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December 17, 2019

To the Honorable President and Members of the Board of Directors and Customers of the Borrego Water District:

State law requires that all general-purpose local governments and special districts publish each fiscal year a
complete set of financial statements presented in conformity with generally accepted accounting principles (GAAP)
and audited in accordance with generally accepted auditing standards by a firm of licensed certified public
accountants. The Annual Financial Report of the Borrego Water District (BWD; District) for fiscal year ended June
30, 2019 is hereby submitted as required by Leaf and Cole, LLP., a firm of licensed certified public accountants,
who has audited the District's financial statements.

Generally Accepted Accounting Principles (GAAP) requires that management provide a narrative introduction,
overview, and analysis to accompany the financial statements in the form of the Management’s Discussion and
Analysis (MD&A\) section. This letter of transmittal is designed to complement the MD&A and should be read in
conjunction with it. The District’s MD&A can be found immediately after the Independent Auditors’ Report.

Management assumes full responsibility for the completeness and reliability of the information contained in this
letter, the MD&A and the accompanying financial statements, based upon a comprehensive framework of internal
controls that it has established for this purpose. Because the cost of internal controls should not exceed anticipated
benefits, the objective is to provide reasonable, rather than absolute, assurance that the financial statements are free
of any material misstatements.

The goal of the independent audit is to provide reasonable assurance that the financial statements of the District for
the fiscal year ended June 30, 2019 are free of material misstatements. The independent audit involved examining,
on atest basis, evidence supporting the amounts and disclosures in the financial 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 a reasonable basis for
rendering an unqualified opinion that the District's financial statements for the fiscal year ended June 30, 2019 are
fairly presented in conformity with GAAP. The Independent Auditors’ Report is presented as the first component
of the financial section of this year’s audit report.

PROFILE OF THE DISTRICT

The District was established in 1962 as a State of California special district (Water Code § 35565) to provide water
and sewer services and flood control and gnat abatement for areas in the Borrego Springs community. The District
acquired neighboring Borrego Springs Water Company in 1997 and in 2009 acquired Borrego Springs Park
Community Services District. The present size of the District’s service area is approximately 50 square miles.
Borrego Springs is an unincorporated destination community of approximately 3,500 full-time and approximately
8,000 winter residents, located in a remote northeast corner of San Diego County, approximately 90 miles drive
from San Diego and 87 miles drive from Palm Springs.
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Borrego Springs is surrounded on all sides by the Anza-Borrego Desert State Park (the Park). The Park, which
encompasses over 248,880 hectares (615,000 acres) in and around the Borrego Valley, was established in 1933 to
protect this unique desert environment. The military presence of both the Army and Navy during World War I
brought the first paved roads and electricity to Borrego Springs. After the war, developers subdivided the area,
attempting to create a resort community by capitalizing on the tourism generated by the Park. The Park is the largest
state park in California. It was designated as a National Natural Landmark in 1974 and a Biosphere Reserve in the
1980’s by the United Nations. The Park contains approximately 85% of State designated wilderness area within
California and is approximately the size of Rhode Island. The Park attracts more than 500,000 visitors to the region
on an average year. Borrego Springs can welcome more than a million visitors to its community on a super bloom
year, as in the spring of 2017 and 2019. An economic study developed for the Anza-Borrego Foundation (ABF)
estimates the revenue to the region generated by visitation to the Park during an average year is approximately $40
million annually (BBC Consulting, 2012).

Infrastructure

The District has 9 production wells with a replacement cost of approximately $1,500,000 each. These production
wells are located primarily in the Central Management Area of the groundwater basin and are connected to
approximately 100 miles of distribution lines. The District’s water system serves approximately 2,059 residential,
commercial, institutional, and irrigation customers. The District currently delivers approximately 1,600 acre-feet
(521 million gallons) annually to its customers. The District also provides sewer and wastewater treatment services
to approximately 830 customers located primarily in the Town Center, Club Circle and Rams Hill developments.
The District’s flood control authority is presently exercised only at Rams Hill. The estimated present replacement
cost value of the District's water, sewer and wastewater treatment facilities infrastructure is approximately
$62,500,000.

Governance

A five-member board of directors work as a team to govern the affairs of the District. The board is elected at large
by the registered voters residing within the District’s boundaries, with vacant positions that occur between elections
appointed by the existing board and during election years by the San Diego County Board of Supervisors if there is
no competition for a seat on the board. The directors, who are elected or appointed, are residents and have similar
concerns as their constituents. The board members, who serve four-year staggered terms, are responsible for
establishing the direction of the District through adopting policies and ordinances for the smooth running of the
District; ensuring that sound fiscal policy exists; that management practices and controls are in place for
accountability; adopting the annual budget; approving personnel policies and organizational structure; hiring the
District's General Manager; and hiring other advisors to the board, such as the District’s legal counsel, financial and
other advisors, as may be required. The General Manager is responsible for carrying out the policies and ordinances
approved by the District’s board, for overseeing the day-to-day operations of the District, and for meeting the customer
service and financial objectives set forth in the annual operating and capital improvements projects (CIP) budget
approved by the board.

Groundwater Supply, Usage & Availability
The Borrego Springs Subbasin (Subbasin) of the Borrego Valley Groundwater Basin is located at the western-most

extent of the Sonoran Desert. The Borrego Springs community overlying the Subbasin relies on local groundwater
resources as the sole source of municipal drinking water, domestic supply, and agricultural irrigation.



The California Department of Water Resources (DWR) has designated the 98-square-mile Subbasin as high priority
and critically overdrafted. Chronic lowering of groundwater levels in the Subbasin’s three aquifers has historically
occurred and is ongoing. The critical overdraft annually exceeds the long-term sustainable yield of the Subbasin.
Also, presently there is no viable alternative source of imported water supply.

The primary source of water to the Subbasin is surface water (storm water and ephemeral stream flow) that flows
into the valley from adjacent mountain watersheds and infiltrates within the valley. The contributory watersheds
are approximately 400 square miles (sq. mi) and much larger in area than the approximately 98 sq. mi (62,776 acres)
Subbasin. Direct recharge by rainfall within the valley is very low compared to surface water inflows as the annual
rainfall averages 5.8 inches per year (in/yr). Stream and flood flows from the adjacent watersheds provide the bulk
of the water that enters the Subbasin.

The current hydrologic conceptual model for the aquifer system is that it consists of three unconfined aquifers
named the upper, middle and lower aquifers. The upper and middle aquifers are the primary sources of water
currently and are typically comprised of unconsolidated sediments. However, with time, the upper aquifer has
already become or is expected to become dewatered and the lower aquifer will become a more important source of
water as overdraft continues. These three aquifers, Pleistocene (2.5 million years ago) to Holocene (11,700 years
ago) era fossil water deposits, are the community's sole source of water. In modern times, the upper and middle
aquifers have been the principle sources for groundwater pumping in Borrego Valley.

Since 1945, when large scale pumping began in the Borrego Springs area following World War |1, the cumulative
volume loss within the Subbasin (which accounts for both annual inflows and outflows) has been approximately
520,000 acre-feet, equivalent to about one-third of the groundwater volume originally present.

At this time there are no plans to import water from outside the Borrego Valley due to the economic cost of a
pipeline and the uncertainty of available and affordable imported supply from the Colorado River. Readers may
consult the Southeast California Regional Basin Study Evaluates Water Supply and Demand in Borrego, Coachella
and Imperial Valleys by the U.S. Bureau of Reclamation for more information. Importation of new supply from
nearby groundwater basins has also been ruled out due to availability of potential adequate supply and cost. Readers
may consult the Borrego Spring Pipeline Feasibility Study: Final Report by the U.S. Environmental Protection
Agency — Region 9 (2012).

The net replenishment (natural recharge less outflows) of the basin of approximately 5,700 AFY annually is based
on historical data (1945-2015). During this period the actual annual natural net recharge was highly variable,
fluctuating from less than 1,000 AFY during long dry periods to more than 25,000 AFY in exceptionally wet years.

The current rate of groundwater pumping produces an average annual basin storage change (overdraft) of
approximately 13,000 acre-feet (AF) of water per year based on estimated current withdrawal rates using
evapotranspiration rates by crop type for agricultural and recreational withdrawals and municipal metered usage
and the USGS’ calculated average annual net replenishment rate. Over the past 65 years, groundwater levels have
declined as much as 126 feet (average of nearly 2 feet per year) in the northern part of the Subbasin and about 87
feet (average of 1.3 feet per year) in the west—central part. In the southeastern part of the Subbasin where less
groundwater has been pumped, groundwater levels have remained relatively stable during the same time period. At
the current rate of use, the groundwater supply is not sustainable.

Presently, the Subbasin is usefully divided into three Basin Management Areas (South, Central, North) based on
differences in transmissivity (how fast groundwater flows from one area to the next) and water quality. Depending
on the Management Area location, wells are often screened in the three different aquifers of the basin and exhibit
different water quality characteristics. Readers should review the USGS, Hydrogeology, Hydrologic Effects of
Development, and Simulation of Groundwater Flow in the Borrego Valley, San Diego County (2015) for more
complete information.
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Sustaining groundwater use requires considering both water quantity and quality. As water levels continue to drop
in the basin, water quality may also decline, which may require expensive additional treatment for municipal uses.
Thus, the cost of municipal water supply for municipal uses will very likely continue to increase over time.

The District is not a member of the San Diego County Water Authority (SDCWA), the regional member of the
Metropolitan Water District of Southern California (MWD) that imports supplemental water to San Diego County.

Sustainable Groundwater Management Act of 2014 (SGMA)

The overarching aim of SGMA is to establish and achieve a “sustainability goal” for the Subbasin through the
development and implementation of a Groundwater Sustainability Plan (GSP). In enacting SGMA, the Legislature
also set forward more specific purposes underlying the legislation, which include providing for sustainable
management of groundwater, avoiding six designated “undesirable results” to groundwater resources that could
occur without proper management, enhancing the ability of local agencies to take action to protect groundwater
resources, and preserving the security of water rights to the greatest extent possible consistent with sustainable
management of groundwater. As defined by SGMA: “A basin is subject to critical overdraft when continuation of
present water management practices would probably result in significant adverse overdraft-related environmental,
social, or economic impacts.” Thus, the intent of the GSP is to achieve long-term groundwater sustainability by
restoring balance to (i.e., reaching “sustainability”) in the Subbasin no later than January 2040, as mandated by
SGMA.

The County of San Diego and BWD entered into a Memorandum of Understanding (MOU) for forming a multi-
agency Borrego Valley Groundwater Sustainability Agency (GSA) to develop a GSP for the Subbasin. The intent
of this GSP is to meet the requirements of SGMA. To this end, the GSP includes the scientific and other background
information about the Subbasin required by SGMA and its implementing regulations. The GSP is also intended to
provide a roadmap for how sustainability is to be reached in the Subbasin by January 2040.

California's Ongoing Drought

Because the Borrego Valley relies solely on the Subbasin for its municipal, recreational, and farming irrigation uses,
the California drought has produced no physical impairment of water supply for the District and is not expected to
do so in the near future. Although in 2017, the California drought was officially declared over, Borrego water users
continue to make investments to use water more efficiently and to engage in water conservation programs. The
desert environment provides more impetus to use water wisely than periodic drought declarations from Sacramento.

FACTORS AFFECTING FINANCIAL CONDITION

The information presented in the financial statements is perhaps best understood when it is considered from the
broader perspective of the specific environment within which the District operates.



Local Economy

Located in an arid desert climate, Borrego’s present economy has been made possible by the overuse of groundwater
supplies that have been depleted far faster than those supplies can be replenished. This is true of the agricultural,
recreational and municipal water use sectors that bring on average 500,000 visitors to the Borrego Valley annually.
Thus, uncertainty over the costs of long-term water supply, potential future costs for treating groundwater to meet
safe drinking water quality standards, and the economic impacts of meeting SGMA objectives for the Subbasin may
be slowing investments for new development in the Borrego Valley (Valley). For example, one result of SGMA is
to change the present cost of the groundwater itself from zero dollars for use to as yet some undetermined positive
amount. Borrego is considered a Severely Disadvantaged Community (SDAC). A SDAC is defined as a community
with a median household income (MHI) of less than 60% of the California statewide MHI. The Valley is also
considered an Economically Distressed Area (EDA). An EDA is defined as a geographic area with a population of
20,000 or less with an annual MHI that is less than 85% of the California statewide MHI, and with at least one of
the following conditions, as determined by the Department of Water Resources (DWR): a) financial hardship; b)
unemployment rate at least 2% higher than the statewide average; or c) low population density.

Previous Fiscal Years Spending by the District

The District has largely addressed the financial situation that was inherited from the 2007-2010 Board and
general manager’s decisions that between FY 2008 — FY 2011 spent more than $6.3 million of the District’s $6.5
million cash reserves and potentially obligated the District to spend another $7.0 million for unfunded projects.
These spending and future obligations resulted in the District no longer having the financial stability to obtain new
debt to pay for necessary long-term capital improvement projects (CIP). With the cancellation of many of the future
obligations incurred by the 2007 board, reduction of annual operating and maintenance (O&M) expenses by more
than $1.2 million, careful cash flow management, and Proposition 218 approved rate increases during the period
FY 2012-2019, the District then had sufficient annual cash flow and cash reserves for necessary borrowing to issue
$5.5 million in bonds to fund needed CIP for FY 2019-2021. The District’s Board believes timely investments in
CIP are necessary to produce the lowest economic cost provision of municipal water, sewer and wastewater
treatment services over the long term for the District’s customers.

Environmental and Climate Change

Decisions concerning land use, application to the land of substances that may contaminate groundwater, and the
use of inadequate sureties for County grading permits in order to restore desert lands are some of the environmental
changes that may cause additional costs for the District to provide potable municipal water to its customers.
Additionally, with the advent of Anthropogenic Climate Disruption (climate change), the current scientifically
accepted prognosis is for potentially greater future climate variability. Such variability may result in higher
frequency of floods and longer periods of lower precipitation in the Park’s watersheds that provide recharge to the
Subbasin. Thus, climate changes may also introduce additional costs for the District to provide potable municipal
water to its customers.



Long-Term Financial Planning

Through a coordinated strategic process, the Board has established a series of policies and plans to effectively meet
the District’s anticipated future revenue needs. The principles the District has adopted for maintaining revenue
sufficiency and solid credit include: (a) the active management and projection of monthly cash flow during the year;
(b) holding operating and maintenance (O&M) expenditures to the annual budget; (c) minimal increases in salaries
and benefits for employees; (d) refinancing of existing debt obligations where such refinancing would produce
reductions in future long term cash obligations; (e) minimizing its reliance of operating cash flow to fund CIP; (f)
the active development of state and federal grant opportunities for funding CIP and SGMA-related costs; (g)
implementing annual water and sewer rate increases to increase cash flow and to accumulate cash reserves; (h) the
maintenance of sufficient cash reserves to address emergency and environmental and climate change risk factors;
and (i) pursuing regular proactive Proposition 218 5-year rate increase approvals. The primary driver for the long-
term financial viability of the District, as well as the economy of the Valley is the critical overdraft’s potential
impact on water quality (see section on Groundwater Supply, Usage & Availability above) and the need to relocate
existing wells and add new wells as well production is impacted by water table declines due to the overdraft. Thus,
to minimize economic risk, the District plans to maintain financial stability and a good credit standing with the debt
markets in order to accommaodate raising future new debt for its municipal operations.

RELEVANT FINANCIAL POLICIES
Reserve Policy

The District has established a Reserve Funds Policy to anticipate and to prepare for future funding requirements as
well as for unforeseen events. The Reserve Funds Policy establishes restricted and unrestricted reserves and
describes the flow of funds to and from the various reserves. A copy of the District’s updated and approved Reserve
Funds Policy along with the projected reserve funds targets is available on the District’s website as a component,
of the FY 2019 budget document.

Risk Management

The District is a member of the California Joint Powers Insurance Authority (JPIA). The JPIA pools for the first
$500,000 of general, auto & public officials liability coverage and has purchased excess coverage up to $60 million.
The JPIA provides coverage on repair or replacement against loss of District property caused by earthquake or flood
of $20 million.

Pension and Other Post-Employment Benefits

The District contributes to the California Public Employees Retirement System (CalPERS), an agent multiple-
employer public employees defined benefit pension plan for its personnel. CalPERS provides retirement and
disability benefits, annual cost-of-living adjustments, and death benefits to plan members and beneficiaries.
Additional information about the District’s pension arrangements and post-employment benefits can be found in
the notes to the financial statements.

Investment Policy

The Investment Policy establishes guidelines for the investment of available funds. The Investment Policy
incorporates the Prudent Investor Standards. The primary objectives, in priority order, of the District’s investment
activities are the following: 1) safety, 2) liquidity, and 3) yield. The District’s funds are invested in a variety of
investments, in accordance with California government code, as described in the notes to the financial statements.
The District minimizes interest rate risk by investing a greater portion of its funds in short term investments and
minimizes credit risk by investing a majority of its funds diversified investment pools.

Vi



Internal Controls

The District is responsible for establishing and maintaining an internal controls structure designed to ensure that the
District's assets are protected from loss, theft, or misuse, and to ensure that adequate accounting data are compiled
for the preparation of financial statements in conformity with GAAP. The internal structure is designed to provide
reasonable assurance that these objectives are met. The concept of reasonable assurance recognizes that; 1) the cost
of control should not exceed the benefits likely to be derived; and 2) the valuation of costs and benefits requires
estimates and judgments by management.

Respectfully syhmitted,

Ceeq| Vo<

General Manager

vii



Leafe Cole, LLP

Certified Public Accountants
A Partnership of Professional Corporations

Independent Auditor’s Report

To the Board of Directors

Borrego Water District

806 Palm Canyon Drive

Borrego Springs, California 92004

We have audited the accompanying financial statements of Borrego Water District, which comprise the statement
of net position as of June 30, 2019, and the related statements of revenues, expenses, and changes in net position
and cash flows for the year then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express 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 State
Controller’s Minimum Audit Requirements for California Special Districts. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free from material
misstatement.

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

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

1

2810 Camino Del Rio South, Suite 200, San Diego, California 92108-3820
619.294.7200, 619.294.7077 fax, www.leaf-cole.com, leafcole@leaf-cole.com
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To the Board of Directors Page 2
Borrego Water District

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of Borrego Water District, as of June 30, 2019, and the changes in financial position and cash flows for the year
then ended in accordance with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis and the required supplementary information on pages 33 to 34 as identified in the accompanying table
of contents be presented to supplement the financial statements. Such information, although not a part of the
financial statements, is required by the Governmental Accounting Standards Board, who considers it to be an
essential part of the financial reporting for placing the financial statements in an appropriate operational, economic,
or historical context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted on inquiries
of management about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the financial statements, and other knowledge we obtained during our
audit of the financial statements. We do not express an opinion or provide any assurance on the information because
the limited procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming an opinion on the financial statements of the Borrego Water
District. The schedule of assessed valuation and the introductory section are presented for purposes of additional
analysis and are not a required part of the financial statements. The schedule of assessed valuation and the
introductory section have not been subjected to the auditing procedures applied in the audit of the financial
statements, and accordingly, we do not express an opinion or provide any assurance on them.

LeafiCole LLP

San Diego, California
December 17, 2019
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Our discussion and analysis of the financial performance of Borrego Water District (District) provides an overview
of the District’s financial activities for the year ended June 30, 2019. Please read it in conjunction with the District’s
financial statements which begin on page 9.

Financial Statements

This discussion and analysis provides an introduction and a brief description of the District’s financial statements,
including the relationship of the statements to each other and the significant differences in the information they
provide. The Borrego Water District operates as a public utility and maintains its accounting records in accordance
with generally accepted accounting principles for a proprietary fund as prescribed by the Government Accounting
Standards Board (GASB). The financial statements of the District report information about the District using
accounting methods similar to those used by companies in the private sector. These statements offer short and long-
term financial information about is activities. The District’s financial statements include five components.

= Statement of Net Position

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

= Notes to the Financial Statements.

= Other Information

The statement of net position includes all of the District’s assets, deferred outflows of resources, liabilities, and
deferred inflows of resources with the net difference reported as net position. Net position may be displayed in
three categories:

= Net Investment in Capital Assets
= Restricted Net Position
= Unrestricted

The statement of net position provides the basis for computing rate of return, evaluating the capital structure of the
District and assessing its liquidity and financial flexibility.

The statement of revenues, expenses and changes in net position presents information which shows how the
District’s net position changed during the year. The financial statements, except for the cash flow statement are
prepared using the accrual basis of accounting, which means that revenues are recorded when earned and expenses
are recorded when incurred regardless of the timing of cash receipts or payments. The statement of revenues,
expenses, and changes in net position measures the success of the District’s operations over the past year and
determines whether the District has recovered its costs through user fees and other charges.

The statement of cash flows provides information regarding the District’s cash receipts and cash disbursements
during the year. This statement reports cash activity in four categories:

= Operating

= Noncapital financing

= Capital and related financing
= Investing

This statement differs from the statement of revenues, expenses and changes in net position because the statement
accounts only for transactions that result in cash receipts or cash disbursements.



MANAGEMENT’S DISCUSSION AND ANALYSIS

Financial Statements (Continued)

The notes to the financial statements provide a description of the accounting policies used to prepare the financial
statements and present material disclosures required by generally accepted accounting principles that are not
otherwise present in the financial statements.

In addition to the financial statements and accompanying notes, the financial statements also present certain required
supplementary information, which follows the notes to the financial statements. This other information includes
retirement funding schedules.

Financial Highlights

During the fiscal year ended June 30, 2019, the following events impacted, or have the potential to impact, the
finances of the District.

« The District’s Board approved a budget for fiscal year 2020 that included sewer rate changes that will result
in an approximate revenue increase of 4% for sewer service charges; an increase of 5% for water base rates;
and an increase of 6% for water commodity rates over the fiscal year 2019 rates in effect. The new rates
are effective July 1, 2019 and are reflected initially in customers’ August 2019 billings.

. Total operating revenues increased $331,151 with largest increase in water revenue. Other income
increased because of solar rebates.

. Total operating expenses increased $11,531. General and administrative costs fell due to fewer legal and
engineering costs in ID4, while depreciation expense increased as the District improves its capital facilities.

. Non-operating expenses continue to exceed non-operating revenues as the increase in interest expense
resulting from newly issued long-term debt exceeded the increases in both property taxes and investment
income.

. Cash and cash equivalents increased to $9,795,605 at June 30, 2019, from $4,672,115 at June 30, 2018.
Proceeds from the Installment Sale agreement are drawn down as needed to fund capital projects. Bond
proceeds of $4,641,507 to fund future capital projects remains on-hand at June 30, 2019.

. Capital assets increased to $16,346,850 at June 30, 2019, from $14,958,126 at June 30, 2018, including
improvements to Production Well #1 and upgrades to Well #5.

More information about the overall analysis of the District’s financial position and results of operations is provided
in the following sections.



MANAGEMENT’S DISCUSSION AND ANALYSIS

Financial Analysis of the District

Net Position

The following is a summary of the District’s statements of net position at June 30:

Dollar Percentage
2019 2018 Change Change
Assets:
Cash and cash equivalents $ 9,795,605 $ 4,672,115 $ 5,123,490 109.66%
Capital assets 16,346,850 14,958,126 1,388,724 9.28%
Other assets 716,521 736,107 (19,586) (2.66)%
Total Assets 26,858,976 20,366,348 6,492,628 31.88%
Deferred Outflows of Resources 416,679 493,258 (76,579)
Liabilities:
Current liabilities 1,616,208 731,511 884,697 120.94%
Noncurrent liabilities 8,382,305 3,719,131 4,663,174 125.38%
Total Liabilities 9,998,513 4,450,642 5,547,871 124.65%
Deferred Inflows of Resources 34,862 104,328 (69,466) (66.58)%
Net Position:
Net investment in capital assets 13,030,057 11,933,620 1,096,437 9.19%
Unrestricted 4,212,223 4,371,016 (158,793) (3.63)%
Total Net Position $ 17,242,280 $ 16,304,636 $ 937,644 5,75%

From the table above, net position increased by $937,644 from fiscal year 2018 to 2019. Looking more carefully
you will note that most of the increase occurred in net investment in capital assets. While the District increased its
long-term debt by over $5 million, most of the proceeds from long-term debt are still on-hand at June 30, 2019.
Meanwhile the District still added nearly $1.4 million in capital assets, after adjusting for depreciation



MANAGEMENT’S DISCUSSION AND ANALYSIS

Revenues, Expenses and Change in Net Position

The following is a summary of the District’s change in net position for the years ended June 30:

Dollar Percentage
2019 2018 Change Change
Operating Revenues:
Water sales $ 3,703,309 $ 3,435,123 $ 268,186 7.81%
Sewer service charges 630,595 606,802 23,793 3.92%
Auvailability charges 239,844 243,957 (4,113) (1.69)%
Other income 43,785 500 43,285 86.57%
Total Operating Revenues 4,617,533 4,286,382 331,151 7.73%
Operating Expenses:
Water operations 1,769,885 1,729,311 40,574 2.35%
Depreciation 643,648 569,396 74,252 13.04%
General and administrative 559,225 635,811 (76,586) (12.05)%
Sewer operations 387,744 414,453 (26,709) (6.44)%
Total Operating Expenses 3,360,502 3,348,971 11,531 0.34%
Operating Income 1,257,031 937,411 319,620 34.10%
Nonoperating Revenues (Expenses):
Nonoperating revenues 147,612 43,945 103,667 235.90%
Nonoperating expenses (466,999) (160,700) (306,299) (190.60)%
Nonoperating Revenues
(Expenses), Net (319,387) (116,755) (202,632) 173.55%
Income Before Loss on Disposals 937,644 820,656 116,988 14.26%
Loss on Disposals - (132,087) 132,087 100.00%
Change in Net Position 937,644 688,569 249,075 36.17%
Net Position at Beginning of Year 16,304,636 15,616,067 688,569 4.41%
Net Position at End of Year $ 17,242,280 $ 16,304,636 $ 937,644 5.75%

A closer examination of the source of changes in net position reveals that the District’s operating revenues increased
by $331,151 in fiscal year 2019 due to increased water consumption as compared to fiscal year 2018 as well as rate
increases in both water and sewer. Nonoperating revenues increased by $103,667 in fiscal year 2019 which is
driven by a increase in property taxes and investment income. Nonoperating expenses, net, increased $306,299 due
to an increase in interest expense. Operating expenses, exclusive of depreciation decreased $62,721 in fiscal year
2019 due to the District incurring fewer costs for legal and engineering services



Capital Assets

MANAGEMENT’S DISCUSSION AND ANALYSIS

Capital assets consist of the following at June 30:

Land

Flood control facilities

Sewer facilities

Water facilities

General facilities

Telemetry system

Equipment and furniture

Vehicles

Construction in progress

Fallowed water credits

Water rights - ID #4
Total Assets

Less: Accumulated depreciation

Net Capital Assets

Dollar Percentage
2019 2018 Change Change
$ 1,013,650 $ 1,013,650 $ - 0.00%
4,287,340 4,287,340 - 0.00%
6,459,962 6,459,962 - 0.00%
11,621,512 11,621,512 - 0.00%
1,006,881 1,006,881 - 0.00%
46,459 46,459 - 0.00%
550,853 539,063 11,790 2.19%
715,320 594,050 121,270 2.04%
2,038,366 156,319 1,882,047 1203.98%
953,650 953,650 - 0.00%
185,000 185,000 - 0.00%
28,878,993 26,863,886 2,015,107 7.50%
(12,532,143) (11,905,760) (626,383) 5.26%
$ 16,346,850 $ 14,958,126 $ 1,388,724 9.28%

The net additions to capital assets for fiscal year 2019 totaled $1,388,724. Significant capital asset additions include
improvements to Well #1, upgrades to Well #5 and repairs to Well #12.

Long-Term Debt

The following is a summary of long-term debt at June 30:

Installment Purchase Agreement

Promissory Note 2018A
Promissory Note 2018B

Refunding Installment Purchase Agreement -

2015 Compass Bank Note
Total Long-Term Debt

Dollar Percentage
2019 2018 Change Change
$ 5,235,000 $ - $ 5,235,000 0.00%
2,096,000 - 2,096,000 0.00%
746,619 - 746,619 0.00%
2,180,000 (2,180,000) (100.00)%
- 844,506 (844,506) (100.00)%
$ 8,077,619 % 3,024506 $ 5,053,113 167.07%

The District increased its debt outstanding by $5,053,113 during the year ended June 30, 2019, but extended the
term of the debt by 11 years, thus smoothing the cash flows.



MANAGEMENT’S DISCUSSION AND ANALYSIS

Economic Factors and Future Year’s Budget and Rates

The District’s Board of Directors and management considered many factors when setting the fiscal year 2019 -
2020 budget, user fees and charges. The District attempts to balance revenues with operating expenses that have
increased due to inflationary factors, such as cost of living, cost of water, and insurance coverage.

These indicators were taken into consideration when adopting the District’s budget for the fiscal year 2019 - 2020.
The budget has been structured to contain costs, but at the same time, contiue the District’s philosophy of providing

the highest levels of service and continue efforts towards securing a sustainable water supply for the community.

Fiscal Year 2019 Actual vs. Fiscal Year 2020 Budget

Variance
2020 Budget 2019 Actual Dollar Percentage
Revenues:
Operating revenue $ 4294700 $ 4617533 $ (322,833) (6.99)%
Nonoperating revenue 158,300 147,612 10,688 7.24%
Total Revenue 4,453,000 4,765,145 (312,145) (6.58)%
EXxpenses:
Operating expenses 2,732,002 3,360,502 (628,500) (18.70)%
Non-operating expenses 290,601 466,999 (176,398) (37.67)%
Total Expenses 3,022,603 3,827,501 (804,898) (21.05)%
Change in Net Position $ 1,430,397 $ 937,644 $ 492,753 52.55%

Borrego Water District does not budget for depreciation, but prefers to budget for actual capital assets using the
internally generated 10 - year Capital Improvement Budget.

The District’s Board has been in negotiations with other pumpers of the Borrego Springs Subbasin (“Basin”)
through December 2019 to apportion water rights through Judgment of the Basin. The Stipulated Judgment would
define Basin water rights for each pumper producing two acre feet or more in the Basin and impose a “physical
solution” regarding Basin management including use of Basin storage space, overseen by the Superior Court. Under
the Sustainable Groundwater Management Act (SGMA), a Stipulated Judgment can serve as an “alternative” to a
Groundwater Sustainability Plan (GSP) mandated by SGMA.. If the terms of the Stipulated Judgement are agreed
to by the pumpers of the Basin, the District would recover approximately $300,000 in GSP development costs, have
an obligation to pay along with other pumpers approximately $40/acre-foot annually for extractions from the Basin,
and likely obtain some amount of supplemental water supply to meet municipal needs beginning in approximately
five years. Any agreement would not become binding until Board approval on January 7, 2020 and subsequent
approval by major pumpers in the Borrego Valley, also expected in January 2020.

Contacting the District’s Financial Manager

This financial report is designed to give ratepayers, customers, investors, and creditors a general overview of the
District’s finances and to demonstrate the District’s accountability for the money it receives and the stewardship of
the facilities it maintains. If you have questions about this report or need additional information, contact Geoff
Poole, General Manager, or Kim Pitman, Fiscal Officer at the Borrego Water District, 806 Palm Canyon Drive,
Borrego Springs, California, 92004 or by telephone at (760) 767-5806.



BORREGO WATER DISTRICT
STATEMENT OF NET POSITION
JUNE 30, 2019

ASSETS

Current Assets: (Notes 1, 2 and 9)
Cash and cash equivalents
Accounts receivable:
Water and sewer, net of allowance
Inventory
Prepaid expenses
Total Current Assets

Noncurrent Assets: (Notes 1, 2, 3, 4 and 9)
Restricted Assets:
Cash and cash equivalents
Total Restricted Assets

Capital Assets:
Nondepreciable capital assets
Depreciable capital assets, net
Total Capital Assets

TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES: (Notes 1 and 6)
Deferred outflows related to refunding
Deferred outflows related to pensions
Total Deferred Outflows of Resources

The accompanying notes are an integral part of the financial statements.

5,140,398

598,255
112,302
5,964

5,856,919

4,655,207

4,655,207

4,190,666
12,156,184

16,346,850

26,858,976

105,620
311,059

416,679



BORREGO WATER DISTRICT
STATEMENT OF NET POSITION (CONTINUED)
JUNE 30, 2019

LIABILITIES

Current Liabilities: (Notes 1 and 5)

Accounts payable $ 850,895
Accrued interest payable 75,453
Customer deposits 13,700
Current portion of noncurrent liabilities 676,160

Total Current Liabilities 1,616,208

Noncurrent Liabilities: (Notes 1, 5 and 6)

Notes payable, net of current portion 7,479,875
Compensated absences 52,277
Net pension liability 850,153
Total Noncurrent Liabilities 8,382,305
Total Liabilities 9,998,513

DEFERRED INFLOWS OF RESOURCES: (Notes 1 and 6)
Deferred inflows related to pensions 34,862

Commitments and Contingencies (Notes 6 and 7)

NET POSITION: (Note 9)

Net investment in capital assets 13,030,057
Unrestricted 4,212,223
Total Net Position $ 17,242,280

The accompanying notes are an integral part of the financial statements.
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BORREGO WATER DISTRICT
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
FOR THE YEAR ENDED JUNE 30, 2019

Operating Revenues:
Water sales $
Sewer service charges
Availability charges
Other income
Total Operating Revenues

Operating Expenses:
Water operations
Depreciation
Sewer operations
Pumping
Treatment
General and administrative
Total Operating Expenses

Operating Income

Nonoperating Revenues (Expenses):
Property taxes
Investment income
Gain on disposal of capital assets
Interest expense
Total Nonoperating Revenues (Expenses)

Change in Net Position
Net Position at Beginning of Year

NET POSITION AT END OF YEAR $

The accompanying notes are an integral part of the financial statements.
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3,703,309
630,595
239,844

43,785

4,617,533

1,445,321
643,648
387,744
307,195

17,369
559,225

3,360,502

1,257,031

62,756

84,856

1,300
(468,299)

(319,387)

937,644

16,304,636

17,242,280



BORREGO WATER DISTRICT
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2019

Cash Flow From Operating Activities:

Cash received from customers $ 4,447,226
Cash payments to suppliers for goods and services (1,747,309)
Cash payments to employees for services (1,086,974)
Other operating cash receipts 43,785
Net Cash Provided by Operating Activities 1,656,728
Cash Flows From Noncapital Financing Activities:
Receipts from property taxes 62,756
Net Cash Provided by Noncapital financing Activities 62,756
Cash Flows From Capital and Related Financing Activities:
Acquisition and construction of capital assets (1,297,661)
Proceeds from sale of capital assets 1,300
District contribution to refunding (32,647)
Proceeds from long-term debt 8,743,535
Principal paid on long-term debt (3,690,422)
Interest paid on long-term debt (404,955)
Net Cash Provided by Capital and Related Financing Activities 3,319,150

Cash Flows From Investing Activities:

Investment income 84,856
Net Cash Provided by Investing Activities 84,856

Net Increase in Cash and Cash Equivalents 5,123,490
Cash and Cash Equivalents at Beginning of Year 4,672,115
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 9,795,605

(Continued)

The accompanying notes are an integral part of the financial statements.
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BORREGO WATER DISTRICT
STATEMENT OF CASH FLOWS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2019

Reconciliation of Operating Income to Net
Cash Provided by Operating Activities:
Operating income
Adjustments to reconcile operating income
to net cash provided by operating activities:
Depreciation
Change in assets and liabilities:
Accounts receivable
Inventory
Prepaid expenses
Deferred outflows related to pensions
Accounts payable
Customer deposits
Compensated absences
Net pension liability
Deferred inflows related to pensions
Net Cash Provided by Operating Activities

Cash and Cash Equivalents:

Financial Statement Classification
Cash and cash equivalents
Restricted cash and cash equivalents

Total Cash and Cash Equivalents

Supplemental Disclosure of Cash Flow Information
Capital assets included in increase in accounts payable
Amortization of deferred outflows related to refunding

The accompanying notes are an integral part of the financial statements.
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$

1,257,031

643,648

(8,659)
2,382
25,863
89,661
(119,105)
(117,863)
14,981
(61,745)
(69,466)
1,656,728

5,140,398
4,655,207
9,795,605

—_—

734,711
19,565



BORREGO WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

Note 1 - Organization and Significant Accounting Policies:

Organization

Borrego Water District (the “District”) was established in 1962 pursuant to section 35565 of the California Water
Code to provide water, sewer, flood control and gnat abatement services to properties in the District. The District
is governed by a five member board of directors that are elected at-large by the registered voters residing in the
boundaries of the District. The District has nine active wells and approximately 90 miles of distribution lines.
In addition, the District provides sewer and wastewater services primarily in the Town Center, Club Circle, and
Rams Hill Development.

The criteria used in determining the scope of the reporting entity are based on the provisions of GASB Cod. Sec.
2100 “Defining the Financial Reporting Entity”. The District is the primary government unit. Component units
are those entities, which are financially accountable to the primary government, either because the District
appoints a voting majority of the component unit’s board, or because the component unit will provide a financial
benefit or impose a financial burden on the District.

The Borrego Water District Public Facilities Corporation (the Corporation) was organized in May 1996 under
the nonprofit Public Benefit Corporation Law of the State of California to render assistance to the Borrego Water
District and any Special Districts which are governed by the Board of Directors of the Borrego Water District
with respect to providing various public facilities or services to or for the benefit of the District. The District has
accounted for the Corporation as a blended component unit. Despite being legally separate, the Corporation is so
intertwined with the District that the Corporation is in substance part of the District’s operations. Accordingly, the
Corporation is included within the financial statements of the District.

Significant Accounting Policies

A summary of the District’s significant accounting policies consistently applied in the preparation of the
accompanying financial statements follows:

Method of Accounting

The District utilizes accounting principles appropriate for an enterprise fund to record its activities. Accordingly,
the statements of net position and the statements of revenues, expenses and changes in net position have been
prepared using the economic resources measurement focus and the accrual basis of accounting.

Capital assets may be constructed by private developers and then dedicated to the District, which is then
responsible for their future maintenance. These facilities are recorded as capital contributions when they pass
inspection by the District and the estimated costs are capitalized.

The District has not elected to apply the option allowed in GASB Cod. Sec. P80.103, “Proprietary Fund

Accounting and Financial Reporting” and as a consequence will continue to apply GASB statements and
interpretations.
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BORREGO WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

Note 1 - Organization and Significant Accounting Policies: (Continued)

Significant Accounting Policies (Continued)

Estimates

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

Revenue Recognition

The District recognizes revenues from water sales, sewer service charges, availability charges, and other income
when they are earned. Operating activities generally result from providing services and producing and delivering
goods. As such, the District considers fees received from water sales, sewer services and availability charges to
be operating revenues. Taxes and assessments are recognized as revenues based upon amounts reported to the
District by the County of San Diego.

Allowance for Doubtful Accounts

Bad debts are recognized on the allowance method based on historical experience and management’s evaluation
of outstanding accounts receivable. The allowance for doubtful accounts receivable totaled $113,828 at June
30, 2019.

Taxes and Assessments

Property taxes and assessments are billed by the County of San Diego to property owners. The District’s property
tax calendar for the fiscal year ended June 30, 2019, was as follows:

Lien Date: January 1

Levy Date: July 1

Due Date: First Installment - November 1
Second Installment - February 1

Delinquent Date: First Installment - December 10

Second Installment - April 10

The County collects the taxes from the property owners and remits the funds to the District periodically during
the year. The District has an arrangement with the County whereby the County remits taxes which are delinquent
as of each June 30 to the District in exchange for the right to retain the delinquent taxes, penalties, and interest
when these amounts are subsequently collected.

15



BORREGO WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

Note 1 - Organization and Significant Accounting Policies: (Continued)

Significant Accounting Policies (Continued)

Inventory

Inventory consists primarily of materials used in the construction and maintenance of capital assets and is valued
average cost.

Capital Assets

Capital assets purchased or acquired with a cost exceeding $5,000 and an estimated useful life more than one
year are reported at historical cost. Donated capital assets, donated works of art, and similar items, and capital
assets received in service concession agreements are reported at acquisition value. Additions, improvements,
and other capital outlays that significantly extend the useful life of an asset are capitalized. Other costs incurred
for repairs and maintenance are expensed as incurred. Upon sale or disposition of property and equipment, the
asset account is relieved of the cost and the accumulated depreciation account is charged with depreciation taken
prior to the sale and any resultant gain or loss is credited or charged to earnings. Depreciation is calculated on
the straight-line method over the following estimated useful lives:

Flood control facilities 100 years
Sewer facilities 7 - 50 years
Water facilities 20 - 50 years
General facilities 20 - 50 years
Telemetry system 5- 6years
Equipment and furniture 5 - 20 years
Vehicles 5 - 40 years

Depreciation aggregated $643,648 for the year ended June 30, 2019.
Interest

The District incurred interest charges on long-term debt. No interest was capitalized as a cost of construction
for the year ended June 30, 2019.

Amortization
The deferred amount on refunding is being amortized on the straight-line method over the remaining life of the
related debt. Amortization of the deferred amount on refunding totaled $19,565 for the year ended June 30, 2019

and is included in interest expense.

Compensated Absences

Accumulated and unpaid vacation and sick leave totaling $130,693 is accrued when incurred and included in
current and noncurrent liabilities at June 30, 2019.
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BORREGO WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

Note 1 - Organization and Significant Accounting Policies: (Continued)

Significant Accounting Policies (Continued)

Deferred Outflows of Resources and Deferred Inflows of Resources

Deferred outflows of resources and deferred inflows of resources are defined as a consumption of net assets by
the District that is applicable to a future period and an acquisition of net assets by the District that is applicable
to a future reporting period respectively. Deferred outflows of resources include a deferred amount on refunding.
Deferred outflows of resources and deferred inflows of resources are more fully described in Note 6.

Risk Management

The District is a member of the Association of California Water Agencies Joint Powers Insurance Authority
(Authority). The Authority is a risk-pooling self-insurance authority, created under provisions of California
Government Code Sections 6500 et. seq. The purpose of the Authority is to arrange and administer programs of
insurance for the pooling of self-insured losses and to purchase excess insurance coverage.

At June 30, 2019, the District participated in the self-insurance programs of the Authority as follows:

Property Loss - Provides for full value replacement of real and personal property owned by the District in
the event of a loss. Actual cash value on licensed vehicles, mobile equipment and Hypalon reservoir covers.
The JPIA pools for the first $100,000 and has purchased excess coverage.

General and Auto Liability - Insured up to $60 million per occurrence; the Authority is self-insured up to
$500,000 and excess insurance coverage has been purchased. The general and auto liability program has
no deductible.

Public Officials’ Liability - Insured up to $60 million per occurrence; the Authority is self-insured up to
$500,000 and excess insurance coverage has been purchased.

Fidelity Bond - Insured up to $1,000,000 per occurrence with a $100,000 deductible.

Workers’ Compensation - Insured up to the statutory limits; the Authority is self-insured up to $2 million
and excess insurance coverage has been purchased. Employer’s liability is insured up to $4 million.

Difference in Conditions - Provides coverage on a repair or replacement basis against loss of District
property caused by earthquake or flood, up to $25 million with a $25,000 deductible.

The District pays annual premiums for this coverage. They are subject to retrospective adjustments based on
claims experienced. The nature and amounts of the adjustments cannot be estimated and are charged to expense
as invoiced. The District’s insurance expense totaled $55,578 for the year ended June 30, 2019. There were no
instances in the past three years where a settlement exceeded the District’s coverage.
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BORREGO WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

Note 1 - Organization and Significant Accounting Policies: (Continued)

Significant Accounting Policies (Continued)

Pensions

For purposes of measuring the net pension liability, deferred outflows of resources and deferred inflows of
resources related to pensions, and pension expense, information about the fiduciary net position and additions
to/deductions from the Plan’s fiduciary net position have been determined on the same basis as they are reported
by CalPERS. For this purpose, benefit payments (including refunds of employee contributions) are recognized
when due and payable in accordance with the benefit terms. Investments are reported at fair value. CalPERS
audited financial statements are publicly available reports that can be obtained at CalPERS website under Forms
and Publications.

GASB 68 requires that the reported results must pertain to liability and asset information within certain defined
timeframes. For this report the following timeframes are used:

Valuation Date June 30, 2017
Measurement Date June 30, 2018
Measurement Period June 30, 2017 to June 30, 2018

Fair Value Measurements

Fair value accounting standards define fair value, establish a framework for measuring fair value, outline a fair value
hierarchy based on inputs used to measure fair value and enhance disclosure requirements for fair value
measurements. The fair value hierarchy distinguishes between market participant assumptions based on market data
obtained from sources independent of the reporting entity (observable inputs that are classified within Level 1 or 2
of the hierarchy) and the reporting entity’s own assumptions about market participant assumptions (unobservable
inputs classified within Level 3 of the hierarchy).

= Level 1 inputs are quoted prices in active markets for identical investments that the investment manager has
the ability to access at the measurement date.

= Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the
investment, either directly or indirectly.

= Level 3 inputs are unobservable inputs for the investment.

The District’s statements of financial position includes the following financial instruments that are required to
be measured at fair value on a recurring basis:

= Investments in the California Local Agency Investment Fund (LAIF) are considered Level 2 assets and are
reported at the fair value of the underlying assets as provided LAIF.
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BORREGO WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

Note 1 - Organization and Significant Accounting Policies: (Continued)

Significant Accounting Policies (Continued)

Economic Dependency

The District pumps 100% of its water from the Borrego Springs Sub-basin of the Borrego Valley groundwater
basin. Interruption of this source would impact the District negatively.

Cash and Cash Equivalents

For purposes of the statement of cash flows, the District considers all investment instruments purchased with a
maturity of three months or less to be cash.

Subsequent Events

In preparing these financial statements, the District has evaluated events and transactions for potential
recognition or disclosure through December 17, 2019, the date the financial statements were available to be
issued.

Note 2 - Cash and Investments:

Investment Authorized by the California Government Code and the District’s Investment Policy

The table below identifies the investment types that are authorized for the District by the California Government
Code. The table also identifies certain provisions of the California Government Code that address interest rate risk,
and concentration of credit risk. This table does not address investments of debt proceeds held by bond trustees
that are governed by the provisions of debt agreements of the District rather than the general provision of the
California Government Code or the District’s investment policy:

Maximum
Maximum Percentage Quality
Authorized Investment Type Maturity of Portfolio Requirements

Local Agency Bonds 5 years None None
U.S. Treasury Obligations 5 years None None
State Obligations 5 years None None
California Local Agency Obligations 5 years None None
U.S. Agency Securities 5 years None None
Bankers Acceptances 180 days 40% None
Commercial Paper 270 days 25% Al
Negotiable Certificates of Deposit 5 years 30% None
Repurchase Agreements 1 year None None
Reverse Repurchase Agreements 92 days 20% None
Medium-Term Notes 5 years 30% A Rating
Mutual Funds N/A 20% Multiple
Money Market Mutual Funds N/A 20% Multiple
Collateralized Bank Deposits 5 years None None
Mortgage Pass-Through Securities 5 years 20% AA Rating
Time Deposits 5 years None None
California Local Agency Investment

Fund (LAIF) N/A None None
County Pooled Investment Funds N/A None None
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BORREGO WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

Note 2 - Cash and Investments: (Continued)

Investment Authorized by the California Government Code and the District’s Investment Policy

(Continued)

The District’s investment policy is more restrictive than the California Government Code. The District limits
the percentage of its portfolio that can be invested in LAIF, certificates of deposit and savings accounts and U.S.
Government bills, notes, bonds and overnight money market funds.

Cash and investments held by the District were comprised of the following at June 30, 2019:

Maturity in
Years
One Year
or Less
Cash on hand $ 107
California Local Agency Investment Fund (LAIF) 22,056
Deposits with financial institutions 9,773,442
Total Cash and Investments $ 9,795,605
Financial Statement Classification:
Cash and cash equivalents $ 5,140,398
Cash and cash equivalents - Restricted 4,655,207
Total Cash and Investments $ 9,795,605

Disclosures Relating to Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an
investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its fair value to
changes in market interest rates. The district manages its exposure to interest rate risk by purchasing shorter
term investments and by timing cash flows from maturities so that a portion of the portfolio is maturing over
time as necessary to provide the cash flow and liquidity needed for operations.

Information about the sensitivity of the fair values of the District’s investments to market interest rate
fluctuations is provided in the previous table that shows the distribution of the District’s investments by maturity at
June 30, 2019.

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the
investment. This is measured by the assignment of a rating by a nationally recognized statistical rating
organization. Presented below is the actual rating as of the year for each investment type.

Rating as of Year End
Standard & Poor’s

California Local Agency Investment Fund (LAIF) Not Rated
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BORREGO WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

Note 2 - Cash and Investments: (Continued)

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude to the District’s investment in a single
issue.

The investment policy of the District contains limits on the amount that can be invested in any one issuer beyond
that stipulated by the California Government Code as described below. At June 30, 2019, no investments
represented more than 5% of the District’s investment portfolio.

Maximum

Percentage

Investment Type of Portfolio
California Local Agency Investment Fund 98%
FDIC Insured Institutions (C.D.’s or Savings) 95%
U.S. Government Bills, Notes, Bonds, etc 20%
Certificate of Deposit Account Registry 95%

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial institution,
the District will not be able to recover its deposits or will not be able to recover collateral securities that are in
the possession of an outside party. The custodial credit risk for investments is the risk that, in the event of the
failure of the counter-party (e.g., broker-dealer) the District will not be able to recover the value of its investment
or collateral securities that are in the possession of another party. The California Government Code and the
District’s investment policy do not contain legal or policy requirements that would limit the exposure to custodial
credit risk for deposits or investments other than the following provision for deposits: The California
Government Code requires that a financial institution secure deposits made by state or local governmental units
by pledging securities in an undivided collateral pool held by a depository regulated under state law (unless so
waived by the governmental unit). The market value of the pledged securities in the collateral pool must equal
at least 110% of the total amount deposited by the public agencies. California law also allows financial
institutions to secure District deposits by pledging first trust deed mortgage notes having a value of 150% of the
secured public deposits.

At June 30, 2019, none of the District’s deposits with financial institutions in excess of federal depository
insurance limits were held in uncollateralized accounts.

Investment in State Investment Pool

The District is a voluntary participant in the California Local Agency Investment Fund (LAIF) that is regulated
by California Government Code under the oversight of the Treasurer of the State of California. The fair value
of the District’s investment in this pool is reported in the accompanying financial statements at amounts based
upon the District’s pro-rata share of the fair value provided by LAIF for the entire LAIF portfolio (in relation to
the amortized cost of that portfolio). The balance available for withdrawal is based on the accounting records
maintained by LAIF, which are recorded on an amortized cost basis.
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BORREGO WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

Note 2 - Cash and Investments: (Continued)

Investment in State Investment Pool (Continued)

The statement of cash flows has been prepared by considering all investment instruments purchased with a
maturity of three months or less to be cash equivalents. Following is a detail at June 30, 2019:

Deposits with financial institutions $ 9,773,442

California Local Agency Investment Fund (LAIF) 22,056

Cash on hand 107
$_ 9,795,605

Note 3 - Restricted Assets:

Restricted assets were provided by, and are to be used for the following at June 30, 2019:

Funding Source Use
Bond proceeds and interest earnings Capital facilities $ 4,641,507
Deposits Deposits 13,700

54655207

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

Note 4 - Capital Assets:

After the restatement described in Note 9, capital assets consist of the following at June 30:

Balance at Balance at
June 30, 2018 Additions Deletions June 30, 2019
Capital Assets Not Being Depreciated:
Land $ 1,013,650 $ - $ - $ 1,013,650
Construction in progress 156,319 1,917,488 (35,441) 2,038,366
Fallowed water credits 953,650 - - 953,650
Water rights - ID No. 4 185,000 - - 185,000
Total Capital Assets not Being
Depreciated $ 2,308,619 $ 1,917,488 $ (35,441) $ 4,190,666
(Continued)

22



BORREGO WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

Note 4 - Capital Assets: (Continued)

Balance at Balance at
June 30, 2018 Additions Deletions June 30, 2019
Capital Assets Being Depreciated:
Flood control facilities $ 4,287,340 $ - $ - $ 4,287,340
Sewer facilities 6,459,962 - - 6,459,962
Water facilities 11,621,512 - - 11,621,512
General facilities 1,006,881 - - 1,006,881
Telemetry system 46,459 - - 46,459
Equipment and furniture 539,063 11,790 - 550,853
Vehicles 594,050 138,535 (17,265) 715,320
Total Capital Assets Being
Depreciated 24,555,267 150,325 (17,265) 24,688,327
Less: Accumulated depreciation (11,905,760) (643,648) 17,265 (12,532,143)
Net Capital Assets Being
Depreciation 12,649,507 (493,323) - 12,156,184
Net Capital Assets $ 14,958,126 $ 1,424,165 $ (35,441) $ 16,346,850

Note 5 - Noncurrent Liabilities:

Noncurrent liabilities consist of the following at June 30, 2019:

Balance at Balance at Current
June 30, 2018 Additions Deletions June 30, 2019 Portion
Notes Payable:
Refunding Installment Purchase
Agreement $ 2,180,000 $ - $ (2,180,000) $ - $ -
2015 Compass Bank Note 844,506 - (844,506) - -
Installment Purchase Agreement - 5,586,000 (351,000) 5,235,000 305,000
Promissory Note 2018A - 2,294,000 (198,000) 2,096,000 181,000
Promissory Note 2018B - 863,535 (116,916) 746,619 111,744
Total Notes Payable $ 3024506 $ 8743535 $ (3,690422) $ 8077619 3 597,744
Other Noncurrent Liabilities:
Accrued Compensated Absences $ 115,712  $ 130,693 $ 115,712 $ 130,693 $ 78,416
Net Pension Liability 911,898 120,965 182,710 850,153

Total Other Long-Term Liabilities $ 1027610 $ 251,658 % 208422 % 980,846 % 78,416

Refunding Installment Purchase

In October, 2008, the District entered into an installment purchase agreement totaling $2,775,000 while
concurrently redeeming all of its 1997 Certificates of Participation and 1998 Certificates of Participation. The
Borrego Water District Refunding Installment Purchase Agreement was payable in annual principal installments
of $25,000 to $245,000 in October each year beginning 2013 through 2028. Interest was payable semi-annually
in April and October at an interest rate of 4.5% per annum. The installment payments were a special obligation
of the District payable solely from revenues of Improvement District No. 4. During the year ended June 30,
2019, the Refunding Installment Purchase Agreement was fully refunded with the proceeds of Promissory Note
2018A.
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Note 5 - Noncurrent Liabilities: (Continued)

2015 Compass Bank Note

In May 2015, the District entered into a 10-year promissory note agreement with Compass Bank in the amount
of $1,125,000. Quarterly payments of principal and interest at 4.95% totaled $35,572 and were due from
September 2015 through June 2025. The note was secured by a senior pledge of net water system revenues of
the District. (Net of Improvement District No. 4 operations). The 2015 Compass Bank Note was further secured
by a subordinate pledge of net system revenues of the District’s Improvement District No. 4. During the year
ended June 30, 2019, the Compass Bank Note was fully refunded with the proceeds of Promissory Note 2018B.

Although the refunding of both the 2008 Refunding Installment Purchase Agreement and the 2015 Compass
Bank Note, resulted in a deferred amount on refunding of $125,185, by refunding the Refunding Installment
Purchase Agreement, the Corporation in effect reduced the aggregate debt service payments by approximately
$45,000 over the next ten years and obtained an economic gain (difference between the present value of the old
debt and the new debt service payments) of $37,944 and by refunding the 2015 Compass Bank Note, the
Corporation, in effect, reduced the aggregate debt service payments by approximately $19,127 over the next six
years and obtained an economic gain (difference between the present value of the old debt and the new debt
service payments) of $7,298. The deferred amount on refunding is being amortized over the remaining life of
the refunded debt. Amortization expense totaled $19,565 for the year ended June 30, 2019 and is included in
interest expense. The deferred amount on refunding was $105,620 at June 30, 2019.

Installment Purchase Agreement

In July 2018, the District entered into an Installment Purchase Agreement with the Borrego Water District Public
Facilities Corporation (“Corporation”). The Corporation provided $5,586,000 for the purpose of financing costs
of the District’s project as defined in the Agreement. The Installment Purchase Agreement is payable in semi-
annual installments of principal plus interest of 3.825% on or before April 1 and October 1 each year
commencing October 1, 2018 through and including October 1, 2038. Payments under the Installment Purchase
Agreement are secured by a lien on and pledge of net revenues. The District has covenanted to fix, prescribe,
revise, and collect rates, fees, and charges for services and facilities sufficient to yield estimated net revenues
equal to 125% of the aggregate amount of debt service on all parity obligations payable from net revenues coming
due and payable during such fiscal year. The District had a debt service ratio of 2.41:1 for the year ended June
30, 2019. The Installment Purchase Agreement had an outstanding principal balance of $5,235,000 and accrued
interest payable of $50,060 at June 30, 2019.

Promissory Note 2018A

In July 2018, the District entered into a promissory note with Compass Bank in the amount of $2,294,000 for
the purpose of defeasing and prepaying the Borrego Water District Refunding Installment Purchase Agreement.
The promissory note is payable in semi-annual payments of principal and interest at 3.35% commencing October
1, 2018 through and including October 1, 2028. Payments under the promissory note are secured by a lien on
and pledge of net revenues. The District has covenanted to fix, prescribe, revise, and collect rates, fees, and
charges for services and facilities sufficient to yield estimated net revenues equal to 125% of the aggregate
amount of debt service on all parity obligations payable from net revenues coming due and payable during such
fiscal year. The District had a debt service ratio of 2.41:1 for the year ended June 30, 2019 The Promissory
Note 2018A had an outstanding balance of $2,096,000 and accrued interest payable of $17,554 at June 30, 2019.
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Note 5 - Noncurrent Liabilities: (Continued)

Promissory Note 2018B

In July 2018, the District entered into a promissory note with Compass Bank in the amount of $863,535 for the
purpose of defeasing and prepaying the 2015 Compass Bank Note. The promissory note is payable in semi-
annual payments of principal and interest at 4.20% commencing October 1, 2018 through and including October
1, 2024. Payments under the promissory note are secured by a lien on and pledge of net revenues. The District
has covenanted to fix, prescribe, revise, and collect rates, fees, and charges for services and facilities sufficient
to yield estimated net revenues equal to 125% of the aggregate amount of debt service on all parity obligations
payable from net revenues coming due and payable during such fiscal year. The District had a debt service ratio
of 2.41:1 for the year ended June 30, 2019. The Promissory Note 2018B had an outstanding balance of $746,619
and accrued interest payable of $7,839 at June 30, 2019.

Debt service requirements on notes payable are as follows:

Years Ended

June 30 Principal Interest
2020 $ 597,744 $ 290,601
2021 623,538 267,697
2022 496,537 246,739
2023 511,751 227,914
2024 537,189 208,329
2025-2029 2,365,860 771,277
2030-2034 1,332,000 439,684
2035-2039 1,613,000 159,024

Total $ 8,077,619 $ 2,611,265

Note 6 - Defined Benefit Pension Plan:

General Information About the Pension Plan

Plan Description - All qualified permanent and probationary employees are eligible to participate in the
Miscellaneous Plan of the Borrego Water District, (All Plans) a cost-sharing multiple employer defined benefit
pension plan administered by the California Public Employees’ Retirement System (CalPERS). Benefit
provisions under the Plans are established by State statute and Local Government resolution. CalPERS issues
publicly available reports that include a full description of the pension plan regarding benefit provisions,
assumptions and membership information that can be found on the CalPERS website. The Plan consists of the
miscellaneous plan and the PEPRA Plan.

Benefits Provided - CalPERS provides service retirement and disability benefits, annual cost of living
adjustments and death benefits to plan members, who must be public employees and beneficiaries. Benefits are
based on years of credited service, equal to one year of full time employment. Miscellaneous plan members
with 5 years of service are eligible to retire at age 50 with statutory reduced benefits. PEPRA miscellaneous
members with 5 years of service are eligible to retire at age 52 with statutory reduced benefits. All members are
eligible for non-duty disability retirement benefits after 5 years of service. The death benefit is the basic death
benefit. The cost of living adjustments for each plan are applied as specified by the Public Employees Retirement
law per contract. The Plan’s provisions and benefits in effect at June 30, 2019, are summarized as follows:
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Note 6 - Defined Benefit Pension Plan: (Continued)

General Information About the Pension Plan (Continued)

Benefits Provided - (Continued)

Benefit formula

Benefit vesting schedule

Benefit payments
Retirement age

Monthly benefits, as a % of eligible compensation
Required employee contribution rates
Required employer contribution rates

Miscellaneous
Prior to
January 1, 2013

PEPRA
On or After
January 1, 2013

3.0% @ 60
5 years service
Monthly for life
50
2.0% to 2.5%
7.776%
12.759%

2.090% @ 60
5 years service
Monthly for life

52 - 67

1.0% to 2.5%

6.912%
7.634%

In addition to the contribution rates above, the District was also required to make payments of $87,501 toward its
unfunded actuarial liability during the year ended June 30, 2019.

The miscellaneous plan is closed to new members that are not already CalPERS eligible participants.

Contribution Description — Section 20814(c) of the California Public Employees’ Retirement Law (PERL)
requires that the employer contribution rates for all public employers be determined on an annual basis by the
actuary and shall be effective on the July 1 following notice of a change in the rate. The total plan contributions
are determined through the CalPERS annual actuarial process. The Plans actuarially determined rate is based
on the estimated amount necessary to pay the Plan’s allocated share of the risk pool’s costs of benefits earned
by employees during the year and any unfunded accrued liability. The employer is required to contribute the
difference between the actuarially determined rate and the contribution rate of employees.

The District’s contributions to the Plan for the year ended June 30, 2019 were as follows:

Contributions - Employer $ 142,789

Contributions - Employee (Paid by Employer) $ 11,709

Allocation of Net Pension Liability and Pension Expense to Individual Employers

The following table shows the District’s proportionate share of the net pension liability over the measurement
period.

Increase (Decrease)

Total Pension Plan Fiduciary Net Pension
Liability Net Pension Liability
(@) (b) (©=(@)-(b)
Balance at June 30, 2018 $ 3,606,926 $ 2,695,028 $ 911,898
Balance at June 20, 2019 3,751,525 2,901,372 850,153
Net Changes During 2018 - 2019 $ 144,599 $ 206,344 $ (61,745)
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Note 6 - Defined Benefit Pension Plan: (Continued)

Allocation of Net Pension Liability and Pension Expense to Individual Employers (Continued)

The net pension liability of the plan is measured as of June 30, 2018, and the total pension liability for the plan
used to calculate the net pension liabilities was determined by an actuarial valuation of June 30, 2017 rolled
forward to June 30, 2018 using standard update procedures. The proportion of the net pension liability was
based on a projection of the District’s long-term share of contributions to the pension plans relative to the
projected contributions of all participating employers, actuarially determined. The District’s proportionate share
of the net pension liability for the plan as of June 30, 2017 and 2018 was as follows:

Miscellaneous

Proportion - June 30, 2017 0.023133%
Proportion - June 30, 2018 0.022210%
Change - Increase (Decrease) (0.000923%)

For the year ended June 30, 2019, the District recognized a pension expense of $120,965 for the Plan. As of
June 30, 2019, the District reports deferred outflows of resources and deferred inflows of resources related to
pensions as follows:

2019
Deferred Outflows Deferred Inflows
of Resources of Resources

Pension contributions subsequent to the measurement date $ 162,515 $ -
Differences between actual contributions made and proportionate

share of contributions 49,655 -

Differences between expected and actual experience 21,519 -

Changes of assumptions 73,167 -
Net difference between projected and actual earnings on pension plan

investments 4,203 -

Adjustment due to difference in proportions - 34,862

Total $ 311,059 $ 34,862

The $162,515 reported as deferred outflows of resources related to contributions subsequent to the measurement
date will be recognized as a reduction of the net pension liability in the year ended June 30, 2020. Other amounts
reported as deferred outflows and deferred inflows of resources in the previous chart will be recognized in future
pension expense as follows:

Deferred
Measurement Period Outflows/(Inflows)
Ended June 30 of Resources
2020 $ 90,704
2021 54,467
2022 (23,843)
2023 (7,646)
Total $ 113,682
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Note 6 - Defined Benefit Pension Plan: (Continued)

Actuarial Assumptions

The total pension liability in the June 30, 2018 actuarial valuation was determined using the following actuarial

assumptions:
Actuarial Cost Method Entry Age Normal in accordance with the requirements
of GASB Statement No. 68

Actuarial Assumptions:

Discount Rate 7.15%

Inflation 2.50%

Salary Increases Varies by Entry Age and Service

Investment Rate of Return 7.50 net of Pension Plan Investment and Administrative
expenses, including inflation

Mortality Rate Table Derived using CalPERS’ membership data for all funds

Post Retirement Benefit Increase Contract COLA up to 2.0% until Purchasing Power
Protection Allowance Floor on Purchasing Power applies,
2.0% thereafter

Discount Rate

The discount rate used to measure the total pension liability was 7.15%. To determine whether the municipal
bond rate should be used in the calculation of a discount rate for each plan, CalPERS stress tested plans that
would most likely result in a discount rate that would be different from the actuarially assumed discount rate.
Based on the testing of the plans, the test revealed that none of the tested employer rate plans run out of assets.
Therefore, the current 7.15% discount rate is appropriate and the use of the municipal bond rate calculation is
not deemed necessary. The stress test results are presented in a detailed report called “GASB Statements 67 and
68 Crossover Testing Report” for Measurement Date June 30, 2018 based on June 30, 2017 Valuations that can
be obtained from the CalPERS’ website.

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

In determining the long-term expected rate of return, staff took into account both short-term and long-term
market return expectations as well as the expected pension fund cash flows. Such cash flows were developed
assuming that both members and employers will make their required contributions on time and as scheduled in
all future years. Using historical returns on all the funds’ asset classes, expected compound (geometric) returns
were calculated over the short-term (first 11 years) and the long-term (60 years) using a building-block approach.
Using the expected nominal returns for both short-term and long-term, the present value of benefits was
calculated for the plan. The expected rate of return was set by calculating the single equivalent expected return
that arrived at the same present value of benefits for cash flows as the one calculated using both short-term and
long-term returns. The expected rate of return was then set equivalent to the single equivalent rate calculated
above and rounded down to the nearest one quarter of one percent.
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Note 6 - Defined Benefit Pension Plan: (Continued)

Discount Rate (Continued)

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

Asset Real Return Real Return

Asset Class Allocation Years1-10 Years 11+
Global Equity 50% 4.80% 5.98%
Fixed Income 28% 1.00% 2.62%
Private Equity 8% 6.30% 7.23%
Real Estate 13% 3.75% 4.93%
Liquidity 1% 0.00% (0.92)%

100.00%

Sensitivity of the Net Pension Liability to Changes in the Discount Rate

The following presents the District’s proportionate share of the net pension liability of the risk pool as of the
measurement date, calculated using the discount rate, as well as what the District’s proportionate share of the
net pension liability would be if it were calculated using a discount rate that is 1 percentage-point lower or 1
percentage-point higher than the current rate:

1% Decrease Current Discount 1% Increase
(6.15%) Rate (7.15%) (8.15%)
Plan’s Net Pension Liability $ 1,357,626 $ 850,153 $ 143,242

Note 7 - Commitments and Contingencies:

Contracts

The Borrego Water District has entered into various contracts for the purchase of material and construction of
capital assets. The amounts contracted are based on the contractor’s estimated cost of construction. At June 30,
2019, the total unpaid amount on these contracts is approximately $731,167.

Litigation

Legal claims and lawsuits arise from time to time in the normal course of business which, in the opinion of
management, will have no material effect on Borrego Water District’s financial position.

29



BORREGO WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2019

Note 7 - Commitments and Contingencies: (Continued)

Operating Leases

The District has entered into an operating lease for office equipment with a lease term in excess of one year.
This agreement contains a purchase option. The agreement is a non-cancelable lease. Rent expense totaled
$4,524 for the year ended June 30, 2019.

Future minimum lease payments are as follows:

Years Ended Lease
June 30 Payments
2020 $ 4,524
2021 377
Total $ 4,901

Community Facilities District No. 2017-01 2017 Special Tax Bonds

The Borrego Water District is the lead Agency of the Borrego Water District Community Facilities District No.
2007-1 (CFD 2007-1) and the Borrego Water District Community Facilities District CFD No. 2017-1 (CDF
2017-1). In April 2017, CFD 2017-1 was formed and an election held to authorize bonded indebtedness up to
$11,600,000 to refinance the outstanding balances of CFD 2007-1 special tax bonds. In May 2017, CFD 2017-
1 issued Borrego Spring Water District Special Tax Refunding Bonds, Series 2017A (Series 2017A Bonds) and
Borrego Water District Special Tax Refunding Bonds, Series 2017B (Series 2017B Bonds). The CFD 2007-1
special tax bonds are considered defeased.

These financings were accomplished through the authorization of special tax bonds issued pursuant to the Mello-
Roos Community Facilities Act of 1982 adopted by the Board of Directors of the Borrego Water District acting
as the legislative body of the Community Facilities Districts. The bonds are only payable from certain proceeds
of an annual special tax to be levied and collected from property located within the Community Facilities
Districts and from certain bond proceeds pledged in the issuances. If the special taxes are not paid when due,
the only source of funds to repay the bonds are cash deposits or letters of credit provided by property owners,
amounts held in the bond reserve funds, or proceeds, if any, from foreclosure sales of land within the Community
Facilities Districts following a delinquency in a special tax payment. Neither the faith nor credit nor the taxing
power of the Borrego Water District, the State of California, or any other political subdivision thereof is pledged
to the payment of these bonds. Therefore, the Community Facilities Districts are considered separate reporting
entities. At June 30, 2019 the following special tax bonds were outstanding:

Series 2017A $ 1,045,000
Series 2017B $ 10,300,000
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Note 8 - New Governmental Accounting Standards:

GASB No. 83

In November 2016, the Governmental Accounting Standards Board issued Statement No. 83 “ Certain Asset
Retirement Obligations”. The requirements of this Statement are effective for reporting periods beginning after
June 15, 2018. Earlier Application is encouraged. This pronouncement did not have a material effect on the
financial statements of the District in the year of implementation.

GASB No. 84

In January 2017, the Governmental Accounting Standards Board issued Statement No. 84 “Fiduciary Activities”.
The requirements of this Statement are effective for reporting periods beginning after December 15, 2018.
Earlier Application is encouraged. The District has not determined the effects of this pronouncement on the
financial statements of the District in the year of implementation.

GASB No. 86

In May 2017, the Governmental Accounting Standards Board issued Statement No. 86 “Certain Debt
Extinguishment Issues”. The requirements of this Statement are effective for reporting periods beginning after
December 15, 2017. Earlier Application is encouraged. The effects of this pronouncement did not have a
material effect on the financial statements of the District in the year of implementation.

GASB No. 87

In June 2017, the Governmental Accounting Standards Board issued Statement No. 87 “Leases”. The
requirements of this Statement are effective for reporting periods beginning after December 15, 2019. The
District has not determined the effects of this pronouncement on the financial statements of the District in the
year of implementation.

GASB No. 88

In April 2018, the Governmental Accounting Standards Board issued Statement No. 88 “Certain Disclosures
Related to Debt, Including Direct Borrowings and Direct Placements”. The requirements of this Statement are
effective for reporting periods beginning after June 15, 2018. Earlier application is encouraged. This
pronouncement did not have a material effect on the financial statements of the District in the year of
implementation.

GASB No. 89

In June 2018, the Governmental Accounting Standards Board issued Statement No. 89 “Accounting for Interest
Cost Incurred before the End of a Construction Period”. The requirements of this Statement are effective for
reporting periods beginning after December 14, 2019. Earlier application is encouraged. The District has not
yet determined the effects of this pronouncement on the financial statements of the District in the year of
implementation.
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GASB No. 90

In August 2018, the Governmental Accounting Standards Board issued Statement No. 90 “Majority Equity
Interests-an amendment of GASB Statements No. 14 and No. 61”. The requirements of this Statement are
effective for reporting periods beginning after December 15, 2018. Earlier application is encouraged. The
District has not yet determined the effects of this pronouncement on the financial statements of the District in
the year of implementation.

GASB No. 91

In May 2019, the Governmental Accounting Standards Board issued Statement No. 91 “Conduit Debt
Obligations”. The requirements of this Statement are effective for reporting periods beginning after December
15, 2020. The District has not determined the effects of this pronouncement on the financial statements of the
District in the year of implementation.

Note 9 - Prior Period Adjustment:

Certain adjustments resulting in an increase in net position were made during the current year. The following is a
detail of items directly affecting net position at June 30, 2018:

Net Position at Beginning of Year as Originally Stated $ 14,816,900
Reduction in accumulated depreciation 1,362,293
Recording of unbilled receivables 125,443

$ 16,304,636
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SCHEDULE OF PLAN’S PROPORTIONATE SHARE OF THE NET PENSION LIABILITY

LAST TEN YEARS *
Measurement Measurement Measurement Measurement Measurement
Date Date Date Date Date

June 30, 2018 June 30, 2017 June 30, 2016 June 30, 2015 June 30, 2014
Proportion of the collective net pension liability 0.022210% 0.023133 % 0.009466 % 0.01010 % 0.01123 %
Proportionate share of the collective net pension
liability $ 850,153 $ 911,898 $ 819,059 $ 693,352 $ 699,055
Covered - Employee payroll $ 698,023 $ 675,819 $ 658,514 $ 671,180 $ 595,422
Proportionate share of the collective net pension
liability as percentage of covered-employee pay-
roll 121.79 % 134.93 % 124.38 % 103.30 % 11741 %
Plan fiduciary net position as a percentage of the
total pension liability 77.34 % 74.72 % 73.72 % 7721 % 73.72 %

Notes to Schedule:

Benefit Changes - The figures above do not include any liability impact that may have resulted
from plan changes which occurred after June 30, 2014 valuation date. This applies for voluntary
benefit changes as well as any offers of Two Years Additional Service Credit (AKA Golden
Handshakes).

* Fiscal year 2015 was the first year of implementation, therefore only four years are shown.
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SCHEDULES OF CONTIRBUTIONS TO THE PENSION PLAN

LAST TEN YEARS *

Fiscal Year Fiscal Year Fiscal Year Fiscal Year Fiscal Year

2018 - 2019 2017 - 2018 2016 - 2017 2015 - 2016 2015
Actuarially determined contributions $ 162,515 $ 142,789 $ 137,737 $ 138,613 $ 129,138
Contributions in relation to the actuarially determined

contribution (162,515) (142,789) (137,737) (138,613) (129,138)

Contribution Deficiency (Excess) $ - $ - $ - $ - $ -
Covered-Employee Payroll $ 740,131 $ 698,023 $ 723,125 $ 671,180 $ 595,422
Contributions as a percentage of covered employee payroll 21.96 % 20.46 % 10.05 % 20.65 % 21.69 %

Notes to Schedule:

Valuation Date:

June 30, 2017 June 30, 2016

June 30, 2015

June 30, 2014

June 30, 2013

2018 - 2019 2016 - 2017 2015
Actuarial Cost Method Entry Age Entry Age Entry Age
Amortization Method Level Percent of Payroll Level Percent of Payroll Level Percent of Payroll
Asset Valuation Method Market Value Market Value Market Value

Discount Rate
Projected Salary Increase

Inflation
Payroll Growth
Individual Salary Growth

7.15%

3.30% to 14.20% depend-
ing on Age, Service, and
type of employment

2.75%

3.00%

A merit scale varying by
duration of employment
coupled with an assumed
annual production inflation
growth of 0.25%

*Fiscal year 2015 was the first year of implementation, therefore only five years are shown.
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7.65%

3.30% to 14.20% depend-
ing on Age, Service, and
type of employment

2.75%

3.00%

A merit scale varying by
duration of employment
coupled with an assumed
annual production inflation
growth of 0.25%

7.5%

3.30% to 14.20% depend-
ing on Age, Service, and
type of employment

2.75%

3.00%

A merit scale varying by
duration of employment
coupled with an assumed
annual production inflation
growth of 0.25%



BORREGO WATER DISTRICT
SCHEDULE OF ASSESSED VALUATION
FOR THE YEAR ENDED JUNE 30, 2019

The assessed valuation of the District at June 30, 2019, is as follows:
Assessed Valuation:

Secured property
Total Assessed Valuation
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$ 352,961,472

$ 352,961,472




