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COBB, DOERFLER & ASSOCIATES, CPA
A PROFESSIONAL CORPORATION
1039 WEST AVENUE J
LANCASTER, CALIFORNIA 93534

INDEPENDENT AUDITOR’S REPORT

To the Board of Trustees
Quartz Hili Water District
Quartz Hill, California”

We have audited the accompanying financial statements of the business-type activities of the Quartz Hill
Water District as of and for the years ended June 30, 2017 and 2016, and the related notes to the
financial statements, which collectlvely comprise the District's basic flnanC|aI 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 audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Governmental Auditing Standards,
issued by Comptroller General of the United States. Those standards require that we plan and perform
the audits 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 entity's
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by 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.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities of the Quartz Hill Water District as of June 30,
2017 and 2016, and the respective changes in financial position and, where applicable, cash flows
thereof for the years then ended in conformity with accounting principles generally accepted in the United
States of America.




Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis and other financial schedules on pages 7 through 12 and page 42 through 45 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 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 inquires of management about the methods of preparing the information
and comparing the information for consistency with management's responses to our inquires, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audits were conducted for the purpose of forming an opinion on the District's basic financial
statements. The schedule listing the Board of Trustees and the budgetary comparison information
presented on page 2 and 47, respectively, is presented for purposes of additional analysis and is not a
required part of the financial statements. The supplementary information section has not been subjected
to the auditing procedures applied in the audits of the basic financial statements and, accordingly, we
express no opinion on it or provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 14,
2017, on our consideration of the District'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 the 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 District's internal control over
financial reporting and compliance.

lott, Dsesgten 3 Qessciitee, DAL

COBB, DOERFLER & ASSOCIATES, CPA
December 14, 2017 :




MANAGEMENT DISCUSSION AND ANALYSIS




Quartz Hill Water District
Management Discussion and Analysis
For the Fiscal Years Ended June 30, 2017 and 2016

As management of the Quartz Hill Water District (the “District"), we offer readers of the District’s financial
statements this narrative overview and analysis of the financial activities of the District for the fiscal years
ended June 30, 2017 and 2016. We encourage readers to consider the information presented here in
conjunction with the basic financial statements and related notes, which follow this section.

FINANCIAL HIGHLIGHTS

¢ In 2017, the District's net position increased by $805,898 or by 2.98% to $27,894,611. In 2016,
the District's net position decreased by $165,724 or by 0.61% to $27,088,713.

* In 2017, the District's operating revenues exceeded its operating expenses, before depreciation,
by $1,539,990, an increase from the prior fiscal year of $1,343,102 or 682.17%. This increase
was primarily due to an increase in operating revenues caused by increased water usage related
to the easing of water use restriction of $759,704. This was further compounded by increases in
monthly water services charges and a decline in drought related water conservation program
expenses of $501,843. In 2016, the District's operating revenues exceeded its operating
expenses, before depreciation, by $196,888, an increase from the prior fiscal year of $605,279 or
148.21%. This increase was primarily due operating revenues remaining constant in the current
period while expenses declined due to lower water purchase and water conservation expenses.

e The District's 2017 net income from non-operating revenues (expenses) was $148,250, a
decrease from the prior fiscal year of $346,616 or 70.04%. This decrease was substantively due
to investment related losses in the current period, the lack of a gain on asset disposals in the
current period which was partially offset by increased investment income, SCE rebates and
increased property tax revenues. The District's 2016 net income from non-operating revenues
(expenses) was $494,866, an increase from the prior fiscal year of $391,376 or 378.18%. This
increase was due primarily to an increase in investment performance of $139,949 and a gain on
the disposal of fixed assets of $234,571.

e In 2017, the District's total expenses decreased by $277,161 due to decreased water
conservation costs of $501,843 which were partially offset by increased water purchases of
$233,725. In 2016, the District's total expenses decreased by $480,521, due primarily to a
$444,206 decrease in operating expenses (including depreciation).

e At June 30, 2017 and 2016, $27,327,049 and $26,521,688, respectively, of unrestricted net
position was available to provide ongoing services to customers.

e In 2017, the District's COP liabilities decreased by $150,000, due to the ongoing retirement of the
District's 2011 COPs. In 2016, the District's Certificate of Participation (COP) liabilities decreased
by $145,000, due to the ongoing retirement of the District's 2011 COPs.

FINANCIAL STATEMENTS

The Financial Statements presented in this report are intended to provide readers with a broad overview
of the District's finances and consist of the Statements of Net Position, the Statements of Revenues,
Expenses, and Changes in Net Position, and the Statement of Cash Flows, along with related notes and
other information. These statements include all assets and liabilities of the District using the accrual basis
of accounting, which is similar to the accounting used by most private sector companies. Under the
accrual basis of accounting, all of the current year's revenues and expenses are taken into account
regardless of when the cash is received or paid. Since the District's primary function is to provide water
to its customers and recover appropriate costs through user fees and charges, the financial statements
only include business type activities.




Quartz Hill Water District
Management Discussion and Analysis
For the Fiscal Years Ended June 30, 2017 and 2016

FINANCIAL STATEMENTS-continued

The Statement of Net Position presents information on all of the District's assets, liabilities, and deferred
inflows/outflows of resources, with the difference reported as net position or net deficit.  You can think of
the District's net position — the difference between assets, liabilities, and deferred inflows/outflows of
resources — as one way to measure the District's financial health, or financial position. Over time,
increases or decreases in the District's net position are one indicator of whether its financial health is
improving or deteriorating. It also provides the basis for computing a rate of return, evaluating the capital
structure of the District and assessing the liquidity and financial flexibility of the District.

The Statement of Revenues, Expenses and Changes in Net Position presents information showing how
net position changed during the most recent fiscal year. 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.
Thus, revenues and expenses are reported in this statement for some items that will only result in cash
flows in future fiscal periods (i.e., uncollected water sales and amounts due vendors). This statement
measures the success of the District's operations over the past year and can be used to determine if the
District has successfully recovered all of its costs through its rates and other charges. This statement can
also be used to evaluate profitability and credit worthiness.

The final required financial statement is the Statement of Cash Flows, which provides information about
the District's cash receipts and cash payments during the reporting period. The Statement of Cash Flows
reports cash receipts, cash payments and net changes in cash resulting from operations, noncapital
financing, capital and related financing activities, and investing activities and provides answers to such
questions as: where did cash come from, what was cash used for, and what was the change in cash
balance during the reporting period?

The accounts of the District are organized based on fund accounting. A fund is a group of related self-
balancing accounts used to maintain. control over resources that have been segregated for specific
objectives. Because the District provides these services and recovers these costs through user fees and
charges, District funds are accounted for as an enterprise fund type of the proprietary fund group.

The financial statements are presented on pages 14 through 18.
Notes to the Financial Statements

The notes provide additional information that is essential for a full understanding of the data provided in
the financial statements. The notes to the financial statements can be found on pages 20 through 40 of
this report.

Other Information

In addition to the financial statements and accompanying notes, this report also presents certain
supplementary information regarding District's governing board and the District's budgetary information
and certain required supplementary information concerning the District's progress in funding its obligation
to provide pension and OPEB benefits to its employees. Other supplementary information can be found
on pages 2 and 47. Required supplementary information can be found on page 42 through 45.

FINANCIAL ANALYSIS
Overall Analysis

The District's net position increased by $805,898 during the year ended June 30, 2017. The increase in
net position during the year ended June 30, 2017 was primarily due to increased water revenue and
decreases in water conservation costs, due to the easing of mandatory water usage restrictions caused
by drought conditions, partially offset by increased water purchase, pumping, transmission and other
costs. :




Quartz Hill Water District
- .Management Discussion and Analysis
For the Fiscal Years Ended June 30, 2017 and 2016

FINANCIAL ANALYSIS—continued

Overall Analysis—continued

The decrease in net position of $165,724 that occurred during the year ended June 30, 2016, was
primarily due to increased depreciation and management and general expenses partially offset by
improved investment performance, a gain on the sale of the old operations center and lower overall water
delivery costs due to lower water sales in the current period.

Statement of Net Position

2017 2016 Difference
ASSETS
Current assets $ 14,051,756 $ 12,765,099 $ 1,286,657
Non-current assets 1,431,378 1,433,427 (2,049)
Capital assets, net 22,026,820 22,481,825 (455,005)
Total Assets 37,509,924 36,680,351 829,603
DEFERRED OUTFLOWS OF RESOURCES 748 726 768,972 (20,246)
LIABILITIES
Current liabilities - 541,067 496,278 44,789
Non-current liabilities 9,303,130 9,740,727 (437.597)
Total Liabilities 9.844.197 10,237,005 (392,808)
DEFERRED INFLOWS OF RESOURCES 519,872 123,605 396,267
NET POSITION
Investment in capital asset-net of related debt 14,373,033 14,726,825 (353,792)
Restricted for debt service/covenants 567,562 567,025 537
Unrestricted 12,954,016 11,794,863 1,159,153
Total Net Position $ 27,894,611 $ 27,088.713 3 805,898

As noted earlier, net position may serve over time as a useful indicator of changes in a government's
financial position. In the case of the Quartz Hill Water District, assets and deferred outflows exceeded
liabilities and deferred inflows by $27,894,611 and $27,088,713 as of June 30, 2017 and 2016,
respectively.

A significant portion of the District's net position, 52% and 54% as of June 30, 2017 and 2016,
respectively, reflects its investment in capital assets (e.g., land, buildings, machinery, and equipment),
less any related debt used to acquire those assets which is outstanding. The District uses these assets
to provide water services to its customers; consequently, these assets are not available for future
spending. Although the District's investment in its capital assets is reported net of related debt, it should
be noted that the resources needed to repay this debt must be provided from other sources, since the
capital assets themselves cannot be used to liquidate these liabilities. The remaining balance of
unrestricted net position of $12,954,016 and $11,794,863 as of June 30, 2017 and 2016, respectively,
may be used to meet these debt service requirements and to provide ongoing services to its customers.

In 2017, the decrease in net position invested in capital assets of $353,792 was due to current period
depreciation expense exceeded total fixed asset additions or betterments made in the current period. In
2016, there was a decrease in net position invested in capital assets of $390,163 as the construction
activity in the current period was insufficient to offset increases in accumulated depreciation.




Quartz Hill Water District
Management Discussion and Analysis
For the Fiscal Years Ended June 30, 2017 and 2016

FINANCIAL ANALYSIS~continued
Statement of Net Position—continued

The District's net position increased by $805,898 during the year ended June 30, 2017. However, as
previously mentioned this increase was primarily related to increased operating revenues and decreased
water conservation costs related the easing of drought conditions. During the year ended June 30, 2016,
the District’s net position decreased by $165,724. The decrease was primarily declines in water services
revenues, partially offset by decreases in operating expenses, gains on the disposal of fixed assets and
improved investment performance.

Statement of Revenues, Expenses and Changes in Net Position

2017 2016 Difference
REVENUES:

Operating revenues $ 5,373,991 3 4,334437 $ 1,039,554
Non-operating revenues 568,264 913,082 (344,818)
Total revenues 5,942,255 5,247,519 694,736

EXPENSES: v
Operating expenses 3,834,001 4,137,549 (303,548)
Depreciation expense 882,672 858,083 24,589
Non-operating expenses 420,014 418,216 1,798
Total expenses 5,136,687 5,413,848 (277.161)
Net income (loss) before capital contributions 805,568 (166,329) ’ 971,897
CAPITAL CONTRIBUTIONS 330 605 (275)
Change in net position 805,898 (165,724) 971,622
Net position, beginning of year 27,088,713 27,254,437 (165,724)
Net position, end of year $§ 27804611 $ 27088713 $ 805898

The activities of the District (decreased) increased the District's net assets by $805,898 and by
($165,724) during the years ended June 30, 2017 and 2016, respectively. Key elements in these
changes are as follows:

* Operating revenues (decreased) increased by $1,039,554 and by ($13,268) or by 23.98% and by
(0.31%) in 2017 and 2016, respectively. Revenues increased in 2017 due to high consumption
and services charges and, in 2016, decreased due to lower consumption partially offset by higher
service charges. .

* Operating expenses before depreciation decreased in 2017 primarily due to decreased water
conservation expenses, partially offset by higher water purchases and other costs. Operating
expenses during 2016 decreased by 13.01% over the prior year primarily due to reduced water
purchases and water conservation expenditures.

¢ Investment earnings during the year ended June 30, 2017 decreased by 88.07% due to capital
losses experienced on investments in the current period partially offset by ongoing increases in
interest rates which resulted in a higher effective yield on those investments. During the year
ended June 30, 2016, investment earnings increased by 141.99% due to increased capital gains
on investments held in the current period.




Quartz Hill Water District
Management Discussion and Analysis
For the Fiscal Years Ended June 30, 2017 and 2016

FINANCIAL ANALYSIS—continued
Statement of Revenues, Expenses and Changes in Net Position—continued

e In 2017, net income from non-operating revenues and expenses decreased by 70.04%, partially
due to a capital losses experienced on investments in the current period, the lack of any gains on
the sale of assets, partially offset by increased property tax and other revenues. In 2016, net
income from non-operating revenues and expenses increased by 478.18%, due to gains on the
disposal of fixed assets and improved investment performance.

CAPITAL ASSET ADMINISTRATION »
Changes in capital assets in 2017 were as follows:

Balance Balance
July 1, 2016 Additions Deletions June 30, 2017
Capital Assets ‘
Non-depreciable assets $ 691,746 $ 162,869 $ -0- $ 854,615
Depreciable assets . 31,920,804 264,798 -0- 32,185,602
Accumulated depreciation (10,130,725) (882,672) -0- (11,013,397)
Total Capital Assets $ 22481825 $ (455,005) § -0- § 22,026,820
Changes in capital assets in 2016 were as follows:
Balance Balance
July 1, 2015 Additions Deletions June 30, 2016
Capital Assets
Non-depreciable assets $ 691,746 $ -0- % -0- $ 691,746
Depreciable assets 31,998,571 470,009 (547,866) 31,920,804
Accumulated depreciation (9.673,329) (858,083) 400,687 (10,130,725)
Total Capital Assets $ 23016988 $ (387,984) $ (147,179 $ 22,481,825

At the end of fiscal years 2017 and 2016; the District's investment in capital assets amounted to
$22,026,820 and $22,481,825 (net of accumulated depreciation), respectively. The investment in capital
assets included land, easements, transmission and distribution systems, wells, tanks, pumps, buildings
and structures, equipment, vehicles and construction-in-process, etc. Major depreciable capital asset
additions during 2017 included additions to meters, the purchase of a vehicle, property for a new well
sight, and software purchases. There were no major deletions during 2017. Major depreciable capital
asset additions during 2016 inciuded the installation of new meters, building improvements, software
upgrades and other improvements. Major fixed asset deletions during 2016 the sale of the former
operations center and the disposal of old meters. For further detailed information, see Note E.

DEBT ADMINISTRATION

Changes in long-term debt amounts for 2017 were as follows:

Balance Additions/ Principal Balance
July 1, 2016 Deletions Payments June 30, 2017
Long-term debt: .
2011 COPs ‘ $ 7755000 $ -0- 8 (150,000) $ 7,605,000

Total Long-term Debt  § 7,755,000 % 0 3 (150,000) $ 7,605,000

11




Quartz Hill Water District
Management Discussion and Analysis
For the Fiscal Years Ended June 30, 2017 and 2016

DEBT ADMINISTRATION ~ continued

Changes in long-term debt amounts for 2016 were as follows:

Balance Additions/ Principal Balance
July 1, 2015 Deletions Payments June 30, 2016
Long-term debt:
2011 COPs $ 7900000 $ -0- 3 (145,000) $ 7,755,000
Total Long-term Debt  § 7,900,000 $ -0- 3 (145,000 $ 7,755,000

In 2017 and 2016, long-term debt decreased by $150,000 and $145,000, respectively due to regular
principal payments and amortization on the District's outstanding debts.

BUDGET ANALYSIS

For the year ended June 30, 2017, the variances between the budgeted amounts and the actual results
were significant for several budget line items. Reported revenues were higher than originally budgeted
due to increased water consumption sales, caused by the easing of drought water use restrictions, and
changes assessing water conservation fees.

The District's total operating expenses were lower than budgeted due to lower than budgeted,
conservation expenses, transmission and distribution costs, and water purchase costs. Net non-
operating revenues after expenses were lower than expected due to unexpected investment losses
partially offset by higher than expected SCE rebates. The budgetary comparison schedule can be found
on page 47 of this report.

FACTORS AFFECTING CURRENT FINANCIAL CONDITION

The District is coming out of one of the worst multi-year droughts in California history. During this drought
the Governor Brown declared executive order B-4-17 which mandated reductions for Quartz Hill Water
District and the customers. These mandated conservation measure had two negative effects on the
District. One, the revenues received during this period were much lower when compared to previous non-
drought years. Second, several maintenance items that had been scheduled for fiscal year 2017 had to
be postponed due to the demand calculation originating at the water source and in lieu of the customer’s
meters. Since every drop of water was be used for the State Calculations on demand valve turning, and
flushing programs had to be postponed. As well as the following regularly, scheduled capital improvement
projects:

e Coating Systems
o Tank on 75" (Exterior Coating)
o Two Small Tanks on the Hill (Interior/Exterior and safety stairs)
o Well 5a Tank (Exterior Coating) :
* Well Rehab
o 3-4 wells and screens

During the second half of this year demand has been steadily returning to more normal levels and the
rate increase during this year have helped the District to replace the reserves that were spent trying to
stabilize the rates.

CONTACTING THE DISTRICT’S FINANCIAL MANAGEMENT

These financial statements are designed to provide a general overview of the Quartz Hill Water District
finances for all those with an interest in the government's finances. Questions concerning any of the
information provided in this report or requests for additional financial information should be addressed to
the Quartz Hill Water District, General Manager, 5034 West Avenue L, Quartz Hill, CA 93536.

12
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QUARTZ HILL WATER DISTRICT
STATEMENTS OF NET POSITION
June 30, 2017 and 2016

2017 2016
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 4,756,329 $ 3,516,467
Investments 8,308,131 8,164,022
Accounts receivable 844 101 663,310
Interest receivable 234 137
Taxes receivable 15,939 3,588
SCE rebates receivable . -0- 253,746
Note receivable 2,586 2,491
Inventory 109,729 97,972
Prepaid expenses 14,707 63,366
Total Current Assets » 14,051,756 12,765,099
NON-CURRENT ASSETS

Restricted - investments 567,562 567,025
Note receivable 103,016 105,602

i Banked water inventory 760,800 760,800
Capital assets - not being depreciated 854,615 691,746
Capital assets, net - being depreciated 21,172,205 21,790,079
Total Non-current Assets 23,458,198 23,915,252
Total Assets . 37,509,954 36,680,351

DEFERRED QUTFLOWS OF RESOURCES
Deferred amounts related to net pension liability 748,726 768,972

‘ Total Deferred Outflows of Resources 748,726 768,972

See Accompanying Notes and Independent Auditor's Report. 14




QUARTZ HILL WATER DISTRICT
STATEMENTS OF NET POSITION - continued
June 30, 2017 and 2016

2017 2016
LIABILITIES
CURRENT LIABILITIES

Certificates of Participation $ 155,000 150,000

Accounts payable 166,820 163,696

Customer deposits 15,249 9,363

Compensated absences 44 797 36,803

Accrued expenses 159,201 136,416

Total Current Liabilities 541,067 486,278

LONG-TERM LIABILITIES

Compensated absences 60,978 55,059

Customer deposits 318,808 306,098

Certificates of Participation 7,450,000 7,605,000

Other post-employment benefits 1,209,002 1,109,672

Net Pension Liability 264,342 664,898

Total Long-Term Liabilities 9,303,130 9,740,727

Total Liabilities 9,844,197 10,237,005

DEFERRED INFLOWS OF RESOURCES
Deferred amounts related to net pension liability 519,872 123,605
Total Deferred Inflows of Resources 519,872 123,605
NET POSITION

‘ Investment in capital assets - net of related debt 14,373,033 14,726,825
| Restricted for debt service/covenants 567,562 567,025
| Unrestricted 12,954,016 11,794,863
Total Net Position $ 27894611 $27,088,713

See Accompanying Notes and Independent Auditor's Report. 15




QUARTZ HILL WATER DISTRICT
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
For the Years Ended June 30, 2017 and 2016

- 2017 2016
OPERATING REVENUES
Water consumption sales $ 3,137644 $ 2,377,940
Monthly water service charges 2,066,230 1,834,471
Other service charges 170,117 122,026
Total Operating Revenues 5,373,991 4,334,437
OPERATING EXPENSES
Water purchases ’ 1,277,067 1,043,342
Pumping plant 421,862 416,022
Transmission and distribution 574,335 710,504
Customer accounts 364,617 407,528
Water conservation -0- 501,843
Administrative and general 1,196,120 1,058,310
Depreciation 882,672 858,083
Total Operating Expenses 4,716,673 4,995,632
Operating Income (Loss) 657,318 (661,195)
NON-OPERATING REVENUES (EXPENSES)
Property taxes 413,792 362,817
investment income 149,073 105,958
Investment gain (loss) (120,619) 132,555
Gain (loss) on disposal of fixed assets -0- 234,571
Interest and financing costs (420,014) (418,216)
AVEK grant -0- 11,187
SCE rebates 48,787 -0-
Capacity charges 19,612 9,806
Rental income 57,619 56,188
Total Non-operating Revenues (Expenses) 148,250 494,866
Net Increase (Decrease) Before Capital Contributions 805,568 (166,329)
CAPITAL CONTRIBUTIONS
Meter sales and installations ‘ 330 605
Total Capital Contributions 330 605
Change in Net Position 805,898 (165,724)
Net Position at Beginning of Year 27,088,713 27,254,437

Net Position at End of the Year $ 27,804611 $ 27,088,713

See Accompanying Notes and Independent Auditor's Report.




QUARTZ HILL WATER DISTRICT
‘ STATEMENTS OF CASH FLOWS
‘ For the Years Ended June 30, 2017 and 2016

2017 2016
CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers $ 5211796 $ 4,120,015
Cash paid to suppliers for supplies (2,125,390) (2,651,517)
Cash paid to employees and directors . ~(1,518,189) (2,097,397)
Net Cash Provided (Used) by Operating Activities 1,568,217 (628,899)
CASH FLOWS FROM NON-CAPITAL AND RELATED
FINANCING ACTIVITIES
Receipt of property taxes 401,441 379,478
Receipt of rental income 57,619 56,188
Other non-operating income 302,533 69,304
Net Cash Provided (Used) by Non-capital and
Related Financing Activities 761,593 504,970
CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Receipt of funds for meter sales and installations 330 605
Receipt of capacity charges 19,612 9,806
Acquisition of property and equipment (427,667) (458,316)
Proceeds from sale of fixed assets -0- 367,721
Principal paid on capital debt (150,000) (145,000)
Interest paid on capital debt ‘ (418,425) (421,225)
Net Cash Provided (Used) by Capital and
Related Financing Activities , (976,150) (646,409)
CASH FLOWS FROM INVESTING ACTIVITIES
Repayment of note receivable 2,491 2,400
Proceeds from sale of investments 3,256,057 4,847,798
| Purchase of investments (3,520,129) (5,762,654)
| Receipt of interest and investment income 147,783 119,933
Net Cash Provided (Used) by Investing Activities (113,798) (792,523)

Net Change in Cash and Cash Equivalents 1,239,862 (1,562,861)

Cash and Cash Equivalents - Beginning of Year 3,516,467 5,079,328

Cash and Cash Equivalents - End of Year $ 4756329 $ 3,516,467

See Accompanying Notes and Independent Auditor's Report. 17




QUARTZ HILL WATER DISTRICT
STATEMENTS OF CASH FLOWS - continued
‘ ’ For the Years Ended June 30, 2017 and 2016

2017 2016
RECONCILIATION OF OPERATING INCOME (LOSS) TO NET CASH
PROVIDED (USED) BY OPERATING ACTIVITIES
Operating Income (Loss) $ 657,318 §$ (661,195)
Adjustments to Reconcile Operating Income (Loss) '
to Net Cash Provided by Operating Activities:
Depreciation 882,672 858,083
(Increase) Decrease in Assets:
Accounts receivable (180,791) (220,675)
Inventory (11,757) 19,245
Prepaid expenses 48,660 (31,255)
(Increase) Decrease in Deferred Outflows of Resources
Deferred amounts related to net pension liability 20,246 (665,423)
Increase (Decrease) in Liabilities:
Accounts payable 3,124 (9,928)
Customer deposits 18,596 6,253
Accrued expenses 21,195 2,115
Compensated absences 13,913 (8,454)
Other post employment benefits 99,330 180,396
Net pension liability (400,556) 17,399
increase (Decrease) in Deferred Inflows of Resources
Deferred amounts related to net pension liability 396,267 (115,460)
Net Cash Provided (Used) by Operating Activities $ 1568217 $ (628,899)

See Accompanying Notes and Independent Auditor's Report. 18
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2017 and 2016

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
1. The Reporting Entity

Description - Quartz Hill Water District (the “District”) was formed as a County Water District
under Division 12 of the County Water District law on March 11, 1954. The District is located in
Quartz Hill, California and provides water services to portions of incorporated areas of Lancaster
and Palmdale and to neighboring unincorporated communities. Currently the Quartz Hill Water
District operates and is organized under the California Public Utilities Code Sections 22001 et
seq. The District operates under an elected Board of Directors-Manager form of government.

Component Units - In evaluating how to define the District for financial reporting purposes,
management has considered all potential component units. The decision to include a potential
component unit in the reporting entity was made by applying the criteria set forth in Governmental
Accounting Statements No. 14, “The Financial Reporting Entity, and No. 39, Determining
Whether Certain Organizations Are Component Units” (an amendment of No. 14). The primary,
but not only, criterion for including a potential component unit, which is a legally separate
organization for which the elected officials of the primary government are financially accountable,
is the governing body's ability to exercise oversight responsibility. The most significant
manifestation of this ability is financial interdependency. Other manifestations of the ability to
exercise oversight responsibility include, but are not limited to, the selection of governing
authority, the designation of management, and the ability to significantly influence operations and
accountability for fiscal matters. The other criterion used to evaluate potential component units
for inclusion or exclusion from the reporting entity is the existence of special financing
relationships, regardless of whether the District is able to exercise oversight responsibilities.
Based upon the application of these criteria, the District has no potential component units.

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

2. Basis of Accounting, Measurement Focus, and Financial Statement Presentation

The District reports its activities as an enterprise fund, which is used to account for operations
that are financed and operated in a manner similar to business enterprises, where the intent of
providing goods and services to the general public on a continuing basis be financed or
recovered primarily through user charges.

The basic financial statements are prepared using the economic resources measurement focus
and the accrual basis of accounting. Under the economic resources measurement focus all
assets, deferred outflows of resources, liabilities and deferred inflows of resources (whether
current or noncurrent) associated with the District's activities are included on the Statement of Net
Position. The Statement of Revenues, Expenses and Changes in Net Position presents
increases (revenues) and decreases (expenses) in total net position. Under the accrual basis of
accounting, revenues are recognized when earned while expenses are recognized when the
liability is incurred regardless of the timing of cash flow.

See Independent Auditor's Report. 20




QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2017 and 2016

NOTE A ~ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

2. Financial Reporting—continued

The District distinguishes operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and delivering water in
connection with the District's principal ongoing operations. The principal operating revenues of
the District are charges to customers for sales and services. Operating expenses 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 non-operating revenues and
expenses. Capital contributions are reported as a separate line item in the Statement of
Revenues, Expenses and Changes in Net Position.

3. Implementation of New Governmental Accounting Standards Board (GASB) Pronouncements
Governmental Accounting Standards Board Statement No. 84

In January of 2017, the GASB issued Statement No. 84, Fiduciary Activities. Statement 84
enhances consistency and comparability by (1) establishing specific criteria for identifying
activities that should be reported as fiduciary activities and (2) clarifying whether and how
business-type activities should report their fiduciary activities. This statement is not expected to
have a significant impact on the presentation of the District's financial statements.

Governmental Accounting Standards Board Statement No. 85

In March of 2017, the GASB issued Statement No. 85, Omnibus 2017. Statement 85 addresses
a variety of issues related to blending component units, goodwill, fair value measurement and
application, and postemployment benefits. This statement is not expected to have a significant
impact on the presentation of the District's financial statements. :

Governmental Accounting Standards Board Statement No. 86

in May of 2017, the GASB issued Statement No. 86, Certain Debt Extinguishment Issues.
Statement 86 will increase consistency in accounting and financial reporting for debt
extinguishments by establishing uniform guidance for derecognizing debt that is defeased in
substance, regardless of how cash and other monetary placed in an irrevocable trust for the
purpose of extinguishing that debt were required. The requirements of this Statement will also
enchance consistency in financial reporting of prepaid insurance related to debt that has been
extinguished. This statement is not expected to have a significant impact on the presentation of
the District's financial statements. '

Governmental Accounting Standards Board Statement No. 87

In June of 2017, the GASB issued Statement No. 87, Leases. Statement 87 will increase the

\ usefulness of government's financial statements by requiring reporting of certain lease liabilities
that currently are not reported. It will enhance comparability of financial statements among
governments by requiring leases and lessors to report leases under a single model. This

: statement also will enhance the decision-usefulness of the information provided to financial
statement users by requiring notes to financial statements related to the timing, significance, and

purpose of a government’s leasing arrangements. This statement is not expected to have a
significant impact on the presentation of the District's financial statements.

See Independent Auditor's Report.




QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2017 and 2016

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

4. Financial Statement-Amounts

a.

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 the reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities at the date of the financial statements and the reported
changes in net assets during the reporting period. Actual resuits could differ from those
estimates

Cash and Cash Equivalents

The District has adopted GASB Statement No. 9, “Reporting Cash Flows of Proprietary and
Nonexpendable Trust Funds and Governmental Entities that Use Proprietary Fund
Accounting.” For purposes of reporting cash flows, all highly liquid investments (unrestricted
assets) with a maturity of three months or less at the time of purchase are considered to be
cash equivalents.

Deposits and Investments

The District adopted GASB Statement No. 40, “Deposit and Investment Risk Disclosures,” as
of July 1, 2004. GASB Statement No. 40 requires governmental entities to assess categories
of risk associated with their deposits and investments and disclose these risks.

The District adopted GASB Statement No. 31, “Accounting and Financial Reporting for
Certain Investments and for External Investment Pools,” as of July 1, 1997. GASB Statement
No. 31 establishes fair value standards for investments in participating interest earning
investment contracts, external investment pools, equity securities, option contracts, stock
warrants and stock rights that have readily determinable fair values. Accordingly, the District
reports its investments at fair value in the Statement of Net Position.

Investments are reported at fair value, which is determined using selected bases. Short-term
investments are reported at cost, which approximates fair value. Securities traded on a
national or international exchange are valued at the last reported sales price at current
exchange rates. Cash deposits are reported at carrying amount, which reasonably estimates
fair value.

Accounts Receivable and Allowance for Uncollectible Accounts

The District extends credit to customers in the normal course of operations. When
management deems customer accounts uncollectible, the District uses the allowance method
for the reservation and write-off of those accounts.

Inventory

Inventory is based on a physical count at June 30, 2017 and 2016 and is valued at the lower
of cost or market, cost being determined on the first-in, first-out basis. Inventory consists of
supplies necessary for the repair and maintenance of the water lines.

See Independent Auditor's Report. 22




QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2017 and 2016

NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — continued

4. Financial Statement Amounts — continued

f. Prepaid Expenses

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

g. Deferred Outflows of Resources

The District reports decreases in net position that relate to future periods as deferred outflows
in a separate section of its proprietary funds statements of net position. Deferred outflows of
resources reported in this year's financial statements include (1) a deferred outflow of
resources for contributions made to the District's California Public Employees’ Retirement
System (CalPERS) plan (Pian) between the measurement date of the net pension liabilities
from the Plan and the end of the District's fiscal year, (2) deferred outflows of resources
related to the differences between the expected actuarial experience and the actual
experience, (3) changes in the District's proportionate share of the collective net pension
liability in the Plan, and (4) differences between projected and actual earnings on plan
investments.  Deferred outflows for pension contributions will be recognized in the
subsequent fiscal year. The remaining deferred amounts, with the exception of differences
between actual and projected earnings which are amortized over a five year period, will be
recognized in expense over the average expected remaining service lives of plan members.

h. Capital Assets

All proprietary funds are accounted for on an economic resources measurement focus. This
means that afl assets and all liabilities associated with their activity, whether current or
noncurrent, are included on their statement of net position. Their reported fund equity (net
position) is segregated into net position accounts. Proprietary fund type operating statements
present increases (revenues) and decreases (expenses) in net position.

Capital assets, which include property, plant, equipment, and infrastructure assets, are
reported in the financial statements. Capital assets are defined by the District as assets with
an initial, individual cost of more than $5,000 and an estimated useful life in excess of one
year. Such assets are recorded at historical cost or estimated historical cost if purchased or
constructed. Donated capital assets or assets that are dedicated to the District are recorded
at estimated fair market value at the date of donation or dedication.

The cost of normal maintenance and repairs that do not add to the value of the asset or
materially extend the asset's life is not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed.

Depreciation of all exhaustible property, plant and equipment used by proprietary funds is

charged as an expense against their operations. Accumulated depreciation is reported on
| proprietary fund balance sheets. Depreciation has been provided over the estimated useful
‘ lives using the straight-line method. The estimated useful lives are as follows:

Distribution System 10 to 75 years

General Plant 5 to 40 years

. Pumping Plant and Equipment . 5 to 40 years

Wells and Improvements 10 to 45 years

Reservoirs and Tanks 10 to 50 years

See Independent Auditor's Report.




