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HISTORY AND ORGANIZATION

The Antelope Valley-East Kern Water Agency (AVEK) was granted its charter as regional water agency by the
California State Legislature in 1959. In 1962 AVEK signed a water supply contract with the State to assure delivery
of imported water through the State Water Project which includes the California Aqueduct System.

AVEK covers a land area of nearly 2,300 square miles. In addition to Northern Los Angeles and Eastern Kern
Counties, the Agency’s boundaries include a small portion of Ventura County.

The water agency consists of seven divisions, each represented by a director. Directors are elected to four year
staggered terms by voters in the divisions in which they live.
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INDEPENDENT AUDITORS’ REPORT

Board of Directors
Antelope Valley-East Kern Water Agency
Palmdale, California

Report on the Financial Statemenis

We have audited the accompanying financial statements of the business-type activities of Antelope Valley-East
Kern Water Agency (the Agency) as of and for the year ended June 30, 2013, 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 fait 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 ¢onducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards applicable
to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstaternent.

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

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

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 Agency, as of June 30, 2013, 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

Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis and other post employment benefit plan — schedule of funding progress and budgetary comparison.
information on pages 3 — 7 and 32 - 33 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 Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September 19, 2013, 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 to describe the scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on internal control over financial reporting or on compliance, That report
is an integral part of an audit performed in accordance with Government Auditing Standards in considering the
Agency’s internal control over financial reporting-and compliance.
¢

BURKEY COX EVANS & BRADFORD Palmdale, California
Accountancy Corporation September 19, 2013
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Antelope Valley-East Kern Water Agency
Management’s Discussion and Analysis
For the Years Ended June 30, 2013 and 2012

The following Management’s Discussion and Analysis (MD&A) of activities and financial performance
of the Antelope Valley-East Kern Water Agency provides an introduction to the financial statements of
the Agency for the fiscal years ended June 30, 2013 and 2012. Readers are encouraged to consider the
information presented here in conjunction with the basic financial statements and related notes, which
follow this section.

Required Financial Statements

This annual report consists of a series of financial statements. The Statement of Net Position, Statement
of Revenues and Expenses and Statement of Cash Flows provide information about the activities and
performance of the Agency using accounting methods similar to those used by private sector companies
through the application of a single enterprise fund.

The Statement of Net Position includes all of the Agency’s investment in resources (assets) and the
obligations to creditors (liabilities). This information provides for the evaluation of the capital structure
of the Agency and assesses its liquidity and financial flexibility. All of the current year’s revenues and
expenses are accounted for in the Statement of Revenues and Expenses. This statement measures the
success of the Agency’s operations over the past year and can be used to determine if the Agency has
successfully recovered all of its costs through its rates and other charges. The final required financial
statement is the Statement of Cash Flows, which provides information about the Agency’s cash receipts,
cash payments and net changes in cash resulting from operations, investing, non-capital financing, and
capital and related financing activities and provides answers to such questions as where did the cash come
from, what was cash used for, and what was the change in cash balance during the reporting period.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in
the financial statements. The notes to the financial statements can be found immediately following the
basic financial statements.

Financial Analysis of the Agency

The main question asked about the Agency’s finances is, “is the Agency better off or worse off as a result
of this year’s activities?” The Statement of Net Position and the Statement of Revenues and Expenses
report information about the Agency in a way that helps answer this question. These statements are
prepared using the accrual basis of accounting, which is similar to the accounting used by most private
sector companies. This accounting method reports all of the current year’s revenues and expenses
regardless of when the cash is received or paid.

These two statements report the Agency’s net position and changes to it. The Agency’s net position, the
difference between assets and liabilities, are one way to measure its health and financial position. Over
time, increases or decreases in the Agency’s net position can be an indicator of whether its financial
health is improving or deteriorating keeping in mind other factors such as economic conditions,
population growth and changes in government regulations. Information presented in these statements
follows in a condensed format.



Antelope Valley-East Kern Water Agency
Condensed Statements of Net Position
June 30, 2013 and 2012

Assets:

Current Assets
Non-Current Assets
Capital Assets, Net of Accumulated Depreciation

Liabilities:

Total Assets

Current Liabilities
Long-Term Liabilities

Net Position:

Total Liabilities

Invested in Capital Assets, Net of Related Debt
Unrestricted

Total Net Position
Total Liabilities and Net Position

e Total Assets of the Agency exceeded
Total Liabilities by $267,464,957 and
$255,289,736 as of June 30, 2013 and

2012.

e The Agency remains highly liquid as
Current Assets represented 38.7% and
41.1% of Total Assets as of June 30,
2013 and 2012, The chart to the right
displays the nature of Agency Total
Assets as of June 30, 2013.

e Total Liabilities decreased by
$6,308,728 from $163,755,971 as of
June 30, 2012 to $157,447,243 as of
June 30, 2013.

o The majority of the Agency’s Net
Position reflects its investment in
Capital Assets which was 72.3% as of
June 30, 2013 and 69.7% as of June 30,

2012.

e Total Net Position increased by
$12,175,221 from $255,289,736 as of
June 30, 2012 to $267,464,957 as of
June 30, 2013.

June 30, 2013 June 30, 2012 Change
$164,577,027 $172,397470  ($7,820443)
1,995,083 2,006,033 (10,950)
258,340,090 244,642,204 13,697,886
424912200 419,045,707 5,866,493
10,548,255 13,700,005 (3,151,750)
146,898,988 150,055,966 (3,156,978)
157,447,243 163,755,971 (6,308,728)
193,270,090 177,982,204 15,287,886
74,194,867 77,307,532 (3,112,665)
267,464,957 255,289,736 12,175,221
$424.912,200 $419,045,707 $5,866.493

60.8%

0.5%

Total Assets as of June 30, 2013

33.7%

1.1%

® Cash &

Investments

W Receivables

¥ Inventory

W Deposits and

Prepaids

3.1% mNet Fixed Assets

. Other Non-
Current

|
|
»



Antelope Valley-East Kern Water Agency
Condensed Statements of Revenues and Expenses
June 30, 2013 and 2012

Operations:
Operating Revenues
Operating Expenses
Net Income from Operations
Depreciation Expense
Operating Income

Non-Operations:

Tax Revenues

Net Investment Earnings

Other Non-Operating Revenues

State Water Contract Expense

Interest Expense

Other Non-Operating Expenses
Net Income from Non-Operations
Change In Net Position
Net Position, Beginning of Year
Net Position, End of Year

Total Revenues as of June 30, 2013

W Water Sales
Irrigation Sales

niTax Revenues

m Net Investment

Eamings

m Capacity Charges

June 30,2013  June 30, 2012 Change
$26,415,955 $22,628 985 $3,786,.970
19,426,883 19,355,684 71,199
6,989,072 3273301 3715771
4,887,331 4,809,036 78,295
2,101,741 (1,535,735) 3,637,476
24,302,666 20,153,331 4,149,335
784,276 1,586,078 (801,802)
8,381,940 724,781 8,157,159
(19,083,117) (17.919,022) (1,164,095)
(4,769,287) (4,976,491) 207,204
(42,998) (41,291) (1,707)
10,073,480 (472614) 12463290
12,175,221 (2,008,349) 14,183,570
255,289,736 257,298,085 (2,008,349)
$267,464.957 $255,289,736 $12,175,221

¢ Operating Revenues increased by
$3,786,970 from $22,628,985 as of June
30, 2012 to $26,415,955 as of June 30,
2013. Ofthis increase $2,327,537
represents an increase in Water Sales

and $1,459,433 is an increase in

Irrigation Sales.

e Tax Revenue for the year ending June
30, 2013 increased by 20.6% from the

prior year.

o As aresult of a continued declining
interest rate environment Net

.Other Non- i
Operating Revenues |

Investment Earnings for the year ending
June 30, 2013 decreased by 50.6% from
the prior year.



e Total Expenses except for depreciation Total Expenses as of June 30, 2013

for the year ending June 30, 2013
increased by 2.43% from the prior year. = Water Purchases
Total Expenses were $43,322,285 for 9.99 0-1%

: 16.8%

the year ending June 30, 2013 and | Pumping, Treatment
$42,292,488 for the year ending June 10.1% & Distribution
30, 2012. 2 Administration &
e Depreciation Expense for the year 13.7% General
ending June 30, 2013 increased by = State Water Contract

1.63% from the prior year. Depreciation
Expense for the year ending June 30,
2013 was $4,887,331 and $4,809,036

 Depreciation

for the prior year. 9.8% Interest
o The State Water Contract increased by
$1,164,095 from a total of $17,919,022 Other

for the year ending June 30, 2012 to
$19,083,117 for the year ending June S
30, 2013.

Budget Analysis

Operating and Non-Operating Revenues were both over budget for the year ending June 30, 2013 by
$3,037,555 and $6,094,052 respectively. Other Revenues is included in Non-Operating Revenues and
totaled $7,920,406 over its budgeted amount for the fiscal year. This was due to the receipt of grant funds
in the amount of $1,258,161 as well as receipt of payments of shared costs on capital projects in the
amount of $6,575,322.

For the year ending June 30, 2013, Operating Expenses were under budget by $1,844,538, while Non-
Operating Expenses were under budget by $964,596. This difference was mainly due to the Cost of
Water on water purchased from the State Water Project being over budgeted by $1,758,158.

Capital Asset Administration

Total Agency Capital Assets as of June 30, 2013 were $324,602,344 before the consideration of
depreciation. The Agency’s additions to Capital Assets for the year ending June 30, 2013 were
$21,497,764. Of these additions, new construction in progress for the year totaled $20,832,336, additions
to furniture and equipment totaled $520,056 and new land acquisitions totaled $145,372. Several projects
including the administration building parking lot expansion, Quartz Hill Water Treatment Plant Tank 1
Recoating, 80" & H Disinfection Station and the Palmdale Water District-Acton Water Treatment Plant
Intertie were completed in the current year and transferred out of construction in progress. Total Capital
Assets net of Accumulated Depreciation increased to $258,340,090 as of June 30, 2013 from
$244,642,204 at June 30, 2012,



Debt Administration

Changes in long-term debt amounts for the fiscal year ended June 30, 2013 were as follows:

Balance Principal Balance
June 30,2012 Additions Payments June 30,2013
Long-Term Debt
COP Series 2007 A-1 $68,190,000 $1,530,000 $66,660,000
COP Series 2008 A-1 32,730,000 1,775,000 30,955,000
COP Series 2008 A-2 45,000,000 45,000,000
Total Long-Term Debt  $145,920,000 $0  $3,305,000 $142,615,000

Changes in long-term debt amounts for the fiscal year ended June 30, 2012 were as follows:

Balance Principal Balance
June 30,2011 Additions Payments June 30,2012
Long-Term Debt
COP Series 2007 A-1 $69,660,000 $1,470,000 $68,190,000
COP Series 2008 A-1 34,440,000 1,710,000 32,730,000
COP Series 2008 A-2 45,000,000 . 45,000,000
Total Long-Term Debt  $149,100,000 $0  $3,180,000 $145,920,000

The Agency did not incur any new debt in the fiscal years ended June 30, 2013 and 2012. Principal
payments for the year ending June 30, 2013 decreased Long-Term Debt by $3,305,000 and by $3,180,000
for the year ending June 30, 2012. In addition to the debt listed above, the Agency has also accrued
Long-Term Debt to meet its Post Employment Benefit Obligation. As of June 30, 2013 this amount was
$3,831,666, which was an increase from June 30, 2012 of $123,165 when the balanoe was $3,708,501.

Conditions Affecting Current Financial Position

Management is unaware of any conditions that would have a significant impact on the Agency’s financial
position, net position, or operating results in future periods.

Requests for Information

This financial report is designed to provide the Agency’s funding sources, customers, and other interested
parties with an overview of the Agency’s financial operations and financial condition. Should the reader
have questions regarding the information included in this report or wish to request additional financial
information, please contact the Agency’s Finance Manager at 6500 W. Avenue N, Palmdale, California
93551.
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ANTELOPE VALLEY-EAST KERN WATER AGENCY
COMPARATIVE STATEMENTS OF NET POSITION
JUNE 30, 2013 WITH COMPARATIVE INFORMATION AS OF JUNE 30, 2012

ASSETS

CURRENT ASSETS
Cash and Cash Equivalents
Investments
Receivables:
Taxes
Interest
Services
Other
Inventory
Deposits and Prepaid Expenses
Total Current Assets
NON-CURRENT ASSETS
Property, Plant and Equipment,
Net of Accumulated Depreciation
OTHER NON-CURRENT ASSETS
Cash and Investments - Restrictecd
Unamortized Bond Issuance Costs
' Total Other Non-Current Assets
Total Non-Current Assets
Total Assets

LIABILITIES

CURRENT LIABILITIES
Accounts Payable
Accrued Liabilities
‘Current Portion of Long-Term Debt
Collections in Advance on Projects
Compensated Absences
Escheated Funds
Total Current Liabilities
LONG-TERM LIABILITIES
Payable from Restricted Assets
Post Employment Benefit Liability
Certificates of Participation, Series 2007A-1
Certificates of Participation, Series 2008A-1
Certificates of Paiticipation, Series 2008A-2
Total Long-Term Liabilities
Total Liabilities
NET POSITION
Invested in Capital Assets, Net of Related Debt

Unrestricted
Total Net Position

See independent auditors' report and accompanying notes to financial statements.

ENTERPRISE FUND
JUNE 30,2013 JUNE 30, 2012
$ 5531325 $ 7,504,772

137,600,591 147,610,595

5,601,565 4,588,344

470,730 697,760

7,142,792 5,854,803

53,972 75,670

4,507,163 2,451,798

3,668,889 3,613,728

164,577,027 172,397,470
258,340,090 244,642,204

169,453 137,405

1,825,630 1,868,628

1,995,083 2,006,033

260,335,173 246,648,237
424,912,200 419,045,707

5,823,690 6,559,051

511,593 511,742

3,435,000 3,305,000

15,803 2,632,723

720,014 648,521

42,155 42,968

10,548,255 13,700,005

3,887,322 3,732,465

3,831,666 3,708,501

65,070,000 66,660,000

29,110,000 30,955,000

45,000,000 45,000,000

146,398,088 150,055,966
157,447,243 163,755,971
193,270,090 177,982,204

74,194,867 77,307,532

$ 267464957 §_ 255,089,736




_ ANTELOPE VALLEY-EAST KERN WATER AGENCY
COMPARATIVE STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
FOR THE YEAR ENDED JUNE 30, 2013 WITH COMPARATIVE INFORMATION AS OF JUNE 30, 2012

OPERATING REVENUES
Water Sales
Irrigation Sales
Total Operating Revenues

OPERATING EXPENSES
Water Purchases
Pumping
Water Treatment
Transmission and Distribution
Customer Accounts
Administration and General
Groundwater Survey
Depreciation
Total Operating Expenses
Operating Income

NON-OPERATING REVENUES
Tax Revenues
Net Investment Eamings
Other Revenues
Capacity Charges
Total Non-Operating Revenues

NON-OPERATING EXPENSES
State Water Contract
Interest Expense
Amortization
Total Non-Operating Expenses

Non-Operating Income
Increase (Decrease) in Net Position

NET POSITION - BEGINNING OF YEAR
NET POSITION - END OF YEAR

See independent auditors' report and accompanying notes to financial statements.

ENTERPRISE FUND
JUNE 30, 2013 JUNE 30, 2012
$ 20,178,313 § 17,850,776
6,237,642 4,778,209
26,415,955 22,628,985
8,109,842 8,610,897
1,099,109 1,528,780
5.372,819 4,597,215
124,954 126,319
0 2,996
4,718,974 4,469,809
1,185 19,668
4,887,331 4,809,036
24,314,214 24,164,720
2,101,741 (1,535,735)
24,302,666 20,153,331
784,276 1,586,078
8,019,606 183,072
862,334 541,709
33,968,882 22,464,190
19,083,117 17,919,022
4,769,287 4,976,491
42,998 41,291
23,895,402 22,936,804
10,073,480 (472,614)
12,175,221 (2,008,349)
255,289,736 257,298,085

$ 267,464,957

$ 255,289,736




ANTELOPE VALLEY-EAST KERN WATER AGENCY
COMPARATIVE STATEMENTS OF CASH FLOWS

FOR THE YEAR ENDED JUNE 30, 2013 WITH COMPARATIVE INFORMATION AS OF JUNE 30, 2012

ENTERPRISE FUND
JUNE 30, 2013 JUNE 30, 2012
CASH FLOWS FROM OPERATING ACTIVITIES
Cash Received from Customers 3 25,149,664 $ 26,875,011
Cash Paid for Supplies to Suppliers (21,413,226) (18,868,271)
Cash Paid to Employees (3,362,122) (2,945,551)
Net Cash Provided (Used) by Operating Activities 374,316 5,061,189
CASH FLOWS FROM NON-CAPITAL AND RELATED FINANCING ACTIVITIES
Receipt of Property Taxes 23,289,445 21,191,189
Receipt of Capacity Charges and Other Revenue 8,881,940 680,581
Payment of State Water Contract (19,083,117) (17,919,022)
Net Cash Provided (Used) by Non-Capital and
Related Financing Activities 13,088,268 3,052,748
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisition/Disposition of Property and Equipment (Net) (18,585,217 (7,737,198)
Principal Repayment of Bonds Payable (3,377,660) (3,243,201)
Proceeds/(Payment) of Post Employment Benefit Debt (Net) 195,825 195,825
Proceeds/(Payment) of Restricted Debt and Projects 154,857 {668,303)
Net Cash Provided (Used) by Capital and
Related Financing Activities (21,612,195) (11,452,877)
CASH FLOWS FROM INVESTING ACTIVITIES
Receipt of Interest and Investment Income 1,010,493 17,713,043
Payment of Interest Expense (4,.812,285) (5,017,782)
Acquisition/Disposition of Investments . 10,010,004 (27,551,441
Net Cash Provided (Used) by Investing Activities 6,208,212 (14,856,180)
Net Change in Cash and Cash Equivalents (1,941,399 (17,295,120}
Cash and Cash Equivalents - Beginning 7,642,177 24,937,297
Cash and Cash Equivalents - Ending $ 5,700,778 $ 7,642,177
COMPONENTS OF CASH AND CASH EQUIVALENTS
Cash and Equivalents - Unrestricted $ 5531325 § 7,504,772
Cash and Equivalents - Restricted 169,453 137,405
Total Cash and Cash Equivalents $ 5,700,778 $ 7,642,177

See independent auditors' report and accompanying notes to financial statements.
-10-



ANTELOPE VALLEY-EAST KERN WATER AGENCY
STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2013 WITH COMPARATIVE INFORMATION AS OF JUNE 30, 2012

ENTERPRISE FUND
JUNE 30, 2013 JUNE 30, 2012

RECONCILIATION OF OPERATING INCOME. (LOSS)
TO'NET CASH PROVIDED (USED)
BY OPERATING ACTIVITIES
Operating Income (Loss) $ 2,101,741 % (1,535,735)
Adjustments to Reconcile Operating Income to Net Cash
Provided by Operating Activities:

Depreciation 4,887,331 4,809,036
Changes in Assets - (Increase)/Decrease in:
Services Receivable ; (1,287,989) (813,714)
Other Receivables 21,698 5,015,540
Inventory {2,055,365) (1,485,828)
Deposits and Prepaid Expenses (55,161) 104,374
Unamortized Bond Issuance Costs 42,998 41,291
Changes in Liabilities - Increase/(Decrease) in:
Accounts Payable (735,361) 2,679,667
Accrued Liabilities (149) 7,553
Compensated Absences 71,493 83,878
Collections in Advance on Projects (2,616,920) (3,844,873)
Net Cash Provided (Used) by Operating Activities 3 374,316 § 5,061,189

See independent auditors' report and accompanying notes to financial statements.
-It-
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ANTELOPE VALLEY-EAST KERN WATER AGENCY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Antelope Valley-East Kern Water Agency’s (the Agency) financial statements have been prepared in
conformity with accounting principles generally accepted in the United States of America (GAAP) as applied to
governmental units. The Governmental Accounting Standards Board (GASB) is the accepted standard-setting body
of establishing governmental accounting and financial reporting principles. The more significant of the Agency’s
accounting policies are described below,

A. Description of the Reporting Entity

The Antelope Valley-East Kern Water Agency was formed by the California Legislature in 1959 to supply local
water users, as a wholesaler, with water from the State Water Project. The Agency derives its powers from the
Antelope Valley-East Kern Water Agency Law, as set forth in Section 49-96 inclusive of Act 9095 of Water-
Uncodified Acts of the State of California. The Agency serves portions of Los Angeles, Kern and Ventura
Counties.

In evaluating how to define the Agency, for financial reporting purposes, management has considered all
potential component units. The decision to include a potential component unit in the reporting entity was made
by applying the criteria set forth in GAAP. The basic — but not the only - criterion for including a potential
component unit within the reporting entity is the governing body’s ability to exercise oversight responsibility.
The most significant manifestation of this ability is financial interdependency. Other manifestations of the
ability to exercise oversight responsibility include, but are not limited to, the selection of governing authority,
the designation of management, the ability to significantly influence operations and accountability for fiscal
matters. The other criterion used to evaluate potential component units for inclusion or exclusion from the
reporting entity is the existence of special financing relationships, regardless of whether the Agency is able to
exercise oversight responsibilities. Based upon the application of these criteria the Agency has no potential
component umits.

The Antelope Valley-East Kern Water Agency, for financial purposes, includes all funds relevant to the
operations of the Agency. The Board of Directors has governance responsibilities over all activities related to
the Agency. The District receives funding from local, county, state and federal government sources and must
comply with the requirements of these funding source entities. However, the Agency is not included in any
other governmental “reporting entity” as defined in Section 2100, Codification of Governmental Accounting
and Financial Reporting Standards, since board members are elected by the public and have decision making
authority, the power to designate management, the responsibility to’ significantly influence operations and
primary accountability for fiscal matiers.

B. Basis of Accounting and Measurement Focus

The Agency reports its activities as an enterprise fund, which is used to account for operations that are financed
and operated in a manner similar to a private business enterprise, where the intent of the Agency is that the costs
of providing water to its customers on a continuing basis be financed or recovered primarily through user
charges from water sales and services. Revenues and expenses are recognized on the full accrual basis of
accounting. Revenues are recognized in the accounting period in which they are earned and expenses are
recognized in the period incurred, regardless of when the cash flows take place.

Operating revenues, such as water sales and service fees, result from exchange transactions associated with the
principal activities of the Agency. Exchange transactions are those in which each party receives and gives up
essentially equal values. Non-operating revenues, such as grant funds and investment income, result from non-
exchange transactions, in which, the Agency gives or receives value without directly receiving or giving value
in exchange.



ANTELOPE YALLEY-EAST KERN WATER AGENCY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C.

D.

Fund Accounting

The accounts of the Agency are organized on the basis of funds or account groups, each of which is considered
to be a separate accounting entity. The operations of each fund are accounted for with a separate set of self-
balancing accounts that comprise its assets, liabilities, fund balances or net position, revenues and expenditures
or expenses, as appropriate. Agency resources are allocated to and accounted for in individual funds based
upon the purpose for which they are to be spent and the means by which spending activities are controlled. The
Agency’s accounts are organized into major and fiduciary funds as follows:

PROPRIETARY FUNDS

1. Proprietary fund reporting focuses on the determination of operating income, changes in net position,
financial position, and cash flows. Proprietary funds are classified as enterprise or internal service. The
Agency has only one enterprise fund which accounts for all of the activity.

Capital Assets

Capital assets acquired and/or constructed are capitalized at historical cost. Agency policy has set the
capitalization threshold for reporting capital assets at $5,000. Donated assets are recorded at estimated fair
market value at the date of donation. Upon retirement or other disposition of capital assets, the cost and related
accumulated depreciation are removed from the respective balances and any gains or losses are recognized.
Depreciation is recorded on a straight-line basis over the estimated useful lives of the assets as follows:

Utility Plant 30 - 60 years
Site Improvements 20 - 30 years
Building and Improvements T 25 -50 years
Furniture and Equipment 5-15 years
Vehicles 5 years

Cash and Cash Equivalents

Substantially all of the Agency’s cash is invested in interest bearing accounts. The Agency considers all highly
liquid investments with a maturity of three months or less to be cash equivalents.

Deposits and Investments

The Agency adopted an investment policy directing management to deposit funds in financial institutions.
Changes in fair value that occur during a fiscal year are recognized as investment income reported for that fiscal
year. Investment income includes interest earnings, changes in fair value, and any gains or losses realized upon
the liquidation or sale of investments.

Accounts Receivable

The Agency extends credit to customers in the normal course of operations. No allowance for doubtful
accounts has been established since management believes that substantially all amounts are collectible.

Inventory

The Agency does not maintain an inventory of parts and supplies. All parts and supplies are expensed upon
acquisition.



ANTELOPE VALLEY-EAST KERN WATER AGENCY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

L

Prepaid Expensés

Certain payments to vendors reflects costs or deposits applicable to future accounting periods and aré recorded
as prepaid items in the basic financial statements.

Bond Issuance Costs, Net of Accumulated Amortization

The deferred charges are from bond issuance costs that will be amortized using the straight-line method over the
remaining life of the respective debt service.

Restricted Assets

Certain assets of the Agency are restricted for use by ordinance or debt covenant and, accordingly, are shown as
restricted assets on the accompanying statemient of net position. The Agency uses restricted resources, prior to
using unrestricted resources, to pay expenditures meeting the criteria imposed on the use of restricted resources
by a third party.

Compensated Absences

The Agency’s personnel policies provide for accumulation of vacation and sick leave. Liabilities for vacation
and portions of sick leave are recorded when benefits are earned. Cash payment of unused vacation is available
to those qualified employees when retired or terminated. The dollar value of such accumulations was
determined to be $720,014 as of June 30, 2013.

Special Assessment District

The Agency maintains a Community Facilities District (CFD 90-1) assessment district. This Community
Facilities District was established under the Mello-Roos Community Facilities Act of 1982 and financed with
Mello-Roos Community Facilities Act bonds. Accounting for CFD 90-1 follows the Governmental Accounting
Standards for Accounting and Financial Reporting for Special Assessments, which states that Enterprise Funds
such as that of the Agency are to account for special assessment financing debt on the books of the Agency only
if one of the following conditions exists:

1) The Agency is not directly liable for the special assessment debt, but the debt is expected to be repaid from
revenues of the Agency.
2) The Agency is directly liable for the special assessment debt.

Since the Agency is not directly liable for the CFD 90-1 debt and it is expected all such debt will be repaid from
landowner assessments and not Agency revenues, the CFD 90-1 debt is not included in the Agency’s financial
statements. The Agency acts solely as an agent for the bondholders in collecting and forwarding the special
assessments. Community Facilities District 90-1 Bonds outstanding at June 30, 2013 totaled $8,145,000.

Use of Estimates

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

-14-



ANTELOPE VALLEY-EAST KERN WATER AGENCY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
O. Net Position

The financial statements utilize a net asset presentation. Net position is categorized as follows:

¢ Net Investment in Capital Assets — This component of riet position consists of capital assets, net of
accumulated depreciation and reduced by any debt outstanding against the acquisition, construction, or
improvement of those assets.

¢ Restricted Net Position — This component of net position consists of constraints placed on net position
use through external constraints imposed by creditors, grantors, contributors, or laws or regulations of

other governments or constraints imposed by law through constitutional provisions or enabling
legislation,

¢  Unrestricted Net Position — This component of net position consists of net position that does not meet
the definition of restricted or net investment in capital assets,

P. Water Sales

Most water sales are billed on a monthly cyclical basis. Estimated unbilled water revenue through year-end has
not been accrued as it was determined by management to have an insignificant impact on the financial
statemnents as a whole.

Q. Reclassification

The Agency has reclassified certain prior year information to confirm to current year presentation.

NOTE 2 — CASH AND INVESTMENTS

Cash and investments as of June 30, 2013, are classified in the accompanying financial statements as follows:

Cash and Investments $ 143,131,916

Restricted Cash and Investments 169,453

Total Cash and Investments $ 143,301,369
-

The restricted and unrestricted cash and investments consisted of the following at June 30, 2013:

Unrestricted Restricted Totals
Cash on Hand $ 500 % - $ 500
Cash in Banks 5,530,825 169,453 5,700,278
Investments 137.600,591 - 137,600,591
Total Cash and Investments $ 143,131916 % 169453 § 143,301,369

-15-



ANTELOPE VALLEY-EAST KERN WATER AGENCY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

NOTE 2 - CASH AND INVESTMENTS (Continued)

Investments Authorized by the California Government Code and the District’s Investment Polic

The following table identifies the investment types that are authorized by the Agency in accordance with the
California Government Code or the Agency’s investment policy, where more restrictive. The table also identifies
certain provisions of the California Government Code or the Agency’s investment policy, where more restrictive
that address interest rate risk, credit risk, and concentration of credit risk. This table does not address investments of
debt proceeds held by bond trustees that are governed by the provisions of debt agreements of the Agency, rather
than the general provisions of the California Government Code or the Agency’s investment policy.

Maximum
Maximum Percentage of  Maximum Investment
Authorized Investment Type Maturity Portfolio * in One Issuer
State and Local Agency Bonds 5 years 100% 30%
U.S. Treasury Notes 5 years ** 100% None
Federal Agency Obligations 5 years ** 100% 30%
Banker's Acceptances 180 days 40% 10%
Time CD's 1 year 40% 15%
Commercial Paper 270 days 25% © . 10%
Negotiable Certificates of Deposit 5 years 20% : 10%
Medium-Term Notes 5 years 30% 10%
Shares of Beneficial Interest Issued by
Diversified Management Companies N/A 20% 20%
Shares of Beneficial Interest Issued by a JPA N/A 20% 20%
Repurchase Agreements 30 days 50% 20% (under 30 days);
10% (over 30 days)
Money Market Funds N/A 20% None

California Local Agency Investment Fund (LAIF) N/A 100% None

# Excluding amounts held by bond trustee that.are not subject to California Government Code restrictions
#* Except when authorized by the Agency's legislative body in accordance with Government Code Section 53601

Custodizl Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial institution, a
governmerit will not be able to recover its deposits or will not be able to recover collateral securities that are in the
possession of an outside party. The custodial credit risk for investments is the risk that, in the event of the failure of
the 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. With respect to investments, custodial
credit risk generally applies only to direct investments in marketable securities. Custodial credit risk does not apply
to a local governiment’s indirect investment in securities through the use of mutual funds or government investment
pools such as the State of California (LAIF) and CalTrust Investment Pools.

- 16-



ANTELOPE VALLEY-EAST KERN WATER AGENCY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

NOTE 2 — CASH AND INVESTMENTS (Continued)

The California Government Code and the Agency’s investment policy do not contain legal or policy requirements
that would limit the exposure to custodial credit risk for deposits or investments, other than the following provision
for deposits: The California Government Code requires that a financial institution secure deposits made by state or
local governmental units by pledging securities in an undivided collateral pool held by a depository regulated under
state law (unless so waived by the governmental unit). The market value of the pledged securities in the collateral
pool must equal at least 110% of the total amount deposited by the public agencies. California law also allows
financial institutions te secure Agency deposits by pledging first irust deed mortgage notes having a value of 150%
of the secured public deposits. Of the bank balances, up to $250,000 is federally insured and the remaining balance
is collateralized in accordance with the Code; however, the collateralized securities are not held in the Agency’s
name.

Investment in External Investment Pools

The Agency 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
Agency's investment in this pool is reported in the accompanying financial statements at amounts based upon the
Agency’s pro-rata share of the fair value provided by LAIF for the entire LAIF portfolio (in relation to the amortized
cost of that portfolio). The balance available for withdrawal is based on the accounting records maintained by
LAIF, which are recorded on an amortized cost basis.

The Agency is a voluntary participant in the CalTrust Investment Pool (CalTrust) that is regulated by the California
Government Code under the oversight of the Treasurer of the State of California. The fair value of the Agency’s
investment in this pool is reported in the accompanying financial statements at amounts based upon the Agency's
pro-rata share of the fair value provided by CalTrust for the entire CalTrust portfolio (in relation to the amortized
cost of that portfolio). The balance available for withdrawal is based on the accounting records maintained by
CalTrust, which are recorded on an amortized cost basis.

Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an investment.
Generally, the longer the maturity of an investment, the greater the sensitivity of its fair value to changes in market
interest rates. One of the ways the Agency 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
portfolioc matures or comes close to maturity evenly over time as necessary to provide requirements for cash flow
and liquidity needed for operations. Information about the sensitivity of the fair values of the Agency’s investments
to market rate fluctuations is provided by the following table that shows the distribution of the Agency’s investments
by maturity date.

-17 -



ANTELOPE VALLEY-EAST KERN WATER AGENCY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

NOTE 2 — CASH AND INVESTMENTS (Continued)

Investments at June 30, 2013, consisted of the following:

Remaining Maturity (in Months)

12 months or 37 to 60
Investment Type Amount less 13 to 36 months months
Cash on Hand and in Banks $ 3,529,756 § 3,529,756 % - $ -
U.S. Treasury Notes 12,172,660 - 9,257,636 2,915,024
U.S. Government Agency Bonds 42,629,747 450,452 15,311,035 26,368,260
US Government Money Market 2,001,569 2,001,569 - -
Certificates of Deposits 17,483,540 6,480,203 9,657,283 1,346,054
Corporate Bonds 42,366,915 - 26,496,283 15,870,632
Pooled Investments - LAIF 2,823,810 2,823,810 - -
Pooled Investments - CalTrust 20,123,919 - 20,123,919 -
Pooled Investments - LAIF - Restricted 169,453 169,453 - -
Total $ 143,301,369 $§ 15455243 $ 80,846,156 $ 46,999,970
Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the
investment. This is measured by the assignment of a rating by a nationally recognized statistical rating organization.
Presented below is the minimum rating required by, where applicable, the California Government Code, the
Agency's investment policy, or debt agreements, and the actual rating as of year-end for each investment type.

-18-
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ANTELOPE VALLEY-EAST KERN WATER AGENCY
NOTES TO FINANCIAL STATEMENTS

NOTE 3 - CAPITAL ASSETS

JUNE 30, 2013

Changes in capital assets for the year were as follows:

Proprietary Fund

Capital Assets Not Being Depreciated:
Land
Water Rights
Intangible Plant
Construction in Progress
Total Capital Assets Not
Being Depreciated:
Capital Assets Being Depreciated:
Utility Plant
Furniture arid Equipment
Total Capital Assets
Being Depreciated:
Total Capital Assets

Less: Accumulated Depreciation
Governmental Activities

Capital Assets - Net

NOTE 4 - SCHEDULE OF LONG-TERM DEBT

COP Series 2007 A-1
COP Series 2008 A-1
COP Seties 2008 A-2
Post Employment Obligations

Totals

220-

Balance Balance
June 30, 2012 Additions Transfers Deletions June 30, 2013
$ 28079114 3 145,372 § - $ - $ 282244386
3,522,879 - - - 3,522,879
269,983 - - - 269,983
13,502,613 20,832,336 (10,621,144) - 23,713,805
45,374,589 20,977,708 (10,621,144) - 55,731,153
257,247,894 - 10,621,144 (2,.912,547) 264,956,491
3,414,125 520,056 - (19,481) 3,914,700
260,662,019 520,056 10,621,144 (2,932,028) 268,871,191
306,036,608 21,497,764 - (2,932,028) 324,602,344
(61,394,404) (4,887,331) - 19,481 (66,262,25-1
$ 244642204 $ 16610433 $ - $  (2912,547) $§ 258,340,090
Current Long-Term Total
Portion Portion Amount

$ 1,590,000 § 65,070,000 $ 66,660,000

1,845,000 29,110,000 30,955,000

- 45,000,000 45,000,000

- 3.831,666 3,831,666

$ 3435000 $ 143,011,666 $ 146,446,666



ANTELOPE VALLEY-EAST KERN WATER AGENCY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

NOTE 4 — SCHEDULE OF LONG-TERM DEBT (Continued)

Changes in long-term debt for the year ended June 30, 2013 is shown below:

Balance Balance Current
June 30, 2012 Additions Deletions June 30, 2013 Portion
COP Series 2007 A-1 $ 68,190,000 $ - $ 1,530,000 $§ 66,660,000 $ 1,590,000
COP Series 2008 A-1 32,730,000 - 1,775,000 30,955,000 1,845,000
COP Series 2008 A-2 45,000,000 - - 45,000,000 -
Post Employment Benefits 3,708,501 195,825 72,660 3,831,666 -

Totals of Long-TermDebt $ 149,628,501  § 195,825 § 3,377,66

—

146,446,666 $ 3,435,000

S

Annual requirements to amortize long-term debt (excluding post employment benefits) including interest are as
follows:

Year Ending
June 30, Principal Interest - Total
2014 $ 3,435,000 $ 4521515 $ 7,956,515
2015 3,590,000 4,368,215 7,958,215
2016 3,750,000 4,208,504 7,958,504
2017 3,915,000 4,040,365 7,955,365
2018 4,075,000 3,883,764 7,958,764
2019 - 2023 23,330,000 16,458,516 39,788,516
2024 - 2028 28,705,000 10,853,194 - 39,558,194
2029 - 2033 35,985,000 6,566,554 42,551,554
2034 - 2037 35,830,000 2,041,656 37,871,656

$ 142,615,000 $ 56,942,283 $ 199,557,283

Current Long-Term Total
Portion Portion Amount
Certificates of Participation
Original issue of $75,000,000 Certificates of Participation
2007 A-1 bearing interest at a rate of 4.0%. $ 1590,000 $ 65,070,000 $ 66,660,000
Original issue of $39,150,000 Certificates of Participation
2008 A-1 bearing assumeéd interest rate of 4.0%. 1,845,000 29,110,000 30,955,000
Original issue of $45,000,000 Certificates of Participation
2008 A-2 bearing interest at a rate of 5.0%. - 45,000,000 45,000,000

Totals $ 3,435,000 $ 139,180,000 $ 142,615,000

=21 -



ANTELOPE VALLEY-EAST KERN WATER AGENCY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

NOTE 4 - SCHEDULE OF LONG-TERM DEBT (Continued)

Certificates of Participation Series 2007 A-1

In March of 2007 Antelope Valley-East Kern Water Agency issued Certificates of Participation in the amount of
$75,000,000 with interest rate of 4.0 percent. At June 30, 2013, the principal balance outstanding of the Certificates
of Participation was $66,660,000,

The annual requirements to amortize the Certificates of Participation Series 2007 A-1 outstanding as of June 30,
2013 are as follows:

Year Ending
June 30, Principal Interest Total
2014 $ 1,590,000 $ 2,955,588 $ 4,545,583
2015 1,670,000 2,876,038 4,546,088
2016 1,755,000 2,792,588 4,547,588
2017 1,840,000 2,704,838 4,544,838
2018 1,915,000 2,631,237 4,546,237
2019-2023 10,940,000 11,787,700 22,721,700
2024 - 2028 . 13,680,000 9,048,300 22,728,300
2029 - 2033 16,910,000 5,817,637 22,727,637
2034 - 2037 16,360,000 1,827,655 18,187,655

$ 66,660,000 $ 42,441,631 $ 109,101,631

Certificates of Participation Series 2008 A-1

In May of 2008 Antelope Valley-East Kern Water Agency issued Certificates of Participation in the amount of
$39,150,000 with an interest rate of 4.0 percent. At June 30, 2013, the principal balance outstanding of the
Certificates of Participation was $30,955,000.

The annual requirements to amortize the Certificates of Participation Series 2008 A-1 outstanding as of June 30,
2013 are as follows:

Year Ending
June 30, Principal Interest Total
2014 $ 1,845,000 $ 1,350,881 $ 3,195,881
2015 1,920,000 1,277,081 3,197,081
2016 1,995,000 1,200,281 3,195,281
2017 2,075,000 1,120,481 3,195,481
2018 2,160,000 1,037,481 3,197,481
2019-2023 12,390,000 3,594,406 15,984,406
2024 - 2028 8,570,000 745,252 9,315,252

$ 30,955,000 $ 10,325,863 3 41,280,863
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ANTELOPE VALLEY-EAST KERN WATER AGENCY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

NOTE 4 — SCHEDULE OF LONG-TERM DEBT (Continued)

Certificates of Participation Series 2008 A-2

In May of 2008 Antelope Valley-East Kern Water Agency issued Certificates of Participation in the amount of
$45,000,000 with the interest rate initially calculated using a weekly rate (variable rate). At June 30, 2013, the
principal balance outstanding of the Certificates of Participation was $45,000,000.

The schedule below assumes an interest rate ranging from 4.0 percent to 5.0 percent.

The annual requirements to amortize the Certificates of Participation Series 2008 A-2 outstanding as of June 30,
2013 are as follows:

Year Ending
June 30, Principal Interest Total
2014 $ - $ 215,046 $ 215,046
2015 - 215,046 215,046
2016 - 215,635 215,635
2017 - 215,046 215,046
2018 - 215,046 215,046
2019 - 2023 - 1,076,410 1,076,410
2024 - 2028 6,455,000 1,059,642 7,514,642
2029 - 2033 19,075,000 748,917 19,823,917
2034 - 2037 19,470,000 214,001 19,684,001

$ 45,000,000 $ 4,174,789 $ 49,174,789

NOTE 5 - CONTRIBUTED CAPITAL

Donated Utility Plant

The Agency has consistently maintained a policy which requires the user to contribute (dedicate) plant/ equipment
to the Agency. Under this policy an individual or developer bears the cost of installing all lines needed to service
the individual or developer facility with water. The individual or developer then dedicates the plant/equipment to
the Agency and from that time on, it is the Agency’s responsibility to maintain this plant/equipment. The total
contributed plant/equipment during the 2013 fiscal year was $0.

The Agency recognizes capital contributions to proptietary funds as revenues and not contributed capital;
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ANTELOPE VALLEY-EAST KERN WATER AGENCY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

NOTE 6 — LIABILITIES PAYABLE FROM RESTRICTED ASSETS

Certain assets of the Agency have been restricted for customer deposits and CFD debt which is not considered an
obligation of the Agency. The earnings from the assets are credited respectively to the customer deposits, deferred
compensation, and the CFD accounts. These assets consist of cash and investment in State Treasurer’s Investment
Pool (See Note 2) restricted as follows:

Customer Deposits $ -
CFD Funds Held for Debt Repayment 119,017

Total $ 119,017

NOTE 7 - COMMITMENTS/LEASES

The Agency has entered into operating leases for equipment as of June 30, 2013 that require payments extending for
a period longer than twelve months. Futute payments as of June 30, 2013 are as follows:

Year Ending
June 30, Amount
2014 $ 4572
2015 4,572
2016 4,445
2017 1,524

Total $ 15,113

The Agency has not entered into any capital leases which provide for title to pass to the Agency upon expiration of
the lease term.

NOTE § - COMMUNITY FACILITIES DISTRICT BOND ISSUES (CFD 90-1)

Original QOutstanding
Issue June 30, 2013

Special Tax Bonds

Community Facilities District No. 90-1 $ 13,800,000 $ 8,145,000

There are two outstanding Community Facilities District bond issues — Special Tax Bonds — 1990 Series A and 1991
Series A. The Special Tax Bonds were issued pursuant to the Mello-Roos Community Facilities Act of 1982, as
amended, to finance the acquisition and construction of certain public waterworks improvements, together with
appurtenant work, to serve property located within the Community Facilities District No. 90-1 (Acton area). The
bonds are payable from the proceeds of an annual special tax to be levied and collected from property within the
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ANTELOPE VALLEY-EAST KERN WATER AGENCY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2013

NOTE 8 - COMMUNITY FACILITIES DISTRICT BOND ISSUES (CFD 90-1) (Continued)

District. Under terms of the Community Facilities District bonds, the Agency has custody of certain property tax
funds, to be used for district interest and principal bond payments. The Agency is only acting as agent for the
property owners in collecting special tax assessments, forwarding the collections to bondholders and initiating
foreclosure proceedings, if appropriate.

As discussed in Note 1, the Agency has no obligation beyond the balances in the designated agency fund for any
delinquent assessment district bond payments. If delinquencies occur beyond the amounts held in the reserve funds
created from bond proceeds, the Agency has no duty to pay the delinquency out of any available funds of the
Agency. Neither the faith, credit, nor taxing power of the Agency is pledged to the payment of the bonds: and,
therefore, the bonded indebtedness is not shown in the financial statements of the Agency.

Because the Agency i$ not obligated in any manner on the outstanding bonds and because the Agency is not
benefiting from any of the new construction, the tax funds have been accounted for on a trust accounting basis.

CFD 90-1 Special Tax Bond - 1990 Series A

On January 1, 1991, the Agency issued $8,340,000 of Community Facilities District 90-1 Special Tax Bonds. The
principal balance matures annually each September 1 through 2021 and bears interest at variable rates which range
from 6.85% to 8.60%. As of June 30, 2013, $4,960,000 of the bonds remained outstanding.

CFD 90-1 Special Tax Bond — 1991 Series A

On April 1, 1991, the Agency issued an additional $5,460,000 of Community Facilities District 90-1 Special Tax
Bonds. The principal balance matures annually each September 1 through 2021 and bears interest at variable rates
which range from 6.10% to 8.60%. As of June 30, 2013, $3,185,000 of the bonds remained outstanding.

NOTE 9 - RETIREMENT PLANS

Profit Sharing / 401(X) Pension Plan

The Agency provides pension benefits for all its full-time employees by sponsoring a 401(K) and Thrift Defined
Contribution Plan maintained by the trustee, Fidelity Management Trust Company. The employees may elect to
have a portion of their compensation, not to exceed 50%, contributed to the Plan on a before-tax basis pursuant to
Internal Revenue Code Section 401(K). The Agency’s contribution rate is fixed at 10% of the employee’s base
compensation.

Current Year Information
The Agency’s total payroll in the 2012/2013 fiscal year was $3,433,615. The total contribution to the plan was
based on a compensation of $3,085,829 for the year ended June 30, 2013. Total contributions made by the Agency

to the plan and reflected as expense for the year ended June 30, 2013 was $320,283. Elective employee
contributions for the year ended June 30, 2013 was $201,566.,
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NOTE 10 - POST EMPLOYMENT BENEFITS OTHER THAN PENSION BENEFITS

Plan Description

In addition to the pension benefits described in Note 9, the Agency provides postretirement health care benefits, in
accordance with Agency policy, to all employees who retire from the Agency and meet certain eligibility
requirements.

Eligibility for Agency-paid Benefits

To be eligible to retiree health benefits, an employee must retire from the Agency on or after the age 55 and who
have completed at least 10 years of service; employees who complete 10 or more years of service and separate from
the Agency due to permanent disability; former directors who served in office after January 1, 1981, who were first
elected prior to January 1, 1995, and who have completed at least 12 years of service. Currently nine retirees meet
these eligibility requirements. Expenditures for post retirement health care benefits are expensed as paid, and during
the fiscal year ended June 30, 2013, a total of $201,925 was paid to seven retired employees and $27.717 was paid
to two former directors for these benefits.

Funding Policy

Effective 2009 the Agency adopted Governmental Accounting Standards Board (GASB) Statement No. 45. In
accordance with GASB 45 an actuary will determine the Agency’s Annual Required Contributions (ARC) at least
once every three fiscal years. The ARC is calculated in accordance with certain parameters, and includes (1) the
Normal Cost for one year, and (2) a compcnent for amortization of the total Unfunded Actuarial Accrued Liability
(UAAL) over a period not to exceed 30 years.

GASB 45 does not require pre-funding of OPEB benefits. However, the Agency has elected not to establish an
irrevocable trust at this time. -

Annual OPEB Cost and Net OPEB Qbligation/( Asset)

The following table shows the components of the Agency’s Annual OPEB cost for the fiscal year ended June 30,
2013, the amount actually contributed to the plan and the changes in the Agency’s Net OPEB Obligation/ (Asset):

JUNE 30, 2013
Annual Required Contributions $ 195825
Interest on Net OPEB Obligation/(Asset) -
Adjustment to Annual Required Contributions -
Annual OPEB cost (expense) 195,825
Contributions made {72,660)
Increase in Net OPEB Obligation/(Asset) 123,165
Net OPEB Obligation/(Asset) - Beginning of Year 3,708,501
Net OPEB Obligation/(Asset) - End of Year $ 3,831,666
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NOTE 10 - POST EMPLOYMENT BENEFITS OTHER THAN PENSION BENEFITS (Continued)

The Agency’s Annual OPEB Cost, the Percentage of Annual OPEB Cost Contributed to the plan, and the Net OPEB
Obligation/ (Asset) for the fiscal year ended June 30, 2013 are as follows:

Fiscal Annual Percentage of Net OPEB
Year OPEB Actual Annual OPEB Obligation/
Ended Cost Contribution Cost Contributed (Asset)
6/30/2009 $143,810 $49,928 34.72% $3,359,133
6/30/2010 $143,810 $59,158 41.14% $3,443,785
6/30/2011 $195,825 $63,733 32.55% $3,575,877
6/30/2012 $195,825 $63,201 32.27% $3,708,501
6/30/2013 $195,825 $72,660 37.10% $3,831,666

Actuarial Method and Assumptions

Actuarial Cost Method: Entry Age Normal. The allocation of OPEB cost is based on years of service. We used the
level percentage of payroll method to allocate OPEB cost over years of service.

Entry age is-based on the average age at hire for eligible employees. The attribution period is determined as the
difference between the average retirement age and the average age at hire. The present value of future benefits and
present value of future normal costs are determined on an employee by émployee basis and then aggregated,

To the extent that different benefit formulas apply to different employees of the same class, the normal cost is based
on the benefit plan applicable to the most recently hired employees (including future hires if a new benefit formula
has been agreed to and communicated to employees). :

Amortization Methods: the level percentage of payroll method to allocate amortization cost by year, a 30 year
amortization period. Because there has not been a previous valuation to comply with GASB 45, it was not necessary
at this time for AVEK Water Agency to make an election with respect to whether to use an “open” or “closed”
amortization period; or whether to use different amortization periods for different sources of the UAAL.

Substantive Plan: as required under GASB 45, we based the valuation on the substantive plan. The formulation of
the substantive plan was based on a review of written plan documents as well as historical information provided by
AVEK Water Agency regarding practices with respect to employer and employee contributions and other relevant
factors as described below:

Economic assumptions are set under the guidance of Actuarial Standard of Practice 27 (ASOP 27). Among other
things, ASOP 27 provides that economic assumptions should reflect a consistent underlying rate of general inflation.
For that reason, we show our assumed long-term inflation rate below.

Inflation: Assumed 3% per year.
Investment Return/Discount Rate: Assumed 5% per year. This is based on assumed long-term return on plan
assets or employer assets. The “Building Block Method” as described in ASOP 27 Paragraph 3.6.2. The

assessment of long-term returns for employer assets is based on long-term historical returns for surplus funds
invested pursuant to California Government Code Sections 53601 et seq.
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NOTE 10 - POST EMPLOYMENT BENEFITS OTHER THAN PENSION BENEFITS (Continued)

Trend: Assumed 4% per year. The long-term trend assumption is based on the conclusion that, while medical
trend will continue to be cyclical, the average increase over time cannot continue to outstrip general inflation by
a wide margin. Trend increases in excess of general inflation result in dramatic increases in unemployment, the
number of uninsured and the number of underinsured. These effects are nearing a tipping point which will
inevitably result in fundamental changes in health care finance and/or delivery which will bring increases in
health care costs more closely in line with general inflation. We do not believe it is reasonable to project
historical trend vs. inflation differences several decades into the future.

Payroll Increase; Assumed 3% per year. This assumption applies only to the extent that either or both of the
normal cost and/or UAAL amortization use the level percentage of payroll method. For purposes of applying
the level percentage of payroll method, payroll increase must not assume any increases in staff or merit
increases.

Actuarial Asset Valuation; There were no plan assets. on the valuation date.

NOTE 11 — STATE WATER SUPPLY CONTRACT

On August 3, 1962, the Agency entered into a water supply contract with the State of California Department of
Water Resources (DWR) to pay for a share of the State’s construction, operation, and maintenance of facilities for
the storage and conveyance of water (facilities commonly referred to as the California Aqueduct). This agreement
provides for yearly payments to the DWR for 75 years. Cumulative payments made pursuant to the contract through
June 30, 2013 are as follows:

Total amounts paid on State water supply contract through June 30, 2012 $ 383,845,344
Amount paid during the fiscal year ended June 30, 2013 . 19,083,117
Total amounts paid on State water supply contract through June 30, 2013 $ 402,928,461

NOTE 12 - COMMITMENTS AND CONTINGENT LIABILITIES

There are various claims and legal actions pending against the Agency for which no provision has been made in the
financial statements. In the opinion of the Agency attorneys and other Agency officials, liabilities arising from these
claims and legal actions, if any, will not be significant.

The Agency has entered into various construction commitments. Such contracts include contracts for additions and
improvements to facilities. Several of these contracts were in progress but not completed as of June 30, 2013. The
total contractual commitments outstanding as of June 30, 2013 aggregated approximately $10,007,987. The Agency
has sufficient funds available to cover these commitments.

Self-Insurance

The Agency’s insurance coverage consists of both self-insured programs and policies maintained with the
ACWA/Joint Powers Insurance Authority (see Note 13),
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NOTE 12 - COMMITMENTS AND CONTINGENT LIABILITIES (Continued)
Mello-Roos Negotiations / Litigation

As discussed in Note 8, the Agency maintains Community Facilities District 90-1, which was financed with Mello-
Roos Bonds. Since the Agency is not directly liable for the CFD 90-1 debt and it is expected all such debt will be
repaid from landowner assessments and not Agency revenues, the CFD 90-1 debt is not included in the Agency’s
financial statements. The Agency acts solely as an agent for the bondholders in collecting and forwarding the
special assessments.

Economic conditions surrounding the Agency’s service area have changed significantly since the issue of the Mello-
Roos Bonds in 1990-91. Appraised property values have declined and residential and commercial construction are
substantially below levels originally projected. These factors have contributed to a condition where the CFD
negotiated an agreement in fiscal year 2001 with the bondholders (three separate bondholders hold 100% of the total
outstanding bonds) to defease $390,000 of the September 1, 2000 and September 1, 2001 outstanding bonds. In
addition, the bondholders agreed to waive principal and interest payments due to them in ‘exchange for the CFD not
to levy a tax on a portion of the parcels until September 1, 2003,

While, as discussed above, the Agency is not directly liable for the Mello-Roos Bonds, the nonpayment of this debt
and the potential foreclosure by the bondholders on the landowners will have a detrimental impact on the CFD
finances. In addition, resolution of this situation could draw the Agency into significant litigation. Any potential
adverse impact on the Ageney’s future financial statements as a result of these conditions cannot be estimated at this
time.

NOTE 13 - JOINT POWERS AGREEMENT (ACWA/JPIA)

The Agency participates in a Joint Powers Agreement (JPA): the Association of California Water Agencies Joint
Powers Insurance Authority (ACWA/JPIA). The relationship between the Agency and the JPA is such that the JPA
is not a component unit of the Agency for financial reporting purposes.

The JPA is governed by a board, consisting of a representative from each district. The JPA Board controls the
operations, including selection of management and approval of operating budgets, independent of any influence by
the member districts beyond their representation on the governing board. The insurance group arranges for and
provides property and liability insurance for its members. The Agency pays a premium commensurate with the
level of coverage requested.

Members of the JPA share surpluses and deficits proportionately to their participation in the JPA.

The JPA is independently accountable for its fiscal matters. The insurance group maintains its own accounting
records. Budgets. are not subject to any approval other than that of the governing board.
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NOTE 13 - JOINT POWERS AGREEMENT (ACWA/JPIA) (Continued)

Below is the condensed financial information of the JPA for the years ended September 30:

The Agency’s share of year-end assets, liabilities or fund equity has not been calculated. Complete separate
financial statements for the ACWA/JPIA may be obtained at 5620 Birdcage Street, Suite 200, Citrus Heights,
California 95610-7632.

ACWA/IPIA
2012 2011 2010 2009 2008
Total Assets $ 188,033,750 $ 126,769.966 § 127,965405 $ 124,067,027 $ 117,864,564

Total Liabilities $ 100670416 $ 79457922 $ 83,963,531 $ 83993363 $ 79,504,265
Net Assets 87,363,334 47,312,044 44,001,874 40,073,664 38,360,299

$ 188,033,750 $ 126,769,966 $ 127965405 § 124,067,027 $ 117,864,564

Total Revenues $ 95,122,401 $ 29596400 $ 29937467 $ 27377336 $ 28445936
Total Expenses 55,071,111 26,286,230 26,009,257 25,663,970 21,611,505

NetIncome $ 40,051,290 $ 3310,170 § 3928210 $ 1,713366 $ 6,834,431

NOTE 14 - ECONOMIC DEPENDENCY

As discussed in Note 11, the Agency has a water supply contract with the State of California Department of Water
Resources. The Agency purchases 100% of its water supplies pursuant to this contract.

NOTE 15 - EXCESS OF EXPENDITURES OVERI APPROPRIATIONS

Excess of expenditures over appropriations as of June 30, 2013 were as follows:

Water Treatment $ 775,169
Distribution and Transmission $ 9,054
Amortization $ 1,698

NOTE 16— SUBSEQUENT EVENTS

The Agency had no reportable subsequent events as of the date of the auditors’ report, which is the date the financial
statements were available to be issued.
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SCHEDULE OF FUNDING PROGRESS
JUNE 30, 2013

The funded status of the plan as of June 30, 2013, the end of the first year of GASB 45 applicability, was as follows:

Projected
Unit Credit UAAL asa
Actuarial Actuarial Actuarial Unfunded Percentage
Valuation Value of Accrued AAL Funded Covered of Covered
Date Assets Liability (UAAL) Ratio Payroil Payroll
Febuary 1,2008 $ - $ 3,246,786 $ 3,246,786 0.00% $ 2,746,420 118.22%
Febuary 1, 2011 § - $ 4421117 $ 4,421,117 000% $ 2,722,344 162.40%

Actuarial valuations of an ongoing plan involve estimates of the value reported amounts and assumptions about the
probability of occurrence of events far into the future. Examples include assumptions about future employment,
mortality, and the healthcare cost trend. Amounts determined regarding the funding status of the plan the Annual
Required Contributions of the Agency are subject to continual revision as actual results are compared with past
expectations and new estimates are made about the future. The schedule of funding progress, as presented, shows
where the actuarial value of the plan assets is increasing or decreasing over time relative to the actuarial accrued
liabilities for benefits. Because the fiscal year ended June 30, 2010 was the year of implementation of GASB No.
45, only two years are presented in the schedule at this time. In future years, required three year trend analysis will
be presented. - '
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ANTELOPE VALLEY-EAST KERN WATER AGENCY
SCHEDULE OF REVENUES AND EXPENSES - PROPRIETARY FUND TYPE
BUDGET AND ACTUAL
FOR THE YEAR ENDED JUNE 30, 2013

OPERATING REVENUES

Water Sales
Irrigation Sales

Total Operating Revenues

OPERATING EXPENSES
Water Purchases
Pumping
Water Treatment

Distribution and Transmission

Customer Accounts
Administration and General
Groundwater Survey
Depreciation

Amortization

Total Operating Expenses

Operating Income (Loss)

NON-OPERATING REVENUES

Tax Revenues
- Net Investment Earnings

Other Revenues
Capacity Charges

Total Non-Operating Revenues 27,874,830

NON-OPERATING EXPENSES

State Water Contract
Interest Expense

Total Non-Operating Expenses 24,817,000

Non-Operating Income {Loss)

Increase (Decrease) in Net Assets

ORIGINAL FINAL 2012-2013 OVERAUNDER)
BUDGET BUDGET ACTUAL BUDGET
$ 19020000 $ 19020000 $ 20178313 $ 1,158,313
4,358,400 4,358,400 6,237,642 1,879,242
23378400 __ 23378400 __ 26,415,955 3,037,555
9,868,000 9,868,000 8,109,842 (1,758,158)
1,594,600 1,594,600 1,099,109 (495,491)
4,597,650 4,597,650 5,372,819 775,169
115,900 115,900 124,954 9,054
3,200 3,200 - (3.:200)
4,931,100 4,931,100 4,718,974 (212,126)
50,000 50,000 1,185 (48.815)
5,000,000 5,000,000 4,887,331 (112,669)
41,300 41,300 42,998 1,698
26,201,750 26201750 __ 24,357,212 (1,844,538)
(2.823350) __ (2,823,350) 2,058,743 4,882,093
24,550,130 24,550,130 24,302,666 (247,464)
3,225,500 3,225,500 784,276 (2,441,224)
99,200 99,200 8,019,606 7,920,406
- - 862,334 862,334
27,874,830 ___ 33,968,882 6,094,052
19,944,000 19,944,000 19,083,117 (860,883)
4,873,000 4,873,000 4,769,287 (103,713)
24.817,000 23,852,404 (964.596)
3,057,830 3,057,830 10,116,478 7,058,648
$§ 234480 $ 234480 $ 12,175,221 § 11,040,741

See independent auditors' report.
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INDEPENDENT AUDITORS’ 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
Antelope Valley-East Kern Water Agency
Palmdale, California

We have audited, in accordance with the auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contdgined in Government Auditing Standards issued by the Comptroller
General of the United States, the financial statements of the business-type activities of Antelope Valley-East Kern
Water Agency (the Agency), as of and for the year ended June 30, 2013, and the related notes to financial
statements, which collectively comprise the Agency’s basic financial statements and have issued our report thereon
dated September 19, 2013.

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,
misstatéments 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 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 from 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 expres$ 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.
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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 Agency’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 Agency’s internal control and compliance. Accordingly, this communication is not suitable for
any other purpose.

%

]
BURKEY COX EVANS & BRADFORD Palmdale, California
Accountancy Corporation September 19, 2013
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