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Independent Auditor’s Report

Board of Directors
Rio Alio Water District
Cottonwood, California

Opinion

We have audited the accompanying financial statements of the business-type activities of
Rio Alto Water District as of and for the year ended June 30, 2023, and the related notes to the
financial statements, which collectively comprise Rio Alto Water District’s basic financial statements
as listed in the table of contents.

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 Rio Alto Water District as of
June 30, 2023, and the respective changes in financial position and cash flows thereof for the year
then ended in accordance with accounting principles generally accepted in the United States of
America.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of Rio Alto Water District, and to meet our other ethical responsibilities, in accordance
with the relevant ethical requirements relating to our audit. We believe that the audit evidence we
have obtained is sufficient and appropriate to provide a basis for our audit opinions.

Responsibilities ef Management for the Financial Statements

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

In preparing the financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about Ric Alto Water
District’s ability to continuc as a going concern for twelve months beyond the financial statement
date, including any currently known information that may raise substantial doubt shortly thereafter.



Board of Directors
Rio Alto Water District
Cottonwood, California

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an audifor’s report
that includes our opinions. Reasonable assurance is a high level of assurance but is not absolute
assurance and therefore is not a guarantee that an audit conducted in accordance with generally
accepted auditing standards will always detect a material misstatement when it exists. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error, as
fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of
internal control. Misstatements are considered material if there is a substantial likelihood that,
individually or in the aggregate, they would influence the judgment made by a reasonable user based
on the financial statements.

In performing an audit in accordance with generally accepted auditing standards, we:
e Exercise professional judgment and maintain professional skepticism throughout the audit.

¢ Identify and assess the risks of material misstatement of the financial statements, whether due
to fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the financial statements,

s Obtain an understanding of internal control relevant to the audit 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 District’s internal control, Accordingly, no such opinion is
expressed.

s Evaluate the appropriateness of accounting policies used and the reasonableness of
gsignificant accounting estimates made by management, as well as evaluate the overall
presentation of the financial statements.

e (Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about the District’s ability to continue as a going
concern for a reasonable period of time.

We ate required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control-related matters that we identified during the audit.



Board of Directors
Rio Alto Water District
Cottonwood, California

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis, pension, and other post-employment benefits information be
presented to supplement the basic financial statements. Such information is the responsibility of
management and, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board (GASB), 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 presented in accordance with auditing standards generally accepted in the United States
of America, which consisted of inguiries 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.

Management has omitted the management’s discussion and analysis that accounting principles
generally accepted in the United States of America require to be presented to supplement the basic
financial statements. Our opinion is not modified as a result of this omission.

Other Supplementary Information

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

Fechter & Company
Certified Public Accountants

Sacramento, California
December 29, 2023
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RIO ALTO WATER DISTRICT
STATEMENT OF NET POSITION

JUNE 34, 2023
Assets
Current assets:
Cash and cash equivalents $ 1,370,821
Service fees receivable, net of $6,073 allowance 198,610
Interest receivable 26,982
Prepaid expenses 3,285
Inventory 15,106
Total current assets 1,614,804
Non-current assets:
Investments designated for capital assets and retirement of OPEB liability 959,697
Restricted cash 1,799,852
Tax assessments receivable 82,818
Delinquent accounts receivable 99,002
Capital assets, net of accumulated depreciation 9,496,717
Total non-current assets 12,438,086
Total Assets 14,052,890
Deferred OQutflows of Resources
Deferred outflows related to pensions 614,491
Deferred outflows related to OPEB 122,276
Total Deferred Outflows of Resources 736,767
Liabilities
Current liabilities:
Accounts payable and other accrued labilities 6,885
Accrued interest payable 67,780
Long-term liabilities, dug within one year 373,715
Total current liabilities 448,380
Long-term liabilities:
Net pension Hablity 1,274,037
OPEB liability 869,468
Long-term liabilities, due beyond one year 6,720,118
Total long-term liabilities 8,863,623
Total Liabilities 9,312,003
Deferred Inflows of Resources
Deferred inflows related to pension 66,975
Deferred inflows related to OPEB 374,476
Total Deferred Inflows of Resources 441,451
Net Position
Net investiment in capital assets, net of related debt 2,801,509
Restricted for:
Debt service and debt reserve 1,555,422
Capacity expansion 272,566
Unrestricted 406,706
Total Net Position $ 5,036,203
4

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



RIO ALTO WATER DISTRICT
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

FOR THE YEAR ENDED
JUNE 39, 2023
Operating Revenues
Utility services $ 1,123,296
Hydrant charges 31,810
Other charges 40,614
Total operating revenues 1,195,720
Onerating Expenses
Payroll 530,556
Payroll benefits 219,111
Utilities 41,714
Tools and supplies 64,512
Contracted services 24,360
Maintenance 97,297
Insurance 41,972
Directors' fees 6,600
Office expenses 21,031
Legal and audit 18,607
Regulatory fees 56,060
Wastewater permit testing 9,116
Other expenses 53,264
Depreciation 444,520
Total operating expenses 1,628,720
Operating Loss (433,000)

Nen-Operating Revenues (Expenses)

Special Community Facilities District Tax 341,280
Property taxes 261,415
Connection and capacity expansion fees 44,948
Penalties from Tehama County 1,190
Lease and other income 20,401
Interest income 93,148

Interest expense (155,546)

Consultants for non-operating activities (5,074)
Total non-operating revenues (expenses) 601,762
Increase in Net Position 168,762
Net Position - beginning of the year 4,867,441
Net Position - end of the year $ 5,036,203

5

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



RIO ALTO WATER DISTRICT
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED
JUNE 36, 2023

Cash flows from operating activities:

Cash received from customers and users $ 1,156,798
Cash received from others 40,614
Cash paid to suppliers (431,480)
Cash paid to employees and related benefits (867,228)
Net cash used by operating activities : (101,296)

Cash flows from capital financing activities:

Cash received from connection charges 44,948
Cash paid for suppliers for non-operating activities (5,074)
Purchases of capital assets (61,179)
Interest paid on capital debt (154,452)
Payments on long-term debt (356,020)
Cash received from special taxes for sewer project 341,280
Net cash used by capital financing activities (190,497)

Cash flows from non-capital financing activities:

Cash received from ad valorem property taxes 266,543
Cash received from property tax penalties 1,190
Net cash provided by non-capital financing activities 267,733

Cash flows from investing activities:

Lease payments received for use of property - 20,401
Interest on investments 72,714
Net cash provided by investing activities 93,115
Increase in cash and cash equivaients 69,055
Cash and cash equivalents, beginning of the year 4,061,315
Cash and cash equivalents, end of the year $ 4,130,370

Reconciliation of cash and cash equivalents:

Cash and cash equivalents $ 1,370,821
Restricted cash with fiscal agent 2,759,549
Total cash and cash equivalents at fiscal year-end $ 4,130,370
(Continued)
6

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



RIO ALTO WATER DISTRICT
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED
JUNE 30, 2023

Reconciliation of Operating Income to
Net Cash Provided by Operating Activities:
Operating loss $
Adjustments to reconcile operating income
to net cash provided by operating activities:
Depreciation and amortization

Changes in assets and liabilities:
Increase in accounts receivable
Increase in allowance for doubtful accounts
Decrease in delinquent accounts receivable
Decrease in inventory
Increase in prepaid expenses
Decrease in accounts payable
Decrease in accrued compensated absences
Decrease in net other post-employment benefits
Decrease in net pension

(Continued)

(433,000}

444,520

(26,251)
2,540
25,403
5,686
(963)
(1,670)
(1,130)
(12,888)
(103,543)

&

Net cash used by operating activities

(101,296)

7
The accompanying hotes are an integral part of these financial statements.



RIO ALTO WATER DISTRICT
Notes to the Basic Financial Statements
For the Year Ended June 30, 2023

NOTE 1: REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

A. Description of Reporting Entity

The Rio Alto Water District (the District), a special district of the State of California,
was organized to provide water to the residents of the Lake California area in
Cottonwood, California. Rio Alto Water District was created under the State of
California Water Code on December 30, 1968, Shortly after its formation, the voters
of the District approved a measure allowing the District to also engage in the
collection, transmission, treatment, and disposal of wastewater generated within the
District boundaries. The financial statements of the District include the financial
activities of the Rio Alto Water District and Community Faecilities District
No. 2011-1.

On January 11, 2012, the Board of Directors adopted Resolution 02-12, forming
Community Facilities District No. 2011-1 for the purpose of funding necessary
improvements to the wastewater treatment plant and to create a wetland in order to
comply with the terms of the National Pollutant Discharge Elimination System
(NPDES) permit from the Regional Water Quality Control Board Central Valley
Region. On April 17, 2012, the voters within the boundaries of the Community
Services District No. 2011-1 approved Measure A, levying a special tax on
tandowners within the District.

The District’s primary source of revenues are from charges to residential customers
for sewer and water services primarily in the District’s boundaries, which encompass
approximately 6,000 acres located in Northern Tehama County, California. The
District shares in the Tehama County ad valorem tax for special districts, which is
determined by the Tehama County Auditor based on State law. As well, the District
receives interest income from investiments.

The governing body of the District is a Board of Directors (the Board) consisting of
five members elected for four-year terms. Management of the District is the
responsibility of the General Manager as appointed by the Board. No legally separate
entities meet the criteria specified in GASB 61 for treatment as component units of
the District. Community Facilities District No. 2011-1 is not considered a separate
legal entity as it does not have its own governing board. All decisions are made by
the Board of Directors of Rio Alto Water District and all property is owned by Rio
Alto Water District. Its financial results are reported as part of the District. However,
the USDA Bond obligation and State Water Resources Control Board (SWRCB)
installment sale agreement are payable solely from the Community Facilities District
special taxes and the assets pledged, and are not general obligations of the District.
More information on the District’s debt can be found in Note 4. No separate financial
statements are issued for Community Facilities District No. 2011-1.



RIO ALTO WATER DISTRICT
Notes to the Basic Financial Statements
For the Year Ended June 30, 2023

NOTE 1: REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES — continued

B. Basis of Presentation

The accounts of the District are organized and operated on a fund basis. Each fund
contains a separate, self-balancing set of accounts to account for its operations.

All activities of the District are accounted for within proprietary (enterprise) funds.
Proprietary funds are used to account for operations that are (a) financed and operated
in a manner similar to private business enterprises where the intent of the governing
body is that the costs (expenses, including depreciation) of providing goods or
services to the general public on a continuing basis be financed or recovered
primarily through user charges; or (b) where the governing body has decided that
periodic determination of revenues earned, expenses incurred, and/or net income is
appropriate for capital maintenance, public policy, management control,
accountability, or other purposes.

. Basis of Accounting

Proprietary funds are accounted for on a flow of economic resources measurement
focus, which requires use of the accrual basis of accounting. On this basis, all assets
and liabilities associated with operations are included on the Statement of Net
Position, revenues are recognized when earncd, and expenses are recorded at the time
the liabilities are incurred, regardless of the timing of the related cash flows.

Proprietary funds distingnish operating revenues and expenses from non-operating
items. Operating revenues and expenses generally result from providing services and
producing and delivering goods in connection with a proprietary fund’s principal
ongoing operations. The District’s principal ongoing operations provide water and
sewer services to residential customers. Accordingly, the principal operating revenues
of the District are charges to residential customers for water, sewer, and closely
related services. Operating expenses include the costs of sales and services,
transmission and distribution, administrative expenses, and depreciafion on capital
assets. All revenues and expenses not meeting the definition of operating revenues or
expenses above are reported as non-operating revenues and expenses. Revenues from
property taxes, connection fees, penalties from Tehama County, capacity expansion
fees, and interest income are considered non-operating revenues.

The proprietary funds are presented in accordance with the hierarchy of generally
accepted accounting principles for state and local governments, as described in
GASB Statement 76.



RIO ALTO WATER DISTRICT
Notes to the Basic Financial Statements
For the Year Ended June 30, 2023

NOTE 1: REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES — continued

C. Basis of Accounting — continued

For purposes of the Statement of Cash Flows, the District defines cash and cash
equivalents as bank account balances available on demand, cash on hand, and
investment account balances that can be easily converted to cash within seven
calendar days (such as the Local Agency Investment Fund). Cash flows from
operating activities are presented using the direct method. All investments are
reported at fair value, which is either the market price or amortized cost.

Statement of Net Position — The Statement of Net Position is designed to report the
financial position of the District at the balance sheet date. The District’s fund equity
(net position) shown on this statement is separated into three categories defined as
follows:

o Net Investment in Capital Assets — This component of net position consists of
capital assets, net of accumulated depreciation and reduced by any outstanding
balances of debt that are attributable to the acquisition, construction, or
improvement of these assets. This category of net position is considered non-
expendable.

»  Restricted — This component of net position consists of net position that is
subject to external constraints imposed by creditors (such as through debt
covenants), grantots, contributors, or laws or regulations of other governments.
It includes net position constrained by law, constitutional provisions, or enabling
legislation. :

e Unrestricted — This component of net position consists of net position that does
not meet the definition of “restricted” or “net investment in capital assets.” The
District’s Board of Directors may designate portions of unrestricted net position
for particular purposes.

Statement of Revenues, Expenses, and Changes in Net Position — The Statement of
Revenues, Expenses, and Changes in Net Position presents the results of operations
of the proprietary funds for the current period. Revenues are reported by major
source. Operating revenues and expenses are presented separately from non-operating
items and an operating income subtotal is presented prior to adjustment for non-
operating items.

10



RIO ALTO WATER DISTRICT
Notes to the Basic Financial Statements
For the Year Ended June 30, 2023

NOTE 1: REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES - continued

D. Revenue Policies — Utility Fees

The District’s principal sources of revenue are from water sales, water connection
fees, sewer charges for collection, transmission, treatment, and disposal of
wastewater, and charges for the availability of utility services that are paid by owners
of undeveloped lots. Water rates are established by the Board, but may only be
increased in accordance with California’s Proposition 218, which requires that
notices of any proposed fee increases be mailed to all property owners, that a public
hearing be held, and that the fee increase may not be implemented if written
objections are received from a majority of property owners. However, the District’s
authority to set water rates is not subject to the oversight or approval of the California
Public Utilities Commission or another regulatory agency. The District recognizes
revenue for these charges when they are earned through the provision of services ot
the passage of time. In compliance with Prop 218, the District held a public hearing
on May 19, 2016, and in the absence of a majority written protest, approved an
increase to water rates, staged in over the subsequent five fiscal years, in response to
a rate study prepared by Bartle Wells Associates.

E. Revenue Policies — Connection and Capacity Expansion Fees

The District charges a connection fee, and, for customers located in certain areas, a
capacity expansion fee, for connecting to the District for the first time. The fee varies
depending on the location of the new comnection and whether the customer is
connecting to both the water and sewer systems or the water system only. As these
fees are intended primarily to finance capital costs, they are classified as
non-operating revenue. The District recognizes revenue at the time the application is
tendered for the new connection.

F. Delinquent Accounts and Taxes Receivable

The District transfers delinquent accounts to the Tehama County Tax Collector once
per year, and a majority of these accounts are eventually collected. The allowance for
uncollectible accounts is increased annually to reflect 100% of the amounts due on
water and sewer charges over 90 days delinquent, less the portion of this amount that
has been transferred to the Tehama County Tax Collector for collection. The portion
of accounts receivable transferred to Tehama County for collection, reduced by
significant Tehama County collections to be received in January following the fiscal
year end, and delinquent special taxes receivable outstanding at year end are reflected
as a non-current asset because the majority of these amounts will not be collected
within twelve months of the end of the fiscal year.

11



RIOQ ALTO WATER DISTRICT
Notes to the Basic Financial Statements
For the Year Ended June 30, 2023

NOTE 1: REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES - continued
G. Property Tax Revenue
In accordance with Article XIII-A of the State Constitution, California property taxes
are collected by the County Tax Collector, pooled, and then allocated to the local
governments within the County. Property tax revenue is recognized when taxes are

levied.

The property tax calendar is as follows:

Lien date: January 1
Levy date: July 1
Due date: First installment — November 10

Second installment — February 10
Delinquent date:  First installment — December 11
Second installment — April 11

Under California law, property taxes are assessed and collected by the counties at up
to 1% of assessed value, plus other increases approved by the voters. Property taxes
collected are allocated to the District three times a year. The final distribution is made
close to June 30 each year and reflects the property taxes collected from April 10 to
approximately May 30.

The Board of Directors, acting as the Board of Community Facilities District 2011-1,
levies a special tax each year up to $289 per equivalent dwelling unit to provide for
the debt service on the debt incurred in connection with the sewer treatment plant
improvement project. While still authorized to levy the maximum tax of $289,
starting in fiscal year 2015-2016, the Board of Directors reduced the levy to $240 per
equivalent dwelling unit. The taxes are collected by the Tehama County Tax
Collector at the same time as the ad valorem taxes.

H. Designation of Investments for Capital Asset Acquisition and OPEB Liability
Retirement

Through the budgeting process, the District’s Board of Directors has designated
portions of its investment account balances for use in acquiring capital assets and
retiring the District’s OPEB liability. In accordance with GASB Statement 62,
paragraph 31, the District considers these investment balances to be non-current
assets because their intended use is to acquire other non-current assets or to retire
liabilities that are not due within one year.

12



RIO ALTO WATER DISTRICT
Notes to the Basic Financial Statements
For the Year Ended June 30, 2023

NOTE 1; REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES — continued

L

Inventories

The District’s invenfories are valued at historical cost on a first-in, first-out basis.
Expenses are recorded when inventory items are used. The inventory consists of
water meters, materials, and supplies for maintenance of the District’s water and
sewer systems.

Use of Estimates

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

Capital Assets

The District’s capital assets include plant and equipment, which are recorded at
historical cost. The original plant and improvements completed by the original
developer of Lake California and three low pressure systems located outside the
sewer district were contributed to the District and were recorded at their fair market
value.

New developments of residential lots are accepted only when the construction of the
utilities meet the standards set by the District and are capitalized at a cost approved
by the District’s engineers.

The District’s policy is to capitalize all assets with a useful life of more than a year
which cost in excess of $1,000. The District uses the straight-line method of
computing depreciation, Estimated useful lives of the District’s assets are determined
based on the length of time the asset class is expected to provide service to the
District and ate as follows:

Water Plant 60 years
Sewer Treatment Plant and related components 50 years
Buildings 35 years
Equipment 5 to 10 years

Maintenance and repairs are expensed as incurred. Significant renewals or
betterments are capitalized and depreciated over their estimated useful lives. Costs
incurred priot to completion for major improvements or construction of capital assets
are accumulated in construction in-progress. Once they are ready for use, assets
previously recorded in comstruction in-progress are transferred to the appropriate
capital asset category.

13



RIO ALTO WATER DISTRICT
Notes to the Basic Financial Statements
For the Year Ended June 30, 2023

NOTE 1: REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES — continued

L. Loans Payable

The District records outstanding obligations for loans payable at the time funds are
disbursed by the lender to the District or for its benefit. In accordance with GASB 62,
the District classifies the portion of loans payable due within one year from the
balance sheet date as a current liability.

M. Compensated Absences

The District’s employees earn vacation in varying amounts depending on length of
service. Employees also earn sick leave at the rate of one day to 1 - 5/12 days per
month depending on job category. There is no maximum accrual of sick leave except
that the General Manager cannot accrue sick leave in excess of 90 days. Vacation can
be accumulated to a total of between 20 to 50 days depending upon length of service
and job category. Employees and the General Manager are allowed to take payment
in lieu of vacation up to one-half of an employee’s yearly accrual each fiscal year.
Upon separation from the District, employees are entitled to full payment for accrued
vacation but not for sick leave. The District records its obligations for vacation
when earned by the employees based on current rates of pay at the time. The division
of the compensated absences liability to current and long-term portions s based on
experience.

N. Restricted and Unrestricted Resources

When both restricted and unrestricted resources are available for use, the District uses
restricted resources first, and then unrestricted resources as needed.

O. Net Pension Liability and Deferred Outflows and Inflows Related ¢o Pensions

For purposes of measuring the net pension liability, deferred outflows/inflows of
resources related to pensions, and pension expense, information about the fiduciary
net position of the District’s California Public Employees’ Retirement System
(CalPERS) plans (Plans) and additions to/deductions from the Plans’ fiduciary net
position have been determined on the same basis as they are reported by CalPERS.
For this purpose, benefit payments (including refunds of employee contributions) are
recognized when due and payable in accordance with the benefit terms. Investments
arc reported at fair value.

14



RIO ALTO WATER DISTRICT
Notes to the Basic Financial Statements
For the Year Ended June 39, 2623

NOTE 1: REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES — continued

P. Other Post-Employment Benefits (OPEB)

For purposes of measuring the net OPEB liability, deferred outflows of resources and
deferred inflows of resources related to OPEB, and OPEB expense, information about
the fiduciary net position of the District’s plan (OPEB Plan) and additions
to/deductions from the OPEB Plan’s fiduciary net position have been determined on
the same basis. For this purpose, benefit payments are recognized when currently due
and payable in accordance with the benefit terms. Investments are reported at fair
value, Generally accepted accounting principles require that the reported results must
pertain to Hability and asset information within certain defined timeframes.

Q. New Accounting Pronouncements

GASB Statement No. 96 — In May 2020, GASB issued Statement No., 96,
Subscription-Based Information Technology Arrangements (SBITA). This Statement
establishes that a SBITA results in a right-to-use subscription asset and a
corresponding subscription liability, providing capitalization criteria for outlays other
than subscription payments. A SBITA is defined as a contract that conveys control of
the right to use another party’s information technology software, alone or in
combination with tangible capital assets, as specified in the contract for a period of
time in an exchange or exchange-like transaction. To the extent relevant, the
standards for SBITAs are based on the standards issued in Statement No. 87, Leases.
This Statement became effective for reporting periods beginning after June 15, 2022.
The District has not realized any material impacts from the adoption of the new
standard on its financial statements for the fiscal year ending June 30, 2023,

15



RIO ALTO WATER DISTRICT
Notes te the Basic Financial Statements
For the Year Ended June 30, 2023

NOTE 2: CASH AND INVESTMENTS

Cash and investments as of June 30, 2023 are reported in the accompanying financial
statements in the classifications set forth below,

Unrestricted  Designated Restricted Total
Cash:
Cash on hand and
in checking accounts  $ 224,676  § - $ 450,631 § 675,307
Investments:
Cash in interest-bearing
LAIF account 1,146,145 959,697 1,349,221 3,455,063
Total $1.370.821 $ 959.697 $1.799.852 _§ 4,130,370

The balance of invesiment in LAIF listed under Designated represents the funds
designated for capital asset acquisition and retirement of OPEB liability.

A. Deposits

At June 30, 2023, the recorded amount of the District’s deposits is shown above. This
bank balance is partially covered by the Federal Deposit Insurance Corporation
(FDIC), which has a limit of $250,000. Amounts in excess of $250,000 are covered
by the multiple financial institution collateral pool that insures public deposits in the
State of California.

Various amounts of restricted cash are restricted for debt service, project
construction, and capacity expansion.

B. Investments

Local Agency Investment Fund. The District maintains an investment in the State of
California Local Agency Investment Fund (LAIF), LAIF is part of the Pooled Money
Investment Account (PMIA), an investment pool consisting of funds held by the state
in addition to those deposited in LAIF. All PMIA funds are managed by the
Investment Division of the State Treasurer’s Office. This fund is not registered with
the Securities and Exchange Commission as an investment company, but is required
to invest according to California Government Code. Participants in the pool include
voluntary and involuntary participants, such as special districts and school districts
for which there are legal provisions regarding their investments. The Local
Investment Advisory Board (Board) has oversight responsibility for LAIF. The Board
consists of five members as designated by state statute. LAIF is not rated by any
major investment rating agency.
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RIO ALTO WATER DISTRICT
Notes to the Basic Financial Statements
For the Year Ended June 30, 2023

NOTE 2: CASH AND INVESTMENTS — continued
B. Investments — continued

At June 30, 2023, the District’s investment position in LATF was $3,455,063, which
approximates fair value and is the same as value of the pool shares which is
determined on an amortized cost basis. LAIF is the only investment reported on an
amortized cost basis because the amount available for withdrawal is determined on
this basis. The total amount invested by all public agencies in PMIA on that day was
$178.4 billion. Of that amount, 63.08% is invested in government bills and notes,
4,33% is invested in short-term, asset-backed commercial paper, with the remaining
32.59% invested in other non-derivative financial produets.

Under the California Government Code, the District may only invest its funds in the
following investment types:

Maximum %o

Investment of Portfolio
U.S. Treasury Obligations None
U.S. Agency Obligations None
State and Local Government Bonds None
Bankers® Acceptances 40%
Commercial Paper 25%
Negotiable Certificates of Dep051t/CD Placement Service 30%
Repurchase Agreements None
Reverse Repurchase Agreements and Loans of Securities 20%
Medium-Term Notes 30%
Mutual Funds and Money Market Mutual Funds 20%
Collateralized Bank Deposits None
Mortgage Pass-Through Securities 20%
Bank Time Deposits None
County Pooled Investment Funds None
Joint Powers Authority Investment Pools None
L.ocal Agency Investment Fund (LAIF) None
Supranational Obligations 30%

In addition, the District’s Board of Directors must approve investments. At this time,
the only investment approved by the Board is the California Local Agency
Investment Fund. By limiting its investments to this fund managed in accordance
with the California Government Code, the District minimizes its credit quality risk,
custodial credit risk, concentration of credit risk, interest rate risk, and foreign
currency risk.
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RIO ALTO WATER DISTRICT
Notes to the Basic Financial Statements
For the Year Ended June 30, 2023

NOTE 3: CAPITAL ASSETS
Capital asset activity for the fiscal year ended June 30, 2023 is summarized below:

Year Ended Transfer/ Year Ended
June 30, 2022  Additions Reductions Adjustment June 30, 2023

Capital assets, non-depreciable:

Land § 463,183 % - $ - § - $ 463,183
Construction in-progress 309,305 - - (309,305) -
Total capital assets,
non-depreciable 772,488 - - (309,303) 463,183
Capital asgets, depreciable:
Water utility plant 4,342 847 3,583 (12,569 309,305 4,643,166
Sewer utility plant 9,072,938 28,615 (33,042) - 9,068,511
General plant/equipment - Water 746,921 16,118 (48,509) 294 714,824
General plant/equipment - Sewer 758,418 12,864 (46,907) (294) 724,081
Software 21,750 - - - 21,750
Total capital assets, depreciable 14,942,874 61,180 {141,027) 309,305 15,172,332
Less accumulated depreciation (5,835,307)  (444,518) 141,027 - (6,138,798)
Total capital assets, net $ 9,880,055 §${383338) § - $ - $ 9496717

Depreciation expense for the fiscal year ended June 30, 2023 totaled $444,520 and is
charged to Water, Sewer, and Community Facilities activities based on the function and
assignment of depreciable assets.

NOTE 4: LONG-TERM LIABILITIES
Long-term liabilities at June 30, 2023, consisted of the following:

Amounts Due
Year Ended Balance Within
June 30, 2022 Additions Deletions  June 30, 2023 One Year

Installment debt:
SWRCHE sale agreement § 932681 § - $ (58,779 $ 873,902 § 59,896
TUSDA bond 4,467,000 - {85,000) 4,382,000 87,000
CEC loan 1,527.824 - (88,518) 1,439,306 89,367
Total 6,927,503 - (232,297) 6,695,208 236,263
Other long-term liabilities:
Tank Rehab Contract 4G4 888 - (123,722) 371,166 123,722
Net pension obligation 554,217 719,820 - 1,274,037 -
OPEB 827,798 41,670 - 869,468 -
Compensated absences 28,587 27,459 (28,587) 27,459 13,730
Total 1,905,490 788,949  (152,309) 2,542,130 137,452

Total long-term liabilities _$§ 8832995 _§ 788,949 §${384.606) _§ 9,237,338 _§ 373715
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RIO ALTO WATER DISTRICT
Notes to the Basic Financial Statements
For the Year Ended June 30, 2023

NOTE 4: LONG-TERM LIABILITIES — continued

The net pension obligation and Other Post-employment Benefits (OPEB) liability are
stated separately, while all other amounts are reported together on the Statement of Net
Position,

On May 16, 2013, the California State Water Resources Control Board (SWRCB)
executed a finance agreement with the District to provide up to $1,215,000 in debt
financing from the state’s Clean Water State Revolving Fund (CWSRF) for the District’s
wastewaler treatment plant improvement project. The proceeds of the financing are
disbursed to the District only upon receipt of disbursement requests from the District that
itemize project costs incurred. Annual installment payments on the debt are due to the
SWRCB March 17 of each year, with annual interest accruing at the rate of 1.9%.
Payments began March 17, 2017, and the final payment will be due March 17, 2036, The
financing is structured as an installment sale agreement of the wastewater treatment plant
improvement and constructed wetlands project. The agreement requires the District to
maintain one year of debt service in a reserve fund for the entire term of the agreement.
Special tax revenues levied for project purposes under the Community Facilities District
are pledged for payment of this and any other debt related to the project and repayment is
secured by a lien on these revenues. The District has covenanted to levy special taxes
cach year in a total amount of at least 1.1 times the total annual debt service. SWCRB
reserves the right to require an audit of the District’s disbursements reimbursed by the
loan proceeds.

On August 15, 2014, the District issued a Special Tax Bond to the United States
Department of Agriculture (USDA) to finance necessary improvements to the wastewater
treatment plant and the constructed wetlands project. The total face amount of the bond is
$5,000,000. The bond bears interest at the rate of 2.75%. The bond matures in annual
installments and interest on the bond is payable in semi-annual installments over 40 years
commencing on July 1, 2015. The bond is secured by a first lien and pledge of the special
tax revenues levied by Community Facilities District No. 2011-1 for the project. USDA
requires the District to set aside a reserve equal to the average annual debt service and a
short-lived asset reserve to be funded with $15,730 annually. The bond is payable solely
from the Community Facilities District No. 2011-1 special tax revenues and the assets
pledged.

On April 17, 2019, the District enfered into an agreement with Halcyon Solar
Construction to supply and install photovoltaic electric generating systems (PV systems)
at the District facilities to supply solar power. The full cost of this construction totaled
$1,590,800 and was financed with a promissory loan bearing a 1% interest rate from the
California Energy Commission (CEC). Construction for this solar project was completed
in April 2020, which is the date the final disbursement of funds was received from the
CEC.
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NOTE 4:

NOTE 5:

RIQ ALTO WATER DISTRICT
Notes to the Basic Financial Statements
For the Year Ended June 30, 2023

LONG-TERM LIABILITIES - continuned

On September 22, 2021, the District entered into an agreement with Superior Tank
Solutions, Inc. to replace the interior lining of two water tanks and provide ongoing
maintenance and repairs, The contract requires a minimum of 5 annual payments of
$123,722 with the option to continue regular maintenance and repairs for an additional 15
years at a cost of $36,336 per year, If the contract is terminated before the 5-year period is
complete, the remaining balance of the first 5 annual payments becomes due and payable.
The agreement does not bear any interest and does not qualify as installment debt.

The table for installment debt below represents estimated principal and interest payments
to maturity on the USDA Special Tax Bond, SWRCB Installment Sale Agreement, and
the California Energy Commission loan:

Year Ended
June 390, Principal Interest Total
2024 $ 236263 5§ 150,122 § 386,385
2025 241,335 145,616 386,951
2026 245,401 128,679 374,080
2027 250,496 124,927 375,423
2028 254,595 121,083 375,678
2029-2033 1,349,157 473,582 1,822,739
2034-2038 1,329,960 434,331 1,764,291
2039-2043 692,000 336,795 1,028,795
20442048 792,000 234,932 1,026,932
2049-2033 908,000 118,223 1,026,223
2034-2055 396,000 10,917 406,917
Total $ 6,695207 § 2279207 § 8974414

The District’s total interest expense incurred is displayed as a non-operating expense on
the Statement of Revenues, Expenses, and Changes in Net Position.

RISK MANAGEMENT/EINSURANCE JOINT VENTURE

The District is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees, natural disasters,
delivery of water, and treatment and disposal of wastewater. These risks are addressed
through the District’s membership in the Association of California Water Agencies —
Joint Powers Insurance Authority (JPIA). The purpose of the JPIA is to arrange and
administer programs for the pooling of self-insured losses, to purchase excess insurance
or reinsurance, and to arrange for group-purchased insurance for property and other
coverages. The JPIA’s members have pooled funds in order to be self-insured for general
liability, property, pollution liability, and workers’ compensation. Each member district
pays a premium commensurate with the level of coverage requested, and shares surpluses
and deficit propottionate to their participation.
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NOTE 6:

RIO ALTO WATER DISTRICT
Notes to the Basic Financial Statements
For the Year Ended June 30, 2023

RISK MANAGEMENT/INSURANCE JOINT VENTURE — continued

The District has had no settlements that exceeded its insurance coverage in any of the last
three years. Complete audited financial statements of the JPTA can be obtained online at
WWW.acwajpia.com.

PENSION PLAN
A. Plan Description

The District contributes to the California Public Employees’ Retirement System
(CalPERS), a cost-sharing, multiple-employer defined benefit pension plan. The
District’s ptan is part of the “Miscellaneous 2% at 60 Risk Pool” within the CalPERS
system. All full-time District employees who have been employed for over six
months are eligible to participate in CalPERS. CalPERS acts as a common
investment and administrative agent for participating public entities within the State
of California. A menu of benefit provisions as well as other requirements is
established by State statutes within the Public Employee’s Retirement Law. The
District selects optional benefit provisions from the benefit menu by contract with
CalPERS and adopts those benefits through the approval of the District’s Board of
Directors. Benefits include a periodic pension payment upon retirement, as well as
death and survivor benefits. Annual cost of living adjustments are included.
Disability retirement is permitted subject to certain requirements. CalPERS makes
reports available to the public that provide a detailed description of the pension plan’s
benefit provisions, actuarial assumptions, membership information, and fiduciary net
position. These reports can be found on the CalPERS website at
http://www.calpers.ca.gov/.

The Plans’ provisions and benefits in effect at June 30, 2023, are summarized as
follows:

Miscellanecus

Prior to On or After
Hire date January 1, 2013 January 1, 2013
Benefit formula 2% @ 60 2% @ 62
Benefit vesting schedule 5 years service 5 years service
Benefit payments Monthly for life Monthly for life
Retirement age (no disability) 50+ 52+
Required employee contribution rates % 6.25%

Required employer contribution rates  9.281% + $66,266 7.73% + $1,242
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NOTE 6: PENSION PLAN - confinued
B. Funding Policy

Section 20814(c) of the California Public Employees’ Retirement Law requires that
the employer contribution rates for all public employers be determined on an annual
basis by the actuary and shall be effective on July 1 following notice of a change in

_ the rate. Funding contributions for both Plans are determined annually on an actuarial
basis as of June 30 by CalPERS.

The actuarially-determined rate is the estimated amount necessary to finance the costs
of benefits earned by employees during the year, with an additional amount to finance
any unfunded accrued liability. The actuarial methods and assumptions used are those
adopted by the CalPERS Board of Administration. The District is required to
contribute the difference between the actuarially-determined rate and the contribution
rate of employees.

Active plan members who were members prior to January 1, 2013 are required to
contribute 7% of their annual covered salary by state statute; however, the District
pays this 7% on behalf of employees as a fringe benefit negotiated in past years’ pay
packages. Active plan members whose membetship began on or after January 1, 2013
are required to contribute 6.25%; for these members the District does not contribute
the employee’s 6.25% on his or her behalf and makes only the contribution required
of the employer.

For the year ended June 30, 2023, the employer contributions recognized as deferred
outflows of resources were $155,738.

C. Annual Pension Cost and Net Pension Obligation

Beginning with the fiscal year ended June 30, 2015, the District’s net pension liability
for each Plan is measured as the proportionate share of the total net pension liability
for all employers in the plan. The net pension liability for each of the Plans is
measured as of June 30, 2019, and the total pension liability for each Plan used to
calculate the net pension liability was determined by an actuarial valuation as of
June 30, 2018 rolled forward to June 30, 2019 using standard update procedures. The
District’s proportion of the net pension liability was based on a projection of the
District’s long-term share of contributions to the pension plans relative to the
projected contributions of all participating employers, actuarially determined. The
District’s proportionate share of the net pension liability of the Plan as of
June 30, 2022 was approximately 0.02307%.
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RIO ALTO WATER DISTRICT
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NOTE 6: PENSION PLAN -- continued
C. Annual Pension Cost and Net Pension Obligation - continued
For the year ended June 30, 2023, the District recognized pension expense of -
$180,052. At June 30, 2023, the District reported deferred outflows of resources and

deferred inflows of resources related to pensions from the following sources:

Deferred Qutflows  Deferred Inflows

of Resources of Resources

Pension contributions subseguent to

measurement date $ 155,738 % -
Change in employer's proportion 69,246 -
Differences between employer's contributions

and proportionate share of contributions - 49,839
Changes in assumptions 130,552 -
Differences between projected and

actual experience 25,585 17,136
Net differences between projected and actual

earnings on plan investments 233,370 -

$ 614,491  $ 66,975

$155,738 is reported as deferred outflows of resources related to contributions
subsequent to the measurement date and will be recognized as a reduction of the net
pension liability in the year ended June 30, 2023. Other amounts reported as deferred
outflows of resources and deferred inflows of resources related to pensions will be
recognized as pension expense as follows:

Year Ended Pension

June 30, Expense
2024 3 104,437
2025 91,910
2026 52,694
2027 142,736
Total $ 391,777
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NOTE 6: PENSION PLAN - continuned
C. Annual Pension Cost and Net Pension Obligation — continued
The total pension liabilities in the June 30, 2018 actuarial valuations that were used to

determine the June 30, 2023 net pension Hability shown in these financial statements
were determined using the following actuarial assumptions:

Valuation Date June 30, 2021
Measurement Date June 30, 2022
Actuarial Cost Method Entry age normal cost method
Actuarial Assumptions:
Discount Rate 6.90%*
Investment Rate of Return 6.90% (includes inflation)** projected
Salary Increases Varies by entry age and service
Inflation 2.30%
Mortality Rate Table Based on CalPERS membership data for
all funds
Payroll Growth 3.00%
Post Retirement Benefit Increases Cost of Living Adjustments per contract

up to 2.75% until Purchasing Power
Protection Allowance Floor on
Purchasing Power applied, 2.75%
thereafter

* The discount rate used to measure the total pension liability was 7.15% for each
Plan,

Expectations about future cash flows used in the development of the discount rate
assume that both members and employers will make all required contributions on
time and as scheduled in all future years. To defermine whether the municipal
bond rate should be used in the calculation of a discount rate for each plan,
CalPERS stress tested plans that would most likely result in a discount rate that
would be different from the actuarially-assumed discount rate. Based on the
testing, none of the tested plans run out of assets. Therefore, the current 7.15%
discount rate is adequate and the use of the municipal bond rate calculation is not
necessary. The long-term expected discount rate of 7.15% will be applied to ail
plans in the Public Employees Retirement Fund (PERF) and all periods of
projected benefits. The stress test results are presented in a detailed report that can
be obtained from the CalPERS website.

**The long-term expected rate of return on pension plan investments was determined
using a building-block method in which best-estimate ranges of expected future
real rates of return (expected returns, net of pension plan investment expense and
inflation) are developed for each major asset class.
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NOTE 6: PENSION PLAN - continued
C. Annual Pension Cost and Net Pension Obligation — continued

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

The table below reflects the long-term expected real rate of return by asset class. The
rate of return was calculated using the capital market assumptions applied to
determine the discount rate and asset allocation. These geometric rates of return are
net of administrative expenses.

Assumed Asset Real Return

Asset class Allocation Years 1-10 '
Global equity - cap-weighted 30.00% 4.45%
Global equity non-cap-weighted 12.00% 3.84%
Private equity 13.00% 7.28%
Treasury 5.00% 0.27%
Mortgage-backed securities 5.00% 0.50%
Investment grade carporates 10.00% 1.56%
High yield 5.00% 2.27%
Emerging market debt 5.00% 2.48%
Private debt 5.00% 3.57%
Real assets 15.00% 3.21%
Leverage -5.00% (.59%
Total 100.00% 30.02%

'Real Return Years 1-10: An expected inflation of 2.30% used for this period
*Figures are based on the 2021-22 Asset Liability Management study.
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NOTE 6: PENSION PLAN - continued
C. Annual Pensjon Cost and Net Pension Obligation — continued

Sensitivity of the Proportionate Share of the Net Pension Liability to Changes in the
Discount Rate — The following presents the District’s proportionate share of the net
pension liability for each Plan, calculated using the discount rate for each Plan, as
well as estimated amounts for what the District’s proportionate share of the net
pension liability would be if it were calculated using a discount rate that is
1-percentage point lower or 1-percentage point higher than the current rate:

Current
1% Decrease Discount Rate 1% Increase
5.90% 6.90% 7.90%
Net Pension Liability $ 1,948,606 $ 1,274,037 $ 719,035

NOTE 7: OTHER POST-EMPLOYMENT BENEFITS
A. Plan Description

The District makes medical insurance coverage available to eligible retired
employees and their spouses through an agent multiple-employer plan governed by
the Public Employees’ Medical & Hospital Care Act (PEMHCAY) and administered
by the District. Employees are generally eligible for this benefit after reaching age 60
and accumulating 20 years of service to the District. As of June 30, 2023, the plan
covered seven active employees (assuming these employees meet plan eligibility
requirements upon retirement) and two retired District employees who were then
receiving benefits. Pursuant to a decision of the Board on July 21, 20185, the District
will pay 100% of the high-deductible health plan premiums plus 100% of the dental
and vision premiums for current emplovees and spouses who are eligible to receive
the benefit upon retirement. Employees may elect another plan but are required to pay
the difference in cost between the plan chosen and the high-deductible health plan.
Benefits are provided by the Association of California Water Agencies in exchange
for premiums paid by the District. The plan is offered per District policy and benefit
provisions may be amended at the District’s option. Prefunding contributions are
made to the California Employers Retiree Benefit Trust (CERBT) Fund administered
by the California Public Employees Retirement System (CalPERS). No stand-alone
reports are issued for the plan other than the audited financial report from CERBT
that displays separate fiduciary net position balances for each employer. The report is
available on the CalPERS website at:
hitps://www.calpers.ca.gov/page/employers/benefit-programs/cerbt
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NOTE 7: OTHER POST-EMPLOYMENT BENEFITS — continued
B. Contributions

In addition to making direct payments for current retivee benefits due, the District
makes a discretionary additional contribution to the CERBT trust as determined
during each year’s budgeting process based on an analysis of funding prioritics and
approved by the Board of Directors. For the fiscal year ended June 30, 2023, the
District contributed $27,191 in direct payments for retiree health premiums and an

- additional $21,280 in contributions to CERBT. No contribution is currently required
of plan members.

C. Measurement of the Net OPEB Liability and Underlying Assumptions

The District’s net OPEB liability was measured as of June 30, 2022 and the total
OPEB liability used to calculate the net OPEB liability was determined by a valuation
under the alternative measurement method dated July 1, 2022 that was rolled forward
to determine the Jume 30, 2023 total OPEB liability, based on the following

assumptions:

Inflation rate 2.50%

Salary increase 3.00%
Discount rate 5.50%*
Investment rate of return 5.50%
Healthcare trend rates 2023-2034 5.20%

Later years 5.00% to 4.00%
Ultimate rate 4.00%
Medicare 4.00%

Pre-retirement mortality rate
Post-retirement mortality rate

Pre-retirement turnover

27

RP-2014 Employee Mortality
Table **

RP-2014 Healthy Annuitant
Mortality Table**
Crocker-Sarason T35 Table
Published in The Actuary’s
Pension Handbook in 1955
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NOTE 7: OTHER POST-EMPLOYMENT BENEFITS — continued

C. Measurement of the Net OPEB Liability and Underlying Assumptions —
continued

*

In order to determine the discount rate, the projected benefit payments related to
current employees for each future period were compared to the projected
fiduciary net position available to make those payments. In periods whiere the
fiduciary net position was projected to equal or exceed the benefit payments
required, the value of projected benefits to be paid in that period was discounted
to the present value using the long-term rate of return on plan investments shown
above. In periods where the fiduciary net position was projected to fall below the
projected benefit payments, the value of projected payments to be paid in that
period was discounted using the municipal bond 20-year high grade bond rate
shown above. The discount rate above is the single (blended) rate that, when
applied to all projected benefits regardless of whether fiduciary net position is
projected to be sufficient, yields the same present value of projected benefits as
the present value obtained by applying the long-term investment rate of return or
the municipal bond 20-year high grade rate separately to each projected period
based on whether or not the fiduciary net position is expected to be sufficient, as
discussed above.

The projected fiduciary net position for purposes of determining the discount rate,
as discussed above, was based on the assumption that the District will continue to
pay all retiree premiums as they come due (“pay-as-you-go financing”) purstiant
to the District’s written policy, plus a flat contribution to the CERBT trust of
$21,280 per year based on the District’s current budget amount. In accordance
with GASB 75, paragraph 37, a portion of these projected contributions was
allocated toward the service cost of future employees and therefore removed from
the projection of fiduciaty net position available to finance the costs of current
employees. The amount allocated to future employees was assumed to be 8.44%
of projected future employee payroll in each future period projected.

#* Mortality rates were based on the most recent experience study for CalPERS

members. The RP-2014 Mortality Tables arc published by the Society of
Actuaries, based on data from 123 private and public pension plans from the
years 2004 through 2008. The tables used were specific to males or females, as
appropriate, and used without projection.

The assumptions used are subject to change as new information becomes
available. Actuarial valuations of the ongoing plan involve estimates of the value
of reported amounts and assumptions about the probability of occurrence of
events far into the future and are continually revised as actual results are
evaluated in light of previous expectations and new expectations are set.
Examples include assumptions about future employment, mortality, and the
healthcare cost trend.
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NOTE 7: OTHER POST-EMPLOYMENT BENEFITS — continued

C. Measurement of the Net OPEB Liability and Underlying Assumptions -
continued

The schedule of funding progress, presented as Required Supplementary Information
(RSD) following the notes to basic financial statements, presents multiyear trend
information that shows whether the actuarial value of plan assets is increasing or
decreasing over time relative to the actuarial accrued liabilities for benefits. The
calculations are based on the substantive plan as it is in place at the time of each
valuation.

The following presents the net OPEB liability of the District if it were calculated
using a discount rate that is one percentage point lower or one percentage point
higher than the current rate, for measurement period ended June 30, 2023:

1% Decrease Discount Rate 1% Increase
Discount Rate 4.50% 5.50% 6.50%
Net OPEB Liability $ 1,039,911 $ 869,468 $ 729,318

The following presents the net OPEB lability of the District if it were calculated
using health care cost trend rates that are one percentage point lower or one
percentage point higher than the current rate, for measurement period ended
June 30, 2023;

1% Decrease Trend Rate 1% Increase
(4.20% current,  (5.20% current, (6.20% current,
3.00% ultimate,  4.00% ultimate,  5.00% ultimate,
Discount Raie 3.00% Medicare) 4.00% Medicare) 5.00% Medicare)

Net OPEB Liability $ 690,692 $ 869,468 $ 1,097,952
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NOTE 7: OTHER POST-EMPLOYMENT BENEFITS - continued
D. Changes in the OPEB Liability

The changes in the net OPEB liability for the plan are as follows:

{(Increase)/Decrease in Net OPEB Liability
Total OPEB Plan Fiduciary Net OPEB

Balances at 6/30/2022 $ 1,117,632 $ 289,834 $ 827,798
Changes for the year:
Service cost 46,180 - 46,180
Interest 63,036 - 63,036

Experience differences - - -
Assumption changes - - -
Other - - -
Contribution-employer - 57,149 (57,149)
Net investment income - 10,661 (10,661)
Benefit payments (35,869) (35,869) -
(264) 264

Administrative expense -
Net changes 73,347 31,677 41,670
Balances at 6/30/2023 $ 1190979 § 321511 $ 869,468 -

E. Deferred Qutflows and Inflows
Deferred inflows and outflows related to OPEB are as follows:

Deferred Qutflows Deferred Inflows

of Resources of Resources
Changes in assumptions or other inputs $ 81,475 $ 161,162
Differences between expected and actual
experience - 199,420
Differences between projected and actual
return on investments 40,804 13,922
$ 122,279 3 374,504
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NOTE $:

RIO ALTO WATER DISTRICT
Notes to the Basic Financial Statements
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RESTRICTED AND UNRESTRICTED NET ASSETS

The District’s net position that is not invested in capital assets is divided between
restricted and unrestricted portions. Restricted net position consists of the water and
sewer expansion fees received and the interest earned thereon, which can only be used
towards costs to expand the facilities, and special taxes collected under Community
Facilities District 2011-1 for the purposes project construction and debt service
requirements on the Wastewater Treatment Plant project. When restricted funds are used
for construction of eligible fixed assets, the restricted and unrestricted portions of net
position are adjusted accordingly. The total amount of net position restricted by enabling
legislation as of June 30, 2023 was $1,745,992. The excess of restricted net position over
restricted cash is a function of additional Community Facilities activity receivables, less
related accrued payables. There is no unrestricted net position within the Community
Facilities activity.

GANN/PROPOSITION 4 APPROPRIATIONS LIMIT

Article XIII-B of the California Constitution establishes a limit on the amount that may
be appropriated for spending out of the proceeds of taxes for any given fiscal year. The
limit for each year is calculated by applying a cost-of-living and population change factor
to the previous year’s limit. Government Code Section 7910 requires adoption of the limit
by the Board of Directors. As the District’s revenues include charges or services and
other revenue that is not from the proceeds of taxes, only the amount appropriated from
the proceeds of taxes is subject to the limit.

The calculation of the District’s Gann/Proposition 4 appropriations limit for the year
ended June 30, 2023 and the preceding fiscal year is as follows:

Fiscal % of Overall %  Appropriation
Year Base Limit % of CPT  Population Increase Limit
Water

2021-2022 $ 232,179 1.0573% 1.0038%  1.0613% $ 246,412
2022-2023 $ 246412 1.0755% 0.9953%  1.0704% $ 263,907

Sewer

2021-2022 $ 89,859 1.0573% 1.0038% 1.0613% § 95368
2022-2023 $ 95,368 1.0755% 0.9953%  1.0704% § 102,139

Community Facilities District 201 1-1

2021-2022 $ 1,224,618 1.0573% 1.0038%  1.0613% § 1,299,687
2022-2023 § 1,299,867 1.0755% 0.9963%  1.0710% § 1,391,965

The limits calculated above exceeded the proceeds of taxes for both fiscal years
presented.
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NOTE 1{:

NOTE 11:

RIO ALTO WATER DISTRICT
Notes to the Basic Financial Statements
For the Year Ended June 30, 2023

DEFERRED COMPENSATION AND SAVINGS PLANS

The District adopted a “Cafeteria Plan” for their employees, which allows them to use
pre-tax wages for their share of medical coverage and other benefits. This plan is
administered by a third party.

The District offers eligible employees the option of contributing a portion of their salary
to a deferred compensation plan established in accordance with Section 457 of the
Internal Revenue Code. Employee contributions made to this plan are generally held until
the termination, retirement, or death of the employee and are usually not taxable to the
employee until they are paid or made available to the employee. The plan is administered

by a third party.

The District has no liability for any losses sustained by employees through these plans.
SUBSEQUENT EVENTS

The District has evalﬁated subsequent events through December 29, 2023, the date the
financial statements were available to be issued. Management has determined that no

adjustments are necessary to the amounts reported in the accompanying financial
statements. '
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REQUIRED SUPPLEMENTARY INFORMATION

(Unaudited)



RIO ALTO

WATER DISTRICT

Required Supplementary Information (Unaudited) - Pensions
For the Year Ended June 30, 2023

Schedule of the District’s Proportionate Share

Proportion of  Proportionate

of the Net Pension Liability:

Proportionate share of the Plan fiduciary net
net pension liability asa %  position as a % of

Year Ended net pension share of net Covered of covered employee the total pension
June 30, liability pension lability payroll payroil liability
2014 0.01113% 5 692,801 § 372,321 186.08% 80.14%
2015 0.02170% 595,385 444,747 133.87% 79.89%
2016 (.02313% 803,377 451,828 177.81% 75.87%
2017 0.02353% 927,731 465,211 199.42% 75.39%
2018 0.02345% 883,863 467,365 189.12% 75.39%
201% 0.02379% 952,597 450,733 211.34% 78.82%
2020 0.02497% 1,053,398 491,630 214.27% 77.36%
2021 0.02405% 534,217 528,190 104.93% 74.74%
2021 0.02307% $ 1,274,037 § 530,557 240.13% 74.74%
Schedule of Centributions:
Contractually required  Contributions in relation  Contribution Contributions as
Year Ended  contribution (actuarially to the actuarially- deficiency Coverad a%ofcovered Valuation
June 30, determined) determined contributions (excess) payroll payroll Date
2014 $ 58,142 3 (58,142) §% - $ 372,321 15.62% 6/30/2013
2015 63,772 (63,772) - 444,747 14.34% 6/30/2014
2016 77,672 (77,672) - 451,828 17.1%% 6/30/2015
2017 95,060 (95,060) - 465,211 20.43% 6/30/2016
2018 76,525 (76,325} - 467,365 16.37% 6/30/2017
2019 80,000 (80,000) - 450,733 17.75% 6/30/2018
2020 109,727 (109,727) - 491,630 22.32% 6/30/2019
2021 135,994 {135,994) - 528,190 2575% 6/30/2020
2021 § 153370 § (153379 % - $ 530,557 28.91% 6/30/2021

Although GAAP requires a 10-year history of the above information, the data is only available for
the periods transpired since the implementation of GASB 68. A summary of the principal

assumptions and methods used to determine
valuation date is below:

Valuation Date
Measurement Date
Actuarial Cost Method
Actuarial Assumptions:
Discount Rate
Investment Rate of Return
Increases
Inflation
Mortality Rate Table
Payroll Growth
Post Retirement Benefit Increases

the contribution rates presented above for the relevant

June 30, 2021
June 30, 2022
Entry age normal cost method

6,90%*

6.90% (includes inflation)** projected Salary
Vaties by Entry Age and Service

2.30%

Based on CalPERS membership data for all funds
Varies by entry age and service

Cost of Living Adjustments up to 2.30%
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RIO ALTO WATER BISTRICT
Required Supplementary Information (Unaudited) - OPEB
For the Year Ended June 30, 2023

Schedule of Contributions
Reporting fiscal year ended 2018 2019 2020 2021 2022 2023

Valuation date 712007 /12018 712019 7/12020 0 7172021 7/1/2022

Actuarially determined contribution (ADCY  § 93,030  $103,632  § 69,705 $ 71,796 § 83,933 § 86,451

Contributions in relation to the ADC {48,266)  (47,614) (48,631}  (48471)  (49,718)  (57,149)
Contribution deficiency (excess) $ 44764 $ 56,018 S 21,074 § 23,325 § 34215 § 29,302
Covered-employee payroll $434,931  $461,984 $510,349  $514,030 §575,837  $540,229
Contributions as a % of covered payroll 11.10% 10.31% 9.53% 19.43% 8.63% 10.58%

'

Historical information is required only for measurement periods for which GASB 75 is applicable.
The District implemented GASB 75 for the measurement period ending June 30, 2018. Future
presentations will display up to 10 years of historical data,

Methods and assumptions used to determine contributions:

Discount Rate 5.50%

Long-term Rate of Return on Plan Investments 5.50 %

Ultimate Trend Rate 4.00%

Healthcare Trend Rates 2022-2034 5.20%

Later years 4.00%

Age-adjustment factor 4.00%

Salary Increase 3.00%

Pre-Retirement Mortality Rate RP-2014 Employee Mortality Table
based on experience data from 2004-
2008

Post-Retirement Mortality Rate RP-2014 Healthy Annuitant Mortality
Table based on experience data from
2004-2008

Pre-Retirement Turnover Crocker-Sarason TS5 Table Published
in the Actuary’s Pension Handbook in
1955
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RIO ALTO WATER DISTRICT
Required Supplementary Information (Unaudited) - OPEB
For the Year Ended June 30, 2023

Schedule of Changes in the Net OPEB Liability and Related Ratios

For the measurement period ending 2018 2419 2020 2021 2022 2023
Valuation date 7172017 7172018 7172019 7/1/2020 7/1/2021 7/1/2022
Total OPEB Liability
Service cost $ 4648 § 46486 $ 30467 § 30381 § 44,835 § 46,180
Interest on the total OPEB Liability 56,478 60,587 54,778 58,017 59,016 63,036
Benefit payments (26,586) {27,209} (27,351) (27,181) {28,438) (35,869)
Experience differences - - {152,587) - (150,089} -
Assumption changes - - (311,082) - 93,216 -
Other - - 45,693 - - -
Net change in total OPEB liability 75,978 75,978 {360,082) 62,207 18,340 73,347
Beginning total OPEB liability 1,241,125 1,317,103 1,396,967 1,036,885 1,099,092 1,117,632
Ending total OPEB liahility (a) $1,317,105  $1,396,967 $1,036,885  §1,099,092  $1,117,632 $1,190,979
Plan Fiduciary Net Position
Contribulions - employer $ 48266 8§ 484890 & 48489 § 483470 § 49,718 § 57,149
Net investment income 8,925 13,896 13,896 48,844 (41,596) 10,661
Benefit payments {26,986) (27,209) (27,209) (27,191) (28,438) {35,869)
Administrative expense (272) (91) (91) (234) {269) (264)
Net change in plan fiduciary net position 29,933 35,085 35,083 49,889 (20,585) 31,677
Beginning plan fiduciary net position 143,189 173,122 208,207 240,529 310,418 289,833

Ending plan fiduciary net position (Iy) § 173,122 $ 208207 % 240,529 § 310418 § 289,833 § 321,510

Net QPEB Liability (a) - (b) $1,143,981 $1,188,760 $ 796356 § 788,674 § 827,799 % 860469
Plan fiduciary net position as a % of the
total OPEB liability 13.14% 14.90% 23.20% 28.24% 25.93% 27.00%
Covered-employee payroll $ 465211 $ 465211 $ 510345 § 514,030 $ 575837 § 540,220

Net OPER liability as a % of
covered-employee payroll 245.91% 255.53% 156.04% 153.43% 143.76% 160.94%

Historical information is required only for measurement periods for which GASB 75 is applicable. The District implemented
GASB 75 for the measurement period ending Fune 30, 2018, Future presentation wilt display up to 10 years of historical data.
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RIO ALTQ WATER DISTRICT
SUPPLEMENTARY STATEMENT OF NET POSITION BY ACTIVITY

JUNE 30, 2023
Community
Water Sewer Facilities Total
Assets
Current Assets:
Cash and cash equivalents § 1,370,821 % - $ - $ 1,370,821
Service fees receivable, net of ($6,073) allowances 88,730 109,880 - 198,610
Interest receivable 14,113 3,272 9,597 26,982
Prepaid expenses 3,285 - - 3,285
Inventory 11,986 3,120 - 15,106
Total current assets 1,488,935 116,272 9,597 1,614,804
Non-current Assets:
Investments designated for acquisitions and OPEB 661,017 298,680 - 959,697
Restricted cash 60,800 211,766 1,527,286 1,799,852
Tax assessments receivable - - 82,818 82,818
Delinquent accounts receivable 67,196 31,806 - 99,002
Advance to other activity 995,561 - - 995,561
Capttal assets, net 2,489,268 992,347 6,015,102 9,496,717
Total non-current assets 4,273,842 1,534,599 7,625,206 13,433,647
Total Assets 5,762,777 1,650,871 7,634,803 15,048,451
Deferred Outflows of Resources
Deferred outtlows related to OPEB 61,785 60,491 - 122,276
Deferred outflows related to pensions 312,610 301,881 - 614,491
Liabilities
Current Liabilities:
Accounts payable and other accrued liabilities 5,625 1,260 - 6,885
Accrued interest payable 679 298 66,803 67,780
Long-term debt, due within one year 199,903 26,916 146,396 373,715
Total current liabilities 206,207 28,474 213,699 448,380
Long-Term Liabilities:
Advance from other activity - 998,085 (2,524) 995,561
Long-term liabilities due beyond one year 2,310,132 1,444,485 5,109,006 8,863,623
Total long-term liabilities 2,310,132 2,442,570 5,106,482 9,859,184
Total Liabilities 2,516,339 2,471,044 5,320,181 10,307,564
Deferred Inflows of Resources
Deferred inflows related to pension 18,629 48,346 - 60,975
Deferred inflows related to OPEB 189,181 185,295 - 374,476
Net Position
Net investment in capital assets, net of related debt 1,483,461 558,848 759,200 2,801,509
Restricted 60,800 211,766 1,555,422 1,827,988
Unrestricted 1,868,762 (1,462,056) - 406,706
Total Net Position $ 3,413,023 § (691,442) §$ 2,314,622 § 5,036,203
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RIO ALTO WATER DISTRICT

SUPPLEMENTARY STATEMENT OF REVENUES, EXPENSES, AND

CHANGES IN NET POSITION BY ACTIVITY

FOR THE YEAR ENDED JUNE 30, 2023

Operating Revenues
Utility services (net of $3,613 of bad debt)
Hydrant charges
Qther charges
Total operating revenues

Operating Expenses
Payroll
Payroll benefits
Utilities
Tools and supplies
Contracted services
Maintenance
Insurance
Directors' fees
Office expenses
Legal and audit
Regulatory fees
Wastewater permit testing
Other expenses
Depreciation

Total operating expenses

Operating loss

Non-Operating Revenues (Expenses)
Special Community Facilities District Tax
Property taxes
Connection and capacity expansion fees
Penalties from Tehama County
Lease and other income
Interest income
Interest cxpense
Consultants for non-operating activities

Total non-operating revenues (expenses)

Increase (Decrease) in Net Position
Net position - beginning of the year

Net position - end of the year

See accompanying Independent Auditor's Report.

Conumunity
Water Sewer Facilities Total
$ 573213 § 550,083 % - $ 1,123,296
31,810 - - 31,810
26,164 14,450 - 40,614
631,187 564,533 - 1,195,720
278,778 240,272 11,506 530,556
113,749 105,362 - 219,111
12,731 28,983 - 41,714
9,710 54,802 - 64,512
3,463 20,897 - 24,360
50,501 46,796 - 97,297
25,183 16,789 - 41,972
3,960 2,640 - 6,600
12,746 8,285 - 21,031
10,949 7,143 515 18,607
17,370 38,690 - 56,060
- 9,116 - 9,116
30,221 23,043 - 53,264
195,324 . 96,777 152,419 444,520
764,685 699,595 164,440 1,628,720
{133,498) (135,062) (164,440) (433,000)
- - 341,280 341,280
174,309 87,106 - 261,415
24,853 20,095 - 44,948
714 476 - 1,190
10,200 10,200 1 20,401
45,483 12,037 35,628 93,148
(11,023) (4,844) (139,679) (155,546)
- - (5,074) (5,074)
244,536 125,070 232,156 601,762
111,038 (9,992) 67,716 168,762
3,301,985 (681,450) 2,246,906 4,867,441
$ 3,413,023 § (691,442) $2314,622 § 5,036,203
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RIO ALTO WATER DISTRICT
SUPPLEMENTARY STATEMENT OF CASH FLOWS BY ACTIVITY

FOR THE YEAR ENDED
JUNE 30, 2023
Community
Water Sewer Facilities Total
Cash flows from operating activities:
Cash received from customers and users $ 612,438 § 544,360 3 - $ 1,156,798
Cash received from others 26,164 14,450 - 40,614
Cash paid to suppliers (175,041) (255,924) (515) (431,480)
Cash paid to employees and related benefits (453,037) (402,685) (11,506) (867,228)
Net cash provided (used) by operating activities 10,524 (99,799 (12,021) (101,296)
Cash flows from capital financing activities:
Cash received from connection charges 24,853 20,095 - 44,943
Cash paid for suppliers for non-operating activities - - (5,074) (5,074)
Purchases of capital assets (19,700) (41,479 - (61,179)
Interest paid on capital debt (10,754) (4,303) (139,395) (154,452)
Payments on long-term debt (185,216) (27,025) (143,779) (356,020)
Cash received from special taxes for sewer project - - 341,280 341,280
Net cash provided (used) by capital financing
activities (190,817) (52,712) 53,032 (190,497)
Cash flows from non-capital financing activities:
Cash received from ad valorem property taxes 180,384 89,999 (3,840) 266,543
Cash received from property tax penalties 714 476 - - 1,190
Internal advance received (paid) {24,962) 38,539 (13,577) -
Net cash provided by non-capital financing
activities 156,136 129,014 (17,417) 267,733
Cash flows from investing activities: .
Lease payments received for use of property 10,200 10,201 - 20,401
Interest on investments 34,742 9,548 28,424 72,714
Net cash provided by investing activities 44,942 19,749 28,424 93,115
Increase (Decrease) in cash and cash eguivalents 20,785 (3,748) 52,018 69,055
Cash and cash equivalents, beginning of the year 2,071,852 514,195 1,475,268 4,061,315
Cash and cash equivalents, end of the year $2,092,637 § 510,447 $1,527,286 § 4,130,370
{Continued)
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RIO ALTO WATER DISTRICT
SUP?LEMENTARY STATEMENT OF CASH FLOWS BY ACTIVITY

FOR THE YEAR ENDED
JUNE 30, 2023
(Continued)
Community
Reconciliation of Operating Income to Water Sewer Facilities Total
Net Cash Provided by Operating Activities:
Operating loss $ (133,498) §$(135,062) $ (164,440) § (433,000}
Adjustments to reconcile operating income
to net cash provided by operating activities:
Depreciation and amortization 195,324 96,777 152,419 444,520
Change in assets and liabilities:
Increase in accounts receivable (11,188) (15,063) - (26,251)
Increase in allowance for doubtful accounts 1,237 1,303 - 2,540
Decrease in delinquent accounts receivable 17,366 8,037 - 25,403
Decrease in inventory 5,686 - _ - 5,686
Increase in prepaid expenses (963) - - {963)
Decrease in accounts payable (2,930) 1,260 - (1,670)
Decrease in accrued compensated absences (1,130) - - (1,130)
Decrease in net other post-employment benefits (6,573) (6,315) - (12,888)
Decrease in net pension (52,807) (50,736) - (103,543)
Net cash provided (used) by operating
activities $ 10,524 $ (99,799) § (12,021) $§ (101,296)
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RIO ALTO WATER DISTRICT
Notes to the Other Supplementary Information
For the Year Ended June 30, 2023

Advances To/From Other Activity

The accompanying Supplemental Statement of Net Position by Activity displays an internal
advance between the water and sewer activities that was determined based on the cumulative
total amount by which the reported expenses of the sewer activity exceeded the revenues of
that activity since its inception. The methodology by which employee benefit and indirect
costs are allocated between the activities has a material impact in determining the ultimate
ending balance of this internal asset/liability. Prior to the 2015-2016 fiscal year, employee
benefit expenses and other indirect costs had been allocated between the water and sewer
activities based on a fixed allocation formula of 60% to Water and 40% to Sewer which was
not adjusted for changes in the employee or administrative effort devoted to the activities. In
addition, office personnel cost had been allocated in a higher percentage to sewer than an
analysis of their job duties might suggest, given that water billing is more time-consuming and
customer service intensive than sewer billing.

Based on an analysis of financial data, the District has decided to restate the internal advance
effective July 1, 2017 between the water and sewer activities to what it would have been if the
employee benefit costs since July 1, 1998 had been allocated in a manner consistent with the
related employee salaries and if the office personnel had been allocated between the activities
in a way that takes into account the demands of the water billing process. This adjustment was
reflected in the other supplemental statements as a prior period adjustment for the fiscal year
ended June 30, 2018. The District has maintained this allocation estimate through
June 30, 2023,

Although the District began accumulating the liability from the sewer to the water activity at
the inception of sewer service in the 1970s, the District was under an obligation pursuant to the
terms of a legal settlement to provide sewer services even though it was not feasible for the
sewer to be self-sustaining at that point with the very small number of sewer customers then
connected to the system. In addition, the Proposition 218 requirements for rates that do not
exceed the reasonable cost of providing services did not go into effect untit 1998. The above
adjustment does not include an adjustment for any amounts that accumulated prior to
July 1, 1998. These amounts have been segregated into a separate general ledger account in the
District’s books, and the District plans to address this pre-1998 portion of the balance once the
more recent balance hag been retired. The total amount of the liability from the sewer activity
to the water activity that had accumulated prior to July 1, 1998 was $283,863.

The District has also reallocated pension and other post-employment benefit liabilities arising

prior to July 1, 2017 equally to water and sewer based on the long-term historical breakdown
of salary costs between the two entities.
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FECHTER

o & C O M P ANY Craig R. Fechter, CPA, MST

Certified Public Accountants (1976 - 2022)

December 29, 2023

To the Board of Directors
Rio Alto Water District
Cottonwood, California

We have audited the financia) statements of the governmental activities, business-type activities, and
each major fund of Rio Alto Water District (the District) for the year ended June 30, 2023. Professional
standards require that we provide you with information about our responsibilities under generally
accepted auditing standards, as well as certain information related to the planned scope and timing of
our audit. We have communicated such information in our letter to you dated April 26, 2023.
Professional standards also require that we communicate to you the following information related to
our audit.

Significant Audit Matters

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by Rio Alto Water District are described in Note 1 to the financial statements.
No new accounting policies were adopted and the application of existing policies was not changed
during the fiscal year ended 2023. We noted no transactions entered into by Rio Alto Water District
during the year for which there is a lack of authoritative guidance or consensus. All significant
transactions have been recognized in the financial statements in the proper period. '

Accounting estimates are an integral part of the financial statements prepared by management and are
based on management’s knowledge and experience about past and current events and assumptions
about future events. Certain accounting estimates are particularly sensitive because of their
significance to the financial statements and because of the possibility that future events affecting them
may differ significantly from those expected. There were no pervasive or unusual risks determined
based on the limited estimates over which District management and governance have control. The most
sensitive estimate affecting the government-wide financial statements were:

Management’s estimate of capital assets’ useful lives, and the resulting depreciation
expense, is based on the District’s historical experience with previously used capital
assets of similar type and classification, as well as standards used by other similar
special districts in the County. We evaluated the key factors and assumptions used to
develop the estimated useful lives of capital assets in determining that it is reasonable
in relation to the financial statements taken as a whole.

3445 American River Drive, Suite A | Sacramento, California 95864
phone 916-333-5360 | fax 916-333-5370 | www.fechterpa.com



To the Board of Directors
Rio Alto Water District
Page 2

Certain financial statement disclosures are particularly sensitive because of their significance to
financial statement users. The most sensitive disclosure affecting the financial statements were:

The footnote disclosure for the defined benefit pension plan provides the context and
basis for the significant estimates surrounding pension which are beyond management’s
control. The pension liability (asset) has, and is expected to continue to fluctuate
significantly annually, in accordance with the accounting provisions under
Governmental Accounting Standards Board (GASB) Statement No. 68.

The financial statement disclosures are neutral, consistent, and clear.
Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and completing
our audit.

Corrected and Uncorrected Missiatements

Professional standards require us to accumulate all known and likely misstatements identified during
the audit, other than those that are clearly trivial, and communicate them to the appropriate level of
management. Management has corrected all such misstatements, to the extent possible by approving
the adjustment needed to reconcile County reports to the andited financial statements, The following
audit adjustments were material to the financial statements:

- (GASB 68 and 75 pension and OPEB adjustments

- Reclassified construction in-progress and non-capital outlay expenditures

- Restated current portion of Maintenance Contract liability
Disagreements with Management

For purposes of this letter, a disagreement with management is a financial accounting, reporting, or
auditing matter, whether or not resolved to our satisfaction, that could be significant to the financial
statements or the auditor’s report. We are pleased to report that no such disagreements arose during
the course of our audit.

Management Representations

We have requested certain representations from management that are included in the management
representation letter dated December 29, 2023.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a consultation
involves application of an accounting principle to the District’s financial statements or a determination
of the type of auditor’s opinion that may be expressed on those statements, our professional standards
require the consulting accountant to check with us to determine that the consultant has all the relevant
facts. To our knowledge, there were no such consultations with other accountants.



To the Board of Directors
Rio Alto Water District
Page 3

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the District’s auditors. However,
these discussions occurred in the normal course of our professional relationship and our responses were
not a condition to our retention.

During the course of performing audit procedures this year over cash disbursements, we identified 8
of 22 sampled transactions that did not have two sets of initials identifying approval of an entered
invoice for payment. Previous inquity and documentation suggested this was a District control and/or
policy to mitigate risk over cash disbursements. We do not consider this a pervasive matter or
significant deficiency in internal controls, as we still identified approval for monthly disbursement runs
within the Board Minutes. We recommend documenting the approvals on the source documents or
updating District policies to reflect the current changes and controls over cash disbursements, which
facilitates a means to verify approval of a particular vendor payable and its coding in the accounting
system.

Other Matters

We applied certain limited procedures to the budgetary comparison schedules, along with pensicns and
other post-employment benefits information, which are required supplementary information (RSI) that
supplements the basic financial statements. Our procedures consisted of inquiries of management
regarding 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 did not audit the RSI and do not express
an opinion or provide any assurance on the RSI.

Restriction on Use

This information is intended solely for the information and use of the Board of Director’s and
management of Rio Alto Water District and is not intended to be, and should not be, used by anyone
other than these specified parties.

Very truly yours,

B -

Fechter and Company
Certified Public Accountants



