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R. J. RICCIARDI, INC.
CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
Humboldt Bay Municipal Water District
Eureka, California

In planning and performing our audit of the basic financial statements of Humboldt Bay Municipal Water District for
the fiscal year ended June 30, 2017, in accordance with auditing standards generally accepted in the United States of
America, we considered its internal control over financial reporting as a basis for designing our auditing procedures
for the purpose of expressing our opinion on the basic financial statements, but not for the purpose of expressing an
opinion on the effectiveness of its internal control. Accordingly, we do not express an opinion on the effectiveness of
Humboldt Bay Municipal Water District’s internal control.

A control deficiency exists when the design or operation of a control does not allow management ot employees, in the
normal course of performing their assigned functions, to prevent or detect misstatements on 2 timely basis. A
significant deficiency is a control deficiency, or a combination of control deficiencies, that adversely affects the entity’s
ability to initiate, authorize, recotd, process, or report financial data reliably in accordance with generally accepted
accounting principles such that there is more than a remote likelihood that a misstatement of the entity’s financial
statements that is more than inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness 1s a significant deficiency, or a combination of significant deficiencies, that results in more than a
remote likelihood that a2 material misstatement of the financial statements will not be prevented or detected by the

entity’s internal control.

Out consideration of internal control was for the limited purpose described in the first paragraph and would not
necessarily identify all deficiencies in internal control that might be significant deficiencies or material weaknesses, as
defined above. We did not identify any deficiencies in internal control that we consider to be material weaknesses, as

defined above.

‘This report is intended solely for the information and use of the management and Board of Directors of Humboldt
Bay Municipal Water District and is not intended to be, and should not be, used by anyone other than these specified

partles

We thank Humboldt Bay Municipal Water District’s staff for its cooperation duting our audit.

R.9. 'Ricc_iamé', Ine.

R.J. Ricciardi, Inc.
Certified Public Accountants

San Rafael, California
February 16, 2018
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R. J. RICCIARD], INC.
CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors
Humboldt Bay Municipal Water District
Eureka, California

We have audited the financial statements of Humboldt Bay Municipal Water District for the year ended June 30, 2017.
Professional standards require that we provide you with the following information related to our audit.

Our Responsibility under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter dated June 22, 2017, our responsibility, as described by professional standards, is to
plan and perform our audit to obtain reasonable, but not absolute, assurance that the financial statements are free of
matetial misstatement and are fairly presented in accordance with U.S. generally accepted accounting principles.
Because an audit is designed to provide reasonable, but not absolute assurance and because we did not petform a
detailed examination of all transactions, there is a risk that material misstatements may exist and not be detected by us.

As part of our audit, we considered the internal control of Humboldt Bay Municipal Water District. Such
considerations. were solely for the purpose of determining our audit procedures and not to provide any assurance
concerning such internal control.

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. In accordance with the terms
of our engagement letter, we will advise management about the appropriateness of accounting policies and their
application. The significant accounting policies used by Humboldt Bay Municipal Water District ate desctibed in Note
1 to the financial statements. No new accounting policies were adopted and the application of existing policies was
not changed during the year. We noted no transactions entered into by Humboldt Bay Municipal Water District
during the year for which there is a lack of authoritative guidance or consensus. There are no significant transactions
that have been recognized in the financial statements in a different petiod than when the transaction occurred.

Accounting estimates are an mtegtal part of the financial statements prepared by management and are based on
management’s knowledge and expetience 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. We evaluated the key
factors and assumptions used to develop the accounting estimates in determining that they are reasonable in relation
to the financial statements taken as a whole. The most sensitive estimates affecting the financial statements were:

® Accrual and disclosure of compensated absences;

®  (Capital asset lives and depreciation expense;

® Pension plan and post employment health benefits actuarial valuations;
®  Fair value of investments and financial instruments.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.

Corrected and Uncorrected Misstatements
Professional standards require us to accumulate all known and likely misstatements identified during the audit, other

than those that are trivial, and communicate them to the appropriate level of management. Management has corrected
all such misstatements. The misstatements detected as a result of audit procedures and corrected by management were

iminateral to the financial statements taken as a2 whole.
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To the Board of Ditectors
Humboldt Bay Municipal Water District — Page 2

Disagreements with Management

Fort purposes of this letter, professional standards define a disagreement with management as a financial accounting,
reporting, or auditing matter, whether or not resolved to our satisfaction, that could be significant to the financial
statements or the auditors’ report. We are pleased to repott that no such disagteements arose during the course of our

audit.

Management Representations
We have requested certain reptesentations from management that are included in the management representation

letter dated February 16, 2018.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting matters,
sitnilar to obtaining a “second opinion™ on cettain situations. If a consultation involves apphcauon of an accounting
pnnaple to Humboldt Bay Municipal Water 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.

Other Audit Findings or Issues

We generally discuss a varety of matters, including the application of accounting principles and auditing standards,
with management each year prior to retention as Humboldt Bay Municipal Water 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.

Othet Matters
We applied certain limited procedures to the Management’s Discussion and Analysis and the Budgetary Comparison

Schedule for the General Fund, which is required supplementa.ry information (RSI) that supplements the basic
financial statements. Our procedures consisted of inquiries of management regarding the methods of preparmg the
information and comparing the information for consistency with management’s responses to out inquiries, the basic
financial statements, and other knowledge we obtained during out 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.

This report is intended solely for the information and use of management and Board of Directors of Humboldt Bay
Municipal Water District and is not intended to be, and should not be, used by anyone other than these specified

parties.



Humboldt Bay Municipal Water District
BOARD OF DIRECTORS & MANAGEMENT REPORT
For the Year Ended June 30, 2017

Current Year Observations

There were no current year observations.

Prior Years Obsetvations

There wete no prior year obsetvations.
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R. J. RICCIARDI, INC.
CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
Humboldt Bay Municipal Water District
Fureka, California

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities and the major fund of
Humboldt Bay Municipal Water District, as of and for the year ended June 30, 2017, and the related notes to the
financial statements, which collectively comprise Humboldt Bay Municipal Water District’s basic financial statements
as listed in the table of contents. The ptior year summarized infortnation has been detived from Humboldt Bay
Municipal Water District’s June 30, 2016 financial statements and, in our report dated April 11, 2017, we expressed an
unmodified opinion on those financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on our judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, we
consider internal control relevant to Humboldt Bay Municipal Water District’s preparation and fair presentation of
-the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of Humboldt Bay Municipal Water District’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Opinions _
In our opinion, the financial statements referred to above present fairly, in all material respects, the respective

financial position of the business-type activities and the major fund of Humboldt Bay Municipal Water District, as of
June 30, 2017, and the respective changes in financial position for the year then ended in accordance with accounting
principles generally accepted in the United States of America.
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To the Board of Directors
Humboldt Bay Municipal Water District — Page 2

Other Matters .
Reguired Supplementary Information
Accounting principles generally accepted in the United States of America require that the management's discussion

and analysis (pages 3-10) and the required supplementary information (page 34-36), as listed in the table of contents,
be presented to supplement the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board, who considers it to be an essential patt of
financial reporting for placing the basic financial statements in an approptiaté operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of management
about the methods of prepanng the information and comparing the information for consistency with management's
responses to out inquities, the basic financial statements, and other knowledge we obtained during our audit of the
basic financial statements. We do not express an opinion or provide any assurance on the information because the
limited procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Anditing Standards, we have also issued our report dated February 16, 2018, on our
consideration of Humboldt Bay Municipal Water District’s internal control over financial reporting and on our tests
of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The
putpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on internal control over financial reporting
or on compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering Humboldt Bay Municipal Water District’s internal control over financial reporting and

compliance.
R 9. Ricciard, Inc.
R. J. Ricciardy, Inc.
Certified Public Accountants
San Rafael, California
February 16, 2018



Humboldt Bay Municipal Water District

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

For the Year Ended June 30, 2017

The purpose of this section of the financial statements is to present management’s discussion and analysis of the
Humboldt Bay Municipal Water District’s (District) financial performance during the fiscal year that ended on June
30, 2017. We tecommend that readers review this in conjunction with the remainder of the financial statements.

INTRODUCTION AND BACKGROUND

We would first like to provide a brief overview of the District and the customers served which will provide a context
for the financial statements and the discussion which follows.

The Regional Water System:
The District was formed in 1956 pursuant to the Municipal Water District Act of the California Water Code. The

District completed construction of the regional water system in 1961, and service commenced to the Cities of Eureka
and Arcata and two pulp mills on the Samoa Peninsula. Since the initial construction, a2 number of additions and
improvements to the regional system have been made, and additional wholesale customers have joined the regional
system. Since inception, this regional water system has efficiently and reliably setved the municipal and industrial
water needs of customers in the Humboldt Bay region.

The regional water system includes the following components: R.W. Matthews Dam (which forms Ruth Lake) and the
Gosselin Power House, in Trinity County; and the following facilities in Humboldt County: 1) diversion works on the
Mad River northeast of Arcata capable of supplying 75 million gallons per day, 2) treatment facilities, including the
Lloyd L. Hecathorn Turbidity Reduction Facility, 3) over 35 miles of pipeline infrastructure around the Humboldt Bay
area to deliver water to the wholesale customers, and 4) extensive communication and control systems to operate and
control the regional system including the John R. Winzler Operations and Control Center.

Customers Served and Associated Wholesale Water Contracts:

The District supplies treated domestic water to seven municipal agencies on a wholesale basis. The municipalities
served by the District are the Cities of: Arcata, Blue Lake and Eureka, and the Community Services Districts of:
Fieldbrook/Glendale, Humboldt, Manila and McKinleyville. Via the wholesale relationship, the District serves water
to an estimated residential population of 88,000 (approximately 65% of the entire County), and to numetous
businesses, industries and educational institutions.

The District provides retail water service to about 200 customers who reside outside the setvice territory of other
water purveyors, but are located in close proximity to District facilities.

The District also has facilities to supply untreated water to customers on the Samoa Peninsula. ‘The District was
serving one wholesale industrial customer (pulp mill) until it ceased operations on October 15, 2008.

The District has long-term contracts in place with each of its seven wholesale municipal customers. These 20-year
contracts were recently amended, and have an effective date of July 1, 2017. These contracts will be in place until June
30, 2037, with an opportunity to extend for another ten years.

These contracts define the terms and conditions by which the District provides water service to its customers. The
contracts specify that all operating, maintenance and capital costs associated with the regional water system are paid
for by the wholesale customers. The contracts also specify the manner in which these costs are allocated among the
wholesale customers. Furthermore, they specify that most revenues received by the District, other than those
associated with wholesale water sales, are credited back to the wholesale customers, and thus offset the costs that the
wholesale customers otherwise pay. Examples of such revenues which are credited back to the wholesale customers
include the District’s share of 1% property taxes, power sales from the hydro-electric facility, interest income,
revenues associated with retail water service, and other miscellaneous revenues.

A summary of the current cost allocation provisions of the wholesale contract is as follows:
_3.



Humboldt Bay Municipal Water District

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)
For the Year Ended June 30, 2017

Munici s Industrial
unicipal Customers
Type of Cost Cost Share Customer(s) Cost
Share
Debt Service for Turbidity Reduction Facility 100% 0%
Operation, Maintenance and Capital Expenditures
associated with drinking water treatment facilities (i.e.
facilities associated with providing safe drinking 100% 0%
water in accordance with federal and state
requirements)
Operation, Maintenance and Capital Expenditures
associated with all other aspects of the regional water 55% increased to 45% decreased to 0%
supply, pumping and distribution system (other than | 100% effective April effective April 1,
power for pumping water) 1, 2009* 2009*
*Change in % due to pulp mill closure.
Power Costs for Pumping Water In proportion to n/a
actual power use.

Additionally, the wholesale contracts provide that “Additions to Reserves” may be charged to the wholesale
customers should the District need to replenish its General Reserve level. There were $100,000 in charges for
additions to reserves to the wholesale customers for both FY2014-15 and FY2015-16. In FY2016-17 the charges for
additions to reserves to the wholesale customers was $200,000.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the District’s basic financial statements. The
District’s basic financial statements are comprised of several components: a) the Statements of Net Position, b) the
Statements of Revenues, Expenses, and Changes in Net Position, and c) the Statements of Cash Flows. These
financial statements present the District’s financial position on an enterprise fund basis. An enterprise fund accounts
for goods ot services which are provided to outside parties — in the District’s case, this is wholesale and retail water
service.

BASIC FINANCIAL STATEMENTS

The financial statements are designed to provide readers with a broad overview of the District’s finances, in 2 manner
similar to a private-sector business. These statements offer short- and long-term financial information about District

activities.

The Statement of Net Position includes all of the District’s assets and liabilities and provides information about the
nature and amounts of investments in resources (assets) and the obligations to District creditors (liabilities). It also
provides the basis for evaluating the capital structure of the District and assessing the liquidity and financial flexibility
of the District.



Humboldt Bay Municipal Water District
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)
For the Year Ended June 30, 2017

All of the current year’s revenues and expenses are accounted for in the Statement of Revenues, Expenses, and
Changes in Net Position. This statement measures the results of the District’s operations over the past year and can
be used to determine the District’s general financial well-being and whether the District has recovered its costs

through its water charges.

The final financial statement is the Statement of Cash Flows. The primary purpose of this statement is to provide
information about the District’s cash receipts and cash payments during the reporting period. The statement repotts
cash receipts, cash payments, and the changes in cash resulting from operations and investments. It also provides
answers to such questions as where did cash come from, what was cash used for, and what was the change in cash

balance duting the reporting petiod.

There may be minor rounding differences between the following tables and the financial statements.

FINANCIAL HIGHLIGHTS

O The District’s net position was $23,056,105 as of June 30, 2017, an increase of $2,506,424 compared to June 30,
2016.

0O Revenues were $8,521,447, an increase of $1,441,891 from FY 2015-16.

O Expenses were $6,015,023, an increase of $646,915 from FY 2015-16.

DISCUSSION AND ANALYSIS

Our analysis of the District begins on page 10 of the financial statements. The Statements of Net Position present
information on all of the District’s assets and liabilities, with the difference between the two reported as net position.
Over time, increases or decreases in net position may serve as a useful indicator of whether the financial position of
the District is improving or deteriorating. A summary of the District’s Condensed Statements of Net Position is

presented in Table 1 on the next page.



Humboldt Bay Municipal Water District

MANAGEMENT"S DISCUSSION AND ANALYSIS (UNAUDITED)
Fort the Year Ended June 30, 2017

TABLE 1
CONDENSED STATEMENTS OF NET POSITION
Change

ASSETS FY 2016-17 FY 2015-16 $ %

Current Assets $2,291,029 $3,050,087 ($759,058)| -24.89%

Restricted Cash & Investments 3,906,466 3,023,699 882,767 29.19%

Land, Property & Equipment (net Accum. Depr.) 24 322 674 22,593 840 1,728,834 7.65%
Total Assets 30,520,169 28,667,626 1,852,543 6.46%
Deferred Outflows of Resources 957,042 408,002 549,040 | 134.57%
LIABILITIES

Current Liabilities 1,323,361 1,304,111 19,250 1.48%

Unearned grant revenue - 30,005 (30,005)| -100.00%

Post-Retirement Health Benefits Obligation 796,174 770,816 25,358 3.29%

Net Pension Liability 2,602,142 2,002,310 599,832 29.96%

Long-term Debt 3,549,293 4,241,841 (692,548)[ -16.33%
Total Liabilities 8,270,970 8,349,083 (78,113)] -0.94%
Deferred Inflows of Resources 150,136 176,864 (26,728)| -15.11%
NET POSITION

Net Investment in Capital Assets 20,080,839 17,663,262 2,417,577 13.69%

Restricted (fof debt service) 708,671 707,178 1,493 0.21%

Restricted (for capital projects) 1,765,845 1,269,406 496,439 39.11%

Restricted (for credits to municipalities) 445412 403,085 - 42327 10.50%

Unrestticted 55,338 506,750 (451,412)| -89.08%
TOTAL NET POSITION $23,056,105 $20,549,681 | $2,506,424 12.20%

As can be seen from the table above, the net position as of June 30, 2017 was $23,056,105, an increase of $2,506,424
as compared to June 30, 2016. The majotity of this increase is related to the grant funded construction projects.

The largest portion of the District’s net position is its investment in capital assets called property and equipment (e.g.,
land, buildings, equipment, and water system infrastructure), less any related debt used to acquire those assets that is
still outstanding. The District uses these capital assets to provide water services to its wholesale and retail customers,
and consequently, these assets are not available for future spending. Although the District’s investment in its capital
assets is reported net of telated debt, it should be noted that the resources needed to repay this debt must be provided
from other sources, since the capital assets themselves cannot be used to satisfy these liabilities.

The Statements of Revenues, Expenses, and Changes in Net Position (page 12) present information showing how the
District’s net position changed during the most recent fiscal year. All changes in net position are reported as soon as
the undetlying event giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues
and expenses ate reported in this statement for some items that will result in cash flows in future fiscal periods (e.g.
uncollected taxes, or earned but unused vacation leave).




Humboldt Bay Municipal Water District

MANAGEMENT"S DISCUSSION AND ANATLYSIS (UNAUDITED)
For the Year Ended June 30, 2017

A summary of the District’s Condensed Statements of Revenues, Expenses, and Changes in Net Position is presented
in Table 2.

TABLE 2
CONDENSED STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET
POSITION
' Change
FY 2016-17 FY 2015-16 $ %
*Operating:
Water Sales $5,978,925 $5,466,573 $512,352 9.37%
Power Sales 270,828 145,889 124,939 85.64%
SRF Debt Service Receipt 547,337 547,337 - 0.00%
Other Operating 18,674 18,753 (79 -0.42%
*Non-Operating:
Taxes 864,605 855,435 9,170 1.07%
Interest Income 46,829 33,553 13,276 39.57%
Grant Revenues 794,249 12,016 782,233 | 6509.93%
Total Revenues 8,521,447 7,079,556 1,441,891 20.37%
Operating expense 4,999,669 4,352,963 646,706 14.86%
Non-operating expense 18,275 24,459 (6,184)| -25.28%
Depreciation 1,246,326 1,209,226 37,100 3.07%
Less Reimbursements (249,247) (218,540) (30,707)|  14.05%
Total Expenses 6,015,023 5,368,108 646,915 12.05%
.Change in osition, - 2,506,424 1,711,448 794,976 | 46.45%
Beginning Net Position 20,549,681 18,838,233 1,711,448 - 9.08%
Ending Net Position $23,056,105 $20,549,681 | $2,506,424 12.20%

While the Statements of Net Position show the changes in financial position, the Statements of Revenues, Expenses,
and Changes in Net Position explain the nature and source of these changes. As shown in Table 2, the change in net
position increased by $2,506,424 compared to the prior year. The changes in revenues and expenses which
contributed to this change in net position are reflected in the above line-item detail.

As a supplement to the Statements of Revenues, Expenses, and Changes in Net Position, Chart 1 presents operating
and non-operating revenues earned in FY 2016-17 by category along with the proportionate shate of the total revenue
each category represents. The total revenues reflected in Chart 1 are $8,521,447. The municipal customer receipts of
$547,337 for repayment of the District’s SRF Loan for the Turbidity Reduction Facility, which is further described in
the subsequent Long-Term Debt section and the grant funding receipts of $794,249; are associated with repayment of
long-term debt and special funding respectively and not cutrent operations. The major fluctuations in revenues and
expenses relate to the increased grant funding and related expenditures. The power revenue was higher due to
increased rainfall compated to the ptior year.



Humboldt Bay Municipal Water District

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)

For the Year Ended June 30, 2017

Chart 1 Revenues Received by Category for FY 2016-17

Retail, $346,328, 4.06%

Grants, $794,249,
9.32%

Other Revenues,
$65,503, 0.77%

Tax Revenues,
$864,605 10.15% Debt Service,

$547,337, 6.42%
Power, $270,828, 3.18%4&

Wholesale Municipal,
$5,632,597, 66.1%

B Retail

O Other Revenues

B Debt Service

O Wholesale
Municipal

B Power

B Tax Revenues

B Grants

Total Revenues $8,521,447

PROPERTY AND EQUIPMENT

The District has invested approximately $61,600,000 in a broad range of infrastructure for the regional water system.
Table 3 presents a summaty of the District’s property and equipment. The total increase in the current year propetty
and equipment additions in the amount of $2,904,155 is mostly attributable to the Bus/dings & Improvements in Progress
account. That account balance was $3,199,833 at June 30, 2017, an increase of $2,188,401 at yeat-end. The Collector
1 Rehabilitation Project for $2,606,777 comptises the bulk of the Buildings & Improvements in Progress account balance.




Humboldt Bay Municipal Water District
MANAGEMENT"S DISCUSSION AND ANALYSIS (UNAUDITED)

For the Year Ended June 30, 2017

TABLE 3
PROPERTY AND EQUIPMENT
Change
FY 2016-17 FY 2015-16 $ %
Buildings $1,709,024 $1,593,110 $115,914 7.28%
Equip - Auto/Mobile/Office/Radio/Tools $2,827,168 $2,533,155 $294,013 | 11.61%
Water System Infrastructure (excludes land) $55,368,978 |  $55,063,151 $305,827 | 0.56%
Total Property and Equipment $59,905,170 | $59,189.416 | $715754 | 1.21%
Less Accumulated Depreciation ($40,154,301) | ($38,978,980)| ($1,175,321)  3.02%
Add Projects in Progress $3,199.833 $1,011,432 | $2,188,401 | 216.37%
Total Property & Equipment (net of depr) $22,950,702 |  $21,221,868 | $1,728,834 |  8.15%

LONG-TERM DEBT

At June 30, 2017 year-end, the District has two long-term notes payable outstanding for a total amount of $4,241,775.
The first has an outstanding balance of $3,557,690. This is the SRF Loan used to finance the Turbidity Reduction
Facility. The SRF loan cardes no interest (i.e. zero percent), and has a repayment term of 20 years. The initial SRF
loan balance at its inception in 2004 was $10,946,736. The debt service for the SRF Loan is paid in its entirety by the
District’s wholesale municipal customers in accordance with the wholesale water contracts (via Price Factor 1).

The second note payable has an outstanding balance of $684,085. This is the Water System Improvement Loan or
U.S. Bank loan, used to finance various improvements to the water system consisting generally of well and pump
improvements, and pipeline replacement. The U.S. Bank loan catries interest at 2.63%, and has a repayment term of
10 years. The District makes semi-annual payments of $81,094 including principal and interest to U.S. Bank, for a
resulting annual payment of $162,188. The Water System Improvement loan balance at its inception in 2011 was
$1,418,000. The debt service for the Water System Improvement Loan is paid in its entirety by the District’s wholesale
municipal customers in accordance with the wholesale water contracts (via Price Factor 2).

DESCRIPTION OF CURRENTLY KNOWN FACTS OR CONDITIONS THAT MAY HAVE A
SIGNIFICANT EFFECT ON THE FINANCIAL POSITION OR RESULTS OF OPERATIONS

Mill Closur.
On October 15, 2008 (FY2008-09), the District’s only industrial customer, Evergreen Pulp, shut down its pulp mill.

The pulp mill was sold on February 6, 2009 to Samoa Acquisition Corporation (SAC). The District had an interim
agreement with the new owner until April 30, 2009. The District shut off the water supply to the mill on May 1, 2009.
The mill is not expected to teopen in the foreseeable future. This industrial property was recently acquited by the
Humboldt Bay Harbor Recreation and Consetvation District for development.

The mill had been paying 45% of the District’s operation, maintenance, and capital expenditure costs associated with

all aspects of the regional water supply except for the drinking water treatment facilities. For 2008-09, the mill’s
contribution to the cost of the regional water system would have been approximately $1.1 million.
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Humboldt Bay Municipal Water District
MANAGEMENT"S DISCUSSION AND ANALYSIS (UNAUDITED)
For the Year Ended June 30, 2017

Under the terms of the District’s Ordinance 16 contracts, costs were shifted to the remaining wholesale customets
(seven municipal agencies) beginning Apnl 1, 2009. Whereas the municipalities had previously been paying 55% of
costs, they now pay 100%.

In otder to replace the revenue that was being generated by its former industrial customers, the District continues to
search for possible new customers or uses for the water that is now available. Any water use options that are deemed

feasible will likely take several years to implement.

Capital ment Program

The District has implemented a substantial capital mprovement program (CIP) given the age of its infrastructure (50
years). Mechanisms to finance CIP pro]ects include pursuing grant funding, issuing new long-term debt, and working
with wholesale municipal customers to increase revenues through water rates.

The first completed large infrastructure project undertaken was the Ranney Collector #3 Rehabilitation project. For
financing purposes this was bundled with the Techite Pipeline Replacement project. Total projected funding needs of
$5,165,000 were met using a combination of Federal Emergency Management Agency (FEMA) grant funding, reserve
funds, advance charges collected from the municipal customers, and bank loan.

The Emergency Intertie project was a multijurisdictional project led by the District. The project partners are:
HBMWD, the City of Arcata, the City of Eureka and the McKinleyville Community Services District. This project
installed new water transmission interconnections between the agencies to allow for water supply redundancy in the
event of a supply line disruption. A State of California Department of Public Health Proposition 50 grant in the
amount of $3,648,550 was received for this project. The construction was completed during FY2014-15 and the assets
created via this construction project were transferred to the respective agencies in accordance with the terms and

conditions of the Special Facilities Agreement (May 3, 2013).

The next significant infrastructure project is the replacement of the IMG domestic reservoir roof. This tank has been
in service for almost fifty years and is showing signs of stress and corrosion. This project replaces the entire roof and
repaints the reservoir to extend its’ life another 40-50 years. Begun during the FY2016-17 year, this project will be
completed in FY2017-18. Funding for this project was a combination of advance charges collected from the
municipal customers and by the District through water rates.

Another large project is the replacement of the District’s pipeline that crosses over the Mad River to setve the City of
Blue Lake and the Fieldbtook-Glendale Community Services District. The project cost is estimated to be $3,573,000
in current dollars. For this project, the District has been awarded a State of California Department of Water Resources
Proposition 84 grant via the North Coast Integrated Regional Water Management Plan in the amount of $700,000.
Similar to the Techite Replacement project (above), the District has received a FEMA Hazard Mitigation grant in the
amount of $2,679,750. Any shortfall will be funded by the District through financing and/or water rates. This project
is scheduled to go out to bid in FY2017-18 and be completed in FY2018-19.

CONTACTING THE DISTRICT'S FINANCIAT. MANAGEMENT

The financial report is designed to provide our citizens, customers, and creditors with a general overview of the
District’s finances and to demonstrate the District’s accountability for the money it receives. If you have a question
about this report or need additional financial information, contact the Business Manager or General Manager at
Humboldt Bay Municipal Watet District, 828 Seventh Street, Eureka, California, 95501.
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Humboldt Bay Municipal Water District
STATEMENT OF NET POSITION
June 30, 2017
(With Comparative totals for June 30, 2016)

ASSETS 2017 2016
Current assets:
Cash and investments $ 1,303,374 $ 2,252,121
Restricted cash and investments: 3,906,466 3,023,699
Total cash and investments 5,209,840 5,275,820
Accounts recetvable 609,814 573,195
Interest receivable " 12,265 20,985
Grants Receivable 183,038 27,953
Inventory 47,153 74,637
Prepaid iterns 135,385 101,196
Total current assets 6,197,495 6,073,786
Capital assets:
Non-depreciable assets 4,571,805 2,383,404
Depreciable assets (net of depreciation) 19,750,869 20,210,436
Total assets 30,520,169 28,667,626
DEFERRED OUTFLOWS
Deferred outflows related to pensions 957,042 408,002
IABILITIES AND NET TIO
Current liabilities:
Accounts payable 212,032 205,694
Compensated absences 284,539 273,853
Accrued expenses 134,308 135,827
Uneatned income: - 30,005
Total current liabilities 630,879 645,379
Long-term liabilities:
Due within one year 692,482 688,737
Due in more than one year 3,549,293 4,241,841
Other post-employment benefits 796,174 770,816
Net pension hability 2.602.142 2.002.310
Total long-terin liabilities 7,640,091 7,703,704
Total liabilities 8,270,970 8,349,083
DEFERRED INFLOWS
Deferred inflows related to pensions 150,136 176,864
Net position:
Invested in capital assets, net of related debt 20,080,839 17,663,262
Restricted for debt service 708,671 707,178
Restricted for capital projects 1,765,845 1,269,406
Restricted for credits to municipalities 445,412 403,085
Unrestricted 55,338 506,750
Total net position $ 23,056,105 $ 20,549,681

The accompanying notes are an integral part of these financial statements.
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Humboldt Bay Municipal Water District
STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN NET POSITION
For the Year Ended June 30, 2017

(With Comparative Totals for the Year Ended June 30, 2016)

2017 2016
Operating revenues:
Municipal customer water sales $ 5,632,597 $ 5,165,118
Retail customer watet sales 346,328 301,455
Debt service receipts 547,337 547,337
Total water sales 6,526,262 6,013,910
Power sales 270,828 145,889
Other operating revenues 18,674 18,753
Total operating revenues 6,815,764 6,178,552
Operating expenses:
Salaries and benefits 2,883,081 2,744,008
Employee retirement contributions 432,030 (108,581)
Power and pumping 688,010 648,184
Engineering 108,895 272,303
Materials and supplies 133,534 69,677
Repairs and maintenance 178,873 144,612
Auto and travel expenses 37,523 46,380
Insurance 89,601 99,675
Legal and accounting fees 25,780 42,696
Professional assistance 82,115 80,866
Tax and license 113,922 117,262
Ttaining. 61,569 39,004
Bad debt 215 233
Other operating expenses 164,521 156,644
Depreciation 1,246,326 1,209,226
Total operating expenses before reimbursements 6,245,995 5,562,189
Reimbursements for services and costs (249,247) (218,540)
Total operating expenses 5,996,748 5,343,649
Opetrating income (loss) 819,016 834,903
Non-operating revenues (expenses):
Tax revenues 864,605 855,435
Grant revenues 794,249 12,016
Intetest revenues 46,829 33,553
Interest expense (18,275) (24,459)
Total non-operating revenues (expenses) 1,687,408 876,545
Changes in net position 2,506,424 1,711,448
Net position, beginning of period 20,549,681 18,838,233
$§ 23056105 § 20,549,681

Net position, end of petiod

The accompanying notes are an integral part of these financial statements.
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Humboldt Bay Municipal Water District

STATEMENT OF CASH FLOWS
For the Year Ended June 30, 2017

(With Comparative Totals for the Year Ended June 30, 2016)

Cash flows from operating activities:
Receipts from customers
Payments to suppliers
Payments to employees
Net cash provided (used) by operating activities

Cash flows from non-capital financing activities:
Taxes and assessments
Net cash provided (used) by non-capital financing activites

Cash flows from capital and related financing activities:
Acquisition and construction of capital assets
Receipts of capital grants
Interest expense
Payment on current portion of bonds
Net cash provided (used) by capital and related financing activities

Cash flows from investing activities:
Interest earned
Net cash provided by investing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents - beginning of period

Cash and cash equivalents - end of period

Reconciliation of operating income (loss) to net cash
provided (used in) operating activities:
Operating income (loss)
Adjustments to reconcile operating income (loss) to
net cash provided by operating activities:
Depteciation

Changes in certain assets and liabilities:
Accounts receivable
Inventory
Prepaid itemns
Accounts payable
Accrued expenses
Compensatéd absences
Deferred outflows
Defetted inflows
Net pension liability
Other post employment benefits
Unearned income
Net cash provided (used) by operating activities

2017 2016

$ 6,779,145 § 6,378,675
(1,407,098) (1,836,346)
(3,315,111) (2,852,589)
2,056,936 1,689,740
864,605 855,435
864,605 855,435
(2,975,156) (1,037,707)
639,164 502,995
(18,275) (24,607)
(688,803) (685,065)
(3,043,070) (1,244,384)
55,549 17,976
55,549 17,976
(65,980) 1,318,767
5,275,820 3,957,053

$ 5209840 § 5,275,820
$ 819,016 § 834,903
1,246,326 1,209,226
(36,619) 200,123
27,484 (2,961)
(34,189) (1,620)
6,334 (57,567)
(1,519) (10,009)
10,686 1,916
(549,040) (146,372)
(26,728) (382,390)
599,832 32,676
25,358 11,815
(30,005) -

$ 2056936 $ 1,689,740

The accompanying notes are an integral part of these financial statements.
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NOTE 1 -

Humboldt Bay Municipal Water District
NOTES-TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2017

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of Humboldt Bay Municipal Water District (the District) have been prepared in
conformity with generally accepted accounting principles (GAAP) as applied to government units. The
Governmental Accounting Standards Board (GASB) is the accepted standard setting body for establishing
governmental accounting and financial reporting principles.

This summary of significant accounting policies of the District is presented to assist in undetstanding the
financial statements. The financial statements and notes are representations of management, who is
responsible for their integrity and objectivity. These accounting policies have been consistently applied in
the preparation of the financial statements.

A. Reporting Fntity

The District has no oversight responsibility over any other governmental unit and is not included in any
othet governmental “reporting entity” as defined in GASB pronouncements. The Board of Directors are
elected by the public and have the decision-making authority to levy taxes, the power to designate
management, the ability to significantly influence operations, and the primary accountability for fiscal

matters.
B. Nature of Activities

The District is a state-authotized special purpose government established to provide water services to the
Humboldt Bay region. It was formed in 1956 under provisions of the Municipal Water District Act of
1911. The District provides retail water setvice to residential customers, and it contracts with seven
municipal agencies for the purchase of treated domestic water for resale.

C. Basis of Presentation

The financial statements required by GASB Statement No. 34, Basic Financial Statements - and Management’s
Discussion and Analysis - for State and Local Governments, as amended by GASB Statement No. 63, include a
statement of net position, a statement of revenues, expenses, and changes in net position, and a statement

of cash flows.

The District utilizes an enterprise fund, which is a proprietary fund type. Proprietary funds are used to
account for activities similar to those found in the private sector, where the determination of net income is
necessary ot useful to sound financial administration. Enterptise funds account for goods or services that
ate provided to outside parties. The District has elected to use the reporting model for special-purpose
governments engaged only in business-type activities. In accordance with the business-type activities
reporting model, the District prepates its statement of cash flows using the direct method.

D. Measurement Focus/Basis of Accounting

Measurement focus refers to what is being measured. Basis of accounting refers to the timing of the
recognition of revenues and expenditures in the accounts and their reporting in the financial statements.

Proptietary fund types are accounted for on an economic resources measurement focus using the accrual
basis of accounting in which revenues are recognized when earned and expenses are recognized when the
related liabilities are incurred.
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Humboldt Bay Municipal Water District
NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2017

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
D. Measurement Focus/Basis of Accounting (concluded)

The proprietary fund distinguishes 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 principal operating revenues of the District are charges to customers for sales and services. Operating
expenses for proptietary funds include the cost of sales and services, administrative expenses, and
depreciation on capital assets. All revenues and expenses not meeting this definition are reported as non-
operating revenues and expenses. When both restricted and unrestricted resources are available for use, it
is the District’s practice to first use specifically designated restricted resources before using unrestricted

resources.

E. Allowance for Doubtful Accounts

The District evaluates the collectability of water sales and grants receivable in order to determine the
allowance for doubtful accounts. As of June 30, 2017, the District determined that the various receivables
are fully collectible and recorded $0 for the allowance for doubtful accounts. Based on historical
expetience, the District does not expect amounts to become uncollectible, however if they are, they will be
charged to operations as a bad debt expense. The impact of any bad debt expense recorded in the future is
expected to be immaterial to the financial statements.

F. Cash and Cash Equivalents

The District's cash and cash equivalents ate considered to be cash on hand, demand deposits, and short-
term investments with original maturities of three months or less from the date of acquisition.

G. Fair Value Hierarchy

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

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

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

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

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

The District’s investment policy has been to invest idle cash in demand deposits, time deposits and the
Humboldt County Treasurer's Investment Pool. Investments ate reported at fair value. The County Pool is
operated in accordance with applicable state laws and regulations, and the reported value of the District’s
investment in the County Pool is the same as the fair value of the pool shares.
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Humboldt Bay Municipal Water District
NOTES TO FINANCIAL STATEMENTS
Fort the Year Ended June 30, 2017

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
G. Fair Value Hierarchy (concluded)

State statutes authotize the District to invest in obligations of the U.S. Treasury, Federal Agency
obligations, commercial paper, the LAIF and other instruments. The Loan and Installment Agreement
underlying the issuance of Loans and Installment Purchase Agreements authorize permitted investments
consistent with the State of California Government Code but broader in scope than the District's usual

investment practices.

The District accounts for cash equivalents in the Humboldt County Treasurer’s Investment Pool and the
LAITF Pool at cost. Management considers the difference between book value and fair value immaterial.
Fair value is the amount at which a financial instrument could be exchanged in a cutrent transaction

between willing parties.

H Cap ital Assets

Capital assets are defined as assets with an initial cost of $1,000 and projects costing $5,000 or more. All
capital assets are valued at histotical cost or estimated historical cost if actual historical cost is not available.
Assets that individually may be below threshold amounts are capitalized if collectively they are above the

threshold amount.

Additions to and teplacements of capital assets are recorded at original cost, which includes material, labor,
overhead, and an allowance for the cost of funds used during construction, when significant. The costs of
betterments ot repaits that extend the life of a capital asset are added to capital accounts.

Depreciation of all exhaustible capital assets is charged as an expense against operations, with accumulated
depteciation reflected in the statement of net position. Depreciation has been provided over the estimated
useful lives using the straight-line method. The estimated useful lives are as follows:

Dam, pipeline, buildings, water collection system, South Bay
extension, Fieldbrook extension, Blue Lake extension, Lindley

extension, Essex diversion, hydro plant penstock and piping 40 Years
Pump station and related facilities 10 - 40 Years
Hydro plant turbine and generators 20 Years
Tools and shop equipment, office equipment, pipeline
connections, and hydro switchgear and controls 10 Years
Radio communication system and computers 5 Years
Vehicles _ 5-10 Years
Supplemental construction - except valves 40 Years
Supplemental construction - valves 20 Years

I. Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the repotted amounts of revenues and
expenditures/expenses during the reporting petiod. Actual results could differ from those estimates.
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Humboldt Bay Municipal Water District
NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2017

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICTES (continued)

J. Investments

The District’s adopted investment policy seeks to promote the safety of principal, provide adequate
liquidity for operational needs, earn market rates of return on investments consistent with liquidity
needs and investment quality, and conform to legal requirements.

The District follows the authority governing investments for municipal governments set forth in the
California Government Code, Sections 53601 through 53686. The Code authotizes the District to invest
in obligations of the U.S. Treasury in the form of notes, bonds, bills or instruments for which the faith and
credit of the United States are pledged for payment. The District may also invest in registered treasury
notes, or bonds of the State of California and commercial paper of “ptime” quality as defined by California
Government Code Section 53635 and as rated by Standard and Poors Corporation or Moody’s
Commercial Paper Record.

The District’s investment policy states that the District will structure its portfolio to meet cash
requirements for ongoing operations thereby avoiding the need to sell securities ptior to their maturity.
The policy does not place formal limits on investment maturities.

K. Deferred Qutflows and Inflows of Resources

Pursuant to GASB Statement 63, Financial Reporting of Deferred Outflows of Resources, Deferved Inflows of Resources,
and Net Position, and GASB Statement 65, Items Previously Reported as Assets and Liabilities, the District

recognizes deferred outflows and inflows of resources.

In addition to assets, the statement of net position will sometimes report a separate section for deferred
outflows of resources. A deferred outflow of resources is defined as a consumption of net position by the
government that is applicable to a future reporting period. In addition to liabilities, the statement of net
position will sometimes report a separate section for deferred inflows of resources. A defetred inflow of
resoutrces is defined as an acquisition of net position by the District that is applicable to a future reporting

petriod.

L. Net Position

Net position represents the difference between assets and deferred outflows of resoutces less liabilities and
deferred inflows of tesoutces. The District reports three categories of net position, as follows:

Net investment in capital assets - consists of net capital assets reduced by outstanding balances of any
related debt obligations and deferred inflows of resources atiributable to the acquisition, construction, or
improvement of those assets and increased by balances of deferred outflows of resources related to those

assets.

Restricted net position - net position is considered restricted if its use is constrained to a particular purpose.
Restrictions are imposed by creditors, grantors, laws, or regulations. The District has restricted net position
for debt setvice, advance charges related to capital projects per contracts, and for revenue credits to the

seven municipal customers per Ordinance 16.

Unrestricted net position - consists of all other net position that does not meet the definition of “net
investment in capital assets” or “restricted net position” and is available for general use by the District. A

net posit_ion deficit of $691,150 exists at June 30, 2017.
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Humboldt Bay Municipal Water District

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2017

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (concluded)

M. Property Taxes

The lien date for secured property taxes is March 1 of each year. Taxes are levied as of July 1 on all
secured teal property and. are due and payable November 1 and February 1 of the following fiscal year.
Humboldt County is responsible for assessing, collecting, and distributing property taxes in accordance
with enabling legislation.

Since the passage of California Proposition 13, beginning with fiscal year 1978-79, taxes are based either on
a2 1% rate applied to the 1975-76 assessed value of the property, or on 1% of the sales price of the property
on sales transactions and construction which occur after the 1975-76 assessment. Assessed values on
properties (exclusive of increases related to sales transactions and improvements) can tise at a maximum of -
2% pet year. The amount collected by the County is distributed in accordance with State law to the various
public agencies. Therefore, the District does not levy a speclﬁc tax rate but receives a share of the property
tax revenue based on State formula. The District’s tax rate is $1.00/$100 of assessed value, the maximum

allowable under Proposition 13.

Dhuring fiscal year 1993-94, an alternate method of property tax allocation (the “Teeter Plan) was adopted
by the County. Under this plan, the county auditor/controller distributes 100 percent of current secured
taxes billed to taxing entities during the current year, whether collected or not. The District recognizes
property tax revenues (including tax increment revenues) to the extent of each year’s tax allocation received
or to be received within 60 days after the end of each fiscal year.

N. Restricted Assets

Assets that are restricted as to withdrawal or use for other than current operations, for the liquidation of
long-term debts ot for expenditure in the acquisition or construction of capital assets are separately
reported as restricted assets and not as current assets.

. Pension

For purposes of measuring the net pension liability, deferred outflows and inflows of resources related to
pensions and pension expense, information about the fiduciary net position of the District’s California
Public Employees’ Retitement System (CalPERS) Plan (the "Plan") and additions to/deductions from the
Plan’s 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
cutrently due and payable in accordance with the benefit terms. Investments ate reported at fair value.
CalPERS audited financial statements are publically available reports that can be obtained.
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Humboldt Bay Municipal Water District
NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2017

NOTE 2- CASH, CASH EQUIVALENTS AND INVESTMENT

Cash, cash equivalents, and investment at June 30, 2017, consist of the following:

2017 2016
Cash:
Demand accounts $ 967,686 $ 455,837
State Treasurer’s Pool (LAIF) 1,611 1,600
County investment pool 334,077 1.794.684
Total § 1303374 § 2252121
2017 2016
Restricted cash:
U.S. Bank demand accounts $ 708,671 $ 707,646
County investment pool 3,197.795 2,316,053
Total $ 3,906,466 3 3,023,699

The U.S. Bank commercial checking account balances are carried at cost. One of the U.S. Bank money
market accounts is restricted for servicing the Safe Drinking Water State Revolving Fund (SRF) loan (see
Note 7). The District transfers $136,834 quarterly from a fund in the Humboldt County Treasurer’s
Investment Pool to the restricted U.S. Bank money market account. U.S. Bank, acting as a fiscal agent,
administers the semiannual loan payments for a total annual payment of $547,337.

Restricted cash and cash equivalents include restrictions imposed by creditors, grantors, laws, regulanons
and designations imposed by the Board of Directors. Restricted cash and cash equivalents in the
Humboldt County Treasurer’s Investment Pool are as follows:

2017 2016
Restricted for debt service $ 48,785 $ 48,190
Restricted for municipalities 465,452 431,103
Restricted for capital projects 2683558 1,836,760
Total restricted cash in County Pool $ 3197795 § 2,316,053

Custodial Credit Risk - Deposits:

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial
institution, a government will not be able to recover its deposits or will not be able to recover collateral
securities that are in the possession of an outside party. The custodial credit risk for investments is the risk
that, in the event of the failure of a counter-party (e.g., broker-dealer) to a transaction, a government will
not be able to recover the value of its investment or collateral securities that ate in the possession of

another party.

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

All monies in the Humboldt County Treasurer’s Pool are not evidenced by specific securities; and therefore

are not subject to custodial credit risk. The average number of days to maturity for investments in the
County Pool is 644 days.
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Humboldt Bay Municipal Water District
NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2017

NOTE 2-  CASH. CASH EQUIVALENTS AND INVESTMENT (concluded)

The following is 2 summary of the fair value hierarchy of the fair value of investments of the District as of June

30, 2017:
Inv ent Type Level 1 Level 2 Exempt Total
Demand Accounts $ - % - $ 1,676,357 § 1,676,357
State Treasurer’s Pool (LAIF) - 1,611 1,611
County investment pool - 3531872 - __ 3531872
Total Investments § - §3533483 § 1676357 § 5200840

Matrix pricing is used to value securities based on the securities’ relationship to benchmark quoted prices.
The Humboldt County Treasurer's Pool and LAIF are classified in Level 2 of the fair value hierarchy, is
valued using quoted prices for a non-active market portfolio at fiscal year-end. Fair value is defined as the
quoted matket value on the last trading day of the period. These prices are obtained from various pricing

sources by the custodian bank.
NOTE 3 - ACCOUNTS RECEIVABLE

Accounts receivable from customers at June 30, 2017, consist of the following:

Resale customers

City of Eureka

City of Arcata

Humboldt CSD

McKinleyville CSD

Others
Subtotal resale customers

Maintenance and operations charges to others

Domestic customets and others

Hydoelectric sales, Pacific Gas and Electric
Total accounts receivable

NOTE 4- LAND

$ 226,858
95,286

76,769

76,336

23,535
498,784

66,681

18,228
26121
$ 609814

Land at June 30, 2017, consists of land and land rights of the General District, South Bay Water extension,

and District No. U-1. There were no changes in land during the year ended June 30, 2017.
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NOTE 5 -

NOTE 6 -

Humboldt Bay Municipal Water District
NOTES TO FINANCIAL ST. NTS
For the Year Ended June 30, 2017

PROPERTY AND EQUIPMENT

Changes in property and equipment during the year ended June 30, 2017, are as follows:

Balance at Balance at
07/01/16 Additions Deletions 6/30/17
Governmental Activities
Capital assets, not being depreciated:
Land $ 1371972 § - 3 - $ 1371972
Construction in progress 1,011,432 2.952 754 764.353 3,199.833

Total capital assets, not being depreciated __2.383.404 2.952.754 /64.353 4.571.805

Capital assets, being depreciated:

Buildings and improvements 1,593,110 115,914 - 1,709,024
Equipment 2,533,155 365,015 71,002 2,827,168
Water System In&asu:ucture 39,121,074 218,693 - 39,339,767
Ruth Lake Infrastructure 10,587,179 87,134 - 10,674,313
District No. U -1 _5.354.898 - - 5.354.898
Total capital assets, being depreciated 59.189.416 786.756 71,002 59,905,170
Total accumulated depreciation (38.978.980) (1.246.323) (71,002) _(40.154,301)
Total capital assets being depr. - net _20.210,436 (459.567) - 19,750,869
Capital assets - net $22593840 § 2493187 § 764353 §$24,322.674

Total depreciation expense charged to operations for the year ended June 30, 2017, was $1,246,326. All
capital assets are depreciable except land and projects in progress.

COMPENSATED ABSENCES

Compensated absences consist of estimates of future obligations relating to accumulated unpaid vacation
and sick leave compensation. There are predetermined limits to the amount of vacation and sick leave
hours that can be accumulated by an employee. The District will pay the employee at the end of each
calendar year for any excess vacation time accumulated that year.

Upon retirement, an employee will receive compensation for unused accumulated vacation. The employee
also has the option under the District’s California Public Employees’ Retitement System (CaIlPERS)
contract to convert 100% of the unused sick leave accrual to CalPERS service credit, or to receive a 35%
cash payment and convert the remainder to CalPERS service credit. However, if an employee with less
than ten years of employment terminates or retites, the unused accumnulated sick leave is not eligible for
compensation or CalPERS service credit conversion. Compensated absences payable as of June 30, 2017
was $284,539.
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NOTE 7- LONG-TERM NOTES PAYABLE

The following is a summaty of changes in long-term debt as of June 30, 2017:

Balance at Balance at

07/01/16 Increase Decrease 6/30/17 Current
California Safe Drinking Water
State Revolving Fund (SRF) Note § 4,105,026 $ - § 547336 $§ 3,557,690 $ 273,668
Water System Improvement Loan 825,525 - 141,440 684,085 145,145
Compensated absences 273,853 10,686 - 284,539 -
Other post-employment benefits 770.816 __ 25358 - 796.174 -

Total $ 5975220 § 36044 § 688776 § 5322488 § 418813

California Safe Drinking Water State Revolving Fund (SRF) Note

The District has a loan with the California Department of Water Resources (acting on behalf of the
Califotnia Department of Health Services) under the provisions of the California SRF Law of 1997. The
proceeds of the-SRF loan were-used-to-finance the censtruction-of the-Turbidity-Reduetion Facility: -The
loan, which matures in Januaty of 2024, carties no interest and has a repayment term of 20 years. The
District pays $547,337 annually in two semiannual payments. A U.S. Bank money market account is
restricted for setvicing the loan. The debt service for the loan is paid in its entirety by the District’s
municipal customers. Future debt service on the loan is:

Year Ending June 30 Principal Interest Total

2018 $ 273,668 - % 273,668
2019 547,337 - 547,337
2020 547,337 - 547,337
2021 547,337 - 547,337
2022 547,337 - 547,337
2023 547,337 - 547,337
2024 - 547,337 - 547,337

Total $ 3,557,690 $ - $ 3,557,690

Water System Improvement I.oan
The District has a loan, which matures in September: of 2021, with Municipal Finance Corporation (MFC)

to finance vatious capital improvements to the water supply system. Under the ten-year installment sales
agreement, the District is obligatéd to pay semiannual installment payments of principal and interest at the
rate of 2.63% per annum on the unpaid principal balance. MFC assigned its rights to receive and enforce
the payments under the agreement to U.S. Bank. The debt service for the loan is paid in its entirety by the
District’s municipal water customers. Future debt service on the loan is:

Year Ending June 30 Principal Interest Total
2018 $ 145,145 $ 17,043 § 162,188
2019 148,987 13,201 162,188
2020 152,931 9,257 162,188
2021 156,981 6,222 163,203
2022 80.041 1.053 81.094
Total $ 684,085 $ 46,776 $ 730,861

Net position restricted for debt service for the years ended June 30, 2017 was $708,671.
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Humboldt Bay Municipal Water District
NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2017

WHOLESALE WATER CONTRACTS

The District is primarily a wholesale water provider. The District’s Ordinance 16 as amended in June 2006
and June 2016 establishes rates, charges, and conditions of service for water sales to the municipal water
customers. The costs of constructing, operating, maintaining, repaiting and replacing the water treatment
facilities and maintaining reasonable reserves are allocated among the municipal customers.

The District has long-term contracts with its seven municipal wholesale customers governing wholesale
rates, charges and conditions of service. These seven contracts were recently amended including a new
twenty-year term with a ten-year renewal option. The new contracts are effective July 1, 2017 and include
the following seven municipal wholesale customers:

¢ City of Arcata

e City of Blue Lake

e City of Eurcka

® Fieldbrook-Glendale Community Services District
¢ Humboldt Community Services District

® McKinleyville Community Services District

¢ Manila Community Services District

The Disttict lost its last large industrial customer in February 2009. Beginning Apsil 1, 2009, all costs for
the regional water system associated with operation, maintenance, and capital expenditure were shifted to
the seven municipal customers. Whereas the municipalities had previously been paying 55% of costs, they
cutrently pay 100%. The rate structure is based on “Price Factor” formulas which proportionally allocates
the operating, maintenance and capital costs of the District to each of the wholesale customers. Municipal
customers are billed monthly for water usage based on their share of such operating, maintenance and

capital costs.

Most revenues received by the District, other than those associated with wholesale water sales, are credited:
back to the wholesale municipal customers. These revenues include property tax revenues, power sales,
interest income, retail water setvice revenues and other miscellaneous revenues. The revenue credit is
applied ratably on a monthly basis during the course of the year.

The seven wholesale municipal customers are initially billed based on the District’s approved budget, with
the costs spread out evenly across the fiscal year. At year-end, the budgeted costs are reconciled with actual
costs. Any undetpayments or overpayments are divided into even monthly installments and applied to the
municipalities” billing during the course of the following year. As June 30, 2017, the municipal customets
overpaid $445412, for operating, maintenance, and capital costs. Overpayments in the amount of
$611,648 were credited -to the municipalities’ 2016/2017 billings. At June 30, 2017, total net position
restricted for credits to the municipalities was $445,412.

The municipal water customets may be charged in advance in order to fund future capital projects. For the
year ended June 30, 2017, the municipal customers had balances in advance charges of $1,765,845 for

improvement projects.

Additions to the District’s general reserves may be charged to the wholesale customers should the District
need to replenish its general reserve level. For the year ended June 30, 2017, the District chatged the

wholesale customers $200,000.
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NOTE 10 -

Humboldt Bay Municipal Water District
NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2017

WHOLESALE WATER CONTRACTS (concluded)

During the fiscal year ended June 30, 2017, the contracts with the municipal customets were amended.
The District’s Ordinance 16 included a provision that limits capital expenditures. Based on the District’s
development and implementation of its Capital Improvement Plan (CIP), this limit was no longer
practical. To address this and to reduce the need for large fluctuations in costs to the municipalities, the
litnit on cap1ta1 expenditures was replaced with a quinquennial update for the Capital Improvement Plan
beginning in 2017. This process includes providing a copy to the individual municipalities no later than
February 28 for their use in their own budget planning, analysis and updates of water rates. An additional
change with the amended contracts includes revising the schedule for the quinquennial revision of the Peak
Rate Allocation to commence again on July 1, 2017 (to address revenue changes in 2016 in the Manila

Community Services District).
FE. C IT

The District offers its employees a deferred compensation plan created in accotdance with the Internal

“Revenue Code Section 457 The plan; availzble toall” Dlstnct*empibyees permits them to defer aportionrof -

their salary until future years. All amounts of compensation deferred under the plan, all property and rights
purchased with those amounts, and all income attributable to those amounts, property or rights, are (until

paid or made available to the employee or other beneficiary) placed in trust for the benefit of the-

participants or their beneficiaties, and are not the assets of the District.

Effective ]anuary 1, 2013, the District contributes $25 per month for each’ employee who is not currently
participating in the deferred compensation program. The District will provide a contribution match of up
to $100 per month for employees who are participating in the defetred compensation program.

The District-has a fiduciary responsibility to the participating employees in administration of the plan, but
is not liable for losses arising from depreciation or other declines in the value of the plan assets.

PENSION PLAN
A. General Information about the Pension Plan

Plan Description ‘
All qualified permanent and probationary employees are eligible to participate in the Public Agency Cost
Sharing Multiple-Employer Plan (Plan) administered by the California Public Employees' Retirement System
(CalPERS). The plan consists of individual rate plans (benefit tiers) within a safety risk pool (police and
fire) and a miscellaneous risk pool (all others). Plan assets may be used to pay benefits for any employer
rate plan of the safety and miscellaneous pools. Accordingly, rate plans within the safety ot miscellaneous
pools are not separate plans under GASB Statement No. 68. Individual employers may sponsor more than
one rate plan in the miscellaneous or safety risk pools. The District sponsots two miscellaneous rate plans
Benefit provisions under the Plan are established by State statute and District resolution. CalPERS issues
publicly available reports that include a full description of the pension plan regarding benefit provisions,
assumptions, and membership information that can be found on the CalPERS website.
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NOTE 10 - PENSION PLAN (continued)

A. General Information about the Pension Plan (concluded)

Benefi Vi
CaIPERS provides service retirement and disability benefits, annual cost of living adjustments and death

benefits to plan membets, who must be public employees and beneficiaries. Benefits are based on years
of credited service, equal to one year of full time employment. Members with five yeats of total service
are eligible to retire at age 50 with statutorily reduced benefits. All members are eligible for non-duty
disability benefits after 10 years of service. The death benefit is one of the following: the Basic Death
Benefit, the 1957 Survivor Benefit, or the Optional Settlement 2W Death Benefit. The cost of living
adjustments for the Plan are applied as specified by the Public Employees’ Retirement Law.

The rate plan provisions and benefits in effect at June 30, 2017, are summarized as follows:

Miscellaneous Miscellaneous
- ~IstTier—— - PEPRA——
Prior to On or after

Hire date Jahuary 1, 2013 January 1, 2013
Benefit formula 2% @ 55 2% @ 62
Benefit vesting schedule 5 years service 5 years setvice
Benefit payments monthly for life monthly for life
Retitement age 50-63 : 52 - 67
Monthly benefits, as a % of annual salary 1.426% to 2.418% 1.0% to 2.5%
Required employee contribution rates 7.000% 6.250%
Required employer contribution rates 8.377% 6.555%

Beginning in fiscal year 2016, CalPERS collects employer contributions for the Plan as a percentage of payroll
for the normal cost portion as noted in the rates above and as a dollar amount for contributions toward the
unfunded liability and side fund, if applicable. The dollar amounts are billed on 2 monthly basis. The District’s
required contribution for the unfunded liability was $170,965 for the fiscal year ended June 30, 2017

Contributions
Section 20814(c) of the California Public Employees’ Retirement Law requires that the employer contribution

rates for all public employets be determined on an annual basis by the actuary and shall be effective on the July 1
following notice of a change in the rate. Funding contributions for the Plan are determined annually on an
actuarial basis as of June 30 by CalPERS. The actuarially detetmined rate is the estimated amount necessaty to
finance the costs of benefits earned by employees during the year, with an additional amount to finance
any unfunded accrued liability. The District is required to contribute the difference between the
actuatially determined rate and the contrbution rate of employees.

The District’s conttibutions to the plan recognized as a part of pension expense for the year ended June 30,
2017 were $408,926.

Pension Liabiliti ion Expenses and Deferred Outfl Infl Resources Related to Pensions

As of June 30, 2017, the District reported a net pension liability for its proportionate share of the net pension
liability of the Plan of $2,602,142.
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Humboldt Bay Municipal Water District
NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2017

PENSION PILAN (continued)

sion Expenses and Deferred Outflows/Inflows of Resources Related to Pensions

B.

Pension Lisbilities
(concluded)

The District’s net pension liability for the Plans is measured as the propottionate share of the net pension
liability. The net pension liability of the Plans is measured as of June 30, 2016, and the total pension lability
for the Plan used to calculate the net pension liability was determined by an actuarial valuation as of June
30, 2015 rolled forward to June 30, 2016 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
ptropotrtionate share of the net pension liability for the Plan as of June 30, 2015 and 2016 was as follows:

District’s Miscellaneous Plan Miscellaneous
Proportion - June 30, 2015 0.0730%
Proportion - June 30, 2016 0.0749%

- ~0.0019%

~Change —Inctease (Dectease)

For the year ended June 30, 2017, the District recognized pension expense of $408,926. At June 30, 2017,
the District reported defetred outflows of resources and deferred inflows of resoutces related to pensions

from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Pension contributions subsequent to the measurement date $ 408,926 $ -
Changes in assumptions - 90,664
Differences between actual and expected experience 9,583 2,196
Net differences between projected and actual earning
on plan investments 471,875 -
Change in employer's propottion 13,444 38,529
Net differences between the employer’s actual contributions and
. the employer’s proporﬁonate share of contributions — 33214 — 18747
Total $ 957,042 $ 150,136

$408,926 reported as deferred outflows of resources related to contributions subsequent to the measurement
date will be recognized as a reduction of the net pension liability in the year ended June 30, 2018. Other
amounts teported as deferred outflows of resources and deferred inflows of resources related to pensions will be

recognized as pension expense as follows:

Year Ended June 30

2016 $ 16,893
2017 30,141
2018 208,724
2019 122,222
2020 -
Thereafter -
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NOTE 10 - PENSION PLAN (continued)

C. Actuarial Assumptions

The total pension labilities in the June 30, 2015 actuarial valuations were determined using the following

actuarial assumptions:
Valuation Date June 30, 2015
Measurement Date June 30, 2016
Actuarial Cost Method Entry-Age Normal Cost Method
Actuarial Assumptions:
Discount Rate 7.65%
Inflation 2.75%
Payroll Growth 3.0%
Projected Salary Increase 3.3% - 14.2%)
e InvestmentRate of Return e 1.5%@)
Mortality Derived from CalPERS Membetship Data

for all Funds (3)

(1) Depending on age, setvice and type of employment

(2) Net of pension plan investment expenses, including inflation

(3) The mortality table used was developed based on CalPERS specific data. The table
includes 20 years of mortality improvements using Society of Actuaties Scale BB.

The underlying mortality assumptions and all other actuarial assumptions used in the June 30, 2014
valuation were based on the results of a January 2014 actuarial experience study for the period 1997 to
2011. Further details of the Expetiences Study can found on the CalPERS website.

Change of Assumptions

GASB Statement No. 68, paragraph 68 states that the long-term expected rate of return should be determined
net of pension plan investment expenses but without reduction for pension plan administrative expenses. The
discount rate of 7.5 percent used for the June 30, 2014 measurement date was net of administrative expenses.
The discount rate of 7.65 percent used for the June 30, 2015 measurement date is without reduction of pension

plan administrative expenses.
D. Discount Rate

The discount rate used to measure the total pension lability was 7.65% for the Plan. To determine whethet
the municipal bond rate should be used in the calculation of a discount rate for the 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 of the plans, the test revealed the assets would not
run out. Therefore, the current 7.65 percent discount rate is appropriate and the use of the municipal
bond rate calculation is not deemed necessary. The long term expected discount rate of 7.65 percent is
applied to all plans in the Public Employees Retitement Fund (PERF). The stress test results are
presented in a detailed report called “GASB Crossover Testing Report” that can be obtained from the
CalPERS website under the GASB 68 section.

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 10 - PENSION PLAN (continued)
D. Discount Rate (concluded)

In determining the long-term expected rate of return, CalPERS took into account both short-term and long-
tetrn matket return expectations as well as the expected PERF cash flows. Using historical retums on all the
funds’ asset classes, expected compound (geometric) returns were calculated over the short-term (first 10 yeats)
and the long-term (11-60 yeats) 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 fund. 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-terin returns. The expected rate of
retutn 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 tate and asset allocation. The

tafgef allocation shown was adopted by the Boatrd effective on July 1,2014:

New Strategic  Real Return Real Return

Asset Class Allocation Years 1-10(1) Years 11+(2)
Global Equity 51.0% 5.25% 5.71%
Global Fixed Income 20.0% 0.99% 243%
Inflation Sensitive 6.0% 0.45% 3.36%
Private Equity 10.0% 6.83% 6.95%
Real Estate 10.0% 4.50% 5.13%
Infrastructure and Forestland 2.0% 4.50% 5.09%
Liquidity 1.0% (0.55)% (1.05)%
Total —100.00% '

(1) An expected inflation of 2.5% used for this period
(2 An expected inflation of 3.0% used for this period.

The followmg presents the District’s proportionate share of the net pension liability for the Plan, calculated
using the discount rate for the Plan, as well as what the District’s proportionate share of the net pension habﬂlty
would be if it were calculated using a discount rate that is 1-percentage point lower or 1-petcentage point higher
than the current rate:

Miscellaneous
1% Dectease 6.65%
Net Pension Liability $4,097,953
Current Discount Rate 7.65%
Net Pension Liability $2,602,142
1% Increase 8.65%
Net Pension Liability $1,365,928

E. Pension Plan Fidudary Net Position

Detailed information about each pension plan’s fidudiary net position is available in the separately issued
CalPERS financial repotts.
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NOTE 10 - PENSION PLAN (concluded)

The District did not have an outstanding amount of contrbutions to the pension plan requited for the year
ended June 30, 2017.

NOTE 11 - OTHER POST-EMPLOYMENT BENEFITS

A. Plan Description

The District provides a defined benefit healthcare plan (the “Retiree Health Plan”). The District shoulders
a certain percentage of eligible retirees’ actual costs subject to a maximum of $640 per month.

The duration of retiree benefits provided by the District depends on the date an employee was hired by
" "the District. For all full-time Tegular employees hifed by the District priof to July 8, 2004, the District will -
pay the medical costs premium during the life of a retiree subject to a maximum of $640 per month.

For all full-time regular employees hired by the District after July 8, 2004, the District will pay 100% of the
medical cost premium during retitement, subject to a2 maximum of $640 per month, for a maximum of 10
years or until the retiree reaches age 65, whichever comes first.

All health plan participants are on a group plan rate. In addition to the District’s actual costs, the District
is required to recognize an implicit subsidy since the District allows its retirees to participate in the plan.
The difference between the group plan rate that the retiree must pay and the actual or estimated
individually rated premium for the retiree is the implicit rate subsidy (because the retiree continues to
participate in the group plan, an implicit rate subsidy exists on the part of the employer).

B. Funding Policy

The District’s Board of Directors will not be funding the plan in the cutrent year but will follow a pay-as-
you-go approach. The Board will review the funding requirements and policy annually.

C. Annual OPEB Cost and Net OPEB Obligation

The District’s annual other post-employment benefit (OPEB) cost (expense) is calculated based on the
annual requited contribution of the employer (ARC). The District has elected to calculate the ARC and
related information using the alternative measurement method permitted by GASB Statement No. 45 for
employers. in plans with fewer than one hundred total plan members. The ARC represents a level of
funding that, if paid on an ongoing basis, is projected to cover normal cost each year and to amottize any
unfunded actuarial liabilities (or funding excess) over a period of 30 years.

The following table shows the components of the District’s annual OPEB cost of the year, the amount
actually contributed to the plan, and changes in its net OPEB obligation to the Retiree Health Plan:
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NOTE 11 - OTHER POSTEMPLOYMENT BENEFITS (continued)

C. Annual OPEB Cost and Net OPEB Obligation (concluded)

2017
Annual Required Contributions $ 132,292
Interest on Net OPEB Obligation 23,196
Adjustment to Annual Required Contribution (29.584)
Annual OPEB cost (expense) 125,904
Implicit subsidy contributions (29,994)
Contributions made (70,552)
Increase in Net OPEB Obligation/(Asset) 25,358
Net OPEB Obligation — beginning of year 770.816
Net OPEB Obligation — end of year $ 796,174

" The District’s anfinal OPEB ¢ost, the percentage of anitiuil OPEB cost contfibuted to the plai; and thenet

OPEB obligation for the last three fiscal years is as follows:

Percentage of Net OPEB

Fiscal Year Annual Amount Annual OPEB Obligation
Ended OPEB Cost Contributed Cost Conttibuted (Asset)

6/30/14 $§ 228416 $ 59,475 26% $ 624,218

6/30/15 $ 228813 $ 61,814 27% $ 759,001

6/30/16 $ 126,021 $ 71,362 56% $ 770,816

6/30/17 § 125,904 $ 100,546 80% $ 796,174

D. Funding Status and Funding Progress

As of July 1, 2015, the actuarial accrued liability (AAL) for benefits was $2,299,470, all of which was
unfunded.

The projection of future benefit payments for an ongoing plan involves estimates of the value of reported
amounts and assumptions about the probability of occurrences of events far into the future. Examples
include assumptions about future employment, mortality and healthcare cost trends. Amounts determined
regarding the funded status of the plan and the annual required contributions of the employer are subject
to continual revision as actual results are compared with past expectations and new estimates are made
about the future. The schedule of funding progress presents multiyear trend information about whether
the actuarial value of plan assets is increasing or decreasing over time relative to the actuatial accrued
liabilities for benefits.

E. Methods and Assumptions

Projections of benefits for financial reporting purposes ate based on the substantivé plan (the plan as
undetstood by the employer and plan members) and include the types of benefits provided at the time of
each valuation and the historical pattern of sharing of benefit costs between the employer and plan
membets to that point. The methods and assumptions used include techniques that are designed to reduce
the effects of short term volatility in actuarial accrued liabilities and the actuarial value of assets, consistent
with the long-term perspective of the calculations.
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NOTE 11 - OTHER POST-EMPLOYMENT BENEFITS (concluded)

E. Methods and Assumptions (concluded)

The following simplifying assumptions were made:

Retirement age for active employees - Based on the historical average retirement age for the covered group,
active plan members were assumed to retire at age 65, or at the first subsequent yeat in which the member

would qualify for benefits.

Mortality - Life expectancies at the calculation date ate based on the most recent mortality tables published
by the National Center for Health Statistics website (www.cdc.gov). The calculation of OPEB liability for
each year is based on the assumption that all participants will live until ‘their expected age as displayed in
the mortality tables.

Turnover - The probability that an employee will remain employed until the assumed retirement age was
“determined using ton-group-specific age-based turnover data provided in Table 1 in paragraph 35 of
GASB Statement No. 45. In addition the expected future working lifetimes of employees were determined
using Table 2 in paragraph 35c of GASB Statement No. 45.

Healthiare cost trend rate - Healthcare cost trend rates were selected based on CalPERS Circular Letter No.
600-006-12. The ultimate trend rate was 3%.

Heath insurance preminms - 2015 health insurance premiums for retitées were used as a basis for calculation of
the present value of total benefits to be paid. An employee is assumed to continue with the same medical
plan upon retirement. If an employee waived medical coverage, then such waiver is assumed to continue

into tetirtement.

Medicare Coordination - Medicare was assumed as the primaty payer for current and future retirees at age 65.

Payroll increase — Changes in the payroll for current employees are expected to increase at the rate of
approximately 2% annually.

Discount rate - The calculation uses an annual discount rate of 3%. This is based on the assumed long-tetm
return on plan assets or employer assets.

Actuarial cost method - The entry age actuarial cost method was used. The unfunded actuarial accrued liability
is being amortized as a level petcentage of projected payroll over a period of 30 years.

F. DPlan for Fundin

On an ongoing basis, the District will be reviewing its assumptions, comparing them against actual
experience and recalculating the needed funding with the goal of paying for post-employment
benefits out of interest earned on designated funds.

The schedule of funding progress, presented as réquired supplemental information following the notes to

these financial statements, presents multi-year trend information about whether the actuatial value of plan
assets is increasing or decreasing over time relative to actuarial liabilities for benefits.
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NOTE 12 - RISK MANAGEMENT

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; and natural disasters. The risk of loss is variable as to
the deductible amount per occurrence. Liability losses up to $1 million and property losses up to $50,000,
are covered through a pooled self-insurance program, administered by the Association of California
Water Agencies - Joint Powers Insurance Autho::'lty (ACWA-JPIA). Through participation in ACWA-
JPIA, the District is covered by commercial liability insurance for losses in excess of $1 million, up to an
insured maximum of $60 million. Separately, the District insures for property damages in excess of the
pooled limit of $1 million, with commercial insurance for losses up to $100 million.

The ACWA-JPIA began operations on October 1, 1979, and has continued without interruption since that
time. The District is one of approximately two hundred and eighty-eight districts participating in the pool.
The responsibilities of the ACWA-JPIA and the District are as follows:

Responsibilities of the ACWA-JPIA:
‘a, _Pfa‘fi_de;i—n‘sﬁrﬁﬁ’thﬁvﬁa_gE ‘asmnecessary.”
b. Assist members in obtaining insurance coverage for risks not included within the. coverage of the
ACWA-JPIA.
c. Assist each member’s designated risk manager with the implementation risk management function.
. Provide loss prevention and safety consulting services to members as required.
e. Provide claims adjusting and subrogation services for claims covered by the ACWA-JPIA’s joint
protection programs.
f.  Provide loss analysis and control in order to identify high exposure operations and to evaluate proper
levels of self-retention and deductibles.
g Review members’ contracts to determine sufficiency of indemnity and insurance provisions when
requested.
h. Conduct risk management audits to review the participation of each member in the programs.
The ACWA-JPIA shall have such other responsibilities as deemed necessaty by the Board of Directors
and Executive Commiittee (of the ACWA-JPIA).

=

Responsibilities of the District:

a. 'The governing board of each member district shall appoint a representative and at least one alternate
representative to the Board of Directors.

b. Each member shall appoint an employee of the member to be responsible for the risk management
function within that member and serve as a liaison between the membetr and the ACWA- JPIA as to
risk management.

c. Bach member shall maintain an active safety officer and/or committee, and shall consider all
recommendatiosis of the ACWA-JPIA concerning unsafe practices.

d. Each member shall maintain its own set of records, including a loss log, in all categories of risk covered
by the joint protection program to insure accuracy of the ACWA-JPIA’s loss reporting system.

e. Each member shall pay its deposit premium and premium adjustments within thirty days of the invoice
date.

f.  Each member shall provide the ACWA-JPIA with such other information or assistance as may be
necessary for the ACWA-JPIA to carry out the joint protection programs.

g. Each member shall cooperate with and assist the ACWA-JPIA, and any insurer of the ACWA-JPIA, in
all matters and covered claims and will comply with all bylaws, rules and regulations adopted by the
Boatd of Directors and Executive Committee of the ACWA-JPIA.

There have been no significant reductions in insurance coverage from the prior year. The amounts of
settlements have not exceeded the insurance coverage in each of the past three fiscal years.
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NOTE 13-

NOTE 14 -

Humboldt Bay Municipal Water District
NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2017

CONTINGENCIES

The District receives, on a cost-reimbursement basis, federal and state funds to carry out a varety of
projects and studies. As a recipient of federal and state funds, the District is responsible for maintaining an
internal control structure that ensures compliance with all laws and regulations related to these programs.
All federal and state program expenditures ate subject to financial and compliance audits by the awarding
agency. Such audits could result in claims against the District for disallowed costs or noncomphance with
contract provisions. No prov1s1on has been made for any liabilites which may arise from the
noncompliance or questioned costs since the amounts, if any, cannot be determined at this time.

SUBSEQUENT EVENTS

The District’s management has evaluated subsequent events through the date the financial statements were
available to be issued, and concluded that no additional adjustments to the financial statements or

disclosures are required for the year ending June 30, 2017.
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REQUIRED SUPPLEMENTARY INFORMATION



Humboldt Bay Municipal Water District

PROPORTIONATE SHARE OF NET PENSION LIABILITY (ASSET)
Required Supplementary Information

Last 10 Years*

June 30, 2015 June 30, 2016 June 30, 2017

Proportion of the net pension liability 0.0788% 0.0730% 0.0749%
Proportionate share of the net pension liability $ 1,969,634 $ 2,002,310 $ 2,602,142
Covered payroll $ 1,692,541 $ 1,746,146 $ 1,730,351
Proportionate shate of the net pension liability as a

percentage of covered payroll 116.37% 114.67% 150.38%
Plan fiduciary net position as a percentage of the total

pension liability 80.51% 80.90% 76.58%
NOTES TO SCHEDULE:

Changes in Benefit Terms - None

Changes in Assumptions

The discount rate was changed from 7.5 percent (net of administrative expense) to 7.65 percent to cottect
for an adjustment to exclude administrative expense.

* Schedule is intended to show information for ten years. Additional years will be displayed as they become
available.
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Humboldt Bay Municipal Water District

SCHEDULE OF CONTRIBUTIONS
Required Supplementary Information

Last 10 Years*
June 30,2015  June 30,2016  June 30, 2017

Actuarally required contribution (actuarially determined) $ 253,791 $ 386,697 § 408,926
Conttibutions in relation to the actuarially determined "

contributions 253,791 386.697 408,926
Contribution deficiency (excess) $ - § - 3 -
Covered payroll $ 1746146 $ 1730351 $ 1,901,128
Contributions as a percentage of covered-employee payroll 14.53% 22.35% 21.51%

* Schedule is intended to show information for ten years. Additional years will be displayed as they become

available.
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Humboldt Bay Municipal Water District
SCHEDULE OF FUNDING PROGRESS FOR OTHER POST-EMPLOYMENT BENEFITS

Required Supplementary Information

Last 10 Years*
Schedule of Funding Progress:
Actuarial Actuarial Unfunded Annual
Actuarial Accrued Liability Value Liability Funded Covered UAALasa %
Valuation (AAL) Entry Age  of Assets (UAAL) Status Payroll of Payroll
Date (a) - () (a-b) (b/2) (c) ([2-b]/<)
July 1, 2009 $ 1,994,945 $§ -0- § 1994945 0% $ 1,520,676 131.2%
July 1, 2012 $ 2,413,787 $ -0 $ 2413787 0% $ 1,567,071 154.0%
July 1, 2015 $ 2,299,470 $ -0- § 2,299,470 0% $ 1,930,233 119.1%

NOTE 1 - SCHEDULE DESCRIPTION

Humboldt Bay Municipal Water District (the District) sponsors a defined benefit postemployment
" healthcare plan (the Plan) to subsidize healthcare benefits to eligible retired employees. The above

schedule presents information about the funded status for the Plan's two actuarial valuations.

NOTE 2 - ACTUARIAL VATUATIONS

Actuarial valuations of an on-going plan involve estimates of the value of the repotted amounts and
assumptions about the probability of occurrence of events far into the future. Amounts determined
regarding the funded status of the plan and the annual required contribution of the District are subject
to continual revision as actual results are compared with past expectations and new estimates are made
about the future. Information regarding the actuarial methods and assumptions for the July 1, 2015

actuarial valuation can be found in Note 11 of the basic financial statements.
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R. J. RICCIARD], INC.
CERTIFIED PUBLIC ACCOUNTANTS

REPORT ON INTERNAL CONTROI OVER FINANCIAL
G ON CO NCE AND OTHER
MATI'ERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Boatd of Directors
Humboldt Bay Municipal Water District
Eureka, Califotnia

We have audited the basic financial statements, as listed in the table of contents, of Humboldt Bay Municipal Water
District as of and for the year ended June 30, 2017, and have issued our report thereon dated February 16, 2018. We
conducted our audit in accordance with_U.S._generally accepted. auditing standards and the_standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States.

Intetrnal Conttol Over Financial Repotting

In planning and performing our audit, we considered Humboldt Bay Municipal Water District’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of Humiboldt Bay
Municipal Water District’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of Humboldt Bay Municipal Water District’s internal control over financial reporting,

A deficiency in internal control exists when the design or operation of a control does not allow management or employees,
in the normal course of performing their assigned functions, to prevent, or detect and correct, misstatetnents on a
timely basis. A material weakness is a deficiency, or a combination of deficiendies, in internal control, such that there is a
reasonable possibility that a material misstatement of the enuty’s financial statements will not be prevented, or
detected and corrected on a timely basis. A significant def Geiency 1s a deﬁaency, or a combination of deficiencies, in
internal control that is less severe than a material weakness, yet important enough to metit attention by those charged

with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and
was not designed to identify all deficiencies in internal control that might be material weaknesses or significant
deficiencies. Given these limitations, dutring our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. Howevet, material weaknesses may exist that have not been identified.

Compliance and Other Matters

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

Standards.
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Board of Directors
Humboldt Bay Municipal Water District — Page 2

Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the

results of that testing, and not to provide an opinion on the effectiveness of Humboldt Bay Municipal Water District’s
internal control or on compliance. This report is an integral part 6f an audit performed in accordance with Government
Auditing Standards in considering Humboldt Bay Municipal Water District’s internal control and compliance.

Accotdingly, this communication is not suitable for any other purpose.

R.9. Ricciard;, Inc.

R.J. Ricciardi, Inc.
Certified Public Accountants

San Rafael, California
February 16, 2018
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