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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
Solano County Water Agency
Vacaville, California

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and each
major fund of Solano County Water Agency (the Agency), as of and for the year ended June 30,
2014, 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

The Agency’s 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; as well as the accounting systems prescribed by the State Controller’s Office
and state regulations governing special districts; 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.

Auditors’ 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 and 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 auditors’
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.



INDEPENDENT AUDITORS’ REPORT
Continued

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities and each major fund of the
Agency, as of June 30, 2014, and the respective changes in financial position thereof for the year
then ended in accordance with accounting principles generally accepted in the United States of
America, as well as accounting systems prescribed by the State Controller’s Office and state
regulations governing special districts.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that
management’s discussion and analysis 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
March 23, 2015 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.

Klt Jepm LLP

March 23, 2015
Redding, California
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MANAGEMENT’S DISCUSSION Solano County Water Agency

AND ANALYSIS
June 30, 2014

The following discussion and analysis of the Solano County Water Agency’s (Agency) financial
performance provides an overview of the Agency’s financial activities for the fiscal year ending
June 30, 2014. This information is presented in conjunction with the audited financial statements.

FINANCIAL HIGHLIGHTS

Fiscal year 2014 had no unexpected financial events that affected the Agency finances. As budgeted,
the Agency expenditures exceeded revenues, thereby decreasing the Agency’s reserves.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

The basic financial statements consist of three parts: Government-wide Financial Statements, Fund
Financial Statements, and Notes to the Financial Statements.

The government-wide financial statements are prepared using the accrual basis of accounting. They
present all the assets and liabilities of the Agency, with the difference reported as net position. All
changes in net position are reported as soon as the underlying event giving rise to the change occurs,
regardless of the timing of related cash flows.

The fund financial statements are prepared using the modified accrual basis of accounting. They
present the assets and liabilities of the Agency that are expected to be generated by or used for near-
term inflows or outflows, with the difference reported as fund balance. Changes in fund balance are
reported if they will have an effect on the near-term cash flow of the Agency.

The notes provide additional information that is essential to the reader for a full understanding of the
data provided in the government-wide and fund financial statements.



MANAGEMENT’S DISCUSSION Solano County Water Agency

AND ANALYSIS
June 30, 2014

NET POSITION

The Statement of Net Position presents the financial position of the Agency on a full accrual
historical cost basis and provides information about the nature and amount of resources and
obligations at year end. It also provides the basis for computing rate of return, evaluating the capital
structure of the Agency, and assessing the liquidity and financial flexibility of the Agency.

The following Table A-1 summarizes the Statement of Net Position for the fiscal years ending
June 30, 2014 and June 30, 2013:

Table A-1
Statement of Net Position

FY 2014 FY 2013
Current and other assets $ 36,812,720 $ 36,633,470
Noncurrent receivables 458,198 535,095
Capital assets 5,784,350 5,748,772
Total Assets 43,055,268 42,917,337
Current liabilities 2,024,620 1,458,775
Noncurrent liabilities 937,306 698,816
Total Liabilities 2,961,926 2,157,591
Investment in capital assets 5,784,350 5,748,772
Restricted 14,708,627 16,125,338
Unrestricted 19,600,365 18,885,636
Total Net Position $ 40,093,342 $ 40,759,746

This table summarizes the net position of the Agency and reflects the net position decrease of
$666,404 to $40.1 million in fiscal year 2014 from $40.8 million in fiscal year 2013. Net position
invested in capital assets increased $35,578, reflecting the net of assets additions and depreciation on
capital assets. Approximately 14% of the Agency’s net position reflects its investment in capital
assets (e.g., land, building, machinery, and equipment). The Agency uses these capital assets to
provide services to the Agency; consequently, these assets are not available for future spending. The
decrease in Restricted Net Position of $1.4 million mainly consists of the State Water Project
expenses exceeding revenues, but includes an offset from the increases in the Green Valley and Ulatis
funds. The reserves in these three funds are restricted because they are obligated to be spent within
their respective funds. The Unrestricted Net Position is a resource that can be used for transactions
relating to the general operations of the Agency and increased by $714,729 primarily due to the
revenues exceeding the expenditures for the Solano Project.
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AND ANALYSIS
June 30, 2014

Solano County Water Agency

CHANGES IN NET POSITION

The Statement of Net Position is a snapshot that shows assets, liabilities, and net position at a specific
point in time. The Statements of Activities provides information on the nature and source of these
assets represented on the Statement of Net Position. This statement shows that expenditures exceeded
revenues by $666,404 for fiscal year 2014.

The following Table A-2 summarizes the Statement of Activities for the fiscal years ending
June 30, 2014 and June 30, 2013:

Table A-2
Statement of Activities
FY 2014 FY 2013
Revenues
Program Revenues

Charges for services 2,856,623 2,276,588

Operating grants and contributions 1,379,384 1,418,063
General Revenues

Property taxes 16,905,773 16,752,464

Investment earnings 31,336 59,423
Total Revenues 21,173,116 20,506,538
EXxpenses
Solano Project 7,947,771 6,878,631
State Water Project 13,316,883 12,948,693
Ulatis Flood Control 526,128 475,218
Green Valley Flood Control 48,738 75,645
Total Expenses 21,839,520 20,378,187
Change in Net Position (666,404) 128,351
Net Position, Beginning of Year 40,759,746 40,631,395
Net Position, End of Year $ 40,093,342 $ 40,759,746

Ending net position totaled $40.1 million at June 30, 2014, or a decrease in net position of $666,404
or 1.6% from June 30, 2013. Total revenues increased by $666,578 or 3.2% during the fiscal year
2014 compared to 2013, totaling $21.2 million. Property tax revenues increased in fiscal year 2014
compared to 2013 by $153,309 or 1%. Charges for Services increased by $580,035, due to increased
State Water Project Kern County Water Agency transfer charges form changing the billing period.
Grant revenues decreased by $38,679 or 2.7% from June 30, 2013. Total Expenditures increased by
$1,461,333 or 7% to $22 million in 2014. The Solano Project expenses increased by $980,256, due
to increased grant activity for Lower Putah Creek Coordinating Committee grants and the
construction of the Mangles Bypass on the Putah South Canal. The expenses in State Water Project
increased due to higher water purchase costs and costs.
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CAPITAL ASSETS

The Agency’s capital assets, net of accumulated depreciation, consist mainly of ground monitoring
wells and improvements (such as the Cement Hill Bypass) and other capital projects. The Agency
continues to add new water monitoring equipment and field equipment as part of its water supply and
flood control operations. The increase in capital assets is principally an excavator, an office vehicle
and an ATV.

Table A-3
Capital Assets
FY 2014 FY 2013
Cement Hill Bypass land (not being depreciated) $ 148,898  $ 148,898
Buildings 1,661,323 1,661,323
Cement Hill Bypass land improvements 2,535,494 2,535,494
Water monitoring equipment 2,101,442 2,090,594
Machinery and field equipment 1,155,301 819,017
Furniture, fixtures, and office equipment 373,152 347,684
Subtotal 7,975,610 7,603,010
Less accumulated depreciation 2,191,260 1,854,238

$ 5784350 $ 5,748,772

Additional information about the capital assets can be found in Note 5 to the financial statements.
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FINANCIAL ANALYSIS OF AGENCY FUNDS

The following Table A-4 summarizes the Changes in Fund Balance for the Governmental Funds:

Table A-4
Changes In Fund Balance — Governmental Funds
Green
Valley
Solano State Water Ulatis Flood Flood
Project Project Control Control Total
Revenues:
Property taxes $ 6,890,008 $ 8965473 $ 956,203 $ 94,089  $16,905,773
Charges for services 307,387 2,111,193 - - 2,418,580
Investment earnings 18,454 8,659 4,223 - 31,336
Grant revenues 1,030,934 348,450 - - 1,379,384
Other income 345,865 4,814 4,565 - 355,244
Total Revenues 8,592,648 11,438,589 964,991 94,089 21,090,317
Expenditures:
Water purchase 137,431 11,224,138 - - 11,361,569
Operations and maintenance 3,740,436 12,794 438,050 42,776 4,234,056
Administration and general 1,810,582 909,266 41,816 5,962 2,767,626
Conservation and flood control 950,829 272,686 - - 1,223,515
Engineering 806,087 887,962 - - 1,694,049
Capital outlay 94,513 - 278,087 - 372,600
Total Expenses 7,539,878 13,306,846 757,953 48,738 21,653,415
Excess (deficiency) of Revenues
Over (under) Expenditures 1,052,770 (1,868,257) 207,038 45,351 (563,098)
Fund Balance, Beginning of Year 19,700,634 12,186,954 3,968,488 (52,735) 35,803,341
Fund Balance, End of Year $20,753,404 $10,318,697 $ 4,175526 $ (7,384)  $35,240,243

Solano Project - As of June 30, 2014, the Solano Project reported an ending fund balance of
$20.7 million, an increase of $1.0 million from 2013 due to the deferral of capital and maintenance
projects at the Putah Diversion Dam.

State Water Project - As of June 30, 2014, the State Water Project reported ending fund balance of
$10.3 million, a decrease from 2013 of $1.9 million. This decrease is due to increased water purchase
costs and the costs associated with the NBA Alternate Intake Project.

Ulatis Flood Control Zone 1 - As of June 30, 2014, the Ulatis Flood Control reported an ending
fund balance of $4.2 million, an increase of $207,038 from 2013. The property tax revenues continue
to exceed expenses for this fund.

Green Valley Flood Control Zone 2 - As of June 30, 2014, the Green Valley Flood Control reported
an ending fund balance of ($7,384), an increase of $45,351 from 2013. The property tax revenues
continue to exceed expenses for this fund.
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ECONOMIC FACTORS AND RATES

During 2003, the Agency developed a Capital Project Funding Plan that looks at capital project needs
for a five-year horizon. There are a few major projects that have uncertainties regarding if and when
they will be funded and at what level. The Capital Project Funding Plan is helpful in budgeting
capital projects.

Water rates charged by the Agency to cities, districts, and agencies are fixed by contract and do not
change in relationship to the Agency’s expenditures or revenues. Capital costs for the Solano Project
has been paid off; therefore, Solano County Water Agency does not make payments to the United
States Bureau of Reclamation for Solano Project water and, therefore, does not charge for Solano
Project water supply for most of its contracting agencies.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the finances for the Solano County
Water Agency. Questions concerning any information provided in this report or requests for
additional financial information should be addressed to the General Manager, 810 Vaca Valley
Parkway, Suite 203, Vacaville, CA 95688.
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STATEMENT OF NET POSITION

June 30, 2014

Solano County Water Agency

ASSETS

CURRENT ASSETS
Cash and cash equivalents
Receivables

Interest receivable

Note receivable - current
Other current assets

Total Current Assets

NONCURRENT ASSETS
Nondepreciable capital assets
Depreciable capital assets - net
Note receivable - noncurrent

Total Noncurrent Assets
Total Assets

LIABILITIES

CURRENT LIABILITIES
Accounts payable

Compensated absences - current
Unearned revenues

Total Current Liabilities

NONCURRENT LIABILITIES
Other postemployment benefits obligation
Compensated absences - honcurrent

Total Noncurrent Liabilities
Total Liabilities

NET POSITION

Investment in capital assets
Restricted
Unrestricted

Total Net Position
Total Liabilities and Net Position

$ 34,267,584
2,046,850
4,161

80,672

413,453

36,812,720

148,898
5,635,452
458,198

6,242,548

$ 43,055,268

$ 1,451,439
76,744
496,437

2,024,620

790,013
147,293

937,306

2,961,926

5,784,350
14,708,627
19,600,365

40,093,342

$ 43,055,268

The accompanying notes are an integral part of these financial statements.
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STATEMENT OF ACTIVITIES

Solano County Water Agency

Program Revenues  Net (Expense)
Operating Revenue and
Charges for Grants and Changes in
Year Ended June 30, 2014 Expenses Services  Contributions Net Position
PRIMARY GOVERNMENT
Governmental activities:
Solano Project $ 7947771 $ 736,051 $ 1,030,934 $ (6,180,786)
State Water Project 13,316,883 2,116,007 348,450 (10,852,426)
Ulatis Flood Control 526,128 4,565 - (521,563)
Green Valley Flood Control 48,738 - - (48,738)
Total Primary Government $ 21839520 $ 2,856,623 $ 1,379,384 (17,603,513)
GENERAL REVENUES
Property taxes 16,905,773
Investment earnings 31,336
Total General Revenues 16,937,109
Change in Net Position (666,404)
Net Position - Beginning of Year 40,759,746
Net Position - End of Year $ 40,093,342

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

12



BALANCE SHEET - GOVERNMENTAL FUNDS

Solano County Water Agency

Solano State Water Ulatis Flood Green Valley
June 30, 2014 Project Project Control  Flood Control Total
ASSETS
Cash and cash equivalents $ 19,691,462 $10,118,615 $ 4,234,301 $ 223,206 $ 34,267,584
Receivables 1,655,557 389,606 1,687 - 2,046,850
Interest receivable 2,497 1,165 499 - 4161
Note receivable 538,870 - - - 538,870
Due from other funds 200,000 - - - 200,000
Other assets 15,465 397,988 - - 413,453
Total Assets $ 22,103,851 $ 10,907,374 $ 4,236,487 $ 223,206 $ 37,470,918
LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts payable $ 1,201,199 $ 158,689 $ 60,961 $ 30,590 1,451,439
Unearned revenues 149,248 429,988 - - 579,236
Due to other funds - - - 200,000 200,000
Total Liabilities 1,350,447 588,677 60,961 230,590 2,230,675
FUND BALANCES
Nonspendable:

Note receivable 538,870 - - - 538,870
Committed 15,407,055 - - - 15,407,055
Restricted:

State Water Project - 10,318,697 - - 10,318,697

Ulatis Flood Control - - 4,175,526 - 4,175,526
Unassigned 4,807,479 - - (7,384) 4,800,095
Total Fund Balances 20,753,404 10,318,697 4,175,526 (7,384) 35,240,243
Total Liabilities and Fund Balances $ 22,103,851 $10,907,374 $ 4,236,487 3 223,206 $ 37,470,918

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

13



RECONCILIATION OF FUND BALANCES Solano County Water Agency
TO NET POSITION

June 30, 2014

Total Fund Balances - Governmental Funds $ 35,240,243

Amounts reported for assets and liabilities for governmental
activities in the statement of net position are different from
amounts reported in governmental funds because:

Capital assets: In governmental funds, only current assets
are reported. In the statement of net position, all assets are
reported, including capital assets and accumulated depreciation.

Nondepreciable capital assets 148,898
Capital assets at historical cost $ 7,826,712
Accumulated depreciation (2,191,260) 5,635,452

Deferred recognition of earned but unavailable revenue: In

governmental funds, revenue is recognized only to the extent

that it is "available," meaning it will be collected soon enough

after the end of the period to finance expenditures of that period.

In the government-wide statements, revenue is recognized when

earned, regardless of availability. The amount of unavailable

revenue that was recognized in the government-wide statements

in the current year is: 82,799

Long-term liabilities: In governmental funds, only current
liabilities are reported. In the statement of net position, all
liabilities, including long-term liabilities, are reported.
Long-term liabilities relating to governmental activities

consist of:
Compensated absences (224,037)
Other postemployment benefits obligation (790,013)
Total Net Position - Governmental Activities $ 40,093,342

The accompanying notes are an integral part of these financial statements.
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STATEMENT OF REVENUES, EXPENDITURES,

AND CHANGES IN FUND BALANCES -
GOVERNMENTAL FUNDS

Solano County Water Agency

Solano State Water Ulatis Flood Green Valley
Year Ended June 30, 2014 Project Project Control  Flood Control Total
REVENUES
Property taxes 6,890,008 $ 8,965473 $ 956,203 $ 94,089 $ 16,905,773
Charges for services 307,387 2,111,193 - - 2,418,580
Investment earnings 18,454 8,659 4,223 - 31,336
Intergovernmental revenues 1,030,934 348,450 - - 1,379,384
Other income 345,865 4,814 4,565 - 355,244
Total Revenues 8,592,648 11,438,589 964,991 94,089 21,090,317
EXPENDITURES
Current:
Water purchases 137,431 11,224,138 - - 11,361,569
Operations and maintenance 3,740,436 12,794 438,050 42,776 4,234,056
Administration and general 1,810,582 909,266 41,816 5,962 2,767,626
Conservation and flood control 950,829 272,686 - - 1,223,515
Engineering 806,087 887,962 - - 1,694,049
Capital outlay 94,513 - 278,087 - 372,600
Total Expenditures 7,539,878 13,306,846 757,953 48,738 21,653,415
Net Change in Fund Balances 1,052,770 (1,868,257) 207,038 45,351 (563,098)
Fund Balances - Beginning of Year 19,700,634 12,186,954 3,968,488 (52,735) 35,803,341
Fund Balances - End of Year $ 20,753,404  $10,318697 $ 4175526 $ (7,384) $ 35,240,243

The accompanying notes are an integral part of these financial statements.
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RECONCILIATION OF CHANGES Solano County Water Agency

IN FUND BALANCES TO
CHANGE IN NET POSITION

June 30, 2014

Total Net Change in Fund Balances — Governmental Funds

Amounts reported for governmental activities in the statement of
activities are different from amounts reported in governmental
funds because:

Capital outlay: In governmental funds, the costs of capital
assets are reported as expenditures in the period when the
assets are acquired. In the statement of activities, costs of
capital assets are allocated over their estimated useful
lives as depreciation expense. The difference between
capital outlay expenditures and depreciation expense for

the period is:
Expenditures for capital outlay $ 372,600
Depreciation expense (337,022)

Deferred recognition of earned but unavailable revenue: In
governmental funds, revenue is recognized only to the extent
that it is "available," meaning it will be collected soon enough
after the end of the period to finance expenditures of that period.
In the government-wide statements, revenue is recognized when
earned, regardless of availability. The amount of unavailable
revenue that was recognized in the government-wide statements
in prior years is:

Compensated absences: In governmental funds, compensated
absences are measured by the amounts paid during the period.
In the statement of activities, compensated absences are
measured by the amounts earned. The difference between
compensated absences paid and compensated absences
earned was:

Other postemployment benefits obligation: In the governmental
funds, expenses related to postemployment benefits are
recognized when paid. In the statement of activities,
postemployment benefits are accrued annually based on the
annual required contribution.

Change in Net Position of Governmental Activities

(563,098)

35,578

82,799

(62,683)

(159,000)

(666,404)

The accompanying notes are an integral part of these financial statements.
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NOTES TO THE FINANCIAL STATEMENTS Solano County Water Agency
June 30, 2014

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity The Solano County Water Agency (the Agency) was created in 1951 by an
act of the California Legislature as the “Solano County Flood Control and Water Conservation
District.” In 1988, the legislative act was changed to modify the governing board and the name
was changed to Solano County Water Agency in 1989. The governing board is made up of five
members of the Solano County Board of Supervisors, the mayors from the seven cities in the
county and three representatives from three agricultural irrigation districts. The Agency
provides wholesale water services to cities, districts, and state agencies and leads efforts to
protect rights to existing sources of water and participates in efforts to secure new sources of
water. The Agency is also responsible for the operations and maintenance of two flood control
projects and is involved in countywide flood control planning. As required by accounting
principles generally accepted in the United States of America, these financial statements
present the Agency alone as the Agency has no component units, related organizations, or
jointly governed organizations.

Basic Financial Statements The basic financial statements of the Agency have been prepared
in conformity with the generally accepted accounting principles (GAAP) as applied to
governmental units. The Governmental Accounting Standards Board (GASB) is the accepted
standards setting body for establishing governmental accounting and financial reporting
principles. The more significant of the Agency’s accounting principles are described below.

The financial statement presentation required by Governmental Accounting Standards Board
(GASB) Statement Nos. 34, 37, 38, and 39 provides a comprehensive, entity-wide perspective
of the Agency’s overall financial position and results of operations while maintaining the
presentation of the financial position and results of operations of the Agency’s major funds.

Government-Wide and Fund Financial Statements The government-wide financial
statements (i.e., the statement of net position and the statement of activities) report information
on all of the activities of the Agency. Governmental activities, which normally are supported
by taxes and intergovernmental revenues, are reported separately from business-type activities,
which rely to a significant extent on fees and charges for services. All activities of the Agency
are governmental activities.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment is offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include: (1) charges to
customers or applicants who purchase, use, or directly benefit from goods, services, or
privileges provided by a given function or segment; and (2) grants and contributions that are
restricted to meeting the operational or capital requirements of a particular function or segment.
Taxes and other items properly not included among program revenues are reported instead as
general revenues.

The accounts of the Agency are organized on the basis of funds. A fund is a separate
accounting entity with a self-balancing set of accounts. Each fund was established for the
purpose of accounting for specific activities in accordance with applicable regulations,
restrictions, or limitations. Governmental resources are allocated to and accounted for in
individual funds based upon the purposes for which they are to be spent and the means by
which spending activities are controlled. The Agency’s funds, all of which are considered to be
major governmental funds, are reported as separate columns in the fund financial statements.

17



NOTES TO THE FINANCIAL STATEMENTS Solano County Water Agency
June 30, 2014

Measurement Focus and Basis of Accounting The government-wide financial statements are
reported using the economic resources measurement focus and the accrual basis of accounting.
Revenues are recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Property taxes are recognized as revenues in the
year for which they are levied. Grants and similar items are recognized as revenue as soon as
all eligibility requirements have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered to be available when
they are collectible within the current period or soon enough thereafter to pay liabilities of the
current period. For this purpose, the Agency considers water sales, property taxes, and other
general revenues to be available if they are collected within 90 days after year end. Grant
revenues are recognized when all the applicable eligibility requirements have been met and the
resources are available. All other revenue items are recognized only when cash is received by
the Agency because they are not measurable until that time. Expenditures generally are
recorded when a liability is incurred, as under accrual accounting.

The Agency maintains the following funds, all of which are considered to be major funds:
General Fund:

Solano Project: This fund accounts for the Agency’s water supply contract with
the U.S. Bureau of Reclamation for the water supply provided by contract cities,
districts, and state agencies. Property tax revenues are used to pay for operations,
maintenance, rehabilitation, and betterment. Operations and maintenance are
performed by contract with the Solano Irrigation District. Included in this fund are
costs associated with a Watermaster to monitor water use in the Upper Putah Creek
Watershed and development of a Habitat Conservation Plan. Other functions
include the flood control program and water conservation program.

Special Revenue Funds:

State Water Project: This fund accounts for the Agency’s water supply contract
with the California Department of Water Resources for the repayment of
construction, operations, and maintenance costs of the North Bay Aqueduct, and
the contracts with member agencies for the purchase of this water.

Ulatis Flood Control: This fund accounts for the costs of operating and
maintaining the Ulatis Flood Control Facilities, which were built by the Federal
Soil Conservation Service. The Agency contracts with the Solano County
Resource Management Department for the maintenance of this project.

Green Valley Flood Control: This fund accounts for the costs of operating and
maintaining the Green Valley Flood Control Facilities, which were built by the
U.S. Army Corps of Engineers. The Agency contracts with the Solano County
Resource Management Department for the maintenance of this project.

Generally, interfund activity has been eliminated from these statements.

18



NOTES TO THE FINANCIAL STATEMENTS Solano County Water Agency
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Cash and Cash Equivalents Cash and cash equivalents are defined as demand deposit account
balances, pooled investments in the State of California Local Agency Investment Fund (LAIF),
and money market funds with California Asset Management Program (CAMP).

Receivables Losses on uncollectible accounts receivable are recognized when such losses
become known or indicated. No allowance for losses has been reflected at June 30, 2014, as
management believes all accounts are fully collectible.

Capital Assets All capital assets are valued at historical cost. Provision is made for
depreciation using the straight-line method over the estimated useful lives of the assets, which
range from five to forty years. It is the Agency’s policy to capitalize all capital assets with an
initial cost of more than $5,000. The costs of normal maintenance and repairs that do not add
to the value of the asset or materially extend asset lives are not capitalized. Costs of assets sold
or retired (and the related amounts of accumulated depreciation) are eliminated from the
accounts in the year of sale or retirement and the resulting gain or loss is included in the
statement of activities.

Depreciation has been provided over estimated useful lives using the straight-line method over
the following estimated useful lives:

Buildings 40 years
Land improvements 25 to 30 years
Water monitoring equipment 5 to 10 years
Machinery and field equipment 5 to 15 years
Furniture, fixtures, and office equipment 5 to 10 years

Unearned Revenues Unearned revenues arise when potential revenue does not meet both the
“measurable” and “available” criteria for recognition in the current period. Unearned revenue
also arise when resources are received by the Agency before it has a legal claim to them, as
when grant monies are received prior to the incurrence of qualifying expenditures. In
subsequent periods, when both revenue recognition criteria are met, or when the Agency has a
legal claim to the resources, the liability for unearned revenue is removed from the balance
sheet and revenue is recognized.

Compensated Absences The Agency’s policy allows employees to accumulate earned but
unused vacation and administrative leave which will be paid to employees upon separation of
service from the Agency. The policy also allows employees to receive payment for one-half of
their accumulated sick leave upon retirement. Vested or accumulated vacation and sick leave
are accrued in the government-wide statements as the benefits accrue to employees. However,
a liability for these amounts is reported in the governmental funds only if they have matured,
for example, as a result of employee resignations or retirements.
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Net Position  Net position represents the difference between assets and liabilities. The
Agency’s net position is classified as follows:

Investment in Capital Assets: This represents the Agency’s total investment in capital
assets, net of outstanding debt obligations related to those capital assets. To the extent
debt has been incurred but not yet expended for capital assets, such amounts are not
included as a component of net investment in capital assets.

Restricted Net Position: Restricted expendable net position represents resources which
are legally or contractually obligated to be spent in accordance with restrictions
imposed by external third parties.

Unrestricted Net Position: Unrestricted net position represents resources derived from
taxes, grants, and charges for services. These resources are used for transactions
relating to the general operations of the Agency, and may be used at the discretion of
the Board to meet current expenses for any purpose.

When an expense is incurred that can be paid using either restricted or unrestricted resources,
the Agency’s policy is to first apply the expense toward restricted resources, and then towards
unrestricted resources.

Fund balance of the governmental fund is reported in various categories based upon the nature
of the spending constraints of the revenue sources of this fund. The following classifications
describe the relative strength of the spending constraints:

Nonspendable Fund Balance: Amounts that cannot be spent either because they are
not in a spendable form or because they are legally or contractually required to be
maintained intact.

Restricted Fund Balance: Amounts that can be spent only for specific purposes
because of state or federal laws or externally imposed conditions by grantors or
creditors.

Committed Fund Balance: Amounts that can be used only for specific purposes
determined by a formal action by the Board of Directors.

Assigned Fund Balance: Amounts that are designated by management for a specific
purpose.

Unassigned Fund Balance: All amounts not included in other spendable classifications.

The details of the fund balances are included in the governmental funds balance sheet
(page 13). As discussed in note 1, restricted funds are used first as appropriate.
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Property Taxes Property taxes are assessed and collected by Solano County (the County). The
County remits the property taxes to the Agency when the taxes are collected and the allocation
has been determined. Property taxes attach as an enforceable lien on property as of January 1.
Taxes are levied on October 1, are payable in two instaliments, and become delinquent if not
paid by December 10 and April 10. The Agency has elected to receive the property taxes from
the County under the Teeter program. Under this program, the Agency receives 100% of the
levied property taxes in periodic payments with the County assuming responsibility for
delinquencies.

Budgetary Principles Under GASB Statement No. 34, budgetary comparison information is
required to be presented for the General Fund and each major special revenue fund with a
legally adopted budget. The Agency is not legally required to adopt budgets for its funds.
Therefore, budget comparison information is not included in the Agency’s financial statements.

Use of Estimates The preparation of financial statements in conformity with generally
accepted accounting principles requires management to make estimates and assumptions that
affect certain reported amounts and disclosures. Actual results could differ from those
estimates.

2.  CASH AND CASH EQUIVALENTS

Cash and Cash Equivalents

The following is a summary of cash and cash equivalents at June 30, 2014:

Deposits with financial institutions $ 3,616,828
Investments in Local Agency Investment Fund (LAIF) 7,544,126
Investments in California Asset Management Program (CAMP) 23,106,630
Total Cash and Investments $ 34,267,584

Investment Policy

California statutes authorize agencies to invest idle or surplus funds in a variety of credit
instruments as provided for in the California Government Code, Section 53600,
Chapter 4 — Financial Affairs. The Agency is authorized, by its Board of Directors, to invest its
cash in the State of California’s Local Agency Investment Fund (LAIF), California Asset
Management Program (CAMP), the Solano County Investment Pool, or Federal Depository
Insurance Corporation (FDIC) insured accounts in a bank or savings and loan association. The
Agency’s investment policy does not contain any specific provisions intended to limit the
Agency’s exposure to interest rate risk, credit risk, concentration of credit risk, or custodial
credit risk.
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Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates that will adversely affect the
fair value of an investment. Generally, the longer the maturity of an investment, the greater the
sensitivity its fair value is to changes in market interest rates. The weighted average maturity
of the investments contained in the LAIF investment pool is approximately 284 days as of
June 30, 2014. The weighted average maturity of the investments contained in the CAMP
investment pool is approximately 58 days as of December 31, 2013. As of June 30, 2014,
1.86% of LAIF’s investment portfolio was invested in structured notes and other asset-backed
securities.

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. LAIF does not have a rating provided by a nationally
recognized statistical rating organization. CAMP is rated as AAAm by Standard & Poor’s.

Concentration of Credit Risk

The investment policy of the Agency contains no limitations on the amount that can be invested
in any one issuer beyond that stipulated by the California Government Code. There are no
investments in any one issuer that represent 5% or more of total Agency investments.

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository
financial institution, a government will not be able to recover its deposits or will not be able to
recover collateral securities that are in the possession of an outside party. The California
Government Code requires that a financial institution secure deposits made by state or local
governmental units by pledging securities in an undivided collateral pool held by a depository
regulated under state law (unless so waived by the governmental unit). The market value of the
pledged securities in the collateral pool must equal at least 110% of the total amount deposited
by the public agencies. California law also allows financial institutions to secure public agency
deposits by pledging first trust deed mortgage notes having a value of 150% of the secured
public deposits. At June 30, 2014, the Agency had cash balances in excess of insurance of
$3,636,715. None of the Agency’s deposits with institutions in excess of federal deposit
insurance limits were held in uncollateralized accounts.

Investment in Local Agency Investment Fund (LAIF)

The Agency is a voluntary participant in the State Treasurer’s Pooled Money Investment
Account (PMIA), through LAIF, that was created by statute in 1977. The PMIA has regulatory
oversight from the Pooled Money Investment Board and an in-house Investment Committee.
The Local Agency Investment Advisory Board has oversight of LAIF. The fair value of the
Agency’s position in the pool is materially equivalent to the value of pool shares. LAIF is an
unrated external investment pool.
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In accordance with authorized investment laws, the State Treasurer’s Investment Pool (LAIF)
invests in various structured notes and mortgage-backed securities, such as collateralized
mortgage obligations. Copies of a report of LAIF’s investments may be obtained from the
State Treasurer’s Office, Local Agency Investment Fund, P.O. Box 942809, Sacramento, CA
94209-0001.

Investment in California Asset Management Program (CAMP)

The Agency is a voluntary participant in CAMP that was formed in 1989 as a joint powers
authority and common law trust. The trust is only accountable to its public agency
shareholders. CAMP is invested in such a way as to maintain a $1 per share net asset value.
Copies of their financial report may be obtained by contacting CAMP at 50 California Street,
Suite 2300, San Francisco, CA 94111.

3. RECEIVABLES

Receivables at June 30, 2014, consisted of:

Water sales receivable $ 523,255
Grants receivable 1,523,595
Total $ 2,046,850

4. NOTE RECEIVABLE

In fiscal year 2010-11, the Agency constructed a building on land owned by the federal
government. The constructed building is owned by the United States Bureau of Reclamation
and not the Agency. The Agency shares the use of such building with the Vacaville Fire
Department District (the District). The Agency paid all of the construction costs up front;
however, the District is repaying the Agency for their portion of the costs through a note
receivable. The note is being repaid over a 10-year period with interest at 4%.
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5. CAPITAL ASSETS

Capital asset activity is as follows:

Solano County Water Agency

Balance Balance

July 1, 2013 Additions Deductions June 30, 2014
NONDEPRECIATED CAPITAL ASSETS
Land $ 148,898 $ - $ - $ 148,898
DEPRECIATED CAPITAL ASSETS
Land improvements 2,535,494 - - 2,535,494
Buildings 1,661,323 - - 1,661,323
Water monitoring equipment 2,090,594 10,848 - 2,101,442
Machinery and field equipment 819,017 336,284 - 1,155,301
Furniture, fixtures, and office equipment 347,684 25,468 - 373,152
Total Depreciated Capital Assets 7,454,112 372,600 - 7,826,712
Less: Accumulated depreciation 1,854,238 337,022 - 2,191,260
Depreciable Capital Assets - Net 5,599,874 35,578 - 5,635,452
Capital Assets - Net $ 5,748,772 $ 35,578 $ - $ 5,784,350

Depreciation expense for the year ended June 30, 2014, was charged to functions as follows:

GOVERNMENTAL ACTIVITIES
Solano Project

State Water Project

Ulatis Flood Control Project

Total

$ 280,723
10,037
46,262

$ 337,022

6. NONCURRENT LIABILITIES

The following is a summary of changes in noncurrent liabilities for the year ended

June 30, 2014:

Amounts

Balance Balance  Due Within

July 1, 2013 Additions  Deductions June 30, 2014 One Year

Compensated absences $ 161,354 $ 135329 $ 72646 $ 224037 $ 76,744
Other postemployment benefits obligation $ 631,013 $ 159,000 $ - $ 790,013 % -
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7.

INTERFUND BALANCES

Interfund balances consisted of the following at June 30, 2014:

Receivable Payable
Solano Project $ 200,000 $ -
Green Valley Flood Control - 200,000
Total $ 200,000 $ 200,000

During the course of operations, numerous transactions that constitute reimbursements to a
fund for expenditures/expenses initially made from one fund that are properly applicable to
another fund, are recorded as expenditures/expenses in the reimbursing fund and as reductions
of expenditures/expenses in the fund that is reimbursed.

ADMINISTRATION AND GENERAL EXPENDITURES

The following is a summary of administration and general expenditures of the fund financial
statements by natural classification at June 30, 2014:

Salaries and benefits $ 1,864,238
Professional services 343,574
Dues and memberships 132,279
Public education 114,531
Property tax administration fee 111,837
Governmental advocacy 60,288
Office equipment 64,708
Office expense 56,342
Telephone 19,922
Insurance 48,209
Watermaster services 28,684
Fuel 22,233
Board expense 27,817
Talent decision monitoring 17,152
Miscellaneous 30,039
Overhead reallocation (174,227)
Total $ 2,767,626
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10.

EARMARKED NET POSITION

Earmarkings of net position are imposed by the Board of Directors to reflect future spending
plans or concerns about the availability of future resources. Earmarkings may be modified,
amended, or removed by Board action. At June 30, 2014, earmarkings included:

Solano Project operating reserve $ 2,873,000
Solano Project rehabilitation and betterment reserve 2,000,000
Solano Project future replacement capital reserve 10,534,055
State Water Project operating reserve 5,473,000
State Water Project future capital reserve 2,424,463
Ulatis Flood Control Project operating reserve 235,000
Ulatis Flood Control Project capital reserve 3,664,002
Green Valley Flood Control Project operating reserve -
Other flood control capital projects 200,000
Other capital projects and emergency reserves 1,000,000
Total $ 28,403,520

EMPLOYEE BENEFIT PLANS

Defined Benefit Plans

Qualified employees are covered under a cost-sharing, multiple-employer defined benefit
pension plan maintained by the California Public Employees’ Retirement System.

California Public Employees’ Retirement System (CalPERS)
Plan Description and Provisions

The Agency contributes to CalPERS, a cost sharing, multiple-employer public employee
defined benefit pension plan. CalPERS provides retirement and disability benefits, annual cost-
of-living adjustments, and death benefits to plan members and beneficiaries. CalPERS acts as a
common investment and administrative agent for participating public employers within the
State of California. All permanent full and part-time Agency employees working at least 1,000
hours per year are eligible to participate in CalPERS. Under CalPERS, benefits vest after five
years of service. Upon retirement, participants are entitled to an annual retirement benefit,
payable for life, in an amount equal to a benefit factor times their monthly average salary over
the 12 highest consecutive months of employment.

CalPERS requires plans with less than 100 active participants to participate in risk pools. The

Agency participates in the Miscellaneous 2.0% at 55 risk pool. Copies of the CalPERS annual
financial report may be obtained from CalPERS, 400 Q Street, Sacramento, CA 95811.
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Funding Policy

Active plan members are required to contribute 7% of their annual covered salary. The Agency
makes the contributions required of the Agency employees on their behalf and for their
account. Also, the Agency is required to contribute an actuarially determined rate. The
actuarial methods and assumptions used for determining the rate are those adopted by the
CalPERS Board Administration. The required employer contribution rate for the fiscal year
ended June 30, 2014, was 12.846% of annual payroll. The contribution requirements of plan
members and the Agency are established and may be amended by CalPERS.

Annual Pension Cost

For the year ended June 30, 2014, the Agency incurred an annual pension cost of $154,180,
which is a product of annual covered salaries and the annual required contribution rate.

Annual Percentage Net
Pension of APC Pension
Three-Year Trend Information for CalPERS ~ Cost (APC) Contributed Obligation
June 30, 2012 $ 134,805 100% $ -
June 30, 2013 $ 139,809 100% $ -
June 30, 2014 $ 154,180 100% $ -

Future GASB Implementation

In June 2012, GASB issued Statement No. 68, Accounting and Financial Reporting for
Pensions - An Amendment of GASB Statement No. 27. The statement will improve accounting
and financial reporting by State and local governments for defined benefit pensions and defined
contribution plans. The statement will also improve information provided by State and local
government employers about financial support for pensions that are provided by other entities.
The Agency’s management has not yet determined the impact that implementation of these
standards, which is required for the financial statements for the year ending June 30. 2015, will
have on the Agency’s financial statements, if any.

11. RISK MANAGEMENT

The Agency participates in the Association of California Water Agencies Joint Powers
Insurance Authority (ACWA/JPIA), a public entity risk pool of water agencies in California,
for general, automobile, public officials’ errors and omissions, property, fidelity, workers’
compensation liability, and employers’ liability. ACWA/JPIA provides insurance through the
pool up to a certain level, beyond which group-purchased commercial excess insurance is
obtained. Loss contingency reserves established by the JPIA are funded by contributions from
member agencies. The Agency pays an annual premium to the JPIA that includes its pro-rata
share of excess insurance premiums, charges for pooled risk, claims adjusting and legal costs,
and administrative and other costs to operate the JPIA.
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12.

The Agency’s maximum coverage under the JPIA is as follows:
Pool Commercial
Coverage Coverage

General and auto liability $ 2,000,000 $ 60,000,000

Public officials and omissions liability $ 2,000,000 $ 60,000,000

Property $ 50,000 $ 100,000,000

Fidelity $ 100,000 None

Workers' compensation liability $ 2,000,000 Statutory
$

Employers' liability 2,000,000 $ 4,000,000

The Agency is responsible for property losses up to their deductible, which ranges from $1,000
to $25,000, depending on coverage.

Settled claims resulting from these risks have not exceeded commercial insurance coverage in
any recent fiscal year. There has been no significant reduction in coverage over the last three
years.

OTHER POSTEMPLOYMENT BENEFITS PLAN (OPEB)

The Agency provides postemployment healthcare benefits for retired employees in accordance
with their published employee handbook.

Plan Description

The Solano County Water Agency Retirement Health Plan (the Plan) is a single-employer
defined benefit healthcare plan administered by the Agency. The Agency provides certain
medical insurance coverage to all employees who retire from the Agency and meet the age and
service requirement for eligibility. The Agency pays 100% of the eligible retirees’ medical
plan premiums up to $12,500 per year. As of June 30, 2014, membership of the Plan consists
of one retiree currently receiving benefits and 14 eligible active plan members. The Plan does
not issue a publicly available report.

Funding Policy

The contribution requirements of plan members and the Agency are based on a pay-as-you-go
basis. For the year ended June 30, 2014, the Agency paid $12,000 on behalf of its retirees.

Annual OPEB Costs and Net OPEB Obligation

The Agency’s annual OPEB cost (expense) is calculated based on the annual required
contribution of the employer (ARC), an amount actuarially determined in accordance with
GASB Statement No. 45. The ARC represents a level of funding that, if paid on an ongoing
basis, is projected to cover normal costs each year and amortize any unfunded actuarial accrued
liabilities (UAAL) (or funding costs) over a period not to exceed 30 years.
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The following table shows the components of the Agency’s annual OPEB cost for the year, the
amount actually contributed to the Plan, and changes in the Agency’s net OPEB obligation to

the Plan.

Annual required contributions (ARC) $ 194,000
Interest on net OPEB obligation 25,000
Adjustment to ARC (48,000)
Contributions made (12,000)
Increase in Net OPEB Obligation 159,000
Net OPEB Obligation - Beginning of Year 631,013
Net OPEB Obligation - End of Year $ 790,013

The annual OPEB cost, the percentage of annual OPEB cost contributed to the Plan, and the net
OPEB obligation for fiscal year 2014 and two preceding years are as follows:

Annual Net

OPEB Percentage OPEB

Cost  Contributed Obligation

June 30, 2012 $ 137,161 452% $ 479,820
June 30, 2013 $ 160,193 562% $ 631,013
June 30, 2014 $ 171,000 7.02% $ 790,013

Funding Status Information

The Agency’s funding status information is illustrated as follows:

Actuarial valuation date June 30,2013  June 30, 2010
Actuarial accrued liability (AAL) $ 982,000 $ 982,000
Actuarial value of plan assets - -
Unfunded Actuarial Accrued Liability (UAAL) $ 982000 $ 982,000
Funded ratio (actuarial value of plan assets/AAL) 0.00% 0.00%
Covered payroll (active members) $ 1,181,000 $ 1,144,000
UAAL as a Percentage of Covered Payroll 83.15% 85.84%

As of June 30, 2014, the Agency has not set aside any amounts in an external trust fund.
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Actuarial Methods and Assumptions

Actuarial valuation of an ongoing plan involves estimates of the value of reported amounts and
assumptions about the probability of events far into the future. Examples include assumptions
about future employment, mortality, and the healthcare cost trend. Amounts determined
regarding the funded status of the plan and the annual required contributions of the employer
are subject to continual revision as actual results are compared to past expectations and new
estimates are made about the future.

Projections of benefits for financial reporting purposes are based on the substantive plan (the
Plan as understood by the employer and the plan members), and includes the types of benefits
provided at the time of each valuation and the historical pattern of sharing benefits costs
between the employer and plan members to that point. The actuarial methods and assumptions
used include techniques that are designed to reduce the effects of short-term volatility in
actuarial accrued liabilities and the actuarial value of assets, consistent with the long-term
perspective of the calculations.

In the June 30, 2014, actuarial valuation, the entry-age normal cost method was used. The
actuarial assumptions included a 4.0% discount rate, 3.0% price inflation, 3.25% wage
inflation, and an annual cost trend with no rate increase until 2016. Unfunded actuarial accrued
liabilities are amortized to produce payments (principal and interest), which are a level percent
of payroll over a 30-year period.

COMMITMENTS AND CONTINGENCIES

The Agency periodically enters into commitments which are funded primarily through state
grants. The grants are typically for various projects such as rehabilitation, betterment, and
maintenance. At June 30, 2014, the Agency had no commitments on unfinished contracts.

Amounts received or receivable from grantor agencies are subject to audit and adjustment by
grantor agencies. Any disallowed claims, including amounts already collected, may constitute
a liability of the applicable funds. The amount, if any, of expenditures which may be
disallowed by the grantor cannot be determined at this time, although the Agency expects such
amounts, if any, to be immaterial.

The Agency has been named a real party in interest in two actions filed in 2010 against the
California Department of Water Resources. The actions allege violation of the California
Environmental Quality Act. No estimates of liability or conclusions have been or can be
reached relative to the impact of this action; however, there can be no assurance that this matter
will not adversely affect the Agency’s financial position.

The Agency has been named a real party in interest in an action filed against Ana Matosantos,
California Department of Finance, and in an action filed against Michael Cohen. The actions
challenge various aspects of the wind-down of redevelopment agency affairs under AB 1484,
The Agency may be exposed to a portion of the liability for attorneys’ fees in the event the
Petitioners prevail in the action. No estimates of liability or conclusions have been or can be
reached relative to the impact of this action; however, there can be no assurance that this matter
will not adversely affect the Agency’s financial position.

30



NOTES TO THE FINANCIAL STATEMENTS Solano County Water Agency
June 30, 2014

14. DEFICIT FUND BALANCE

At June 30, 2014, the Green Valley Flood Control fund reported a deficit fund balance of
$7,384.
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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

To the Board of Directors
Solano County Water Agency
Vacaville, California

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
governmental activities and each major fund of Solano County Water Agency (the Agency), as of
and for the year ended June 30, 2014, and the related notes to the financial statements, which
collectively comprise the Agency’s basic financial statements, and have issued our report thereon
dated March 23, 2015.

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 combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the Agency’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 over financial reporting that might be material weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in
internal control over financial reporting that we consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.

33



INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
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GOVERNMENT AUDITING STANDARDS

Continued

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 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 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.

Klt Jepm LLP

March 23, 2015
Redding, California
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SCHEDULE OF AUDIT FINDINGS Solano County Water Agency
June 30, 2014

None.
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SUMMARY OF PRIOR AUDIT FINDINGS Solano County Water Agency
June 30, 2014

None.
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