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INDEPENDENT AUDITOR’S REPORT

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

We have audited the accompanying financial statements of the business-type activities of the Quartz
Hill Water District as of and for the years ended June 30, 2014 and 2013, and the related notes to the
financial statements, which collectively comprise the District's basic financial statements as listed in the
table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audits, We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Governmental Auditing Standards,
issued by Comptroller General of the United States. Those standards require that we plan and perform
the audits to obtain reasonable assurance about whether the financial statements are free from material

misstatement.

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

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

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities of the Quartz Hill Water District as of June 30,
2014 and 2013, and the respective changes in financial position and, where applicable, cash flows thereof
for the years then ended in conformity with accounting principles generally accepted in the United States

of America.
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Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis and budgetary comparison information on pages 6 through 11 and page 41 be
presented to supplement the basic financial statements. Such information, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards Board, who considers it
to be an essential part of financial reporting for placing the financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required

of America, which consisted of inquires of management about the methods of preparing the information
and comparing the information for consistency with management's responses to our inquires, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audits were conducted for the purpose of forming an opinion on the District's basic financial
statements. The schedule listing the Board of Trustees presented on page 40 is presented for purposes
of additional analysis and is not a required part of the financial statements. The required supplementary
information section has not been subjected to the auditing procedures applied in the audits of the basic
financial statements and, accordingly, we express no opinion on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 17,
2014, on our consideration of the District's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of our

audit,
ZM;/ A@% £ anaaﬁa, AL

COBB, DOERFLER & ASSOCIATES, CPA
December 17, 2014
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Quartz Hill Water District
Management Discussion and Analysis
For the Fiscal Years Ended June 30, 2014 and 2013

As management of the Quartz Hill Water District (the “District”), we offer readers of the District's financial
statements this narrative overview and analysis of the financial activities of the District for the fiscal years
ended June 30, 2014 and 2013. We encourage readers to consider the information presented here in
conjunction with the basic financial statements and related notes, which follow this section.

FINANCIAL HIGHLIGHTS

« In 2014, the District's net assets increased by $301,354 or by 1.04% to $29,043,490. In 2013, the
District's net assets increased by $87,313 or by 0.30% to $28,742,136.

. In 2014, the District's operating revenues exceeded its operating expenses, before depreciation,
by $683,086, an increase from the prior fiscal year of $239,805 or 54.09%. This increase was
primarily due to an increase in related water service fees and a reduction in transmission and
distribution costs, In 2013, the District's operating revenues exceeded its operating expenses,
before depreciation, by $443,281, a decrease from the prior fiscal year of $47,020 or 9.59%. This
decrease was primarily due to an increase in related water service fees that was more than offset
by increases in water purchase costs, wages and other plant related costs.

e The Districts 2014 net income from non-operating revenues (expenses) was $16,335, an
increase from the prior fiscal year of $168,104 or 1,029.10%. This increase was due primarily to
an increase in investment performance of $22,720 and a decrease in losses on the disposal of
fixed assets of $160,314. The District's 2013 net loss from non-operating revenues (expenses)
was $151,769, a decline from the prior fiscal year of $270,443 or 227.89%. This decline was due
primarily to loss on disposal of fixed assets of $202,533 and a decline in investment performance
of $68,960 partially offset by a decline in interest and financing costs of $18,066 and increase
property tax revenues of $23,607.

e In 2014, the District's total expenses decreased by $291,467, due primarily to a $131,607
decrease in operating expenses (including depreciation) and a decrease in losses on the disposal
of fixed assets of $160,314. In 2013, the District's total expenses increased by $668,412, due
primarily to losses on the disposal of fixed assets of $202,533, increased water purchase costs of
$220,376, and an increase in wage and wage related costs of $157,367.

e AtJune 30, 2014 and 2013, $29,043,490 and $28,742,136, respectively, of unrestricted net assets
were available for use for general fund expenditures.

« In 2014, the District's total debt decreased by $135,000, due to the ongoing retirement of the
District's 2011 COPs. In 2013, the District's total debt decreased by $130,000, due to the ongoing
retirement of the District's 2011 COPs,

FINANCIAL STATEMENTS

The Financial Statements presented in this report are intended to provide readers with a broad overview
of the District's finances. These statements include all assets and liabilites of the District using the
accrual basis of accounting, which is similar to the accounting used by most private sector companies.
Under the accrual basis of accounting, all of the current year's revenues and expenses are taken into
account regardless of when the cash is received or paid. Since the District's primary function is to provide
water to its customers and recover appropriate costs through user fees and charges, the financial

statements only include business type activities.



Quartz Hill Water District
Management Discussion and Analysis
For the Fiscal Years Ended June 30, 2014 and 2013

FINANCIAL STATEMENTS—continued

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

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

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

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

The financial statements are presented on pages 13 through 17.
Notes to the Financial Statements

The notes provide additional information that is essential for a full understanding of the data provided in
the financial statements. The notes to the financial statements can be found on pages 19 through 38 of
this report.

Other Information

In addition to the financial statements and accompanying notes, this report also presents certain
supplementary information regarding District's governing board and certain required supplementary
information concerning the District's budgetary information. Other supplementary information can be
found on page 40. Required supplementary information can be found on page 41.

FINANCIAL ANALYSIS

Overall Analysis

The increase in net assets that occurred during the year ended June 30, 2014, was primarily due to
developer water system capital contributions, reduced losses on the disposal of fixed assets, and
Improved investment performance, Debt and financing costs are expected to remain stable or decline
overtime, as the 2011 COP's are gradually retired and repaid as required under the COP covenants.
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Quartz Hill Water District
Management Discussion and Analysis
For the Fiscal Years Ended June 30, 2014 and 2013

FINANCIAL ANALYSIS—continued

Overall Analysis—continued
The District's net assets increased by $87,313 during the year ended June 30, 2013. The increase in net
assets during the year ended June 30, 2013 was primarily due to developer water system capital

contributions, partially offset by increased fixed asset disposal costs, water purchases and wage related
costs,

Statement of Net Assets

2014 2013 Difference
ASSETS
Current assets $ 14,226,013 $ 14,163,178 $ 62,835
Non-current assets 4,881,973 7,779,923 (2,897,950)
Capital assets, net 19,978,267 16,796,937 3,181,330
Total Assets 39,086,253 38,740,038 346,215
LIABILITIES
Current liabilities 1,433,485 1,432,240 1,245
Non-current liabilities 8,609,278 8,565,662 43,616
Total Liabilities 10,042,763 9,997,902 44,861
NET ASSETS
Investment in capital asset-net of related debt 11,938,267 8,621,937 3,318,330
Unrestricted 17,105,223 20,120,199 (3,014,976)
Total Net Assets $ 29043490 $ 28,742,136 $_ 301,354

As noted earlier, net assets may serve over time as a useful indicator of changes in a government's
financial position. In the case of the Quartz Hill Water District, assets exceeded liabilities by $29,043,490
and $28,742,136 as of June 30, 2014 and 2013, respectively.

A significant portion of the District's net assets, 41% and 30% as of June 30, 2014 and 2013, respectively,
reflects its investment in capital assets (e.g., land, buildings, machinery, and equipment), less any related
debt used to acquire those assets which is outstanding. The District uses these assets to provide water
services to its customers; consequently, these assets are not available for future spending. Although the
District's investment in its capital assets is reported net of related debt, it should be noted that the
resources needed to repay this debt must be provided from other sources, since the capital assets
themselves cannot be used to liquidate these liabilities. The remaining balance of unrestricted net assets
of $17,105,223 and $20,120,199 as of June 30, 2014 and 2013, respectively, may be used to meet these
debt service requirements and to provide ongoing services to its customers.
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Quartz Hill Water District
Management Discussion and Analysis
For the Fiscal Years Ended June 30, 2014 and 2013

FINANCIAL ANALYSIS—continued
Statement of Net Assets—continued

In 2014, there was an increase in net assets invested in capital assets of $3,316,330 due to significant
construction, solar plant development costs and water system improvements dedicated to the District by a
local developer. In 2013, the increase in net assets invested in capital assets of $866,556 was due to
significant construction solar plant development costs of $765,212 and water system improvements
dedicated to the District by a local developer of $360,836, partially offset by depreciation expense for the
period.

During the year ended June 30, 2014, the District's net assets increased by $301,354. Substantially all of
the surplus may also be attributed to capital contributions of $200,729, improved investment portfolio
performance of $22,720, decreased losses on the disposal of fixed assets of $160,314. The District's net
assets increased by $87,313 during the year ended June 30, 2013. However, substantially all of the
surplus may be attributed to current period capital contributions of $360,836. Had the district not received
this capital contribution the District would have sustained a loss of $273,523 in the current period.

Statement of Revenues, Expenses and Changes in Net Assets

2014 2013 Difference
REVENUES:
Operating revenues $ 4,646,096 3 4,571,149 3 74,947
Non-operating revenues 492.812 484,568 8,244
Total revenues 5,138,908 5,055,717 83,191
EXPENSES:
Operating expenses 3,963,010 4,127,868 (164,858)
Depreciation expense 589,456 566,205 33,251
Non-operating expenses 476,477 636,337 (153.860)
Total expenses 5,038,943 5,330,410 (291,467)
Net income (loss) before capital contributions 99,965 (274,693) 374,658
CAPITAL CONTRIBUTIONS 201,389 362,006 (160,617)
Change in net assets 301,354 87,313 214,041
Net assets, beginning of year 28,742,136 28,654,823 87,313
Net assets, end of year $ 29043490 $ 28,742,136 % 301,354

The activities of the District increased the District's net assets by $301,354 and by $87,313 during the
years ended June 30, 2014 and 2013, respectively, Key elements in these changes are as follows:

e Operating revenues increased by $74,947 and by $433,069 or by 1.63% and by 10.47% in 2014
and 2013, respectively due to increased water services fees and consumption.

e Operating expenses during 2014 decreased by 3.99% over the prior year due to reduced water
purchases and repairs and maintenance costs. Operating expenses before depreciation
increased in 2013 due to increased water purchases and wages related costs.
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Quartz Hill Water District
Management Discussion and Analysis
For the Fiscal Years Ended June 30, 2014 and 2013

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

e During the year ended June 30, 2014, investment earnings increased by 38,94% due to increased
capital gains in the current period caused by stablization in interest rates. Investment eamings
during the year ended June 30, 2013 declined by 45.83% due to ongoing declines in interest rates

which resulted in a lower effective yield on those investments and a decline in their fair market
value.

* [n 2014, net income from non-operating revenues and expenses increased by 1,029.10% reduced
losses on the disposal of fixed assets and improved investment performance. In 2013, net
income from non-operating revenues and expenses declined by 293.24%, partially due to onetime
asset disposal costs of $202,533 and a decline in investment earnings of $68,360.

CAPITAL ASSET ADMINISTRATION
Changes in capital assets in 2014 were as follows:

Balance Balance
July 1, 2013 Additions Deletions June 30, 2014

Capital Assets
Non-depreciable assets $ 1,890,004 $ 2,859,071 $ (1,354,302) $ 3,394,773
Depreciable assets 23,423,917 2,299,943 (68,384) 25,655,476
Accumulated depreciation (8,516,984) (599,456) 44,458 (9,071,982)

Total Capital Assets $ 16,796,937 $ 4659658 § (1.378.228) $ 19,978,267

Changes in capital assets in 2013 were as follows:

Balance Balance
July 1, 2012 Additions Deletions June 30, 2013
Capital Assets
Non-depreciable assets $ 1,630,357 $ 879,816 $ (620,169) $ 1,890,004
Depreciable assets 22,617,835 1,249,447 (443,365) 23,423,917
Accumulated depreciation (8.187,811) (566,205) 237,032 (8.516.984)
Total Capital Assets $ 16,060,381 $ 1,663,058 $ (826,502) $ 16,796,937

At the end of fiscal years 2014 and 2013, the District's investment in capital assets amounted to
$19,978,267 and $16,796,937 (net of accumulated depreciation), respectively. The investment in capital
assets included land, easements, transmission and distribution systems, wells, tanks, pumps, buildings.
and structures, equipment, vehicles and construction-in-process, etc. Major depreciable capital asset
additions during 2014 included the installation of new meters, the completion of several new solar plants
and other software and related computer systems improvements. Major depreciable capital asset
additions during 2013 included additions to meters, pumping equipment, water systems, and the AVEK
turnout. Major deletions during 2013 included meters, and miscellaneous vehicles and trailers. For
further detailed information, see Note E.

10



Quartz Hill Water District
Management Discussion and Analysis
For the Fiscal Years Ended June 30, 2014 and 2013

DEBT ADMINISTRATION

Changes in long-term debt amounts for 2014 were as follows:

Balance Additions/ Principal Balance
July 1, 2013 Deletions Payments June 30, 2014
Long-term debt:
2011 COPs $ 8,305,000 % -0- $ (1 35.000) $ 8.170.000
Total Long-term Debt § 8305000 % 0- 3 (135,000 $ 8,170,000
Changes in long-term debt amounts for 2013 were as follows:
Balance Additions/ Principal Balance
July 1, 2012 Deletions Payments June 30, 2013
Long-term debt:
2011 COPs $ 8,305,000 $ -0- $ (130,000) $ 8,175,000
Total Long-term Debt  § 8305000 $ -0- $ (130,000) $ 8,175.000

In 2014 and 2013, long-term debt decreased by $135,000 and $130,000, respectively due to regular
principal payments and amortization on the District's outstanding debts.

BUDGET ANALYSIS

For the year ended June 30, 2014, the variances between the actual budgeted amounts and the actual
budget results were significant for several budget line items. Reported revenues were higher than
originally budgeted due to increases in the rates charged for water consumption and water services.

The District's total operating expenses were higher than budgeted due to higher than budgeted utility
costs, conservation expenses, and governance costs. Net non-operating revenues after expenses were
lower than expected due to lower than expected investment income, reduced capacity charges, and
losses on disposal of fixed assets. The budgetary comparison schedule can be found on page 41 of this
report.

FACTORS AFFECTING CURRENT FINANCIAL CONDITION

The District is finishing several large Capital Improvement Projects that have spanned several years. The
District recently finished the two million gallon tank at Calprop and will finish the Operations Center during
fiscal year 2015. The District is also investigating options for Well 6A were we have historically exceeded
the MCL (maximum contaminant level) for the molecule of arsenic. At this time the District is examining
the option of point of use treatment at the well head.

The District's water wholesaler Antelope Valley East Kern has changed their rate structure from one rate
for summer and one rate for winter to one annual rate. This change will result in an increase wholesale
water cost by 20% during our winter and no difference in the charge during the summer starting January
1, 2015. For this reason, the District will be forced to change our rate structure in a similar manner with
only one rate for the year and similar increase January 1, 2015. it is also anticipated that the District will
also increase the fixed meter cost for all meter sizes by 2% this would result in the %" meter flat rate going
from $22.63 to $23.13 and the 1" will go from $32.57 to $33.29.

CONTACTING THE DISTRICT’S FINANCIAL MANAGEMENT

These financial statements are designed to provide a general overview of the Quartz Hill Water District
finances for all those with an interest in the government's finances. Questions concerning any of the
information provided in this report or requests for additional financial information should be addressed to
the Quartz Hill Water District, General Manager, 42141 North 50" Street West, Quartz Hill, CA 93536.

11
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QUARTZ HILL WATER DISTRICT
STATEMENTS OF NET ASSETS
June 30, 2014 and 2013 (Restated)

2014 2013
ASSETS
(Restated)
CURRENT ASSETS

Cash and cash equivalents $ 6,016,412 $ 3,675,275
Investments 7,354,434 9,653,239
Accounts receivable 629,679 604,910
Interest recejvable 592 2,371
Taxes receivable 18,605 39,944
Note receivable 2,312 2,227
Inventory 156,817 139,069
Prepaid expenses 47,162 46,143

Total Current Assets 14,226,013 14,163,178

NON-CURRENT ASSETS

Restricted - investments 4,010,681 6,906,318
Note receivable 110,492 112,805
Banked water inventory 760,800 760,800
Capital assets - not being depreciated 3,394,773 1,890,004
Capital assets, net - being depreciated 16,583,494 14,906,933

Total Non-current Assets 24,860,240 24,576,860

Total Assets $ 39,086,253 $ 38,740,038

See Accompanying Notes and Independent Auditor's Report. 13
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QUARTZ HILL WATER DISTRICT
STATEMENTS OF NET ASSETS - continued
June 30, 2014 and 2013 (Restated)

2014 2013
LIABILITIES
(Restated)
CURRENT LIABILITIES
Certificates of Participation $ | 140,000 $ 135,000
Accounts payable 721,396 761,098
Customer deposits 308,318 289,008
Compensated absences 97,089 _ 92,761 .
Accrued expenses 166,682 154,373
Total Current Liabilities 1,433,485 1,432,240
LONG-TERM LIABILITIES
Certificates of Participation 7,900,000 8,040,000
Other post employment benefits 709,278 525,662
Total Long-Term Liabilities 8,609,278 8,565,662
Total Liabilities 10,042,763 , 9,997,902
NET ASSETS
Investment in capital assets - net of related debt 11,938,267 8,621,937
Unrestricted 17,105,223 20,120,199
Total Net Assets 29,043,490 28,742,136
Total Liabilities and Net Assets $ 39,086,253. $ - 38,740,038

See Accompanying Notes and Independent Auditer's Report. 14



QUARTZ HILL WATER DISTRICT
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
For the Years Ended June 30, 2014 and 2013 (Restated)

2014 2013
OPERATING REVENUES (Restated)
Water consumption sales 2,675,325 $ 2,616,149
Monthy water service charges 1,828,854 1,785,704
Other service charges 141,917 169,296
Total Operating Revenues . 4,646,096 4,571,149
OPERATING EXPENSES
Water purchases 1,292,252 1,483,722
Pumping plant 538,374 496,807
Transmission and distribution 677,174 714,850
Customer accounts 447,647 457,162
Administrative and general 1,007,563 975,327
Depreciation 599,456 566,205
Total Operating Expenses 4,562,466 4,694,073
Operating Income (Loss) 83,630 (122,924)
NON-OPERATING REVENUES (EXPENSES)
Property taxes 328,010 323,043
Investment income 61,832 114,969
Investment gain (loss) 19,220 (56,637)
Legal settlement (6,000) -0-
Loss on disposal of fixed assets (42,219) (202,533)
Interest and financing costs (428,258) (433,804)
Capacity charges 19,612 34,321
Rental income 64,138 68,872
Total Non-operating Revenues (Expenses) 16,335 (151,769)
Net Increase (Decrease) Before Capital Contributions 98,965 (274,693)
CAPITAL CONTRIBUTIONS
Capital contributions 200,729 360,836
Meter sales and installations 660 1,170
Total Capital Contributions 201,389 362,006
Change in Net Assets 301,354 87,313
Net Assets at Beginning of Year - Before Adjustment 28,742,136 28,850,059
Prior Period Adjustment -0- (295,236)
Net Assets at Beginning of Year - After Adjustment 28,742,136 28,654,823
Net Assets at End of the Year 29,043,490 $§ 28,742,136

See Accompanying Notes and Independent Auditor's Report. 15




QUARTZ HILL WATER DISTRICT
STATEMENTS OF CASH FLOWS
For the Years Ended June 30, 2014 and 2013 (Restated)

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers
Cash paid to suppliers for supplies
Cash paid to employees and directors

Net Cash Provided (Used) by Operating Activities

CASH FLOWS FROM NON-CAPITAL AND RELATED
FINANCING ACTIVITIES
Receipt of property taxes
Receipt of rental income
Other non-operating expenses

Net Cash Provided (Used) by Non-capital and
Related Financing Activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Release of restricted investments
Receipt of funds for meter sales and installations
Receipt of capacity charges
Acquisition of property and equipment
Proceeds from sale of fixed assets
Principal paid on capital debt
Interest paid on capital debt

Net Cash Provided (Used) by Capital and
Related Financing Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Repayment of note receivable
Proceeds from sale of investments
Purchase of investments
Receipt of interest and investment income
Net Cash Provided (Used) by Investing Activities
Net Change in Cash and Cash Equivalents

Cash and Cash Equivalents - Beginning of Year

Cash and Cash Equivalents - End of Year

See Accompanying Notes and Independent Auditor's Report. 16

2014 2013
(Restated)
$ 4,640,636 $ 4,477,937
(2,507,516) (3,060,220)
(1,457,197) (1,446,333)
675,923 (28,616)
347,830 319,342
64,138 68,872
(6,000) (8,053)
405,968 380,161
2,896,237 522,292
660 1,170
19,612 34,321
(3,477,998) (820,823)
1,500 3,800
(135,000) (130,000)
(429,625) (433,600)
(1,124,614) (822,840)
2,228 5,960
5,705,812 2,165,000
(3,415,092) (3,185,000)
90,912 ’126,543A
2,383,860 (887,497)
2,341,137 (1,358,792)
3,675,275 5,034,067
$ 6,016,412 § 3,675,275




QUARTZ HILL WATER DISTRICT
STATEMENTS OF CASH FLOWS - continued
For the Years Ended June 30, 2014 and 2013 (Restated)

2014 2013

(Restated)
RECONCILIATION OF OPERATING INCOME (LOSS) TO NET CASH
PROVIDED (USED) BY OPERATING ACTIVITIES
Operating Income (Loss) $ 83,630 $ (122,924)
Adjustments to Reconcile Operating Income (Loss)
to Net Cash Provided by Operating Activities: :
Depreciation 599,456 566,205
(Increase) Decrease in Assets: ' '
Accounts receivable (24,770) (95,570)
Inventory (17,747) 21,540
Prepaid expenses (1,350) _ (9,747)
Banked water inventory -0- (5618,400)
Increase (Decrease) in Liabilities: :
Accounts payable (165,517) (89,819)
Customer deposits ’ 19,310 3,210
Accrued expenses 188,717 213,817 -
Compensated absences 4,328 3,072
Net Cash Provided (Used) by Operating Activities $ 686,057 3 (28,616)
SUPPLEMENTAL DISCLOSURE
Schedule of Noncash Investing and Financing Transactions;
Purchases of property and equipment included in accounts payable § 577,480 $ 451,493
Dedicated water system 200,729 360,836
Total Noncash Transations $ 778,208 $ 812,329

See Accompanying Notes and Independent Auditor's Report. 17
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

1.

The Reporting Entity

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

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

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

Financial Reporting

The District's basic financial statements are presented in conformity with the provisions of
Governmental Accounting Standards Board (GASB) Statement No. 34, “Basic Financial
Statements — and Management’s Discussion and Analysis — for State and Local Governments”
(GASB No. 34). This statement established revised financial reporting requirements for state and
local governments throughout the United States for the purpose of enhancing the
understandability and usefulness of financial reports.

GASB No. 34 and related GASB pronouncements provide for a revised view of financial
information and restructure the format of financial information provided prior to its adoption. A
statement of net assets replaces the balance sheet and reports assets, liabilities, and the
difference between them as net assets, not equity. A statement of revenues, expenses and
changes in net assets replaces both the income statement and the statement of changes in
retained earnings and contributed capital. GASB No. 34 also requires that the statement of cash
flows be prepared using the direct method. Under the direct method, cash flows from operating
activities are presented by major categories.
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

2.

Financial Reporting—continued

In accordance with GASB Statement No. 20, “Accounting and Financial Reporting for Proprietary
Funds and Other Governmental Entities that use Proprietary Fund Accounting,” the District has
elected to apply all applicable GASB pronouncements as well as Financial Accounting Standards
Board (FASB) pronouncements and Accounting Principles Board (APB) Opinions, issued on or
before November 30, 1989, for its proprietary fund financial statements, unless those
pronouncements conflict with or contradict GASB pronouncements. Under GASB Statement No.
34, “Basic Financial Statements — and Management's Discussion and Analysis — for State and
Local Governments,” the District has the option of consistently following or not following the
pronouncements issued by the Financial Accounting Standards Board (FASB) subsequent to
1989. The District has elected not to apply FASB pronouncements issued after that date, unless
such standards are specifically adopted by GASB. Quartz Hill Water District also has the option
of following subsequent private-sector guidance for their business-type activities and enterprise
funds, subject to this same limitation. The District has elected not to follow subsequent private-
sector guidance.

Basis of Accounting and Measurement Focus

The District accounts for its operations in an enterprise fund using the economic resources
measurement focus and the accrual basis of accounting. Under the accrual basis of accounting,
revenues are recognized when earned and expenses are recognized when a liability is incurred,
regardless of the timing of related cash flows. Enterprise funds are used to account for
operations that are financed and operated in a manner similar to private business enterprises,
where the intent of the governing body is to primarily finance or recover the costs (expenses,
including depreciation) of providing goods or services to the general public on a continuing basis
through user charges, or where the governing body has determined through periodic assessment
of revenues earned, expenses incurred, and/or net income that user fees are sufficient for
ongoing capital maintenance, consistent with public policy, and for establishing managerial
control, for evaluating managerial performance, or other purposes.

An enterprise 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 the District's principal ongoing operations. The principal
operating revenues of the District 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.

Implementation of New Governmental Accounting Standards Board (GASB) Pronouncements

Governmental Accounting Standards Board Statement No. 71

In November of 2013, the GASB issued Statement No. 71, Pension Transition for Contributions
Made Subsequent to the Measurement Date — An Amendment of GASB Statement No. 68.
Statement 68 requires a state or local government employer (or nonemployer contributing entity in
a special funding situation) to recognize a net pension liability measured as of a date (the
measurement date) no earlier than the end of its prior fiscal year. If a state or local government
employer or nonemployer contributing entity makes a contribution to a defined benefit pension
plan between the measurement date of the reported net pension liability and the end of the
government's reporting period, Statement 68 requires that the government recognize its
contribution as a deferred outflow of resources. This statement is not expected to have a
significant impact on the presentation of the District’s financial statements.
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ~ continued

5.

Financial Statement Amounts

a.

Use of Estimates

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

Cash and Cash Equivalents

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

Deposits and [nvestments

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

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

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

fair value.
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

5.

Financial Statement Amounts — continued

d.

Accounts Receivable and Aliowance for Uncollectible Accounts

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

Inventory

Inventory is based on a physical count at June 30, 2014 and 2013 and is valued at the lower of
cost or market, cost being determined on the first-in, first-out basis. Inventory consists of
supplies necessary for the repair and maintenance of the water lines.

Prepaid Expenses

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

Capital Assets

All proprietary funds are accounted for on a cost of services or “capital maintenance”
measurement focus. This means that all assets and all liabilities associated with their activity,
whether current or noncurrent, are included on their statement of net assets. Their reported
fund equity (net assets) is segregated into net asset accounts. Proprietary fund type operating
statements present increases (revenues) and decreases (expenses) in net assets.

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

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

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

Depreciation of all exhaustible property, plant and equipment used by proprietary funds is
charged as an expense against their operations. Accumulated depreciation is reported on
proprietary fund balance sheets. Depreciation has been provided over the estimated useful
lives using the straight-line method. The estimated useful lives are as follows:

Distribution System 10 to 75 years
General Plant 5 to 40 years
Pumping Plant and Equipment 5 to 40 years
Wells and Improvements 10 to 45 years
Reservoirs and Tanks 10 to 50 years
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — continued

5.

Financial Statement Amounts — continued

h.

Deferred Charges

The deferred charges are from the issuance costs of the Districts 2011 Certificates of
Participation and from original issue discount on those certificates that are being amortized
over their lives,

Customer Deposits

Based on a customer's credit, the District may require a deposit deemed reasonabie by the
District. These deposits are held by the District and used to pay off any balances owed by the
customer to the District upon the closure of the customer’s account with the District.

Compensated Absences

Accumulated vacation benefits and sick leave are recorded as liabilities on the books of the
District. The District's policy is to record amounts as operating expenses in the period
vacation or sick leave is taken. The dollar vaiue of such accumulations as of June 30, 2014
and 2013, was $97,089 and $92,761, respectively.

Restricted Assets

Certain assets of the District are restricted for use by debt covenant and, accordingly, are
shown as restricted assets on the accompanying statement of net assets. The District uses
restricted resources, prior to using unrestricted resources, to pay expenditures meeting the
criteria imposed on the use of the restricted resources by a third party.

Water Sales

Water sales are billed on a monthly cyclical basis. Estimated unbilled water revenue through
June 30 has been accrued at year-end.

Property Tax

Secured property taxes attach as an enforceable lien on property as of March 1 and are levied
on July 1 of each year. Taxes are payable in two installments on November 15 and March 15.
Unsecured property taxes are payable in one installment on or before August 31. Property
taxes are billed and collected for the District by Los Angeles County. The District does not
receive any property tax revenues directly; however, delinquent special assessments are
turned over to the County for collection with regular delinquent property tax assessments,

Capital Contributions

Capital contributions represent cash and capital asset additions contributed to the District by
property owners, granting agencies or real estate developers desiring services that require
expenditures or capacity commitment.
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — oonﬂnued
5. Financial Statement Amounts — continued

0. Budgets and Budgetary Accounting

The District follows these procedures in establishing the budgetary data reflected in the
financial statements.

i.  Prior to June 30, the District Manager submits to the Board of Directors a proposed
operating and oapltal budget for the fiscal year commencing the following July 1. The
budget includes proposed expenditures and the means of financing them.

fi. Public hearings are conducted for comments.
fii. Priorto September 1, the budget is legally enacted.

iv. Formal budgetary integration is employed as a management control device during the
year for the Proprietary Funds.

v. Budgeted amounts are as originally adopted, or as amended. Individual amendments
were not materfal in relation to the original appropriations which were amended.

p. Net Assets

The financial statements utilize a net asset presentation. Net assets are categorized as
investment in fixed assets (net of related debt), restricted and unrestricted as follows:

* Net Investment in Capital Assets — This component of net assets consists of capital
assets, net of accumulated depreciation and reduced by any outstandlng debt against the
acqmsmon construction or improvement of those assets.

* Restricted Net Assets — This component of net assets consists of constraints placed on
net assets use through external constraints imposed by creditors, contributors, or laws or
regulations of other governments or constraints imposed by law through constitutional
provisions or enabling legislation.

¢ Unrestricted Net Assets — This component of net assets consists of net assets that do not
meet the definition of restricted or net investment in capital assets.
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE B — CASH AND INVESTMENTS

Cash and investments as of June 30, are classified in the accompanying financial statements at fair
value as follows:

2014 2013
Cash and cash equivalents $ 6,016,412 $ 3,675,275
Investments 7,354,434 9,653,239
Restricted — cash and investments 4,010,681 6,906,318

Total Cash and Investments $ 17,381,527 $ 20,234,832

Cash and investments as of June 30, consisted of the following:

2014 2013

Cash on hand 400 $ 400
Deposits with financial institutions 1,251,462 1,286,976
Money Market funds 4,764,550 2,387,899

Total Cash and Equivalents 6,016,412 3,675,275
External Investment Pool 788,929 3,783,922
Certificates of Deposit 4,158,994 5,367,236
Money Market funds 4,010,681 6,906,318
Corporate bonds 527,551 502,081
US Agency securities 1,878,960 -0-

Total Cash and Investments $ 17,381,527 $ 20,234 832

Investments Authorized by the Entity's Investment Policy

The table below identifies the investment types that are authorized by the District in accordance with
the California Government Code (or the District's investment policy, where more restrictive). The
table also identifies certain provision of the California Government Code (or the District's investment
policy where more restrictive) that address interest rate risk, credit risk, and concentration of credit
risk. This table does not address investment of debt proceeds held by bond trustees that are
governed by the provision of debt agreements of the District, rather than the general provisions of the
California Government Code or the District's investment policy.

Maximum
Maximum  Investment
Maximum  Percentage in One
Authorized Investment Type Maturity of Portfolio [ssuer
US Treasury Bills, Notes and Bonds 5 Years None None
Government Agency Securities 5 Years None None
Bankers Acceptances 180 Days 30% 5%
Medium Term Notes and Deposit Notes 5 Years 30% 5%
Commercial Paper 270 Days 10% 5%
Certificates of Deposit 5 Years 30% 10%
Repurchase Agreements 30 Days 10% None
CA State Local Agency Investment Fund N/A None N/A
Los Angeles County Investment Pool N/A 20% N/A
Money Market Mutual Funds N/A 50% None
Registered State Warrants, Notes or Bonds 5 Years 20% 10%
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE B — CASH AND INVESTMENTS - continued

Investments Authorized by Debt Agreements

Investment of debt proceeds held by bond trustee is governed by provisions of the debt agreement
rather than the general provisions of the California Government Code or the District's investment
policy. The table below identifies the investment types that are authorized for investment held by bond
trustee. The table also identifies certain provisions of these debt agreements that address interest
rate risk, credit risk, and concentration of credit risk.

Maximum
Maximum  Investment

Maximum  Percentage in One

Authorized Investment Type Maturity of Portfolio Issuer

US Treasury Bills, Notes and Bonds 5 Years None None
Government Agency Securities 5 Years None None
Bankers Acceptances 180 Days 40% None
State or municipality bonds or notes 5 Years None None
Commercial Paper 270 Days 40% None
Certificates of Deposit 5 Years 30% None
Repurchase Agreements 30 Days None None
CA State Local Agency Investment Fund N/A None None
Los Angeles County Investment Pool N/A None None
Money Market Mutual Funds N/A 20% None

Custodial Credit Risk

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 California Government Code and the
District's investment policy do not contain legal or policy requirements that would limit the exposure to
custodial credit risk for deposits, other than the following provision for deposits: The California
Government Code requires that a financial institution secure deposits made by state or local
governmental units by pledging securities in an undivided collateral pool held by a depository
regulated under state law (unless so waived by the governmental unit). The market value of the
pledged securities in the collateral pool must equal at least 110% of the total amount deposited by the
public agencies. California law also allows financial institutions to secure District deposits by pledging
first trust deed mortgage notes having a value of 150% of the secured public deposits. The District
may waive collateral requirements for deposits that are fully insured up to $250,000 by the Federal
Deposit Insurance Corporation (FDIC). As of June 30, 2014 and 2013, none of the District's deposits
with financial institutions were in excess of federal depository insurance limits.

The custodial credit risk for investments is the risk that, in the event of the failure of the counterparty
(e.g., broker-dealer) to a transaction, a government will not be able to recover the value of its
investment or collateral securities that are in the possession of another party. The California
Government Code and the District's investment policy do not contain legal or policy requirements that
would limit the exposure to custodial credit risk for investments. With respect to investments,
custodial credit risk generally applies only to direct investments in marketable securities, Custodial
credit risk does not apply to a local government's indirect investment in securities through the use of
mutual funds or government investment pools.
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE B — CASH AND INVESTMENTS - continued

Investments in Local Agency [nvestment Fund (LAIF)

The District is a voluntary participant in the Local Agency Investment Fund that is regulated by the
California Government Code under the oversight of the Treasurer of the State of California. The fair
value of the District's investment in this pool is reported in the accompanying financial statements at
amounts based upon the District's pro-rata share of the fair value provided by LAIF for the entire LAIF
portfolio (in relation to the amortized cost of that portfolio). The balance available for withdrawal is
based on the accounting records maintained by LAIF, which are recorded on an amortized cost basis.
LAIF invests some of its portfolio in derivatives. Detailed information on derivative investments held
by this pool is not readily available.

Disclosures Relating to Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of
an investment. Generally, the longer the maturity of an investment, the greater is the sensitivity of its
fair value to changes in market interest rates. The District manages interest rate risk by mandating a
maximum maturity for single investments of five years, and a maximum average maturity of the
portfolio of three years.

As of June 30, 2014, the District had the following investments and maturities:

Invest Maturities in Years

Fair Value Less Than 1 1-5
Investment Type:

Local Agency Investment Fund 3 788,929 N/A N/A
Corporate Bonds 527,551 -0- 527,551
US Agency Securities 1,878,960 -0- 1,878,960
Certificates of Deposit 4,158,994 -0- . 4,158,994

Held by Bond Trustee
Money Market Deposits 4,010,681 N/A N/A
Total $ 11,365,115 § -0- § 6,565,505

As of June 30, 2013, the District had the following investments and maturities:

Invest Maturities in Years

Fair Value Less Than 1 1-5
Investment Type:

Local Agency Investment Fund $ 3,783,922 N/A N/A
Corporate Bonds 502,081 502,081 -0-
Certificates of Deposit 5,367,236 2,212,405 3,154,831

Held by Bond Trustee
Money Market Deposits 6,906,318 N/A N/A
Total $ 16,559,557 § 2714486 $ 3,154,831
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE B — CASH AND INVESTMENTS — continued

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder
of the investment. This is measured by the assignment of a rating by a nationally recognized
statistical rating organization. Presented below is the minimum rating required by (where applicable)
the California Government Code, the District's investment policy, or debt agreements, and the actual
rating as of year end for each investment type.

Credit ratings as of June 30, 2014, were as follows:

Minimum  Exempt Rating as of Year End
Legal From At least an Not
Total Rating Disclosure A Rated
Investment Type:
External Investment Pool (LAIF)$ 788,929 N/A $ -0- % -0- $ 788,929
Corporate bonds 527,551 A -0- 527,551 -0-
US Agency securities 1,878,960 N/A -0- -0- 1,878,960
Certificates of Deposit 4,158,994 N/A -0- -0- 4,158,994
Held by bond trustee:
Money Market Funds 4,010,681 N/A 4,010,681 -0- -0-
Total $ 11365445 $ 4,010,681 $ 527,551 $ 6,826,883
Credit ratings as of June 30, 2013, were as follows:
Minimum Exempt Rating as of Year End
Legal From Atleast an Not
Total Rating Disclosure A Rated
Investment Type:
External Investment Pool (LAIF)$ 3,783,922 N/A § -0- % -0- § 3,783,922
Corporate bonds 502,081 A -0- 502,081 -0-
Certificates of Deposit 5,367,236 N/A -0- ’ -0- 5,367,236
Held by bond trustee:
Money Market Funds 6,906,318 N/A 6.906.318 -0- -0-
Total $ 16,559,657 $ 6,906,318 $ 502,081 §$ 9,151,158

Concentrations of Credit Risk

The investment policy of the District contains no limitation on the amount that can be invested in any
one issuer beyond that stipulated by the California Government Code. No investments in any one
issuer represented 5% or more of total investments by the reporting unit, therefore no amounts are
required to be disclosed.
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE C - PREPAID EXPENSES

At June 30, the District had paid for expenses for which it expects to receive a benefit in a future
period. Prepaid expenses consist of the following: -

2014 2013
Prepaid insurance $ 38,127 $ 36,998
Prepaid software costs 4,643 4,422
Miscellaneous prepaid expenses : 4,392 4,723
Prepaid Expenses $ 47,162 8 46,143

NOTE D — BANKED WATER INVENTORY

On December 10, 2010 and March 12, 2013, the District entered into an agreement with Antelope
Valley East Kern Water Agency (AVEK) to purchase 1,150 and 2,400 acre feet of water, respectively,
for storage in AVEK's water banking facility. Under this agreement, the District expects to be able to
purchase water at current market rates and withdraw water from the facility during dry years at a cost
substantially. below market rates. Banked water inventory at June 30, 2014 and 2013 totaled
$760,800 and $760,800, respectively. :
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE E - CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2014 is shown below:

Balance Balance
July 1, 2013 Additions Deletions June 30, 2014
Non-depreciable assets:
Land and land rights $ 691,746 § -0- % -0- § 691,746
Construction in progress 1,198,258 2,859,071 (1,354,302) 2,703,027
Total non-depreciable
assets 1,890,004 2,859,071 (1.354,302) 3,394,773
Depreciable assets:
Distribution system 11,014,025 189,661 -0 11,203,686
General plant 1,099,487 1,713,093 (47,065) 2,765,515
Pumping plant and equipment 1,037,077 37,187 -0- 1,074,264
Wells and improvements 5,550,634 46,607 -0- 5,697,241
Reservoirs and tanks 3,132,032 -0~ -0- 3,132,032
Buildings and structures 237,825 -0- -0- 237,825
Office furniture and equipment 169,215 168,146 -0- 337,361
Tools and equipment 374,263 4,394 -0- 378,657
Vehicles 809,359 140,855 (21.319) 928,895
Total depreciable assets 23,423,917 2,299,943 (68,384) 25,655,476
Accumulated depreciation:
Distribution system (3,219,908) (197,543) -0- (3,417,451)
General plant (240,863) (65,808) 23,139 (283,532)
Pumping plant and
Equipment (271,719) (23,870) -0- (295,589)
Wells and improvements (2,052,574) (176,014) -0- (2,228,588)
Reservoirs and tanks (1,341,254) (54,209) -0- (1,395,463)
Buildings and structures (1568,017) (6,473) -0- (164,490)
Office furniture and equipment (138,897) (42,173) -0- (181,070)
Tools and equipment (337,841) (11,666) -0- (349,507)
Vehicles (755.911) (21,700) 21,319 (756,292)
Total accumulated
depreciation (8,516,984) (599,456) 44,458 (9,071,982)
Total depreciable assets,
net 14,906,933 3 1700487 §$ (23,926) 16,683,494
Total capital assets, net § 16,796,937 $§ 19978267

Major depreciable capital asset additions during fiscal year 2014 include distribution system additions,
new meter and hydrant installations, new vehicles, and computers and other office equipment. Major
depreciable capital asset deletions during fiscal year 2014 include water meters and vehicles.
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QUARTZ HILL WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS

June 30, 2014 and 2013

NOTE E - CAPITAL ASSETS-continued

Capital asset activity for the year ended June 30, 2013 is shown below:

Non-depreciable assets:
Land and land rights $
Construction in progress

Total non-depreciable
assets

Depreciable assets:

' Distribution system
General plant
Pumping plant and equipment
Wells and improvements
Reservoirs and tanks
Buildings and structures
Office furniture and equipment
Tools and equipment
Vehicles

Total depreciable assets

Accumulated depreciation:
Distribution system
General plant
Pumping plant and

Equipment
Wells and improvements
Reservoirs and tanks
Buildings and structures
Office furniture and equipment
Tools and equipment
Vehicles

Total accumulated
depreciation

Total depreciable assets,
net

Total capital assets, net § 16,060,381

Balance Balance
July 1, 2012 Additions Deletions June 30, 2013

746,746 $ 62,000 $ (117,000) $ 691,746
883,611 817,816 (603,169) 1,198,258
1,630,357 879,816 (620,169) 1,890,004
10,750,789 263,236 -0- 11,014,025
1,140,411 369,471 (410,395) 1,099,487
977,033 60,044 -0- 1,037,077
5,033,727 516,907 -0- 5,550,634
3,132,032 -0- -0- 3,132,032
237,825 -0- -0- 237,825
156,397 16,339 (3,521) 169,215
356,189 23,450 (5,376) 374,263
833,432 -0- (24,073) 809,359
22.617.835 1,249,447 (443,365) 23,423,917
(3,030,419) (184,391) -0- (3,214,810)
(399,887) (50,296) 204,222 (245,961)
(250,279) (21,440) -0- (271,719)
(1,873,695) (178,879) -0- (2,052,574)
(1,285,370) (55,884) -0- (1,341,254)
(151,544) (6,473) -0- (158,017)
(118,264) (23,994) 3,361 (138,897)
(325,394) (17,823) 5,376 (337,841)
(752,959) (27.,025) 24,073 (755.911)
(8,187.811) (566,205) 237,032 (8,516,984)
14,430,024 § 683242 % (206,333) 14,906,933
$ 16796937

Major depreciable capital asset additions during fiscal year 2013 include meters, pumping equipment,
water systems, and the AVEK turnout. Major depreciable capital asset deletions during fiscal year
2013 include meters, and miscellaneous vehicles and trailers.
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE E — CAPITAL ASSETS - continued

Construction-In-Process

The District has been involved in various construction projects throughout the year. The balances of
the various construction projects that comprise the construction in-process balance at June 30, are as

follows:
2014 2013

Administrative building and warehouse $ 1,116,358 $ 448,536
Solar project 496,719 703,212
Water storage tank 1,036,048 19,895
Inter-tie with White Fence Farms -0- 17,165
Tank at 75" Street 53,902 9,450

" Construction in process 3 2703027 § 1,198,258

NOTE F — LONG-TERM DEBT

On April 6, 2011, the Quartz Hill Water District issued $8,400,000 in Series 2011 Revenue Certificates
of Deposit. These bonds were issued to fund the construction of certain capital improvements in the
District including two new reservoirs, three additional well sites, a new administrative and warehouse
facility, and to purchase shares in a water banking facility. The 2011 COPs were issued with interest
rates ranging from 3.00% to 5.75% with lengths to maturity ranging from seven months to thirty years.
At June 30, 2011, the principal balance outstanding of the 2011 COPs was $8,400,000.

Long-term obligations include debt and other long-term liabilities.
Changes in long-term obligations for the period ended June 30, 2014 are as follows:

Amounts
Beginning Ending Due Within
Balance Increases Decreases Balance One Year
2011 COPs $8175000 $ -0- § (135000) $8.040,000 $ 140,000
Changes in long-term obligations for the period ended June 30, 2013 are as follows:
Amounts
Beginning Ending Due Within
Balance Increases Decreases Balance One Year
2011 COPs $8,305,000 -0- $ (130,000) $8,175,000 $ 135000
The annual requirements to amortize the 2011 COPs, outstanding as of June 30, 2014, are as follows:
Year Ending June 30, Principal Interest Total
2015 $ 140,000 $ 425500 $ 565,500
2016 145,000 421,225 566,225
2017 150,000 416,425 566,425
2018 155,000 410,700 565,700
2019 160,000 404,400 564,400
2020-2024 915,000 1,905,663 2,820,663
2025-2029 1,185,000 1,639,338 2,824,338
2030-2034 1,665,000 1,263,100 2,828,100
2035-2039 2,065,000 756,038 2,821,038
2040-2042 1,560,000 138,000 1,698,000
Totals 3 8,040,000 $ 7,780,389 3 15,820,389
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE G — DEFINED BENEFIT PENSION PLAN

Plan Description

The District contributes to the California Public Employees Retirement System (CalPERS), an agent
multiple-employer public employee defined benefit pension plan. CalPERS provides retirement and
disability benefits, annual cost-of-living adjustments, and death benefits to plan members and
beneficiaries. CalPERS acts as a common investment and administrative agent for participating
public agencies within the State of California. Benefit provisions and all other requirements are
established by State statute and local ordinance. Copies of CalPERS's annual financial report may be
obtained from their Executive Office, 400 P Street, Sacramento, California 95814.

Funding Policy

Participants are required to contribute 7% of their annual covered salary. The District makes the
contributions required of District employees on their behalf. In addition, as a participant in the
CalPERS 2% at 55 Risk Pool Retirement Plan, the District is required to contribute an additional
actuarially determined amount, or 11.234% and 11.063%, respectively, of the District's annual
covered salaries for the years ended June 30, 2014 and 2013. The contribution requirements of plan

members and the District are established, and may be amended, by CalPERS.

Annual Required Contribution

The following is @ summary of the actuarial assumptions and methods:

Valuation Date

Actuarial Cost Method

Amortization Method

Average Remaining Period

Asset Valuation Method

Actuarial Assumptions
Investment Rate of Return
Projected Salary Increases

Inflation

Payroll Growth
Individual Salary Growth

Five-Year Trend Information

June 30, 2012

Entry Age Normal Cost method
Level Percent of Payroll

19 years as of the Valuation Date
15 year Smoothed Market

7.50% (net of administrative expenses)

3.30% to 14.20% depending on age, service and
type of employment

2.75%

3.00%

A merit scale varying by duration of employment
coupled with an assumed annual inflation growth
of 2.756% and an annual production growth of
0.25%

Annual Percentage Net
Fiscal Year Pension of APC Pension
Ending Cost (APC) Contribution Obligation

June 30, 2010 74,895 100% -0-
June 30, 2011 75,266 100% -0-
June 30, 2012 86,960 100% -0-
June 30, 2013 84,933 100% -0-
June 30, 2014 81,150 100% -0-

See Independent Auditor's Report.
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE G - DEFINED BENEFIT PENSION PLAN — continued

Required Supplementary Information

Schedule of Funding Progress for Retirement Plan

Actuarial Value of Funded Annual Covered ULasa %
Valuation Accrued Liability Asset Unfunded Liability Ratio Payroll of Payroll
Date (a) (b) (a)—(b) (a)/(b) {c) [(@)-(b)Y(c)
6/30/2006  $2,754,396,608 $2,492,226,176 $ 262,170,432 90.5% $ 699,897,835 37.5%
6/30/2007  $2,611,746,790 $2,391,434,447 $ 220,312,343 91.6% $ 665,522,859 33.1%
6/30/2008  $2,780,280,768 $2,547,323,278 $ 232,957,490 91.6% $ 688,606,681 33.8%
6/30/2009  $3,104,798,222 $2,758,511,101 $ 346,287,121 88.9% $§ 742,981,488 46.6%
6/30/2010  $3,309,064,934 $2,946,408,106 $ 362,656,828 88.0% $ 748,401,352 48.5%
6/30/2011  $3,619,835,876 $3,203,214,899 $ 416,620,977 88.5% $§ 759,263,518 54.9%
6/30/2012  $4,175,139,166 $3,686,598,343 $ 488,540,823 88.3% $ 757,045,663 64.5%
6/30/2013  Not Available

NOTE H - DEFERRED COMPENSATION PLAN

All employees who meet the eligibility requirements may participate in a “qualified deferred
compensation plan.” This plan is qualified under the Internal Revenue Code of 1986 Section 457, and
is administered by the District. Participants in this plan may elect to defer a portion of their annual
compensation as provided for by the plan document and Code Section 457. The District makes no
employer contribution on behalf of the employee participant.

While the Employer/District is considered the owner of the plan assets, these assets are held in trust
and the District has no rights of acquisition. All funds are held for the benefit of, and must be
distributed to, plan participants.

NOTE I - OTHER POST EMPLOYMENT BENEFITS

Plan Description

The District administers a single-employer defined benefit other post employment healthcare plan
providing health plan coverage to eligible retired employees. The District offers retirees coverage
through the Association of California Water Agencies Joint Powers Insurance Authority (ACWA JPIA).
Employees become eligible to retire and receive healthcare benefits with one (1) year of service to the
District. The District pays 100% of the retiree’s premium only. Benefits are available for the life of the
retiree.

Funding Policy
The District's Board of Trustees will not be funding the plan in the current year. The Board will review
the funding requirements and policy annualily.

Annual OPEB Cost and Net OPEB Obligation

The District's annual other post employment benefit (OPEB) cost (expense) is calculated based on the
annual required 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 costs each year and to
amortize any unfunded actuarial liabilities (or funding excess) over the remaining period of thirty (30)

years.
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE | - OTHER POST EMPLOYMENT BENEFITS — continued
Annual OPEB Cost and Net OPEB Obligation — continued

The following table shows the components of the District's annual OPEB cost for the year, the amount
actually contributed to the plan, and changes in its net OPEB obligation to the Retiree Health Plan:

2014 2013
Annual required contribution 3 221,546 $ 216,100
Interest on net OPEB obligation 16,820 16,022
Adjustment to annual required contribution (20,765) -0-
Annual OPEB cost (expense) 217,600 232,122
Contributions made 33,984 26,573
Increase in net OPEB obligation 183,616 205,549
Net OPEB obligation - beginning of year 560,662 355,113
Net OPEB obligation - end of year $ 744278 $ 560,662

The District's annual OPEB cost, the percentage of annual OPEB cost contributed to the plan and the
net OPEB obligation for the current fiscal year are as follows:

Percentage of

Annual Annual OPEB
Fiscal Year OPEB Cost Net OPEB
Ended Cost Contributed Obligation
June 30, 2012 $ 216,100 18% $ 355,113
June 30, 2013 $ 232,122 1% $ 560,662
June 30, 2014 $ 216,100 15% $ 744,278

Fundiﬁq Status and Funding Progress

As of July 1, 2013, the actuarial accrued liability (AAL) for benefits was $1,807,910, all of which is
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 actuarial accrued liabilities for benefits.

Methods and Assumptions

Projections of benefits for financial reporting purposes are based on the substantive plan (the plan as
understood 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
members 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 prospective of the calculations,

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 60, or at the first subsequent year in which
the member would qualify for benefits.

See Independent Auditor's Report. 35
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE I - OTHER POST EMPLOYMENT BENEFITS — continued
Methods and Assumptions — continued

Mortality — Life expectancies at the calculation date are 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 non-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 35(c) of GASB Statement No. 45.

Healthcare cost trend rate — Healthcare cost trend rates were selected based on a combination of
national and state trend surveys as well as professional judgment. The ultimate trend rate was 4.0%.

Health insurance premiums — 2013-14 health insurance premiums for retirees 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 retirement.

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

Payroll increase ~ Changes in the payroll for current employees are expected to increase at a rate of
approximately 3.0% annually,

Discount rate — The calculation uses an annual discount rate of 3%. This is based on the assumed
long-term 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 percentage of projected payroll on a closed basis. The
remaining amortization period at July 1, 2013 was twenty-nine (27) years.

Plan for Funding

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 postemployment benefits
out of interest earned on designated funds.

Required Supplementary Information: Schedule of Funding Progress

Actuarial Value of Funded Annual Covered ULasa %

Valuation Accrued Liability Asset Unfunded Liability Ratio Payroll of Payroli

Date (a) (b) (@) —(b) (a)/(b) (© [(a)-(0)]/(c)
7/1/2010 § 1,793,527 3 -0- $ 1,793,527 -0-% $ 828,843 216.4%
7M1/2013 - § 1,807,910 $ -0- $ 1,807,910 -0-% $ 950,000 190.3%

7/172012 Not Available
NOTE J — JOINT VENTURES

The District participates in the property and liability program organized by the Association of California
Water Agencies/Joint Powers Insurance Authority (ACWA/JPIA). ACWA/JPIA is a Joint Powers
Authority created to provide a self-insurance program to water agencies in the State of California. The
ACWA/JPIA is not a component unit of the District for financial reporting purposes as explained

below.
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June 30, 2014 and 2013

NOTE J — JOINT VENTURES - continued

ACWAJJPIA provides liability, property and workers' compensation insurance for approximately 292
water agencies for losses in excess of the member districts’ specified self-insurance retention levels.
Individual claims (and aggregate public liability and property claims) in excess of specified levels are
covered by excess insurance policies purchased from commercial carriers. ACWA/JPIA is governed
by a separate board comprised of members from participating districts. The board controls the
operation of ACWA/JPIA, including selection of management and approval of operating budgets,
independent of any influence by the members beyond their representation on the board. Each
member shares surpluses and deficiencies proportionately to its participation in ACWA/JPIA. Based
on financial information at September 30, 2013 ACWA/JPIA had total assets, liabilities and fund
balance of $194,823,604, $100,307,836, and $94,515,768, respectively. Based on financial
information at September 30, 2012 ACWA/JPIA had total assets, liabilities and fund balance of
$188,033,750, $100,670,416, and $87,363,334, respectively.

NOTE K- CONTRIBUTED CAPITAL

CFD No. 1

The Community Facilities District No. 1 of the Quartz Hill Water District (CFD No. 1, the CFD) was
formed under the Mello-Roos Community Facilities Act of 1982 as amended to provide water service
to the unimproved portion of Portal Heights in anticipation of future residential development and
expiration of the Joint Powers Agreement. The boundaries of CFD No. 1 encompass approximately
904 acres and form two non-contiguous areas of approximately 874 acres and 30 acres each. CFD
No. 1, when formed, was subdivided into 47 parcels. Currently it is made up of 694 parcels covering
904 acres in the Antelope Valley. Approximately 91% of the available parcels have been developed
for housing. Most of the land has now been annexed to either the City of Palmdale (approximately
211 acres) or the city of Lancaster (approximately 690 acres). The land is zoned for housing.

CFD No. 1 derives its revenue from a special tax which is levied upon property within the CFD, and
the tax revenue will be used to pay debt service bonds issued by the CFD. Net proceeds of the bond
issue were, and will be, used to construct facilities for the District.

CFD No. 1 Special Assessments

The District is not directly liable for CFD No. 1 debt. Therefore, these bonds are not reflected on the
financial statements of the District. All bond proceeds from CFD No. 1 which were available for
construction costs have been recorded as contributed capital. This accounting is in accordance with
Governmental Accounting Standards Board (GASB) Statement 6.

NOTE L - EXCESS OF EXPENDITURES OVER APPROPRIATIONS

As of June 30, 2014, expenditures exceeded the revised budget estimates in individual funds as

follows:
Excess

Expenditures

Operating Expenses

Pumping plant $ 93,254

Customer accounts $ 8,454

Administrative and general $ 188,433

Depreciation $ 27,112
Non-Operating Expenses

Legal settlement $ 6,000

Loss on disposal of fixed assets $ 70,335
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QUARTZ HILL WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS
June 30, 2014 and 2013

NOTE M - PRIOR PERIOD ADJUSTMENT

[n March of 2012 the Government Accounting Standards Board (GASB) issued Statement No. 65,
ltems Previously Reported as Assets and Liabilities. Under this standard, which is effective for
periods beginning after December 15, 2012, certain items previously reported as assets or liabjlities
were to be reported deferred outflows or inflows of resources only in certain limited circumstances.
Under this standard bond issuance costs are to be expensed when incurred. Consistent with this
standard the District made certain adjustments to beginning net assets for the year ended June 30,
2013 to expense all remaining bond issuance costs as follows:

Net Assets — Beginning of Year, Before Adjustment $ 28,950,059
Prior Period Adjustment ' _ (295.236)
Net Assets — End of Year, After Adjustment $ 2§,§§ 4,823

See [ndependent Auditor's Report. 38
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QUARTZ HILL WATER DISTRICT
BOARD OF TRUSTEES
June 30, 2014

The members of the Board of Trustees of the Quartz Hill Water District holding office during the audit

period were as follows:

MEMBER OFFICE TERM EXPIRES

Allen Flick President November 2017
James D. Powell, DDS Vice President November 2017
K. Mike Scott Director November 2015
Peggy Powell Director November 2017
Christ Gross Director November 2015

APPOINTED OFFICIALS
Chad Reed, General Manager

Debi Pizzo, Secretary
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QUARTZ HILL WATER DISTRICT

COMPARISON STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

BUDGET TO ACTUAL
For the Year Ended June 30, 2014

OVER (UNDER)

BUDGET ACTUAL BUDGET
OPERATING REVENUES
WATER SALES
Water consumption sales $ 2,343,501 $ 2,675,325 $ 331,824
Monthly water service charges 1,692,216 1,828,854 136,638
Other service charges 447,781 141,917 (305,864)
Total Operating Revenues 4,483,498 4,646,096 162,598
OPERATING EXPENSES
Water purchases 1,443,700 1,292,252 (151,448)
Pumping plant 445,120 538,374 93,254
Transmission and distribution 763,119 677,174 (75,945)
Customer accounts 439,193 447,647 8,454
Administrative and general 819,130 1,007,563 188,433
Depreciation 572,344 599,456 27,112
Total Operating Expenses 4,472,606 4,562 466 89,860
Net Operating Income (Loss) 10,892 83,630 72,738
NON-OPERATING REVENUES
Property taxes 330,000 328,010 (1,990)
Investment income 182,500 61,832 (120,668)
Investment gain (loss) -0- 19,220 19,220
Legal settlement -0- (6,000) (6,000)
Loss on disposal of fixed assets 28,116 (42,219) (70,335)
Interest and financing costs (457,619) (428,258) 29,361
Capacity charges 60,000 19,612 (40,388)
Rental income 68,000 64,138 (3,862)
Total Non-Operating Revenues 210,997 16,335 (194,662)
Net Revenues in Excess of Expenses $ 221 ,889 $ 389,965 $ (121,924)
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COBB, DOERFLER & ASSOCIATES, CPA
A PROFESSIONAL CORPORATION
1039 WEST AVENUE J
LANCASTER, CALIFORNIA 93534

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

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

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the Quartz Hill Water
District (the “District) as of and for the year ended June 30, 2014, which comprise the District's basic
financial statements and have issued our report thereon dated December 17, 2014,

Internal Control Over Financial Reporting

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

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

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

Compliance and Other Matters

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

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the organization’s
internal control or on compliance, This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the organization’s internal control and compliance.
Accordingly, this communication is not suitable for any other purpose.

fpﬁ{.{ ﬁoo}(&/p;f@m@%

COBB, DOERFLER & ASSOCIATES, CPA
December 17, 2014
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QUARTZ HILL WATER DISTRICT
SCHEDULE OF FINDINGS AND RESPONSES
For the Year Ended June 30, 2014

SECTION | - SUMMARY OF AUDITOR'S RESULTS

1) Einancial Statements — The auditor's report expresses an unqualified opinion on the financial
statements of the Quartz Hill Water District.

2) Internal Control Over Financial Reporting — No material weaknesses were disclosed during the
audit of the financial statements.

3) Noncompliance Material to Financial Statements ~ No instances of noncompliance material to the
financial statements of the Quartz Hill Water District were disclosed during the audit.

4) Federal Awards — Thefe was not an audit of major federal awards programs for the year ended
June 30, 2014, since the Quartz Hill Water District did not receive any Federal Funding in the
current fiscal period.

SECTION Il — INTERNAL CONTROL FINDINGS AND RESPONSES
No Material Weaknesses were noted during the audit of the financial statements.



