change in Assels and Liabliities:
(Increase)Docrease in accounts receivable - water deliveries
(increase)/Decrease in accounts recalvable - other and other assets
(Increass) in deposits and prepald expsnses
Decrease In accounts receivable - spacial projects
Increase/(Decrease) in accrued and other liabilities
Increase/({Decraase) portion of aceruad liabilities for special item
(Decrease) in restiicted accrued labilties
{Decreaso) in special projects
IncreaseXDeacraase) In accounls payable lo
Metropolitan Water District of Southern Califomnia

Tota! Adjusiments
Net Cash Provided by Opoerating Activities

See accompanylng notes to baslc financial statemaents, 14
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144,701 144,826
(4,664,264) 2,883,619
(21.200) 16,869
(6.782) (5472)
158,198 257,553
(335,889) 373,894

{130,508) .
259,081 {79,856)
(44,782) (1,081,844)
5,547,820 (2,672,867}
606,475 (111,578)
$§ 1078388 § _ (566,062)
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Municipal Water District of Orange County
Notes to Basic Financial Statements
For the Year Ended June 30, 2014

{1) Organization and Summary of Significant Accounting Policies
Reperting Entity

The Municipal Water District of Orange County (the District) was formed as a municipal water district on January 11,
19$1 under the Municipal Water District Act of 1911. The District is a wholesale waler supplier and resource planning
agency that serves all of Crange County through 28 cities and water agencles (except the Citles of Anaheim,
Fuilerton, and Santa Ana which are Independent member agencies of the Metropoiitan Water District of Southern
California (*Metropalitan). As a public agency member of the Metropolitan, the District purchases imported water
from Mstropolitan and provides the water to the District's 28 member agencles, which provide retail water services
to approximately 2.3 million residents with the District’'s service area of appraximalely 800 square milgs. The District's
primary sources of water from Metropolitan are the California State Water Project (SWP) and the Coloradoe River
Aqueduct.

The District is an independent special district of the State of California governad by an elacted seven-member board,
On January 2001, the District merged with the Coastal Municipal Water District (Coastal) under the recommendation
of the Local Agency Formation Cemmission of Orange County (LAFCO) as part of an offort to streamline local
government. The consalidation of the two agencies atlows the new district to more efficlently provide wholesale watar
services at an improved efficiancy for the benefit of residents living throughout the service area.

The District’s reporting entity includes the accounts of the District and the Municipal Water District of Orange County
Waler Facilities Corporation (WFC)., Formed as a separate California nonprofit corperation on April 20, 1978 to assist
in the financing of the Allen-McColloch Pipeline (AMP) and the Flow Augmentation Project (FAP), the WFC has no
employees (ses Note 5). The WFC is governed by a seven-member board compriged of the District's board
membars. The WFC had no activity or balancas for the year ended June 30, 2014 and I8 kept active for potential
future financing arrangements. WFC Is a blended companent unit ef the District and the District has oparational
responsibility for WFC.

Basic FInancial Statements

The District’s basic finencial statements consist of the Statement of Net Position the Statement of Revenues,
gxpensae and Changes in Net Position, the Statement of Cash Flows, and the Notas to the Basic Flnancial
tatements.

Basls of Prasontation

The District accaunts for its activities as an enterprise fund. An enterprise fund Is a proprietary type fund used to
account far operations (a) that are financed and operated in a manner similar to private business enterprices - where
the intent of the goveming body is that the costs (expenses, including depreciation) of providing goods or services
to the general public on a continulng basls be financad or recovered primarily through user charges; or (b) where the
governing body has decided that periodic determinatlon of revenues eamad, expanses incurred, and/or net Income
is appropriate for capital malntenance, public policy, management control, accountability or other purposes.

The District’s basic financia! statements have been prepared on the accrual basis of accounting, and are presented
©on an ecanomic measurement focus reporting all econemic resources and obligation for the pariod ended June 30,
2014, ’

Net Position

In the Statement of Net Position, net pasition is classified in the following categories:

« Net investment in capital assets — This amount consists of capital assets, net of accumulated depreciation,
reduced by the outstanding balances of bonds, morigages, notes, or other borrowings that are attributable to
the acquisition, canstruction, or improvement of those assets as applicable.

» Restricted net position = This amount consists of restricted assets reduced by liabilities. Generally, a liabllity
relates 1o restricted assets if tho asset results from a resource fiow that also resulis in the recognition of a
liability or if the tiability will be liquidated with the resticted assets reported. Or a resource subject to constraints
that are externally imposed by creditors, grantors, contributors, or laws or regulations of other governments,
or imposed by law through constitutional provisions or enabling legistation.
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Municipal Water District of Orange County
Notes to Basic Financial Statements
For the Year Ended June 30, 2014

« Unrestricted net position — This amount is the net amount of the assets and llabilities that are not includad in
the determination of net investment In capital assets or the restricted component of net position.

When both restricted and unrestricted resourcas are available, it is the District's policy to use restrictad resources
first and then unrestricted resources as they are needed.

Operating and Non-Operating Revenues and Expanges

The District's primary purpose is to provide a depandable wholesale supply of imported water for its 28 member
agencles. Accardingly, operating revenues, such as charges for servicas (water sales less the cost of waler) result
from exchange transactions, associated with the principal activity of the District, the purchase and resale of imported
water to the District's member agencles.

Revenues from federal and state grants, reimbureements from paricipants and special projects (see Note 6), as
well as specigl projects expansas are definad as oparating revenves and expenses, respactively. Non-operating
revenues consist of investment income and other miscellansous Income.

Water Sales and Cost of Water Sold

Historically, the Dictrict's pdmary source of revenue has baen from the resale of imported water {o the Districts 28
member agencies located in Orange County. Basad on Metropolitan's cost of water, each year the Board of Directors
approves water rates comprised of a per ratail connection charge, readiness to serve charge and a per acre-foot
charge. Metropofitan's rates are basad on cost of service sludies performed on a biennial basis. Water rates are
not subject to regutation by the Califoria Public Utilities Commission or by any other local, state, or federal agency.
Revenue from sales of water is recognized on the acerual basis as water is dalivered.

Over the years, the District’s revenue has been approximately 65% from a per retail connection charges, and 35%
from per acre-foot charges. In June 2010, MWDOC and its member agencies came 1o agreement on changes to
MWDOC's structure of charging for its services. First, MWDOC agreed to segregate our sefvices between “Core’
sarvices and "Choice” services to give our agencies more schalces® to the services received. It was also agreed that,
I addition 1o the cost of water and other charges from Metropolitan, MWDOC would transition its method of charging
for *Core" services in the foliowing manner. Commancing in fiscal year 2011 =12, MWDOC began transitioning toa
100% fixed charge. in the first year of this process, 80% of MWDOGC's water rate charges for its operating budget
would be fixed, and 20% would be based on watsr sales charges. Each year for the subsequent four years, MWBOC
would Increase the amount on fixed charges by 5%, reaching 100% in fiscal year 2015-16. Choice services would
be charged diractly to the agencies as a *fee for service”. These changes to the rate structure were determined to
be more equitable among MWDOC's member agencies. The member sgencies alse pay for the resale of imparted
water in addition to the other charges noted.

Investments

The District's Investment policy and delegation of Investment authority, is reviewed and approved each year by the
Board of Directors. The investment policy aulhorizes the Treasurer to invest, reinvest, sell or exchange permitted
fixed income sacurities in accordanca with the California Govemment Code. The District accaunts for investments
in debt securities at fair market value (the value at which a financial instrument could be exchanged in a currant
transaction between wiling parties, other than in a forcad or liquidation sate). Investment income from restricted
assets remains restricted.

Cash and Cash Equivalents

Cash and cash eguivalents are defined as cash and short-term, highly liquid investments (i.e., Local Agency
Investment Fund and Orange County Investment Pool) which are readity convertible to cash and mature wilhin ninety
(90) days of criginal purchase.

Accounts Receivable

The District extends credit to customars in the nomal course of operations. Management beligves all accounts
recaiveblo are collectible. In the event any accounts receivable are determined they are uncoliectible, an allowance

is recorded.
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Municipal Water District of Orange County
Notes to Basic Financial Statements
For the Year Ended June 30, 2014

Capital Agsets

Capital Assets are defined by the District a3 assets with an initial, individual cost of more than $5,000 and useful life
greatar than one (1) year. Upen retirement, sale or other disposition of capital assets, the cost and related
accumulated deprecintion are removed from respective accounts and any gains or losses are racognized.
Depreciation is computed using the straight-iine method over the estimated useful life of the asset, which range from
3 to 5 years for fumiture, fodures, and equipment, and up to 30 years for leasehold improvemsnts.

Deposits and Prepald Exponses

Certain payments to vendors reflact costs or deposits applicable 1o future accounting periods and are recorded as
Deposits and Prepald items in the baslic financial statements.

Compansated Absences

As vacation leave is a vested employea benefit, the District is obligatad {0 compensate emplayees for all earned but
unuged vacation days. Employee vacation days are accrued each pay perled and reported as accrued liabilities.
Depending on the length of employment, employees éarn 8 minimum of 10 to a maximum of 26 vacation days per
year, Accumulated vacation days may not exceed 1.5 times the number of days eamed per year without prior
approval of the General Manager. Sick leave time is a non-vested employee benefit (i.e. accumulated sick feave is
not payable in the event of employee termination); ls considered a contingent liability and is not reflacted In the
accompanying financial statements.

Estimates

The preparation of financial statements In conformity with accounting principles generally accepted in the United
State requires management to make estimates and assumptions that coukd affect certain reported amounts in the
financial statemants and accompanying notes. Actus! results could differ from thoae estimates. Also, the preparation
of the financial statements inherently requires rounding of amounts and estimates. Management beliaves that any
differencas due 1o rounding are not material.

Budgetary Policy and Control

The District Administrative Code requires that a budget be prepared each year under direction of the Ganeral
Manager based on estimatas of revenues and expected expenditures. The District's Boand of Directors adopted an
annual budget of expenditures for the pericd ended June 30, 2014. All amendments to the budget, or transfers of
operating budgat appropriations to or from reserve accaunis, require Board approval. The General Manager is
authorized to transfer budget amounts within programs. The legal level of budgetary control is at the total fund lavel.

Now Accounting and Reporting Requirements
For e fiscal yesr baginning July 1, 2013 the District is required to apply the following GASB Statements:

GASB Statement No. 66 — In March 2012, GASB issued Stetement No. 65 — /tems Previously Reporied as Assets
and Liabiliies. This Statement establishes accounting and financial reporting standards that reclassify, as deferred
outflows of resources or deferred inflows of resources, cartain items that were previously reported as assels and
liabilities and recognizes, as outflows of resourcas or inflows of rescurces, certain items that were previously reported
as assets and lisbllities. The Statement i effective for periods baginning after December 18, 2012, or the 2013-
2014 fiscal year. The District has determined this statement is not applicable.

GASB Statement No. 66 - In March 2012, GASB lssued Statement No. 66 = Technicel Comectiens - 2012 - an
amendment of GASS Statements No. 10 and No. 62. The objective of this Statement is to Improve accounting and
financial reporting for a governmental financial reporting entity by resciving conflicting guidance that resulted from
the Issuance of two pronouncements, Statements No. 54, Fund Balance Reporting and Govammental Fund Type
Definitlons and No. 62, Codification of Accounting and Financial Reporting Guidance Contained in Pre-November
30, 1969 FASB and AICPA Pronouncements. The Statement is effective for periods beginning after December 15,
2012, or the 2013-2014 fiscal year. The District has determined this statement is not applicable.

GASB Statement No. 67 —In June 2012, GASS issued Statement No. 67 — Financial Reporting for Pension Plans -
an amendment of GASB Statement No. 25. The objective of this Statement is to improve financial repodiqg by state
and local govemmental pension plans. This Statemant results from a comprehansive review of the effecliveness of
exisling standards of accounling and financial reporting for ponsions with regard to providing decislon-uselul
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Municipal Water District of Orange County
Notes to Basic Financial Statements
For the Year Ended June 30, 2014

information, eupporting assessments of accountability and interperiod equity, and creating additional transparancy.
This Statement replaces the requirements of Statement No. 25 ~ Financlal Raperting for Delined Benefit Pension
Plans and Note Disclosures for Defined Contribution Plans, and Statement No. 50 — Pension Disclosures, s they
relate to pension plans that are not administered through trust covered by the scope of this Statement and 1o defined
contribution plans that provide postemployment benefits other than pension. The Statement is affective for periods
beginning aftsr June 15, 2013, or the 2013-2014 fiscal year. The District implemented this pronauncement effeclive
July 1, 2043,

GASB Statement No. 70 — In April 2013, GASB issued Statement No. 70 = Accounting and Financial Reporting for
Nonexchange Financiel Guarantees. The objective of this Statement is to imprave the recognition, measurement,
and disclosure guldanca for state and local govemments that have extended or received financial guarantees that
are nanexchange fransactions. The Slatement is effective for pariods beginning after June 15, 2013, or the 2013-
2014 fiscal year. The District has determined this statement is not applicable.

Effective In Future Yoars

GASB Statement No. 68 — In June 2012, 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 1o Improve
acoounting and financial reporting by state and local governmants for pensions. It also improves information provided
by etate and local govemmental employers about financial support for pensions that is provided by olner entties.
This Statement results from a comprehensive review of the effectivenass 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. The Statement is effective for pericds
:teglgmln'?;ner June 15, 2014, or the 2014-2015 fiscal year., The District has not determined the effect on the financial
atements.

GASB Statement No. 69 - In January 2013, GASB issued Statement No. 69 = Government Combinations and

Disposals of Government Operations. The cbjective of this Statement is to establish reporting standards related to

govemmsent combinations and disposals of govemment operations. The Statement is effective for pertods beginning

:‘ﬂ;; Dec‘asmbef 15, 2013, or the 2014-2015 fiscal year. The District has not determinad the affact on the financial
ments,

GASB Statement No. 71 — In November 2013, GASB issued Statement No. 71 = Pension Transition for Contribulions
Made Subsequent lo the Measurement Date—an amendment of GASB Statement No. 68. The cbjective of this
Statement is to address an issue regarding application of the fransition provisions of Statement No. 68, Accounting
and Financial Reporting for Pensions. The issue relates o amounts asseciated with contributions, if any, made by 8
state or local government employer ar nonemployer contributing entity to a defined benefit pension plan after the
maasurement date of the government's beginning nat pension liability, The Statement is effective for pariods
beginning after June 18, 2014, orthe 2014-2015 fiscal year. The Districthas not determined the effect on the financial
statements.

(2) Cash and Investments

Cash and investments at June 30, 2014, are classlfied in the accompanying financial statements as follows:

Statement of net position:
Cash and Cash Equivalents (Restricted) $ 1,618,696
Cash and Cash Equivalents (Unrestricted) 5,469,048
Investments (Unrestricted) 261,125
Total Cash and Investments $9.248 860

Cash and investments as of June 30, 2014 conslst of the following:
Cash on hand $ 500
Deposits with financia! institutions 468,353
Investments 8780016
Total Deposits and Investments $8,248 869
18
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Municipal Water District of Orange County
Notes to Basic Financial Statements
For the Year Ended June 30, 2014

Investments Authorized by the Califomnla Govamnment Code and the District's Investmant Polley

The tabte below identifias the investment types thatare authorized for the District by the California Government Code
(or the District's investment palicy, where more restrictive). The table algo identifies centain pravisions of the
California Govemment Cods {or the District's investment pclicy, where more restrictive) that address inferest rate
risk and concentration of credit risk.

Maximum Maximum
Maximum  Percentage Investment
Authorized Investment Typo Maturity  of Portfolio jn One lgguer
U.S. Treasury Cbiligations None Nane None
U.S. Govemment Sponsored Entities Securities § years Norne None
Corparate Securities § years 30% None
Corporate Securities (Reserve Fund) § yeass 20% None
Commercial Paper 270 days 20% 10%
Negotiable Certificates of Deposit Nona 20% None
Bankers’ Acceptances None 20% 20%
Repurchase Agreaments None 10% None
Money Market Mutual Funds N/A 20% 10%
County Investment Poo! N/A None None
State Investment Pool NA None None

Disclosures Relating to Interest Rate Risk

Interest rate risk is the risk that changes in market intarest rates will adversely afiect the fair market value of an
investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its fair market value to
changes in market interest rates. One of the ways that the District manages ils expasure 1o interest rate riek is by
purchasing a cembination of shortar-term and longer-term investments and by Uming cash flows from maturities so
that a portion of the portfolio is maturing or coming close to maturity evenly over time as nacessary to pravide the
cash flow and liquidity needed for oparations. Information abaut the sensitivity of the fair market vatues of the Distriet's
investments to market interest rate fluctuations is provided by the following tabte that shows the distribution of the

District’s investmants by maturity:
Remaining Maturity (in Months)
12 Montha 13t0 24 25-60

Investment Tvpe orless Months bonths
Negotiable Certificatas of Deposits $ 99975 $ - $ - $ 99,975
Corporate Securities 2,061,151 766,783 1,204,368 .
County Investment Pool 2,361,821 2,361,821 - -
State Investmant Poo! 4,257,069 4,257,069 - -

$4.280.016 $Z385873 $1,294 268 $ 99.878
Disclosures Relating to Credit Risk

Generally, credit risk Is the risk that an issuer of an investment will not fuifil 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 (where applicable) the California Gavemment Code or District's
investment policy, or debt agreements, and the aciual rating by Standard and Poor's (S&P) as of the year end of
each Investment type. The District purchases all investments at the minimum rating but some investments’ ratings
may downgrade during its life but It is the Districts palicy to hald investments until thelr maturity.

Minimum Ratings as of Year End
Legal Not

\nvestment Type Rating A A AA- Rated
Negotiable Certificates of

Deposits $ 90,975 N/A $ 99,975
Corporate Securilies 2,061,151 A $766,783 $775,808 $518,860
County investment Poo! 2,361,621 N/A 2,361,821
State Investment Pool 4,257,068 N/A 4,267,089

$8.780,018 5766783 775808  S518.580 $6,718 865
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Municipal Water District of Orange County
Notes to Basic Financial Statements
For the Year Ended June 30, 2014

Concentration of Credit Risk

The District's Investment policy contains no limitations on the amount that can be invested in any one issuer beyond
that stipulated by the Californla Govemnment Coda, At June 30, 2014 the District had investments in more than one
issuer (other than U.S. Treasury securities, mutual funds, external investment paols) that represanted 5% or more of
{otal Olstrict investments as follaws:

Percent of

lasyer Ampunt Portfelio
MetLife Glebal Funding $518,560 5.91%
Morgan Stanley $517.350 5.88%
UBS Financial Servicas $508,560 5.80%

Custodial Credit Risk

Custodial credit risk for depostts is the risk that, in the event of the failure of a depositery financial institution, a
government will not be able to recover its deposiis or will not be able to recover collateral securities that are in the
possession of an cutside party. The custodial credit risk far Investmaents is the rigk that, in the event of the failure of
the counterparty (e.g.. brokerdealar) to a transaction, a govemnment will not be able to recover the value of its
Investment of collateral securitias that are in the possession of another party. The California Government Cade
and the Districts investmant policy do not contain legal or policy requirements that would limit the exposure to
custodial credit risk for deposits or investments, other than the following provision for deposits:

The California Governmant Code requires that a financial Institution secure deposits made by state or local
govermmental units by pledging securities in an undlvided collateral poo! held by a depository regulated under state
law (unless so waived by the governmental unit). The market value of the pledged securities in the collateral pool
must equal at least 110% of the total amount deposited by the public agency. The Govemment Code also allows
financial institutions to secure public agency deposits by pledging first trust deed mortgage notes having a value of
150% of the secured public deposits. As of June 30, 2014 the District's deposits with financial institutions are covered
by FDIC up to $250,000 and at this paintin time our exposure is $349,909.

Invastment In State and County Investment Pool

The District is a voluntary participant in the Lecal Agency Investment Fund (LAIF) that is regulated by California
Govemment Code Section 16429 under the oversight of the Treasurer of the State of Cafifornia, and in the Orange
County tnvestment Pool (OCIP) under the oversight of the Orange County Treasurer. The fair market value of the
Districts investment In these pools are reported in the accompanying financial statements at amounts based upon
the District’s pro-rata share of the fair market value provided by LAIF and OCIP for the entire LAIF and OCIP partfolio
(in ralation to the amortized cost of that portfolio). The balance available for withdrawal is based on the accounting
records maintained by LAIF and CCIP, which are recorded on an amortized cost basis.

LAIF ls a governmental investment pool managad and directed by the California State Treasurer and Is not registered
with the Securities and Exchange Commission. An oversight committee comprised of Callfernia State officials and
various participants provides oversight ta the management of the fund, The dally operations and rasponsibilities of
LAIF fall under the auspices of the State Treasurer's office.

The Agency is a participant in the County Treasurer's Orange Caunty investment Pool (OCIP). The OCIP is an
external investmant pool, is not rated, and Is not reglstered with the Securities Exchange Commissicn (SEC). The
County Treasury Oversight Committee conducts OCIP oversight. Cash on deposit in the CCIP at June 30, 2014,is
stated at fair value. The OCIP values participant sharesa on an amortized cast basis during the year and adjusts to
fair value at year-end. For further informatlon regarding the OCIP, refer to the County of Orange Comprehensive

Annual Financial Report.

(38) Rostricted Aasets

Restricted assets are monies held in restricted funds or aceounts by the District for the benefit of member agencies,
including a rate stabilization fund. As of June 30, 2014, 52,513,346 was included in trustee Activities.
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Municipal Water District of Orange County
Notes to Basic Financial Statements
For the Year Ended June 30, 2014
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Capital Assets
The following is 8 summary of capital assets at June 30, 2014 with changes thereln:

2013 Additiong Ogletions
Furniture and fixtures $ 538,388 $ 6560 $(7,575)
Leasehold improvements 2796412 218,725 .
3,332,800 225,265 {7,575)
Lass accumulated depreciation (2,360,259 (144,701) 7.578
Net Capital Assets $.982,841 $.80.584 S
Trustee Activitles

2014

$ §35373
3015137

3,550,510
{2,487,385)
$ 1,063,126

Since 1078, the District has acled as trustee for cortain membar agencies in the financing, construclion and operation
of a water pipeline system and related facilities necessary o Improve waler quality and provide capacity to
accommodate new development in the southeastem partion of the District's sarvics area. The original 1979 pipeline
project consisted of the construction of a 26-mile plpeline, which was augmented in 1989 with the construction of 3
3-mile paraile! pipefine and flow control facility. Together these projects, known as the Allen-McCollech Pipeline
{AMP) and the Flow Augmentation Project (FAP), were funded through tax-exempt bonds originally issued by WFC

and cash participation by some participating agencies.

In 1995, the Metropolitan acquired the AMP and FAP pipelines and relaled facilities. At the same tme, all
g of revenue fram
Metropolitan and other participants for capacity swaps until the final payment of all outstanding debt or liabilities in

participating agencies agreed upon a Revised Percentage of Investment (RPO1) formula for sharin

2016, or sooner.

As trustee, the District records current year transactions to receive payments from the financing member agencies,
and to make payments to member agencies which pald cash. For the year ended Juns 30, 2014, The District
recelved $4,452,487 from certain AMP member agencies, and disbursed $5,877,215 by the RPOI formula. As of

June 30, 2014, the balance of $4,665 included in *Due to Participants” is to be disbursed to the AMP member

agencies in the first quarter of the following fiscal year.
Spocial Projects Revenue and Expenses

The District receives revenues from member agencies, as well as grants from federal and state agencies, to the
benefit of the District's ratepayers for a variety of programs and projects, including water conservation gducation,
water use efficiency, and desalinization feasibility studles. As stipulated In execuled grant agreements, the District
is reimbursed by the granting agency for eligible grant project expenses which are first incured by the District. For
eligible District-Incurred grant expenses net reimbursed by the end of the District’s fiscal year, the District accrues
revenue for unreimbursed grant funds due the District. As of June 30 2014, the District accrued $423,487 of grants
recaivable. The District recognized $2,315,530 in contributions from Metropolitan and member agencies, federal

and state grant revenue, and corresponding expanses, for the year ended June 30, 2014,

District Directors and Employees Retirement Plans
{a) Deflned Contribution Plan

On January 1, 1697, the Districts' Board of Directors adopted a defined contribution, private Money Purchase
Pension Plan (Plan). Employes contributions were made to the Plan untli the District joined the Califomia Public
Employees Retirament System (CulPERS). Effective, March 1, 2003, District employees became membaers of
CalPERS and amployee contributions to the Plan ware frozen. Currently, seven Board members pariicipate in
the Plan and contributions are made by the District on bahalf of the current participants. The District is required
to contribute 10.5% of a participant’s gross salary, increasing to 13.5% after one year of sarvice. The District's
Board of Directors has the authority to amend or tarminate the plan at any tme. A sumnary of this plan's

contribution and District payroll information follows:

District contributions for participants $23,748
District contributions as a percent of covered payroll 10.5%/ 13.5%
Total covered payrall $175,908
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Municipal Water District of Orange County
Notes to Basic Financial Statements
For the Year Ended June 30,2014

Participants become vested in the District's Plan 20% per year of sel ice until they become fully vesled after five
(5) years of service.

(b) Defined Benefit Plan (CalPERS Employee Retiremont Plan)
Plan Description:

Effective March 1, 2003, the District has participated inthe California Employees Retirement System (CalPERS),
a cost sharing multiple-employer public employes defined benefit psnsion plan. CalPERS provides retirement
and disabllity benefits, annual cost-of-living adjustments, and death benefits to plan members and banefl¢ciaries.
CalPERS serves as a8 common investment and administrative agant for participating public entities within the
State of California. Benefit provisions and all other requirements established by Stale statute and District
ordinance. Copies of CoIPERS' annual financial report may be ined from the CalPERS Executive Office,

400 *P” Street, Sacramenta, CA, 95814 (htip:/ calperg.ca.qov).
Funding Pollcy:

The District funded employer payroll contributions to CalPERS foql' the 2.0% at 55 Risk Pool Retirement Plan
(Plan) on behalf of eligible District employses. These contribytions included the employer paid member
{employee) contribution (7% of annus! covered salary), and the employer's contribution (10.781% of annual
covered salary) for a total contribution of 17.781%; censisting of the actuarially determined ramaining amount
necessary to fund benefits for its members. The member contributjon amounts are established by State statute
and employer contribution rate is established by CalPERS based|on actuarial valuations.  Effeclive with the
2012/13 budget year, employees began paying 1% of the 7% member (employea) contribution and 2% of the
7% effective 2013/14 budget yaar. It is anticipated that this amount will increase by 1% each budget yaar until
tha T% member (employee) contribution Is fully funded by the employee.

GClassic CalPERS members hired after March 1, 2013 are requirgd to pay the entire 7% membet (employas)
contribution rate and are not subject to the abave 1% increase eaz]h year.

Pursuant to the Public Employees Pension Reform Act (PEPRA), employeas hired after January 1, 2013 that
are new to CalPERS, are enrolled in the 2% @ 62 CelPERS Retirement Formula and are required to pay 6.25%
of the member (employee) centribution rate with the employer paying 6.25% of the Employer contribution rate
{12.50% total contribution), Employer contributions are included and equaled the required contributions for each
period. Recent District contribution rates and amounts are prese ad in the following table.

Contribution Contributlen
Ei es Rate (%) unt
2013-14 17.781/12.50 390,763
2012-13 17.238 4373
2011-12 17.059 450,724

(8) Retiree Modical Plan - Other-Post-Employment Benefits
{a) Plan Description:

Effective Octobar 1, 2011, the District astablished a Post Retirement Healthcare Plan (Plan), and has confributed
10 a Section 115 Irrevocable Exclusive Benefit Trust for the pro—fpndtng of post-employment healh care costs.
Currently, the District provides health insurance forits retired emplpyees and thelr depandent spouses (If married
and covered on the District’s plan at time of retirament), or euplivors In accordance with Board resclutions.
Madicsl coverage is provided for retired employees who are age 55 or over and wha have 8 minimum of 10 years
gervica with the District.

The District pays 100% of the premium for the single retiree and 30% of the married ratiree and spouse until age

. if a retirea In recaipt of thege benefits dies before reaching| age 65, ihe surviving spouse will continue to
receive coverage that the retiree would have been entiled to until age €6 only, When a retires reaches age 85
and/or is eligible for Medicare, the District reimburses the retiree{ up to $1,800 per calendar year for the cost of
Supplemental Medical Insurance and Medicars Proscription Dryg (Part D) Insurance. Retirees who complets
at least 25 consacutive years of full-time garvice recelve District-paid dentel and vision benefits slong with the
above-mentioned medical coverage until the time of the retjree and spouse’s death. Plan benefits and
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oontribution requirements of Plan members and the Distriet are almah!ished. and may be amended, by the

District’s Board of Directors.
The following parties ara respansible for administration of the Plan:

« Public Agency Retirement Services (PARS) serves as Trust Adn
o US Bank sarves as Trustee, and
» HighMark Capital Management servars 8s Investment Manager.

ninistrator and Consuitant,

PARS issues monthly account raports to the District and HighMark publishes quartedy performance reperts.

(b) Funding Policy:

The contribution requirements of Plan members and the Cistrict arp

District's Board of Directors. Currently, contributions are not

dependents.
(¢) Annual OPEB Costand Net OPEB Obligation:

The Distric’s annual OPEB cost {expense) s calculated based on the Annu
emplayer (ARC), an amount actuarially determined in accordance|with GASB §

established, and may be amended, by the

uired from Plan members. The District is
currently funding the OPEB obligationona pre-funding basis. For the year ended 2014, the District made a total
contribution of $273.982 of which, $44,546 were actual health care costs for its retirses and their coverad

al Required Contribution of the
tatement 45. The most recent

GASE 45 actugrial valuation is dated July 1, 2011. The ARC repregents a level of funding that, if paid on an on-
going basis, is projected to cover normal costs each year and to pmortize any unfunded liabilities of the Plan

aver a period not-to-exceed 30 years.

The following table shows the components of the District's annual

PEB costs for FY 2013-14,

actually contributed to the Plan and changes in the District's net OPEB Asset.

Annual Reguired Contribution (ARC)
Interast on Net OPEB Obligation
Adjustment to ARC

Annual OPEB Cost

Contribution made

Decrease in Net OPEB Obligation
Net OPEB Obligatlon June 30, 2013

Net OPEB Assot at June 30, 2014

{(d) Three-Year Trend Information:

$ 205,380
1,017

2,3
204,985
273982

the amount

(86.987)

31,966

$(32.041)

For fiscal year 2014, the District's annual OPEB cost (expense) of $204,885 was equal to the ARC including
adjustments. Information on the annusl OPEB cost, Percantage of Annual OPEB Cost Contribuled, and Net

OPEB Obligation (Asset) are presented below:

Actual
Figcal Annual Contribution
Year OPEB (Net of
_Ended —Cost__ Agiustmants}
8/3072012 $200,223 $ 621,370(1
8/3072013 200,223 155,575
63072014 204,885 273,982

{4) Included $500,000 contribution to irrevocable trust.
(e) Funded Status and Funding Progress:

As of July 1, 2011, the most recent actuaral vaiuation date, the p!
accrued liability for benefits was $1 610,754, and the actuerial

employees covered by the plan) was $2,734,534 and the ratio F' the UAAL to the covere
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Annual Net OPEB
OPEB Cost Qbligation
Gontrbuted  _{Rsget)
310.34% $ (12,692)
77.70% 31,956
133.66% (37,041)

1an was 2610 parcent funded. The actuarial
value of assets was zero, resulting in an
Unfunded Actuarial Accrued Uability (UAAL) of $1,610,754. The coverad payroll (annual
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Actuarial valuations of an on-geing ptan involve estimatos of the value of reporied amounts and assumptions
about the probabliity of accurrence of events far into the future. Examples include assumptions about future
employment, mortality, and the healthcare cost trends. Amounts determined regarding the funded status of
the Plan and the annual required contributions of the District are subject to continual revision as actual results
are compared with past expectations and new estimates are made about the future. The schedule of funding
progress, presanted ss required supplementary information following the notes to the financial statements,
presents multi-year trend Information aboul whether the actuarial value of plan assets is increasing or
decreasing over time relative to the actuarial acerued fabilities for benefits.

(0 Actuarlal Methods and Assumptions:

Projections of benefits for financial reporting purposes are based on the substantive plan (the plan as
understoed by the employer and the plan members) and include the types of benefits provided at the time of
each valuation and the historical pattem of sharing of benefit costs between the employer and the plan
members at that point. The actuarisli methods and assumptions used include techniques that are designed to
reduca the effects of short-tem volatility in actuarial accrued [abilities and the actuarial value of assets
consistent with the leng-tarm perspective of the calculations.

In the July 1, 2011 actuarial valuation report, the projected unit credit cost method was used. The actuarial
assumptions included a 6.00% investmont rate of return (not of administrative expenses), a trend rate for the
fiscal year beginning 2012 of 7.00% for healthcare costs, and an inflation rate of 6.00%. The District's
unfunded actuarial accrued liabliity was planned to be amortized by a 30 year lovel dollar centribution over an
open period but in 2013 the District has decided to accelerate this plan to be fully funded within 10 years.

Risk Management

The District is a member of the Association of California Water Agencies Joint Powers Insurance Authority (Insurance
Authority). The Insurance Authority is a risk-pooling selfdnsurance authority, crealed under provisions of California
Govemment Code Sections 8500 ot. seq. The purpece of the Authority is to arrange and administer programs of
insurance for the pooling of se!f-incured losses and to purchase excess insurance coverage for member agencies.

The Insurance Authority bills the District a deposit premium at the beginning of each year, which i placed in a reserve
fund to cover the self-insurance portion of any claim. Settlements and/or expanses refated 1o claims during the year
ara than charged to the reserve. If the batance of the reserve at the end of the year ls deemed too low in relaticn to
{he amount of outstanding claims, the District is billed for additional premiums. When the claims are fully settled, any
amounts remaining in the reserve are refunded to the District.

At June 30, 2014, the District participated in the gelf-insurance programs of the Insurance Authority 85 follows:
Propaerty Loss - The Insurance Authority has pooled salf-insurance up t0 $100,000 per occurmence and hae purchased
excass insurance coverage up to $100 milion (total insurable vaiua of $1 ,335472). The District has a $1,000
deductible for bulkiings, personal property and fixed equipment.

General Liability - The Insurance Autherity has pooled self-insurance up to $2 million per occurence, and has
purchased excess insurance coverage up to $80 million.

Auto Liability - The Insurance Autharity has pooled self-insurance up to $2 million per occurrence, and has purchased
excess insurance coverage up to $60 million.

Public Officials' Liability - The Insurance Authority has pooled self-nsurance up to $2 miilion per occurrance and has
purchased excess ingurance coversge up to $60 millien.

Fidelity Bond - The Insurance Authority has pocled self-insurance up to $1 00,000 per occurrence and has purchased
excess insurance coverage up to $2 milion. The District has a $1,000 deductible.

Wortkers' Compensation - The Insuranoe Authority is self-insured up to $2 million per occurrence and has purchased
excass insurance coverage up to the statutory limit. Employer’s liability is insured up to a $4 million (imit with pooled
selfdnsurance up to $2 million, and has purchasad excess insurance coverage up to $2 million.

The District pays annual premiums to the Insurance Autharity for all coverage's. There weré no inatances in the past
three years when a settiement exoaeded the District's coverage.
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Municipal Water Distrlct of Orange County
Notes to Basic Financial Statements
For the Year Ended June 30, 2014

(40) Subsequent Event
Speclal itam - Refund of OC-88 South County Pipeline Error

A metering error was discovered at the 0C-88 Servica Connection off of the Allen McColloch Pipeline (AMP}); OC-
88 is the Intorconnaction of the AMP and the South County Pipaline (SCP). The metering emor resulted from the
incorrect programming of the acoustic meter in 2005 by a third party company, external to the organization and hired
by Matropolitan (MET); the problem lasted for nine years of billings thet were 3.4% too high. The majority of the
refund will go to the five agencies recelving water via OC-88. However, in two of the years, MWDOC incurred Tier 2
water charges from MET. Whan MWDOG incurs Tier 2 charges, the charges are paid to MET by all agencies within
MWDOC via the Tier 2 Contingency Fund or by MWDOC's melded water charges assessed by MWDOC {o all water
purchasers in those years, The overbilling refund for 2007 and 2008 also included a refund of Tier 2 charges In the
amount of $331,528 (refunded by MET). MWDOC went through a serlas of calculations to ensure the funds wors
properly creditad back to the agencies while also taking into account the Tier 2 refund that was provided to the
agencies in 2013 and accounting for lower contributions into the Tier 2 fund by the five South County Pipellne
agencies based upon adjusted fower purchases of water. MET's statute of limitations according to their Administrative
Code ranges from six months to three years but MET decided to go back to inception to correct the billing which
totaled $7,812,706 in water deliveries and $331,528 in Tier 2 for a total refund from MET in the amount of $8,144,234.
MWDOC's Board approved MWDOC's Increment and Tier 2 overpayments to be refunded totaling $130.608 fora
total refund to member agencies in the amount of $8,274,842.

MET's total refund was received as a credit on the August 2014 water bill. Member agencies affected will receive a
check or credit on thelr water bill in October 2014.
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al Water District of Orange County
Supplementary Information (Unaudited)
For the Year Ended June 30, 2014

Other Post-Employment Benefit Plan

Ratiree Healthcare Plan

Schedule of Funding Progress

Actuarial Unfunded UAAL as a

Value Actuaria! % of Payroll

Actuarial of Flan Accrued Annual Percentage

Acluarial Accrued Assets Fundsd Covered of Covered
Valuation Liability (AVA) Ratio Payroll Payroll

Date ) (a) {b) {b)(a) (€) [tabili(c)
711§2008 $1,428,005 S . $1,428,095 0.00% $2,707,871 52.74%
71112011 $1,610,754 $ - $1,610,754 0.00% $2,734,534 58.80%

Nate (1): GAEB 45 actuarial valualicn repoxts peoparnd by Demsoy, Fillgor & Associatos.
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