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1E1 S J_••J J 
&WAYLAND 

ACCOUNTING & CONSULTING, LLP 

INDEPENDENT AUDITORS' REPORT 

To the Board of Directors 
Pajaro Valley Water Management Agency 
Watsonville, California 

We have audited the accompanying financial statements of the governmental activities and each 
major fund of the Pajaro Valley Water Management Agency (Agency) as of and for the year 
ended June 30, 2006 which collectively comprise the basic financial statements as listed in the 
foregoing table of contents. These financial statements are the responsibility of the management 
of the Pajaro Valley Water Management Agency. Our responsibility is to express an opinion on 
these basic financial statements based on our audit. 

We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the State Controller's minimum audit requirements for California Special 
Districts. Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audit provides a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, 
the respective financial position of the governmental activities and each major fund of the 
Agency at June 30, 2006 and the changes in its financial position for the year then ended, in 
conformity with accounting principles generally accepted in the United States of America as well 
as accounting systems prescribed by the State Controller's Office and State regulations covering 
special districts. 

In accordance with Government Auditing Standards, we have also issued our report dated 
October 11, 2006 on our consideration of the Agency's internal control over financial reporting 
and our tests of its compliance with certain provisions of laws, regulations, contracts, grant 
agreements and other matters. The purpose of that report is to describe the scope of our testing 
of internal control over financial reporting and compliance and results of that testing, and not to 
provide an opinion on the internal control over financial reporting or on compliance. That report 
is an integral part of an audit performed in accordance with Government Auditing Standards and 
should be considered in assessing the results of our audit. 

The information on pages 3 through 8 identified as Management's Discussion and Analysis, the 
Pension Funding information on page 30 and the Budgetary Comparison Schedule on page 31 
are not a required part of the basic fmancial statements, but are supplementary information 
required by accounting principles generally accepted in the United States of America. We have 
applied certain limited procedures, which consisted principally of inquiries of management 
regarding the methods of measurement and presentation of the required supplementary 
information. However, we did not audit the information and express no opinion on it. 
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Our audit was conducted for the purpose of forming an opinion on the financial statements that 
collectively comprise the Pajaro Valley Water Management Agency's basic financial 
statements. The statements and schedules listed as supplementary information in the table of 
contents are presented for purposes of additional analysis and are not a required part of the basic 
financial statements. Such information has been subjected to the auditing procedures applied in 
the audit of the basic financial statements and, in our opinion, is fairly stated in all material 
respects in relation to the basic financial statements taken as a whole. 

October 11,2006 
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PAJARO VALLEY WATER MANAGEMENT AGENCY 

MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED) 
JUNE 30, 2006 

Our discussion and analysis of the Pajaro Valley Water Management Agency's financial 
performance provides an overview of the Agency's financial activities for the fiscal year ended 
June 30, 2006. This information is presented in conjunction with the audited financial statements 
that follow Management's Discussion and Analysis. 

FINANCIAL HIGHLIGHTS 

• The total net assets of the Agency exceeded its liabilities by $25.73 million. Of this 
amount $22.04 million may be used to meet the Agency's ongoing obligations to citizens, 
creditors and for further implementation of the Revised Basin Management Plan. 

• The Agency's net assets increased by $5.61 million during the current fiscal year. 

In 2006, the State of California Department of Water Resources awarded the Agency a 
$23 million grant contract and a $5 million low interest loan contract for construction of 
infrastructure to deliver irrigation water to farms in the coastal area, thereby reducing 
water pumping in the areas most significantly affected by salt water intrusion. 

• The Agency continued the implementation of the Revised Basin Management Plan and 
increased the dollar amount of construction projects in progress by $1.79 million. The 
Accelerated Pipeline Project was completed and $8.39 million was transferred out of 
construction in progress and into fixed assets. 

OVERVIEW OF THE FINANCIAL STATEMENTS 

The discussion and analysis serves as an introduction to the Agency's financial statements. The 
Agency's financial statements are comprised of three components: 1) government—wide financial 
statements; 2) fund financial statements; and 3) notes to the financial statements. This report also 
contains other supplementary information in addition to the basic financial statements themselves. 

Government—wide Financial Statements — The government—wide financial statements are 
designed to provide readers with a broad overview of the Agency's finances, in a manner similar 
to a private—sector business. 

The Statement of Net Assets presents information on all of the Agency's assets and liabilities, with 
the difference between the two reported as net assets. Over time, increases and decreases in net 
assets may serve as a useful indicator of whether the financial position of the Agency is improving 
or deteriorating. The Statement of Net Assets combines and consolidates governmental funds' 
current financial resources (short—term spendable resources) with capital assets and long—term 
obligations. 
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OVERVIEW OF THE FD4ANCIAL STATEMENTS (Continued) 

The Statement of Activities presents information showing how the Agency's net assets changed 
during the most recent fiscal year. All of the current year's revenues and expenses are taken into 
account regardless of when cash is received or paid. Thus, revenues and expenses are reported in 
this statement for some items that will only result in cash flows in future fiscal periods. 

The government—wide financial statements can be found on pages 9 and 10 of this report. 

Fund Financial Statements — A fund is a grouping of related accounts that is used to maintain 
control over resources that have been segregated for specific activities or objectives. The fund 
financial statements provide detail information about the most significant funds, not the Agency as 
a whole. The Agency, like other local governments, uses fund accounting to ensure and 
demonstrate compliance with finance—related legal requirements. All of the Agency's funds are 
governmental fund types. Fund financial statements report essentially the same functions as those 
reported in the government—wide financial statements. However, unlike the government—wide 
financial statements, fund financial statements focus on near—term inflows and outflows of 
spendable resources, as well as on balances of spendable resources available at the end of the 
fiscal year. 

Because the focus of the governmental fund is narrower than that of the government—wide 
financial statements, it is useful to compare the information presented for governmental funds with 
similar information presented in the government—wide financial statements. Both the 
governmental fund Balance Sheet and the governmental fund Statement of Revenues, 
Expenditures and Changes in Fund Balances provide a reconciliation to facilitate the comparison 
between the governmental fund and government—wide statements. 

The Agency maintains four individual governmental funds. Information is presented separately in 
the Balance Sheet and the Statement of Revenues, Expenditures and Changes in Fund Balances for 
the General, Special Revenue, Capital Projects, and Debt Service Funds. 

The fund financial statements can be found on pages 11 through 14 of this report. 

Notes to Basic Financial Statements — The notes provide additional information that is essential 
to a full understanding of the data provided in the government—wide and fund financial statements. 
The notes to the basic financial statements can be found on pages 15 through 29 of this report. 
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GOVERNMENT-WIDE FINANCIAL STATEMENT ANALYSIS 

Summary of Net Assets 
For the Year Ended June 30 

Increase 
2006 2005 (Decrease) 

Current and other assets $ 23,615,970 $ 15,329,954 $ 8,286,016 
Capital assets 40,849,035 39,637,251 1,211,784 

Total assets 64,465,005 54,967,205 9,497,800 

Current and other liabilities 1,448,791 2,407,837 (959,046) 
Long—term debt 37,287,530 31,938,372 5,349,158 

Total liabilities 38,736,321 34,346,209 4,390,112 

Invested in capital assets 3,684,273 6,788,222 (3,103,949) 
Unrestricted 22,044,4 1 1 13,326,131 8,718,280 

Total net assets $ 25,728.684 $ 20.114.353 $ 5,614.331 

Following is a more detailed review of the year's operations: 
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GOVERNMENT-WIDE FINANCIAL STATEMENT ANALYSIS (Continued) 

Change in Net Assets 
For the Year Ended June 30 

Increase 
2006 2005 (Decrease) 

Revenue: 
Chargesforservices $ 8,629,961 $ 7,302,411 $ 1,327,550 
Operating grants 1,092,102 3,205,391 (2,113,289) 

General revenue 643.760 546,391 97.369 

Total revenue 10,365,823 11,054,193 (688.370) 

Expenses: 
Operating expenses 3,353,407 3,440,913 (87,506) 
Interest 1,398.085 1,447,967 (49,882) 

Total expenses 4.751.492 4.888.880 (137,388) 

Project loss (2.769,239) 2,769,239 

Increase in net assets 5.614.331 3.396,074 2.218,257 

Net assets, beginning as restated 20.114,353 16.718,279 3,396,074 

Netassets, ending $ 

The net assets of the Agency exceeded liabilities by $25.73 million at the close of the fiscal year. 
Of this amount, $3.68 million is the amount invested in capital assets net of related debt. The 
remainder of $22.04 million is available to meet the Agency's ongoing obligations to citizens 
and creditors and for continued implementation of the Revised Basin Management Plan. The 
change in net assets for this fiscal year is $5.61 million, largely due to the grant and loan 
received from the California Department of Water Resources. 
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CAPITAL ASSET AND DEBT ADMINISTRATION 

Approximately $1.79 million in additions to capital assets were made during the fiscal year 
ended June 30, 2006. The significant asset additions were to construction in progress for the 
following projects: 

Continued construction of the Accelerated Pipeline Project to deliver water to the Beach 
Road area, total cost to date $8.39 million, expended this fiscal year $0.012 million. The 
project was complete as of July 2005 and was transferred out of construction in progress. 

Design of the Blend Pipeline to provide water to the Recycled Water Facility for 
blending, scheduled to begin construction in 2006, total cost to date $3.582 million, 
expended this fiscal year $. 116 million. 

Design of the Import Pipeline to transport water imported from outside the basin to the 
Blend Pipeline, scheduled to begin construction once a reliable source of supply is 
secured, total cost to date $4.2 million, expended this fiscal year $.116 million. 

Design of the Coastal Distribution System to deliver blended water from the Recycled 
Water Facility to coastal farmlands in both Santa Cruz and Monterey counties, total cost 
to date $4.933 million, expended this fiscal year $.945 million. 

Planning and design coordination of the Recycled Water Facility, total cost to date $.973 
million, expended this fiscal year $.602 million. 

FINANCIAL ANALYSIS OF THE GOVERNMENTAL FUNDS 

The focus of the Agency's governmental funds is to provide information on near—term inflows, 
outflows, and balances of spendable resources. Such information is useful in assessing the 
Agency's financing requirements. 

At the end of the current fiscal year, the Agency's governmental funds reported a total fund 
balance of $22,630,516. The General Fund has an unreserved fund balance of $1,284,900, the 
Special Revenue Fund has an unreserved balance of $19,566,468, the Debt Service Fund has a 
fund balance of$l,485,579, and the Capital Projects Fund has a fund balance of $293,569. 

During the current fiscal year, the fund balance of the Agency's General Fund increased $111,964, 
the Special Revenue Fund increased $10,566,041, the Debt Service Fund increased $357,389, and 
the Capital Projects Fund decreased $2,302,104. The increases are due to revenues and other 
financing sources exceeding expenditures. 

BUDGETARY HIGHLIGHTS 

Actual augmentation charge and delivered water revenues did not meet budgeted amounts by 
approximately $.943 million. This was due to the over estimation of consumption. 

Capital expenses did not meet budgeted amounts due to delays in the construction of the 
Recycled Water Facility and portions of the Coastal Delivery System. 
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ECONOMIC FACTORS AND NEXT YEAR'S BUDGET 

The budget for fiscal year 2006—2007 will be based on the following economic factors and 
assumptions: 

• Partial receipt of State Proposition 13 grant projected to be $6.0 million ($23.6 million 
total amount granted). 

• Begin construction of Recycled Water Facility, portions of the Blend Pipeline, and 
portions of the Coastal Disthbution System. 

• Continued efforts in procuring a reliable supplementary supply of blend water. 

Develop an Integrated Regional Water Management Plan with neighboring agencies. 

Projected billed consumption of 54,000 acre feet of water, and 2,000 acre feet of 
delivered water. 

The Agency continues to implement the revised Basin Management Plan. Two significant 
projects, Harkins Slough Project, and part of the Coastal Distribution System are currently 
providing water for agricultural use to farms in the coastal region. Future construction projects 
include construction of the Watsonville Recycled Water Facility which will provide 4,000 acre— 
foot of recycled water for irrigation and expanding the Coastal Distribution System to serve an 
additional 2,000 acres of farmland by 2008. Estimated total cost of the solution to the saltwater 
intrusion is approximately $150 million in 2001 dollars. 

REQUEST FOR INFORMATION 

This financial report is designed to provide a general overview of the Agency's accountability 
for the Agency's assets. If you have any questions about this report or need any additional 
information, contact the Administrative Division Manager at 36 Brennan Street, Watsonville, CA 
95076, or phone (831) 722—9292. 
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BASIC FINANCIAL STATEMENTS 



PAJARO VALLEY WATER MANAGEMENT AGENCY 
STATEMENT OF NET ASSETS 

JUNE 30, 2006 

ASSETS 

Cash and equivalents $ 9,054,142 
Restricted cash 807,512 
Investments 9,947,635 
Accounts receivable, net 2,572,293 
Grant receivable 1,092,102 
Interest receivable 10,657 
Notes receivable 115,000 
Prepaid expenses 16,629 
Capital assets, net: 
Nondepreciable 15,161,547 
Depreciable 25,687,488 

TOTAL $ 64,465,005 

LIABILITIES AND NET ASSETS 

LIABILITIES: 
Accounts payable and other accrued liabilities $ 867,825 
Accrued interest 580,966 
Noncurrent liabilities: 

Due within one year 1,167,068 
Due in more than one year 36,120,462 

Total liabilities 38.736,321 

NET ASSETS: 
Invested in capital assets, net of related debt 3,684,273 
Unrestricted 22.044,411 

Total net assets 25.728,684 

TOTAL LIABILITIES AND NET ASSETS $ 64.465.005 

See Notes to Basic Financial Statements. 
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PAJARO VALLEY WATER MANAGEMENT AGENCY 
STATEMENT OF ACTIVITIES 

FOR THE YEAR ENDED JUNE 30, 2006 

Program Revenue 
Net (Expense) 

Operating Revenue and 
Charges for Grants and Changes in 

Expenses Services Contributions Net Assets 

FUNCTIONS/PROGRAMS - 
Governmental activities: 
Waterbasinmanagement $ 3,353,407 $ 8,629,961 $ 1,092,102 $ 6,368,656 
Interest on long—term debt 1,398,085 — — (1,398,085) 

TOTAL $ 4.751.492 $ 8.629.961 $ 1.092.102 4.970.571 

GENERAL REVENUES: 
Management fees 357,200 
Investment earnings 286,560 

Total general revenues 643 .760 

CHANGE iN NET ASSETS 5,614,331 

NET ASSETS, BEGiNNiNG OF YEAR 20,620,996 

PRIOR PERIOD ADJUSTMENT (Note 15) (506,643) 

NET ASSETS, BEGiNNiNG OF YEAR (AS RESTATED) 20,114,353 

NET ASSETS, END OF YEAR $ 25,728,684 

See Notes to Basic Financial Statements. 
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PAJARO VALLEY WATER MANAGEMENT AGENCY 
BALANCE SHEET GOVERNMENTAL FUNDS 

JUNE 30, 2006 
(WITH SUMMARY TOTALS FOR JUNE 30, 2005) 

ASSETS 

General 
Special 

Revenue 
Debt 

Service 
Capital 
Projects 

Memorandum Only 
2006 2005 
Total Total 

TOTAL ASSETS $ 1297.556 $ 1.485.579 1.092.102 24.362.243 S 15.482.455 

LIABILITIES AND 
FUND BALANCES 

LIABILITIES: 
Interfund payable 
Accounts payable and other 

accrued liabilities 
Deferred revenue 

Total liabilities 12,656 920,538 798.533 1,731,727 1.585,229 

FUND BALANCES: 
Reserved for capital projects 
Reserved for debt service 
Unreserved, undesignated 

Total fund balances 

TOTAL LIABILITIES 
AND FUND BALANCES 

— — 1,485,579 
1,284,900 19,566,468 — 

1,284,900 19,566.468 1,485,579 293,569 22,630,516 13,897,226 

S 1.297.556 $ 20.487.006 $ 1.485.579 $ 1.092.102 $ 24.362.243 $ 15.482.455 

See Notes to Basic Financial Statements. 
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Cash and equivalents $ 239,944 $ 8,814,198 $ — $ $ 9,054,142 $ 7,852,064 
Restricted cash 807,512 — 807,512 469,842 
Investments 918,903 9,028,732 — 9,947,635 
Accounts receivable 125,146 2,447,147 2,572,293 3,226,772 
Grant receivable — — 1,092,102 1,092,102 3,190,391 
Interest receivable 10,657 — — — 10,657 6,996 
Notes receivable — 115,000 — — 115,000 — 

Interfund receivable — 68,206 678,067 746,273 659,144 
Deposits — 62,505 
Prepaid expenses 2,906 13,723 — — 16.629 14.74 1 

$ 406 $ 678,067 $ $ 67,800 $ 746,273 $ 659,144 

12,250 124,846 — 730,733 867,829 808,460 
117,625 117,625 117,625 

293,569 293,569 2,595,673 
— 1,485,579 1,128,190 
— 20,851,368 10,173,363 



PAJARO VALLEY WATER MANAGEMENT AGENCY 
RECONCILIATION OF BALANCE SHEET OF GOVERNMENTAL FUNDS 

TO THE STATEMENT OF NET ASSETS 
FOR THE YEAR ENDED JUNE 30, 2006 

TOTAL FUND BALANCES OF GOVERNMENTAL FUNDS $ 22,630,516 

Amounts reported for governmental activities in the Statement of 
Activities are different because: 

Capital assets used in governmental activities are not financial 
resources and therefore are not reported in the funds. 40,849,035 

Long—term liabilities are not due and payable in the cunent period and 
therefore they are not reported in the funds. (37,287,530) 

Accrued interest represents interest due for long—term obligations and 
is eliminated on the Statement of Net Assets. (580,962) 

Defened revenue represents lease payments collected in advance and 
notes receivable in which the revenue was recognized in the prior 
period. This is not reported in the funds because it is not a cunent 
financial source but is recorded as revenue in the statement of 
activities. 117,625 

NET ASSETS $ 25.728.684 

See Notes to Basic Financial Statements. 
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PAJARO VALLEY WATER MANAGEMENT AGENCY 
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES TN FUND BALANCES — 

GOVERNMENTAL FUNDS 
FOR THE YEAR ENDED JUNE 30, 2006 

(WITH SUMMARY TOTALS FOR JUNE 30, 2005) 

Memorandum Only 
Special Debt Capital 2006 2005 

General Revenue Service Projects Total Total 
REVENUES: 
Management fees $ 357,200 $ — $ $ — $ 357,200 $ 349,389 
Augmentation charges — 5,597,816 2,772,618 — 8,370,434 7,224,198 
Interest income 47,021 219,010 20,529 — 286,560 259,581 
Net loss on investments (64,179) 
Water sales 173,392 — 173,392 57,080 
Grant income — 1,092,102 1,092,102 3,712,034 
Other mcome 12,578 70.932 — 83,510 22,733 

Total revenues 590,191 5.887.758 2.793.147 1,092, 102 10,363,198 11,560,836 

EXPENDITURES: 
Supplies and equipment 7,982 54,223 — 62,205 32,247 
Monitoring well 64,597 131 64,728 64,070 
Conservation 10,657 — 10,657 27,013 
Special studies — 216,127 — 216,127 202,542 
Water metering program — 48,975 — 48,975 27,792 
Public outreach — — — — — 500 
Professional services 76,263 349,243 — 224,812 650,318 1,426,071 
Personnel 271,372 1,063,711 — — 1,335,083 1,272,447 
Operating 25,044 191,156 — 216,200 443,607 
Training and travel 3,538 33,945 — 37,483 40,479 
Directors' fees 16,129 7,531 — 23,660 13,029 
Capital outlay — — — 1,875,203 1,875,203 6,550,667 
Debt service: 

Principal 67,242 283,622 1,049,292 1,400,156 1,010,606 
Interest — 1,386.466 — 1,386,466 1,428,262 

Total expenditures 478,227 2,313.130 2.435.758 2,100,146 7,327,261 12,539.332 

REVENUES OVER (UNDER) 
EXPENDITURES 111.964 3.574,628 357.389 (1,008,044) 3,035,937 (978.496) 

OTHER FINANCING SOURCES 
(USES): 

Loan proceeds 5,697,353 — 5,697,353 — 

Operating transfers in — 3,190,392 1,896,332 5,086,724 14,249,739 
Operating transfers out (1.896,332) — (3.190.392) (5,086,724) (14,249.739) 

Total other financing sources 
(uses) 6,991.413 (1,294,060) 5,697,353 

NET CHANGE iN FUND BALANCES 111,964 10,566,041 357,389 (2,302,104) 8,733,290 (978,496) 

FUND BALANCE, BEGINNING 
(AS RESTATED) 1,172,936 9,000,427 1,128.190 2,595,673 13,897,226 14.299,176 

FUND BALANCE, ENDiNG $ 1.284.900 S 19.566.468 S 1,485,579 $ 293.569 22.630.516 $ 13.320,680 

See Notes to Basic Financial Statements. 
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PAJARO VALLEY WATER MANAGEMENT AGENCY 
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, 

AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS 
TO THE STATEMENT OF ACTIVITIES 
FOR THE YEAR ENDED JUNE 30, 2006 

NET CHANGE IN FUND BALANCES $ 8,733,290 

Amounts reported in the Statement of Activities are different 
because: 

Governmental funds report capital outlay as expenditures. 
However, in the Statement of Activities, the cost of those 
assets is allocated over their estimated useful lives and 
reported as depreciation expense. In the current period this 
amount is: 

Capital Outlay 1,875,203 
Current year depreciation (573,310) 

The issuance of long—term debt provides current financial 
resources to governmental funds, while the repayment of the 
principal of long—term debt consumes the current financial 
resources of governmental funds. However, neither 
transaction has any effect on net assets. In the current period 
this amount is: 

Proceeds for long term debt (5,697,353) 
Principal payments on long—term debt 1,400,156 

Compensated absences reported in the Statement of Activities 
do not require the use of current financial resources and 
therefore are not reported as expenditures in governmental 
funds. (6,030) 

Deferred revenue represents lease payments collected in 
advance and notes receivable in which the revenue was 
recognized in the prior year. This is not reported in the funds 
because it is not a current financial source but is recorded as 
revenue in the Statement of Activities. (117,625) 

CHANGE IN NET ASSETS $ 

See Notes to Basic Financial Statements. 
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PAJARO VALLEY WATER MANAGEMENT AGENCY 
NOTES TO BASIC FINANCIAL STATEMENTS 

FOR THE YEAR ENDED JUNE 30, 2006 

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Reporting Entity — The Pajaro Valley Water Management Agency (the Agency) was formed in 
1984 to provide integrated management of the ground and surface water resources within the 
Pajaro Basin. The Agency is responsible for the management and augmentation of water supplies 
for domestic, agricultural, municipal, and industrial purposes. 

Basis of Presentation and Accounting — 

Government—Wide and Fund Financial Statements — The basic financial statements include both 
government—wide and fund financial statements. The government—wide financial statements (i.e., 
the statement of net assets and the statement of activities) report information on all of the activities 
of the primary government and its component units. For the most part, the effect of interfund 
activity has been removed from these statements. 

The Statement of Net Assets presents the Agency's assets and liabilities, with the difference 
reported as net assets. Net assets are reported in three categories. 

• Invested in capital assets, net of related debt consists of capital assets, net of accumulated 
depreciation and reduced by outstanding balances for bonds, notes, and other debt 
attributable to the acquisition, construction, or improvement of those assets. 

• Restricted net assets result when constraints placed on net asset use are either externally 
imposed or imposed by law through constitutional provisions or enabling legislation. 

• Unrestricted net assets consist of net assets not meeting the definition of the two preceding 
categories. Unrestricted net assets often have constraints on resources imposed by 
management which can be removed or modified. 

Separate fund based financial statements are provided for governmental funds. The Agency has no 
proprietary or fiduciary funds. Major individual governmental funds are reported as separate 
columns in the fund financial statements. The Agency has no nonmajor funds that need to be 
combined in a colunm in the fund financial statements. 

The government—wide focus is more on the sustainability of the Agency as an entity and the change 
in aggregate financial position resulting from the activities of the fiscal period. The focus of the 
fund financial statements is on the major individual funds. Each presentation provides valuable 
information that can be analyzed and compared to enhance the usefulness of the information. 

Measurement Focus and Basis of Accounting — The government—wide financial statements are 
reported using the economic resources measurement focus and the accrual basis of accounting. 
Revenues are recorded when earned and expenses are recorded when a liability is incurred, 
regardless of the timing of related cash flows. Augmentation charges are recognized as revenues in 
the year for which they are billed. Grants and similar items are recognized as revenue as soon as 
all eligibility requirements have been met. 
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

Governmental fund financial statements are reported using the current financial resources 
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon 
as they are both measurable and available. Revenues are considered to be available when they are 
collected within the current period or soon enough thereafter to pay liabilities of the current period. 
For this purpose, the Agency considers revenue to be available if they are collected within 60 days 
of the end of the current fiscal period. Expenditures generally are recorded when a liability is 
incurred, as under accrual accounting. However, debt service expenditures as well as expenditures 
related to compensated absences and claims and judgments, are recognized only when payment is 
due. Capital asset acquisitions are reported as expenditures in governmental funds. Proceeds of 
general long—term debt are reported as other financing sources. 

Investment earnings are recorded as earned since they are measurable and available. In applying 
the susceptible to accrual concept to intergovernmental revenues, the legal and contractual 
requirements of the numerous individual programs are used as guidance. There are, however, 
essentially two types of these revenues. In one, monies must be expended for the specific purpose 
or project before any amounts will be paid to the Agency; therefore, revenues are recognized based 
upon the expenditures recorded. In the other, monies are virtually unrestricted as to purpose of 
expenditure and are usually revocable only for failure to comply with prescribed compliance 
requirements. These resources are reflected as revenues at the time of receipt or earlier if the 
susceptible to accrual criteria are met. 

The Agency reports the following major governmental funds: 

a. General Fund, accounts for the Agency's primary services and is the primary operating unit 
of the Agency. 

b. Special Revenue Fund, account for revenues derived from specific sources, which are usually 
required by law or regulation to be accounted for in separate funds. 

c. Debt Service Fund, accounts for the resources accumulated and payments made for principal 
and interest on long—term general obligation debt of governmental funds. 

d. Capital Projects Fund, accounts for financial resources to be used for the acquisition or 
construction of major capital facilities and infrastructure improvements. 

Budgetary Information — The Agency's Board of Directors annually adopts the budget for the 
Agency. Board of Directors action is required for the approval of budget revisions. 

Cash and Cash Equivalents — The Agency considers demand deposits, cash on hand, and all 
highly liquid investments purchased with a maturity of three months or less to be cash equivalents. 

Investments — The Agency considers balances in the Local Agencies Investment Fund (LAIF) and 
investments purchased with a maturing of three months or more to be investments. All investments 
are recorded at fair market value. 
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

Receivables — The Agency utilizes the allowance method with respect to doubtful accounts. The 
allowance at June 30, 2006 was $125,955. 

Capital Assets — Property, facilities, equipment, and infrastructure purchased or acquired is carried 
at historical cost or estimated historical cost. Contributed fixed assets are recorded at estimated fair 
market value at the time received. Infrastructure fixed assets are defined by the Agency as 
underground water pipelines, including allocated professional costs required to construct pipelines, 
that allows the Agency to distribute water to various users and have been capitalized on a 
prospective basis, from July 1, 2003. Prior to July 1, 2003, infrastructure assets were not 
capitalized. Upon implementing GASB 34 governmental units were required to account for all 
capital assets in the government—wide statements, including infrastructure prospectively from the 
date of implementation. Retroactive reporting of all major general infrastructure assets for Phase 3 
governments, of which the Agency is, is encouraged but not required. Capital assets are defined by 
the Agency as assets with an initial, individual cost of more than $5,000 for equipment, $25,000 for 
infrastructure, and all land, with an estimated useful life in excess of one year. 

Depreciation is recorded on a straight—line basis over the estimated useful lives of the capital assets 
as follows: 

Buildings and improvements 15 —30 Years 
Infrastructure 80 Years 
Equipment 5—25 Years 
Vehicles 7 — 10 Years 
Furniture and fixtures 5 Years 

Compensated Absences — The Agency allows employees to accrue vacation, compensation time, 
and medical leave based on the employee's hourly rate at year end. Upon termination of an 
employee the Agency is required to pay accrued vacation and compensation time to a maximum of 
240 hours for each type of leave, and medical leave to a maximum of 600 hours. 

Accumulated vacation, compensation time, and medical leave are recorded as an 
expenditure/expense and a liability in the Government—Wide financial statement at the time the 
liability is accrued. 

Deferred Revenue — In governmental funds deferred revenue arises when revenue does not meet 
both the "measurable" and "available" criteria for recognition in the current period. Deferred 
revenues also arise, in governmental funds, when resources are received by the Agency before it 
has a legal claim to them, as when grant monies are received prior to incurring qualifying 
expenditures (unearned). In subsequent periods, when both revenue recognition criteria are met, or 
when the Agency has a legal claim to the resources, revenue is recognized. Deferred revenues in 
the governmental funds amounted to $117,625 at June 30, 2006. 
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

Long—term Obligations — In the government—wide financial statements, long—term debt and other 
long—term obligations are reported as liabilities in the applicable governmental activities. Bond 
premiums and discounts, as well as issuance costs, are deferred and amortized over the life of the 
bonds using the effective interest method. Bonds payable are reported net of the applicable bond 
premium or discount. Bond issuance costs are reported as deferred charges and amortized over the 
term of the related debt. 

In the fund financial statements, governmental fund types recognize bond premiums and discounts, 
as well as bond issuance costs, during the current period. The face amount of debt issued is 
reported as other financial sources. Premiums received on debt issuance are reported as other 
fmancing sources while discounts on debt issuance are reported as other financing uses. Issuance 
costs, whether or not withheld from the actual debt proceeds received, are reported as debt service 
expenditures. 

Fund Equity — In the governmental fund financial statements, reservations of fund balance 
represent amounts that are not available for appropriation or are legally restricted by outside parties 
for a specific purpose. Designations of fund balance represent tentative management plans that are 
subject to change. In the govermnent—wide financial statements, restrictions of net assets are 
limited to outside third—party restrictions. 

Use of Restricted/Unrestricted Net Assets — When an expense is incurred for purposes for which 
both restricted and unrestricted net assets are available, the Agency's policy is to apply restricted 
net assets first. 

Estimates — The preparation of financial statements, in conformity with accounting principles 
generally accepted in the United States of America, requires management to make estimates and 
assumptions that affect the reported amounts in the accompanying financial statements. Actual 
results could differ from those estimates. 

Total Columns on Government Fund Financial Statements — Total columns on the Government 
Fund financial statements are captioned "Memorandum Only" to indicate that they are presented 
only to facilitate financial analysis. Data in these columns do not present financial position and 
results of operations in conformity with accounting principles generally accepted in the United 
States of America. 

Management Fees — Management fees are billed by Santa Cruz, San Benito and Monterey 
counties. Management fees are due November 1 and February 1 and are delinquent if not paid by 
December 10 and April 10, respectively. The counties bill and collect the management fees and 
remit them to the Agency. 
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

Augmentation and Delivered Water Charges — Augmentation charges, based on quantity of 
water usage, are billed and collected in two ways. Small accounts are billed annually by the 
Agency on June 30. Delinquent small accounts are turned over to a collection agency after other 
recovery efforts have been exhausted. Large accounts were metered and billed semi—annually by 
the Agency, on June 30 and December 31. Beginning with the quarter ended March 2006, the large 
accounts are billed quarterly. Delinquent large accounts are collected through litigation or turned 
over to a collection agency after other recovery efforts have been exhausted. 

All collected augmentation charge revenue is deposited into bank accounts held in the Special 
Revenue Fund. All capital construction costs are paid for through augmentation charges, grants, 
loans, and debt issuances. Pursuant to the Revised Basin Management Plan adopted by the Board 
in 2000 the Agency plans to continue construction of additional portions of the Coastal Distribution 
System in the next fiscal year. Transfers of augmentation charge revenues are made to the Debt 
Service Fund to pay semi—annual interest and principal payments on Certificates of Participation 
issued in 1999, and annual payments on State Water Resources Control Board low interest loans. 

A delivered water charge is collected for water delivered through the constructed project. These 
funds are used for capital construction costs and conservation expenses. 

NOTE 2. DEPOSITS AND INVESTMENTS 

Custodial Credit Risk Related to Deposits — Custodial credit risk is the risk that, in the event of a 
bank failure, the Agency's deposits might not be recovered. The Agency does not have a deposit 
policy for custodial credit risk. As of June 30, 2006 the following amounts were exposed to 
custodial credit risk: 

Deposits with financial institutions $ 9,774,246 
FDIC Insured (200.000) 

Uninsured and uncollateralized $ 9,574.246 

In addition, the Agency may invest in Banker's Acceptances, commercial paper of prime quality of 
the highest ranking as provided by Moody's Investor Services, Inc., or by Standard & Poor's 
corporation, Local Agency Investment Fund and Time Deposits. All of the above investments are 
further restricted by specific maturity periods and their proportionate value to the total portfolio. 

Custodial Credit Related to Investments — The custodial credit risk for investment is the risk that 
a government will not be able to recover the value of investment or collateral securities that are in 
the possession of an outside party if the counterparty to the transaction fails. The Agency's 
investment policy is designed to mitigate the custodial credit risk by investing in investment grade 
securities and by diversifying the investment portfolio, so that the failure of any one issue does not 
unduly harm the Agency's capital base and cash flow. As of June 30, 2006, none of the Agency's 
investments (including those in LAIF) meet the definition of investments that are subject to the 
above categorization. 
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NOTE 2. DEPOSITS AND INVESTMENTS (Continued) 

Interest Rate Risk — Interest risk is the risk that changes in interest rates will adversely affect the 
fair value of an investment. The amount of loss in the fair value of a fixed—income security 
increases as the current market interest rate related to the investment rises. It is the Agency's 
policy to structure the investment portfolio with securities whose maturity date is compatible with 
cash flow requirements and which will permit easy and rapid conversion into cash without 
substantial loss of value, and which will enable the Agency to meet all operating requirements 
which might be reasonably anticipated. Investments shall be undertaken in a manner that seeks to 
ensure the preservation of capital in the overall portfolio. This policy is designed to minimize the 
interest rate risk. 

NOTE 3. RESTRICTED CASH 

Restricted Cash — Restricted cash consists of funds that are reserved for debt repayments. At 
June 30, 2006 restricted cash consisted of the following: 

US Bank $ 484,014 
First National Bank CD 323,498 

Total 807.512 

NOTE 4. ACCOUNTS RECEIVABLE/GRANT RECEIVABLE 

The Agency turns accounts receivable over to a collection agency afier all other recovery efforts 
have been exhausted. The collection agency charges a 2O%—35% fee, depending on the size of the 
account. The accounts receivable balance of $2,572,293 includes a reserve for uncollectible 
accounts of $125,955. 

During fiscal year 2005 the Agency applied for and received a 50% reimbursable grant with a total 
reimbursable amount of $23,136,713 from the California Department of Water Resources to assist 
in funding the Agency's Revised Basin Management Plan. The Agency recognizes grant revenue 
when the qualifying expenditures are incurred and all other eligibility requirements have been met. 
As of June 30, 2006, the Agency has recognized $1,092,102 in grant revenues attributable to the 
grant detailed in this paragraph. 

NOTE 5. NOTES RECEIVABLE 

The Agency has entered into two long—term agreements for the collection of past due augmentation 
charges. The notes are to be collected with interest over a term of three and nine years. The 
balance of the notes receivable at June 30, 2006 was $115,000. 
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NOTE 6. INTERFUND TRANSACTIONS 

At June 30, 2006 interfund receivables and payables consist of: 

Interfund Interfund 
Fund Receivable Payable 

General $ — $ 406 
Special revenue 68,206 678,067 
Debt service 678,067 
Capital projects — 67,800 

Total 746,273 $ 746,273 

The interfund receivables and payables represent cash deposited to one fund belonging to another 
fund. These amounts will be reimbursed in fiscal year ending June 30, 2007. 

Interfund transfers generally are made for the purpose of capital project payments made from the 
capital projects fund but funded from the special revenue fund. There were no significant transfers 
that were either non—routine in nature or inconsistent with the activities of the fund making the 
transfer. 

Transfers between funds during the year were as follows: 

Fund Transfers In Transfers Out 

Special revenue $ 3,190,392 $ 1,896,332 
Capital projects 1,896,332 3,190,392 

Total $ 5,086,724 $ 5.086.724 
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NOTE 7. CAPITAL ASSETS 

Capital assets activity for the year ended June 30, 2006 was as follows: 

06/30/05 06/30/06 
Beginning Additions Deletions Ending 

Balance Transfers Transfers Balance 

Capital assets not being 
depreciated: 

Land $ 1,218,405 $ 183,285 $ — $ 1,401,690 
Construction in progress 20,365,528 1,789,126 (8.394.797) 13.759.857 

Total capital assets not 
being depreciated 21.583,933 1,972,411 (8,394,797) 15,161,547 

Capital assets being depreciated: 
Land improvements 821,703 821,703 
Harkins Slough project 11,914,088 11,914,088 
Coastal Distribution system 6,651,914 6,651,914 
Accelerate Pipeline project — 8,207,480 8,207,480 
Buildings and improvements 373,953 373,953 
Equipment: 
Automotive 109,650 109,650 
Office and field 7,297 7,297 

Furniture and fixtures 6.871 6.871 

Total 19,885,476 8,207,480 28,092,956 

Less accumulated 
depreciation 1.832.158 573,310 — 2,405,468 

Total capital assets being 
depreciated—net 18,053,318 7,634,170 — 25,687,488 

Capital assets—net $ $ 9.606.581 $ (8,394,797) $ 
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NOTE 8. LONG-TERM DEBT 

General long—term debt balances and transactions for the year ended June 30, 2006 are as follows: 

Bond Payable — 1999 Certificate of Participation — A Bond, Series 1999A was issued in the 
amount of $19,725,000 on October 20, 1999 primarily to construct facilities on Harkins Slough. 
The Bond is payable in variable annual installments with interest due semi—annually at interest 
rates ranging from 3.5% to 5.75% beginning on March 1, 2000 and continuing until March 1, 
2029. 

Note payable #1 — State Water Resources Control Board — The Agency entered into a 
promissory note on December 24, 1999 with the State Water Resources Control Board in the 
amount of $11,650,000. The loan proceeds are to be used for the Harkins Slough project. The 
note is payable in annual installments of $763,561 with interest at 2.7% beginning December 17, 
2002 and continuing until December 17, 2022. 

Note payable #2 — State Water Resources Control Board — The Agency entered into a 
promissory note on November 21, 2003 with the State Water Resources Control Board in the 
amount of $6,214,989. The loan proceeds are to be used for the accelerated pipeline and 
supplemental wells project. The note is payable in annual installments of $414,486 with interest 
at 2.7% beginning November 21, 2003 and continuing until November 21, 2023. 

Note payable — Department of Water Resources — The Agency entered into a promissory note on 
June 15, 2005 with the Department of Water Resources in the amount of $3,511,446. The loan 
proceeds are to be used for the construction of components of the revised basin management plan. 
The note is payable in semiannual installments of principal and interest in the amount of 
$111,049, with interest at 2.4% beginning October 1, 2006 and continuing until September 30, 
2027. 

Note payable — Union Bank of California — The Agency entered into a loan for the office 
building located at 36 Brennan Street. The loan was payable is monthly installments with interest 
at 8.65%. The loan was paid in full during the fiscal year ended June 30, 2006. 
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NOTE 8. LONG-TERM DEBT (Continued) 

Changes in long—term obligations for the year ended June 30, 2006 are as follows: 

06/30/05 06/30/06 
Beginning Ending Due Within 
Balance Additions Retirements Balance One Year 

Notes and bonds: 
1999A Bond $ 17,880,000 $ — $ 390,000 $ 17,490,000 $ 410,000 
SWRCB#1 10,296,196 485,589 481,448 10,300,337 485,452 
SWRCB #2 4,340,505 1,700,318 177,844 5,862,979 271,616 
Union Bank of California 332,328 332,328 
DWR 3,511,446 i,511L446 

Total bonds and notes 5.697,353 1,381,620 37,164.762 1,167,068 

Other liabilities — 

Compensated absences 116,748 6,020 122,768 

Total $ 32,965,777 $ 5,703,373 $ 1,381.620 $ 37287530 $ 1,167,068 

In prior years, the General Fund has been used to liquidate compensated absences. 

Annual debt service requirements to maturity are as follows: 

Fiscal Year 1999A Bond SWRCB #1 SWRCB #2 DWR Total 
Ended June 30, Principal Interest Principal Interest Principal Interest Principal Interest Principal Interest 

2007 $ 410,000 $ 969,610 $ 485,452 $ 278,109 $ 271,616 $ 142,870 $ — $ 64,418 $ 1,167,068 $ 1,455,007 
2008 425,000 950,750 498,559 265,002 263,519 150,967 68,853 84,448 1,255,931 1,451,167 
2009 445,000 930,775 512,020 251,541 270,634 143,852 140,479 81,619 1,368,133 1,407,787 
2010 470,000 909,638 525,845 237,716 277,941 136,545 143,700 78,397 1,417,486 1,362,296 

2011—2015 2,725,000 4,161,263 2,850,014 967,790 1,506,409 555,022 772,242 338,246 7,853,665 6,022,321 
2016—2020 3,550,000 3,337,988 3,256,111 561,693 1,721,056 351,374 869,999 240,489 9,397,166 4,491,544 
2021—2025 4,670,000 2,213,750 2,172,336 118,348 1,551,804 106,142 980,382 130,106 9,374,522 2,568,346 
2026—2029 4,795,000 708,400 — — 535391 19,453 5,330,791 727.853 

Total S S 14.182,174 $ 10,300337 $ $ 5.862,979 S L586.772 $ 3.511,446 $ 1.037.176 S 37,164362 S 19486.321 
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NOTE 9. OPERATING LEASE 

The Agency currently leases a well under an operating lease agreement. The lease is payable in 
annual installments of $10,000 and expires in the year 2007. The future minimum lease payment 
as of June 30, 2006 is $10,000. 

NOTE 10. COMMITMENTS 

The Agency has entered into several contracts with various vendors totaling $12,792,475. Of this 
amount $7,654,013 has been incurred as of June 30, 2006. 

NOTE 11. PENSION PLAN 

Plan Description — The Agency's defined benefit pension plan (the Plan) provides retirement and 
disability benefits, annual cost—of—living adjustments, and death benefits to Plan members and 
beneficiaries. The Plan is part of the Public Agency portion of the California Public Employees 
Retirement System (Ca1PERS), an agent multiple—employer plan administered by Ca1PERS, which 
acts as a common investment and administrative agent for participating public employers within the 
State of California. State statutes within the Public Employees' Retirement Law establish a menu 
of benefit provisions as well as other requirements. The Agency selects optional benefit provisions 
from the benefit menu by contract with Ca1PERS and adopts those benefits through local 
ordinance. Ca1PERS issues a separate comprehensive annual financial report. Copies of the 
Ca1PERS annual financial report may be obtained from the Ca1PERS Executive Office, 
400 P Street, Sacramento, CA 95814. 

Funding Policy — Active Plan members are required to contribute 7% of their annual covered 
salary, which the Agency pays on their behalf. The Agency is required to contribute the actuarially 
determined remaining amounts necessary to fund the benefits for its members. The actuarial 
methods and assumptions used are those adopted by the Ca1PERS Board of Administration. The 
required employer contribution rate for fiscal year 2006 was 10.864%. The contribution 
requirements of the Plan members are established by State statute and the employer contribution 
rate is established and may be amended by Ca1PERS. 

Annual Pension Cost — For fiscal year 2006, the Agency's annual pension cost of $158,812 for 
Ca1PERS was equal to the Agency's required and actual contributions. The required contribution 
for fiscal year 2006 was determined as part of the June 30, 2003 actuarial valuation. 

A summary of principle assumptions and methods used to determine the annual required 
contribution is shown below: 

Valuation Date June 30, 2003 
Actuarial Cost Method Entry Age Actuarial Cost Method 
Amortization Method Level Percent of Payroll 
Average Remaining Period 17 Years as of the Valuation Date 
Asset Valuation Method 3 Year Smoothed Market 
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NOTE 11. PENSION PLAN (Continued) 

Actuarial Assumptions: 
Investment Rate of Return 7.75% (net of administrative expenses) 
Projected Salary Increases 3.25% to 14.45% depending on Age, Service and Type 

of employment 
Inflation 3.00% 
Payroll Growth 3.25% 
Individual Salary Growth A merit scale varying by duration of employment 

coupled with an assumed annual inflation component 
of 3.00% and an annual production growth of 0.25% 

Initial unfunded liabilities are amortized over a closed period that depends on the plan's date of 
entry into Ca1PERS. Subsequent plan amendments are amortized as a level percentage of pay over 
a closed 20 year period. Gains and losses that occur in the operation of the plan are amortized over 
a rolling period, which results in an amortization of 10% of unamortized gains and losses each 
year. If the plan's accrued liability exceeds the actuarial value of plan assets, then the amortization 
payment on the total unfunded liability may not be lower than the payment calculated over a 30 
year amortization period. 

Asset Valuation Method — In order to dampen the effect of short—term market value fluctuations 
on employer contribution rates, the following asset smoothing technique is used. First an Expected 
Value of Assets is computed by bringing forward the prior year's Actuarial Value of Assets and the 
contributions received and benefits paid during the year at the assumed actuarial rate of return. The 
Actuarial Value of Assets is then computed as the Expected Value of Assets plus one—third of the 
difference between the actual Market Value of Assets and the Expected Value of Assets as of the 
valuation date. However in no case will the Actuarial Value of Assets be less than 90% or greater 
than 110% of the actual Market Value of Assets. 

Three—Year Trend Information 
Annual Percentage Net 
Pension of APC Pension 

Net Pension Fiscal Year Cost (APC) Contributed Obligation 

06/30/2004 $ 101,198 100% 
06/30/2005 $ 139,730 100% 
06/30/2006 $ 158,812 100% 
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NOTE 12. FEDERAL WATER CONTRACT ASSIGNMENT 

In May 1999, the Agency jointly with two partner water districts acquired an assignment of a 
federal Central Valley Project (CVP) water supply contract from Mercy Springs Water District in 
Fresno County. This assignment entitles the Agency and its partners, Santa Clara Valley Water 
District (SCVWD) and Westlands Water District (WWD), to an annual entitlement of 6,260 acre— 
feet of CVP supply from the U.S. Bureau of Reclamation. The sales price for the entitlement was 
$5,617,500, which was paid and financed over a 30—year term by WWD. An agreement among 
WWD, SCVWD, and the Agency specifies terms of reimbursement to WWD. The Agency has the 
right under this agreement to an option to take partial delivery of the 6,260 acre—foot annual 
entitlement after 10 years and full delivery after 20 years. If the Agency does not exercise this 
option, it has no repayment obligation and no other obligations, but it loses all rights to the 
entitlement. If the Agency does exercise this option, the Agency is required to repay WWD for its 
pro rata share for the remainder of the financing term, and the Agency enjoys exclusive long—term 
rights to the entitlement. Lands within Mercy Springs Water District, which previously received 
delivery of the assigned supply, were purchased by the Agency at the time of the assignment in 
May of 1999 and were immediately resold, at no net cost, to the original landowners. The Agency 
retains no interest in these lands. 

NOTE 13. LITIGATION 

The Agency is currently involved in four lawsuits concerning the validity of Agency's 
augmentation charge. Although the Agency has generally obtained favorable results to date in the 
augmentation charge litigation, the actual outcome of the litigation cannot be predicted at this time. 
Pending litigation items are as follow: 

Scurich, et al.. v. PVWMA: This case is a complaint for validation proceedings, declaratory 
relief, and injunctive relief challenging the Agency's Ordinance 2002—02, which increased the 
augmentation charge from $50 to $80 per acre—foot. This action was filed against the Agency on 
October 24, 2002. The trial court granted the Agency's motion to dismiss the action on procedural 
grounds, and the Court of Appeal reversed in part. On remand, the parties stipulated to 
consolidation of this case with the San Andreas Mutual Water Company and Griffith cases 
discussed below, and a stay of proceedings pending the outcome in the Court of Appeal of 
PVWMA v. All Persons Interested, which is also described below. 

PVWMA v. All Persons Interested: This case was initiated by the Agency in 2003 in anticipation 
of a legal challenge to the validity of the Agency's Ordinance 2003—01, in which the Agency 
increased the Augmentation charge from $80 to $120 per acre—foot. The case resulted in a trial 
court judgment in the Agency's favor, upholding the validity of the augmentation charge. The trial 
court rejected the defendant's claims that the ordinance was adopted in violation of Propositions 
13, 62 and 218 and that certain Board members who voted in favor of the ordinance had 
disqualifying conflicts of interest. Defendants appealed. In July of 2006, the Sixth Appellate 
District issued a published opinion rejecting all of Defendant's claims. A petition for rehearing 
was subsequently granted. A decision is expected within the next few months. 

San Andreas Mutual Water Company. et v. PVWMA: In December of 2004, the Agency 
adopted Ordinance No. 2004—02 increasing the augmentation charge from $120 to $160 per acre— 
foot. On February 2, 2005 a lawsuit was filed challenging the validity of Ordinance 2004—02. This 
action has been consolidated with the Scurich and Griffith matters and stayed pending a decision 
from the Court of Appeal in PVWMA v. All Persons Interested. 
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NOTE 13. LITIGATION (Continued) 

Griffith v. PVWMA: This action was filed in February 2005 and challenges the validity of the 
augmentation charge as well as the Agency's management fee. It has been consolidated with the 
Scurich and San Andreas Mutual Water Company cases and stated pending a decision from the 
Court of Appeal in PVWMA v. All Person Interested. 

NOTE 14. JOINT POWERS AUTHORITY 

The Agency participates in the Association of California Water Agencies Joint Powers Insurance 
Authority (JPIA), a joint powers agency, comprised of the Agency and various other water 
districts, created pursuant to California law. The relationship between the Agency and the JPIA is 
such that the JPIA is not a component unit of the Agency for reporting purposes. The JPIA is 
governed by a board of directors elected from representatives of the member agencies. The board 
controls the operations of the fund, including selection of management and approval of operating 
budgets, and is independent of the individual members' influence, except for their representatives 
on the board. 

Each member pays an insurance "premium" based on risk factors determined by the fund's board. 
Premiums are paid on an annual basis and are amortized over the policy period. The District paid 
$37,681 for property and liability insurance to JPIA for the year ended June 30, 2006. As of 
September 30, 2005, the audited financial statements of the JPL& disclosed total assets of 
$91,657,576, total liabilities of $66,782,100, and total net assets of $24,875,476. 

The participants do not possess claims against specific assets, nor are liabilities of the fund 
attributable to specific entities. In addition, the terms of the agreement state that, upon withdrawal 
from the JPIA, a participating entity is not entitled to withdraw any assets. Therefore, the Agency's 
share of the JPIA's year end assets, liabilities, or net assets at September 30, 2005, cannot be 
identified. The JPIA's separate published financial statements are available from the JPIA itself, 
the Agency, or other participating entities. 
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NOTE 15. RESTATED BALANCE/NET ASSETS 

The following discloses the restatement of governmental fund balances as of the beginning of the 
fiscal year: 

General Special Debt Capital 
Fund Revenue Service Projects 

Fund balance, beginning of year, as 
previously stated $ 1,056,188 $ 9,115,427 $ 46,749 $ 3,102,316 

Increase due to reclassifying compensated 
absences as general long—term liabili- 
ties, rather than government fund 
liabilities. 116,748 

Decrease due to an overstatement of 
revenue in the prior year. Amount 
originally was accounts receivables 
which became a notes receivable after 
customer agreements signed. Deferred 
revenue recognized for amounts to be 
received in future periods. (115,000) 

Decrease resulting from an overstatement 
of grant receivables in the prior year. (506,643) 

Increase due to interest and principal 
payable on long—term debt, which does 
not require current financial resources. 
Therefore, interest and principal payable 
should not have been reported as a 
liability in the government funds. 1.081,441 

Fund balance, beginning of year, as 
restated S 1.172.936 $ 9.000.427 S 1.128.190 $ 2.595.673 

The overstatement of grant receivable of $506,643 was also a prior period adjustment of the 
government—wide statements. 
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REQUIRED 
SUPPLEMENTARY INFORMATION 



PAJARO VALLEY WATER MANAGEMENT AGENCY 
PENSION FUNDING INFORMATION (UNAUDITED) 

FOR THE YEAR ENDED JUNE 30, 2006 

A schedule of funding progress for the past three actuarial valuations is presented below: 

(a) (b) (a)—(b) (b)/(a) (c) [(a)—(b)]/(c) 
Unfunded 
Actuarial 

Entry Age Unfunded Accrued 
Actuarial Nonnal Actuarial Liability! Annual Liability 
Valuation Accrued Value of (Excess Funded Covered As a 

Date Liability Assets Assets) Status Payroll of Payroll 

06/30/02 $ 735,150 $ 658,926 $ 76,224 89.6% $ 587,640 13.0% 

CaIPERS Risk Pool Information (See comment below): 

06/30/03 $ 2,596,966,545 $ 2,372,879,034 $ 224,087,511 91.4% $ 725,020,458 30.9% 
06/30/04 $ 2,746,095,668 $ 2,460,944,656 $ 285,151,012 89.6% $ 743,691,970 38.3% 
06/30/05 $ 2,891,460,651 $ 2,588,713,000 $ 302,747,651 89.5% $ 755,046,679 40.1% 

In 2003, Ca1PERS established a risk pool for cities and other government entities that have less than 100 active 
members. The actuarial valuation was performed with other participants within the same risk pool. Therefore, 
stand—alone information of the schedule of funding progress for the Agency is no longer available. 
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PAJARO VALLEY WATER MANAGEMENT AGENCY 
SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES - 

BUDGET AND ACTUAL 
FOR THE YEAR ENDED JUNE 30, 2006 

General Fund Special Revenue Fund 
Original Favorable Original Favorable 
and Final (Unfavorable) and Final (Unfavorable) 

Budget Actual Variance Budget Actual Variance 

REVENUES: 
Management fees $ 348,000 $ 357,200 $ 9,200 $ — $ — $ 

Augmentation charges — — — 6,230,000 5,597,816 (632,184) 
Interest income 20,000 47,021 27,021 150,000 219,010 69,010 
Water sales 681,200 173,392 (507,808) — 

Grant income — — 

Other income 12,578 12,578 10,000 70,932 60,932 

Total revenues 1,049,200 590,191 (459,009) 6,390,000 5,887,758 (502,242) 

EXPENDITURES: 
Supplies and equipment 10,040 7,982 2,058 129,166 54,223 74,943 
Monitoring well — 108,000 64,597 43,403 
Conservation 70,000 10,657 59,343 — — 

Special studies — — — 2,000 216,127 (214,127) 
Watermeteringprogram — — 65,000 48,975 16,025 
Capital outlay 
Public oulreach — — — — 

Professional services 103,800 76,263 27,537 287,900 349,243 (61,343) 
Personnel 336,650 271,372 65,278 1,252,260 1,063,711 188,549 
Operating 59,220 25,044 34,176 783,110 191,156 591,954 
Training and iravel 3,300 3,538 (238) 21,040 33,945 (12,905) 
Directors' fees 8,470 16,129 (7,659) 11,120 7,531 3,589 
Interest, principal, and property costs 10,610 67.242 (56,632) 29,000 283,622 (254,622) 

Total expenditures 602,090 478,227 123,863 2,688,596 2.313.130 375,466 

REVENUES OVER (UNDER) 
EXPENDITURES 447,110 111,964 (335,146) 3,701,404 3,574,628 126,776 

OTHER FINANCING SOURCES 
(USES): 

Bond proceeds 
Loan proceeds — 5,500,000 5,697,353 197,353 
Operatingiransfersin — — 3,190,392 3,190,392 
Operating Iransfers out (1.896,332) (1,896,332) 

Total other financing sources 
(uses) — 5,500,000 6,991.413 1,491,413 

NET CHANGE IN FUND BALANCES S 447.110 $ 9.201.404 S 1.618.189 

See Accompanying Notes to Required Supplementary Information. 
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PAJARO VALLEY WATER MANAGEMENT AGENCY 
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION 

FOR THE YEAR ENDED JUNE 30, 2006 

NOTE 1. BUDGETARY DATA 

The Agency's Board of Directors annually adopts the budget for the Agency. Board of Director's 
action is required for the approval of budget revisions. There were no revisions or amendments to 
the original budget during the fiscal year ended June 30, 2006. 

Per GASB Statement No. 34, only the general fund and major special revenue fund budgets are to 
be presented in required supplementary information. 
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PAJARO VALLEY WATER MANAGEMENT AGENCY 
SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES - 

BUDGET AND ACTUAL 
FOR THE YEAR ENDED JUNE 30, 2006 

Debt Service Capital Projects Fund 
Original Favorable Original Favorable 
and Final (Unfavorable) and Final (Unfavorable) 
Budget Actual Variance Budget Actual Variance 

REVENUES: 
Management fees $ — $ — $ — $ — $ — $ — 

Augmentation charges 2,600,000 2,772,618 172,618 
Interest income 2,100 20,529 18,429 — — 

Water sales — — — 

Grant income — — — 5,900,000 1,092,102 (4,807,898) 
Other income — — 

Total revenues 2,602,100 2,793,147 191,047 5,900,000 1,092,102 (4,807,898) 

EXPENDITURES: 
Supplies and equipment — — — — — — 

Monitoring well — 270,000 131 269,869 
Conservation — — — 

Special studies — — — — — 

Water metering program 
Public outreach — — — 

Professional services — — 360,000 224,812 135,188 
Personnel — — — 

Operating — 

Training and travel — — — — 

Directors' fees — — — 

Capital outlay — 11,148,000 1,875,203 9,272,797 
Interest, principal, and property costs 2,575,000 2,435,758 (139,242) — — — 

Total expenditures 2,575.000 2,435,758 (139,242) 11.778.000 2.100.146 9.677,854 

REVENUES OVER (UNDER) 
EXPENDITURES 27,100 357,389 330,289 (5,878,000) (1,008.044) (4.869,956) 

OTHER FINANCING SOURCES 
(USES): 

Bond proceeds — — — 

Loan proceeds — — — 

Operating transfers in — 1,896,332 1,896,332 
Operating transfers out — — — (3,190,392) (3,190,392) 

Total other financing sources 
(uses) — — — (1,294,060) (1,294,060) 

NET CHANGE IN FUND BALANCES S 27.100 $ 330,289 $ $ (6.164.016) 
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INDEPENDENT AUDITORS' REPORT ON 
iNTERNAL CONTROL OVER FINANCIAL REPORTING AND 

ON COMPLIANCE AND OTHER MATTERS BASED ON 
AN AUDIT OF FINANCIAL STATEMENTS PERFORMED iN 

ACCORDANCE WITH GO VERNMENTAUDITING STANDARDS 

To the Board of Directors 
Pajaro Valley Water Management Agency 
Watsonvifie, California 

We have audited the financial statements of Paf are Valley Water Management Agency (the 
Agency) as of and for the year then ended June 30, 2006, and have issued our report thereon 
dated October 11, 2006. We conducted our audit in accordance with auditing standards 
generally accepted in the United States of America and the standards applicable to financial 
audits contained in Government Auditing Standards, issued by the Comptroller General of the 
United States. 

Internal Control Over Financial Reporting 

In planning and performing our audit, we considered the Agency's internal control over financial 
reporting in order to determine our auditing procedures for the purpose of expressing our opinion 
on the financial statements and not to provide assurance on the internal control over financial 
reporting. Our consideration of the internal control over financial reporting would not 
necessarily disclose all matters in the internal control over financial reporting that might be 
material weaknesses. 

A material weakness is a condition in which the design or operation of one or more of the 
internal control components does not reduce to a relatively low level, the risk that misstatements 
in amounts that would be material in relation to the general purpose financial statements being 
audited may occur and not be detected within a timely period by employees in the normal course 
of performing their assigned functions. We noted no matters involving the internal control over 
financial reporting and its operation that we consider material weaknesses. However, we noted 
certain immaterial matters involving the internal control over financial reporting that we have 
reported to management of the Pajaro Valley Water Management Agency in a separate letter 
dated October 11, 2006. 

Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Agency's financial statements are 
free of material misstatement, we performed tests of its compliance with certain provisions of 
laws, regulations, contracts and grant agreements, noncompliance with which could have a direct 
and material effect on the determination of financial statement amounts. However, providing an 
opinion on compliance with those provisions was not an objective of our audit, and accordingly, 
we do not express such an opinion. The results of our tests disclosed no instances of 
noncompliance that are required to be reported under Government Auditing Standards. 

34 

1188 Padre Drive, Suite 101 I P.O. Box 18791 Salinas, CA 939021 Tel (831) 759-6300 
I 

(831) 759-6380 

26465 Carmel Rancho Boulevard, Suite II Carmel, CA 939231 Tel' (831) 624-53331 Fax (831) 1:3 

104 South VanderhurstAvenue, SuiteAl P.O. Box927iKingCity, CA93930ITeI: (831) 385-54261 Fax: (831) 385-5156 



This report is intended solely for the information and use of the Board of Directors, management 
and the State Controller's Office regulating California special districts and is not intended to be 
and should not be used by anyone other than these specified parties. 

October 11,2006 
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