DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT
RECYCLED WATER AUTHORITY

BASIC FINANCIAL STATEMENTS

June 30, 2019 and 2018




This Page Left Intentionally Blank



DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT
RECYCLED WATER AUTHORITY
BASIC FINANCIAL STATEMENTS
For The Years Ended June 30, 2019 and 2018

Table of Contents

Page
Independent Auditors’ Report 1
Management’s Discussion and Analysis 5
Basic Financial Statements
Statements of Net Position 9
Statements of Revenues, Expenses and Changes in Net Position 10
Statements of Cash Flows 11
Notes to Basic Financial Statements 13

Independent Auditors’ Report on Control Over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial
Statements Performed in Accordance with Government Auditing Standards 23



This Page Left Intentionally Blank



INDEPENDENT AUDITORS’ REPORT

To the Board of Directors

Dublin San Ramon Services District/

East Bay Municipal Utility District Recycled Water Authority
Oakland, California

Report on the Financial Statements

We have audited the accompanying financial statements of the Dublin San Ramon Services District/East
Bay Municipal Utility District Recycled Water Authority (Authority) as of and for the year ended
June 30, 2019, and the related notes to the financial statements, which collectively comprise the
Authority’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America; the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and the State Controller's Minimum Audit Requirements for
California Special Districts. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the Authority’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 Authority’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.

ZZ PrimeGlobal

An Association of
Independent Accounting Firms

203 N. Brea Blvd., Suite 203 | Brea, CA92821 | Phone: 714.672.0022
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To the Board of Directors

Dublin San Ramon Services District/

East Bay Municipal Utility District Recycled Water Authority
Oakland, California

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the of the Dublin San Ramon Services District/East Bay Municipal Utility
District Recycled Water Authority, as of June 30, 2019, and the respective changes in financial position
and, where applicable, 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 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.

Prior Year Audited Financial Statements

The financial statements for the year ended June 30, 2018, were audited by other auditors whose report
dated August 23, 2018 expressed an unmodified opinion on those financial statements.

As part of our audit of the 2019 financial statements, an adjustment was required to accrue a grant
receivable that should have been accrued at June 30, 2018, that also adjusted the beginning net position
as of June 30, 2019. The matter is discussed further in Note 8. We were not engaged to audit, review, or
apply any procedures to the 2018 financial statements other than with respect to the adjustment, and
accordingly, we do not express an opinion or any other form of assurance on the 2018 financial
statements as a whole.
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To the Board of Directors

Dublin San Ramon Services District/

East Bay Municipal Utility District Recycled Water Authority
Oakland, California

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
September 20, 2019 on our consideration of the Authority’s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The purpose of that report is solely to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on the effectiveness of the Authority’s internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the Authority’s internal control over financial reporting and compliance.

a%i,gfft(%z%a?ﬁ‘fa

Sacramento, California
September 20, 2019
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DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT
RECYCLED WATER AUTHORITY

Management’s Discussion and Analysis

June 30, 2019 and 2018

This section presents management’s analysis of the Dublin San Ramon Services District/
East Bay Municipal Utility District Recycled Water Authority (the Authority) financial condition and
activities as of and for the years ended June 30, 2019 and 2018. Management’s Discussion and Analysis
(MDA) is intended to serve as an introduction to the Agency’s basic financial statements. The MDA
represents management’s examination and analysis of the Authority’s financial condition and
performance.

This information should be read in conjunction with the audited financial statements that follow this
section. The information in the MDA is presented under the following headings:

e Organization and Business
e Overview of the Financial Statements
e Financial Analysis

e Request for Information

Organization and Business

The Dublin San Ramon Services District/East Bay Municipal Utility District Recycled Water Authority
(the Authority) is a public entity established pursuant to California Government Code Section
6500 et seq. The Authority was created in accordance with the terms of a Joint Exercise of Powers
Agreement, dated June 28, 1995, between Dublin San Ramon Services District (DSRSD) and
East Bay Municipal Utility District (EBMUD). The Authority was established to supply recycled water
to DSRSD and EBMUD through the construction and operation of a water recycling facility with a
planned capacity of a minimum of 5.2 million gallons per day. The water recycling facility started
operation on February 1, 2006.

For additional information, please see the notes to the basic financial statements.

Overview of the Financial Statements

The basic financial statements include a statement of net position, a statement of revenues, expenses, and
changes in net position, a statement of cash flows, and notes to financial statements. The report also
contains other required supplementary information in addition to the basic financial statements.

The Authority’s basic financial statements include:

The statement of net position presents information on the Authority’s assets and liabilities, with the
difference between the two reported as net position. It provides information about the nature and amount
of resources and obligations at year-end.

The statement of revenues, expenses, and changes in net position presents the results of the Authority’s
operations over the course of the fiscal year and information as to how the net position changed during the
year.



DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT
RECYCLED WATER AUTHORITY

Management’s Discussion and Analysis

June 30, 2019 and 2018

The statement of cash flows presents changes in cash and cash equivalents resulting from operational,
capital and related financing, and investing activities. This statement summarizes the annual flow of cash
receipts and cash payments, without consideration of the timing of the event giving rise to the obligation
or receipt.

The notes to basic financial statements provide additional information that is essential to a full
understanding of the data provided in the basic financial statements. The notes to basic financial
statements can be found on pages 11 to 18 of this report.

Financial Analysis:

Table 1 summarizes net assets at June 30, 2019 and 2018, and Table 2 summarizes revenues, expenses
and changes in net position for the years ended June 30, 2019 and 2018. Both tables also include
variances from the prior year.

Table 1
Summary of Net Position

June 30, 2019 and 2018

2019 2018 Variance
Assets:
Current assets $ 3,589,034 § 3438587 § 150,447
Capital assets 76,159,083 76,319,712 (160,629)
Total assets 79,748,117 79,758,299 (10,182)
Liabilities:
Current liabilities 2,454,957 3,033,506 (578,549)
Long-term liabilities 8,204,068 9,609,348 (1,405,280)
Total Labilities 10,659,025 12,642,854 (1,983,829)
Net position:
Net investment in capital assets 66,549,735 65,339,359 1,210,376
Unrestricted 2,539357 1,776,086 763,271
Total net position $ 69,089,092 $ 67,115445 $ 1,973,647




DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT

RECYCLED WATER AUTHORITY

Management’s Discussion and Analysis

June 30, 2019 and 2018

Table 2

Summary of Revenues, Expenses and Changes in Net Position

Years ended June 30, 2019 and 2018

Operating revenue:

Operating expenses:
Professional services
General and administrative
Operation and maintenance
Depreciation
Total operating expenses

Nonoperating income (expenses):
Interest on state loan
Total other income (expenses)

Capital Contribution

Change in net position

Total net position - beginning
Total net position - ending

$

2019 2018 Variance
7273778 % 14,581,106 $ (7,307,328)
(6,304) (6,211) (93)
(420,632) (416,137) (4,495)
(2,898,880) (2,150,232) (748,648)
(1,859,504) (2,161,072) 301,568
(5,185,320) (4,733,652) (451,668)
(274,509) (307,948) 33,439
(274,509) (307,948) 33,439
159,698 2,340,302 2,180,604
1,973,647 11,879,808 (9,906,161)
67,115,445 55,235,637 11,879,808
69,089,092 $ 67,115,445 $ 1,973,647

e Current assets of the Authority increased $0.2 million due to an increase in cash from prior year.

e The net position of the Authority in 2019 increased by $2.0 million from the prior year. The primary
reason for this increase was a difference of $2.1 million more in operating revenue than operating

expenses.

e Capital assets as of June 30, 2019 decreased by $0.2 million primarily due to a higher depreciation

amount over capital additions.

e Total liabilities as of June 30, 2019 decreased by $2 million from the prior year. The principal reason
for decrease was the $1.4 million decrease in the outstanding loan balance.
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Management’s Discussion and Analysis

June 30, 2019 and 2018

e The Authority borrowed a 20-year loan in the amount of $24.7 million with a 2.5% fixed interest rate.
After repayment of the twelfth installment of $1.4 million for fiscal year 2019, as of June 30, 2019,
$8.2 million was the long-term liability outstanding.

e Capital Contributions has been added due to a grant awarded to the Authority in the amount of
$2.5 million from the California Water Resources Board in relation to the Recycled Water Treatment
Facility expansion.

Request for Information

This financial report is designed to provide readers with a general overview of the Dublin San Ramon
Services District/East Bay Municipal Utility District Recycled Water Authority’s finances and
demonstrate the Authority’s accountability for the monies it manages. If you have any questions about
this report or need additional information, please contact: DERWA Authority Treasurer, MS #402,
P.O. Box 24055, Oakland, CA 94623-1055.



DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT

RECYCLED WATER AUTHORITY

STATEMENT OF NET POSITION

JUNE 30, 2019 AND JUNE 30, 2018

ASSETS
Current Assets:

Cash and cash equivalents (overdraft) (Note 2)

Receivables:
East Bay Municipal Utility District
Dublin San Ramon Services District
City of Pleasanton
SWRCB Construction Grant
Interest Receivables

Total Current Assets

Capital Assets (Note 3):
Structures, buildings, and equipment
Less accumulated depreciation
Subtotal

Land and rights-of-way
Construction in progress

Total Capital Assets, Net of Accumulated Depreciation

Total Assets

LIABILITIES
Current Liabilities:

Current portion of State loan payable (Note 5)
Accounts payable
Payable to members:
East Bay Municipal Utility District
Dublin San Ramon Services District

Total Current Liabilities

Long-term Liabilities:
State loan payable (Note 5)

Total Noncurrent Liabilities
Total Liabilities

NET POSITION (Note 1)
Net Investment in capital assets
Unrestricted
Total Net Position

2019 2018
$ 986,830 $  (1,714957)
1,080,278 1,119.278
1,375,091 1,693,964
146,835 -

- 2,340,302

3,589,034 3,438,587
82,893,123 82,893,123
(24,192,295) (22,332,793)
58,700,828 60,560,330
1,890,978 1,890,978
15,567,277 13,868,404
76,159,083 76,319,712
79,748,117 79,758,299
1,405,280 1,371,005
237,716 100,786

45,102 39,407

766,859 1,522,308
2,454,957 3,033,506
8,204,068 9,609,348
8,204,068 9,609,348
10,659,025 12,642,854
66,549,735 65,339,359
2,539,357 1,776,086

$ 69,089,092 $  67,115445

See accompanying notes to financial statements.
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DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT
RECYCLED WATER AUTHORITY
STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION
JUNE 30,2019 AND JUNE 30, 2018

2019 2018
Operating Revenue:
Contributions from members $ 6,926,037 $ 12,392,494
Contributions from others 347,741 2,188,612
Total Contributions 7,273,778 14,581,106
Operating (Expenses):
Professional services (6,304) (6,211)
General and administrative (420,632) (416,137)
Operation and maintenance (2,898,880) (2,150,232)
Depreciation (Note 3) (1,859,504) (2,161,072)
Total Operating (Expenses) (5,185,320) (4,733,652)
Net Operating Income (Loss) 2,088,458 9,847,455
Nonoperating Revenue (Expense):
Interest on state loan (274,509) (307,948)
Total Nonoperating Revenue (Expenses) (274,509) (307,948)
Capital Contribution 159,698 2,340,302
Changes in Net Position 1,973,647 11,879,808
Total Net Position - Beginning 67,115,445 55,235,637
Total Net Position - Ending $ 69,089,092 $ 67115445

10



DUBLIN SAN RAMON SERVICES DISTRICT/

EAST BAY MUNICIPAL UTILITY DISTRICT
RECYCLED WATER AUTHORITY
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30,2019 AND JUNE 30, 2018

2019 2018
Cash flows from operating activities:
Cash received for sales of water $ 7484816 $ 15,385,369
Cash (paid) received from bank overdrafts (1,714,957) 212,534
Cash paid for supplies and services (3,938,639) (3,371,497)
Net cash provided by operating activities 1,831,220 12,226,406
Cash flows from capital and related financing activities:
Cash received from construction grant 2,500,000 -
Cash paid for interest (274,510) (307,949)
Cash paid on State loan (1,371,005) (1,337,566)
Cash paid for construction of capital assets (1,698,874) (12,702,281)
Net cash (used in) provided by capital and
related financing activities (844,389) (14,347,796)
Cash flows provided by investing activities:
Interest and other income received - -
Net change in cash and cash equivalents 2,701,787 (1,927,491)
Cash and investments at beginning of period (1,714,957) 212,534
Cash and investments at end of period $ 986,830 $ (1,714,957)
Reconciliation of operating income/(loss) to net cash provided
by operating activities:
Operating income (loss) $ 2,088458 $ 9,847,454
Adjustments to reconcile operating income/(loss) to
net cash provided by operating activities:
Depreciation 1,859,504 2,161,072
Changes in operating assets and liabilities:
Accounts receivable 211,038 397,828
Accounts payable (612,823) (392,482)
Bank Overdraft (1,714,957) 212,534
Net cash provided by operating activities $ 1,831,220 $ 12,226,406

See accompanying notes to financial statements.

11



This Page Left Intentionally Blank



DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT
RECYCLED WATER AUTHORITY

Notes to Financial Statements

June 30, 2019 and 2018

|NOTE 1 -NATURE OF ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES|

A.

Description of Reporting Entity

The Dublin San Ramon Services District/East Bay Municipal Utility District Recycled Water
Authority (the Authority) is a public entity established pursuant to California Government Code
Section 6500 et seq. The Authority was created in accordance with the terms of a Joint Exercise
of Powers Agreement, dated June 28, 1995, between Dublin San Ramon Services District
(DSRSD) and East Bay Municipal Utility District (EBMUD). The Authority was established to
supply recycled water to DSRSD and EBMUD through the construction and operation of a water
recycling facility with a planned capacity of a minimum of 5.2 million gallons per day. The
water recycling facility is fully operational.

An additional member, or members, may be added to the Authority upon request evidenced by
submission of a certified copy of a resolution adopted by the governing body of the public agency
requesting membership in the Authority. Such request must be approved by the governing bodies
of all the existing members. The Board may require a party seeking to become a member to meet
any terms and conditions the Board deems appropriate.

The facilities became operational on February 1, 2006. Operation and maintenance expenses are
allocated based on each member’s actual usage. General and administrative expenses were
allocated equally to DSRSD and EBMUD during the first year of operation ending on
March 31, 2007; after the first operation year, the costs are allocated based on the member’s
actual water usage. Capital costs’, including debt service, is allocated based on each member’s
proportional value of capital assets assigned to each member agency.

Basis of Accounting

The accompanying financial statements report the financial position of the Authority in
accordance with accounting standards generally accepted in the United States of America. As the
Authority is a governmental entity, the preparation of its financial statements is governed by the
pronouncements of the Governmental Accounting Standards Board (GASB).

The Authority, as a proprietary enterprise, is accounted for on a flow of economic resources
measurement focus using the accrual basis of accounting. Measurement focus refers to what is
being measured; basis of accounting refers to when revenues and expenditures are recognized in
the accounts and reported in the financial statements.

The Authority distinguishes operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with the Authority’s principal ongoing operations. Operating
expenses for enterprise funds include the cost of sales and services, administrative expenses, and
depreciation on capital assets. All revenues and expenses not meeting this definition are reported
as nonoperating revenues and expenses.

13



DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT
RECYCLED WATER AUTHORITY

Notes to Financial Statements

June 30, 2019 and 2018

|NOTE 1 -NATURE OF ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES (Continued)|

Statement of Net Position— The statement of net position is designed to display the financial
position of the Authority. The Authority’s fund equity is reported as net position, which is the
excess of all of the Authority’s assets over all its liabilities. Net Position is divided into three
captions under GASB Statement 34. These captions apply only to Net Position and are described
below:

Net investment in capital assets, describes the Authority’s capital assets, including restricted
capital assets, net of accumulated depreciation and reduced by the outstanding balances of
any bonds, notes, or other borrowings that are attributable to the acquisition, construction, or
improvement of those assets.

Restricted describes the portion of Net Position which is restricted as to use by the terms and
conditions of agreements with outside parties, governmental regulations, laws, or other
restrictions which the Authority cannot unilaterally alter. These principally include developer
fees received for use on capital projects, debt service requirements, and fees charged for the
provision of future water resources.

Unrestricted describes the portion of Net Position which is not restricted to use.

Statement of Revenues, Expenses, and Changes in Net Position — The statement of revenues,
expenses, and changes in net position is the operating statement for proprietary funds. Revenues
are reported by major source. This statement distinguishes between operating and nonoperating
revenues and expenses and presents a separate subtotal for operating revenues, operating
expenses, and operating income.

C. Use of Estimates

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

D. Capital Assets

The additions to capital assets are capitalized at historical cost. Cost includes material, direct
labor and fringe benefits, transportation, and such indirect items as engineering, supervision, and
interest on borrowed funds during construction, net of interest earned on unspent construction
proceeds. Repairs, maintenance, and minor purchases of equipment are charged to expenses as
incurred.

14



DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT
RECYCLED WATER AUTHORITY

Notes to Financial Statements

June 30, 2019 and 2018

|NOTE 1 -NATURE OF ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES (Continued)|

The purpose of depreciation is to spread the cost of capital assets equitably among all customers
over the life of these assets. The amount charged to depreciation expense each year represents
that year’s pro rata share of depreciable capital assets.

Depreciation of all capital assets in service, excluding land, is charged as an expense against
operations each year and the total amount of depreciation taken over the years, called
accumulated depreciation, is reported on the balance sheet as a reduction in the book value of the
capital assets.

Capital assets are depreciated using the straight-line method of depreciation, which means the
cost of the asset is divided by its expected useful life in years and the result is charged to expense
each year until the assets is fully depreciated. The Authority has assigned the useful lives listed
below to capital assets:

Utility plant: Years
Water Treatment 20-75
Pumping Plants 25-75
Reservoirs 25-100
Pipeline 25-75
E. Preoperating Costs

In accordance with accounting principles generally accepted in the United States of America,
preoperating costs which have no discernible future economic benefit are expensed as incurred.

F. Cash and Cash Equivalents

The Authority considers all highly liquid investments with original maturities of three months or
less when purchased to be cash equivalents.

Fair Value Measurements

Fair value is defined as the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. The
Authority categorizes its fair value measurements within the fair value hierarchy established by
generally accepted accounting principles. The fair value hierarchy categorizes the inputs to
valuation techniques used to measure fair value into three levels based on the extent to which
inputs used in measuring fair value are observable in the market.

15



DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT
RECYCLED WATER AUTHORITY

Notes to Financial Statements

June 30, 2019 and 2018

|NOTE 1 -NATURE OF ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES (Continued)|

Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or
liabilities.

Level 2 inputs are inputs — other than quoted prices included within level 1 — that are
observable for an asset or liability, either directly or indirectly.

Level 3 inputs are unobservable inputs for an asset or liability.

If the fair value of an asset or liability is measured using inputs from more than one level of the
fair value hierarchy, the measurement is considered to be based on the lowest priority level input
that is significant to the entire measurement.

|NOTE 2 - BANK DEPOSIT (OVERDRAFT)|

A. Composition

The Authority’s cash and cash equivalents at June 30 consisted of the following deposits and
investments held by EBMUD on the Authority’s behalf:

2019 2018

Demand deposits with banks (overdraft $ 986,830 §  (1,714,957)

B. Collateralization of Cash and Cash Equivalents

California Law requires banks and savings and loan institutions to pledge government securities
with a market value of 110% of the Authority’s cash on deposit or first trust deed mortgage notes
with a value of 150% of the Authority’s cash on deposit as collateral for these deposits. Under
California Law this collateral is held in an investment pool by an independent financial institution
in the Authority’s name and places the Authority ahead of general creditors of the institution
pledging the collateral. The Authority has waived collateral requirements for the portion of
deposits covered by federal deposit insurance.

The Authority’s investments are carried at fair value, as required by generally accepted
accounting principles. The Authority adjusts the carrying value of its investments to reflect their
fair value at each fiscal year end, and it includes the effects of these adjustments in income for
that fiscal year.

16



DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT
RECYCLED WATER AUTHORITY

Notes to Financial Statements

June 30, 2019 and 2018

INOTE 3 — CAPITAL ASSETS|

A. Additions and Retirements

Capital assets activity for the year ended June 30, 2019 was as follows:

Balance at Additions and Retirements and Balance at
June 30, 2018 Transfers, net Transfers, net June 30, 2019
Capital assets not being depreciated:
Land and rights-of-way $ 1,890,978 $ - $ - $ 1,890,978
Construction in progress 13,868,404 1,698,873 - 15,567,277
Total capital assets not being depreciated 15,759,382 1,698,873 - 17,458,255
Capital assets, being depreciated:
Water treatment 26,209,496 - - 26,209,496
Pumping plants 13,792,192 - - 13,792,192
Reservoirs 14,439,008 - - 14,439,008
Pipelines 28,452,427 - - 28,452,427
Total capital assets being depreciated 82,893,123 - - 82,893,123
Less accumulated depreciation for:
Water treatment (8,065,904) (655,793) - (8,721,697)
Pumping plants (3,813,027) (345,067) - (4,158,094)
Reservoirs (3,551,649) (289,044) - (3,840,693)
Pipelines (6,902,213) (569,598) - (7,471,811)
Total accumulated depreciation (22,332,793) (1,859,502) - (24,192,295)
Net capital assets being depreciated 60,560,330 (1,859,502) - 58,700,828
Capital assets, net $ 76,319,712 $ (160,629) $ - $ 76,159,083

INOTE 4 - COMMERCIAL PAPER NOTES PAYABLE|

The Authority’s Board of Directors authorized a short-term commercial paper borrowing program
of up to $50,000,000 on December 15, 2003. The proceeds from the issuance of commercial
paper are used to finance the acquisition and construction of facilities for the treatment,
transmission, distribution and storage of recycled water. The Authority may issue commercial
paper notes at the prevailing interest rate for periods not more than 270 days from the date of
issuance.

17



DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT
RECYCLED WATER AUTHORITY

Notes to Financial Statements

June 30, 2019 and 2018

|NOTE 4 - COMMERCIAL PAPER NOTES PAYABLE (Continued)|

The commercial paper notes are collateralized solely by the revenues of the Authority, after
payment of specific operating and maintenance expenses. To provide liquidity for the program,
the Authority would maintain a liquidity support agreement (line of credit) with a commercial
bank. The Authority does not currently have a liquidity support agreement with a commercial
bank and would have to secure an agreement before issuing new commercial paper. As of
June 30, 2019, there were no commercial paper notes outstanding under this program.

INOTE 5 - STATE WATER RESOURCES CONTROL BOARD LOAN|

A.

Composition and Change

The Authority’s Board of Directors authorized a long-term borrowing program from the
State Water Resource Control Board of up to $24,764,850 on July 25, 2005. The Authority drew
down $22,993,368 as of the fiscal year ended June 30, 2006, the proceeds from which were used
to finance the acquisition and construction of facilities for the treatment, transmission,
distribution and storage of recycled water. As of June 30, 2008, the Authority drew down an
additional amount of $1,685,283. The loan has a 20-year term at a 2.5% fixed interest rate. The
repayment of the loans and interest are made in annual installments commencing on July 1, 2007.
The loan is collateralized solely by the revenues of the Authority, after payment of specific
operating and maintenance expenses.

The following is the activity in the State Loan Program during the fiscal year ended
June 30, 2019:

Balance Balance
June 30,2018  Retirements June 30, 2019

2006 State Water Resource Loan

2.5%, due 07/25/2025 $ 10,980,353 $ 1,371,005 $ 9,609,348
Less amount due within one year 1,371,005 - 1,405,280
Noncurrent portion $ 9,609,348 $1,371,005 $ 8,204,068
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DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT
RECYCLED WATER AUTHORITY

Notes to Financial Statements

June 30, 2019 and 2018

|NOTE 5 - STATE WATER RESOURCES CONTROL BOARD LOAN (Continued)|

B.  Debt Service Requirements

Annual debt service requirements are shown below for the loan:

Year ending June 30 Principal Interest Total
2020 $ 1,405,280 $ 240,234 $ 1,645,514
2021 1,440,412 205,102 1,645,514
2022 1,476,423 169,091 1,645,514
2023 1,513,333 132,181 1,645,514
2024-2026 3,773,900 165,736 3,939,636
Totals $ 9,609,348 $ 912,344 § 10,521,692

INOTE 6 - RELATED PARTY TRANSACTIONS|

DSRSD is responsible for the operation of the facility. DSRSD and EBMUD both provide
professional services that are capitalized as well as administrative services. In addition, as the
Authority does not have any employees, EBMUD provides certain treasury management and
accounting services including conducting all cash transactions and providing for the annual audit.
The two members received the following total reimbursements for their services for the years

ended June 30:
2019 2018
DSRSD $ 5,192,587 $ 14,122,390
EBMUD 580,484 234243
$ 5,773,071 $ 14,356,633
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DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT
RECYCLED WATER AUTHORITY

Notes to Financial Statements

June 30, 2019 and 2018

INOTE 7 — RISK MANAGEMENT]

The Authority’s liability and property risks are insured by commercial insurance carriers.

Selected insurance coverages include:

Coverage Policy limit
Bodily injury $ 10,000,000
Property damage 10,000,000
Personal injury 10,000,000
Non-owned and hired automobile liability 10,000,000
Public officials errors and omissions 10,000,000
Fire damage liability 1,000,000
Employment practices liability 5,000,000

Any liability the Authority may have for uninsured claims is limited to general liability claims.
However, the Authority has experienced no losses from such claims during the preceding three
years and it therefore believes there is no liability for claims incurred but not reported.

INOTE 8 — PRIOR PERIOD RECLASSIFICATION|

Changes to the Statement of Net Position

The Statement of Net Position has been reclassified to reflect the DERWA Construction Grant
Agreement. In Fiscal Year 2019, a $2.5million reimbursement amount was received by the
Authority. In order to properly account for Fiscal Year 2018 reimbursements owed under this
agreement, the Statement of Net Position was reclassified.

SWRCB Construction Grant Receivable reflects invoices submitted to the State Water Resource
Control Board and which will be reimbursed to the Authority for worked performed in the Recycled
Water Treatment Plant Expansion Phase 2 project. At the end of June 30, 2018, the total
SWRCB Construction Grant Receivable was $2,340,302.

Total Net Position was adjusted to reflect the reclassification accordingly. At the end of
June 30, 2018, the Total Net Position was $67,115,445.
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DUBLIN SAN RAMON SERVICES DISTRICT/
EAST BAY MUNICIPAL UTILITY DISTRICT
RECYCLED WATER AUTHORITY

Notes to Financial Statements

June 30, 2019 and 2018

|NOTE 8 — PRIOR PERIOD RECLASSIFICATION (Continued)|

Changes to the Statement of Revenues, Expenses, and Changes in Net Position

The Statement of Revenues, Expenses, and Changes in Net Position has been reclassified to reflect
the DERWA Construction Grant Agreement. In Fiscal Year 2019, a $2.5million reimbursement
amount was received by the Authority. In order to properly account for Fiscal Year 2018 Capital
Contributions accrued, the statement was reclassified.

Capital Contributions was added to account for contributions accrued under the grant agreement.
As of June 30, 2018, Capital Contributions was $2,340,302.

Total Net Position was adjusted to reflect the reclassification accordingly. At the end of
June 30, 2018, the Total Net Position was $67,115,445.
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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

Dublin San Ramon Services District/

East Bay Municipal Utility District Recycled Water Authority
Oakland, 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 contained in Government Auditing Standards
issued by the Comptroller General of the United States, the basic financial statements of the
Dublin San Ramon Services District/East Bay Municipal Utility District Recycled Water Authority (Authority),
as of and for the year ended June 30, 2019, and the related notes to the financial statements, which
collectively comprise the Authority’s basic financial statements, and have issued our report thereon dated
September 20, 2019.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Authority’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 Authority’s internal control. Accordingly, we
do not express an opinion on the effectiveness of the Authority’s internal control.

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

Our consideration of internal control 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 and therefore, material weaknesses or significant deficiencies may
exist that were not identified. 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. We did identify the following deficiencies in internal control that we consider
to be significant deficiencies:
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To the Board of Directors

Dublin San Ramon Services District/

East Bay Municipal Utility District Recycled Water Authority
Oakland, California

Prior Period Grant Receivable

As a result of our audit procedures, it was noted that the authority recorded $2.5 million in
fiscal year 2018-19 as capital contributions, when in fact $2,340,302 represented
reimbursement for costs incurred in previous years. As such, the June 30, 2018 receivable
and capital contribution amounts required adjustment to correct the June 30, 2019
beginning net position. We recommend the authority ensure they are reviewing all grant
agreements and reimbursements to ensure revenue and receivables are recorded in the
proper period.

Management Response: DERWA will review all grant agreements and reimbursements
to ensure that future revenues and receivables are recorded in the appropriate period.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority’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 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 Authority’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 Authority’s internal control and compliance.
Accordingly, this communication is not suitable for any other purpose.

J;,AZZJZ%WW

Sacramento, California
September 20, 2019

24





