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Board of Directors
Chino Basin Watermaster
Rancho Cucamonga, California

Independent Auditors” Report

We have audited the accompanying basic financial statements of the Chino Rasin Watermaster as
of and for the year ended June 30, 2007, as listed in the table of contents. These basic financial
statements are the responsibility of the management of Chino Basin Watermaster. Our
responsibility is to express an opinion on these basic financial statements based on our audit.
The prior year partial comparative information has been derived from the Chino Basin
Watermaster’s basic financial statements for the year ended June 30, 2006 and, in our report
dated August 10, 2006, we expressed an unqualified opinion on those financial statements.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
- An audit includes examining, on a test basis, evidence supporting the amounts and disclosures.in
- the financial statements. - An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion,

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Chino Basin Watermaster as of June 30, 2007, and respective changes in
financial position and cash flows of the Chino Basin Watermaster for the vear then ended in
conformity with accounting principles generally accepted in the United States of America.

The information identified in the accompanying table of contents as management’s discussion
and analysis is not a required part of the basic financial statements, but is supplementary
information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the reguired

supplementary mformation. However, we did not audit the information and express no opinion
on it. '

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Chino Basin Watermaster’s basic financial statements. The
supplementary information is presented for purposes of additional analysis and is not a required
part of the basic financial statements. The supplementary information identified in the table of
contents has been subjected to the auditing procedures applied in the audit of the basic financial

statements and, in our opinion, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

/}7,7-,/54%4@ /’océaaWéC

Irvine, California
January 23, 2008
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1 Basin MOT

MANAGEMENT’S DISCUSSION AND ANALYSIS

BACKGROUND

The Chine Basin Watermaster (Watermaster) was established under a Judgment entered in the Superior Court
of the State of California for the County of San Bernardino, entitled “Chino Basin Municipal Water District v.
City of Chino, et ai.,” {originally Case No. SCV 164327, the file was transferred in August 1989 and assigned a
‘new Case No. RCV 51010). The Judgment prescribes Watermaster's authotities and specifies classes of
water production assessments o be used to fund certain aclivities.  Those assessment categories are:
administration, OBMP, speciai project and replenishment. - Each ciass of assessment has a prescribed
. purpose and water productlon base Assessment revenue is \Natermaster ] prlncapal source of income.

Watermasters operatmg revenues mc%ude not omy funds for administrative, OBMP special pro;ect and
.replen:shment expenses collected in accordance with the annual budget, but also include money collected by
appropriators to help pay for improvements to recharge basins within our boundaries and contributions
received on behalf of expenditures related to cooperative projects as approved through the budget process.

The Unrestricted Net Asset amount listed on the Statement of Net Assets includes assessments on production

of water in excess of production rights. These funds will be used to purchase replenishment water to mitigate
annual overdraft in the coming year.

BASIC FINANCIAL STATEMENTS

To comply with governmental accounting standards, Watermaster's assessment funds have been compiled
into a single set of comprehensive interrelated financial statements. The financial statements that accompany
this report include Statement of Net Assets, Statements of Revenues, Expenses and Changes in Net Assets,
and Statement of Cash Flows. The financiai statements presented represent the year ended June 30, 2007
and June 30, 2606 for comparative purposes. Also included are various notes providing additional explanation
and detail relating to this financial information,

The Staternent of Net Assets lists Watermaster's total assets, liabilities, and net assets, or the amount of
assets free of debt, as of June 30, 2007 and June 30, 2008. The Statements of Revenues, Expenses and
Changes in Net Assets list Watermaster's income for the year and its expenses. Additionally, these
statements identify the gain or loss in net assets for the fiscal years ending June 30, 2007 and June 30, 2008.
Finaily, the Statements of Cash Flows indicate how cash was received and spent throughout the past year,
hightighting the net change in cash and investments for 2007 and 2006.

SUMMARY OF FINANCIAL INFORMATION

For the year ended June 30, 2007 and June 30, 2006, Watermaster's Total Net Assets was $5,309,297 and
$6,402,408 respectively. These balances include funds that will be required to purchase water to meet the

unmet replenishment obligation incurred during the previous fiscal year as well as funds set aside for specific
use such as the Agricultural Pool funds.



MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2007
(With comparative totals for June 30, 2006)

2007 2006
Assetls
Current $ 8,026,597 $ 8,251,351
Capital 84,354 113.472
Total Assets 8,110,951 - 8,364,823
Liabilities
Current 2,686,624 1,877,815
Non current 115,030 84,600
Total Liabilities 2,801,654 1,962,415
Net Assets _ _ B
Invested in capital assets . 847354 113,472
Unrestricted g _ 5,224,943 . 6,288,936
Total Net Assets - e $_§4§Q&m§; 7 $°.5,402,408

REVIEW OF REVENUES AND EXPENSES

Annuzl assessments are determined by dividing the adopted budget by the assessable production.
Administrative assessment revenue increased over the previous year due io budgeted increases in OBMP
expenses and recharge basin operations & maintenance expenses. Replenishment assessment revenue
decreased due to decreases in production in excess of rights. '

There was an increase in administrative expenditures over the prevébus year. Overall operating expenses
{excluding repienishment activities) increased over the prior year from $5,445,196 to $8,568,855. This increase in
expenses relates to increases in Adminisirative, OBMP and Specia! Project related expenditures.

Non-operating revenue represented interest income of $256,311 and $334,287 for the vears ending June 30,
2007 and June 30, 2006. This decrease in income relates directly {o the substantial decrease in the deposits held
to purchase replenishment water from the 2006 fiscal year to the 2007 fiscal year.

The financial condition of Watermaster changed as indicated by the change in the Net Assets from the prior year
in the amount of $(1,093,111),



MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2007
(With comparative totals for June 30, 2006)

2007 2006
Operating Revenues
Administrative assessments (note 1) $ 7,923,502 3 4,885,755
Mutual agency project revenue 142,148 200,138
Replenishment water 2,690,983 8,048,138
Miscellaneous revenue - 42,500
Total Operating Revenues 10,756,634 11,686,532
Operating Expenses
Watermaster administration 752,865 594,421
Depreciafion 29,118 31,713
Pool, Advisory and Board administration 169,967 211,505
Optimum Basin Management Plan 7,607,905 4,603,629
Mutual agency project costs 10,000 31,928
Groundwater replenishment ' - __3.536,201 . 8,989,023
Total Operating Expenses 12,106,056 14,462,219
CIncomie from operations .- - - _{1,349.422) (2.775,687)
Non-Operating Reventies '
Interest 256,311 334,287
Total Nonoperating Revenues 256.311 334,287
Change in net assets (1,083,114 1) (2,441,400)
Net assets at beginning of year 6,402,408 8,843,808
Total net assets at end of year $ 5,309,297 $ 6402408

COMPARISON OF FY 2006-2007 ADMINISTRATION BUDGET TO ACTUAL REVENUES/EXPENSE

The Administrative Assessment revenue exceeded budget because the actual cash on hand at the end of

the fiscal year which was used to offset assessments was less than forecasted when the budget was
prepared., _

Actual operating expenses exceeded the budget in the categories of Administration, OBMP and Special
Projects.  Administrative expenses exceeded budge! due to staff and overhead allocations. OBMP
expenses exceeded budget due to unforeseen legal expenses related o the Sania Ana River hearings
regarding water rights and general as well as special referee legal expenses due to continued Peace |

negotiations. Special project expenses exceeded budget mostly relating to work done pertaining to
Hydraulic Control.

Administration recorded a $1,093,111 decrease in change in nel assets for the year ending June 39, 2007,
compared to a budgeted decrease of $139,700.



{with comparative totals for June 30, 2006)

CHINO BASIN WATERMASTER
Statement of Net Assets

June 30, 2007

Assets

Current assets:

Cash and mvestments (note 2)
Accounts receivable (note 9)

Prepaid expenses
Total current assets

Noncurrent assets:

Capital assets, net of accumulated depreciation (note 3)

Total noncurrent assets

" Total assets -

Liabilities

Current habilities:
Accounts payable

Accrued salaries and benefits

Total current labilities

Noncurrent liabilities;

Compensated absences (note 4)

Total noncurrent liabilities

Total liabilities

Net Assets
Net asseis:
Invested in capital assets
Unrestricted

Total net assets

2007 2006
$ 4,834,960 7,137,616
840,426 1,084,667
2,351,211 29,068
8,026,597 8,251,351
84,354 113,472
84,354 113,472
8,110,951  8,364.823
2,629,876 1,825,161
56,748 52.654
2,686,624 1,877,815
115,030 84,600
115,030 84,600
2,801,654 1,962,415
84,354 113,472
5224943 6,288,936
$ 5,309,297 6,402,408

See accompanying notes to the basic financial statements.
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CHINO BASIN WATERMASTER

Statement of Revenues, Expenses and Changes in Net Assets

Year ended June 30, 2007

(with comparative totals for June 30, 2006)

Operating revenues:
Administrative assessments (note 1)
Mutual agency project revenue
Replenishment water
Grant revenue

Total operating revenues

 Operating expenses:

- Watermaster administration
Depreciation ks

Pool, advisory and Board administration
Optimum Basin Management Plan
Mutual agency project costs
Groundwater replenishment

Total operating expenses
Income (loss) from operations

Nonoperaiing revenues:
Interest income

Total nonoperating revenues

Change in net assets

Net assets at beginning of year

Total net assets at end of year

2007 2006
$ 7,023,502 4,895,755
142,149 200,138
2,690,983 6,548,139
- 42,500
10,756,634 11,686,532
752,865 594,421
29,118 31,713
169,967 211,505
7,607,905 4,603,629
10,000 31,928
3,536,201 8,989,023
12,106,056 14,462,219
(1,349,422)  (2,775,687)
256,311 334,287
256,311 334,287
(1,093,111)  (2,441,400)
6,402,408 8,843,808
$ 5309297 6,402,408

See accompanying notes to the basic financial statements.



CHINO BASIN WATERMASTER
Statement of Cash Flows
Year ended June 30, 2007
(with comparative totals for June 30, 2006)

_ 2007 2006
Cash flows from operating activities:
Cash received from customers $ 10,858,726 11,300,252
Cash received from other agencies 142,149 242,638
Cash paid to employecs for services (1,159,406)  (1,002,721)
Cash paid to suppliers of goods and services (12,400,436) (12,466,155)
Net cash provided by (used for) operating activities (2,558,967)  (1,925,986)
Cash flows from capital financing activities:
Acqusition of capital assets - (66.,006)
Net cash provided by (used for} capital financing activities - (66,006}
Cash flows from investing activities: | _ _ .
Interest received ' _ - 256,311 334,287
- Net cash provided by (used for) investing activities 256,311 | 334,287
Net increase (decrease) in cash (2,302,656)  (1,657,705)
Cash and inves‘mmnts at the beginning of year 7,137,616 8,795,321
Cash and investments at the end of year $ 4,834,960 7,137,616

Reconciliation of operating income to net cash
used for operating activities:
Operating income (loss) $ (1,349,422)  (2,775,687)
Adjustment to reconcile operating income (loss)
to net cash used for operating activities:

Depreciation 29,118 31,712
(Increase} dercease in accounts receivable 244241 (143,642}
(Increase) decrease in prepaid expenses (2,322,143) 5,038
Increase (decrease) in account payable 804,715 920,712
Increase (decrease) in accrued salaries and benefits 4,094 16,878
Increase (decrease) in compensated absences 30,430 19,003
Net cash used for operating activities $ (2,558,967)  (1,925,986)

INoncash investing, capital and financing activities:

There were no noncash investing, capital or financing activities during the fiscal year ended
June 30, 2007.

See accompanying notes to the basic financial statements.
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(1)

CHINO BASIN WATERMASTER
Notes to the Basic Financial Statements

Year ended June 30, 2007

Reporting Entity and Summary of Significant Accounting Policies

Descripiion of Reporting Entity

The Chino Basin Watermaster (‘“Watermaster”™) was established under a judgment entered
in Superior Court of the State of California for the County of San Bernardino as a result
of Case No. RCV 51010 (formerly Case No. SCV 164327) entitled “Chino Basin
Municipal Water District v. City of Chino, et al.”, signed by the Honorable Judge Howard

B. Wiener on January 27, 1978. The effective date of this Judgment for accounting and
operations was July 1, 1977.

_Pursﬁant to the Judgment, the Chino Basin Municipal Water District (CBMWD) five

member Board of Directors was initially appointed as “Watermaster”. Their term of
appointment as Watermaster was for five vears, and the Court, by subsequent orders,
provides for successive terms -or for a successor Watermaster. Pursuant to a
recommendation of the Advisory Committee, the Honorable J. Michael Gunn appointed a
nine-member board as Watermaster on September 28, 2000. ‘

Under the Judgment, three Pool committees were formed: (1) Overlying (Agricultural)
Pool which includes the State of California and all producers of water for overlying uses
other than industrial or commercial purposes; (2) Overlying (Non-Agricultural) Pool
which represents producers of water for overlying industrial or commercial purposes; and
(3) Appropriative Pool which represents cities, districts, other public or private entities
and utilities. The three Pools act together to form the “Advisory Committee”.

The Watermaster provides the Chino Groundwater Basin service area with services which
primarily include: accounting for water appropriations and components of acre-footage

of stored water by agency, purchase of replenishment water, groundwater monitoring and
mmplementation of special projects.

Watermaster expenditures are allocated to the pools based on the prior year’s production
volume (or the same percentage used to set the annual assessments). Allocations for fiscal
year 2006-07 expenses are based on the 2005-06 production volume.

2005-06
Acre Feet Yo
Production Volume:
Appropriative Pool 124 315 77.099
Agricultural Pool 33,900 21.024
Non-Agricultural Pool 3,026 1.877
Total Production Volume 161,241 100.000



CHINO BASIN WATERMASTER
Notes to the Basic Financial Statements

(Continued)

1enificant Accountine Policies, (Continued

The Agricultural Pool members ratified an agreement with the Appropriative Pool at their
meeting of June 16, 1988, wherein the Appropriative Pool assumes Agricultural Pool
administrative expenses and special project cost allocations in exchange for an
accelerated transfer of unpumped agricultural water to the Appropriative Pool, In addition
the Agricultural Pool transferred all pool administrative reserves at June 30, 1988 to the
Appropriative Pool effective July 1, 1988.

In July of 2000, the principal parties in the Basin signed an agreement, known as the
Peace Agreement, which among other things formalized the commitment of the Basin
parties to implement an Optimum Basin Management Program. The Peace Agreement
was signed by all of the parties, and the Court has approved the agreement and ordered
the Watermaster to proceed in accordance with the terms of the agreement. The Court
has approved revisions to the Chino Basin Watermaster Rules and Regulations,

Basis of Accounting

The Watermaster is accounted for as an enterprise fund (proprietary fund type). A fund is
an accounting entity with a self-balancing set of accounts established to record the
financial position and results of operations of a specific governmental activity. The
activities of enterprise funds closely resemble those of ongoing businesses in which the
purpose is to conserve and add to basic resources while meeting operating expenses from
current revenues. Enterprise funds account for operations that provide services on a
continuous basis and are substantially financed by revenues derived from user charges.
The Watermaster utilizes the accrual basis of accounting. Revenues are recogmzed when
carned and expenses are recognized as they are incurred.

Cash and Investmenis

Investments are reported in the accompanying balance sheet at fair value. Changes in fair

value that occur during a fiscal year are recognized as interest income reported for that
fiscal year.

Watermaster pools cash and investments of all fund balance reserves. Interest income
earned by the pooled investments is allocated quarterly to the various reserves based on
cach reserve’s average cash and investments balance.

Cash Eguivalents

For the purposes of the statements of cash flows, cash equivalents are defined as short-
term, highly liquid investments that are both readily convertible to known amounts of
cash or so near their maturity that they present insignificant risk of changes in value

because of changes in interest rates, and have an original maturity date of three months or
less.



CHINQ BASIN WATERMASTER
Notes to the Basic Financial Statements

(Continued)

of Significant Accounting Policies, {Continued

Capital Assets

Capital assets are valued at cost where historical records are available and at an estimated
historical cost where no historical records exist. The Watermaster capitalizes all assets
with a historical cost of at least $5,000 and a useful life of at least three years. The cost
of normal maintenance and repairs that do not add to the value of the assets or materially
extend asset lives are not capitalized.

Depreciation is computed utilizing the straight-line method over the following estimated
useful lives:

Computer equipment and software 5 years
Office furniture and fixtures 7 . 7 years
Leasehold improvements 10 years
Automotive equipment 7 years

Use of Estimates

The preparation of financial statements requires management fo make certain estimates
and assumptions that affect the reported amounts of assts and liabilities, and disclosure of
contingent assets and liabilities, at the date of the financial statements, as well as the

reported amounts of revenue and expenses during the reporting period. Actual results
could differ from those estimates.

Avpropriative Interest Revenue Allocafion

On August 30, 1979, the Appropriative Pool unanimously approved assessment
procedures whereby any interest earned from the Watermaster assessments paid by
Appropriative Pool members would reduce the total current assessment due from those
members. Fiscal year 2005-06 interest revenue was allocated to the Appropriative Pool,
resulting in -a reduction of the 2006-07 assessments. The amount of administrative
assessment received for the year ended June 30, 2007 was $7,923,502.

Prior Year Data

The information included in the accompanying financial statements for the prior year has
been presented for comparison purposes only and does not represent a complete
presentation in accordance with generally accepted accounting principles.
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(2)

CHINO BASIN WATERMASTER
Notes to the Basic Financial Statements

(Continued)

Cash and Investments

Cash and investments as of June 30, 2007 are classified in the accompanying financial
statements as follows:

Statement of net assets:

Cash and investments | $4,834,960
Total cash and mvestments $4.834.960

Cash and investments as of June 30, 2007 consist of the following:

Cash on hand $ 500
. Deposits with financial institutions: : 509,011
- Investments ) : : _ 4,325,449
Total cash and investments $4.834.960

11



(Continued)

CHINO BASIN WATERMASTER

Notes to the Basic Financial Staternents

(2} Cash and Investments
Investments Authorized by the California Government Code and the Watermaster’s
Investment Policy
The table below identifies the investment types that are authorized for the Watermaster by
the California Government Code and the Watermaster’s investment policy. The table also
identifies certain provisions of the California Government Code (or the Watermaster’s
investment policy, if more restrictive) that address interest rate risk, credit risk, and"
concentration of credit risk.
Authorized
By *Maximum *Maximum
Investment Types Investment *Maximum Percentage Investment
Of In One
~ Authorized by State Law Policy Maturity Portfolio Issuer
Local Agency Bonds Yes 5 years None None
U.S. Treasury Obligations Yes 5 years None None
U.S. Agency Securities Yes 5 years None None
Banker's Acceptances Yes 180 days 40% 30%
Commercial Paper Yes 270 days 25% 10%
Negotiable Certificates of Deposit Yes 5 years 30% None
Repurchase Agreements Yes 1 year None None
20% of
Reverse Repurchase Agreements Yes 92 days base value None
Medium-Term Notes Yes 5 years 30% None
Mutual Funds Yes N/A 20% 10%
Money Market Mutual Funds Yes N/A 20% 10%
Mortgage Pass-Through Securities Yes 5 years 20% None
County Pooled Investment Funds Yes N/A None None
Local Agency Investment Fund
(LAIF) Yes N/A None None
JPA Pools (other investment pools) Yes N/A None None

* Based on state law requirements or investment policy requirements, whichever is more restrictive.

12



(2}

CHINO BASIN WATERMASTER
Notes to the Basic Financial Statements

(Continued)

Cash and Investments. {Continued)

Local Agency Investment Fund  $4,325,449 N/A -

Local Agency Investment Fund $4.325.449 4,325,449 -

Dusclosures 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 investmuent. Generally, the longer the maturity of an investment, the
greater the sensitivity of its fair value to changes in market interest rates. One of the ways
that the Watermaster manages its exposure to interest rate risk is by purchasing a
combination of shorter term and longer term investments and by timing cash flows from
maturities so that a portion of the portfolio is maturing or coming close to maturity evenly
over time as necessary to provide the cash flow and liquidity needed for operations.

Information about the sensitivity of the fair values of the Watermaster’'s investments
{including investments held by bond trustee) to market interest rate fluctuations is

provided by the following table that shows the distribution of the Watermaster's
mvestment by maturity:

Remaining Maturity (in Months)

Total 12 Months 13-24 25-60
Investment Type Amount Or Less Months Months

Total _ $4.325,449 4,325,449 - -

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfili its
obhgation to the holder of the investment. This is measured by the assignment of a rating
by a nationally recognized statistical rating organization. Presented below is the minimum
rating required by (where applicable) the California Government Code, the Watermaster’s

mvestment policy, or debt agreements, and the actual rating as of year end for each
investment type.

Rating as of Year End

Mimimum
Total Legal Not
Investment Type Amount Rating AAA Aa Rated

- 4,325.449
Total $4.325.449 - - 4,325,449

I3



(2)

CHINO BASIN WATERMASTER
Notes to the Basic Financial Statements

(Continued)

Cash and Investments, {Continued)

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository
financial institution, a government will not be able fo 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 faiture of the
counterparty (e.g., broker-dealer) to a transaction, a government 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 Watermaster’s investment policy
do not contain legal or pohcy 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 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
mstitutions to secure Watermaster deposits by pledging first trust deed mortgage notes
having a value of 150% of the secured public deposits. As of June 30, 2007, $922,801 of
the Watermaster’s deposits with financial institutions in excess of federal depository
insurance limits were held in uncollateralized accounts.

Investment in State Investment Pool

The Watermaster is a voluntary participant in the Local Agency Investment Fund (LAIF)
that is regulated by the California Government Code under the oversight of the Treasurer
of the State of California. The fair value of the Watermaster’s investment in this pool is
reported in the accompanying financial statements at amounts based upon  the
Watermaster’s pro-rata share of the fair value provided by LAIF for the entire LATF
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,

14



(3)

CHINO BASIN WATERMASTER

Notes to the Basic Financial Statements

Capital Assets

(Continued)

Capital asset activity for the year ended June 30, 2007 is as follows:

Computer equipment and
software

Office funiture and fixtures
Leasehold improvements
Autometive equipment

Total costs of depreciable assets
Less accurmulated depreciation:
Computer equipment and
software
Office furmiture and fixtores
Leasehold improvements
Axtornotive equipment

Total accumulated depreciation

Net capital assets

Compensated Absences

4

Balances at

July 1, 2006 Additions
$75,244 -
42,291 -

23,443 -

90.484 -

231,462 -
(46,436) {10,063)
(17,813) (6,380)
(7,033) (2,345)
{46.708) (10.330)
(117.990) (29,118}
$113.472 (29.118)

Deletions

Balances at
June 30, 2007

75,244
42,291
23,443

90,484

231,462

(56,499)
(24,193)
(9,378)
(57.038)

(147.108)
__84,354

Permanent Watermaster employees earn from 10 to 20 vacation days a year, depending
upon their length of employment and 12 sick days a year. Employees may carry vacation
days forward up to the equivalent number of days earned in the immediately preceding
twenty-four (24) month period. There is no maximum accumulation of sick leave; and
upon retirement or resignation at age 55 or greater, employees with continuous
employment for a minimum of twenty (20) years are compensated for all accumulated
sick leave at 50% of their rate of pay at termination. Gther employees are paid hased
upon length of employment and age at time of retirement or resignation. The amount of
compensated absences outstanding as of June 30, 2007 was $115,030.

15
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CHINO BASIN WATERMASTER
Notes to the Basic Financial Statements

(Continued)

Deferred Compensation Plan

(6)

The Watermaster has established deferred compensation plans for all emplovees of
Watermaster in accordance with Internal Revenue Code Section 457, whereby employees
authorize the Watermaster to defer a portion of their salary to be deposited in individual
mvestment accounts. Participation in the plans is voluntary and may be revoked at any
time upon advance written notice. The amount of compensation subject to deferral until
retirement, disability, or other termination by a participant may not exceed the maximum
legal amounts for deferred compensation plans. Amounts withheld by Watermaster under

‘this plan are deposited regularly with California Public Employees’ Retirement System.

The Watermaster makes no contribution under the plan. - As of June 30, 2007, the
deferred compensation plan assets were held in trust accounts for the sole benefit of the

employees and therr beneficiaries, and accordingly have been excluded from
Watermaster’s reported assets.

Omperating Lease

(7

The Watermaster entered into a new lease for rent of office space on September 1, 2003,
expiring August 30, 2013, The amount paid under this lease was $63,552 for the vear
ended June 30, 2007. The future minimum lease payments for this lease are as follows:

Year Ending June 30: Amount

2008 $ 64,200
2009 64,200
2010 64,200
2011 64,200
2012 64,200
2013 64,200
2014 10,700

Taotal $395.900

Defined Benefit Pension Plan (PERS)

Plan Descripticn

The Chino Basin Watermaster contributes to the California Public Employees Retirement
System (PERS), a cost-sharing multiple-employer public employee defined benefit
pension plan. PERS provides retirement, disability benefits, and death benefits to plan
members and beneficiaries. PERS acts as a common investment and administrative agent
for participating public entities within the State of California. Copies of PERS® annual

financial report may be obtained from its executive office at 400 “P” Street, Sacramento,
California 95814,
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(Continued)

Defined Benefit Pension Plan (PERS), (Continued)
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Contributions

Participants are required to contribute 7% of their annual covered salary. The
Watermaster makes the contributions required of the employees on their behalf and for
their account. Benefit provisions and all other requirements are established by state
statute and the Watermaster contract with employee bargaining groups.

Under GASB 27, an employer reports an annual pension cost (APC) equal to the annual
required conttibution (ARC) plus an adjustment for the cumulative difference between
the APC and the employer’s actual plan contributions for the year. The cumulative
difference is called the net pension obligation (NPO). The ARC for the period July 1,
2006 to June 30, 2007 has been determined by an actuarial valuation of the plan as of
June 30, 2004. The contribution rate indicated for the period is 10.947% of payroll for
the Retirement Program. The Watermaster’s covered payroll for PERS was $641,628 for
the year ended June 30, 2007, while the Watermaster’s total payroll for all employees was
$733,404 during the same period. In order to calculate the dollar value of the ARC for
inclusion in financial statements prepared as of June 30, 2007, this contribution rate

would be multiplied by the payroll of covered employees that was actually paid during the
period July 1, 2006 to June 30, 2007,

Three-Year Trend Information

Annual Pension Cost (Emplover Contribution)

Fiscal _ Percentage of Net Pension
Yecar APC Contributed Obligation

6/30/05 $106,742 100% -
6/30/06 136,372 100% -
6/30/07 148,515 100% -

Project Commitments

Under a financing agreement developed pursuant to the OBMP Recharge Master Plan, the
Watermaster is obligated to pay for one-half of the fixed project costs for certain recharge
facilities in the Chino Basin area that are being constructed to increase the recharge of
mmported water, storm water, and recycled water to the Chino Groundwater Basin. The
recharge facilities being constructed will be owned by the Inland Empire Utilities Agency
pursuant to a Recharge Operations Agreement. When complete, the recharge project will
enable the Watermaster to increase annual recharge supplemental water to the Chino
Groundwater Basin. In addition, stormwater and recycled water recharge would be
increased. Fixed project costs include construction costs, debt service on the related bond
financing and reserves for repair, replacement, improvement and debt service.
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CHINO BASIN WATERMASTER
Notes to the Basic Fiancial Statements

(Continued)

Receivables from Inland Empire Utilities Agency

Chino Basin Watermaster works closely with Intand Empire Utilitics Agency on a variety
of regionally beneficial and required projects. The Agreement for Cooperative Efforts
Common Monitoring Programs between Chino Basin Watermaster (Watermaster) and
Inland Empire Utilities Agency (IEUA) was entered into in 2004. The agrecment called
for work to be performed by Watermaster and its consultants for which IEUA would
reimburse Watermaster an agreed upon percentage of costs, depending on the type of

“work performed. The work undertaken in the Annual Monitoring Program (AMP) is

required by the Regional Water Quality Control Board and is comprised of the following
monitoring programs: water quality and water level monitormg in support of the
triennial ambient Water Quality update, water quality and water level monitoring in
support of the Hydraulic Control Monitoring Program, For 2004/2005 and 2005/2006,
IEUA reimbursed Watermaster the amount invoiced. TEUA is contesting the $618,115.29
that was invoiced by Watermaster and recorded as a receivable as of June 30, 2007,
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