AMENDED

OTAY WATER DISTRICT
FINANCE AND ADMINISTRATION
COMMITTEE MEETING
and
SPECIAL MEETING OF THE BOARD OF DIRECTORS

2554 SWEETWATER SPRINGS BOULEVARD
SPRING VALLEY, CALIFORNIA
BOARDROOM
FRIDAY
October 20, 2006
4:00 P.M.

This is a District Committee meeting. This meeting is being posted as a special meeting
in order to comply with the Brown Act (Government Code Section §54954.2) in the event that
a quorum of the Board is present. ltems will be deliberated, however, no formal board actions
will be taken at this meeting. The committee makes recommendations
to the full board for its consideration and formal action.

AGENDA

1. ROLL CALL

2. PUBLIC PARTICIPATION — OPPORTUNITY FOR MEMBERS OF THE PUBLIC
TO SPEAK TO THE BOARD ON ANY SUBJECT MATTER WITHIN THE
BOARD'S JURISDICTION BUT NOT AN ITEM ON TODAY'S AGENDA

DISCUSSION ITEMS

3.. ACCEPT THE DISTRICT'S COMPREHENSIVE ANNUAL FINANCIAL REPORT
(CAFR), INCLUDING THE INDEPENDENT AUDITORS’ UNQUALIFIED OPIN-
ION, FOR THE FISCAL YEAR ENDED JUNE 30, 2006 (BEACHEM) [10 minutes]

4.  INFORMATIONAL ITEM TO ADVISE THE BOARD OF THE NEED TO HOLD A
PUBLIC HEARING IN JANUARY 2007 TO RECEIVE PUBLIC COMMENT ON
THE PENDING RATE INCREASES (STEVENS) [15 minutes]

RECESS TO CLOSED SESSION

1. POTENTIAL LITIGATION (GOVERNMENT CODE §54956.9)
ONE (1) NEW CASE

RETURN TO OPEN SESSION

5. ADJOURNMENT



All [tems appearing on this agenda whether or not expressrr listed for action, may be

— B

If ].ruu have any disability which would require accommeodation in order to enable you to
participate in this meeting, please call the District Secretary at 670-2280 at least 24
hours prior to the meeting.

Certification of Posting

| certify that on October 18, 2006 | posted a copy of the foregoing agenda near
the regular meeling place of the Board of Directors of Otay Water District, said time be-

ing at least 24 hours in advance of the meeting of the Board of Directors (Government
Code Seclion §54954.2).

Executed at Spring Valley, California on October 18, 2006.

ﬂ/l%/

tSjsan Cruz, District Secr




AGENDA ITEM 3

STAFF REPORT

TYPE MEETING: Regular Board MEETING DATE: November 1, 2006
SUBMITTED BY. James Cudlip, Finance M aqe/mﬂ: DV, NO. ALl
APPROVED BY: Joseph R. Eeachem?:, -'Ef’
(Chvef)

Chief Financial Officer
APPROVED BY: German Alvarez, Ass%Mneral Manager
(el GMY
SUBJECT:

Rccept the District's Comprehensive Annual Financial Report

{CAFR) for the Fiszcal Year ended June 30,

2006

GENERAL MAMAGER'S RECOMMENDATION:

That the Board acceptz the District's Comprehensive Annual

Financial Report (CAFR),

including the Independent Auditors’

unqualified opinion, for the Fiscal Year ended June 30, 2006.

COMMITTEE ACTION:

See Attachment A.

PURPOSE :

To inform the Board of the significant financial ewvents which

occurred during the Fiscal Year ended June 30,

in the Comprehensive Annual Financial Report.

ANALYSIS:

Teaman,
that, in all material respects,

2006 azs reflected

Ramirez and Smith, Inc., performed the audit and found

the financial statements

correctly represent the financial position of the District.

They found no material errors or weaknesses;

therafore, there

are no findings to present in their “Management Letter."” See
Attachment B.

Total Assets:

Total assets increased by $13.1 million or 2,79% during Fisecal

Year 2006.

acoumulated depreciation.

The vast majority of this increase can be attributed

to an increase in capital assets $34.5 million, net of related
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Total Liabilities & Net Assets:

Total liabilities increased by approximately $2.2 million or

3.72% from the previous fiscal year. Underlying this change were
the following:

e An increase in accounts payable and related liabilities
of approximately $2.9 million. Fluctuations of this
magnitude are expected given the nature of accounts
payable, and result from the timing of large payments to
contractors and other third parties.

e A reduction in long-term debt outstanding of
approximately $1.5 million.

The increase in total assets and total liabilities yielded an

increase in net assets (equity) of approximately $11.0 million
or 2.68%. '

Capital Contributions:

Capital contributions totaled $15.4 million during Fiscal Year
2006, a decrease of $19.5 million or 55.87% over Fiscal Year j
2005 contributions. This decrease is a reflection of the

continuing slow down in home sales and related delays in new

housing development projects, resulting in a decrease in the

amount of physical infrastructure assets contributed to the

District.

Results of Operations:

Operating revenues increased $4.5 million or 10.44%, mainly as a
result of an increase in water sales of $4.4 million from the

previous fiscal year which reflects the following underlying
factors:

e An increase in water meter sales of 835 (46,648 to
47,483} from 2005 to 2006.

e A significant decrease in rainfall of 16.45 inches (22.51
to 6.06) from 2005 to 2006.

Operating expenses increased by approximately $3.1 million,
primarily as a result of an increase in the cost of water sales
of 81.9 million. Increases in Outside Services, Pension, and
Health & Life Insurance costs accounted for the remainder of the
increase in operating expenses.



Non-Operating Revenues & Expenses:

Non-operating revenues increased approximately $0.2 million due
to increases in Investment Income and Taxes & Assessments,
offset by the fact that last year’s total included a one-time
gain on the sale of fixed assets of approximately $2.2 million.
Non-operating expenses decreased by approximately $0.6 million,
due primarily to one-time expenses in 2005 related to refunding
of the 1993 Certificates of Participation (COPS).

Additional Audit Correspondence:

As a part of completing the audit engagement, the audit firm
also provides the following letters summarizing their

observations and conclusions concerning the District’s overall
financial processes:

e Management Letter: No matters were noted involving the
internal controls and their operations that were
considered to be internal weaknesses. See Attachment B.

¢ Finance Committee Report: Noted no transactions entered
into by the District during the year that were both
significant and unusual, or transactions for which there
is a lack of authoritative guidance or consensus. No
audit adjustments were proposed to correct the financial
statements. There were no disagreements with management
concerning financial accounting, reporting, or auditing
matters, and there were no significant difficulties in

dealing with management in performing the audit. See
Attachment C.

e Report on Internal Control over Financial Reporting:
Results of audit tests disclosed no instances of non-
compliance that are required to be reported under
Government Auditing Standards. See Attachment D.

FISCAL IMPACT: /:j Eg

None.




STRATEGIC QUTLOOK.

The District is responsible for providing a diverse range of
high-quality public utility services to a rapidly growing
customer base, The District ensures its continued financial
health through long-term financial planning, formalized
financial policies, enhanced budget controls, fair pricing, debt
planning, and improved financial reporting. The Finance
Department is an integral part of the General Manager’s wvision
to be “A District that is at the forefront of innovations to

provide water services at affordable rates, with a reputation
for cutstanding customer service,”

LEGAL IMPACT:

None
General Hmnagar i -
Attcachments
A: Committee Action Form
B: Audit Management Letter
C: Audit Finance Committee Letter
D: Audit Report on Internal Control Over Financial Reporting
E: Comprehensive Annual Financial Report (CAFR)



ATTACHMENT A

é Accept the District’s Comprehensive Annual Financial Report
%SUBJECWPROJECT; (CAFR) for the Fiscal Year Ended June 30, 2006

COMMITTEE ACTION:

The Finance and Administration Committee recommends that the
Board accept the District’s Comprehensive Annual Financial
Report (CAFR), including the Independent Auditor’s unqualified
opinion, for the Fiscal Year Ended June 30, 2006.

NOTE :

The “Committee Action” is written in anticipation of the
Committee moving the item forward for board approval. This
report will be sent to the Board as a committee approved item,
or modified to reflect any discussion or changes as directed
from the committee prior to presentation to the full board.

F:\DianeA\Staff Rpts 2006\CommMtgCAFR110106.doc




ATTARCHMENT n

.I TEARAAN, FOMIREE & ShAITH, INC.
EEETIPAED FEOEE ACCBUNTANTY

August 10, 2006

Joseph Beachem, Chief Financial Officer
Otay Water District

2554 Sweetwaler Springs Blvd.

Spring Valley, CA 91978-2096

Dear Mr. Beachem:

We have audited the financial statements of the Otay Water District (the “District™) as of
and for the year ended June 30, 2006, and have issued our report thercon dated August
10, 2006, In planning and performing our audit of the financial statements of the District,
we considered its intemal control in order (o determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not o provide
assurance on the internal control. We noted no matters involving the internal control and

its operation that we considered to be material weaknesses under standards established by
the American Institute of Certified Public Accountants.

We would like to take this opporiunity to express our appreciation for the assistance
extended 1o us during the course of the audit. If we can be of further assistance or if you

have any guestions regarding our recommendations, please call our office.

This report is intended solely for the information and use of the Board of Directors and
management. This restnction is not intended to limit distnbution of this report, which is a
matter of public record.

Respectfully Submitted,
TEAMAN, RAMIREZ & SMITH, INC.

/éL.-/ & ‘*‘?}ud&--.mx

Richard A. Teaman
Certified Public Accountant

YOG, Semith M, ceaw Richard A, Teaman, CPa = Grog W, Fankhanol, crs o David 8. Romeas, s @ Joseph & Doledonas, GRs
4301 Beeckion Ave, Suie 100, Riverside ©A D2531 » 861,274 0800 « G01_ 274 TEZA rax ® wisnwl i NG, com



ATTACHHMENT C

.I TEARGN, RAMRES & ShAITH, NG
cEMbIrdim Pedgic aEEdEmtaANTE

Aupgust 10, 2006

Fmanece Commattee
Otay Water District

We have aodited the financial statements of the Otay Water District for the year ended June 30, 2006, and have

issued our report thereon dated August 10, 2006. Professional standards require that we provide you with the
following information related to our audit.

ed Auditing Stand, et Auwdini ndards

Our responsibility, as described by professional standards, is to plan and perform our audit 10 obtain reasonable,
but not ahsolute, assurance that the financial statements are free of material misstatemnent and are fairly presented
in accordance with U.S. generally accepted accounting principles. Because an audit is designed 1o provide
reasonable, but not absolute assurance and because we did not perform a detailed examination of all transactions,
there is a risk that material errors, fraud, or other illegal acts may exist and not be detected by us.

As part of our audit, we considered the intemal control of the Otay Water District.  Such considerations were

solely for the purpose of determining our awdit procedures and not 1o provide any assurance concerming such
internal control.

As part of obtaining reasonable assurance about whether the financial statements are free of material
misstatement, we performed tests of the Otay Water District’s compliance with certain provisions of laws,

regulations, contracts, and grants.  However, the objective of our tests was not to provide an opinion on
compliance with such provisions.

Signif ! ine Polici

Management has the responsibility for selection and use of appropriate accounting policies. In accordance with
the terms of our engagement letter, we will advise management abou the appropristeness of accounting policies
and their application. The significant accounting policies used by the District are described in the notes (o the
financial statements. No new accounting policies were adopted and the application of existing policies was not
changed during the year. We noted no transactions entered into by the District during the year that were both

significant and unusual, and of which, under professional standards, we are required to inform you, or transactions
for which there is a lack of authoritative guidance or consensus.

Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management and are based on
management’s knowledge and experience about past and current events and assumptions about future events.
Certain accounting estimates are particularly sensitive because of their significance to the financial statements and
because of the possibility that future events affecting them may differ significantly from those expected. The

most sensitive estimate effecting the financial statcments were management’s estimate of the useful lives for
capital assets.

VOO, Smith I cew e Richord & Tesmon, cra & Goeg W Fankhanal, oo ¢ Daved M. Ramoras, ©Pa ® Jossph & Delsdonng, crs
420 Brockion Ave. Sulbe 100, Rrverpics TA 9F501 & B51.274.0600 » G061 2747038 rax & v 1rSC fulis. SO



During our audit of the basic purpose financial statements, we performed procedures to determine the
reasonableness of the estimates used by management. Based on the procedures performed, we were able to
conclude that the estimates used by management were reasonable.

Audit Adjustments

For purposes of this letter, professional standards define an audit adjustment as a proposed correction of the
financial statements that, in our judgment, may not have been detected except through our auditing procedures.
An aundit adjustment may or may not indicate matters that could have a significant effect on the Otay Water

District’s financial reporting process (that is, cause future financial statements to be materially misstated). For the
2005-2006 fiscal year, there were no such adjustments.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a matter, whether or
not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter that could be

significant to the financial statements or the auditor’s report. We are pleased to report that no such disagreements
arose during the course of our audit.

Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting matters,
similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an
accounting principle to the governmental unit’s financial statements or a determination of the type of auditor’s
opinion that may be expressed on those statements, our professional standards require the consulting accountant

to check with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Issues Discussed Prior to Retention of Independent Auditors

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the District’s auditors. However, these discussions

occurred in the normal course of our professional relationship and our responses were not a condition to our
retention.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing our audit.

This information is intended solely for the use of the Otay Water District’s Finance Committee and management

of the Otay Water District and is not intended to be and should not be used by anyone other than these specified
parties.

Very truly yours,




ATTACHMENT D

.' TEANAR, FAMTRES & ShATTH, IMC,
cpevifids rERLIE AEEdamEAETd

Report on Internnl Control Over Financial Reporting and on
Compliance and Other Maliers Based on an Audil of Financial Statements
Performed in Accordance With Government Auditing Standards

Board of Directors
Ortay Water District
Spring Valley, Califormia

We have audited the financial statements of the business-type activities of the Otay Water Distnct as of and for the year ended
June 30, 2006, which collectively comprise the District’s basic financial statements and have issued our report thereon dated
Aupust 10, 2006. We conducted our audiz in sccordance with awditing sandasds generally accepled in the United States of
America and the standards applicable to financial audits contained in Govermment Audining Standards, issued by the Compiroller
General of the United States.

Indermal Control Owver Financial Beporting

In planning and performing our ssdit, we considersd Otay Water Districts internal control over financial reporting im order to
determine our auditing procedures for the purpose of expressing our opinion on the financial sstemens and nof 10 pravide
assurance on the mbernal comirod over financial reporting. Owr conssderation of the intermal control over financial reporting would
not necessarily disclose all matters in the imlernal control over financial reporting that might be material weaknesses. A material
weakness is 8 condition in which the design or operation of one or mare of the internal control components does nol reduce o &
relatively low level the risk thal misstatements in amounts that would be material in relation 1o the financial statemenis being
audited may ocour and ot be detected within a timely period by employees in the normal course of performing their assigned

fuictions.  We noted no maters invobving the mermal control ower financial reporting and its operation that we conzider o be
rraterial weaknesies.

Compliance and Ceher Mallers

As part of oblaining reasonable assurance about whether Onay Waler District’s financial statemments are free of maierial
missiatement, we performed tests of s compliance with certain provisions of laws, repulations, contracts, and grands,
moncompliance with which could have a direct and material effect on the determination of financial statement amounts. However,
providing an opirdon on compliance with those provisions was not an objective of our audit, and accordingly, we do not express

such an opinion.  The resulis of our teas disclosed no instances of noncompliance that ane required (o be reporied under
Grovernment Awditing Stardards.

This reporn s intended for solely the information and use of the management, and the Board of Directors, and 15 pol intended 10
be and should not be used by anyone other than these specified parties.

August 10, 2006

VG Smith dr, ©Fa 8 Richaed A, Toaman, Cea 8 Greg W Fenkhanel, cea ® David M, Ramireg, ora ® losaph A Dedsdonng, GPa
A0 Brockion Ave, Sulis 100, Riveresds CA 935017 & O51,.274.00800 & D51 374, Tl e ® viriew, IFSCDkE OO
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Cnmprehensive Annual Finnncial Repnrt
Fiscal Year Ended June 30, 2006

Prepared by the Finance Department
Spring Valley, California
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INTRODUCTORY SECTION



«Diedirated to Community Seavice

Fhid PATETHATEN BPARAOE BOULEVARD, SPfand WLLEY ChlFimras e
TELEFHDWE o2l ania CODE 819

LETTER OF TRANSMITTAL

August 10, 2006

Honorable Board of Directors
Otay Water District

| am pleased to presenl the Otay Water District’s (the “District”) Comprehensive Annual
Financial Report (CAFR) for the fiscal year ended June 30, 2006. [n 2006, the District’s 50th
year of providing quality potable and recycled water, and sewer service, there is an emphasis on
new water sources, system reliability, and new maintenance requirements.

This report was prepared by the District’s Finance Department following guidelines set forth by
the Government Accounting Standards Board and generally accepled accounting principles
(GAAP). Responsibility for both the accuracy of the data presented, and the completeness and
fairness of the presentation, mcluding all disclosures, rests with the District.  We believe the
data, as presented, is accurate in all matenal respects and that it 1s presented in a manner that
provides a fair representation of the financial position and resulls of operation of the District.
Included are all disclosures we believe necessary 1o enhance your understanding of the financial
condition of the District. GAAP requires that management provide a narralive introduction,
overview and analysis, to accompany the basic financial statements in the form of Management’s
Discussion and Analysis (MD&A) which should be read in conjunction with this repont. The
District's MD&A can be found immediately following the Independent Auditors’ Report.

The District’s Ninancial statements have been audited
by Teaman, Ramirez and Smith Inc., a firm of
licensed certified public accountants. The goal of the
independent audit was 1o provide reasonable
assurance that the financial siatemenis of the District
for the fiscal year ended June 30, 2006, are free of
material misstatement.  The independent audit
involved examining, on a lest basis, evidence
supporting the amounts and disclosures in the
hnancial statements; assessing  the  accounting
principles used and significant estimates made by
management; and evaluating the overall financial statement presentation. The independent
auditor concluded, based upon the audit, that there was reasonable basis for rendering an
ungualified opinion that the District's financial statements for the fiscal year ended June 30,
2006, are fairly presented in conformity with GAAP. The Independent Auditors’ Report is
presented as the first component of the financial section of this repor.




REPORTING ENTITY

The District is a publicly-owned water and sewer agency, authorized as a California special
district in 1956 by the State Legislature under the provisions of the Municipal Water District Act
of 1911. lis ordinances, policies, taxes, and rates for service are sel by five Directors, elected by
volers in their respective divisions, to serve staggered four-year terms on its Governing Board,
The District is a “revenue neutral” public agency, meaning that each end-user pays his or her fair
share of the District’s costs of water acquisition, operation and maintenance, betterment, and
renewal and replacement of the public water and sewer facilities.

In 2006, the District celebrates its 50th
anmversary. [l began on an overcast
summer day in 1955 when a plumber,
a civil engineer, an attorney, a
newspaper publisher, and two owners
of large tracts of land pathered for
lunch at Christie’s Restaurant in Chula
Vista, They met o discuss how
together they could bring life-giving
waler (o an and region of southeastern
San Diego County. By the end of the
day, the group had a common vision, a

few thousand dollars in capital, and the
framework for what would later become the Otay Water District. Their vision was realized on

January 27, 1956, when the District was authorized by the California Legislature 10 an
entitiement Lo import water,

Over the next 50 years, the District has grown from a handful of customers and two employees 10
become an organization operating a network with more than 663 miles of pipelines, 37
reservoirs, a sewer treatment plant, and one of the largest recycled water distribution networks in
San Diego County. The character of the service area has also changed from predominantly dry-

land farming and cattle ranching, to businesses, high-tech industries, and large master planned
communities,

Today, the District provides water service to nearly 46,830 potable and 540 recycled customers
within approximately 125 square miles of southeastern San Diego County. All of the potable
water delivered by the District is purchased from the San Diego County Water Authority (CWA)
whao in tum purchases water from the region’s water importer, the Metropolitan Water District of
Southern California. In Fiscal Year 2007, the District began purchasing raw water from CWA
and made an agreement with the City of San Diego to treat the water. By taking raw waler
through CWA's system there is increased reliability of water supplied to the District. This water
is delivered through the Lower Otay Pump Station.

The Dustrict also owns and operates a wastewater collection and recycling system to provide
public sewer service to approximately 4,570 homes and businesses {or 6,600 Assigned Service
Units) within portions of the communities of La Mesa, Rancho San Diego, El Cajon, Jamul, and



Spring Valley. Recycled water from the Ralph W. Chapman Water Recycling Facility
(RWCWRF) is used 1o imigate golf courses, schools, public parks, roadway landscapes, and
various other approved uses in eastern Chula Vista, The RWCWRF project is capable of
reclaiming wastewater al a rate of 1.3 million gallons per day. The District is also in a
partpership with the City of San Diego 1o beneficially reuse an additional six million gallons per
day of recycled water from the City's South Bay Water Reclamation Plant (SBWRP).

CURRENT ECONOMIC CONDITIONS AND OUTLOOK

The District’s service area is in one of the fastest growing
regions in the nation. Durng the past decade, the population
of the service area has nearly doubled. The phenomenal
growth is continuing and as of January 2006, it 15 estimated
that the District served 189,000 residents. In just the past four
years, the District has added more than 5,000 new customer
connections.  This is reflected internally as the District’s
Development  Services  Department  currently  approves
approximately 70 permuts per month, and sold 835 water
meters in Fiscal Year 2005-2006. The San Diego Association
of Governments (SANDAG), the regional planning agency,
estimates the District’s rate of growth will continue for a
decade or more. The District projects a total customer base of
approximately 277,000 people by the year 2020.

BUDGET SUMMARY

For Fiscal Year 2007, the budget totals $94 million, with opérating expenditures of 359 million
and capital expenditures of $35 million. The District’s goal is to provide the most effective and
efficient service possible while maintaining affordability of the water supply for the community.

The operating expenditures are derived from three major sectors: water, reclamation, and sewer.

Revenues for the water utility in Fiscal Year 2007 are projected to be $47,616,200 about $4.2
million (9.7%} greater than Fiscal Year 2006. Water sales are expected to increase as a result of a
slowing bul continuing growth trend occurring within the District’s service arca. This growth

should add over 870 new customer accounts and increase the District’s assets by approximately
$35 million for the year.

Significant aspects of the Operating Budget are:

* A balanced budget meeting the goals of the Strategic Plan.

# The District has updated a six-year Rate Model 10 ensure sound financial planning and
reserve levels.

* The District implemented rate increases in potable and reclaimed water, and sewer. This
included pass-through rate increases from CWA, City of San Diego, and County of San
Diego who raised costs to the water and sewer customers.



¢ Of San Dicgo County's 23 water agencies, Otay's water rate is the seventh-lowest and
below the county-wide average.

e The District 15 planning on issuing debt in Fiscal Year 2007 1o fund the construction of
new facilities, and replacement or enhancement of facilities,

# Includes funding for the six million gallons per day recycled water purchase agreement
with the City of San Diego.

* Includes funding for new regulations for air vac, valve maintenance, and the automated
meter reading change-out program.

# Expands residential, landscape, and commercial water conservation programs.
* Enhances Storm Water Control Best Management Practices.

Funds the fourth year of a Five-Year Labor Agreement ending in Fiscal Year 2008.

The projected operating cost for salaries and benefits is 514.6 million, which is an increase of

51,149,000 (8.5%) compared to Fiscal Year 2006, The increase in labor is predominately the
result of negotiated pay and benefil increases.

Estimated growth of 870 potable and recycled water accounts will bring the new customer count
o 47,670 potable and 570 recycled accounts by the end of Fiscal Year 2007 that equates 1o
approximately 74,600 equivalent dwelling units (EDUs). The ultimate population projection of
277,000 will result in an estimated 114,000 EDUs and an average annual water demand of
approximately 56 million gallons per day (MGD). To accommodate this growth, the Distrnict will
need o invest an estimated $330 million in capital assets through witimate build-out. The Fiscal
Year 2006-07 Capital Budget consists of 90 projects and a budget of $35 million. The budget

emphasizes long-term planning for on-going programs while functioning within fiscal constraints
and population growth.

The District has begun to address the transformation from a growth-centric 1o a maintenance-
based organization. Capital and developer fees support growth but replacement and maintenance
is supported by rates and operating expenses. Otay has been very successful in managing growth

and now needs to focus on managing long-term maintenance and replacement of its aging
infrastruciure.




STRATEGIC BUSINESS PLAN

To gude operations and planning efforts during this time of
sustained growth, in 2001 the District began developing o
Strategic Business Plan. This plan was designed to address the
unique challenges and opportunities resulling from growth. It
would alse guide the District as it strives o develop the
necessary infrastructure and operational practices to perform
s primary business while ensuning guality customer service
and competitive rates are maintaned,

The first multi-year Strategic Business Plan was adopted by the
Board of Directors in 2002. Each year, the Board of Directors
reviews and updates the plan. While the first plan guided the
District through a period of record growth, the updated plan
using a balanced scorecard method, looks forward to a time
when the majority of the requisite physical infrastructure 15 in place and the District begins to
transform from a growth-centric entity o a maintenance-based organization. The District has
been very successfol managing growth and recognizes thal continued success is predicated on

developing reliable, long-term, water supplies as well as managing long-term maintenance and
replacement of its infrastructure.

One key 10 addressing the challenges is 1o capitalize on the significant investment that has been
made in implementing integrated information systems, With the Otay Informalion System in
place, the District has focused on business process improvement utilizing best-in-class
technology. Other Strategic Business Plan objectives include securing additional water sources,

continuing expansion of its potable and recycled water networks, expanding use of recycled
water, and continuing efforts 1o promote conservation.

The vision incorporated in the Strategic Plan calls for: conlinuing to enhance the District’s
linancial reporting document capabilitics; developing an Integrated Water Resources Plan (IRP)
mcleding potable, recycled water, and wastewater services; identifying and supporting the
development of new water sources such as desalination, agricultural © urban water transfers,
groundwater development, and the use of recycled water; and wtilizing new technologies 1o
continue streamlining operations to minimize rate increases and 1o ensure the District’s viability
through the entire build-out of its customer base.

Putting the Strategic Business Plan to Work

With the Strategic Business Plan serving as its primary guide, the Board of Directors adopted a
balanced $59 million Operating Budget and $35 million Capital Improvement Program (CIP) for
Fiscal Year 2006-2007. The budget is also aligned with the District’s long-range financing plan,
Rate Model, and financial statements, In conjunction with a Bond refinancing, the credit rating
firm Standard and Poor's awarded the Otay Water District an A+ credit rating. Standard and
Poor's presented the A+ rating after reviewing the District's financing plan, Rate Model,
Strategic Plan, budget, and financial statements.



Water Resources

The Strategic Plan drives advances in every aspect
of District operations. For instance, the Strategic
Plan called for uwpdating of the Urban Water
Management  Plan (UWMP), which was
completed in December 2005, The UWMP serves
as a long-range planning document for water
supply and demand, and provides an overview of
the District’s water supply and usage, recycled
waler, and conservation programs. The UWMP
works (o ensure the District always has the water
resources it needs to meel the demands of a
Erowing community.

The need to develop an Integrated Water Resources Plan (IRP) is identified within the Strategic
Plan. The mission of the IRP is to find the optimal mix of imporied water, local supplies, and
conservation efforts to meet projected ultimate supply requirements in a cost-effective manner
while also incorporating environmental impacts, implementation risks, and other factors. The
planning objectives are to mainiain affordability, meet water quality standards, achieve supply
reliability, increase system flexibility, increase supply diversity, and address environmental and
institutional constraints. The IRP planning effort will identify and evaluate all potential water
resource supply opportunities 0 amve at a recommended diverse water supply portfolio.
The water supply portfolio will provide a strategic approach and focused direction 1o be
incorporated into the water resources master plan and the Capital Improvement Program for the
development of sufficient water supply 1o meet the planning objectives for long-term
sustainability. The water supply aliernatives include all potential opponunities such as

desalination, groundwater, water transfers, recycled water supply development, and interagency
agrecments.

Recycled Water

Included in the UWMP is an agreement with the City
of San Diego allowing the District to purchase recyeled
water from the City's South Bay Reclamation Facility.
This contract will deliver, on average, more than six
million gallons per day of recycled waler 1o the
District’'s  growing population. Recycled water
purchased from this facility will be used 1o irrigate golf
courses, parks, open space, road medians, and other
commercial processes. Using this mostly untapped
respurce o address specific demands will result in the
District  reducing its  potable water use by
approximately 15%, maximizing the beneficial use of
an alternative resource, which also makes millions of




gallons per day of potable water available for higher quality and better purposes. In May 2005,
the District awarded a contract for approximately six miles of pipeline connecting the City's
reclamation facility 1o the District’s pomping station and reservoir facilities, with construction
scheduled to be completed in spring 2007, The District will be receiving $4 million from
Proposition 50 from the State Water Resources Control Board (SWRCB) for partial funding of
this project.

The Future

The Otay Water District continues to use the challenges presented by growth to create new
opportunities and new organizational efficiencies. By utilizing and continuing to refine its
Strategic Plan, it has captured the Board of Director’s vision and united its staff in a common
mission. The organization
has achieved a number of
significant accomplishments
based on its  successful
adherence o the plan. As a
result, the District is poised to
successfully continue
providing an affordable, safe,
and reliable water supply for
the people of its service area,

ACCOUNTING SYSTEM

The Finance Department is responsible for providing financial services to the District, including
financial accounting and reporting, payroll and accounts payable, custody and investment of
funds, billing and collection of water and wastewater charges, taxes, and other revenues, The
Dastrict’s books and records are maintained on an enterprise basis, as it is the intent of the Board
to manage the Distnict’s operations as a business, thus matching revenues against costs of

providing services. Revenues and expenses are recorded on the accrual basis in the pericd in
which revenue 15 earned and expenses are incurred.

Otay Water District operates within a system of internal controls established and continually
reviewed by management to provide reasonable assurance that assels are adequately safeguarded
and transactions are recorded correctly according to Disirict policies and procedures. When
establishing or reviewing control, management must consider the cost of the control and the
value of the benefit denived from its utilization. Management normally maintains and
implements all sensitive controls and those controls whose value adequately exceeds their cost.

INTERNAL CONTROLS

All internal control evaluations occur within the above framework. Management believes the
District’s internal controls, procedures, and policies adequately safeguard assets and provide
reasonable assurance of proper recording of financial transactions.

In addition, the District maintains controls to provide for compliance with all finance related
legal and contractual provisions. Management believes the activities reported within the



presented Comprehensive Annual Financial Report (CAFR) comply with these finance related
legal and contractual provisions, including bond covenants and fiduciary responsibilities.

BUDGETING CONTROLS

The District views the budget as an essential tool for proper financial management. The budget
is developed with input from the various department levels of the organization and is adopted
prior to the start of each fiscal year. It is designed and presented for the general needs of the
District, its staff, and citizens. It is a comprehensive and balanced financial plan that features
District services, resources and their allocation, financial policies, and other useful information
to allow the users to gain a general undersianding of the District’s financial status and future.
Monthly comparison reports of budget to actual are prepared and distributed to all department
heads with top level information provided to the Board at the monthly Board meeting.

CASH MANAGEMENT

During the year, available funds were invested in certain eligible securities as required by law
and in accordance with its own investment policy adopted by the Board of Directors. The
investment objectives of the Distnict in order of priority are’ to preserve the capital of the
portfolio, to maintain adequate liquidity 0 meet cash flow requirements, and to obtain a
reasonable rate of return without compromising the first two ohjectives.

RISK MANAGEMENT

Since 1993 the District has been a member of
the Association of California Water Agencies
loint Powers Insucance Authority (JPLA). The
IPIA provides joint protection coverage for
losses in excess of District deductibles for
workers' compensation coverage. In 2003,
the District became a member of the Special
District  Risk  Management  Authority
(SDEMA), a pool program which provides the
District's coverage for property, auto, and
liability claims.

During Fiscal Year 2005-2006, the District continued its proactive liability risk management role
through careful monitoring of losses and designing and implementing programs 1o minimize
risks and losses. In addition, the District’s Safety Committee analyzes workers® compensation
issues by monitoring work conditions, and organizing and implementing safety training
programs 1o reduce employee exposure to hazards.



PENSION PLANS

In addition to participating in Social Security, the District provides a defined benefit pension
plan for its employees through the California Public Employees’ Retirement System (CalPERS).
The District contributes a specified percentage of covered employees’ payroll, which is invested
by CalPERS. Upon retirement, District employees are entitled to a specified retirement benefit.
The plan is more fully described in Note 7 to the Financial Statements.

OTHER POST-EMPLOYMENT BENEFITS (OPEB)

The District provides other post-employment benefits (OPEB) as a part of the total compensation
offered to attract and retain the services of qualified employees. OPEB includes healthcare, as
well as other forms of benefits (for example life insurance) when provided separately from a
pension plan. Financial reporting of the actuarial accrued liabilities corresponding to all
promised benefits associated with past services of District employees is not required until Fiscal
Year 2008-2009. Setting the District apart from most state and local government employers, the
District designated $16.7 million which fully funded its net OPEB obligations as of the last

actuarial projection dated June 30, 2004. For additional information see Note 8 to the Financial
Statements.

AWARDS AND ACKNOWLEDGMENTS

This year, the District received the State of California's "Flex Your Power” award for its Demand
Response Program. Since 2003, the OWD has upgraded pumps, motors, lights, as well as

heating and air conditioning equipment to improve efficiency and save energy. Energy savings
from these actions save 1.7 million kilowatt-hours of energy each year.

The District also reduced electricity use by cutting demand during peak hours when energy
supplies are tight. Through participation in the Flex Your Power Demand Response Program, the
District was able to cut its peak demand by 56% through time-of-use metering and off-peak
pumping. While participating in the Flex Your Power campaign, the District has cut energy use
and produced approximately $93,000 in annual energy savings. Reducing energy use during
peak periods also reduced demand on the state-wide power grid. Across California, the Flex
Your Power campaign has reduced electricity demand by more than two million kilowatts, the
equivalent capacity of two nuclear power plants.

The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement
for Excellence in Financial Reporting to the Otay Water District for its Comprehensive Annual
Financial Report (CAFR) for the fiscal year ended June 30, 2005. In order to be awarded a
Certificate of Achievement, a government agency must publish an easily readable and efficiently
organized Comprehensive Annual Financial Report. This report must satisfy both generally
accepted accounting principles and applicable legal requirements. A Certificate of Achievement
- is valid for a period of one year only. In addition, the CAFR received the Outstanding Financial
Reporting Award from the California Society of Municipal Finance Officers (CSMFO). We
believe that our current Comprehensive Annual Financial Report continues to meet both of the

program’s requirements and are submitting it to the GFOA and CSMFO to determine its
eligibility for future awards.



The District also received a Distinguished Budget Presentation Award from the GFOA for the
District's Operating and Capital Budget for Fiscal Year beginning July 1, 2005, as well as three
awards from the CSMFO for Excellence in Public Communications, Meritorious in Innovation in
Budgeting, and Excellence in Capital Budgeting. These prestigious awards recognize

conformance with the highest standards for preparation of stale and local government financial
reports.

1 would like to thank all of the staff involved for their effons in prepanng this Comprehensive
Annual Financial Report, and for their hard work to ensure a successful outcome. 1 would also
like to thank the firm of Teaman, Ramirez and Smith, Inc., for their professional work and
opinion. To the Board of Directors, staff and 1 acknowledge and appreciate their continued
support and direction in achieving excellence in financial management.

L

Watton, General Manager
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INDEPENDENT AUDITORS' REPORT

Board of Directors
Otay Water District
Spring Valley, California

We have audited the accompanying financial statements of the business-type activities of the Otay Water District, as of and for the
years ended June 30, 2006 and 2005, which collectively comprise the District’s basic financial statements, as listed in the table of

contents. These basic financial statements are the responsibility of the District's management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the basic financial statements. An audit also includes assessing the accounting principles used and significant estimates made by

management, as well as evaluating the overall basic financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the respective financial
position of the business-type activities of the Otay Water District, as of June 30, 2006 and 2005, and the cash flows where

applicable, thereof for the years then ended in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, we have also issued our report dated August 10, 2006 on our consideration of
the District's internal control over financial reporting and our test of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matters. The purpose of that report is to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide an opinion on the internal control

over financial reporting or on compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit.

The information identified in the accompanying table of contents as Management’s Discussion and Analysis and Required
Supplementary Information is not a required part of the basic financial statements, but are supplementary information required by
the Governmental Accounting Standards Board. We have applied certain limited procedures, which consisted principally of

inquires of management regarding the methods of measurement and presentation of the supplementary information. However, we
did not audit the information and do not express an opinion on it.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements that collectively comprise the Otay
Water District’s basic financial statements. The introductory section and statistical section, as listed in the table of contents, are
presented for purposes of additional analysis and are not a required part of the basic financial statements. The introductory section

and statistical section have not been subjected to the auditing procedures applied in the audit of the basic financial statements and,
accordingly, we express no opinion on them.

August 10, 2006



OTAY WATER DISTRICT
Management’s Discussion and Analysis

As management of the Otay Water District (the “Disirict™), we offer readers of the Disirict’s inancial statements this narrative
overview and analysis of the District’s finoncial performance during the Nscal year ending June 30, 2006, Please read il in
conjunction with the District’s financial statements that follow Management's Discussion amd Analysis. All amounts, unless
otherwise indicated, are expressed in millions of dollars,

—

Financial Hi

*  The assets of the District exceeded its lishilitics at the close of the most recent fiscal year by $422.1 mi
(met astets). OF this amount, $60.5 million (wrrestricted net assets) may be used to meet the District’s o
ohligations to citizens and creditors.

& The District’s total pet assets increased by $11.0 million, Approximately $6.0 million of this is --I'-
\ereass in operating revenuses over the prior fiscal year, .
> .

Overview of the Financial Statements

This discussion amd analysis are imended to serve os an introduction to the District's basic financial siatements. The Dastrict’s basic
financial satements are comprised of the following: 1) Statement of Met Assets, 2) Sutement of Revenves, Expenses and Changes
im Mot Assets, 35 Satement of Cash Flows, ond 43 Notes 1o the financial Statememnis. This report alsoe contains other supple meéntary
information in sdditkon 1o the basic linpncial st ments,

The Statement of Nel Assels presents information on all of the District’s assels and liabilities, with the dilference between the two
repaoried a8 aef aseets, Dver lime, increases of decreases in net assets may serve os 5 uselul indicator of whether the financial
position of the Dastrict is improving or weakening,

The Siafement of Revennes, Expenses aird Charges r Wef Assers presents information showing how the government’s nisl assels
changed during the most recent fiscal year, All changes in net assets are reporied as soon as the underlying event giving rise (o the
change occurs, regardiess of the tming of refated caxl fows, Thuos, revenues amld eapenses are feported in this statement for some

items that will only result in cash Mows in fulure fiscal periods (e.g.. uncollected taxes and cared bus
uaused vacohion leave),

The Statement of Cash Flows presents information on cash receipts and payments for the fiscal year,

The Notes to the Firarcin! Statements provide additional information thal is essential io a full understanding of the data supplied in
the governmend-wide linancial statements,

In addition 1o the basic linancial statements and sccompanying noles, this repon also presents centain reguired supplementary
information concerning the District™s progress in Tumling i obligation to provide pension besefits (o ils employes.

Financinl Analysis

As noted carlier, nel 55015 may serve over time a5 8 uselul indicator of a government’s financinl position. In the case of the
DHserict, assets exceeded labilitics by $422.1 million at the close of the most recenl fiscal vear.

By Tor, the largest portion of the District's net assets, 33616 million (386%), rellects its investmen! in capital assets less any related
debi used fo acquire those assets tha 15 sl outsanding, The District uses these capital assets to provide services 1o cilizens;
consequently, these asscis are nod available for Tuiure spending.  Although ihe Disirict™s investmend in its capital ossels is reporied

nel of related debt, it showld be noted that the resources needed 10 repay this debt must be provided from other sources, since the
cupital nssets themselves cannot be used to liquidate these lishilities.



OTAY WATER DISTRICT
Management’s Discussion and A nalysis

Statement of Net Assels
(I Millisns of Daolkars)
[Dolar Totnl %
pi k1] 2005 Change — Change

Assets
Current and Other Assets 5 Bo4 b I07.8 5 §21.4) (19.851%
Capital Assets 3970 1625 W5 0.52%
Total Assels . 4p34 4703 131 2.7%%
Linhilities
Long-term Debt Outstanding 39 5.3 {L4) (3.97)%
Other Linhilities 214 238 A6 15.13%
Total Liahiliuies ﬁ].ﬂ 1A 22 BN
Met Assels
Inwvested in Capital Assels :

Net of Related Deb 361.6 3251 359 11.02%
Restracbed (114} 16,2 {1620 { 11O
Unrestricied 6.5 9.2 (8.7) (1257¥%
Total Met Assels i 4321 5 4111 5 |10 2685

In praor years the District scgregoted Mel Assels into 3 categories: Restricted, Unrestricted, and Invesed in Capital Asscis Met of
Relmed Debdt. The Resiricied assets consisted of funds that wene designated for capital improvements, During the current year all

of these Fumds were used to pay for major capital improvemenls in the Distcict’s Polable Water System and Reclaimed Water
Systen.

Ad the end of the fiscal year, the District is able 1o report positive balances in oll categories of net assets, The situntion held trug For
the prior fiscal year. Tolal nel assets increased by approximately 11,0 million from the prior year, subsiantially as o resuli of a
£34.5 million increase in capilal assets, net of related sccumulaied deprecintion. An increase in infrastruciure of $29.0 million from
2005 1o 2006 accounbed For the majonty of the increase in Capital Asséts, see nobe 3 in the Notes 1o Financial Simements for

acldational information. Other less significant changes include an increase in accounts payable of $2.9 million, and a decrease in
long-term debt of $1.5 million,

Funching lor the increase in et assels come primarily from capital contributions during fiscal year 2005-2006, which ialed
approximoicly 5154 million,



OTAY WATER DISTRICT
Management's Discussion and A nalysis

Statemenis of Revenues, Expenses, and Chunges in Net Assels

{In Millions of Dollars)
Dedllar Tolal &
2006 2005 Change =~ _ Change

Water Sales -3 5 »r 3 4.5 A3 %
Wastewaier Revenue 23 20 (4 e 15,00 %
Connection and Other Fees 1.B 0 (0.2y {1000} %
Mon-opernting Revenues B3 g3 0.2 i6| %
Towal Revenues 564 a6 4.8 9,50 %
Deprecintion Expense 101 [ ] (0.4) (3R %
nher Operating Expense 495 460 35 16 %
Mon-cpersfing Expense L3 L9 (0L7y _ [36E4VE
Total Expenses 6.8 58.4 24 411 %
Loss Before Capital

Contributions 4.4) {6.8) 24 35.29 %
Capital Contributions 154 34.9 (195 _____(35871%
Change in Nel Assels .0 28.1 (7 {60.85)%
Beginning Met Asscis 4111 3.0 258.1 14 %
Ending Met Assels -1 4221 % 41101 -] LLD 268 T

Water sales increased by 54.5 million from the prior year mainly dug 1o reduced rainfoll during the current year, as well as an increase
in waler meter sales of 835 (46,648 10 47 483). There was a significant decrease in rainfall of 1645 inches (22,51 106.06), and 1otal
wiler sales increased by 3,044 acne-feer,

Wastewater revenue increased by $0.3 million as a result of a rate increase from $26.90 10 $30.90 per assigned service unit. This
increase was implemented in Innuary of 2006 and was o pass-through cost increase from the Cily and County of San Diego as
discussed in the Budget 2006-2007 section of this document.

Cuher operating expenses increased by approximately $3.5 million, predominately as a result of an increase in the cost of water sales

of $2.2 million. Tncreases in outside services and higher pension costs accounted Tor the remainder of the increase in cther operaling
expenses.



OTAY WATER DISTRICT
Management’s Discussion and Analysis

Capital Assets and Debt Administration

Copiral Assers, The District’s capital assets as of Jupe 30, 2006, totaled $397.0 million (net of accumulated depreciation).
Inclisded in this amoun is land. The tolal increase in the District’s capital assess for the current fiscal year was 9.5%.,

Capital Assets
{In Millions of Dollars)
Dollar Total
20 2005 Change Change
Lard 5 1125 5 12.2 5 03 246 %
Water System 110 1119 19.1 608 %
Engineering Equipmen X7 37 1] 0.00 %
Buildings 175 167 iR 4.79 %
Power Opernted Equipmen 1.6 1.6 0.0 000 T
Transponatéon Equipmen 29 28 0.1 35T %
Oiher Equipment 10.9 0.3 0.6 5E3%
Recloimed Water System q..l 198 g3 2337 %
Sewer Sysiem .7 7.2 0.5 1.3 %
Comstruction in Propress 580 45,1 |38 3060 %
5293 4853 445 9.17 %
Lexs Accumulnted
Dhepreciation (132.8) (122.8) 10,0 B.14 %
Net Capital Assets SENSED | 3 RS  § 345 9.52.%

As indicated by ligures in the table above, the majority of copital assets added during the current fiscal year were related 1o
witer systems. In addition, the majoriy of the cost of constrection in progress also relsted 1o waler systems.

Aadditional information on the Distrect’s capital adsets can be found in Mote 3.

Lang-term Deld. Al June 30, 2006, the Districd had $35.4 million in outstanding debt which consisted of the following:

Ceneral Oblignation Bonds % BB
Centificates of Punicipation 249
Modes Payable |7
Cagital Leases (.0
Tolal Long=term Db 5 354

Additional information on the District’s long term debt can be found in Mote 5.



OTAY WATER DISTRICT
Management’s Discussion and Analysis

Fizcal Year 2006-2007 Budget

Econamic Factors

While growth in the San Diego arca has slowed over the last year, demand for housing continues al a similar reduced pace. This
growth in new hemes is expected (o continue o a long-term rate of 3% until ultimate build-out. The District currently provides
water service o aboul 68% of Us ipdal projecied population, serving approximately [89.000 people. This percentnge should
continwe io increase as the Disinct's service area continues to develop and grow. The District is projecied lo deliver approximately
42 300 pere-Feet of water to 48,237 customers during fiscal year 2006-2007,

Ultimately, ihe Disirict is projecied o serve approximalely 277,000 people, cresting an pverage daily demand of 56.3 millon
gallons per day (MGD),

Financial

The rapidly expanding demand for waler service over the past few years continues (o suppor the incremental cosis associated with
maeting this increase in demamnd. As o result, the Disirict has been able o increase siafTing levels and implement sirategic changes
that willl provide long-1erm benefiis 1o the Disirict, while only increasing rates at modest levels.

In o efTort 1o remain pro=active anid re-alfirm the adepiacy of i1s current sewer rate structure, The Disnc conducted a
comprehensive rate study during fiscal year 2002-2003 with ihe assastance of the professonal firm of Black & Vealch Corporalion.
The conclusions reached in the rate study revenled the need o raise rates in onder to pass along cost increases from the Ciy and
County of San Diego, The first sewer rate increase was implemended in January of 2004 and rates were increased annually through
2006 10 lessen the impact on cusiomers. Future sewer rate increases will be tied directly 1o the cost of services,

In 2003, the San Dicgo Coumy Water Authority and the Metropolitan 'Water District changed thesr rate struciure from o mostly

variable rage structure 1o one that incorporales a grester proportion of fixed fiees. In 2004, the fixed fee portion incrensed

significanily, leading the District 1o implement a new consolidated pass-through charge to poiable water cusiomers effective January
1, 2004,

Muanagemend is unwware of nny oiher conditions that could have o significam pasi, present, or fulure impact on the Disirict’s
currenl financial posilon, nel issels or operabing resulis,

Contacting the District’s Financial Hnntg:m:m

This financial report is designed to provide a gencral overview of the Otay Water District’s finances for the Board of
Dirgctors, laxpayers, credilgrs, and other inerested parties, Questions conceming any of the information provided in the
report of requeests for additionnl information should be addressed 1o the District’s Finance Depariment, 2554 Sweetwaler
Springs Blvd,, Spring Valley, CA 91978-2096.
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O1AaY WATER DISTRICT
Statement of Net Assets
June 30, 2006 and 2005

ASSETS
Current Assels:

Cash and Cash Equivalents (Note 2)
Restricted Cash amd Cash Equivalents (Note 2)
[nvestmients (MNote 2}
Mccounts Receivable
Accrued Intercst Recervable
Restricted Accrued Interest Receivable
Restricted Toxes and Availobility Charges Receivable
Inventory
Prepaicd Expenses and (Mher Current Assets

Total Current Assels

Moncurren! Assels:
Restricied Cash end Cash Equivalents (Nate 2)
Capital Assets, Net of Depreciation (Note 3)
Cither Moncurrent Assets (Nole 4)

Total Noscurment Azsels

Total Asseis

LIABILITIES
Current Liabaliics:

Current Maturities of Long-term Dieba {Mote 5)

Accoais Payahle

Acvcrued Payroll Liabilitbes

Chher Acerucd Liabilithes

Customer Deposila

Liahilities Payahle From Restricted Assels:
Accounts Payahle
Accrued Interest

Total Corrent Liabilitics

Moncurrent Liabilitics:

Laabilitees Payahle From Restricted Assets:
Prepaid Capacity Fecs

Long-term Debt (Mole 5)
Gieneral Ohligation Bomds
Certificates of Participation
Moles Payable
Capital Lease Payahle

Total Moncurrent Linhilities
Total Liabilitees

NET ASSETS (NOTE &)

Invested in Capital Assets, Net of Related Debt
Restricied
Unrestricted

Teaal Met Asseis

The accompanying noles are an integral pan of this statement,

pLLL piL L]
5 13,755,007 § 31473662
] 6,623,379
62,596,513 TLATHS529
5, S0, T. 005,484
A8 708 B2A483
] SU66TE
A18,0590 322408
542 426 620,119
B4, 133 341,686
85,554 060 0452458
i 14,430,450
To6,987 584 J62. 480,711
AR, 990 RO, T45
307 826,574 __ 377805906
4831 381,440 470,258 64
1,520 548 | 456,907
11617 499 | | 80,083
7,348 453 2,011 2,855
GR350 H03.657
2 AR89, 101 2244193
T.633,220 4,556,584
413,442 403,839
715313 2I0EE3IE
Ti3015 TR3.E54
8,104,755 &, 7218482
24119352 24 SWIR AT
1,150,778 1.659,015
(] 51.595
34 600 B0 36081573
BLAIG I3 50,168,589
361,590,845 AT3ATHO8RD
0 16, 158,364
0,474 482 69,224,020

3 422,065.317

§ 411088473



OT1AY WATER DISTRICT
Statement of Revenues, Expenses and Changes in Net Assets

For the Years Ended June 30, 2006 and 2005

OPFERATING REVENUES
Water Sales
Waaewnler Revenoe
Connection and Other Fees

Total Dperating Revenues

OPERATING EXPENSES
Cost of Water Sales
Wisigwaler
Addminisirative and Ceneral
Dieprecintion

Towl Operating Expenses
Operating Income (Loss)

NOMOPERATING REVENUES (EXPENSES)
Investmeni Income
Taxes and Assessments
Availabiliny Charges
Ciain on Sale of Capinl Assers
Miscellaneowss Bevenucs
Dronations
Inierest Expense
Miscellnneous Expenses

Total Nonopernting Revenues (Expenses)
Income (Loss) Before Contributions
Cagial Contributions
Change in Met Assels
Total Net Assels, Beginning

Toial Net Assets, Ending

The accompanying noles are an inlegral part of this stsement.

2036 205
§ 43755610 5 39344056
2,328,582 2,017,992
1,776,806 540055
47 BE|OER 41 506, 103
31,630,074 20 655 560
2,313,274 2,521,861
15,552,287 13,809,022
10 107 455 10,524, 134
59,603,094 56,510,556
(11,742,006) (14,604,783)
338645 2052 202
2. TT.635 2A26.526
Gl I 556,590
142,022 2,196,655
1,838,710 2,518,285
0 {35,894)
(959, 225) (1327 844 )
(279.506) (523,905)
T.A17 280 T.762, 705
{4,424, 726) (6,842 0TR)
15,401 58 14,964 105
10976, 854 28.127.227
411 08K 473 1E2.96).246

§ 422065327

5 411,088,473
T T E—



O1ay WATER DISTRICT

Statement of Cash Flows
For the Years Ended June 30, 2006 and 2005
200 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Cash Received from Customers 8 46,771,759 § 40612964
Cash From Other Operating Activities 1,776,396 340,055
Oiher Receipts 1,029,696 | 866,753
Cash Paymenis to Supplicrs (060, 263 ) (26,933,592)
Cash Poyments to Employees {15,530,526) (13, 203.467)
Oither Payments [ |86, T01) { 192,995)
Met Cash Provided (Used) By Operating Activities 2,900,768 2689718
CASH FLOWS FROM NONCAPITAL FINMANCING ACTIVITIES
Receipts feom Taxes and Assessmens 2,785,943 2,227,192
Receipis from Property Renis amd Leases BIS.230 T66,733
Med Amounls Puid for Acquisitioen and Muoinenence of
Demonstration Garden 0 (35,504)
Met Cash Provided (Used) By Moncapiwal Financing Activities 3603222 2958 |31
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Proceeds from Cagital Comribubions 0467925 11.A400,613
Proceeds from Sale of Copitnd Assels 142,922 2,637,143
Proceeds from Debt Reloted Toxes and Assessments B, 050 379,905
Proceeds lrom Long-Term Debi (Note 5) ] 12,270,000
Principal Paymenis on Long-Term Debi (Mote 5) (] 456,05) (13,0014,439)
Premium Payment on Long-Term Debt ] [233.600)
Acquisition and Construction of Capital Asseds (3R828,007) (20,2310,136)
Interest Paid (a0 622 {1,676550)
Met Cash (Used) By Capital and Related Financing Activities (31.014,595) (8,267 (64
CASH FLOWS FROM INVESTING ACTIVITIES
Imerest Received on Invesiments 2,950,008 1.938. 759
Proceeds from Sale and Maturities of Investments 52,780,016 LELLEALLY
Purchise of Invesimenis {4 2 000,000 (24,012,514)
MNet Cash Provided {Used) by Investing Aclivities 13,739,024 {14,074,055)
Met Increase (Decrease) in Cash and Cash Equivalents (10,771,584) (16,693,270
Cash and Cash Equivalents - Beginning of Year 24.527.491 41,230,761
Cash and Cash Equivalents - End of Year 5 137550907

The sccompanying nones gre an integral part of this sislement.

§ 2452749
————



Oray WATER DISTRICT
Statement of Cash Flows

For the Years Ended June 30, 2006 and 2005

Reconcilintion of operaling income (loss) to net cash
provided (used) by operating sctivities:
Met Operating Income (Loss)
Adjustments 10 Beconcile Operating Income to
Met Cash Provided (Used) by Operating Activities
Depreciation
Miscellapeous Revenwes
Miscellancous Expenses
Increase in Allowance for Doubtful Accounts
{Increase) Decrease in Accounts Receivable
{Increase) Decrease in Invenbory
{Increase) Decrense in Prepaid Expenses and Diher Current Assels
Increase (Decrease) in Accouns Payable
Incrense { Decrease) in Accrucd Payroll and Relaied Expenses
Increase {Decrease) in Ciber Accrwed Linbilities
Increase {Decrease) ia Customer Deposits
Increase {Decrease) in Prepaid Capacily Fees

Tolal Cosh Provided (Used) By Operating Activities

SUPPLEMENTAL DISCLOSURES

Mon-cash Investing and Financing Activities Consisted of the Following:
Contributed Capital Tor Waber ond Sewer System
Change in Fair Value of Investments and Recognized Grins/Losses
Capitnl Coniribution Besulting from Prepaid Capacity Fees
Amortization Belated 1o Long-term Debi

Cash Paicl for [nterest Expense

The sccompanying notes are an integral part of this sialement.

205 2005
5 010,742,006 & (14,604, 7RI
0, 107,435 10524, 1 34
1,029,606 1. B66, TSN
{ IBG,THN) {192,995)
146,174 ]
206485 (753,084)
27,697 (1338115
(322.447) (90,729}
2883852 6415302
135,908 (116231}
TGS 126,897
244 908 (321 783
60 (49,958)
£ 1900.768 3 2aA07IR
§ 24494557 5 23,580,701
354,270 (347,693)
il 55,848
923,713 05,568
£ 1410,957 § 1,360,257
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OTAY WATER DISTRICT
Notes to Financial Statements
Y ears Ended June 30, 2006 and 2005

1} REPORETING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Al

B)

Reporting Entity

Oay Water District (the "Disirict™) is a public entity established in 1956 pursuant 1o the Municipal Waier Disirict Law of
1911 (Section T et Seq, of the California Waoier Code) for the purpose of providing waler and sewer services 1o the
properiies in the Dasirict.  The District is governed by 3 Board of Direciors consisting of five dircctors elected by
geagraphical divisions based on Disirict popalation for o four-year aliernating erm,

Measurement Focus, Basiz of Accownting and Financial Stotement Preseniation

The basic Ninancial staterments of the Ouy Water District have been prepared in conformity with accounting principles
penerally socepied in the Unied States of America. The Governmental Accounting Standards Booard {GASB) 15 the
accepled standard setting body for governmental accounting fimancial reporting purposes.

The Disirict reporls ns activities a8 an crlcrprise fund, which s used to accoumt for operations that are financed and
operad in o manner similar 10 o privae business enterprise, where the inent of the District is that the coss {including
depreciation) of providing goods or services (o the general public on i continuing basis be financed or recovered primarily
through user charges. Revenues and caxpenses are recognized on the ncorual basis.  Revemies are recognized in the
accounting period in wihich they are carmed and expenses are recognized in the perod incumed.

Fund equity is displayed as three components: {1 Invested in capital assets, ret of related debe, which refiects the cost of
capital assels bess accumvilated depreciation amd less the ousianding principal of related debt not associated widh unspent
hord proceeds; (2) Resiricted, which reflocts the carrying valoe of asseis bess related lishilithes that arc resinicted by
oulside covenants of by law, and {3) Unresiriciod, which represents the remaining fund equity balance.

The Dstrict distinguishes operating revenues and expenses fmom those revemies and expenses thot ome non-operating.
Oiperating revenues are those revemses thal ose gencrated by waler sales and wastewaler services while operating expenses
pertam direcily to the furnishing of those services. Non-operating revemises and expenses ane those nevenoes and expenses
generaked that are ol directly associsiod with ihe normal business of supplying water and wasiewater ireatmienl services.

The District recognizes revenues from water sales, wastewaler revenues and meter fees os they are camed. Taxes and
pssesumends are recognized as revenues based upon amounts reported to the District by the County of San Diego, net of
pllowance for delingquencics of $35,343 and 535,826 at June 30, 2006 and 2005, respectively.

Addiionally, capacily fee contributions received in an pmount corresponding Lo eapansion specific operating expenses are
offsel against these expenses and included in Cost of Waler Sales in the Stnserment of Revenues and expenses and Changes
in Net Assets,

When both resivicted and unresinicied resources ane pvailable for use, it is the District™s policy 1o use resiricied resounces
firsd, then unrestricied resources as they are negded,

The accounting polickes of the District conform 10 generally accepled accounting principles (GAAP) us applicable 1o
governmental enterprise funds, In accondance with GASH Statement 20, the District has elected to follow all GASE
Pronouncements and apply all Financial Accounting Standards Board Sistements and Interpretations issued on or before
Movember 30, 1989, with the exception of those that conflict with or copradicn GASE Propouncements.



OTAY WATER DISTRICT
Notes to Financial Statements
Years Ended June 30, 2006 and 2005

1) REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Oy Stotement of Cash Flows

(LY

E)

Fl

For purposes of the Statement of Cash Flows, the District considers all highly liquid invesiments (including
resiricled assets) with o maturity pertod, al purchase, of three months or less o be cash equivabents.

Inwestments

As g governmental entity other than an external investment pool in sccordance with GASB 31, the District's
investments are stated ot fair value, which is determined using selected basis. Shori-term investments pre reported ot
cost, which approximates fair value, Investments in government obligations ore vabued on over-the-counter bid
quolalions available of year-end. Cash deposits are reported of carrying amounl, which reasonably estimates fair

vidue,  Invesiments in governmental investment pools are reported on the fair value per share, of the pool's
underlying pourtfolic.,

Inventory and Prepuids

Inventory consists primarily of materials usad in the construction and mointenance of ihe water and sewer system ond is

wahued ot weighted average cost.  Both iventory and prepaids use the consumption method whereby they are reporied
o5 an assel and expensesd ox they are consurmed,

Capital Assels

Capitnl nssets are recorded ot cost, where hestorenl records are ovailable, ond o an estimated Wstorical cost whene no
historscal reconds exisl. Capital assets purchosed in excess of 55,000 are capitalized if they have on expected usclul Fife
of two years of more, The cost of parchased and self-constructed additions wo utility plant and major replacemems of
property are capitalized. Costs inchude materials, direct labor, transportation, and such indinect ilems as engincering,
supcrvision, employee fringe benelits, and imerest incurmed during the construction perind,  Repairs, mnimenance, and

minof replacements of property are charged 1o eapense, Donated assets are copitaliced a1 (heir approximate fur market
value on ihe date contributed.

The District capitalizcs imcrcs! on consinuciion projects up o the point in tme that the progect is subsiantially
completed. Capitalized interest s included mihe cost of water sysiem nssels and s depreciated on the siraight-line basis
over the eximated useful lives of such assels.

Dreprecantion is caloulnted wsing the siraight-line method over the Tollowing estimated wseful lives:

Water System 15-70 Years
Engincering Equipment 2-50 Years
Buildings 30-50 Years
Power Operated Equipmeny 510 Years
Transportation Equipemeni 24 Yenrs
Oither Egquipmeni 2-10 Y enrs
Recloimed Water System 50-75 Yeors

Sewer Sysiem 25-50 Yenrs
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OTAY WATER DISTRICT
Notes to Financial Statements
Years Ended June 30, 2006 and 2005

REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

)

H}

I}

Compensated Absences

In sccordance with GASB Statement Mo, 16, o hability is recorded for unused vacation and sick leave balences since the
emplovees” entillement to these balances are asttributable 1o services already rendered and it 5 probable that virally all of
these halances will be liguidated by either paid time-off or payment upon termination or retirement.

Restricted Assels and Liahilities

Certain current linbilities have been classified as current linbilities payable from restricted assets as they will be funded
from resincted assels.

Allowance lor Doubtful Aceounts

The Dastrici charges doubiful nccownts arising from waler sales receivable io bad debi expense when il is probable that the
scoounls will be ancollectible.  Uncollectibde ocoounts are determined by the allowance method bosed upon prioe
experience and manogement's msessment of the collectibility of existing specific accounls.

J1 Use of Estimates
The financinl sistements have been prepared in socordance with accounting principles generally accepled in the United
States of Amerco and necessanly include omounts based on estimates and assumptions by management,

K} Property Taxes
Tux lewies are lmiled 10 1% of full marke! value (3 time of purchase) which resalts oo 1ax rate of 5100 per 5100
assessed valuation, under the provisions of Proposition 13, Tax rates for voler-approved indebledness are excluded
from this limitation,
The County of San Diego (the “County™) bills and collecis propeny inxes on beholf of the Disirict, The County’s 1ax
calendar year is July | 1o June 30, Property taxes attach as a lien on property on March |, Taxes are levied on July | and
are payable in two equal installments on November | and Februory 1, and become delinquent after December 10 and
Apeil 10, respectively.

L} Reclussifications
Certain reclassifications have been mode (o pries year ameunts 10 conforem i the current year presentation.

CASH AND INVESTMENTS

The prmary goals of the District’s Invesiment Policy are 1o assure compliance with all Federal, Ste, and Local laws
governing the investment of funds under the control of the organization, prodect the principal of investments entrusted, and
generale income under the parameters of such policies,

The District's Investment Policy and Stale statves authorize the District fo invest in obligations of the LS. Treasury, agencies
and instrumentalities, prime commercial paper, repurchase agreements, and negotiable cerlificates of deposits. Funds may also
bee imvested in the State Treasurer's Local Agency Investment Fund (LATF) and the San Diego County Pooled Fund.



OTAY WATER DISTRICT
Notes to Financial Statements
Years Ended June 30, 2006 and 2005

2y CASH AND INVESTMENTS - Continoed

Cosh and Investments are classified in the accompanying financinl statements as folbows:

Sntement of Mel Assels;
Cash and Cash Equivalents 5 11755907
Investments 62,596,513
Total Cash and Investments 5 716352420

Cash amd imvestments consist of the followang:

Cash on Han ] 2 B0
Deepossats with Financind Instinmions 1,005,759
Ivestments 15239821

Teral Cash and Investments £ 16352430

Investments Authorized by the Californin Government Code and the District’s Investment Policy

The table below identifies the investmet types that ane suthorized for the Disanict by the California Government Code (or
the District’s Invesiment Policy, where more restrictive),  The table also identifies certain provisions of the Californin
Government Code (or the District’s Invesiment Policy, where more restrictive) that nddress interest rate risk, credit risk,
and concentration of credit risk. This table does not address investments of debt proceeds held by bond trustee that are

governed by the provisions of debt agreements of the District, rather than the general provisions of the California
Government Code or the District's Investment Policy,

Ml i Maxirmm
Awhonzed Maximum Percentage I mvestmeni
Invesiment Type Maturiiy Of Poaiolic " In Oinee Iagiser

Local Agency Bonds 3 years MNone Mo
LLS. Treasury Ohligntions 5 years MNone MNone
Federal Agency Securities 5 years T Mone
Cenificates of Deposis I year W05 MNone
Repurchase Apresments I wear I5% Mong
Miedium-Term Motes 5 years 15% Mg
Commercial Paper 180 days | 5% | ¥
Money Market Mutual Funds M/A | 5% Mone
County Pooled Investment Funds M/A MNone Mone
Local Agency Investment Fund (LATF) MNiA MNone Mone

" Exchsding amounts held by bond trusties that are not subject to California Government Code restrictions.
" Mo more than 30% of the portfolio shall exceed two years 1o maturity.



OTAY WATER DISTRICT
Notes to Financial Statements
Y ears Ended June 30, 2006 and 2005

2} CASH AND INVESTMENTS - Continued
Invesiments Authorized by Debt Agreements

Ievestment of debl proceeds held by the bond trusice are governed by provisons of the debi agreements, rather than the
general provisions of the California Government Code or the Disarict’s Invesment Policy.

Disclosures Relating to Interest Rote Risk

Interest rale risk i fhe risk that changes in market interest rates which will adversely offect the Fair value of an investmen,
Cienerally, the longer the maturity of an invesiment, the grealer the sensitivity of its fair value 1o changes in markel inlerest
rates. Ome of the ways that the Districl manages is exposure 1 interest rates risk i by purchasing a comhanation of shodler
terim and loager tefm invesiments and by timing cash Nows from matunibies, so that a porion of the ponifolio i matunng or
coming close 1o maturily evenly over lime, as pecessary, 1o provede the cash Mow and liquidity needed Tor operations.

Information phoul the sensuivity of the fair values of the Dasinct’s investiments (including mvesiments held by the bond trustee)
to markel interest rate Nuclustions i provided by the following table that shows the distribution of the District’s investments by

HIETATRT
i izrily in Mlongh
12 Monihs 13 w24 25 1060 Mare Than
_ lovesiment Tvpe _Orless ~ Monthe — Monthe = G0 Months
LLS. Treasury Securities § BOMRIZS 5 BOUIRIZS § 3 5
Federal Anency Securities SIG5H.3ER A2BMARS 20853903
Lical Apency Invesiment Fund
(LAIF) 12,544,721 12544721
Ean Diego County Pool 0E.587 i
Tokal $15.21082| 5485008 E20E5300) 5 08 0
Dischosures Relating to Credit Risk

Generally, credit risk is the risk that an isswer of an invesiment will not fwlfill §is obligation to the hobiber of the invesiment.
This 1s measured by the pssignment of o rating by a nationally recognized siatistical rating crgamization. Presemed below is the
marirEn rating required by (where applicable) the Califormia Government Code or the Distrct’s Investment Policy. or debi
agreements, and the actual rating as of year end for each investiment 1ype.

M inimum Exempt Baling as of Year End

Legal From MNiod
— Invesument Type —Baing _Disclosure  __ AAA Ao Rated
L. 5. Treasury Securities 5 B9AB.I25 $ 5938025 8 5 5
Federal Agency Securities S.65R.0E8 A 51,658,188
Local Agency Investment
Fund 12,544,721 MIA 12,544,721
San Diego County Pool Og 587 MN/A 98,587

Total 2 I3AD021 $ 908125 $53658088 3 0 3 13543008



OTAY WATER DISTRICT
Notes to Financial Statements
Y ears Ended June 30, 2006 and 2005

2) CASH AND INVESTMENTS - Continued
Concentration of Credit Risk
The invesiment policy of the Dhsirict contains no limitation on the amount that can be invested in any one ssuer beyord that

stipulated by the California Government Codie.  Investments in any one issuer [(other than LS. Treasury secenities, mubusl
funds, s external investment pools) that represent 5% or more of 1ol District investiments are as follows:

lssuer Invesment Type  _ Reporied Amount
Federal Home Loon Bark Federal Agency Securities 5 55,658 148

Custoatial Credit Risk

Custodial eredin risk for deposis is the risk that, in the event of the failure of a deposiory financial instilulion, & government
will ot be able to recover its deposits or will not be able o recover collateral securities that are in the possession of an ouiside
party. The cusiodial crechit msk for investments is the sk (hal, v the event of the failure of ihe counterparty {e.g., broker-
dealer) 1> & trapsaction, a government will not be ahle o recaver the salue of Hs invesiment or collateral securitses that are in
the possession of another party, The Califorma Government Code amd the Entiy”s investment policy do med contnin legal or
policy requiremems that would Jumil the exposure 1o custodial credit risk for deposiis or invesiments, other than the following
provision for deposits: The California Government Code recpuires ihad o financind instilution secure deposils made by sise or
local governmend units by pledging securitics in an undivided collateral pool held by depository regulated under state kaw
{unbess so waived by ihe govermmenial unith. The market value of the pledged socuritics in the collaternl pool must equal m
least | 10¢% of thi total amownt deposited by the public agencies. Califomin low also allows financial instlutions to secure
dheposits by plodging first trust deed mortigage nobes having o value of | 30% of the secured public deposits.

As of June 30, 2006, 5796084 of the District's deposits with financial instiutions in excess of federl deposilony insurance
limits were held in uncollaieralized accounts. As of June 30, 2006, District investments in the following invesiment [ypes werg
hekt by the some broker-denler (counler party) thol was used by the Disirict to buy the securites:

— Investmem Type  _Reporied Amount

LLS. Treasury Securitics 5 EO3E, 125
Federal Agency Securities 51658388

Local Agency Investment Fund (LAITF)

The District is a voluntary panticipant in the Local Agency Investment Fund (LAIF) that is regulnted by California Government
Code Section 16429 under 1he oversight of the Treasurer of the State of California. The fair value of the Distinct’s investment
in this pool is reponied in the accompanying financinl stalements o amounts based wpon District’s pro-rata share of the fair
value provided by LAIF for the entire LAIF poetfolio (in relation to the amonized cost of that portfolio). The balance available
for withdrawal s based on the socouning reconds maintained by LAIF, which ore recorded on an amorized cos basis,

The LAIF is a special fund of the California State Treasury through which local governments may pol investments. The
Dagtrict may invest up o 540,000,000 in the fund. Investments in LAIF are highly liguid, as deposils con be converted 1o
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OTAY WATER DISTRICT
Notes to Financial Statements
Years Ended June 30, 2006 and 2005

CASH AND INVESTMENTS - Continued

cash within 24 hours without loss of interest.  Investments with LAIF are secured by the full Faith and credit of the State of
California. The yield of LAIF during the quarter ended June 30, 2006 was 4.53%. The corrying value and estimated market
wvilue of the LAIF Pool ot June 30, 2006 was 363,481, 426,759 and 563,366, 260,064, respectively, The Disirict’s share of the
Pood ot Jume 30, 2006 was approximately 0,020 percent.

The fair value of the District"s investment in this pool is reported in the accompanying lnancil statements ol smounds hased
upon the District™s pro-rata share of the fuir value provided by LAIF for the entire LAIF portfolio (in relation to the amortized
cost of that portfolis). The balance wvailable for withdrawal is based on the acoounting records maintained by LAIF, which
are recorded on an nortized cost basis,  Iscleded v LAIFS investment portfolio sre strociured nodes and  nssel-hocked

securitees otaling 5225 000,000 and 51,4009 9,000, respectively. LAIFs ond the District’s esyposure bo risk (credil, marked or
begal) 15 ned curremiy wvailable.

The LAIF has oversight by the Local Investment &dvisory Boand, The LAIF Boond consists of five members as designated by
stamibe, LAIF is also regulated by Colifornin Gosernment Code Scction 16429,

San Dicge County Pooled Fund

As permatied by its Investment Policy, the District hos placed Funds with the San Diego County Pooled Fund. The pool may

invest some of their porifolios in derivatives. Deiniled information on derivative investments beld by this pool 1s not readily
availohle,

Collateral for Deposiis

Al cash and certificnies of deposits are entirely insured or colloteralized.

Under the provisions of the California Government Code, California hanks and savings and boan associations are required 10
wecure the District’s deposils by pledging government securities as collaleral, The market vilue of the pledged securitics musi
equal at least 110% of the Districts deposits.  Californin law also allows financial instilutkons 1o secure city deposats by
pledging first tnest deed momgage noles having a value of 1505 of the Distrct's sl deposits,

The District may waive the 1 10% collaternl requirement Tor deposits which ang ansured up 1o 5 100000 by the FIXC,
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OTAY WATER DISTRICT

Years Ended June 30, 2006 and 2005

CAPITAL ASSETS

Notes to Financial Statements

The followang is a summary of changes in Copatal Asseis for the veor ended June 30, 2006:

Beginmng Ending
Addit Delets Aal
Cﬂ:ldhﬁms. Nat Depreciated .

L 5 12215546 5 ZTESIG S § 12,494,062
Construction in Progress AS 144448 65437 _ (J4.640,604) _ SEH60.241
Toal Caputal Assels Mot Depreciated 57,359,999 JE 683,040 (24,640,630 71403 303

Capital Asscis, Being Deprecinted
nfrasdruciure ), 92T 65T 28,868,347 419,795,990
Field Equipment 9,030,438 FT5.650 {3.551) 9,202,543
Buldings I 6,6t 604 B 305 17,469,000
Transpurtation ipment 2. TR2. 497 151,576 2,934,069
Emmmn:i!iurﬁuipmm 200,103 300,437 520,540
Oifice Equipment A AR2 004 205 693 {203,644 B A6d 062
Totad Capital Asscis Being Deprecinted 427 993 30K 300613 (0FFR {217,195y _ 458.3EE (13
Less Accumulated Depreciation:
Infrostructune 101 686,388 BATI 264 I 10,157 .652
Field Equipment B I2ETT4 248,532 (3.551) B368. 735
Buildings 3.043, 2058 550,003 4 493,308
Transgorialion Eguipml:rll 2,289,674 267,533 2.5571,200
Communication Equipment 183,142 12,328 [95,470
Oifice Equipment 646,219 587785 {212,565y ____ 6,991,439
Tota! Accumulated Depreciation 122872492 10,107 455 {216,1 16) (32,763,831
Tostal Capilal Assets Being Depreciated, Met 305,120,717 200.504,643 L0789 _ 235624 K1
Total Copitnl Assets, Nel § G071 & S i4B580 5 (34640 TH3Y B A0G6 947,584

Depreciation expense for the year ended June 30, 2006 and 2005 was $ 10,107,455 and $10,524, 134, respectively.

OTHER MON-CURRENT ASSETS

Confrects receirvable tofaled 392,375 and 5 105,600, ncl of no allswance os of June 50, 2006 apd 2005, respectively.

Deferred bond issue costs tedaled 3555550 and $586.950, net of sccumubsled amontizalion of 3326552 and 3295,152 as of
Jume MY, J006 and 2005, respoctively. There was a 1993 COPS refunding transaction as of Juse 3, 2006, The costs ane
armetieed on thee straighi-line method hosed on the estimated term of the relnbed bond debt.  Amortization expense of 531,400
o 5.366,393 for the years ended June 30, 2006 and 2005 is included with miscellaneous expense,



OTAY WATER DISTRICT
Notes to Financial Statements
Years Ended June 30, 2006 and 2005

5 LONG-TERM DEBT

Long-term liabilities for the year ended June 30, 2006 were as follows:

Beginning Additions/ Ending Due Within
Ceneral Obligation Bonds;
Improvement District Ne, 27 5 9955000 5 £ 365000 5 9500000 F 0 AB0,000
Unamortized Bond Discount (125,748) 7,397 (118.351)
Deferred Amount of Funding {735, 7700 40,876 {654 BG4
Met General Obligation Bonds 9093 487 48273 365 (00 B.776.755 AR0,000
Certificates of Participation:
1996 Certificales of Padicipation 13,4000, (6H) 3060, CHMO 13, 100,000 300,630
2004 Certificates of Participation 12,270,000 445,00 [ 1,525, 0 AR
Unamariized Descount {16.393) T45 [15.648)
Met Cedilicates of Participation 23 653,607 745 TAS000 24909352 790,000
Nodes Payable
Stnte Water Resource Control
Basard 1,956,871 297,534 1,650,037 308,259
Capinal Leases
Wactor 106} B 49077 51,580 31,389

Total Long-Term Liabilities 2 36804606 £ 40018 § 1456011 § ASH0673% 5 L330.84%8
General Obligation Bonds

In June 19498, the Disirict issued $11,.835.000 of General Obligation Refunding Bonds, The procecds of this issue, ogether
wath olher lawlully available monbes, wene 10 be used 1o establish an imevocable escrow 1o sbvance reflund and defease iy their
entirely dhe DigiricC's previows oulsianding General Obligation Bond issee.  These bomds e genernl obligstions of
Improvement Dhistrict Mo, 27 (1D 27) of the District. The Boand of Derectors has the power and s obligated 1o levy annual ad
valorem taxcs without limitation as 1o rdc or amound for payment of the bomds and the interest upon all property which is
within 1D} 27 and subject 1o taxation. The General Ohligation Bonds are payabde from District-wide tax revenses. The Boord
miay utilize other sources for servicing ihe bond debi and interest

The refumlmg resulied in a deforred amount of 1,021,503, which is being amonized over the remanmg e of 1he refunded
debt, Amortization for the years embed June 30, 2006 and 2005 was 540,876 for each year and & includad in miscellmoous

non-operaling expenses. As of June 30, 2006 and 2005, the nmorised deferred amount of refunding i 5694 894, and
$733,770, respectively,

The 1998 General Obligntion Bonds have imenst rates from 4,5% to 5% with maturiiies through the Fiscal Year 2023



5) LONG-TERM DERT - Continued

OTAY WATER DISTRICT
Notes to Financial Statements
Years Ended June 30, 2006 and 2005

Fulure debl service requirements for the bonds are as follows:

For the Year
—Endedlunc M), =~ __Poncipal = __Inlerest
2007 §  IRO000 0§ 457035
2008 400,000 440,385
2009 415,000 422047
2010 435000 402,705
2001 455,000 182,235
2012-2016 2,610,000 1,557,005
2017-2021 1,320,000 825,000
20222023 1,575,000 79,625
£ 0590000 54567007

The following General Obligation Bonds have been authorized by the Board of Directors, bul were unisseed a8 of June 30,
200,

Improvement Constrsction
Date Authorized  __Distoict (1) Purposs _Bond Amount
December 30, 1960 5 Waser System 5 605, 000
Drecember 20, 1960 f Sewer System TS O
August 28, 1960 | =3 Sewer System 405,000
August 23, 1960 1-4 Waier Sysicm 75,00
March 18, 1970 Li- I8 Sewer Sysiem 2, T, M)
Apnl 19, 1971 -9 Water Sysiem LR
May 17, 1971 U= M Water System 3,000, 0000
June 5, 1972 u-22 Water Systermn 3, 000,000
May I, 1978 L.25 Water System 50500
Movember 1, | 989 27 Waler System BE, 500,000
Certificates of Participation (COPs)

In June 1996, COPs with face value of $15400,000 were also sold by the Otay Service Corporalion 10 finance the cost of
design, scquizition, and construction of cenain capital improvements. An installment purchase agreement between the Dastrict,
as Buyer, and the Corporation, s Seller, was executed for the scheduled payment of principal and interest associated with the
COPs. The installment payments are 1o he paic from taxes and “pet revenues,” as described in the installment agreement. The
certificates bear interest ol & variable weekly rate nol 1o exceed 12%, The imterest rate ot June 30, 2006 wis 1.95%. The
installment payments ane 10 be paid annually 31 $350,000 10 $900,000 from September 1, 1996 through Seplember |, 2026,
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OT1AY WATER DISTRICT
Notes to Financial Statements
Years Ended June 30, 2006 and 2005

LONG-TERM DEBT - Confinued
Certilicates of Participation (COPs) - Continoed

In July 2004, Refunding Cenificates of Participation (COPs) with a face value of $12,270,000 were sold by the Otny Service
Corporation 10 advance refund 511,680,000 of outstanding 1993 COPs.  An installment agreement between ihe Disinct, os
Buver, and the Corporation, us Seller, was executed for the scheduled payment of principle snd imerest mssocisted with the
COPs. The mstallment payments are (o be paid from tanes and “net revenses,” as described in the installment agreement. The

certificates are dee m annual installments of 34450000 to 3395,000 from September 1, 2005 through Seplember |, 2023;
bearing indercst al 3% 1o 4.625%.

There is no ageregate reserve requirement for the COPs. Fulure debt service reguirements for the certificates are as fodlows:

For the Year fon COPs 200 COPs
Ended June 30 _ Pringipal = __Inforest™ _ Principal  __Inferest
2007 3 30000 § 517450 5 490000 5 0 448384
2008 300,000 506,600 500,000 433,53
2008 000,004 493,750 515,000 418,309
2010 SO0 (00 477,950 530,000 402,64
2011 400,000 461,150 545,000 386,236
20122006 2,500,000 2,050,060 3,020,000 1635461
20172021 3,300,000 I 459,150 3,645,000 985,556
2022-2026 4,400,000 758,400 2,580,000 BT

2027 1, 10,0060 43,450
S LLICOO0G  §_6.797.050 S LLBZS00 5. 4890211

= Varighle Bate - Interest reflecied a1 June 30, 2006 a1 a rate of 3,05%.

Note Payalile

Al June 30, 2006, the Dasirict had o 3.5% note payable io the Stae Water Resources Copirol Board. This note is unsecured
andd payable in annual insiallmenis of $366,325 including principal and interest from |9 through 2000, The tolal amaunt

oulstanding at June 30, 2006 and aggregate maluritbes of the note for the fiscal years subsequent io June 30, 2006, are as
follows:

For the Year Ended
June 30, Principal =~ __lInterest
2007 5 08250 g 58,066
2008 319,048 41271
2009 Fan2l4 36,111
2010 M1,772 24,551
2011 359,744 12,501

2 _LO6%0NT S 17R.598



OTAY WATER DISTRICT
Notes to Financial Statements
Y ears Ended June 30, 2006 and 2005

5) LONG-TERM DEBT - Comtinued
Capital Lease Payable

The District beases a Vacwor 2110 rruck under a capiral lease that expires in February of 2007, The economic substance of the
lease is that the District is financing the poquisition of the assel theough the lease, and sccondingly, it s recorded i the
District’s assets and habilivies. The lease containg a 5. 13% inleres! rake and is payable in annual installments of 554,236,
including principal and inenes, frommn 2005 through 2007,

The annual future mindimum lease payments together with the present value of the minimem lease payments under capital )
Jure 30, 2006 ase as follows:

2007 354216
Total Minimum Lease Paymenis 54,236
Less; Amount Representing Inenes [2.647)
Present Value of Minimem Lease Payments 3 51,589

The asset acoured through the capital kease 15 px follows:

Agser,
Frebd Eqpuipment 245,977
Less: Accumulaed Depeecintion (105419

Total 5 | 403555



OTAY WATER DISTRICT
Notes to Financial Statements
Years Ended June 30, 2006 and 2005

6 SEGMENT INFORMATION

The Diswrict awed Certificates of Panicipation o finance cerain capital improvements.  Both (he waler and sewer
departments are accounted For in a single fund, The sewer department operates the Disinict's sewage treatment pland,
sewage pumping stations, and collection systems, while the water depanmen sccounts for all ober services. However,
mvestors in the Centificates of Participation rely solely on the revenues generated by the individual activities for repaymend,

Summary financial information for the water and sewer depaniments is presented below,

Condensed Statement of Met Asscis
Wates Sgwer Total
Asseis:
Currend Asseis 5 BS, 132,865 § rer % B5.236,776
Currem Restricied Assets F18.060 J18, 0600
Capital Asscis 06,234,702 TdB BR2 O GRT 584
Diher Non-current Assels B3R SO0 LRERLLY
Tival Assels 482 328 67 252793 483, 381 440
Laahafities:
Current Linhalities 18,361 578 T 073 15,668,651
Current Lisbilities Payabbe from
Besiricled Assets 56,662 5046, 662
Mon-currend  Liphaliies  Payable
from Restricted Assets THo 415 7500 Ti3 015
Mon-current Liahilities 33,B66 385 13 Bht BRS
Tal Liabilities 1 CH11 5400 314,573 Gl A6 013
Met Assels:
Inwvested in Copatnd Asseis, Mei of
Hizlated Dhebi 30,841,963 T48 B2 3] 590,845
Unrestricled E0L6H5, 144 (210.662) SATA AR

Toenl Met Assets 421537007 5 S3R220 § 422065327



OTAY WATER DISTRICT
Motes to Financial Statements
Years Ended June 30, 2006 and 2005

6) SEGMENT INFORMATION - Continued

Condensed Statement of Revenues, Expenses, and Changes in Net Assets

Water Sower Total
Operating Revenues 5 45,529,994 20100 % 47 841 (RE
Diepreciation {10,107 ,435) (10,107 455)
Oither Chperating Expenses (47,505 682) {1 B0 05T [ 405535
Operating Income (12009, 1343 277,128 (11,742 00}
Mon-operaling Revenues {Expenses):
Invesiment Income 3,173,752 14,893 3,188,645
Taxes and Assessments 2420271 359,364 2,779,635
Avenilability Chorges 557 851 51,248 Gl ()
Cinan on Sake of Capital Assels 142522 142,922
Other Non-operaling Revenues 1835710 1835700
Interest Expense (959.225) (959,225)
(hber Nom-operating Expenses (2IT.B18) (61,638) (279,500)
Translers 743,330 [T, 3300 L1
Caprtal Contritmitions 15,4001 580 15,400,580
Change in Nel Assels L0079 230 {102, 385) 10,976,854
Tuodal MNet Assets, Beginning 410,447 B8 40,605 410 OREATS

Total Met Assets, Ending

24537107 3

SI2N0 % 422065327

Condensed Statement of Cash Flows

Mel Cash Provided (Used) by:
Dipersiing Activilies
Mon-Capitnd Finoncing Activities
Capital amd Relazted Financing

Astivities

Investing Activities

Wit Increase (Decrease)

Beginning Cash and Cash Equivalents

Ending Cash amd Cash Equivalents

Water Sywer Total

2,685,328 215,440 2000, 768

3 EE4 BOA (281,581} A603,222
{30,065 8460) 51,248 (51,004,598)
13,724,131 14,893 13,739,024
(10,771,584) 0 (10,771,584)
24,527,491 0 24,527,491
13755907 & 0 3 13735907




OTAY WATER DISTRICT
Notes to Financial Statements
Y ears Ended June 30, 2006 and 2005
T NET ASSETS

A summary of changes in net assets for the year ended June 30, 2006 is s follows:

Imwestment in
Capilal Assets Restnicted Unrestricted
Description (Met of Related Debt)  Met Assets Net Assets Todal
Beginming of Year 5 IZSATOORD 5 16088304 § 69224020 5 411088473
Income (Loss) Before Coniributions (10, 107,455) 2429509 3,253,240 (4,424,726}
Capital Contribugions
Construction of Water and Sewer Sysiems 5,931,655 5003.655
Capacity Fees and Capital Conributions 8,205,779 8,205,779
Betterment Fecs
Annexation Fees 1,262,146 1,262 0446
Decreass in Related Capital Debu({ Tronsfers) | AUT BHT (1,407 BET) 0
Acquisitien and Constructiond Transfers) IRAROGED (268236520 (1LBSTOLT) i
End of Year 3 J6LS90R43 § 0§ 0474462 §_ 422.065.327
Designated Net Assets

In addition 10 the restricled nel assets, unresincled net assets have been designated by the Board of Directors for the followang
purposes as of June 30, 2006 and 2005

— e 2003

Replacement Reserve § X2ETHIE 8 26.BEAGE5
Insusrance Rewervw 16,428,945 16,532,047
Expansion Reserve 3072470 __ 4619864

Total 245077533  §ARIMOI66

8) DEFINED BENEFIT PENSION PLAN

Plan Deseription

The Disrict™s defined plan, {the “Plan™), provides retiremend and disability bemefits, annual cost-of-living odyustments, and
death benefits 1o plam members and beneficiories. The Plan is part of the Public Agency portion of the California Public
Emplovess’ Retirement System (CalPERS), on agent mubiiple-employer plon administered by CalPERS, which acis a3 a
comman investment ond admanistrative agent for participating public employers within the Stute of Califormin. A menu of
benefn provisions as well as other requiremicnts 5 estatlished by Stnte statute within the Public Employees” Retinement Law.
The Plan selects optionnl benefil provisions from the benelit menu by contract with CalPERS pnd adopis those benefils
through District resolution, CalPERS ssues a separaic Comprehensive Anual Financial Report, Copies of the CalPERS’
annual fimancial report may be eblaned from the CalPERS Executive DiTice, 400 P Sireet, Sacramenta, California 95314,
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OTAY WATER DISTRICT
Notes to Financial Statements
Years Ended June 30, 2006 and 2005

DEFINED BENEFIT PENSION PLAN - Continved
Funding Policy

Active members in the Plan are required 1o coniribute 3% of their annual covered salary, The Disirict has elected 1o contribute
T% on behall of Bs employees, The Distact s required 1o contribute the actuarially determined remaining amounts necessory
to Fund the benefits For its members. The actuanial methods and assumptions used are those adopled by the CalPERS Board off
Admanistration.  The requined employer contribution rale for the lscal yeor ended June 30, 2006 was 20.8369% The

contributbon requirements of the Plan members ane esablished by S1ate statute ond the employer contnbution rate is established
anc may be amended by the CalPERS.

Annuil Pension Costs

For the fiscnl year ended June 30, 2006, the Distnct's annual penston cost and actund comribution was 52,120,529, The
regpurred contribution (or the fiscal year ended June 30, 2006, was determined o part of the June 30, 2000 sctuarial vahsbon,

The followang 1s a summary of the actunrial assumptions aml methods:

Valuation Daue Jume 30, 2003
Aciarial Cost Melhod Entry Age Actumnal Cost Melhod
Amortication Method Lewel Percent of Payroll
Avcrage Remaining Penod I8 Years as of the Valualion Date
Assel Valuation Method 3 Year Smoathed Marker
Actunrial Assumplions:
Invesimenl Raie of Return 7.75% (Met of Adminisralive Expenses)
Projected Sakary Increase A25% to 14, 20% Depenting on Age, Service, and Type of Employment
Infatbomn 100HE
Payroll Cirovadh 1 25%
Inefividual Salary Growih A meril scale varying by duraton of employment coupled with an assumed amnaal

inflation componesl of 3,006% and an annual produciion growih of 0.25%.

Initinl wnfumded linbilities are amonized over a closed period that depends on the Plan's dase of eniry into CalPERS.
Subscquent Plan amendments arc amortized as a level percentage of pay over a closed 20-year perioel. Gains and losses that
occur in the operalion of the plan are amodized over o rolling period, which resulis in an amortization of 10% of enamomieed
goins and losses each year, IF the plan's acorsed hishility esceeds the actuamal value of the plan assets, then the amortization
payment of the total unfunded liability may be bower than the payment calculnted over o 30-year amortization periosd,

THREE YEAR TREND INFORMATION FOE PERS
Fiscal Aniueal Peision Pﬂ'l:l:rrl.l,p: aof Mot Pensba
Vigar Cos (APC)  _ APC Contribeted = Obligation
R 10695, Ty | (PR o
f M0S 1 684 647 | O i

G0 1120520 1 CHF ]
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OT1AY WATER DISTRICT
Notes to Financial Statements
Years Ended June 30, 2006 and 2005

POST EMPLOYMENT BENEFITS

In sdition o the pension benelits described in Mote B, it is the Disirici’s practice and policy 1o provide certain life insurance
anid healih cane benefits for eligible retired employees, directors and eligible dependents. These benefils vary bagsd on ibe: hire
date of the employee,  All retired employess. receive life insurance benefits provided by the District (33,000 16 age 70 lor
employees and 5| J000 toe age TO for spowse],

For retinng employees hired prior o January |, 1981, and who are oge 55 or over with five years of contimmus service o
retirement, the District provides dental and health care benefits and prescription drug coverage.

For retiring employees hired on or after January 1, 1931 and before July 1, 1993, the District provides health core benefis and
prescriplion drug coverage if, o retiremenl, the employees have reither:

Adtained age &0 with apge plus years of credited service equnld (o or greater than T (with dontal benefits proveded) or,

Atlained age 55 but nod age 60 with age plus years of credited service equal 1o or greater thon T5 (without dentnl benefits
provided),

For retred directors who comamenced offece prior to January 1, 1995, and have alixined nge 60 with & beast (welve years
service &6 o dareciorn, the Dhstinct provides denlal and health care benefils and prescriplion drug coverage.

Expenses for these post retirement berefits are recognized as insurance premiums and are paid a5 retirees report chims under
the health insurance program described in Mole 120 Post retirement benefils eapense of 5641464 amd 551,062, wene
recopnized for 59 and 53 elhigible retirees, for the year ended June 30, 2006 and 2005, respectively.

WATER CONSERVATION AUTHORITY

The District formed the Water Conservation Authority (the “Authority™}), a Joint Powers Authority, with other local entities o
construct, mainiam and operate n xerscape demonstration garden i the furtheronce of water conservation, The authority is a
nop-profit public chanty erganization and is exempl from income taxes. During the year ended June 30, 2006 and 2005, ihe

Dvistrict conributed 30 and 335,804, respectively, for the development, consinglion and operation costs of the xenscpae
demonsiration garden,

A summary of the Awhority’s June 30, 2005 awdited financial siaement is as follows {lates) repor available):

Assels £ 2419520
Liahalithes 34,460
Revenues, Gains and Other Suppon Adh, 595

Changes in Nel Assels (08 91 6)



OTAY WATER DISTRICT
MNotes to Financial Statements
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11} COMMITMENTS AND CONTINGENCIES

Constrection Commitments

The Disarsct had commutied 1o cagnial projects under comstruction with on estimaled cost to complete of 35,167 546 al June 30,
2006,

Litigation

Certain chaims, suis and complainis anising in the ordinary course of operation have been filed or are pemling against the
District, In the opinton of the staffl pnd counsgl, all such matters are adequately covered by insurance, or if not so coverad, are
without ment or are of such kind, or involved such amoums, as would ot have significant effect on the Tinancial position or
results of operations of the District if disposed of unfavombly,

Refundable Terminal Storage Fees

The District has entered inte an agreement with several developers wherehy the developers prepaid the terminal storage fee in
order 1o provide the Disinet with the funds necessary 10 build additional storage copacity. The agreement further allows the
developers o relinquish all or o portion of such waler storage capacity, If the District grants 10 ancther propery owner the
relinquished storage capacity, the District shall refund 10 the applicable developer $746 per equivalent dwelling wnit (EDLY).
There were 17,867 EDUs that were subject 1o this agreement. At June 30, 2005, 1,750 EDUs had been relinguished and
refunded, 13,323 EDUs had been connected, and 2,794 EDUs had neither been relinguished] nor connecled, At June 30, 2006,

1,750 EDUs hod been relinguished and refunded, 13412 EDUs had been conmected, and 2,705 EDUs have neither been
relinguished nor connecied,

Developer Agreements

The District hos entered inlo various Developer Agreements with developers towards the expansion of Disirict facilities. The
developers agree io make cenain improvements and after the completson of 1he projects the Dasirict dgrees to reimburse such
improvemens with a maximom reimbursement amouni for each developer, Condractually, the Digirici does not incur o liabiliay
for the work until the work is accepied by the Districl. As of June 30, 2006, nose of the |3 oustanding developer agreemenis
had heen accepled, however it is anticipated that the Destrict will be linhle for an amounl a0t 10 exceed 52,040,428 ot the poin
of scceplance, accordingly, the District did ms sccme a liability as of yvear end.

12) RISK MANAGEMENT
General Linbility
The Digirict & exposed to various risks of loss related to torts, thelt, damage and destruction of assets, emors and omissions,

and natural disasters.  The District pays an annual premium for commercial insumnce covering general liohdlity, excess

linbality, propeny, sulomobale, public employee dishonesty, and various other claims. Coverage limits range up o $000
million,
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12) RISK MANAGEMENT - Continued
Workers" Compensation

The Disinict is & member of the Association of Californin Water Apencies Joinl Powers Insurance Disinict (Joinl Powers). The
Joim Powers is a nsk-pooling self-insurnnce dwsrict, creaed under the provision of California Governmen Code Sections
6500 et. Seq. The Joant Powers is governed by a board composed of menbers from pamicipating agencies. The purpose of the
Joim Powers is 1o armange and sdminister programs of isusance for the pooling of self-insured losses and 10 puschase eacess
insurance coverage. The District & insured up 1o 525 000000 for worker's compensation with no deductible.  Separaie
financial staiements of the Joint Powers may be obtained a1t ACWA Joint Powers Insurance Authority, 3620 Birdcage
Swrect, Suite 200, Citrus Heighis, CA 95610-7632,

Health Insurance

The District maimains a self-insarance program covering all of us employees, retirees, and other dependents.  Health claims
are processed and administered through a health insurance administrmor and paid by the Diswict upon preseniation, The
District has oblained & siop-loss insurance policy w cover individuals with claims eacceding 345,000, The District has
estimated sccrued claims o be 5422327 and $299.700 at June 30, 2006 and 2005, respectively,  Accrued health cosis are
included in other accrued linbilities.

Adequacy of Protection

During the past three fiscal (claims) yeors none of the pbove proprams of protection have had setilements or judgments that
exceeded pooled or insured covernge. There have been no significant reductions in pooled or imsured Bability coverage from
covernpe in the prior year,

13) INTEREST EXPENSE

Inierest expense for the year ended June 30, 2006 and 2005, 15 as follows:

— 2006 _2005

Amound Expensed $ 9592315 3 1327844
Amound Capitalized as s Cost of
Construction Projects AB,535 _linds4

Interest Pasd : 419760 5 L4A3E.008
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OTAY WATER DISTRICT
Required Supplementary Information
Years Ended June 30, 2006 and 2005

SCHEDULE OF FUNDING PROGRESS FOR PERS

Actuarial
Auccnued UAAL a5
Aciuarial Actuarial Laahility Unfunded Percentage of
Yaluation Value of (AAL) Entry AAL Funided Coversd Covered
Diate Assels Age (UAAL) Ratio Payroll Payroll
(A) (B) (B - A) (AB) iC) [{B-ANC]

A
Miscellancous § 28360731 § 36760460 §  H.399.73K 11i% 5 3504245 _ 977%
LR K]
Miscellancous § 29042368 § 41428604 § 12386306 T00% S90S _ 136TE
3
Miscellaneous §_ 31,591,156 § 45156690 5 13565534 _ T00% _ § 0764596 _ I39%
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O1Aay WATER DISTRICT

Net Assets by Component
Last Six Fiscal Years
Fiscal Invested in Capital Assets Total
Year Med of Related Debi Restricted Unrestricted Ml Assels
20 5 A6 30 E4S 21 % 1,474 452 423 (05,327
2005 125,676,085 16, DEE 6 G0, 224,020 A1 01008473
200 201 863 666 23,883 4410 67,244,130 I82.061,246
2003 2655749, 907 40,945,837 49 874 535 360,354,279
2012 245,290,752 46 BA6,4 34 45 580,508 337,730,659
2 il 23T 0,807 d2.023 480 d1.854. 3010 122 N0 598
—_— _— A R R R N TS .
NET ASSETS
$ 70,000, 00
S60,000, 000
$50,00x) 000
40,000,000
£ 20,000,000
20,0600, D00
510,000 0000
a0
2001 2003 2003 2004 2005 20406
Fiseal Year
B Restricted W Unresivieisd |
- — e — T — J

i1} The Disicict implemented GASE 34 in Fiscal Year 2001,

(2} During the cirrent vear afl restricted fimds were used lo pey for major capital improvemenis in e Dishrct
FPatalle Water Systews and Reclaimed Water Syifem

Svirrce; LMay Water DNstrict



OrTAaY WATER DISTRICT
Changes in Net Assets

Last Six Fiscal Years
Total
Mon-Operating  Incomel Loss) Change
Fiscal Operating Dperating Operating Revenues!  Before Capital Capital in Met
Year Revenues Expenses Income { Expenses) Contributions Contributions Assels
2006 547361088 S39603,084 5(11,7422006) 5§ 7317280 5 [4424.726) 5 154001580 5 10.976,854
2015 43,335,915 56,510,886 (1174971 6,332,893 (6.842,078) 34,969,305 28,127,227
004 41,530,293 51,516,006 (9.976,8003) A AB4 492 (64923117 20,050 3TR 22,606,947
2003 36961980 46,141,486 (S 1R 500) 4317049 {4,664 457 22616580 17,952,123
20012 37,312,385 43,509,038 {6, 196,653 6,193,303 {3,354) | 5,732,451 15729100
FLiA]] 32508 438 400,203,040 (1760460100 10526110 (7.078.501) 30,200, 604 23,130,103
f ]
CHANGES IN NET ASSETS
S0, 000, 00
£25.000,000
520,000,000
F 15,000, (00
5 10, 060, 0
55,000,000
o/
200 oL 1P i i D=k
Fiscal Year
h“
Mare:  The Disteict implemented GASE 34 in fizcal yvear 2004,

Source: Oay Warer Disiricr



Ot1ay WaTEr DisTRICT

Ohperating Revenues by Source
Last Tea Fiscul Years
Fiscal Wostewnler Comnecdion and FPercent
Year Waoler Sabes Hesvenoe Dither Fees Tatal U hampe
00H A3 755610 5 2308 582 % 1L THE R &7 Hisi JORH L2
s 0 R4 056 2.0107,992 S80S 41,5046, 103 09
MMM 30008712 1,774 b T22IS 41 55,290 1247
2003 0215 1548227 21 BR 16, D | A -0.05%
2002 14 OH0L2ED SN EES L2410 Er ] L 4, 1%
i1 1 ML AR 1) 1578551 574,955 T3 598 437 350
H0 RS 2R, DT 1, 742517 I3 3ED 33,00, 00E M. 1%
(Rt 34 T3, 5654 | 544 975 190 T 16571447 13167
1098 21.551 . 5BK | 579, |45 LR R i L =1, 19%
1947 24,510, 584 1676, ET0 1 20 A% 26027 691 T H%
TOTAL OPERATING REVENUES
o0, RO, (W
| A5 CHNLON
40,000,100
A5 0000000
40, D, D00
25, DN CH)
00, DM X
| 15, 000
|
10,000,000

(1) Dring the year ended June 30, 3001, the [haoicl Boan] ssthorieed these soporie porsble witer rehates ioinling 39 MKL0E0, The fobates
weie dccnuivind for 35 2 wdectins of Waner Sales

Soirce; (ar Woter Disirio
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1860 2002 A 2004 2005
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OT1ay Water DisTrICT

Exspenses by Function
Last Ten Fiscal Years

Fiacal Cost of Admsinistrative Percenit
Year Waler Sales Wanlewaler anal General [epreciation Totual Change
0 £ 650,074 3 XNMANTHE T 18552 207 £ 1007458 £ 50600004 L8
Fal 1] 19,655 8o 152154l 13809022 10,524,134 56,5 | OER L
Ful 2] 7 H59.376 2444603 11,080,509 10,088 51H 5151605 1165
2003 4477 457 1.54% 881 210,321 0, TAT ELMERE ] S0
FILiF) 21516357 1404, 73 H_ERH. S S E A5, 55,040 0.3%
HH 10 008554 447 004 E 014,245 B T41.315 A0,H05,0459 9.5%
o L1LF 19,416,956 1,B3LTTS T 44 505 E 020,150 1 T IR S0 | 1.5%
| by, 720, 245 1519670 Badish B B 225750 AZ04 1504 | 40
15%H 14,658,041 | %R, | 1Y 475,077 AT 905 I8 B9 2 L%
157 14 AR7. TRG 1. 16617 1088 TIA 437 0% 18437 254 S

— R — =

! TOTAL OPERATING EXPENSES

1T 1958 1996 2000 10D

|L:i-ﬂ;1|tnf'l"uﬂ."iuﬂ. O W asiewaigr
e : e =)

—_

Spiired; Do Wider iy



Nen-Operating Revenues by Source
Last Ten Fiscal Years
Investment Taxes and Avaflabiliiy Perceni
Yeur I ncome Astessmenis i.'?h,q.rEg._ Mliucellanesas Tolal Cluﬂt_
20 $ 3.188,645 § LTTOG3S 5 GO0 5 5 1.97E.602 § 8,556,011 (el
25 5 2,052,292 § 1,316,526 5 556,590 $4714541 (1) § 9,650,349 35.6%
2004 1,007,440 3071 6ES 1,132,278 LE16,5967 7,018,379 10.5%
2003 2,578, 23] R LIERY L, 0T, T 54 1,730,384 1975, 776 =16%
20402 4.A456,381 1,17 1.052,222 ITAEIR E273.593 <12 3%
20| 7, E06, |55 3,054,917 (R 437,760 12,204,406 20.0%
20HH) 5 0ER516 A 164,810 Uda k12 197,857 S ATK], 505 2.6%
1950 5,142,904 25238, Tah 104,900 412,530 o, 16l (10 AT
198 6,462,771 I, M5.952 | 284 987 570,775 1,123,485 695
1997 6,288,527 1,034,604 I.084,2632 ] 10,407,344 f, 7%
P Em i - =l —— —
i TOTAL NON-OPERATING REVENUES

- -3

i 00 M 2007 b1
".-i
" O Total Mos-Operating Revesues
'1_ . i = i B i i .=-.,. ___|= e - 49 - i e

{1y The District sold capitah sssets during 2005 which resulted im o gain of £2, 156,635

Sonree: hay Warer Disrrier
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391N

68756

(] e

145 500

1E4 307

1602H83 (0)

0

b33 115

ILXET Rad

1252309

e LA

a3 0k

| S0 A%

1,540,502

1.609.747

|52

L0E1) T44

RrER ]

232260

2446872

1 220, 105

LA 4

1.0 el

14,558

s

B2 B

i

Totnl

1,238,711
| 887640
RA31ERT
IA482TIT
19148502
2,0 10050
L0070
4 IETAET
LEa0TEN

3,202,604

113 Dongticns aee comnbaions i he Witsy Conserviion Aashooily fonmed in 1795 See Nole 9 in ke Mol 1o Finenclsl
Sasierneih (o7 suss wlarmaiion

Sourcer Oy Waawer ENalricr
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OT1AY WATER DISTRICT
Assessed Valuation of Taxable Property Within the District

Last Ten Fiscal Years
Fiscal Percent
Year Secured Unzecured Twial El‘l.ihEl_'.‘
2 519 ke OO 184 £ A5 A5 280 £ 19565565 464 19,1 A%
2005 16121 465817 0 937 884 16423200700 16.23%
2004 13,833,852 366 206,691, 701 14, 130544067 16,505
20073 11, 7H6410.218 343 253,013 | 2. 029, 66,1 51 15.61%
2002 10,239.985.732 245,931,658 10459919430 16,67 %
2001 BTMGT.643 482 123.676.413 8091 . 5319915 G33%
2000 7800 51T 552 N 85.22310%2 %57 15,615
(RN £,051 6238, 384 159,752 it .01 3375 B4k 7.5
194 G 4B 04,1 5T | 36,236,552 (b IS0, 709 1L19%
1507 608,701 049 120,054,347 {5, 538656, 10 1.08%
g
ASSESSED YALUATION OF PROPERTY

$20.000 000

£ RO D00

5 1,000, (W00

04,000,000

$ 02,000,000

$1EL000,000

SE 000 000

|

36 o) 0y

54 D00 Ny

52,000,000

0

l_

Senree: Ceyary of Sun Diege Auditer mod Controlier



Ot1ay WATER DisTRICT
Potable and Treated Water Produced and Sold

Last Ten Fiscal Years
Recyeled Direct
Fiscal Potable Water Billed Water Water Rate
Year Purchases Sold Produced liase Usage Scwer
2006 V7972, 146 14,723,988 5373007 § 25 % 13.90 LR ]
20H¥5 16412711 13,708,001 501,014.2 10.25 11,40 26,50
200 8. 424.007 14.711,176 68,5887 L0.25 13,34 335
2003 L 486,502 13,6013 885 486,730 4 10.25 13.30 20.95
20012 17,084,537 13,723,241 47158000 10.25 1330 20.95
2041 14,521 .02 12,067,309 4182710 10.25 13,3 20,95
200 [, 801 G 12,023,682 408, 636.4 Bih24 L33 2095
I F2,537 309 10.335.051 36302040 1025 1330 20,94
1958 0,563,479 & 162 460 4254070 10,25 1 3.3 2095
1997 10521018 979,072 451 b4, 3 Ik 25 (L] i | L

{1} Baijed on Residernifal cusiomer who wre 1O andi P mamife Lindt shadl mean 00 cubie fee or 248 gallons of wailer,

POTABLE PURCHASES AND RECYCLED PRODUCED

Bl

9T 1WE 190 000 2000 2000 003 004 3004 2006

W Fotsble Waler Purchases W Recycled Produced @ Sewer



O1AY WATER DISTRICT

Meter Sales by Type
Last Ten Fiscal Years
Fiseal
Year Potable Recveled Sewer Tuotal
2006 TRE 47 | 236
s 1,406 05 a2 1,523
24 2,125 64 M 2,227
200y I, 782 123 168 2,073
2oz 2,308 13 12 2,443
20101 2667 41 41 21310
2{HH) 2,485 T 135 2668
100 2010 £ &4 2,143
1998 1,126 53 14 1,218
1997 115 12 20k 1167
METER SALES

1997 1998 1999 200D

Siwerer: (ay Water Disrrict

2001

2002

D03 20Dd4  I00S 2006

{ M Polable Meler Sales B Recycled Miter Sales .Sl:u'n'l




Or1Aay WATER DISTRICT
MNumber of Customers hy Service T:rpe

Last Ten Fiscal Years
Fiscal Year Potahle Recycled Sewer Taotal
2006 46,851 558 4,571 51,980
2005 46,042 483 4,570 51,095
2004 44,583 348 4,548 49479
2003 42 438 312 4,510 47,260
2002 40,732 (B 4,342 45,263
2001 3B, 502 128 4,240 42,870
2000 36,003 [ 06 4,199 40,310
19949 32,773 59 4,054 36,926
1905 30943 - 4,030 35,017
1997 29021 20 3,996 33,037
NUMBER OF CUSTOMERS

1997 1094 1”‘? 2000 2001 a0z 2003 2004 220056 0 2008
| EPotahle BERecyeled B Sewer |

Source: Ofay Water Disiricr



Ot1ay WATER DISTRICT
Pﬂ'.lptl‘lj' Tax Levies and Collections

Last Ten Fiscal Years
LEVY (1)

Fiscal 1% Properiy Special Total Toital Net Percent
Year Tax Asspssmienls Levy Collections (1} Receivable (2§ Caollected
20K 1420049 2,510,927 1.939,976 1035083 3003 1 (%
205 1,173,319 2430267 1,603 556 3455852 147,734 L
20 B4, 600 1,442,156 4,286,061 4,108,581 I 78,379 %
20031 1,540,362 2.246.865 3,788,227 3. 721,776 66,452 OB
2002 130143584 2,305,191 1619545 1558105 il 440 B8 %
20001 1.134,675 371,206 4,305,882 4. 176331 125,550 7%
U W ras AA20.69% 4. 518,751 4,053,482 265,269 LS
10 BT,451 2.753.5M 1,624,003 14759073 |48, 120 6%
(REIL BO1.53 3.158,304 3,959,919 3,740,021 219,504 B4
a7 T62016 401,857 4. 1 T0ET4 LE1E.500 A52.073 02%

PROPERTY TAX LEVYS AND COLLECTIONS

Hundreds

:

. %0 :
| 1997 1998 1999 000 2001 2002 2 2003 2004 2005

l | W Levies B Collections I g

{1y 1.-:?} and eollections incledes Currend Secured, Corent Unsecyred and ,'iup-pll,m};:nlpl HOE.
{23 Net Receivable becomes o prior period halance in the nexi fiscal year.

Sonrce: oy Wearer Disiric




O1ay WATER DISTRICT

51025
6500
32.50

2000
30,80
43,30
.20
B7.20
99.80
199,50
AR0.50

21.20

1.1
167
I.El
265

i &7
1.8l
.65

|86
I.78
.51
159

Water and Sewer Rates
Last Ten Fiscal Years

Base Rate (Meter Skze) 1997 1998 1999 2040 20001 2002 2003 2004 2005
Residentinl
g FIDZS F1025 51025 FI1025 51025 51025 51035 %1025
i~ 1650 16,50 1650 1650 16.50 16,50 16.54 16,50
1.5 32,50 3250 1250 J2.50 32500 32500 3250 32,50
Mo Residential & Others (3)
E'Ch 2000 20040 .00 2000 0 20000 2000 2000 20000
™ AED IR0 MWED  I0E0 3GE0 WED INA0 LR
I.5" 4330 4330 4330 4330 4330 4330 4330 4330
i 54.200 20 5410 54,00 4200 5420 5420 54.20
3" g7.20 BT HY.20 271.00 3720 #1320 BT BY.20
4" QOED 9980  90E0  99RD 998D U9RD  99.R0  GLED
6" 19950 19950  FeRS0 19950 199530 (9950 199 19950
llin IB0E0 3ROA0 IBODSO AROS0D  3R0ED MOS0 ARDS0D  3BOSO
Fire Services
Al Types 21,20 21,20 21.20 20,20 21,20 2020 20,20 21.20
Usape Rate
Residenrial;
Tier | (1-5) L] | 1.01 .00 1.0 1.01 |l 1.0l 1.0
Tier 2 (65-25) 163 1.65 .67 .67 .67 .67 16T .67
Tuer ¥ (26-35) 1.7% |9 .81 .81 .28 .31 .51 1.81
Tier & (3650041 211 211 213 213 213 213 203 213
Tier 5 (51+) 2632 262 265 265 2568 263 2.65 2.65
Master Meter:
Ther | (1-5) | 76 I T | T8 1.78 i.74 .78 1.78 i.18
Tier 2 (6-23)
Teer 3 (164
Futricly-Chared 1.84 .54 .86 | .86 1.86 i .86 .86 1.86
Cormmercial & Orhers (2) | 76 .76 1.78 (i 2 |78 I.78 I.78% .78
Recyeled | Comirerefal) | .50 1,50 1.5] 1.51 1.51 1.51 | .51 .51
Recyeled ( Publicly-Owined) 1,53 [.5% .59 1.59 .50 1.59 |50 1.59
Kewer Rares 0.95 Z0L5S 095 2095 20085 2095 095 23,35

(1) Effective January 2005 the tier 5 has been eliminated aid replaced by rier 4 {364 ),

[2) Orhers incliide Lendscaping, Agricilrural and Temporary Meters,

Agricuitural custonters under Interim Agricultural Water Program (IAWP) shall receive o $0.33 discouwnt per H.C.F.

26.90

(3] In addrion, for service provided through one merer to more than one occuparcy o fee of 33,21 will be charged

Jorr earchy unir in q andlviple unit residential, commercial or industrial buflding.
4] Kates above nor including Infrastructure Access Charge a poss through charged frome CWA and MWD,

Sauree; Oray Warer Diafrier

2006

$10.25
16,50
12.50

20. (0
30,80
431,30
54.10
87.20
99,50
199,50
JE0.50

210

I.0&
L3
1.88
278

173
I 88
275

.93
.85
.57
|65
050



TEN LARGEST CUSTOMERS - FISCAL YEAR 2006

% of

Annual Water

Customer Mame Business Tvpe Revenues Sales
I. City of Chafla Visia Publicly Owned 5 120,042 0%
2. Suate of Califosnia Publicly Owned DR 2.2%
3. McMillin Construction {Potable) 666,771 1.5%
4. County of San Diego Puhblicly Crumed 65,654 1.5%
5. Eastlake M1 Businesa/lrrigation {Reclaimed) 02,189 . 1%
6. Country Hills Apariments Residential {Moster Meter) 461,985 I 1%
7. Couniry Club Eastlake Irrigation (Reclaimed) 417029 1.0"%
8. Swele Conyon Irrgation {Podable Permanent) 319,206 0.7%
9. California Bank & Trust [rrigation [Reclaimed) 254,753 0.7 %
i), The Eastl.oke Company Construction {Potable) 214,593 0.5%
Tonal & 5801004 13,3%

Estimaled FY 6 Water Sakes

% 437556010




Oray Water DisTRICT

Ratios of Qutstanding Debt by Type
Liast Ten Fiscal Years
Asa Shore
Fiscal  Populsilon i Caphtal Per of Personal
Year  _ Estimate Hond COPS Nokes Lenes Total Capita Imcome {1}
N6 15, MM i BETM755  S4900.352 1655037 51595 3 35096, 7% | B M) D4E%
2005 | B 00 % FRAEE SIS 653ANT 1955 HTI LECE § 16.B04 626 19T 87 0.51%
LI 5 KRR R PIRLXR FRM ] 2,244,631 147,343 2 X74334%7 AR L55%
RIENEY 1T N WAL SNY MIWIE 210665 174 5 A RS 21 Ry LR
pail 1] 1t 3545 b LS00 2790295 . 5§ 39,650,124 23893 L &
L] 1 5, D000 I0L 210,353 ¥TA17, 000 0% 841 - § 40, TTR A0 2] bl 07T
20 1470065 10452 118 R D04 0310 LW flD L1757 40 TR OETR
| R (LR 1L BET FAS IR ABDE 3 Sa0 99 § 42,708 691 e TT LIRS
19778 137 ik 11 UNEST ILILHY 77700 5 440 R Mraz 115
1997 ICUEL [ L397.230 DHADNTIT AT LE LR A W02 LAT%
ANDING DEBT PER CAPITA

i

|

I

|

1

I

y

{1} Ser the Demographies and Economic S2aiacs sehadule for persona] income daty. Recause per capits persongd income dmin
were ol awallable (or 2006 the porcemape For 2006 was calculatod using per capita persofall come lor 2005,

Sowrve: vy Warer vt



O1ay WATER INSTRICT
Pledged Revenue Cnnenp

Last Ten Fiscal Years
Al justed Met Revenue Db Service Requiremenis
Fuscal Al jissted Dperating Available for Coverage
Year Revenme (13 Expense i1l Dbl Service Principal __ Inlerest Tatal Factor
2006 5 590990.213 § 47595682 § 12,394,531 5745000 S024 450 51,069,490 Td2R
il K A6,597 040 41936, 106 12,660,931 G50, a9 TIS 1519715 B3R
o 57,095,280 33, BR0LATS 18214304 G35, (00 &1, T | S35 16 1193%
20 33,077,064 33,787,868 15,289, 196 G, (00 g A16 1528416 I.262%
2002 51.604.9%0 31,904 402 15,700,597 L] BT AT | P L37T%
2001 51,547 298 20002,7% 2258519 A0 1, i&81.032 1,471,032 1, %45
20008 dhwat 41 26,841 Ak 20, DL HED R0, 00 | 252054 1, 732054 1.158%
1 G 24500 478 23197 054 16.412.394 AT (0 | B2 10 1467210 T4
1998 A5 474000 395,018 I50T9, 155 SLULEL L] L0090 L.T70.930 a5 %
1997 34 563 557 M, |43 859 (PRI 501k 1,327 947 1777543 LN
l" PLEDGED REVENUE COVERAGE
|4
i 2004
L]
el
Bl g
00 £
N :f-_
“ - - -
ST e WY MO0 3001 02 3000 M 2008 2006
| BECoverape Pactor -'I
s : . — —

(1) Adjusied revenues exclude sewer revenues ond taxes collected for improvemnent district 27 and are inclusive of capacity fees

(2) Adjmsted cperaling expenses excluds sewer expenses and depreciation expense,

{3) The Destrict’s bond comvennmis fequine a minimiem coverage faotor of 1 204%

Sonrce  Owry Warer Dsrefer



Fizeal

Year

FALL )

NS

2006

1 G

[

159497

Paopislstion

Estimate

104,000
| &b, LX)
| MM
1 TG0
166 00
| 56,00
147,000
142 (W)
13T D

1700, Com

O1AY WATER DISTRICT

LA, )

Ratios of General Bonded Debt Quistanding
Last Ten Fiseal Years
Net Bonded

aroms Ihebsi et [ebil ia Mel Honded
Aenpasidl onded Sarvice Hesiidied Assicasid] ekt Per

Valuation Debt Funds Debt Valuation _ Capita
§ 10565005404 5BTTB.755 : £8,774,755 [Tt #6.19
16,423, 400,701 0093, 452 . 0,063,482 D0 T
1 30584, 0657 0155, 104 : 005, 200 0,07% 52
12,126 564,15 0,681,937 : 0,680,927 1. 08% 5500
10,459,910 430 9,957 554 i 9,05 Bihd 09 0,06
A091, 019915 1I0.210,392 I0.2 10,392 0l 1% 6545
EFI0A2,353 0452018 |BAS201R i, | Ve 7100
TAIVATS R4 0687845 101,687 845 0, 1 5% 75.24
AAIEG00TO0 10,000,572 TRy 0175 E2AD
B5ARBRA206 11,307,230 - I3, 307, 3 %0 020 1%,

&
BONDED DEBT RATIOS
994 199 2000 2001 007 00 3004 W04 2006
B Nes Boeded Debdt 1o Assersed Valuation |
2 .‘

Sowrce: vay Warer ENziric



OTAY WATER DISTRICT

V) Pememags of gverksgping sgency’s siscaied valumion locaied witkin boutdarnes of fhe disimg.

 June 30, 2006
H13-0 Axsenaed Valuaiins: SN0 SEA 66 a5
Hedevelopireer Inceemenial Y adnation LES M2 T7E
Adpuin) Assrvird Valuation: 15050, FDT AES
Tikal Dl & Applicabls Dheinaet s Shaie of
b L] ] Dt 6 MW
SRS LES OO0 1 12% 5053543
Cuay Munbchped Wsier Do bnprosemend Disince Po. 23 26 A [ R0
Dy Municipal Water Distnct Iniprovesenl Divires Ma, 27 SO0 Lo 0550 000
Paitre Do Musdzipal Water Dusrict Improvement Disiro o CR 0 000 OZE UL
Dl yemacs Coremmsity Collegs [t 145 SO0A28 178358 14,700 941
Lot rmestem Communly Colfege Diabnicl 0.0 AT LTI e
Cirnesson Limos High Schosl Deins IR ERA22 IE.F5E XA 200
Swemrmnier Union High Sctool Dinirict L TRE ] 51500 ALT11,079
m‘fﬂuﬂﬂrw [t i B 1 D0 BT S48 N0
S Waidm School Distrc S TELNED 46,257 Fal16 A
Dby Seband Dirindices £ B2 8 AT A0 W AEIHTEN0
City of Sam Dsgpo 11,530,000 DLETL HzEe
fina Dicgo Cipen Space Padk Faciimies Diici Mo, | 10,930,600 nEDY 177004
ity of Chula Viva Communty Facililics District 274,570,000 100 TT4, 30,000
O ln Vista Oy Sclbool Miunict Conmunbty Vacilhies Diatrices 2, W0 [{E1] PTG
Swrpirwaler Union High Schosd Deibag Comminiy Faciliies Dianciy i 4,504 528 M. |8, 20
Ty 1914 At Bonds [Estimae] O30 Warm L N AR
TOTAL GROSES YVERLAPPING TAX AMD ASSESSMENT DERT STELLH AN
Lesa: San Diogn Cpen Spacr Park Faclivies Dierict Mo, | (sll-sspponing) 171978
TOTAL NET OVERLAPPING TAX AND ASSESSMENT DENT LT R
IECT AT VERTAFPING CENERAL FLND DERT:
San D Cosnly Gencral Feod Chdpainon BHEDNT, 147 LEVE SNLSTESAN
San Deege Cowsiy Pension Obdgaiiong 1280, 283 216 % F L] B4,005 050
San Digpo Superimendent of Scluoli Certdlicsies of Panioipdlisn 12,435 0 LE.FL E12.TH4
THay Water Destrict Certificates of Farticipation BAOLE LL] 14,915 oois)
Somihweiiemn Comminily Colleps Disiier General Famd iblngations I 5000 il T L AE
Gromumoni Linion High School Dinricl Ceidicales of Peficipation 1AM 00N PRI 58 LLFAr ]
Swestuater Uabon Fligh Sehaal Duanien Cermalicabes of Pamaci pares (e R E20L5M
Clla Winta Ciiy Schood Bintnict Cenalicaios of Padticipation 175 % 00 Gl 72N LRR AL T rE
Sam Valdre School Disinci Cenificaies of Parbcipasilo RN LY TS RLELE 12,01 Das
s S ool D Crerioficaies o Partaci el o 15, 3040,000 Yanois 3,798,184
Cliy of Chaily Yiiga Coriilcaies of Parficipeton 13505 000 TS £7, 798,724
Gy of Chula Yias Pesshon Obdigalons 10,755 000 LA L RLYRF
oy off Ban [Hogo Tenetal Fesad Obligatons AR D00 0.8 dady ey
Ean Mipsel Consolidaied Fire Prossoios Daimo Cenificses. of Panicipilios ] W 46051 L PuLa%
TOTAL GROSS THRECT AMND DVERLAPPEG GENERAL FUND DEBT BIA5 645,594
Lenn: Diesy 'Wwier Distwrict Certificstes of Participation (sell-supporiisg) 249725 W)
TOTAL HET DIRECT AMD OVERLAPPING GENERAL FUND DERT S0 70504
GHOSS COMBINED TOTAL DERT 1 48 AT00E
HET DOMRBINED TOT AL DENT 80,928 348 0k

(21 Eachsdes 150 G feveine abllapbinh fodes, ERtENpeiac fovinue, Maftfige icvende and 156 Alkozation Boidi Bnd sonbandsd

eapial leang ol pgaimn

Total Cross Crecriapping Tax and Ascessmern Deby

dnvs
Toeal Met Dveriapping Tax and Asscasrmem Dl ANSE
Batign i Adjusied Aveoued Walmrion:
Cireas Combsimed [Hrect Tiebt [§24,005 086 1V
Mot Ceambined Direct Db Tk,
Lirnss Combined Towd Deta S50%
Mt Cornibiied Tinal Dickd 5.

STATESCHOOL BUILDING AID KEPAYABLE A% OF &0/ $10
Sawree: Cofglario Manivipul Sirafics, e, sl Cias Warer Dhareic



OTAY WATER DISTRICT

Principal Employers
Current Year and Nine Years Ago
ZiHMs 1997
Emplover Emplovees Rank Employees Rank
Federal Government State of Califormia 10,000+ I . .
Ban Diego Unified Schoal District 10,0004 2 10,000 3
University of California San Dego 3, X 3 [[EXE L f
County of San Diego 10,000+ 4 10,000+ 2
Sharp Healthcare 10,000+ 5 10, 0+ i+
San Dicgo State University 5000009099 fi -
Kaiser Permanente Medicol Core Program 5 -0, Q5 ) -
Sempra 5.000-9.999 %
SBC 5, 00K0-0, 0040 &
Cualcomm 50009994 10 . .
Ciy of San Diego - 10, O b i
United States Government'Civilian 1, ChEh 5
San Diego Community College Distict S, (-1 S 7
Scripps Institution of Medicine & Science 5, 003-9, 9459 B
Stote of Califomia = 5,000-0,559 9
U5 Postal ServiceSan Diego Division 5.000-9.990 10

Source; County of San Diego



Oray WATER DISTRICT

and Economic Statistics
Last Ten Fiscal Years
Per Capita

Ferzonal Personal U nemploymeni
Year Popaulation Income liome Rale
K {1
20K {2) 20641040 el T i 6%
2004 293 656,842 Il Aa%,714 37,068 5.10%
20k A R6.00% PO050,0119 15620 LR
20062 287 984, 709 IG5, 126 019 5.0
2001 285,107,923 01008 A 8D LEE.E & 0
2000 ZB2. 193477 92 654, 006 kIl g 4 504%
T 2751 30,000 B H46510 D24 150k
1548 2T2690E1N TT.960. 154 28,4590 .50
1957 270,248 0011 TL535,060 26,196 4 TR

[} knfarmation for 2006 was niod yed available ot (ke time of thas repan.

(Z) Personal income dala for 2005 nol yel available,

Souree: Counry o N LN g




M n n k]
b | mn T4 [~ 8
Ergsrairng aad Plaaalsg 1% IR ] 1 L] M n i Ll 2 i
Adbmmriiranive Loovices L] ) n M ) ]} .1} L] 1%
T il Bmiecgir Plassing 1117 Lk i [14] 12
Tt kot evvision in " iy it (] -
o g T

Saurew Doy Water [arvior




O1AY WaTer DisTRICT

Adive Mﬂn‘lhﬂiﬂ
Last Ten Fiscal Years
Meler Size iy e 1) D0l a1 2nn2 o] | 2nish 149949 1 99 1997
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Waler System
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AGENDA ITEM 4

STAFF REPORT

TYPEMEETING: Reqular Board MEETINGDATE:  November 1, 2006

—

SUBMITTED BY: Joseph R. Beachém, W.O./G.F. NO: 'DIV.NO. Aal1l

Chief Financial Officer
APPROVED BY:

(Chief) :
APPROVED BY:  German # Assistant General Manager
(Asst. GM):

SUBJECT: Informational Item on a Public Hearing Under Proposition 218

GENERAL MANAGER'S RECOMMENDATION:

This is an informational item only, to inform the Board of the
need to hold a public hearing to receive public comment on the

pending rate increases. The hearing is planned for the January
board meeting, after which the Board may affirm the rate '
changes.

COMMITTEE ACTION:

See Attachment A.

PURPOSE :

This is an informational item only, to inform the Board of the
need to hold a public hearing to receive public comment on the

pending rate increases. The hearing is planned for the January
board meeting, after which the Board may affirm the rate
changes.

ANALYSIS:

District Counsel and the Financial Advisor both recommend that
in light of the District’s desire to issue debt, that the
District hold a Prop 218 hearing covering the pending rate
changes. Subsequent to the “Bighorn - Desert View Water Agency
v. Virtil (Kelley)” case the bond market’s view of what
constitutes compliance with Prop 218 has changed. By holding a
properly noticed Prop 218 hearing, Counsel and the Financial
Advisor believe that the District will avoid any guestion of

compliance and thereby protect the District’s ability to issue
the planned debt.




In order to more clearly comply with the intent of Prop 218,
staff will not implement the rate changes until after the
hearing date and reaffirmation of the rates by the Board. This
is a three day delay from the originally approved implementation
date. Due to the time of year and the low water use, this
rescheduling of the rate changes is expected to reduce this
year’s annual revenue by approximately $4,000.

The new rates, approved by the Board in the May Budget Workshop,
represent an overall increase of 5.4% in water rates and 5.8% in
gsewer rates. The individual changes for each of the various
rates were identified in the Board Budget Workshop and are now
being listed,; in detail, on the public hearing notice (see
Attachment B).

Staff will send the notice to customers in their October or
November bills. In addition, owners that are not occupants will
be sent the same notice separately, to notify them as required
by Prop 218. The minimum time for the notice is 45 days prior
to the hearing date. Holding the hearing at the January Board
meeting fulfills that requirement.

FISCAL IMPACT: s“ﬁﬁi%;;gg

Meeting the bond markets expectation for this hearing will have
a positive impact on the District's ability to obtain low cost
financing. The cost of the notice is approximately $7,000., The
three day delay in the rate implementation will cost the
District approximately $4,000.

STRATEGIC OUTLOOK:

Through well—-established financial policies and wise management
of funds, the District will continue to guarantee fiscal
responsibility to its ratepayers and the community at large.

LEGAL IMPACT:

Hone.

Wk W /

General Manager




Attachments:

A} Committee Action Form
B) Public Hearing Notice



ATTACHMENT A

SUBJECT/PROJECT: | Informational Item on a Public Hearing Under Propostion 218 |

COMMITTEE ACTION:

The Finance and Administration Committee reviewed this
informational item at their meeting held on October 20, 2006.

NOTE :

The “Committee Action” is written in anticipation of the
Committee moving the item forward for board approval. This
report will be sent to the Board as a committee approved item,
or modified to reflect any discussion or changes as directed
from the committee prior to presentation to the full board.

F:\DianeA\Staff Rpts 2006\CommMtgPublicHearRatesl110106.doc



ATTACHMENT B

Please be advised there will be a Public Hearing regarding

- proposed water and sewer rates:

Wednesday, January 3, 2007
3:30 p.m. in the Board Meeting Room
2554 Sweetwater Springs Blvd.
Spring Valley, CA 91978

Purpose and Summary of Rates: The purpose of the new rate structure is to make it possible for the
Otay Water District to maintain the leve] of service to its customers and a balanced budget. The new
rates were determined after petforming a detailed six-year analysis of all costs and revenues. This
analysis shows a significant portion of the required rate increases are directly related to higher costs for

energy and water supply. The proposed rate increases are set forth in the enclosed tables.

Pursuant to currently applicable law, owners of record may respond to proposed rate increases. If you
desire to object to the proposed rate increases, you may file a written protest with the Secretary of the
Otay Water District at or prior to the time and date set for the public hearing, Under applicable law,
protests must be received in writing prior to the close of the public hearing to be considered. A valid
protest must contain a description of the real property sufficient to identify the parcel you own within
the boundaries of the District (address and or assessor parcel number), the owner(s) name(s), and
signature of the owner(s). If the current owner is not shown on the last equalized assessment roll of
the County of San Diego, written evidence must be submitted that the person signing the protest is the

owner(s). Protests can be mailed or physically delivered to: Board Secretary, Otay Water District, at
the address above. DO NOT SEND PROTESTS VIA EMAIL.

If a majority of the affected property owners file written protests, the proposed water or sewer rate
charges will not be implemented. If you have questions regarding this notice, please visit our Web site

at www.otaywater.gov or speak with a Customer Representative at (619) 670-2227 between 8:00 a.m.
and 5:00 p.m. Monday through Friday.

Este informe contiene informacion muy importante sobre su tarifa de agua. Por favor llame servicio al
cliente (619-670-2227) se tiene preguntas.



Customer Class: Domestic Service Improvement District Additional Water Charges

: Rate per Rate per
MWD& MWD& HCE HCFE
System System  CWA Fixed CWA Fixed Service (Through (Proposed
Charge Charge Charge Charge Area 12-31-06) 1-1-07)
Meter (Through (Proposed (Through  (Proposed
Size  12-31-06) 1-1-07) 12-31-06) 1-1-07) D3 0.14 0.15
34 1025 1130 285 355 1D 10 022 0.23
1" 16,50 18.15 4.55 5.65
1.1/2" 32,50 35.75 8.55 10.65 Customer Class: Domestic Service |
2 54.20 58.60 14.80 1845 Numberof  yaeper Rate per
H.CF (Through (Proposed
Furnished 12-31-06) 1-1-07)
Customer Classes: Multi Residential, Business, Combined *1-5 1.05 1.08
Domestic/ Agriculture, Publicly-owned, Commercial Agricultural, 6-10 1.73 1.78 1
Non Agricultural Irrigation, Reclaimed, Irrigation using Non- !
potable and Reclaimed 11-35 1.88 1.94 {
MWD& MWD& Over 36 2.75 2.83

System System  CWA Fixed CWA Fixed
Charge Charge Charge* ' Charge*
Meter (Through (Proposed (Through  (Proposed

* Applies if 10 anits ar less used

Size  12-31-06) 1-1-07) 12-31-06) 1-1-07) Customer Class: Multi Residential and Residential Attached
" Rate per Rate per
3/4 20.00 2200 - 285 3.55 Number of HCE HCE
R H.CF Through (Proposed
1 30.80 3390 455 565 Furnished £2—31-0g6) 1107)
1-1/2" 43.30 47.65 8.55 10.65
0-4 173 178
2 54.20 59.60 14.80 18.45
3" 87.20 95.90 27.35 34.05 Over 4-15 1.88 194
4 99.80 109.80 46.75 58.20 Over 15 2.75 2.83
6" 199.50 219.45 85.50 106.45
10” 380.80 418.90 222.30 276.75

Customer Classes: Business, Combined

* . - : " Domestic/ Agriculture, Publicly Owned,
Not charged to Non Agricultural Irrigation and Reclaimed Commercial, Agricultural, Non Agricultural

Irrigation, Special Agreement

Fire Service System Charges - From $21.20 to $23.30 Rate per Rate per
H.C.F. (Through H.CF, (Proposed
Customer Class: Multi Residential Multiple Unit Charge per 12-31-06) 1-1-07
meter from $3.21 to $3.53 185 : 191
Customers paying two times the water rate (Tank Trucks, Temporary Customer Class: Reclaimed, Irrigation using
Construction Meters and service outside the Otay Water District or Non potable and Reclaimed
an Improvement District) are impacted by the changes in their
base rates. Rate per Rate per
H.C.E (Through H.C.F. (Proposed
12-31-06) 1-1-07
Sewer Charge per ASU - From $30.90 to $32.70
157 1.65
ASU - Assigned Service Unit
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