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MUNGER & COMPANY, CPAs

2170 S. El Camino Real, Suite 213
Oceanside, CA 92054
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INDEPENDENT AUDITORS’ REPORT

Board of Directors
Coachella Water Authority
Coachella, California

We have audited the accompanying financial statements of the business-type activities of Coachella
Water Authority (the “Authority”), a component unit of the City of Coachella, California, as of and for
the year ended June 30, 2017, and the related notes to the financial statements, which collectively
comprise the Authority’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
eITor.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement, whether due to error or fraud.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal - control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements whether
due to fraud or error.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the business-type activities of Coachella Water Authority, a component unit of the
City of Coachella, California, as of June 30, 2017, and the changes in financial position and cash flows
thereof for the year then ended in accordance with accounting principles generally accepted in the United
States of America.

December 9, 2017 Munger & Company, CPAs
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Coachella Water Authority
Statement of Net Position
June 30, 2017

ASSETS
Current Assets:
Cash and Investments
Restricted Cash and Investments
Accounts Receivable (Net of Allowance for Uncollectible of $109,823)
Prepaid Bond Insurance

Total Current Assets

Noncurrent Assets:
Capital Assets Not Being Depreciated
Capital Assets Being Depreciated
Less: Accumulated Depreciation

Total Noncurrent Assets

Total Assets

Deferred Outflows Of Resources
Deferred Amounts From Refunding Of Debt
Deferred Amounts From Pension

Total Deferred Outflows of Resources

LIABILITIES
Current Liabilities:
Accounts Payable
Accrued Wages Payable
Deposits Payable
Accrued Interest Payable
Compensated Absences - Current Portion
Bonds Payable - Current Portion

Total Current Liabilities

Long-Term Liabilities:
Compensated Absences - Less Current Portion
Net OPEB Obligation
Net Pension Liability
Bonds Payable - Less Current Portion

Total Long-Term Liabilities
Total Liabilities

Deferred Inflows Of Resources
Deferred Inflows From Pension

Total Deferred Inflows Of Resources

NET POSITION
Net Investment in Capital Assets
Restricted
Unrestricted

Total Net Position

The accompanying notes are an integral part of this financial statement.
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$

3,470,521
5,970,914
700,487
103,407

10,245,329

1,364,146
60,855,825
(30,416,989)

31,802,982

42,048,311

167,360
505,630

672,990

643,202
25,079
379,453
237,823
85,597
497,801

1,868,955

80,269
398,862
2,789,045
13,402,364

16,670,540

18,539,495

18,070,177
5,970,914
140,715

$

24,181,806




Coachella Water Authority
Statement of Revenues, Expenses, and Changes in Net Position

Year Ended June 30, 2017
OPERATING REVENUES
Charges for Services $ 5,810,063
Connection Charges 407,149
Other 759,370
Total Operating Revenues 6,976,582
OPERATING EXPENSES
Salaries and Benefits 1,017,658
Administrative and General 943,915
Professional Services 653,371
Materials and Supplies 443,288
Repairs and Maintenance 57,900
Utilities 1,097,220
Depreciation and Amortization 1,427,613
Total Operating Expenses 5,640,965
Operating Income 1,335,617
NON-OPERATING REVENUES (EXPEN SES)
Investment Income (Expense) (15,319)
Interest Expense and Fiscal Charges (515,953)
Total Non-Operating Revenues (Expenses) (531,272)
Income Before Contributions 804,345
Contributions to the City of Coachella (647,388)
Total Contributions (647,388)
Change in Net Position 156,957
Net Position, Beginning of Year 24,024,849
Net Position, End of Year $ 24,181,806

The accompanying notes are an integral part of this financial statement.
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Coachella Water Authority
Statement of Cash Flows
Year Ended June 30, 2017

Cash Flows from Operating Activities
Receipts from Customers
Payments to Suppliers
Payments to Employees

Net Cash Provided by Operating Activities

Cash Flows from Capital and Related F inancing Activities
Principal Payments
Interest Paid
Contributions to the City
Acquisition and Construction of Capital Assets

Net Cash Used by Capital and Related F inancing Activities

Cash Flows from Investing Activities
Investment Income

Net Cash Provided by Investing Activities
Net Change in Cash and Cash Equivalents
Cash and Cash Equivalents - Beginning of the Year
Cash and Cash Equivalents - End of the Year

Reconciliation of Operating Income (Loss) to Net Cash
Provided (Used) by Operating Activities:
Operating Income
Adjustments to Reconcile Operating Income to
Net Cash Provided (Used) by Operating Activities:

Depreciation and Amortization

Change in Assets and Liabilities:
Decrease (Increase) in Accounts Receivable
Increase (Decrease) in Accounts Payable
Increase (Decrease) in Deposits Payable
Increase (Decrease) in Compensated Absences
Increase (Decrease) in Accrued Wages
Increase (Decrease) in Net Pension Liability

Increase (Decrease) in Net OPEB Obligation

Net Cash Provided By Operating Activities

Noncash Investing, Capital and Financing Activities
Amortization of (Premium)/Discount on Bonds

The accompanying notes are an integral part of this financial statement.

$ 6,886,207
(2,717,032)

(1,118,636)

3,050,539

(520,099)
(491,094)
(647,388)

(929,293)

(2,587,874)

(15,320)
(15,320)

447,345

8,994,090

$ 9,441,435

$ 1,335,617

1,427,613

(71,497)
460,908
(17,894)
(6,067)
(2,161)
(131,717)
55,737

— e

3 3,050,539

$ (24,680)

—_————————



Note

Coachella Water Authority
Notes to Financial Statements

Year Ended June 30, 2017

Description Page
Summary of Significant Accounting Policies 6-9
Cash and Investments 9
Capital Assets 10
Long-Term Liabilities 11
Compensated Absences 11
Bonds Payable 11-12
Other Information 13
Post-Employment Benefits 14



Coachella Water Authority
Notes to Financial Statements
Year Ended June 30, 2017

1)  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A) Reporting Entity

B)

The Coachella Water Authority (the Authority) was formed on July 1, 2003, under a joint powers
agreement. It is governed by the Board of Directors made up of the City of Coachella’s council members.
The City of Coachella owns the water enterprise and leases it to the water authority on a 55- year lease.
The purpose of the water authority is to provide water service to the citizens of Coachella as well as
commercial and agricultural consumers.

The Authority is an integral part of the reporting entity of the City of Coachella. The Funds of the
Authority have been blended within the financial statements of the City of Coachella because the Board of
Directors is the governing board of the Authority and exercises control over the operations of the Authority.
Only the funds of the Authority are included herein; therefore, these financial statements do not purport to
represent the financial position or results of operations of the City of Coachella, Califomia.

The Authority’s office and records are located at 1515 Sixth Street, Coachella, California 92236.

The Board of Directors consist of the following:

Name Title Term Expires

Steven Hernandez President November 2018
Manuel Pérez Vice President November 2018
Beatriz "Betty” Sanchez Director November 2018
Emmanuel Martinez Director November 2020
Philip Bautista Director November 2020

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The Authority’s basic financial statements are prepared in conformity with accounting principles generally
accepted in the United States of America as they are applicable to governmental units. The Governmental
Accounting Standards Board (GASB) is the accepted standard setting body for establishing governmental
accounting and financial reporting principles.

The Authority reports its activities as an enterprise fund, which is used to account for operations that are
financed and operated in manner similar to a private business enterprise, where the intent of the Authority
is that the costs (including depreciation) of providing goods or services to the general public on a
continuing basis be financed or recovered primarily through user charges. The Authority’s financial
statements are reported using the economic resources measurement Jocus and the accrual basis of
accounting. Revenues are recognized in the accounting period in which they are earned and expenses are
recognized in the period incurred regardless of the timing of related cash flows.

Proprietary funds distinguish operating revenues and expenses from those revenues and expenses that are
non-operating. Operating revenues are those revenues that are generated by utility services while operating
expenses pertain directly to the furnishing of those services. Non-operating revenues and expenses are
those revenues and expenses generated that are not directly associated with the normal business of utility
services.



Coachella Water Authority
Notes to Financial Statements
Year Ended June 30, 2017

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — Continued

B)

0

D)

E)

F)

Measurement Focus, Basis of Accounting and Financial Statement Presentation — Continued

When both restricted and unrestricted resources are available for use, it is the Authority’s policy to use
restricted resources first, then unrestricted resources as they are needed.

The accounting policies of the Authority conform to generally accepted accounting principles as applicable
to enterprise funds. In accordance with GASB Statement 20, the Authority has elected to apply all
financial Accounting Standards Board Statements and Interpretations, with the exception of those that
conflict with or contradict GASB Pronouncements.

Cash and Investments

Effective July 1, 1997, the Authority adopted the provisions of Governmental Accounting Standards Board
(GASB) Statement No. 31, “Accounting and Financial Reporting for Certain Investments and External
Pools”, which require governmental entities to report certain investments at fair value in the balance sheet
and recognize the corresponding change in the fair value of investments in the year in which the change
occurred. In accordance with GASB Statement No. 3 1, the Authority has reported certain investments at
fair value.

The Authority’s cash and investments are in short-term highly liquid instruments, with original maturities
of three months or less. For the purposes of the statement of cash flows all cash and investments are
considered to be short term and, accordingly, are classified as cash and cash equivalents.

The Authority’s funds are pooled with the City of Coachella’s cash and investments in order to generate
optimum investment return.

Inventories

Inventories are recorded as expenses when the items are purchased. The Authority does not maintain
significant levels of inventory to require the recording of inventory on the Authority’s balance sheet.

Use of Estimates

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

Capital Assets

The cost of additions to the utility plant and major replacements of retired units of property is capitalized.
The Authority defines capital assets as those with initial, individual cost of more than $5,000. Costs
included direct labor, outside services, materials and transportation, employee fringe benefits, overhead,
and interest on funds borrowed to finance construction, The cost and accumulated depreciation of property
sold or retired is deducted from capital assets, and any gain or loss resulting from the disposal is credited or
charged in the statement of revenues, expenses and changes in net assets. The cost of current repairs,
maintenance, and minor replacements is charged to expense. Construction-in-progress primarily relates to
ongoing projects that have not been placed in service at year end. Management does not believe that any
capital assets are impaired.



Coachella Water Authority
Notes to Financial Statements
Year Ended June 30, 2017

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — Continued

F)

H)

D

9

K)

Capital Assets — Continued

Depreciation has been provided using the straight-line method over the following estimated useful lives:

Buildings 45 years
Machinery 5-30 years
Office Equipment 5-10 years
Water System Improvements 45 -65 years

wr A mnnesas T
Budgctar, ACCOULUNRg

Although the Authority prepares and adopts an annual budget, budgetary information is not presented
because the Authority is not legally required to adopt a budget,

Uncollectible Accounts

Uncollectible accounts are determined by the allowance method, based upon prior experience and
management’s assessment of the collectability of existing specific accounts.

Long-Term Debt and Related to Costs

Long-Term debt is reported at face value, net applicable discounts, premiums, deferred losses on refunding.
Costs related to the issuance of debt are expensed when incurred in accordance with GASB 65. Losses
occurring from advance and current refunding of debt are deferred outflows of resources and are amortized
as interest expense over the remaining life of the bonds.

Employee Compensated Absences

In accordance with GASB Statement No. 16, a liability is recorded for unused vacation, sick and other
leave balances since the employees’ entitlement to theses balances are attributable to services already
rendered and it is probable that virtually all of these balances will be liquidated by either paid time off or
payment upon termination or retirement.

Net Position

Net position is comprised of the various net earnings from operating income, non-operating revenues and
expenses, and capital contributions. Net position is classified in the following three components:



Coachella Water Authority
Notes to Financial Statements
Year Ended June 30, 2017

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — Continued

L) Net Position — Continued

Net Invesiment in Capital Assets — This component of net position consists of capital assets, net of
accumulated depreciation and reduced by the outstanding balances of any bonds, mortgages, notes or other
borrowings that are attributable to the acquisition, construction or improvement of those assets. If there are
significant unspent capital related debt proceeds at year-end, the portion of the debt attributable to the
unspent proceeds is not included in the calculation of invested in capital assets, net of related debt. Rather,
that portion of the debt is included in the same net position component as the unspent proceeds.

Restricted — This component of net position consists of constraints imposed by creditors (such as through
debt covenants), grantors, contributors, or laws or regulations of other governments or constraints imposed
by law through constitutional provisions or enabling legislation. At June 30, 2017, restricted net position
consists of connection feés received and unspent from developers for construction and expansion of the
water enterprise.

Unrestricted Net Position — This component of net position consists of items that do not meet the definition
of “restricted” or “net investment in capital assets.”

2) CASH AND INVESTMENTS
The Authority’s cash is pooled with the City of Coachella’s funds for investment purposes, with interest being
allocated on the basis of the Authority’s overall percentage of participation. Investment policies and associated

risk factors applicable to the Authority’s funds are those of the City and are included in the City’s financial
statements. Cash and investments of the Authority as of June 30, 2017 are as follows:

Statement of Net Assets:

Cash and Investments - LAIF  § 3,468,946

Petty Cash 1,575
Restricted:

Cash and Investments 5,970,914

Total Cash and Investments 9,441,435

Restricted cash and investments are held and invested by fiscal agents on behalf of the Authority and are
pledged for payment or security of certain long-term debt issuances. Fiscal agents are mandated by bond
indentures as to the types of investments in which debt proceeds can be invested.



Coachella Water Authority
Notes to Financial Statements
Year Ended June 30, 2017
3) CAPITAL ASSETS

The following is a summary of changes in capital assets for the year:

Beginning Ending
Balance Additions Deletions Transfers Balance
Capital Assets, Not Depreciated:
Land $ 434,853 3 $ $ $ 434,853
Construction in Progress 264,168 929,293 (264,168) 929,293
Total Capital Assets, Not
Depreciated 699,021 929,293 - (264,168) 1,364,146
Capital Assets Being Depreciated:
Buildings 461,221 461,221
Machinery and Equipment 7,390,790 7,390,790
Infrastructure 52,739,646 264,168 53,003,814
Total Capital Assets Being
Depreciated 60,591,657 - - 264,168 60,855,825
Less Accumulated Depreciation:
Buildings (230,800) (6,570) (237,370)
Machinery and Equipment (6,265,468) (361,147) (6,626,615)
Infrastructure (22,493,108) (1,059,896) (23,553,004)
Total Accumulated Depreciation (28,989,376) (1,427,613) - - (30,416,989)
Total Capital Assets Being
Depreciated, Net 31,602,281 (1,427,613) - 264,168 30,438,836
Business-Type Activities Capital
Assets, Net of Depreciation $ 32,301,302 $ (498,320) §$ - 3 - § 31,802,982

Depreciation expense in the amount of $1,427,613 is included in the operating expenses.
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Coachella Water Authority
Notes to Financial Statements
Year Ended June 30, 2017

4) LONG-TERM LIABILITIES

The following is a summary of the changes in long-term liabilities for the year:

Beginning Ending Due Within
Balance Additions Reductions Balance One Year

Compensated Absences $ 171,933 % $ (6,067) $ 165,866 § 85,597
OPEB Obligation 343,125 55,737 398,862
Net Pension Liability 2,339,678 449,367 2,789,045

Bond Premium 579,803 (35,140) 544,663

2008 Water Revenue Bonds 4,615,461 (64,959) 4,550,502 67,801

2012 Water Revenue Bonds 9,225,000 (420,000) 8,805,000 430,000
Total $ 17,275,000 $ 505,104 § (526,166) § 17,253,938 § 583,398

5) COMPENSATED ABSENCES

For the Water Authority, accumulated vacation, sick and administrative leave benefits payable in future
years amounted to $165,866 at June 30, 2017. The City has estimated that $85,597 will be paid in the next
year, and is reflected as a current liability. The City has estimated that $80,269 will not be paid in the next
year and is reflected as a noncurrent liability.

6) BONDS PAYABLE
A) 2012 Water Revenue Bonds

On December 13, 2012, the Coachella Water Authority issued $10,435,000 Water Revenue Bonds,
Series 2012 to current refund the outstanding amount of the 2003 Water Revenue Bonds and to finance
on-going capital improvements to the water system. Interest on the bonds is payable February 1 and
August 1 of each year. Interest on the bonds accrues at rates varying from 2.00% to 5.00% per annum.
Principal on serial and term bonds is payable in annual installments ranging from $395,000 to
$3,350,000, commencing February 1, 2013 through August 1, 2033. Concurrently with the issuance of
the bonds, a surety policy was purchased in lieu of maintaining a reserve balance. The Authority, with
the issuance of the bonds, entered into a rate covenant agreement. For the year ended June 30, 2017,
the Authority met the rate covenant as required by the bond indenture.
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Coachella Water Authority
Notes to Financial Statements
Year Ended June 30, 2017

6) BONDS PAYABLE - Continued

A) 2012 Water Revenue Bonds - Continued

The annual requirements to amortize the debt are:

Year Ending
June 30, Principal Interest Total

2018 $ 430,000 $ 327,575  $ 757,575
2019 435,000 318,925 753,925
2020 445,000 310,125 755,125
2021 455,000 301,125 756,125
2022 470,000 287,175 757,175
2023-2027 2,640,000 1,139,888 3,779,888
2028-2032 3,190,000 593,200 3,783,200
2033 740,000 18,500 758,500
Total $ 8,805,000 § 3,296,513  § 12,101,513

B) 2008 Water Revenue Bonds (USDA)

On July 16, 2008, the Coachella Water Authority issued $ 5,000,000 Water Revenue Bonds (USDA),
Series 2008 to finance on-going capital improvements to the Water Enterprise. Interest on the bonds is
payable January 1 and July 1 each year, and accrues at 4.375% per annum. Principal on the bonds is
payable in annual installments ranging from $48,135 to $255,746, commencing July 1, 2009 to July 1,
2048.

The annual requirements to amortize the debt are:

Year Ending
June 30, Principal Interest Total

2018 $ 67,801 $ 197,601 $ 265,402
2019 70,767 194,570 265,337
2020 73,863 191,406 265,269
2021 77,094 189,104 266,198
2022 80,467 184,657 265,124
2023-2027 458,325 701,046 1,159,371
2028-2032 567,749 919,282 1,487,031
2033-2037 703,298 615,742 1,319,040
2038-2042 871,208 444,160 1,315,368
2043-2047 1,079,206 231,614 1,310,820
2048-2049 500,724 21,142 521,866
Total $ 4,550,502 $ 3,890,324 % 8,440,826
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Coachella Water Authority
Notes to Financial Statements
Year Ended June 30, 2017

7) OTHER INFORMATION
A) Employee Retirement System and Pension Plans

The Authority, through the City, is a participant in the Public Employee’s Retirement System of the
State of California covering all of its permanent employees. The net pension obligation of $2,789,045
in the Statement of Net Position is the amount of the City’s total net pension liability that is allocated
to the Authority. See the City’s financial statements for more information, including the required
disclosures.

B) Risk Management

The Authority, through the City, is a member of the Public Entity Risk Management Authority
(PERMA) formerly Coachella Valley Joint Powers Insurance Authority (CVJPIA), a joint powers
authority formed under Section 990 of the California Government Code for the purpose of jointly
funding programs of insurance coverage for its members. The Authority is currently comprised of
thirty-four participating members’ agencies,

The City participates in the liability, worker’s compensation and long-term disability insurance
programs of PERMA.

The Liability Program is a risk sharing pool with a deductible option. At June 30, 2017, coverage is
provided from $125,000 to $10,000,000 per occurrence. This coverage represents a transfer of risk
from the members of the Authority for those losses in excess of the member’s self-insured retention
(SIR). The City has a SIR of $125,000. Covered losses include losses resulting from any one
occurrence because of personal injury, property damage or public officials’ errors and omissions.
Member premiums are subject to retrospective rating adjustments.

For those members choosing to establish deductibles under the liability program, losses in excess of
the deductible amounts are paid by the Authority from separate accounts maintained for each
participant. The deductible feature of the program acts as claims servicing type of public entity risk
pool and does not represent an additional transfer of risk. The City does not participate in the
deductible pool. At June 30, 2017, the City did not have a liability to the Authority for claims losses.

The Worker’s Compensation Insurance Program is a claims servicing pool, a banking pool and an
insurance purchasing pool. As an insurance purchasing pool, the program allows participating
members to benefit from the economies of scale in securing excess worker’s compensation coverage.
Coverage is provided from $250,000 to $10,000,000 for each accident or employee. The program, as a
claims servicing pool maintains separate accounts for each program member from which that
member’s losses are paid. The worker’s compensation insurance program does not provide for a
transfer of risk and advance funds to pay member losses in excess of member funds on deposit in the
manner of a banking pool. Participant premium deposits are subject to retroactive rating adjustments.
At June 30, 2017, the City did not have a liability to the Authority for worker’s compensation losses.

C) Commitments and Contingencies

At June 30, 2017, in the opinion of the Authority’s management, there are no outstanding matters
which could have a material adverse effect on the financial position of the Authority.
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Coachella Water Authority
Notes to Financial Statements
Year Ended June 30, 2017

8) POST-EMPLOYMENT BENEFITS

The Authority, through the City, offers post-employment benefits to eligible employees. The Net OPEB
Obligation of $398,862 in the Statement of Net Position is the amount of the City’s total Net OPEB

Obligation that is allocated to the Water Authority. See the City’s financial statements for more
information, including the required note disclosures.
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