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INDEPENDENT AUDITOR’S REPORT

Board of Directors
Bay Area Water Supply & Conservation Agency
San Mateo, California

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities of the Bay
Area Water Supply & Conservation Agency (the “Agency"), as of and for the year ended June 30,
2018, and the related notes to the financial statements, which collectively comprise the Agency’s
basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States
of America, the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States, 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 Agency’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 Agency’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 opinions.
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities of the Bay Area Water Supply &
Conservation Agency, as of June 30, 2018, and the respective changes in financial position and
cash flows thereof for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Other Matters
Required Supplementary Information

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

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

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Agency’s basic financial statements. The supplemental information, as
listed in the table of contents, is presented for purposes of additional analysis and is not a required
part of the financial statements. This information is the responsibility of management and was
derived from and relates directly to the underlying accounting and other records used to prepare
the basic financial statements. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements
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themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the information is fairly stated, in all
material respects, in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October
30, 2018 on our consideration of the Agency’s internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The purpose of that report is solely to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide
an opinion on the effectiveness of the Agency’s internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering the Agency’s internal control over financial reporting and
compliance.

October 30, 2018
San Jose, California
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BAY AREA WATER SUPPLY & CONSERVATION AGENCY

STATEMENT OF NET POSITION
JUNE 30, 2018

ASSETS

Current Assets:
Cash and investments
Operating assessments receivable
Revenue bond surcharges receivable

Subscription Conservation programs receivables:
Subscription Conservation programs receivables:

Other receivables
Prepaid expenses
Total Current Assets

Noncurrent Assets:
Property and equipment - net
Cash with fiscal agent
Prepaid future capital facility obligations
Deposit
Total Noncurrent Assets

TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES
OPEB adjustments
Pension contributions and adjustments
Total Deferred Inflows of Resources

LIABILITIES
Current Liabilities:
Accounts payable
Accrued expenses
Accrued interest
Unearned revenue
Current portion of long-term liabilities
Total Current Liabilities

Noncurrent Liabilities:
Long-term liabilities - net of current portion
TOTAL LIABILITIES

DEFERRED INFLOWS OF RESOURCES
OPEB adjustments
Pension contributions and adjustments
Total Deferred Inflows of Resources

NET POSITION
Net Investment in Capital Assets
Restricted for Debt Service
Unrestricted
TOTAL NET POSITION

The notes to the basic financial statements are an integral part of this statement.

Washing Machine Rebate
other
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2,856,813
127,451
1,970,496
6,309
45,259
125
57,109

5,063,562

5,343
28,408,990
306,045,510
14,067

334,473,910

339,537,472

114,013
370,157

484,170

384,991
33,185
3,229,683
4,412
14,068,418

17,720,689

307,582,894

325,303,583

7,184
13,129

20,313

5,343
13,088,353
1,604,050

14,697,746




BAY AREA WATER SUPPLY & CONSERVATION AGENCY

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
FOR THE FISCAL YEAR ENDED JUNE 30, 2018

OPERATING REVENUE:
Assessments $ 3,543,976
Revenue bond surcharges 24,892,565
Subscription Conservation programs 692,006
Total operating revenue 29,128,547
OPERATING EXPENSES:
Consultants 1,399,781
Administration 1,834,858
Depreciation 1,236
Subscription Conservation programs 746,947
Capital facility surcharge amortization 12,799,807
Total operating expenses 16,782,629
OPERATING INCOME 12,345,918
NON-OPERATING REVENUES (EXPENSES):
Interest expense (12,712,624)
Interest income 2,128,528
Total non-operating revenues (10,584,096)
CHANGE IN NET POSITION 1,761,822
NET POSITION - BEGINNING 13,558,426
PRIOR PERIOD ADJUSTMENT - GASB 75 NET OPEB LIABILITY (622,502)
NET POSITION - BEGINNING ADJUSTED 12,935,924
NET POSITION - ENDING § 14,697,746

The notes to the basic financial statements are an integral part of this statement.
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BAY AREA WATER SUPPLY & CONSERVATION AGENCY

STATEMENT OF CASH FLOWS

FOR THE FISCAL YEAR ENDED JUNE 30, 2018

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from assessments
Cash received from revenue bond surcharges
Cash received from Subscription Conservation programs
Cash paid for employee services and other operating expenses
Cash paid for Subscription Conservation programs
Net Cash Provided by (Used for) Operating Activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
Interest paid on revenue bond
Principal payments on revenue bond
Net Cash Provided by (Used for) Capital Related Financing Activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Interest income and realized gains (losses) - net
Purchase of investment

Net Cash Provided by (Used for) Investing Activities

NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS - BEGINNING
CASH AND CASH EQUIVALENTS - ENDING

Reconciliation of operating income to net cash provided by (used for)
operating activities
Operating income (loss)
Adjustments to reconcile operating income (loss) to net
cash provided by (used for) operating activities:

Depreciation

Amortization of prepaid capacity charges

Amortization of pensions deferrals

Amortization of OPEB deferrals

Change in operating assets and liabilities:
(Increase) decrease in accounts receivable
(Increase) decrease in surcharges receivable
(Increase) decrease in Subscription Conservation programs receivables: other
(Increase) decrease in prepaid expenses
Increase (decrease) in accounts payable
Increase (decrease) in accrued expenses
Increase (decrease) in accrued interest
Increase (decrease) in accrued compensated absences
Increase (decrease) in unearned revenue

Net Cash Provided by (Used for) Operating Activities

SUMMARY OF CASH AND INVESTMENTS:
Cash and equivalents
Investments
Total cash and investments

The notes to the basic financial statements are an integral part of this statement.
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$ 3,562,691
24,761,395
666,097
(3,293,297)

(724,204)
24,972,682

(12,664,836)

(11,755,000)
(24,419,836)

199,680

(434,668)
(234,988)

317,858
2,538,955

§ 2,856,813

§ 12,345,918

1,236
12,799,807

(86,391)
12,832

18,715
(131,170)
69,346
(1,440)
92,842
(1)
(67,066)
13,309

(95,255)
8 24.972.682

2,856,813
28,408,990

$ 31,265,803



BAY AREA WATER SUPPLY & CONSERVATION AGENCY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2018

NOTE 1 - SUMMARY OF ORGANIZATION

Bay Area Water Supply & Conservation Agency (the “Agency” or "BAWSCA") was formed on
May 27, 2003. BAWSCA currently represents the interests of 24 cities and water districts, and 2
private utilities, in Alameda, Santa Clara and San Mateo counties that purchase water on a
wholesale basis from the San Francisco regional water system.

BAWSCA was enabled by Assembly Bill No. 2058 and has the authority to coordinate water
conservation, supply and recycling activities for its members; acquire water and make it available
to other agencies on a wholesale basis; finance projects, including improvements to the regional
water system; and build facilities jointly with other local public agencies or on its own to carry out
BAWSCA’s purposes.

BAWSCA is the only regional entity having the authority to represent the needs of the cities, water
districts and private utilities (wholesale customers) that depend on the regional water system.
BAWSCA provides the ability for the customers of the regional system to work with San Francisco
to ensure the water system gets fixed, and to work with its members to meet local responsibilities.

BAWSCA is governed by a 26 member Board of Directors comprised of community leaders
appointed by the cities and water districts that are members of BAWSCA, and two private utility
service areas; Stanford University and California Water Service Company.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation and Accounting

Basis of accounting refers to when revenues and expenses are recognized in the accounts and
reported in the financial statements. Specifically, it relates to the timing of the measurements
made, regardless of the nature of the measurement.

BAWSCA is accounted for as an enterprise fund, which is used to account for operations similar
to a private business enterprise where the intent of BAWSCA is that the costs and expenses,
including depreciation, of providing services to the members on a continuing basis be financed or
recovered primarily through user charges.

As an enterprise fund, BAWSCA presents financial information on the economic resources
measurement focus and uses the full accrual basis of accounting. With the economic resources
measurement focus, all assets, deferred outflows of resources, liabilities, and deferred inflows of
resources of the enterprise are recorded on its statement of net position. Under the accrual basis of
accounting, all revenues are recognized when earned, and all expenses, including depreciation, are
recognized when liabilities are incurred.

Deferred outflow of resources is defined as a consumption of net position that applies to a future
period(s) and so will not be recognized as an outflow of resources (expenses/expenditure) until



BAY AREA WATER SUPPLY & CONSERVATION AGENCY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2018

then. A deferred inflow of resources is defined as an acquisition of net position that applies to a
future period(s) and so will not be recognized as an inflow of resources (revenues) until that time.

When applicable, unamortized portions of the gain and loss on refunding debt are reported as
deferred inflows and deferred outflows of resources, respectively. Deferred outflows and inflows
of resources are reported for the changes related to benefit plans. In addition, when an asset is
recorded in governmental fund financial statements but the revenue is not available, a deferred
inflow of resources is reported until such time as the revenue becomes available.

Unearned revenue arises when assets are received before revenue recognition criteria have been
satisfied. Grants and entitlements received before eligibility requirements are met are recorded as
deferred inflows from unearned revenue.

BAWSCA applies all applicable GASB pronouncements for certain accounting and financial
reporting guidance. In December of 2010, GASB issued Statement No. 62, Codification of
Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1989 FASB and
AICPA Pronouncements. GASB 62 incorporates pronouncements issued on or before November
30, 1989 into GASB authoritative literature. In June of 2015, GASB issued Statement No. 76, The
Hierarchy of Generally Accepted Accounting Principles for State and Local Governments. GASB
76 supersedes Statement No. 55, The Hierarchy of Generally Accepted Accounting Principles for
State and Local Governments. GASB 76 also amends GASB 62 and AICPA Pronouncements
paragraphs 64, 74, and 82. The GAAP hierarchy sets forth what constitutes GAAP for all state
and local governmental entities. It establishes the order of priority of pronouncements and other
sources of accounting and financial reporting guidance that a governmental entity should apply.
The sources of authoritative GAAP are categorized in descending order of authority as follows:

a. Officially established accounting principles—Governmental Accounting Standards Board
(GASB) Statements (Category A)

b. GASB Technical Bulletins; GASB Implementation Guides; and literature of the AICPA
cleared by the GASB (Category B).

If the accounting treatment for a transaction or other event is not specified by a pronouncement in
Category A, a governmental entity should consider whether the accounting treatment is specified
by a source in Category B.

1. Statement of Net Position

The statement of net position is designed to display the financial position of BAWSCA.
BAWSCA'’s net position are classified into three categories as follows:

e Net Investment in Capital Assets - This component of net position consists of capital assets,
including restricted capital assets, net of accumulated depreciation and reduced by the
outstanding balances of any bonds, notes, or other borrowings that are attributable to the
acquisition, construction, or improvement of those assets. Deferred outflows of resources
and deferred inflows of resources that are attributable to the acquisition, construction, or
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2018

improvement of those assets or related debt are also included in this component of net
position, as applicable.

e Restricted - This component of net position consists of constraints placed on an assets use
through external constraints imposed by creditors (such as through debt covenants),
grantors, contributors, or law and regulations of other governments, and reduced by
liabilities and deferred inflows of resources related to those assets. It also pertains to
constraints imposed by law or constitutional provisions or enabling legislation. The
Agency applies restricted resources when an expense is incurred for purposes for which
both restricted and unrestricted net position is available.

e Unrestricted - This component of net position consists of the net amount of the assets,
deferred outflows of resources, liabilities, and deferred inflows of resources that are not
included in the determination of net investment in capital assets or the restricted component
of net position.

2. Statement of Revenues, Expenses, and Changes in Net Position

The statement of revenues, expenses, and changes in net position is the operating statement for
proprietary funds. This statement distinguishes between operating and non-operating revenues
and expenses and presents a separate subtotal for operating revenues, operating expenses, and
operating income. Revenues are reported by major source with operating revenues classified
from BAWSCA'’s primary operating resources and all other revenue reported as non-operating.
Operating expenses are those expenses that are essential to the primary operations of the fund.
All other expenses are reported as non-operating.

Budgets and Budgetary Accounting

BAWSCA must adopt a budget prior to July 1 of each year for the following fiscal year. The
budget for the fiscal year beginning July 1, 2017, was adopted by the Board of Directors in May
of 2017.

Cash & Cash Equivalents

BAWSCA'’s cash deposits are considered to be cash on hand and cash in banks. For purposes of
the statement of cash flows, BAWSCA considers all highly liquid investments with maturity of
three months or less when purchased to be cash equivalents.

BAWSCA reclassified its beginning cash with fiscal agent by $27,974,322 to reflect the current

nature of the cash and investments held by the fiscal agent, which is a noncurrent restricted asset,
instead of cash and cash equivalents.
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BAY AREA WATER SUPPLY & CONSERVATION AGENCY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2018

Investments

Investments are recorded at fair value in accordance with GASB Statement No. 72, Fair Value
Measurement and Application. Accordingly, the change in fair value of investments is recognized
as an increase or decrease to investment assets and investment income. This statement changed the
definition of fair value and is effective for periods beginning after June 15, 2015.

The following is a summary of the definition of fair value:

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction. In determining this amount, three valuation techniques are available:

e Market approach - This approach uses prices generated for identical or similar assets or
liabilities. The most common example is an investment in a public security traded in an
active exchange such as the NYSE.

e Cost approach - This technique determines the amount required to replace the current asset.
This approach may be ideal for valuing donations of capital assets or historical treasures.

e Income approach - This approach converts future amounts (such as cash flows) into a
current discounted amount.

Each of these valuation techniques requires inputs to calculate a fair value. Observable inputs have
been maximized in fair value measures, and unobservable inputs have been minimized.

Receivables

Receivables include amounts due from member assessments, water conservation programs, grants
and other resources. All receivables are current and reported net of an allowance for uncollectible
accounts. The allowance for uncollectible accounts was zero as of June 30, 2018.

Capital Assets

Capital Assets are valued at historical cost, or estimated historical cost, if actual historical cost is
not available. The Agency depreciates capital assets with limited useful lives over their estimated
useful lives. The purpose of depreciation is to spread the cost of capital assets equitably among
all users over the life of these assets. The amount charged to depreciation expense each year
represents that year’s pro rata share of the cost of capital assets. The Agency depreciates using the
straight line method which means the cost of the asset is divided by its expected useful life in years
and the result is charged to expense each year until the asset is fully depreciated. The Agency has
assigned the useful lives listed below to capital assets:

Equipment 5 years
Furniture and fixtures 7 years
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BAY AREA WATER SUPPLY & CONSERVATION AGENCY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2018

Long-Term Debt

Long-term debt and other long-term obligations are reported as liabilities in the Statement of Net
Position. Bond premiums and discounts are deferred and amortized over the life of the bonds.
Bonds payable are reported net of applicable bond premium and discounts are reported as
noncurrent assets along with any insurance payments made during issuance of the bond. Bond
issuance costs, other than prepaid insurance, are expensed in the period incurred.

Compensated Absences

BAWSCA has a policy whereby employees can accumulate unused vacation which is reported as
compensated absences, a liability in the statement of net position.

Pensions

For purposes of measuring the net pension liability and deferred outflows/inflows of resources
related to pensions, and pension expense, information about the fiduciary net position of the
Agency’s California Public Employees’ Retirement System (CalPERS) plan (the Plan) 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. Plan member contributions are recognized in the period in which the contributions are
due. Investments are reported at fair value.

GASB Statement No. 68, Accounting and Financial Reporting for Pensions - an amendment of
GASB Statement No. 27 (GASB Statement No. 68) requires that the reported results pertain to
liability and asset information within certain defined timeframes. Liabilities are based on the
results of actuarial calculations performed as of June 30, 2016. For this report, the following
timeframes are used for BAWSCA’s pension plans:

Valuation Date (VD) .....ooooivvviiiiiiiieiiiiiieee. June 30, 2016
Measurement Date (MD) ........ccccvvvveeeeennnnnenn. June 30, 2017
Measurement Period (MP) ........ccccoeeevnnnnnen... June 30, 2016 to June 30, 2017

Other Postemployment Benefits Other Than Pensions (OPEB)

For purposes of measuring the net OPEB liability, deferred outflows of resources and deferred
inflows of resources related to OPEB, and OPEB expense information about the fiduciary net
position of the Agency of BAWSCA Retiree Benefits Plan (the Plan) and additions to/deductions
from the Plan's fiduciary net position have been determined on the same basis as they are reported
by the Plan. For this purpose, the Plan recognizes benefit payments when due and payable in
accordance with the benefit terms.

12



BAY AREA WATER SUPPLY & CONSERVATION AGENCY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2018

Revenue and Expenditure Recognition

Program revenues are recorded when the expense is recorded. All pass-through revenues and
expenses are reported separately at gross, in accordance with accounting principles generally
accepted in the United States of America.

Accounting Estimates

The preparation of the 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 amounts reported in the financial statements and accompanying notes.

Subsequent Events

Management has reviewed subsequent events and transactions that occurred after the date of the
financial statements through the date the financial statements were issued. The financial statements
include all events or transactions, including estimates, required to be recognized in accordance
with generally accepted accounting principles. Management has determined that there are no non-
recognized subsequent events that require additional disclosure.

Implemented New Accounting Pronouncements

GASB Statement No. 86, Certain Debt Extinguishment Issues. - The primary objective of this
Statement is to improve consistency in accounting and financial reporting for in-substance
defeasance of debt by providing guidance for transactions in which cash and other monetary assets
acquired with only existing resources—resources other than the proceeds of refunding debt—are
placed in an irrevocable trust for the sole purpose of extinguishing debt. This Statement also
improves accounting and financial reporting for prepaid insurance on debt that is extinguished and
notes to financial statements for debt that is defeased in substance. The requirements of this
Statement are effective for financial statements for periods beginning after June 15, 2017. Earlier
application is encouraged.

This statement did not have an impact on the Agency’s financial statements.

GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits
Other Than Pensions. - The provisions in Statement 75 are effective for the fiscal year ended June
30,2018. The primary objective of this Statement is to improve accounting and financial reporting
by state and local governments for postemployment benefits other than pensions (other
postemployment benefits or OPEB). It also improves information provided by state and local
governmental employers about financial support for OPEB that is provided by other entities. This
Statement replaces the requirements of Statements No. 45, Accounting and Financial Reporting
by Employers for Postemployment Benefits Other Than Pensions, as amended, and No. 57, OPEB
Measurements by Agent Employers and Agent Multiple-Employer Plans, for OPEB. Statement No.
74, Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans, establishes
new accounting and financial reporting requirements for OPEB plans.

13



BAY AREA WATER SUPPLY & CONSERVATION AGENCY

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2018

The scope of this Statement addresses accounting and financial reporting for OPEB that is
provided to the employees of state and local governmental employers. This Statement establishes
standards for recognizing and measuring liabilities, deferred outflows of resources, deferred
inflows of resources, and expense/expenditures. For defined benefit OPEB, this Statement
identifies the methods and assumptions that are required to be used to project benefit payments,
discount projected benefit payments to their actuarial present value, and attribute that present value
to periods of employee service. Note disclosure and required supplementary information
requirements about defined benefit OPEB also are addressed.

In addition, this Statement details the recognition and disclosure requirements for employers with
payables to defined benefit OPEB plans that are administered through trusts that meet the specified
criteria and for employers whose employees are provided with defined contribution OPEB. This
Statement also addresses certain circumstances in which a nonemployer entity provides financial
support for OPEB of employees of another entity.

In this Statement, distinctions are made regarding the particular requirements depending upon
whether the OPEB plans through which the benefits are provided are administered through trusts
that meet the following criteria:

e Contributions from employers and nonemployer contributing entities to the OPEB plan and
earnings on those contributions are irrevocable.

e OPEB plan assets are dedicated to providing OPEB to plan members in accordance with
the benefit terms.

e OPEB plan assets are legally protected from the creditors of employers, nonemployer
contributing entities, the OPEB plan administrator, and the plan members.

As of June 30, 2018, according to GASB 75, the Agency’s net OPEB liability must be recognized.
Therefore, the previous net OPEB liability as of June 30, 2017 in the amount of $622,502 has been
shown as a restatement of net position on the Statement of Activities as a separate line item.

Upcoming New Accounting Pronouncements

GASB Statement No. 83, Certain Asset Retirement Obligations. - This Statement addresses
accounting and financial reporting for certain asset retirement obligations (AROs). An ARO is a
legally enforceable liability associated with the retirement of a tangible capital asset. A
government that has legal obligations to perform future asset retirement activities related to its
tangible capital assets should recognize a liability based on the guidance in this Statement. The
requirements of this Statement are effective for financial statements for periods beginning after
June 15, 2018. Earlier application is encouraged.

The Agency doesn’t believe this statement will have a significant impact on the Agency’s financial
statements.
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GASB Statement No. 84, Fiduciary Activities. - The objective of this Statement is to improve
guidance regarding the identification of fiduciary activities for accounting and financial reporting
purposes and how those activities should be reported.

This Statement establishes criteria for identifying fiduciary activities of all state and local
governments. The focus of the criteria generally is on (1) whether a government is controlling the
assets of the fiduciary activity and (2) the beneficiaries with whom a fiduciary relationship exists.
Separate criteria are included to identify fiduciary component units and postemployment benefit
arrangements that are fiduciary activities. The requirements of this Statement are effective for
financial statements for periods beginning after December 15, 2018. Earlier application is
encouraged.

The Agency doesn’t believe this statement will have a significant impact on the Agency’s financial
statements.

GASB issued Statement No. 87, Leases. - The objective of this statement is to better meet the
information needs of financial statement users by improving accounting and financial reporting
for leases by governments. This statement increases the usefulness of governments’ financial
statements by requiring recognition of certain lease assets and liabilities for leases that previously
were classified as operating leases and recognized as inflows of resources or outflows of resources
based on the payment provisions of the contract. It establishes a single model for lease accounting
based on the foundational principle that leases are financings of the right to use an underlying
asset. Under this statement, a lessee is required to recognize a lease liability and an intangible
right-to-use lease asset, and a lessor is required to recognize a lease receivable and a deferred
inflow of resources, thereby enhancing the relevance and consistency of information about
governments’ leasing activities. The requirements of this statement are effective for BAWSCA’s
fiscal year ending June 30, 2021.

The Agency doesn’t believe this statement will have a significant impact on the Agency’s financial
statements.

GASB Statement No. 88, Certain Disclosures Related to Debt, Including Direct Borrowings
and Direct Placements. - This Statement addresses additional information to be disclosed in the
notes to the financial statements regarding debt, including unused lines of credit; assets pledged as
collateral for the debt; and terms specified in debt agreements related to significant events of
default with finance-related consequences, significant termination events with finance-related
consequences, and significant subjective acceleration clauses. The requirements of this Statement
are effective for financial statements for periods beginning after June 15, 2018. Earlier application
is encouraged.

The Agency doesn’t believe this statement will have a significant impact on the Agency’s financial
statements.
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GASB Statement No. 89, Accounting for Interest Cost Incurred Before the End of the a
Construction Period. - This Statement addresses interest costs incurred before the end of a
construction period be recognized as an expense in the period in which the cost is incurred for
financial statements prepared using the economic resources measurement focus. As a result,
interest cost incurred before the end of a construction period will not be included in the historical
cost of a capital asset reported in a business-type activity or enterprise fund. The requirements of
this Statement are effective for financial statements for periods beginning after December 15,
2019. Earlier application is encouraged.

The Agency doesn’t believe this statement will have a significant impact on the Agency’s financial
statements.

NOTE 3 - CASH AND INVESTMENTS

The following summarizes deposits as of June 30, 2018:

Cash and
Cash Equivalents
Available
Cash and Investments for Operations  Restricted Total
Cash Deposits:
Cash in Banks $ 286,665 $ - $ 286,665
Petty Cash 544 - 544
Total Cash Deposits 287,209 - 287,209
Investments:
California Local Agency Investment Fund 2,569,604 - 2,569,604
Brokerage Accounts/Cash with Fiscal Agents - 28,408,990 28,408,990
Total Investments 2,569,604 28,408,990 30,978,594
Total Cash and Investments $ 2,856,813 $ 28,408,990 $ 31,265,803

Cash in Banks

Cash balances in banks are insured up to $250,000 per insured bank by the Federal Deposit
Insurance Corporation (“FDIC”). As of June 30, 2018, the Agency’s bank balances exceeded FDIC
coverage by $221,603. However, this balance was fully collateralized per Government Code. The
differences between the bank balances and the carrying amount are due to reconciling items such
as deposits in transit and outstanding checks.

Fair Value Measurements

GASB 72 established a hierarchy of inputs to the valuation techniques above. This hierarchy has
three levels:

o Level 1 inputs are quoted prices in active markets for identical assets or liabilities.
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e Level 2 inputs are quoted market prices for similar assets or liabilities, quoted prices for
identical or similar assets or liabilities in markets that are not active, or other than quoted
prices that are not observable

o Level 3 inputs are unobservable inputs, such as a property valuation or an appraisal.

The Agency has the following recurring fair value measurements as of June 30, 2018:

Maturities
Input 12 Months 13-24 25-60
Investment Type Rating Fair Value Level or Less Months Months  Concentrations
Money Market Accounts n/a $ 15,945,152 n/a $ 15,945,152 § - $ - 51.47%
LAIF n/a 2,569,604 Level 2 2,569,604 - - 8.29%
U.S. Obligations Aaa 12,463,838 Level 1 2,377,823 3,433,369 6,652,646 40.23%
Total Investments $ 30,978,594 $ 20,892,579 $ 3,433,369 $6,652,646 100.00%

Collateral and Categorization Requirements

The California Government Code requires California banks and savings and loan associations to
secure an agency’s deposits by pledging government securities as collateral. The market value of
pledged securities must equal at least 110% of an agency’s deposits. California law also allows
financial institutions to secure an agency’s deposits by pledging first trust deed mortgage notes
having a value of at least 150% of an agency’s total deposits.

Investment Policy

BAWSCA’s investment policy follows the California Government Code which authorizes
BAWSCA to invest in its own bonds, certain time deposits, obligations of the U.S. Treasury,
agencies and instrumentalities, commercial paper, bankers’ acceptances with maturities not to
exceed 270 days, and medium-term notes issued by corporations operating within the U.S.,
commercial paper rated P-1 or higher by Moody’s or A-1 by Standard & Poor’s commercial paper
record, repurchase agreements of obligations of the U.S. Government or its agencies for a term of
one year or less and the Local Agency Investment Fund.

Local Agency Investment Fund

BAWSCA participates in an investment pool managed by the State of California known as the
Local Agency Investment Fund (LAIF), which has invested a portion of the pooled funds in
structured notes and asset-backed securities. LAIF’s investments are subject to credit risk with
the full faith and credit of the State of California collateralizing these investments. In addition, the
structured notes and asset-backed securities are subject to market risk as to change in interest rates.
LAIF allows local agencies such as BAWSCA to participate in a Pooled Money Investment Account
managed by the State Treasurers Office and overseen by the Pooled Money Investment Board and
State Treasurer investment committee. A Local Agency Investment Advisory Board oversees LAIF.
The investments with LAIF are not classified for credit risk due to their diverse nature and are stated
at cost, which approximates fair value.
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The total amount invested by all public agencies in LAIF, as of June 30, 2018, was approximately
$90 billion. Of that amount, 99.14% is invested in non-derivative financial products and 0.86% in
structured notes and asset-backed securities.

Cash with Fiscal Agent

BAWSCA also had cash with fiscal agent totaling $28,408,990. Cash with fiscal agent represents
deposits in trust accounts, and in BAWSCA’s name, from revenue bond proceeds remaining after
issuance, capital facility surcharges collected to repay the revenue bonds, and minimum reserve
requirements established by bond covenants.

General Reserve

BAWSCA maintains a general reserve (the “General Reserve”) which is invested in LAIF. At the
end of each year, excess funds are to be transferred into the General Reserve. BAWSCA'’s general
reserve was $1,561,144 as of June 30, 2018.

Risk Disclosures

Limitations as they relate to interest rate risk, credit risk, and concentration of credit risk are
described below:

o [nterest 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 the changes in market interest
rates.

e Credit Risk - Credit risk is the risk that an issuer or other counterparty to an investment
will not fulfill its obligations. This is measured by the assignment of a rating by a nationally
recognized statistical rating organization.

e Custodial Credit Risk - Custodial credit risk is the risk that in the event of a bank failure,
the BAWSCA’s deposits may not be returned to it. Or, in the case of investments, the risk
of loss of the investment due failure, impairment or malfeasance of the third party whose
name in which the investment is held and who has physical possession of the instrument.
BAWSCA does not have a policy for custodial credit risk for deposits. However, 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 percent
of the total amount deposited by the public agencies. California law also allows financial
institutions to secure public deposits by pledging first trust deed mortgage notes having a
value of 150 percent of the secured public deposits and letters of credit issued by the
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Federal Home Loan Bank of San Francisco having a value of 105 percent of the secured
deposits.

e (Concentration of Credit Risk - Concentration of credit risk is the risk of loss attributed to
the magnitude of a government’s investment in a single issuer. BAWSCA’s investment
policy contains no limitations on the amount that can be invested in any one issuer beyond
the amount stipulated by the California Government code.

Although authorized to invest in more vehicles, BAWSCA manages its investment risks by
limiting its investments to LAIF.

NOTE 4 - OPERATING LEASES

On May 6, 2011, BAWSCA entered into a lease for office space on the 6" floor at 155 Bovet Road
in San Mateo, CA. The lease commenced on August 1, 2011 and expired on September 30, 2016.
The lease was extended on December 15, 2015 with a new monthly base rent ranging from $12,499
to $14,067, commencing on October 1, 2016 and expiring on September 30, 2021.

The future minimum lease payments were as follows as of June 30, 2018:

Minimum
Fiscal Year Lease Payments
2019 $ 157,960
2020 162,699
2021 167,580
2022 42,202
Total Minimum Lease Payments $ 530,441

Rent expense for the fiscal year ended June 30, 2018 was $158,104.

NOTE 5 - LONG-TERM DEBT
BAWSCA'’s long-term obligations consisted of the following as of June 30, 2018:

Balance Balance Due Within
Long-term Obligations July 01, 2017 Additions Deductions June 30, 2018 One Year
2013 Revenue Bonds $ 301,765,000 $ - $ 11,755,000 $ 290,010,000 $ 12,130,000
2013 Revenue Bonds Premium - Net 31,978,020 - 1,881,060 30,096,960 1,881,060
Net OPEB Obligation 155,788 742,163 - 897,951 -
Net Pension Obligation 460,813 108,049 - 568,862 -
Compensated Absences 64,230 13,309 - 77,539 57,358
Total Long-term Obligations $ 334,423,851 $ 863,521 $ 13,636,060 §$§ 321,651,312 § 14,068,418

In 2013, BAWSCA issued $335,780,000 in Revenue Bonds at a premium of $42,434,667 with
an interest rate ranging from 1 to 5 percent. The Bonds were used to prepay capital cost recovery
payment obligations of certain retail water service providers in Alameda County, Santa Clara
County and San Mateo County, who are members of BAWSCA, to the City and County of San
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Francisco pursuant to a water supply agreement providing for the delivery of water to Members
through the San Francisco Regional Water System. The bonds are secured by surcharges
(revenue bond member assessments) imposed by BAWSCA on water sold to its Members and
collected by the Public Utilities Commission of the City and County of San Francisco. The
Bonds are fully registered with principal due annually on October 1 and interest payable semi-
annually on April 1 and October 1.

BAWSCA'’s Revenue Bonds debt service requirements were as follows as of June 30, 2018:

Year Ending June 30, Principal Interest Total
2019 12,130,000 12,346,435 24,476,435
2020 12,525,000 11,935,787 24,460,787
2021 12,950,000 11,498,915 24,448,915
2022 13,400,000 10,986,383 24,386,383
2023 13,975,000 10,409,132 24,384,132
2024-2028 79,385,000 42,219,983 121,604,983
2029-2033 99,245,000 21,783,292 121,028,292
2034-2035 46,400,000 1,985,278 48,385,278

Total Debt Service $ 290,010,000 $ 123,165,205 $ 413,175,205

NOTE 6 - EMPLOYEE RETIREMENT BENEFITS
General Information about the Pension Plans

Plan Description - All qualified permanent and probationary employees are eligible to participate
in the Agency’s Miscellaneous Employee Pension Plan (the Plan), a cost-sharing multiple
employer defined benefit pension plan administered by the California Public Employees’
Retirement System (CalPERS). Benefit provisions under the Plan is established by State statute
and Agency 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.

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. Members with five years of total service are eligible to retire at age 55 with
statutorily reduced benefits. All members are eligible for non-duty disability benefits after 10
years of service. The death benefit is one of the following: the Basic Death Benefit, the 1957
Survivor Benefit, or the Optional Settlement 2W Death Benefit. The cost of living adjustments
for the Plan are applied as specified by the Public Employees’ Retirement Law.
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The Plans’ provisions and benefits in effect at June 30, 2018, are summarized as follows:

Miscellaneous

Tier 1 PEPRA
Benefit formula 2% @ 55 2% @ 62
Benefit vesting schedule 5 Years 5 Years
Benefit payments Monthly for Life Monthly for Life
Retirement age 55 62
Monthly benefits as a % of eligible compensation 2.00% 2.00%
Required employee contribution rates 6.896% 7.000%
Required employer contribution rates 10.565% 7.170%

Employees Covered - At June 30, 2018, the following employees were covered by the benefit
terms for the Plan:

Miscellaneous

Active 8
Transferred -

Separated 4

Retired 3

Total 15

Contributions - Section 20814(c) of the California Public Employees’ Retirement Law requires
that the employer contribution rates for all public employers be determined on an annual basis by
the actuary and shall be effective on the July 1 following notice of a change in the rate. Funding
contributions for the Plan are determined annually on an actuarial basis as of June 30 by CalPERS.
The actuarially determined rate is the estimated amount necessary to finance the costs of benefits
earned by employees during the year, with an additional amount to finance any unfunded accrued
liability. The Agency is required to contribute the difference between the actuarially determined
rate and the contribution rate of employees. For the year ended June 30, 2018, BAWSCA
contributed $124,761 to the plan.

Pension Liabilities, Pension Expenses and Deferred Outflows/Inflows of Resources Related to
Pensions

As of June 30, 2018, the Agency reported net pension liabilities for its proportionate shares of the
net pension liability totaling $568,862.

The Agency’s net pension liability for the Plan is measured as the proportionate share of the net
pension liability. The net pension liability of the Plan is measured as of June 30, 2017, and the
total pension liability for the Plan used to calculate the net pension liability was determined by an
actuarial valuation as of June 30, 2016 rolled forward to June 30, 2017 using standard update
procedures. The Agency’s proportion of the net pension liability was based on a projection of the
Agency’s long-term share of contributions to the pension plan relative to the projected
contributions of all participating employers, actuarially determined.
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The Agency’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 0.01327%
Proportion - June 30, 2018 0.01443%
Change - Increase/(Decrease) 0.00117%

For the year ended June 30, 2018, the Agency recognized pension expense of $38,370. At June
30, 2018, the Agency reported deferred outflows of resources and deferred inflows of resources
related to pensions from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Changes of Assumptions $ 112,918  $ -
Differences between Expected and Actual Experience - 13,129
Differences between Projected and Actual Investment Earnings 27,645 -
Differences between Employer's Contributions and Proportionate
Share of Contributions 25,614 -
Change in Employer's Proportion 79,219 -
Pension Contributions Made Subsequent to Measurement Date 124,761 -
Total $ 370,157 $ 13,129

The Agency reported $124,761 as deferred outflows of resources related to contributions
subsequent to the measurement date that will be recognized as a reduction of the net pension
liability in the year ended June 30, 2019.

Other amounts reported as deferred outflows of resources and deferred inflows of resources related
to pensions will be recognized as pension expense as follows:

Deferred
Outflows/
Fiscal Year (Inflows) of

Ending June 30: Resources
2019 $ 84,003
2020 101,144
2021 63,533
2022 (16,414)
2023 -
Thereafter -
Total $ 232,266
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Actuarial Assumptions - The total pension liabilities in the June 30, 2016 actuarial valuations
were determined using the following actuarial assumptions:

Valuation Date June 30,2016
Measurement Date June 30,2017
Actuarial Cost Method Entry-Age Normal
Cost Method
Actuarial Assumptions:
Discount Rate 7.15%
Inflation 2.75%
Payroll Growth 3.00%
Projected Salary Increase (D)
Investment Rate of Return 7.5% (2)
Mortality 3)

(1) Varies by age and service
(2) Net of pension plan investment expenses, including inflation
(3) Derived using CalPERS' membership data for all funds

Discount Rate - The discount rate used to measure the total pension liability was 7.15 percent for
each Plan. To determine whether the municipal bond rate should be used in the calculation of a
discount rate for each plan, CalPERS stress tested plans that would most likely result in a discount
rate that would be different from the actuarially assumed discount rate. Based on the testing, none
of the tested plans run out of assets. Therefore, the current 7.15 percent discount rate is adequate
and the use of the municipal bond rate calculation is not necessary. The long term expected
discount rate of 7.15 percent will be applied to all plans in the Public Employees Retirement Fund
(PERF). The cash flows used in the testing were developed assuming that both members and
employers will make their required contributions on time and as scheduled in all future years. The
stress test results are presented in a detailed report called “GASB Crossover Testing Report” that
can be obtained at CalPERS’ website under the GASB 68 section.

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

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

quarter of one percent.

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

asset allocation.

New
Strategic Real Return Real Return

Asset Class Allocation Years 1 - 10 (a) Years 11+ (b)
Global Equity 47.00% 4.90% 5.38%
Fixed Income 19.00% 0.80% 2.27%
Inflation Sensitive 6.00% 0.60% 1.39%
Private Equity 12.00% 6.60% 6.63%
Real Estate 11.00% 2.80% 5.21%
Infrastructure and Forestland 3.00% 3.90% 5.36%
Liquidity 2.00% -0.40% -0.90%
Total 100.00%

(a) An expected inflation of 2.5% used for this period.
(b) An expected inflation of 3.0% used for this period.

Sensitivity of the Proportionate Share of the Net Pension Liability to Changes in the Discount

Rate - The following presents the Agency’s proportionate share of the net pension liability for the
Plan, calculated using the discount rate for the Plan, as well as what the Agency’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:

Pension Plan Fiduciary Net Position - Detailed information about each pension plan’s fiduciary

Miscellaneous

1% Decrease 6.15%
Net Pension Liability $ 971,795

Current 7.15%
Net Pension Liability $ 568,862

1% Increase 8.15%
Net Pension Liability $ 235,145

net position is available in the separately issued CalPERS financial reports.
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NOTE 7 - OTHER POST EMPLOYMENT BENEFITS
Plan Description

The Agency administers a single-employer defined-benefit postemployment healthcare plan (the
OPEB plan). Eligibility requirements vary by retirement date. Dependent are eligible to enroll, and
benefits continue to surviving spouses. The OPEB plan’s audited financial statements are available
at https://www.calpers.ca.gov/docs/forms-publications/gasb-75-schedule-changes-fiduciary-net-
position-2017.pdf.

Benefits Provided

BAWSCA contributes toward post-retirement benefits for employees who retire after age 50 with
at least 5 years of service. For employees new to CalPERS on or after January 1, 2013, the
minimum retirement age is 52. Retired employees may select any of the medical plans offered by
CalPERS. BAWSCA pays the full amount of the monthly medical premium, subject to a phase-in
under the "unequal contribution" method, which phases in to the full premium amount over a
period of years. The retiree may cover dependents, and may add dependents after retirement if a
qualifying event occurs. Payments are made for the lifetime of the retired employee and dependent
spouse. No dental, vision or other post-retirement benefits are provided to retired employees.

Employees Covered by Benefit Terms

At June 30, 2017 (the valuation date), the benefit terms covered the following employees:

Active employees 8
Inactive employees
Total employees 11

Contributions

The Agency makes contributions based on an actuarially determined rate and are approved by the
authority of the Agency’s Board. Total contributions during the year were $114,013. Total
contributions included in the measurement period were $147,026. The actuarially determined
contribution for the measurement period was $153,393. The Agency’s contributions were 14.52%
of payroll during the measurement period June 30, 2017 (reporting period June 30, 2018).
Employees are not required to contribute to the plan.
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Actuarial Assumptions

The following summarized the actuarial assumptions for the OPEB plan included in this fiscal
year:

Valuation Date: June 30, 2017
Measurement Date: June 30, 2017
Actuarial Cost Method: Entry-Age Normal
Cost Method
Amortization Period: 11.1 years
Asset Valuation Method: Market Value of Assets
Actuarial Assumptions:
Discount Rate 5.75%
Inflation 2.75%
Payroll Increases 3.00%
Investment Rate of Return 5.75%, Net of OPEB plan investment
expenses, including inflation
Mortality 2014 CalPERS Active Mortality for
Miscellaneous employees
Retirement CalPERS 2% @ 55 Rates for Public Agency
Miscelleaneous
Service Requirement 5 years of service
Discount Rate

The projection of cash flows used to determine the discount rate assumed that the Agency
contribution will be made at rates equal to the actuarially determined contribution rates. Based on
those assumptions, the OPEB plan's fiduciary net position was projected to cover all future OPEB
payments. Therefore, the discount rate was set to be equal to the long-term expected rate of return
which was applied to all periods of projected benefit payments to determine the total OPEB
liability.

Long-Term Expected Rate of Return

The long-term expected rate of return on OPEB plan investments was determined using a building-
block method in which expected future real rates of return (expected returns, net of OPEB plan
investment expense and inflation) are developed for each major asset class. These ranges are
combined to produce the long-term expected rate of return by weighting the expected future real
rates of return by the target asset allocation percentage and by adding expected inflation.
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The target allocation and best estimates of arithmetic real rates of return for each major asset class
are summarized in the following table:

Long-Term
Percentage of  Expected Rate of

Asset Class Portfolio Return
Global Equity 40.00% 5.250%
Fixed Income 39.00% 0.990%
Treasury Securities 10.00% 0.450%
Real Estate Trusts 8.00% 4.500%
Commodities 3.00% 3.900%

Total 100.00% 3.008%

Net OPEB Liability

The Agency's net OPEB liability was measured as of June 30, 2017 (measurement date), and the
total OPEB liability used to calculate the net OPEB liability was determined by an actuarial
valuation as of June 30, 2017 (valuation date) for the fiscal year ended June 30, 2018 (reporting
date). The following summarizes the changes in the net OPEB liability during the year ended June
30, 2018, for the measurement date of June 30, 2017:

Fiscal Year Ended June 30, 2018 Total OPEB Plan Fiduciary Net OPEB
(Measurement Date June 30, 2017) Liability Net Position Liability
Balance at June 30,2017 $ 1,246,379 $ 321,063 $ 925,316
Service cost 76,481 - 76,481
Interest in Total OPEB Liability 70,409 - 70,409
Employer contributions - 147,026 (147,026)

Employer implicit subsidy - - -
Employee contributions - - -
Balance of diff between actual and exp experience - - -
Balance of diff between actual and exp earnings - - -
Balance of changes in assumptions - - -

Actual investment income - 27,435 (27,435)
Administrative expenses - (206) 206
Benefit payments (43,763) (43,763) -
Other - - -
Net changes 103,127 130,492 (27,365)
Balance at June 30, 2018 $ 1,349,506 $ 451,555 $ 897,951
Covered Payroll at Measurement Date $ 984,528

Total OPEB Liability as a % of covered payroll 137.07%

Plan Fid. Net Position as a % of Total OPEB Liability 33.46%

Service cost as a % of covered payroll 7.77%

Net OPEB Liability as a % of covered payroll 91.21%
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Deferred Inflows and Outflows of Resources

At June 30, 2018, the District reported deferred outflows of resources and deferred inflows of
resources related to OPEB from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Difference between actual and expected earnings - (7,184)
OPEB contribution subsequent to measurement date 114,013 -
Totals $ 114,013  § (7,184)

Of'the total amount reported as deferred outflows of resources related to OPEB, $114,013 resulting
from Agency’s contributions subsequent to the measurement date and before the end of the fiscal
year will be included as a reduction of the net OPEB liability in the year ended June 30, 2019.
Other amounts reported as deferred outflows of resources and deferred inflows of resources related
to OPEB will be recognized in OPEB expense as follows:

Year Ended June 30,

2019 $ (1,796)
2020 (1,796)
2021 (1,796)
2022 (1,796)
2023 -

Thereafter -

Total $ (7,184)

OPEB Expense

The following summarizes the OPEB expense by source during the year ended June 30, 2018, for
the measurement date of June 30, 2017:

Service cost $ 76,481
Interest in TOL 70,409
Expected investment income (18,455)
Other -

Employee contributions -
Difference between actual and expected experience -

Difference between actual and expected earnings (1,796)
Change in assumptions -

Administrative expenses 206
OPEB Expense 3 126,845
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The following summarizes changes in the net OPEB liability as reconciled to OPEB expense
during the year ended June 30, 2018, for the measurement date of June 30, 2017:

Net OPEB liability ending $ 897,951
Net OPEB liability begining (925,316)
Change in net OPEB liability (27,365)
Changes in deferred outflows -
Changes in deferred inflows 7,184
Employer contributions 147,026
OPEB Expense $ 126,845

Sensitivity to Changes in the Discount Rate
The net OPEB liability of the Agency, as well as what the Agency’s net OPEB liability would be
if it were calculated using a discount rate that is one percentage point lower or one percentage

point higher, is as follows:

Discount Rate

4.75% 5.75% 6.75%
(1% Decrease) (Current Rate) (1% Increase)
Net OPEB Liability $ 1,147,934 $ 897,951 $ 701,824

Sensitivity to Changes in the Healthcare Cost Trend Rates

The net OPEB liability of the Agency, as well as what the Agency's net OPEB liability would be
if it were calculated using healthcare cost trend rates that are one percentage point lower or one
percentage point higher than current healthcare cost trend rates, is as follows:

Trend Rate
4.5% 5.5% 6.5%
(1% Decrease) (Current Rate) (1% Increase)
Net OPEB Liability $ 697,527 $ 897,951 $ 1,151,507

NOTE 8 - RISK MANAGEMENT

BAWSCA is exposed to various risk of losses related to torts; theft of, damage to and destruction
of assets; errors and omissions; injuries to employees; and natural disasters. In an effort to manage
its risk exposure, BAWSCA is a member of the Special District Risk Management Authority
("SDRMA"). SDRMA is a risk-pooling self-insurance authority created for the purpose of
arranging and administering programs of insurance for the pooling of self-insured losses and to
purchase excess insurance coverage.

As a member of the SDRMA, BAWSCA participated in the general and auto liability, public
officials' and employees' errors and omissions and employment practices liability program, which
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retained coverage of up to $2.5 million. BAWSCA’s general liability deductible is $500 for general
liability property damage, and $1,000 for auto liability property damage. BAWSCA is insured for
$200 million of each worker’s compensation claim through the SDRMA pool. Excess workers’
compensation employer’s liability is covered up to $5 million. There were no accrued losses for
insurance claims as of June 30, 2018. There were no settlements that exceeded insurance coverage
for fiscal year ended June 30, 2018.

Special District Risk Management Authority is a not-for-profit public agency formed under
California Government Code Section 6500 et seq. and provides a full-service risk management
program for California's local governments. For more than 20 years, SDRMA has provided
comprehensive property, liability and workers' compensation protection with rates that are
consistently 15% below average market rates.

Condensed financial information for SDRMA for the fiscal year ended June 30, 2017 is as follows:

Total Assets & Deferred Outflows $ 112,489,991
Total Liabilities and Deferred Inflows (62,248,776)
Net Assets $ 50,241,215
Total Revenues $ 67,709,911
Total Expenses (65,807,742)
Change in Net Assets $ (1,902,169)
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BAY AREA WATER SUPPLY & CONSERVATION AGENCY

SCHEDULE OF CONTRIBUTIONS - PENSION PLANS

JUNE 30, 2018
Miscellaneous Plan
Fiscal Year Ended 2018 2017 2016 2015
Contractually Required Contributions $ 124,761 $ 105314 $ 93330 $ 92,873
Contributions in Relation to Contractually Required Contributions 124,761 105,314 93,330 92,873
Contribution Deficiency (Excess) $ - $ - $ - $ -
Covered Payroll (Fiscal Year) $1,038,796 $ 984,528 § 758,766 $ 715,210
Contributions as a Percentage of Covered Payroll 12.01% 10.70% 12.30% 12.99%

Notes to Schedule:
Valuation Date: June 30,2016
Assumptions Used:  Entry Age Method used for Actuarial Cost Method
Level Percentage of Payroll and Direct Rate Smoothing
3.8 Years Remaining Amortization Period
Inflation Assumed at 2.75%
Investment Rate of Returns set at 7.5%
CalPERS mortality table using 20 years of membership data for all funds

** Fiscal year 2015 was the first year of implementation, therefore only four years are shown.
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JUNE 30, 2018
Miscellaneous Plan
Plan Measurement Date 2017 2016 2015 2014
Fiscal Year Ended 2018 2017 2016 2015
Proportion of Net Pension Liability 0.01443% 0.01327% 0.01344% 0.01300%
Proportionate Share of Net Pension Liability $ 568,862 $ 460,813 $ 368,743 $ 321,291
Covered Payroll (Plan Measurement Year) $ 984,528 $ 758,766 $ 715,210 $ 694,378
Proportionate Share of NPL as a % of Covered Payroll 57.78% 60.73% 51.56% 46.27%
Plan's Fiduciary Net Position as a % of the TPL 80.58% 81.49% 85.57% 180.31%

** Fiscal year 2015 was the first year of implementation, therefore only four years are shown.
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Actuarially determined contribution (ADC)
Less: actual contribution in relation to ADC

Contribution deficiency (excess)

Covered payroll for the fiscal year 2017/18

Contributions as a percentage of covered payroll

Notes to Schedule:
Assumptions and Methods
Valuation Date:
Measurement Date:
Actuarial Cost Method

Amortization Period
Asset Valuation Method

Actuarial Assumptions:
Discount Rate
Inflation
Payroll Increases
Investment Rate of Return

Mortality

Retirement

Service Requirement

Other Notes

Fiscal Year
Ended June
30,
2018
$ 153,393

(147,026)

$ 6,367

$ 1,038,796
14.15%

June 30, 2017

June 30, 2017
Entry-Age Normal
Cost Method

11.1 years

Market Value of Assets

5.75%

2.75%

3.00%

5.75%, Net of OPEB plan investment expenses,
including inflation

2014 CalPERS Active Mortality for Miscellaneous
employees

CalPERS 2% @ 55 Rates for Public Agency
Miscelleaneous

5 years of service

GASB 75 requires a schedule of contributions for the last ten fiscal years, or for as many years as are
available if less than ten years are available. GASB 75 was adopted as of June 30, 2018.
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SCHEDULE OF CHANGES IN NET OPEB LIABILITY

JUNE 30, 2018
Fiscal Year
Ended June 30,
Total OPEB liability 2018
Service cost $ 76,481
Interest 70,409

Changes of benefit terms -
Differences between expected and actual experience -
Changes of assumptions -

Benefit payments (43,763)
Net change in Total OPEB Liability 103,127
Total OPEB Liability - beginning 1,246,379
Total OPEB Liability - ending $ 1,349,506

Plan fiduciary net position
Employer contributions $ 147,026
Employer implict subsidy -
Employee contributions -

Net investment income 27,435
Difference between estimated and actual earnings -
Benefit payments (43,763)
Other -
Administrative expense (206)
Net change in plan fiduciary net position 130,492
Plan fiduciary net position - beginning 321,063
Plan fiduciary net position - ending $ 451,555
Net OPEB liability $ 897,951

Plan fiduciary net position as a percentage of the

total OPEB liability 33.46%
Covered employee payroll $ 984,528
Net OPEB Liability as a percentage of covered payroll 91.21%
Total OPEB Liability as a percentage of covered payroll 137.07%

GASB 75 requires a schedule of contributions for the last ten fiscal years, or for as many years as are
available if less than ten years are available. GASB 75 was adopted as of June 30, 2018.
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BAY AREA WATER SUPPLY & CONSERVATION AGENCY

SCHEDULE OF REVENUES, EXPENSES AND
CHANGES IN NET POSITION - BUDGET AND ACTUAL (BUDGET BASIS)
FOR THE FISCAL YEAR ENDED JUNE 30, 2018

Original Final Actual
Budget Budget (Budget Basis) Variance
OPERATING REVENUE $3,704,572  $3,704,572 § 3,543,976 § (160,596)
OPERATING EXPENSES:
Consultants:
Reliability 1,082,400 1,082,400 1,045,815 36,585
Fair pricing 439,750 439,750 211,181 228,569
Administration 95,000 95,000 142,785 (47,785)
Subtotal consultants 1,617,150 1,617,150 1,399,781 217,369
Administration:
Salaries and benefits 1,644,372 1,644,372 1,573,830 70,542
Operating expenses 373,250 374,300 342,173 32,127
Subtotal administration 2,017,622 2,018,672 1,916,003 102,669
Other operating expenses 69,800 68,750 2,760 65,990
Total operating expenses 3,704,572 3,704,572 3,318,544 386,028
OPERATING INCOME (LOSS) - - 225,432 225,432
NON-OPERATING REVENUE (EXPENSE):
Interest income - - 28,460 28,460
Total non-operating revenue (expense) - - 28,460 28,460
CHANGE IN NET POSITION - - 253,892 253,892
NET POSITION - BEGINNING 2,326,294 2,326,294 2,326,294 -
NET POSITION - ENDING $2,326,294 §$2,326,294 § 2,580,186 $§ 253,892
RECONCILIATION OF BUDGET BASIS TO GAAP:
Changes in Net Position - Budget Basis $ 253,892
Change in compensated absences (13,309)
Beginning budgetary net position differences 34,700
Pension expense adjustments 86,391
OPEB expense adjustments (12,832)
Conservation program revenue 692,006
Conservation program expenses (746,947)
Capital facility surcharge amortization (12,799,807)
Revenue bond surcharges 24,881,520
Revenue bond interest income 2,100,068
Revenue bond interest expense (12,712,624)
Depreciation (1,236)
Changes in Net Position - GAAP Basis 1,761,822
Net Position - Beginning Adjusted 12,935,924
Net Position - Ending $14,697,746
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COMBINING SCHEDULE OF NET POSITION

JUNE 30, 2018
Subscription Home Water Revenue Operating
Fund Use Reports Fund Bond Fund Fund Total
Assets
Current Assets:
Cash and investments - 8 175,648 $ - $ 2,681,165 $ 2,856,813
Assessments receivable - - - 127,451 127,451
Revenue bond surcharges receivable - - 1,970,496 - 1,970,496
Subscription Cons. programs receivables: WMRP 6,309 - - - 6,309
Subscription Cons. programs receivables: other 35,584 8,629 - 1,046 45,259
Other receivables 125 - - - 125
Prepaid assets 44 - - 57,065 57,109
Total Current Assets 42,062 184,277 1,970,496 2,866,727 5,063,562
Noncurrent Assets:
Property and equipment - net - - - 5,343 5,343
Cash with fiscal agent - - 28,408,990 - 28,408,990
Prepaid future capital facility obligations - - 306,045,510 - 306,045,510
Deposit - - - 14,067 14,067
Total Noncurrent Assets - - 334,454,500 19,410 334,473,910
Total Assets 42,062 § 184,277 $336424996 $ 2,886,137 $339,537,472
Deferred Outflows Of Resources
OPEB adjustments - 3 -5 -3 114,013  § 114,013
Pension contributions and adjustments - - - 370,157 370,157
Pension contributions and adjustments - $ - 3 - 3 484,170  $ 484,170
Liabilities
Current Liabilities:
Accounts payable 26,353 $ 41,874  $ -3 316,764  § 384,991
Accrued expenses - - - 33,185 33,185
Accrued interest - - 3,229,683 - 3,229,683
Unearned revenue 4,412 - - - 4412
Current portion of long-term liabilities - - 14,011,060 57,358 14,068,418
Total Current Liabilities 30,765 41,874 17,240,743 407,307 17,720,689
Noncurrent Liabilities:
Long-term liabilities - net of current portion - - 306,095,900 1,486,994 307,582,894
Total Liabilities 30,765 $ 41,874 $323336,643 $ 1,894,301 $325,303,583
Deferred Inflows Of Resources
OPEB adjustments -8 -3 -3 7,184  § 7,184
Pension contributions and adjustments - - - 13,129 13,129
Pension contributions and adjustments - $ -3 -3 20,313  § 20,313
Net Position
Net Investment in Capital Assets - 3 - 8 - 8 5343  § 5,343
Restricted for Debt Service - - 13,088,353 - 13,088,353
Unrestricted 11,297 142,403 - 1,450,350 1,604,050
Total Net Position 11,297  $ 142,403 $ 13,088,353 $§ 1,455,693 $ 14,697,746
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Operating Revenue:
Assessments
Revenue bond surcharges
Subscription Conservation programs
Total operating revenue

Operating Expenses:
Legal services
Engineering services
Financial services
Strategic communications
Water conservation programs
Water resources planning
Automobile
Depreciation
Director fees
Filing fees
Insurance
Meetings
Dues and subscriptions
Sponsorships
Miscellaneous
Professional services
Office
Payroll tax expense
Salaries
Employee benefits
Recruitment
Training
Travel and entertainment
Capital facility surcharge amortization

Total operating expenses

Operating Income

Non-Operating Revenues (Expenses):
Interfund transfers in
Interfund transfers out
Interest expense
Interest income
Total non-operating revenues

Change In Net Position

Net Position - Beginning
Prior Period Adjustment

Net Position - Beginning Adjusted
Net Position - Ending

Subscription ~ Home Water Revenue Operating
Fund Use Reports Fund ~ Bond Fund Fund Total
$ - 3 - 8 - $3,543976 $ 3,543,976
- - 24,881,520 11,045 24,892,565
366,360 325,646 - - 692,006
366,360 325,646 24,881,520 3,555,021 29,128,547
- - - 624,196 624,196
- - - 270,445 270,445
- - - 74,725 74,725
- - - 166,986 166,986
452,959 293,139 - 27,075 773,173
- - - 209,380 209,380
- - - 7,800 7,800
- - - 1,236 1,236
- - - 17,425 17,425
- - - 3,008 3,008
- - - 17,740 17,740
- - - 16,907 16,907
- - - 28,074 28,074
- - - 6,100 6,100
- - - 108 108
- - - 28,502 28,502
849 - 219,908 220,757
- - - 23,027 23,027
- - - 1,070,593 1,070,593
- - - 400,910 400,910
- - - 410 410
- - - 7,328 7,328
- - - 13,992 13,992
- - 12,799,807 - 12,799,807
453,808 293,139 12,799,807 3,235,875 16,782,629
(87,448) 32,507 12,081,713 319,146 12,345,918
98,745 - - - 98,745
- (98,745) - - (98,745)
- - (12,712,624) - (12,712,624)
- - 2,100,068 28,460 2,128,528
98,745 (98,745)  (10,612,556) 28,460 (10,584,096)
11,297 (66,238) 1,469,157 347,606 1,761,822
- 208,641 11,619,196 1,730,589 13,558,426
- - - (622,502) (622,502)
- 208,641 11,619,196 1,108,087 12,935,924
$§ 11297 § 142,403 $13,088353 $1455,693 $14,697,746
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH

GOVERNMENT AUDITING STANDARDS

Board of Directors
Bay Area Water Supply & Conservation Agency

We have audited, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the business-type
activities of the Bay Area Water Supply & Conservation Agency (the “Agency”) as of and for the
year ended June 30, 2018, and the related notes to the financial statements, which collectively
comprise the Agency’s basic financial statements, and have issued our report thereon dated October
30, 2018.

Internal Control over Financial Reporting

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

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

Our consideration of internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal control
that might be material weaknesses or significant deficiencies. Given these limitations, during our
audit we did not identify any deficiencies in internal control that we consider to be material
weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters

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

Purpose of this Report

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

October 30, 2018
San Jose, California
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