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Independent Auditor’s Report on Basic Financial Statements

The Honorable Board of Directors of the
Rio Alto Water District
Cottonwood, California

Report on the Financial Statements

We have audited the accompanying financial statements of Rio Alto Water District (the
“District”), as of and for the year ended June 30, 2018, and the related notes to the financial
statements, which collectively comprise the basic financial statements as listed in the table of
contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

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

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

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Rio Alto Water District as of June 30, 2018, and the changes in financial
position and, where applicable, cash flows thereof for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
information presented in the required supplementary information section, referred to in the
table of contents, be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context.

We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
may have consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to
our inquiries, the basic financial statements, and other knowledge we obtained during our audit
of the basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Management has omitted Management’s Discussion and Analysis that accounting principles
generally accepted in the United States of America require to be presented to supplement the
basic financial statements. Such missing information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board which considers it an
essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. Our opinion on the basic financial statements is
not affected by this missing information.
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Other Supplemental Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a
whole. The Other Supplemental Information described in the Table of Contents is presented for
purposes of additional analysis and is not a required part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to
the underlying accounting and other records used to prepare the financial statements. The
information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the
financial statements or to the financial statements themselves, and other additional procedures
in accordance with auditing standards generally accepted in the United States of America. In
our opinion, the information is fairly stated in all material respects in relation to the financial
statements as a whole. This opinion does not address whether the internal asset/liability
reported between the water and sewer activities is fairly stated, because this internal
asset/liability is eliminated in preparing the basic financial statements of the District as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
February 20, 2019 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.

Collins Acco
Lincoln, California
February 20, 2019



RIO ALTO WATER DISTRICT

Statement of Net Position
June 30, 2018

Assets:

Current Assets:
Cash S 857,496
Accounts receivable 256,953
Less allowance for doubtful accounts (2,433)
Interest receivable 48,220
Prepaid Expenses 11,424
Inventory 16,435
Total Current Assets 1,188,095

Non-current Assets:
Investments designated for capital asset

acquisition and retirement of OPEB liability 517,919
Restricted cash 1,311,005
Delinquent accounts receivable 69,102
Delinquent taxes receivable 110,686
Capital assets, non-depreciable 463,183
Capital assets, depreciable,

net of accumulated depreciation 8,153,190

Total Non-current Assets 10,625,085
Total Assets 11,813,180
Deferred Outflows of Resources
Deferred outflows related to pensions 315,108
Total Assets and Deferred Outflows of Resources S 12,128,288
Liabilities:
Current Liabilities
Accounts payable S 20,326
Interest payable 72,070
Long-term liabilities due within one year 145,282
Total Current Liabilities 237,678
Non-current Liabilities
Long-term liabilities due beyond one year 7,897,003
Total Non-current Liabilities 7,897,003
Total Liabilities 8,134,681
Deferred Inflows of Resources
Deferred inflows related to pensions 43,362
Net Position:
Net investment in capital assets 2,675,333
Restricted
for project construction, debt service, or debt reserve 1,166,177
for capacity expansion 179,286
Unrestricted (70,551)
Total Net Position 3,950,245
Total Liabilities, Deferred Inflows of Resources, and Net Position S 12,128,288

The accompanying notes are an integral part of these financial statements.
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RIO ALTO WATER DISTRICT

Statement of Revenues, Expenses and Changes in Net Position
For the Year Ended June 30, 2018

Operating Revenues:

Utility services (net of $3,613 of bad debt) S 1,056,697
Hydrant charges 31,498
Other charges 41,932

Total Operating Revenues 1,130,127

Operating Expenses:

Payroll 458,252
Payroll benefits 449,181
Utilities 142,302
Tools and supplies 53,360
Contracted services 18,978
Maintenance 50,766
Insurance 21,606
Directors' fees 6,840
Office expense 13,200
Legal and audit 13,952
Regulatory fees 28,535
Wastewater permit testing 15,085
Other expense 26,114
Depreciation 317,392
Total Operating Expenses 1,615,563
Operating Income (Loss) (485,436)

Non-Operating Revenues and Expenses:
Grant revenue .-

Special Community Facilities District Tax 341,040
Property taxes 159,987
Connection and capacity expansion fees 181,416
Penalties from Tehama County 53,096
Lease income 16,800
Interest income 43,417
Interest expense (154,367)
Consultants for non-operating activities (12,972)
Total Non-operating Revenues and Expenses 628,417
Change in Net Position 142,981

Net Position - Beginning 4,566,330
Cumulative effect of other post-employment benefits (OPEB) accounting change (759,066)
Net Position - Beginning - As Restated 3,807,264
Net Position - Ending S 3,950,245

The accompanying notes are an integral part of these financial statements.
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RIO ALTO WATER DISTRICT

Statement of Cash Flows
For the Year Ended June 30, 2018

Cash Flows From Operating Activities:
Cash received from customers
Cash received from others
Cash payments to suppliers for goods and services
Cash payments to employees for services
Cash payments for payroll taxes and employee
benefits
Net Cash Provided (Used) by Operating Activities

Cash Flows from Non-Capital Financing Activities:
Cash received from ad valorem property taxes
Cash received from property tax penalties
Interest paid for non-capital activities

Net Cash Provided (Used) by Non-Capital
Financing Activities

Cash Flows from Capital and Related Financing
Activities:

Cash received from connection charges

Cash received from special taxes for sewer project

Retirement of capital-related debt

Interest paid on capital debt

Cash paid for suppliers for non-operating activities

Cash paid for acquisition of capital assets
Net Cash Provided (Used) by Capital and Related
Financing Activities

Cash Flows from Investing Activities:
Lease payments received for use of property
Interest on Investments

Net Cash Provided (Used) by Investing Activities

Net Increase (Decrease) in Cash and
Cash Equivalents

Cash and Cash Equivalents - Beginning of Year

Cash and Cash Equivalents - End of Year

The accompanying notes are an integral part of these financial statements.
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1,077,724
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(453,750)

(320,374)
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209,800

16,800
43,417

60,217

394,918

2,291,502
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2,686,420




RIO ALTO WATER DISTRICT

Statement of Cash Flows
For the Year Ended June 30, 2018

Reconciliation of Operating Loss to Net Cash
Provided by Operating Activities
Operating loss S (485,436)

Adjustment to reconcile operating loss to net
cash provided by operating activities:
Depreciation and amortization 317,392

Change in assets and liabilities:

(Increase) decrease in accounts receivable (69,789)
Increase (decrease) in allowance for doubtful accounts (117)
(Increase) decrease in prepaid expenses 248
(Increase) decrease in delinquent accounts receivable 59,435
(Increase) decrease in inventory (2,554)
Increase (decrease) in other post-employment

benefits (OPEB) liability, net of cumulative effect of accounting change 46,045
Increase (decrease) in accounts payable, accrued

expenses and other current liabilities 7,554
Increase (decrease) in accrued compensated

absences 4,502
Change in net pension liability and deferred outflows and

inflows related to pensions 82,762

Net Cash Provided (Used) by Operating Activities S (39,958)

Cash and Cash Equivalents:
Financial Statement Classification:

Cash S 857,496
Investments designated for capital asset

acquisition and retirement of OPEB liability 517,919
Restricted cash 1,311,005

Total Cash and Cash Equivalents - Reported
on Balance Sheet S 2,686,420

The accompanying notes are an integral part of these financial statements.
7



RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 1. REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(A) Description of Reporting Entity

The Rio Alto Water District (the “District”), a special district of the State of California,
was organized to provide water to the residents of the Lake California area in
Cottonwood, California. Rio Alto Water District was created under the State of
California Water Code on December 30, 1968. Shortly after its formation, the voters of
the District approved a measure allowing the district to also engage in the collection,
transmission, treatment, and disposal of wastewater generated within the District
boundaries. The financial statements of the District include the financial activities of
the Rio Alto Water District and Community Facilities District No. 2011-1.

On January 11, 2012, the Board of Directors adopted Resolution 02-12 forming
Community Facilities District No. 2011-1 for the purpose of funding necessary
improvements to the wastewater treatment plant and to create a wetland in order to
comply with the terms of the NPDES permit from the Regional Water Quality Control
Board Central Valley Region. On April 17, 2012 the voters within the boundaries of the
Community Services District No. 2011-1 approved Measure A levying a special tax on
landowners within the District.

The District’s primary source of revenues are from charges to residential customers for
sewer and water services primarily in the District’'s boundaries which encompass
approximately 6,000 acres located in Northern Tehama County, California. The District
shares in the Tehama County ad valorem tax for special districts, which is determined
by the Tehama County Auditor based on State law. As well, the District receives
interest income from investments.

The governing body of the District is a Board of Directors consisting of five members
elected for four year terms. Management of the District is the responsibility of the
General Manager as appointed by the Board of Directors. No legally separate entities
meet the criteria specified in GASB 61 for treatment as component units of the District.
Community Facilities District 2011-1 is not considered a separate legal entity as it does
not have its own governing board, all decisions are made for it by the Board of Directors
of Rio Alto Water District, and all property is owned by Rio Alto Water District. Its
financial results are reported as part of the District. However, the



RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 1. REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continued)

the USDA Bond obligation and SWRCB installment sale agreement are payable solely
from the Community Facilities District special taxes and the assets pledged, and are not
general obligations of the District. More information on the District’s debt can be found
in Note 4. No separate financial statements are issued for Community Facilities District
No. 2011-1.

(B) Basis of Presentation.

The accounts of the District are organized and operated on a fund basis. Each fund
contains a separate, self-balancing set of accounts to account for its operations.

All activities of the District are accounted for within proprietary (enterprise) funds.
Proprietary funds are used to account for operations that are (a) financed and operated
in @ manner similar to private business enterprises where the intent of the governing
body is that the costs (expenses, including depreciation) of providing goods or services
to the general public on a continuing basis be financed or recovered primarily through
user charges; or (b) where the governing body has decided that periodic determination
of revenues earned, expenses incurred, and/or net income is appropriate for capital
maintenance, public policy, management control, accountability, or other purposes.

(C) Basis of Accounting.

Proprietary funds are accounted for on a flow of economic resources measurement
focus, which requires use of the accrual basis of accounting. On this basis, all assets and
liabilities associated with operations are included on the statement of net position,
revenues are recognized when earned, and expenses are recorded at the time the
liabilities are incurred, regardless of the timing of the related cash flows.

Proprietary funds distinguish operating revenues and expenses from non-operating
items. Operating revenues and expenses generally result from providing services and
producing and delivering goods in connection with a proprietary fund’s principal
ongoing operations. The District’s principal ongoing operations provide water and
sewer services to residential customers. Accordingly, the principal operating revenues
of the District are charges to residential customers for water and sewer and closely
related services. Operating expenses include the costs of sales and services,



RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 1. REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continued)

transmission and distribution, administrative expenses, and depreciation on capital
assets. All revenues and expenses not meeting the definition of operating revenues or
expenses above are reported as non-operating revenues and expenses. Revenues from
property taxes, connection fees, penalties from Tehama County, capacity expansion
fees, and interest income are considered non-operating revenues.

The proprietary funds are presented in accordance with the hierarchy of generally
accepted accounting principles for state and local governments, as described in GASB
Statement 76.

For purposes of the Statements of Cash Flows, the District defines cash and cash
equivalents as bank account balances available on demand, cash on hand, and
investment account balances that can be easily converted to cash within seven calendar
days (such as the Local Agency Investment Fund). Cash flows from operating activities
are presented using the direct method. All investments are reported at fair value,
which is either the market price or amortized cost.

Statement of Net Position — The statement of net position is designed to report the
financial position of the District at the balance sheet date. The District’s fund equity
(net position) shown on this statement is separated into three categories defined as
follows:

° Net Investment in Capital Assets — This component of net position consists of
capital assets, net of accumulated depreciation and reduced by any outstanding
balances of debt that are attributable to the acquisition, construction or
improvement of these assets. This category of net position is considered non-
expendable.

° Restricted — This component of net position consists of net position that is subject
to external constraints imposed by creditors (such as through debt covenants),
grantors, contributors or laws or regulations of other governments. It includes net
position constrained by law, constitutional provisions or enabling legislation.

° Unrestricted — This component of net position consists of net position that does
not meet the definition of “restricted” or “net investment in capital assets.” The
District’s Board of Directors may designate portions of unrestricted net position
for particular purposes.

10



RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 1. REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continued)

Statement of Revenues, Expenses, and Changes in Net Position — The statement of
revenues, expenses and changes in net position presents the results of operations of
the proprietary funds for the current period. Revenues are reported by major source.
Operating revenues and expenses are presented separately from non-operating items
and an operating income subtotal is presented prior to adjustment for non-operating
items.

(D) Revenue Policies — Utility Fees.

The District’s principal sources of revenue are from water sales, water connection fees,
sewer charges for collection, transmission, treatment and disposal of wastewater, and
charges for the availability of utility services that are paid by owners of undeveloped
lots. Water rates are established by the Board, but may only be increased in
accordance with California’s Proposition 218, which requires that notices of any
proposed fee increases be mailed to all property owners, that a public hearing be held,
and that the fee increase may not be implemented if written objections are received
from a majority of property owners. However, the District’s authority to set water rates
is not subject to the oversight or approval of the California Public Utilities Commission
or another regulatory agency. The District recognizes revenue for these charges when
they are earned through the provision of services or the passage of time. In compliance
with Prop 218, the District held a public hearing on May 19, 2016 and in the absence of
a majority written protest, approved an increase to water rates, staged in over the
subsequent five fiscal years, in response to rate study prepared by Bartle Wells
Associates.

(E) Revenue Policies — Connection and Capacity Expansion Fees.

The District charges a Connection fee, and, for customers located in certain areas, a
capacity expansion fee, for connecting to the District for the first time. The fee varies
depending on the location of the new connection and whether the customer is
connecting to both the water and sewer systems or the water system only. As these
fees are intended primarily to finance capital costs, they are classified as non-operating
revenue. The District recognizes revenue at the time the application is tendered for the
new connection.

11



RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 1. REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continued)

(F) Delinquent Accounts and Taxes Receivable.

The District transfers delinquent accounts to the Tehama County Tax Collector once per
year, and a majority of these accounts are eventually collected. The allowance for
uncollectible accounts is increased annually to reflect 100% of the amounts due on
water and sewer charges over 90 days delinquent, less the portion of this amount that
has been transferred to the Tehama County Tax Collector for Collection. The portion of
accounts receivable transferred to Tehama County for collection, reduced by significant
Tehama County collections to be received in the January following the fiscal year end,
and delinquent special taxes receivable outstanding at year end are reflected as a
noncurrent asset because the majority of these amounts will not be collected within
twelve months of the end of the fiscal year.

(G) Property Tax Revenue.

In accordance with Article XllI-A of the State Constitution, California property taxes are
collected by the County Tax Collector, pooled, and then allocated to the local
governments within the County. Property tax revenue is recognized when taxes are

levied.

The property tax calendar is as follows:

Lien date: January 1

Levy date: July 1

Due date: First installment — November 10
Second installment — February 10

Delinquent date: First installment — December 11

Second installment — April 11

Under California law, property taxes are assessed and collected by the counties at up to
1% of assessed value, plus other increases approved by the voters. Property taxes
collected are allocated to the District three times a year. The final distribution is made
close to June 30 each year and reflects the property taxes collected from April 10 to
approximately May 30.

The Board of Directors, acting as the Board of Community Facilities District 2011-1,
levies a special tax each year up to $289 per equivalent dwelling unit to provide for the

12



RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 1. REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continued)

debt service on the debt incurred in connection with the sewer treatment plant
improvement project. While still authorized to levy the maximum tax of $289, starting
in fiscal year 2015-2016, the Board of Directors reduced the levy to $240 per equivalent
dwelling unit. The taxes are collected by the Tehama County Tax Collector at the same
time as the ad valorem taxes.

(H) Designation of Investments for Capital Asset Acquisition and OPEB Liability
Retirement.

Through the budgeting process, the District’s Board of Directors has designated
portions of its investment account balances for use in acquiring capital assets and
retiring the District’s OPEB liability. In accordance with GASB Statement 62, paragraph
31, the District considers these investment balances to be noncurrent assets, because
their intended use is to acquire other noncurrent assets or to retire liabilities that are
not due within one year.

(1) Inventories.

The District’s inventories are valued at historical cost on a first-in, first-out basis.
Expenses are recorded when inventory items are used. The inventory consists of water
meters and materials and supplies for maintenance of the District’s water and sewer
systems.

(J) Prepaid Expense.

The District’s prepaid expense consists in all material respects of prepaid insurance.

(K) Capital Assets.

The District’s capital assets include plant and equipment, which are recorded at
historical cost. The original plant and improvements completed by the original
developer of Lake California and three low pressure systems located outside the sewer
district were contributed to the District and were recorded at their fair market value.
New developments of residential lots are accepted only when the construction of the

utilities meet the standards set by the District and are capitalized at a cost approved by
the district’s engineers.

13



RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 1. REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continued)

The District’s policy is to capitalize all assets with a useful life of more than a year which
cost in excess of $1,000. The District uses the straight-line method of computing
depreciation. Estimated useful lives of the District’s assets are determined based on the
length of time the asset class is expected to provide service to the District and are as

follows:
Water Plant 60 years
Sewer Treatment Plant, including the
low pressure sewer systems 50 years
Buildings 35 years
Equipment 5 to 10 years

Maintenance and repairs are expensed as incurred. Significant renewals or betterments
are capitalized and depreciated over their estimated useful lives. Costs incurred prior to
completion for major improvements or construction of capital assets are accumulated
in construction in progress. Once they are ready for use, assets previously recorded in
construction in progress are transferred to the appropriate capital asset category.

(L) Loan Payable

The District records outstanding obligations for loans payable at the time funds are
disbursed by the lender to the District or for its benefit. In accordance with GASB 62,
the District classifies the portion of loans payable due within one year from the balance
sheet date as a current liability.

(M) Compensated Absences

The District’s employees earn vacation in varying amounts depending on length of
service. Employees also earn sick leave at the rate of one day to 1 - 5/12 days per
month depending on job category. There is no maximum accrual of sick leave except
that the General Manager cannot accrue sick leave in excess of 90 days. Vacation can
be accumulated to a total of between 20 to 50 days depending upon length of service
and job category. Employees and the General Manager are allowed to take payment in
lieu of vacation up to one-half of an employee’s yearly accrual each fiscal year. Upon
separation from the District, employees are entitled to full payment for accrued
vacation but not for sick leave. The District records its obligations for vacation when

14



RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 1. REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continued)

earned by the employees based on current rates of pay at the time. The division of the
compensated absences liability to current and long-term portions was based on
experience.

(N) Restricted and Unrestricted Resources.

When both restricted and unrestricted resources are available for use, the District uses
restricted resources first, and then unrestricted resources as needed.

(O) Net Pension Liability and Deferred Outflows and Inflows Related to Pensions.

For purposes of measuring the net pension liability and deferred outflows/inflows of
resources related to pensions, and pension expense, information about the fiduciary
net position of the District’s California Public Employees’ Retirement System (CalPERS)
plans (Plans) and additions to/deductions from the Plans’ fiduciary net position have
been determined on the same basis as they are reported by CalPERS. For this purpose,
benefit payments (including refunds of employee contributions) are recognized when
due and payable in accordance with the benefit terms. Investments are reported at fair
value.

(P) Other Post-Employment Benefits (OPEB).

For purposes of measuring the net OPEB liability, deferred outflows of resources and
deferred inflows of resources related to OPEB, and OPEB expense, information about
the fiduciary net position of the District’s plan (OPEB Plan) and additions to/deductions
from the OPEB Plan’s fiduciary net position have been determined on the same basis.
For this purpose, benefit payments are recognized when currently due and payable in
accordance with the benefit terms. Investments are reported at fair value.

Generally accepted accounting principles require that the reported results must pertain
to liability and asset information within certain defined timeframes. For this report, the
following timeframes are used:

Valuation Date July 1, 2017

Measurement Date June 30, 2018
Measurement Period July 1, 2017 to June 30, 2018

15



RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 1. REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(continued)

(Q) Use of Estimates.

The preparation of basic financial statements in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that
affect reported amounts and disclosures. Actual results could differ from those
estimates.

(R) Effect of New Pronouncements

The District implemented GASB Statement 75 Accounting and Financial Reporting for
Postemployment Benefits Other Than Pensions, in the accompanying financial
statements for the fiscal year ended June 30, 2018. The standard requires the District
to measure its other post-employment benefits (OPEB) liability using the present value
of projected benefits attributable to employee service performed as of the date of the
financial statements, less an allowance for the plan assets available to finance those
benefits. Previous guidance provided by GASB Statement 45 required the District to
measure its OPEB liability based on the cumulative difference between the actuarially
required annual contributions and the actual contributions made, but only since
implementation of GASB 45 was required in the June 30, 2010 financial statements.
The net OPEB obligation that now appears in these financial statements represents the
District’s projected obligation for other post-employment benefits that have been
earned by employees over many prior years of service. A cumulative effect of OPEB
accounting change has been recognized in the Statement of Revenues, Expenses and
Changes in Net Position to adjust the beginning Net Position to account for the impact
of this prior year activity so that current year operating results are not distorted.
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RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 2. CASH AND INVESTMENTS

Cash and investments as of June 30, 2018 are reported in the accompanying financial
statements in the classifications set forth below.

June 30, 2018

Unrestricted Restricted Total
Cash:
Cash on hand and in checking accounts S 223,738 S 224,934 S 448,672
Investments:
Cash in interest bearing "LAIF" account 1,151,677 1,086,071 2,237,748
Total S 1,375,415 S 1,311,005 S 2,686,420

(A) Deposits.

At June 30, 2018, the recorded amount of the District’s deposits is shown above. This
bank balance is partially covered by the Federal Deposit Insurance Corporation (FDIC),
which has a limit of $250,000. Amounts in excess of $250,000 are covered by the
multiple financial institution collateral pool that insures public deposits in the State of
California.

Various amounts of restricted cash are restricted for debt service, project construction,
and capacity expansion.

(B) Investments.

Local Agency Investment Fund. The District maintains an investment in the State of
California Local Agency Investment Fund (LAIF). LAIF is part of the Pooled Money
Investment Account (PMIA), an investment pool consisting of funds held by the state in
addition to those deposited in LAIF. All PMIA funds are managed by the Investment
Division of the State Treasurer’s Office. This fund is not registered with the Securities
and Exchange Commission as an investment company, but is required to invest
according to California Government Code. Participants in the pool include voluntary and
involuntary participants, such as special districts and school districts for which there are
legal provisions regarding their investments. The Local Investment Advisory Board
(Board) has oversight responsibility for LAIF. The Board consists of five members as
designated by State Statute. LAIF is not rated by any major investment rating agency.
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Note 2. CASH

RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

AND INVESTMENTS (continued)

At June 30, 2018, the District’s investment position in LAIF was $2,237,748, which
approximates fair value and is the same as value of the pool shares which is determined
on an amortized cost basis. LAIF is the only investment reported on an amortized cost
basis because the amount available for withdrawal is determined on this basis. The
total amount invested by all public agencies in PMIA on that day was $88.8 billion. Of
that amount, 1.89% is invested in structured notes and medium-term, asset-backed
securities, and 0.78% is invested in short-term, asset-backed commercial paper, with
the remaining 97.33% invested in other non-derivative financial products.

Under the California Government Code, the District may only invest its funds in the
following investment types:

Maximum %
Investment of Portfolio
U.S. Treasury Obligations None.
U.S. Agency Obligations None.
State and Local Government Bonds None.
Bankers' Acceptances 40%
Commercial Paper 25%
Negotiable Certificates of Deposit/CD Placement Service 30%
Repurchase Agreements None.
Reverse Repurchase Agreements and Loans of Securities 20%
Medium-Term Notes 30%
Mutual Funds and Money Market Mutual Funds 20%
Collateralized Bank Deposits None.
Mortgage Pass-Through Securities 20%
Bank Time Deposits None.
County Pooled Investment Funds None.
Joint Powers Authority Investment Pools None.
Local Agency Investment Fund (LAIF) None.
Supranational Obligations 30%

In addition, the District’s Board of Directors must approve investments. At this time,
the only investment approved by the Board is the California Local Agency Investment
By limiting its investments to this fund managed in accordance with the
California Government Code, the District minimizes its credit quality risk, custodial
credit risk, concentration of credit risk, interest rate risk, and foreign currency risk.

Fund.
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Note 3.

Note 4.

RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

CAPITAL ASSETS

Capital asset activity for the fiscal year ended June 30, 2018 is summarized below:

Year ended Transfer / Year ended
June 30, 2017 Additions Reductions  Adjustment June 30, 2018
Land S 463,183 S - S - S - S 463,183
Water utility plant 2,934,542 - - 2,934,542
Sewer utility plant 8,574,627 15,672 - - 8,590,299
General plant/equipment 1,024,336 - 1,024,336
Software 21,750 - - 21,750
TOTALS 13,018,438 15,672 - - 13,034,110
Less accumulated depreciation (4,100,345) (317,392) - (4,417,737)
Total Capital Assets, Net S 8,918,093 § (301,720) $ - S - S 8,616,373

LONG-TERM LIABILITIES

Long-term liabilities at June 30, 2018, consisted of the following:

Amounts Due
Balance Balance Within One
June 30, 2017 Additions Deletions June 30, 2018 Year

Net pension obligation S 803,377 S 583,898 S (459,544) S 927,731 S -

OPEB* 338,870 862,302 * (57,191) 1,143,981 -

SWRCB

Installment

Sale Agreement 1,210,540 - (53,500) 1,157,040 54,516

USDA Bond 4,857,870 - (73,870) 4,784,000 76,000

Compensated

Absences 25,031 72,268 (67,766) 29,533 14,766
Total S 7,235,688 S 1,518,468 S (711,871) S 8,042,285 S 145,282

* Additions to the OPEB liability include the net cumulative effect of accounting change
adjustment that resulted from implementing GASB Statement 75.
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RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 4. LONG-TERM LIABILITIES (continued)

On May 16, 2013, the California State Water Resources Control Board (SWRCB)
executed a finance agreement with the District to provide up to $1,215,000 in debt
financing from the State’s Clean Water State Revolving Fund for the District’s
wastewater treatment plant improvement project. The proceeds of the financing are
disbursed to the District only upon receipt of disbursement requests from the District
that itemize project costs incurred. Annual installment payments on the debt are due
to the SWRCB March 17 of each year, with annual interest accruing at the rate of 1.9%.
Payments began March 17, 2017 and the final payment will be due March 17, 2036.
The financing is structured as an installment sale agreement of the wastewater
treatment plant improvement and constructed wetlands project. The agreement
requires the District to maintain one year of debt service in a reserve fund for the entire
term of the agreement. Special tax revenues levied for project purposes under the
Community Facilities District are pledged for payment of this and any other debt related
to the project and repayment is secured by a lien on these revenues. The District has
covenanted to levy special taxes each year in a total amount of at least 1.1 times the
total annual debt service. SWCRB reserves the right to require an audit of the District’s
disbursements reimbursed by the loan proceeds.

On August 15, 2014, the District issued a Special Tax Bond to the United States
Department of Agriculture (USDA) to finance necessary improvements to the
wastewater treatment plant and the constructed wetlands project. The total face
amount of the bond is $5,000,000. The bond bears interest at the rate of 2.75%. The
bond matures in annual installments and interest on the bond is payable in semi-annual
installments over 40 years commencing on July 1, 2015. The bond is secured by a first
lien and pledge of the special tax revenues levied by Community Facilities District 2011-
1 for the project. USDA requires the District to set aside a reserve equal to the average
annual debt service and a short-lived asset reserve to be funded with $15,730 annually.
The bond is payable solely from the Community Facilities District 2011-1 special tax
revenues and the assets pledged.
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RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 4. LONG-TERM LIABILITIES (continued)

The below table represents estimated principal and interest payments to maturity on
the USDA Special Tax Bond and the SWRCB Installment Sale Agreement.

Year Ending June 30, Principal Interest Total
2019 130,516 152,499 283,015
2020 133,552 149,345 282,897
2021 136,608 146,117 282,725
2022 140,683 142,801 283,484
2023 143,779 139,395 283,174
2024-2028 772,078 642,941 1,415,019
2029-2033 869,775 544,305 1,414,080
2034-2038 826,049 434,331 1,260,380
2039-2043 692,000 336,793 1,028,793
2044-2048 792,000 234,933 1,026,933
2049-2053 908,000 118,223 1,026,223
2054-2058 396,000 10,918 406,918
Total 5,941,040 3,052,601 8,993,641

The District’s total interest expense incurred is displayed as a non-operating expense on
the Statement of Revenues, Expenses, and Changes in Net Position.

21



Note 5.

Note 6.

RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

RISK MANAGEMENT/INSURANCE JOINT VENTURE

The District is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees, natural disasters,
delivery of water, and treatment and disposal of wastewater. These risks are addressed
through the District’s membership in the Association of California Water Agencies -
Joint Powers Insurance Authority (JPIA). The purpose of the JPIA is to arrange and
administer programs for the pooling of self-insured losses, to purchase excess
insurance, or reinsurance, and to arrange for group-purchased insurance for property
and other coverages. The JPIA’s members have pooled funds in order to be self-insured
for general liability, property, pollution liability and workers’ compensation. Each
Member district pays a premium commensurate with the level of coverage requested,
and shares surpluses and deficit proportionate to their participation.

The District has had no settlements that exceeded its insurance coverage in any of the
last three years. Complete audited financial statements of the JPIA can be obtained
online at www.acwajpia.com.

PENSION PLAN.
(A) Plan Description

The District contributes to the California Public Employees’ Retirement System
(CalPERS), a cost-sharing multiple-employer defined benefit pension plan. The District’s
plan is part of the “Miscellaneous 2% at 60 Risk Pool” within the CalPERS system. All
full-time District employees who have been employed for over six months are eligible to
participate in CalPERS. CalPERS acts as a common investment and administrative agent
for participating public entities within the State of California. A menu of benefit
provisions as well as other requirements is established by State statutes within the
Public Employee’s Retirement Law. The District selects optional benefit provisions from
the benefit menu by contract with CalPERS and adopts those benefits through the
approval of the District’'s Board of Directors. Benefits include a periodic pension
payment upon retirement, as well as death and survivor benefits. Annual cost of living
adjustments are included. Disability retirement is permitted subject to certain
requirements. CalPERS makes reports available to the public that provide a detailed
description of the pension plan’s benefit provisions, actuarial assumptions, membership
information, and fiduciary net position. These reports can be found on the CalPERS
website at http://www.calpers.ca.gov/
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RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 6. PENSION PLAN (continued)
The Plans’ provisions and benefits in effect at June 30, 2018, are summarized as follows:

Miscellaneous

Prior to On or after
Hire date January 1, 2013 January 1, 2013
Benefit formula 2% @ 60 2% @ 62
Benefit vesting schedule 5 years service 5 years service
Benefit payments monthly for life monthly for life
Retirement age (no disability) 50+ 52+
Monthly benefits, as a % of eligible
compensation 1.092% -2.418% 1.0% to 2.5%
Required employee contribution rates 7% 6.25%
Required employer contribution rates 7.653% + 560,454 6.533% + S18

(B) Funding Policy

Section 20814(c) of the California Public Employees’ Retirement Law requires that the
employer contribution rates for all public employers be determined on an annual basis
by the actuary and shall be effective on the July 1 following notice of a change in the
rate. Funding contributions for both Plans are determined annually on an actuarial
basis as of June 30 by CalPERS. The actuarially determined rate is the estimated
amount necessary to finance the costs of benefits earned by employees during the year,
with an additional amount to finance any unfunded accrued liability. The actuarial
methods and assumptions used are those adopted by the CalPERS Board of
Administration. The District is required to contribute the difference between the
actuarially determined rate and the contribution rate of employees.

Active plan members who were members prior to January 1, 2013 are required to
contribute 7 percent of their annual covered salary by state statute; however, the
District pays this 7 percent on behalf of employees as a fringe benefit negotiated in past
years’ pay packages. Active plan members whose membership began on or after
January 1, 2013 are required to contribute 6.25%; for these members the District does
not contribute the employee’s 6.25% on his or her behalf and makes only the
contribution required of the employer.

23



RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 6. PENSION PLAN (continued)

For the year ended June 30, 2018, the employer contributions recognized as deferred
outflows of resources were $95,060.

(C) Annual Pension Cost and Net Pension Obligation

Beginning with the fiscal year ended June 30, 2015, the District’s net pension liability for
each Plan is measured as the proportionate share of the total net pension liability for all
employers in the plan. The net pension liability of each of the Plans is measured as of
June 30, 2017, and the total pension liability for each Plan used to calculate the net
pension liability was determined by an actuarial valuation as of June 30, 2016 rolled
forward to June 30, 2017 using standard update procedures. The District’s proportion
of the net pension liability was based on a projection of the District’s long-term share of
contributions to the pension plans relative to the projected contributions of all
participating employers, actuarially determined. The District’s proportionate share of
the net pension liability of the plan as of June 30, 2018 was approximately 0.0235342%.

For the year ended June 30, 2018, the District recognized pension expense of
$177,821. At June 30, 2018, the District reported deferred outflows of resources and

deferred inflows of resources related to pensions from the following sources:

Deferred Outflows Deferred Inflows

of Resources of Resources

Pension contributions subsequent to S 95,060 S -
measurement date
Changes in employer’s proportion and 39,182 26,468
differences between the employer’s
contributions and the employer’s
proportionate share of contributions
Changes in assumptions 145,294 --
Difference between projected and -- 16,894
actual experience
Net differences between projected 35,572 --
and actual earnings on plan
investments

Total S 315,108 S 43,362
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Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 6. PENSION PLAN (continued)

$95,060 is reported as deferred outflows of resources related to contributions
subsequent to the measurement date and will be recognized as a reduction of the net
pension liability in the year ended June 30, 2019. Other amounts reported as deferred
outflows of resources and deferred inflows of resources related to pensions will be

recognized as pension expense as follows:

The total pension liabilities in the June 30, 2016 actuarial valuations that were used to
30, 2018 net pension liability shown in these financial statements

determine the June

Year Ended

June 30

2019 (48,874)
2020 (95,369)
2021 (53,564)
2022 21,121
2023

Thereafter

were determined using the following actuarial assumptions:

Valuation Date

Measurement Date
Actuarial Cost Method

June 30, 2016
June 30, 2017
Entry age normal cost method

Actuarial Assumptions
Discount Rate 7.15%*

Investment Rate of Return
Projected Salary Increases

Inflation

Mortality Rate Table

2.75%

Payroll Growth 3.00%
Post Retirement Benefit Increases Cost of

*The discount rate used to measure the total pension liability was 7.15% for each Plan.

thereafter
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RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

Note 6. PENSION PLAN (continued)

Expectations about future cash flows used in the development of the discount rate
assume that both members and employers will make all required contributions on time
and as scheduled in all future years. To determine whether the municipal bond rate
should be used in the calculation of a discount rate for each plan, CalPERS stress tested
plans that would most likely result in a discount rate that would be different from the
actuarially assumed discount rate. Based on the testing, none of the tested plans run
out of assets. Therefore, the current 7.15 percent discount rate is adequate and the use
of the municipal bond rate calculation is not necessary. The long term expected
discount rate of 7.15 percent will be applied to all plans in the Public Employees
Retirement Fund (PERF) and all periods of projected benefits. The stress test results are
presented in a detailed report that can be obtained from the CalPERS website.

**The long-term expected rate of return on pension plan investments was determined
using a building-block method in which best-estimate ranges of expected future real
rates of return (expected returns, net of pension plan investment expense and inflation)
are developed for each major asset class.

In determining the long-term expected rate of return, CalPERS took into account both
short-term and long-term market return expectations as well as the expected pension
fund cash flows. Using historical returns of all the funds’ asset classes, expected
compound returns were calculated over the short-term (first 10 years) and the long-
term (11-60 years) using a building-block approach. Using the expected nominal returns
for both short-term and long-term, the present value of benefits was calculated for
each fund. The expected rate of return was set by calculating the single equivalent
expected return that arrived at the same present value of benefits for cash flows as the
one calculated using both short-term and long-term returns. The expected rate of
return was then set equivalent to the single equivalent rate calculated above and
rounded down to the nearest one quarter of one percent.
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Note 6. PENSION PLAN (continued)

The table below reflects the long-term expected real rate of return by asset class. The
rate of return was calculated using the capital market assumptions applied to
determine the discount rate and asset allocation. These geometric rates of return are

net of administrative expenses.

Assumed Real Return Real Return

Asset Years 1 - Years
Asset Class Allocation 10(a) 11+(b)
Global Equity 50.0% 4.80% 5.98%
Fixed Income 28.0% 1.00% 2.62%
Inflation Assets 0.0% 0.77% 1.81%
Private Equity 8.0% 6.30% 7.23%
Real Assets 13.0% 3.75% 4.93%
Liquidity 1.0% 0.00% -0.92%
Total 100.0%

(a) An expected inflation of 2.00% used for this period.
(b) An expected inflation of 2.92% used for this period.

***The underlying mortality assumptions and all other actuarial assumptions used in
the June 30, 2016 valuation were based on the results of a January 2014 actuarial
experience study for the period 1997 to 2011.

can found on the CalPERS website.
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Note 7.

RIO ALTO WATER DISTRICT

Notes to the Basic Financial Statements
For the Year Ended June 30, 2018

PENSION PLAN (continued)

Sensitivity of the Proportionate Share of the Net Pension Liability to Changes in the
Discount Rate — The following presents the District’s proportionate share of the net
pension liability for each Plan, calculated using the discount rate for each Plan, as well
as estimated amounts for what the District’s proportionate share of the net pension
liability would be if it were calculated using a discount rate that is 1-percentage point
lower or 1-percentage point higher than the current rate:

Discount Rate 6.15% 7.15% 8.15%
Net Pension Liability 1,446,196 927,731 498,328

OTHER POST-EMPLOYMENT BENEFITS.
(A) Plan Description

The District makes medical insurance coverage available to eligible retired employees
and their spouses through an agent multiple-employer plan governed by the Public
Employees’ Medical & Hospital Care Act (PEMHCA) and administered by the District.
Employees are generally eligible for this benefit after reach age 60 and accumulating 20
years of service to the District. As of June 30, 2018, the plan covered 7 active
employees (assuming these employees meet plan eligibility requirements upon
retirement) and two retired District employees who were then receiving benefits.
Pursuant to a decision of the Board on July 21, 2015, the District will pay 100% of the
high-deductible health plan premiums plus 100% of the dental and vision premiums for
current employees and spouses who are eligible to receive the benefit upon retirement.
Employees may elect another plan but are required to pay the difference in cost
between the plan chosen and the high-deductible health plan. Benefits are provided by
the Association of California Water Agencies in exchange for premiums paid by the
District. The plan is offered per District policy and benefit provisions may be amended
at the District’s option. Prefunding contributions are made to the California Employers
Retiree Benefit Trust (CERBT) Fund administered by the California Public Employees
Retirement System (CalPERS). No stand-alone reports are issued for the plan other
than the audited financial report from CERBT that displays separate fiduciary net
position balances for each employer. The report is available on the CalPERS website at
https://www.calpers.ca.gov/page/employers/benefit-programs/cerbt
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Note 7. OTHER POST-EMPLOYMENT BENEFITS (continued)
(B) Contributions

In addition to making direct payments for current retiree benefits due, the District
makes a discretionary additional contribution to the CERBT trust as determined during
each year’s budgeting process based on an analysis of funding priorities and approved
by the Board of Directors. For the fiscal year ended June 30, 2018, the District
contributed $26,621 in direct payments for retiree health premiums and an additional
$21,280 in contributions to CERBT. No contribution is currently required of plan
members.

(C) Measurement of the Net OPEB Liability and Underlying Assumptions

The District’s net OPEB liability was measured as of June 30, 2018 and the total OPEB
liability used to calculate the net OPEB liability was determined by a valuation under the
alternative measurement method dated July 1, 2017 that was rolled forward to
determine the June 30, 2018 total OPEB liability, based on the following assumptions:

Discount Rate 4.60%*

Long-term Rate of Return on Plan Investments 5.50%

Municipal Bond 20-Year High Grade Rate 3.62%

Ultimate Trend Rate 5%

HealthCare Trend Rates 2017 6%

later years 5%

Dental, Vision, and Other Trend Rate 4%

Age-adjustment Factor 4%

Cap inflator (full inflation) 0%

Percent of Retirees with Spouses 60%

Salary Increase 3%

Pre-Retirement Mortality Rate RP-2014 Employee Mortality
Table **

Post-Retirement Mortality Rate RP-2014 Healthy Annuitant
Mortality Table**

Pre-Retirement Turnover Crocker-Sarason T5 Table

Published in The Actuary’s
Pension Handbook in 1955

*In order to determine the discount rate, the projected benefit payments related to
current employees for each future period were compared to the projected fiduciary net
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Note 7. OTHER POST-EMPLOYMENT BENEFITS (continued)

position available to make those payments. In periods where the fiduciary net position
was projected to equal or exceed the benefit payments required, the value of projected
benefits to be paid in that period was discounted to the present using the long-term
rate of return on plan investments shown above. In periods where the fiduciary net
position was projected to fall below the projected benefit payments, the value of
projected payments to be paid in that period was discounted using the municipal bond
20-year high grade bond rate shown above. The discount rate above is the single
(blended) rate that, when applied to all projected benefits regardless of whether
fiduciary net position is projected to be sufficient, yields the same present value of
projected benefits as the present value obtained by applying the long-term investment
rate of return or the municipal bond 20-year high grade rate separately to each
projected period based on whether or not the fiduciary net position is expected to be
sufficient, as discussed above.

The projected fiduciary net position for purposes of determining the discount rate, as
discussed above, was based on the assumption that the District will continue to pay all
retiree premiums as they come due (“pay-as-you-go financing”) pursuant to the
District’s written policy, plus a flat contribution to the CERBT trust of $21,280 per year
based on the District’s current budget amount. In accordance with GASB 75, paragraph
37, a portion of these projected contributions was allocated toward the service cost of
future employees and therefore removed from the projection of fiduciary net position
available to finance the costs of current employees. The amount allocated to future
employees was assumed to be 8.44% of projected future employee payroll in each
future period projected.

**The RP-2014 Mortality Tables are published by the Society of Actuaries based on
data from 123 private and public pension plans from the years 2004 through 2008. The
tables used were specific to males or females, as appropriate and used without
projection.

The assumptions used are subject to change as new information becomes available.
Actuarial valuations of the ongoing plan involve estimates of the value of reported
amounts and assumptions about the probability of occurrence of events far into the
future and are continually revised as actual results are evaluated in light of previous
expectations and new expectations are set. Examples include assumptions about future
employment, mortality, and the healthcare cost trend. The schedule of funding
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Note 7. OTHER POST-EMPLOYMENT BENEFITS (continued)

progress, presented as RSI following the notes to basic financial statements, presents
multiyear trend information that shows whether the actuarial value of plan assets is
increasing or decreasing over time relative to the actuarial accrued liabilities for
benefits. The calculations are based on the substantive plan as it is in place at the time
of each valuation.

The following presents the net OPEB liability of the District if it were calculated using a
discount rate that is one percentage point lower or one percentage point higher than
the current rate, for measurement period ended June 30, 2018:

1% Decrease Current Rate 1% Increase
Discount Rate 3.60% 4.60% 5.60%
Net OPEB Liability 1,344,466 1,143,981 980,610

The following presents the net OPEB liability of the District if it were calculated using
health care cost trend rates that are one percentage point lower or one percentage
point higher than the current rate, for measurement period ended June 30, 2018:

1% Increase Current Rate 1% Decrease
Healthcare Cost 7.00 % decreasing  6.00 % decreasing 5.00 % decreasing
Trend Rate t0 6.00 % t0 5.00 % t0 4.00 %
Net OPEB Liability 1,372,996 1,143,981 959,993
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OTHER POST-EMPLOYMENT BENEFITS (continued)
(D) Changes in the OPEB Liability
The changes in the net OPEB liability for the plan are as follows:

(Increase)/Decrease in Net OPEB Liability
Plan Fiduciary

Total OPEB Liability Net Position Net OPEB Liability
(a) (b) (a+b)
Balances at 6/30/2017 S (1,241,125) S 143,189 $ (1,097,936)
Changes for the year:
Service cost (46,486) (46,486)
Interest (56,478) (56,478)
Contribution-employer 48,266 48,266
Net investment income 8,925 8,925
Benefit payments 26,986 (26,986) -
Administrative expense (272) (272)
Net changes (75,978) 29,933 (46,045)
Balances at 6/30/2018 S (1,317,103) S 173,122 §$ (1,143,981)

(F) Deferred Outflows and Inflows.

The only deferred item related to the OPEB plan was a difference between expected
and actual investment returns which was not recognized in the financial statements due
to immateriality.

RESTRICTED AND UNRESTRICTED NET ASSETS.

The District’s net position that is not invested in capital assets is divided between
restricted and unrestricted portions. Restricted net position consists of the water and
sewer expansion fees received and the interest earned thereon, which can only be used
towards costs to expand the facilities and special taxes collected under Community
Facilities District 2011-1 for the purposes project construction and debt service
requirements on the Wastewater Treatment Plant project. When restricted funds are
used for construction of eligible fixed assets, the restricted and unrestricted portions of
net position are adjusted accordingly. The total amount of net position restricted by
enabling legislation as of June 30, 2018 was $1,345,463.
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Note 9. GANN/PROPOSITION 4 APPROPRIATIONS LIMIT

Article XIlI-B of the California Constitution establishes a limit on the amount that may
be appropriated for spending out of the proceeds of taxes for any given fiscal year. The
limit for each year is calculated by applying a cost-of-living and population change
factor to the previous year’s limit. Government Code Section 7910 requires adoption of
the limit by the Board of Directors.

As the District’s revenues include charges or services and other revenue that is not from
the proceeds of taxes, only the amount appropriated from the proceeds of taxes is
subject to the limit.

The calculation of the District’s Gann/Proposition 4 appropriations limit for the year
ended June 30, 2018 and the preceding fiscal year is as follows:

Water
2016-2017 187,231 1.0537 1.0015 1.0553 197,581
2017-2018 197,581 1.0369 1.0008 1.0377 205,036
Sewer
2016-2017 72,463 1.0537 1.0015 1.0553 76,469
2017-2018 76,469 1.0369 1.0008 1.0377 79,354

Community Facilities District 2011-1
2016-2017 990,382 1.0537 1.0015 1.0553 1,045,131
2017-2018 1,045,131 1.0369 1.0008 1.0377 1,084,563

The limits calculated above exceed the proceeds of taxes for both fiscal years
presented.
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DEFERRED COMPENSATION AND SAVINGS PLANS.

The District adopted a “Cafeteria Plan” for their employees, which allows them to use
pre-taxes salary for their share of medical coverage, and other benefits. This plan is
administered by a third party.

The District offers eligible employees the option of contributing a portion of their salary
to a deferred compensation plan established in accordance with Section 457 of the
Internal Revenue Code. Employee contributions made to this plan are generally held
until the termination, retirement, or death of the employee and are usually not taxable
to the employee until they are paid or made available to the employee. The plan is
administered by a third party.

The District has no liability for any losses sustained by employees through these plans.
SUBSEQUENT EVENTS.

In February 2019, the District’s Well #6 went out of service. The historical cost of Well
#6, net of accumulated depreciation as of June 30, 2018 was $209,183.

On February 12 and 13, 2019, a rare snowstorm hit the District. The snowstorm led to a
power failure, telecommunications failure, and limited access to the District facilities.
Despite the strenuous efforts of District personnel, a sewage spill resulted. The spill has
been reported to the California Office of Emergency Services and Regional Water
Quality Control Board. As of the date of issuance of these financial statements, the
impact on the District of the spill is still being determined.
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RIO ALTO WATER DISTRICT

Required Supplementary Information--Unaudited

For the Year Ended June 30, 2018

Schedule of the District’s Proportionate Share of the Net Pension Liability

Proportion of

Proportionate

Proportionate share of the net

Plan fiduciary net position

Year Ended net pension share of net Covered pension liability as a % of as a % of the total pension
June 30, liability pension liability payroll covered employee payroll liability

2014 0.01113% S 692,801 S 372,321 186.08% 80.14%

2015 0.02170% S 595,385 S 444,747 133.87% 79.89%

2016 0.02313% S 803,377 S 451,828 177.81% 75.87%

2017 0.02353% S 927,731 S 465,211 199.42% 75.39%

Although GAAP require a 10-year history of the above information, the data is available only for
periods since the implementation of GASB 68.
accumulated until the full 10 years are presented.

Schedule of Contributions

Contractually

As the years progress, the data will be

required Contributions in Contributions

contribution relation to the Contribution asa % of

Year Ended (actuarially actuarially determined deficiency Covered covered
June 30, determined) contributions (excess) payroll payroll Valuation Date
2014 S 58,142 S (58,142) $ S 372321 15.62% 6/30/2012
2015 $ 63,772  § (63,772) S S 444,747 14.34% 6/30/2013
2016 S 77,672 S (77,672) $ $ 451,828 17.19% 6/30/2014
2017 § 95,060 $ (95,060) S S 465,211 20.43% 6/30/2015

Although GAAP require a 10-year history of the above information, the data is available only for
periods since the implementation of GASB 68.
accumulated until the full 10 years are presented.

As the years progress, the data will be

A summary of the principal assumptions and methods used to determine the contribution rates
presented above for the relevant valuation date is below:

Valuation Date
Actuarial Cost Method
Amortization Method
Actuarial Assumptions
Investment Rate of Return
Projected Salary Increases

Inflation
Payroll Growth
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June 30, 2015
Entry age normal cost method
Level percent of payroll

7.5% (net of administrative expenses)
3.20% to 12.20% depending on age,
service and type of employment

2.75%
3.00%



RIO ALTO WATER DISTRICT

Required Supplementary Information--Unaudited
For the Year Ended June 30, 2018

Individual Salary Growth
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A merit scale varying by duration of
employment coupled with an assumed
annual inflation growth of 2.75% and
an annual production growth of
0.25%.



RIO ALTO WATER DISTRICT

Required Supplementary Information--Unaudited
For the Year Ended June 30, 2018

Schedule of Changes in the Net OPEB Liability and Related Ratios

For the measurement period ending 2018
Valuation date 7/1/2017

Total OPEB Liability

Service cost 46,486
Interest on the total
OPEB liability 56,478
Benefit Payments (26,986)
Net change in total OPEB
liability 75,978
Beginning total OPEB
liability 1,241,125
Ending total OPEB
liability (a) 1,317,103
Plan Fiduciary Net Position
Contributions - employer 48,266
Net investment income 8,925
Benefit payments (26,986)
Administrative expense (272)
Net change in plan
fiduciary net position 29,933
Beginning plan
fiduciary net position 143,189
Ending plan
fiduciary net position (b) 173,122
Net OPEB Liability (a) - (b) 1,143,981

Plan fiduciary net position as a
% of the total OPEB liability 13.14%

Covered-employee payroll 465,211

Net OPEB liability as a % of
covered-employee payroll 245.91%

Historical information is required only for measurement periods for which GASB 75 is applicable.

The District implemented GASB 75 for the measurement period ending June 30, 2018. Future
presentations will display up to 10 years of historical data.
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RIO ALTO WATER DISTRICT

Required Supplementary Information--Unaudited

For the Year Ended June 30, 2018

Schedule of Contributions

Fiscal year ended
Valuation date

Actuarially-determined
contribution (ADC)
Contributions in relation

to the ADC
Contribution
deficiency (excess)

Covered-employee payroll

Contributions as a % of
covered-employee payroll

2018
7/1/2017

93,030
(48,266)
44,764

465,211

10.38%

Historical information is required only for measurement periods for which GASB 75 is applicable. The
District implemented GASB 75 for the measurement period ending June 30, 2018. Future presentations will

display up to 10 years of historical data.
Methods and Assumptions Used to Determine Contributions

Discount Rate
Long-term Rate of Return on Plan Investments
Municipal Bond 20-Year High Grade Rate
Ultimate Trend Rate
HealthCare Trend Rates 2017

later years
Dental, Vision, and Other Trend Rate
Age-adjustment Factor
Cap inflator (full inflation)
Percent of Retirees with Spouses
Salary Increase
Pre-Retirement Mortality Rate

Post-Retirement Mortality Rate

Pre-Retirement Turnover
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4.60%
5.50%
3.62%
5%
6%
5%
4%
4%
0%

60%

3%

RP-2014 Employee Mortality
Table based on experience
data from 2004-2008
RP-2014 Healthy Annuitant
Mortality Table based on
experience data from 2004-
2008

Crocker-Sarason T5 Table
Published in The Actuary’s
Pension Handbook in 1955



OTHER SUPPLEMENTARY INFORMATION



RIO ALTO WATER DISTRICT

Supplemental Statement of Net Position by Activity

Assets and Deferred Outflows:
Current Assets:
Cash
Accounts receivable
Less allowance for
doubtful accounts
Interest receivable
Prepaid Expenses
Inventory
Total Current Assets

Non-current Assets:
Investments designated for
capital asset acquisition and
retirement of OPEB liability
Restricted cash
Delinquent accounts receivable
Delinquent taxes receivable
Advance to other activity
Capital assets, non-depreciable
Capital assets, depreciable,
Total Non-current Assets

Deferred outflows of resources

Total Assets & Def. Outflows

Liabilities and Deferred Inflows:

Current Liabilities
Accounts payable
Other current liabilities
Interest payable
Long-term liabilities due within
one year
Total Current Liabilities

Non-current Liabilities
Long-term liabilities due
beyond one year

Advance from other activity
Total Non-current Liabilities

Deferred inflows of resources

Total Liabilities & Def. Inflows

Net Position:
Net investment in capital
Restricted

Unrestricted
Total Net Position

Total Liabilities, Deferred
Outflows and Net Position

June 30, 2018

Community
Water Sewer . Total
Facilities

S 857,496 S - S - § 857,49
137,632 119,321 -- 256,953
(1,193) (1,240) -- (2,433)
48,220 -- -- 48,220
11,424 -- -- 11,424
15,996 439 -- 16,435
1,069,575 118,520 -- 1,188,095
383,749 134,170 -- 517,919
25,032 154,255 1,131,718 1,311,005
36,330 32,772 -- 69,102
-- -- 110,686 110,686
983,549 -- -- 983,549
2,062 25,535 435,586 463,183
1,187,107 628,303 6,337,780 8,153,190
2,617,829 975,035 8,015,770 11,608,634
159,718 155,390 -- 315,108
$3,847,122  $1,248945 S 8,015770 _$13,111,837
S 20326 S - 5 = 20,326
- - - 0
-- -- 72,070 72,070
14,766 130,516 145,282
S 35092 5 - S 202,586 S 237,678
1,061,772 1,024,707 5,810,524 7,897,003
-- 979,392 4,157 983,549
1,061,772 2,004,099 5,814,681 8,880,552
21,123 22,239 -- 43,362
1,117,987 2,026,338 6,017,267 9,161,592
1,189,169 653,838 832,326 2,675,333
25,032 154,254 1,166,177 1,345,463
1,514,934  _ (1,585,485) - (70,551)
2,729,135 (777,393) 1,998,503 3,950,245
$3,847,122 $1,248945 S 8,015,770 _$13,111,837
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RIO ALTO WATER DISTRICT

Supplemental Statement of Revenues, Expenses

Operating Revenues:
Utility services
Hydrant charges
Other Operating revenues
Total Operating Revenues

Operating Expenses:
Payroll and benefits
Other operating expenses
Depreciation
Total Operating Expenses

Operating Income (Loss)

Non-Operating Revenues and Expenses:
Special tax
Property taxes

Connection and capacity
expansion fees

Other nonoperating revenue
Interest expense
Other nonoperating expense

Total Non-operating Revenues and Expenses

Changein Net Assets

Net Position - Beginning

Prior period adjustment

Cumulative effect of OPEB accounting change
Net Position - Beginning - Restated

and
Changes in Net Position by Activity
For the Year Ended June 30, 2018
Community
Water Sewer . Total
Facilities

$ 541,168 $ 515,529 S - $ 1,056,697
31,498 -- - 31,498
23,645 18,287 -- 41,932
596,311 533,816 -- 1,130,127
516,049 391,384 -- 907,433
192,094 198,099 545 390,738
106,444 58,217 152,731 317,392
814,587 647,700 153,276 1,615,563
(218,276) (113,884) (153,276) (485,436)
. - 341,040 341,040
106,878 53,109 - 159,987
98,637 82,779 - 181,416
77,819 11,015 24,479 113,313
-- (4) (154,363) (154,367)
-- -- (12,972) (12,972)
283,334 146,899 198,184 628,417
65,058 33,015 44,908 142,981
2,748,562 (135,827) 1,953,595 4,566,330
295,048 (295,048) - -
(379,533) (379,533) -- (759,066)
2,664,077 (810,408) 1,953,595 3,807,264
$ 2,729,135 $ (777,393) S 1,998,503 $ 3,950,245

Net Position - Ending

See accompanying Auditor's Report.
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RIO ALTO WATER DISTRICT

Supplemental Statement of Cash Flows by Activity
For the Year Ended June 30, 2018

Community
Water Sewer . Total
Facilities
Cash Flows From Operating Activities:
Cash received from customers 580,007 497,717 - 1,077,724
Cash received from others 23,645 18,287 - 41,932
Cash payments to suppliers
for goods and services (186,846) (198,099) (545) (385,490)
Cash payments to employees
for services (258,541) (195,209) - (453,750)
Cash payments for payroll
taxes and employee benefits 91,463 (411,837) - (320,374)
Net Cash Provided (Used)
by Operating Activities 249,728 (289,141) (545) (39,958)
Cash Flows from Non-Capital Financing Activities:
Cash received from ad valorem
property taxes 106,878 53,109 - 159,987
Cash received from property
tax penalties (2,097) 6,973 - 4,876
Transfer from (to) internal entity - - - -
Interest paid for non-capital
activities (4) (4)
Internal advance received
(paid) (175,126) 179,949 (4,823) -
Net Cash Provided (Used)
by Non-Capital Financing
Activities (70,345) 240,027 (4,823) 164,859
Cash Flows from Capital and Related Financing Activities:
Cash received for
connection charges 98,637 82,779 - 181,416
Cash received from special
taxes for sewer project - - 340,144 340,144
Proceeds of capital-related debt - - - -
Capital grants received -
Retirement of capital-related
debt - - (175,515) (175,515)
Interest paid on capital debt (107,563) (107,563)
Cash paid for suppliers for
non-operating activities - - (13,010) (13,010)
Cash paid for acquisition of
capital assets (8,965) (6,707) - (15,672)
Net Cash Provided (Used)
by Capital and Related
Financing Activities 89,672 76,072 44,056 209,800
(continued next page)

See accompanying Auditor's Report.
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RIO ALTO WATER DISTRICT

Supplemental Statement of Cash Flows by Activity
For the Year Ended June 30, 2018

(continued from previous page)

Cash Flows from Investing Activities:

Lease payments received for
use of property
Interest income received
Net Cash Provided (Used)
by Investing Activities

Net Increase (Decrease)

Cash and Cash Equivalents -
Beginning of Year

Cash and Cash Equivalents -
End of Year

Community
Water Sewer . Total
Facilities

16,800 - 16,800
14,896 4,042 24,479 43,417
31,696 4,042 24,479 60,217
300,751 31,000 63,167 394,918
965,526 257,425 1,068,551 2,291,502
1,266,277 288,425 1,131,718 2,686,420

See accompanying Auditor's Report.
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RIO ALTO WATER DISTRICT

Notes to the Other Supplemental Information
For the Year Ended June 30, 2018

Advances To/From Other Activity and Prior Period Adjustment

The accompanying Supplemental Statement of Net Position by Activity displays an internal
advance between the water and sewer activities that was determined based on the cumulative
total amount by which the reported expenses of the sewer activity exceeded the revenues of
that activity since its inception. The methodology by which employee benefit and indirect costs
are allocated between the activities has a material impact in determining the ultimate ending
balance of this internal asset/liability. Prior to the 2015-2016 fiscal year, employee benefit
expenses and other indirect costs had been allocated between the water and sewer activities
based on a fixed allocation formula of 60% to Water and 40% to Sewer which was not adjusted
for changes in the employee or administrative effort devoted to the activities. In addition,
office personnel cost had been allocated in a higher percentage to sewer than an analysis of
their job duties might suggest, given that water billing is more time-consuming and customer-
service intensive than sewer billing.

Based on an analysis of financial data, the District has decided to restate the internal advance
between the water and sewer activities to what it would have been if the employee benefit
costs since July 1, 1998 had been allocated in a manner consistent with the related employee
salaries and if the office personnel had been allocated between the activities in a way that
takes into account the demands of the water billing process. This adjustment is shown in the
accompanying supplemental statements as a prior period adjustment.

Although the District began accumulating the liability from the sewer to the water activity at
the inception of sewer service in the 1970s, the District was under an obligation pursuant to
the terms of a legal settlement to provide sewer services even though it was not feasible for
the sewer to be self-sustaining at that point with the very small number of sewer customers
then connected to the system. In addition, the Proposition 218 requirements for rates that do
not exceed the reasonable cost of providing services did not go into effect until 1998. The
above adjustment does not include an adjustment for any amounts that accumulated prior to
July 1, 1998. These amounts have been segregated into a separate general ledger account in
the District’s books, and the District plans to address this pre-1998 portion of the balance once
the more recent balance has been retired. The total amount of the liability from the sewer
activity to the water activity that had accumulated prior to July 1, 1998 was $283,863.

The District has also reallocated pension and other post employment benefit liabilities arising
prior to July 1, 2017 equally to water and sewer based on the long-term historical breakdown
of salary costs between the two entities.

See accompanying Auditor's Report.
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COLLINS ACCOUNTANCY COMPANY

620 THIRD STREET, SUITE 120
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LiNcoLN, CALIFORNIA 95648-0426 CrAIG D. CoLLINS, CPA
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Independent Auditor’s Report on Internal Control Over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance With Government Auditing Standards

The Honorable Board of Directors of the
Rio Alto Water District
Cottonwood, California

We have audited, 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, the financial statements of
the Rio Alto Water District (the “District”), as of and for the year ended June 30, 2018, and the
related notes to the financial statements, and have issued our report thereon dated February
20, 2019.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the District’s
internal control over financial reporting (internal control) to determine the audit procedures
that are appropriate in the circumstances for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of
District’s internal control. Accordingly, we do not express an opinion on the effectiveness of
District’s internal control.

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

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and was not designed to identify all deficiencies in
internal control over financial reporting that might be material weaknesses or significant
deficiencies and therefore, material weaknesses or significant deficiencies may exist that were
not identified. Given these limitations, during our audit we did not identify any deficiencies in
internal control that we consider to be material weaknesses. We did identify a certain
deficiency in internal control, described in the accompanying schedule of findings and
responses as item 2018-001, that we consider to be a significant deficiency.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District's financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit,
and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.

District’s Response to Findings

The District’s response to the findings identified in our audit is described in the accompanying
Schedule of Findings and Responses. The District’s response was not subjected to the auditing
procedures applied in the audit of the financial statements and, accordingly, we express no
opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the entity’s
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose.

Collins Accountapty Cogipan
Lincoln, California
February 20, 2019
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SCHEDULE OF FINDINGS AND RESPONSES



RIO ALTO WATER DISTRICT

Schedule of Findings and Responses
For the Year Ended June 30, 2018

Finding 2018-001: Segregation of Payment-Processing Duties

Criteria

Best practices in internal control generally segregate the duty from opening the mail and
handling incoming payments from the duty of reconciling the posted payments to the deposits
in the bank statement.

Condition

The District has carefully designed procedures to achieve segregation of duties, but operates
the office with a small staff that makes complete segregation difficult. During the audit, we
were informed that the same person was handling incoming payments and performing a
reconciliation of posted payments to the deposits on the bank statement.

Cause
In order to maintain existing segregation in other areas with a small staff, the consolidation of
these particular set of duties was overlooked when rearranging responsibilities.

Perspective
We do not believe any further information would be appropriate for providing proper
perspective.

Recommendation
We recommended that the District segregate the duties of reconciling the payments to the
bank deposits from the duties of opening the mail.

Views of Responsible Officials and Planned Corrective Actions

The District agrees with the recommendation and the General Manager has reassigned the duty
of reconciling the customer payments to the bank deposit to another staff member.
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