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INDEPENDENT AUDITORS’ REPORT

The Board of Directors of
Mojave Water Agency

We have audited the accompanying statement of net assets of Mojave Water Agency, as of June 30, 2006
and 20035, and the related statements of revenues, expenses and changes in net assets and cash flows for
the years then ended. These financial statements are the responsibility of the Agency’s management. Our
responsibility is to express an opinion 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 State Controller’s Minimum Audit Requirement for California Special Districts. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statements presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Mojave Water Agency, as of June 30, 2006 and 2005, and the results of its
operations, changes in net assets and its cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America, as well as accounting systems
prescribed by the State Controller’s Office and state regulations governing special districts.

In accordance with Government Auditing Standards issued by the Comptroller General of the United
States, we have also issued our report dated December 15, 2006 on our consideration of Mojave Water
Agency’s internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts and grants. That report is an integral part of an audit performed
in accordance with Government Auditing Standards and should be read in conjunction with this report in
considering the results of our audit.

Our audit was performed for the purpose of forming an opinion on the financial statements of Mojave
Water Agency taken as a whole. The accompanying information listed as additional information in the
table of contents is presented for purposes of additional analysis and is not a required part of the financial
statements. The accompanying schedule of expenditures of federal rewards is also presented for purposes
of additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations, and is not a required part of the financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the financial
statements taken as a whole.
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The Board of Directors of
Mojave Water Agency

The information identified in the accompanying Management’s Discussion and Analysis is not a required
part of the financial statements but is supplementary information required by the Government Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the supplementary information.
However, we did not audit the information and express no opinion on it.

77/@441&4)8 ,3/44&7/ LLF,

Messner & Hadley, LLP
Certified Public Accountants

December 15, 2006
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MOJAVE WATER AGENCY

(A Special District)

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2006 and 2005

THE AGENCY

The Mojave Water Agency was organized July 21, 1960 by an act of the legislature of the State of
California known as the Mojave Water Agency Act. This Act commissioned the Agency “to do any and
every act necessary to be done so that sufficient water may be available for any present or future
beneficial use of the lands and inhabitants of the Agency”.

During the year ending June 30, 2002, the Agency adopted a strategic plan, The Agency as an Enterprise,
to map a course for the Agency to fulfill its commission. Embedded in this strategic plan is an accounting
system, Activity Based Costing, designed to manage the financial sources and uses for the Agency’s
current and future projects.

THE BASIC FINANCIAL STATEMENTS

Mojave Water Agency is a special purpose government (special district) engaged only in activities that
support themselves through user charges and tax levies. Accordingly, the accompanying financial
statements are presented in the format prescribed for proprietary funds by the Governmental Accounting
Standards Board. As a proprietary fund, the Agency uses the full accrual basis of accounting. Proprietary
fund statements offer short-term and long-term financial information about the activities that operate like
a business.

The financial statements also include notes that explain some of the information in the financial
statements and provide more detailed data. The notes are located immediately after the basic financial
statements.

The basic financial statements are made up of the statement of net assets, statement of revenues,
expenses, and changes in net assets, and the statement of cash flows. Each statement is described in detail
below.

The statement of net assets presents information on the Agency’s assets and liabilities. Assets reflect
what is owned and liabilities reflect what is owed. The difference between assets and liabilities is
reported as net assets. The change in net assets is one way to measure the Agency’s financial health.
Increases and decreases are indicators of whether its financial health is improving or deteriorating,
respectively.

The statement of revenues, expenses and changes in net assets describes the results of the Agency’s
financial activities during the years reported. It shows the change in net assets by comparing operating
and non-operating revenues with operating and non-operating expenses. Operating revenues and
expenses relate to the principal business activity of the Agency. All other revenues and expenses are
classified as non-operating.

The statement of cash flows describes to the financial statement users how the Agency managed its cash
during the year. It tells the user from what sources the Agency received cash and for what purposes cash
was used. The statement converts operating income (or loss) from the statement of revenues, expenses
and changes in net assets into actual cash provided by and used in operations. Additionally, the statement
of cash flows details how the Agency obtains and spends cash for investing financing activities.



MOJAVE WATER AGENCY

(A Special District)

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2006 and 2005

SUMMARY FINANCIAL INFORMATION ANALYSIS

ASSETS
As illustrated in the following table, the June 30, 2006 fiscal year ended with an increase in total assets of
$19.5 million.

FINANCIAL STATEMENT SUMMARY (in millions)
June 30, 2006 June 30, 2005

Total assets 292.6 280.5
Total liabilities 63.2 70.6

—209.9

Net assets

—229.4
Operating revenues 9.1 4.9
Operating expenses (20.8) (14.6)
Non-operating revenues 30.4 22.8
Non-operating expenses 3.6) 4.0y
Property contributions 4.3 1.9
Extraordinary item 0.1

—19.5

E

Change in net assets

Most of the increase in total assets comes from a $8.2 million increase in capital assets. The majority of
this increase comes from additions to the State Water Project ($4.4 million) for capitalized payments to
the Department of Water Resources and to transmission and distribution facilities ($4.3 million) for the
capitalization of completed portions of the Mojave River Pipeline.

The Agency’s water inventory increased $3.3 million due to the addition of 23,112 acre-feet of water in
the current year. The receivables increased also by $1.5 million, largely because of an increase in water
sales.

LIABILITIES

The Agency reported $7.4 million less in total liabilities at June 30, 2006 than at June 30, 2005. The
Agency reduced existing debt with $9.3 million in principal payments. (See discussion of long-term debt
below.)

OPERATING REVENUES AND EXPENSES

The Agency’s 2006 operating revenues were $4.2 million greater than in 2005 due largely to an increase
in water sales. In the year ended June 30, 2006, 23,248 acre-feet were sold at an average price of $259
per acre-foot. In the preceding year, 8,066 acre-feet were sold at an average price of $318 per acre-foot.

Operating expenses were $6.2 million higher than in 2005. The significant increase in operating expenses
is attributable to a $4.1 million increase in State Water Project costs and a $0.9 million increase in
Agency operating costs.



MOJAVE WATER AGENCY

(A Special District)

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2006 and 2005

SUMMARY FINANCIAL INFORMATION ANALYSIS, Continued

OPERATING REVENUE AND EXPENSES, Continued

The increase in Agency operating costs is broken down as follows: a $0.4 million increase in labor and
related costs, $0.2 million increase in water resource costs, and $0.3 million increase in administrative
and operations costs.

OPERATING LOSS
é ™\
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NON-OPERATING REVENUES AND EXPENSES

Non-operating revenues consist of property taxes, debt service support from the Morongo Basin Pipeline
participants, and investment income. This year’s revenues were 33.3% higher than last year. Non-
operating expenses, which include interest paid on the Agency’s debt and amortization of bond and loan
costs, are 8% lower than the same expenses for the year ending June 30, 2005. The large increase in 2006
non-operating revenues is because of property taxes increasing over the prior year due to an increase in
real estate sales and an increase in property values in the area.

NON-OPERATING INCOME
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MOJAVE WATER AGENCY

(A Special District)

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2006 and 2005

SUMMARY FINANCIAL INFORMATION ANALYSIS, Continued

CONTRIBUTIONS

This year’s grant revenue, identified as property contributions in the financial statements, represents
reimbursements from the Environmental Protection Agency (EPA) for a portion of the expenses incurred
by the Agency for the construction of the Mojave River pipeline project. The current year’s grant
contribution revenue is up from the prior year by $2.3 million.

Overall, the year ending June 30, 2006 brought an increase in net assets of $19.4 million dollars.

2006 2005
All revenues $ 43,888,990 $ 29,673,874
All expenses (24,460.404) (19,301,004)
Increase in net assets $ 19428586 $ 10372870

CATEGORIES OF NET ASSETS
The Agency is required to present its net assets in three categories: invested in capital assets, restricted,
and unrestricted.

NET ASSETS
~ ™
Unrestricted,
17,055,200
Restricted, :
20,371,586 " /
T e
\\\x Invested in
~.._ Capttal
Assets,
191,943,604
\, S

Invested in Capital Assets

At June 30, 2006, invested in capital assets included utility plant, net of accumulated depreciation, of
$242.7 million and construction in progress of $5.9 million. This amount is reduced by $65.1 million in
bonds, certificates of participation, and loans, net of discounts, refunding deferrals, unspent bond
proceeds, and current principal due totaling $8.4 million for a balance of $191.9 million.

Restricted

At June 30, 2006, the Agency had restricted net assets of $20.4 million, consisting of cash, receivables
and other current assets less related liabilities. Included in this amount are funds held for capital
improvements for the Morongo Basin pipeline project ($3.0 million), funds held for payment of costs
related to the State Water Project ($9.5 million), funds held according to debt restrictions ($6.3 million),
and funds held for the Watermaster ($1.6 million).

A B -



MOJAVE WATER AGENCY

(A Special District)

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2006 and 2005

SUMMARY FINANCIAL INFORMATION ANALYSIS, Continued

CATEGORIES OF NET ASSETS, Continued

Unrestricted

The Agency had unrestricted net assets of $17.1 million at June 30, 2006. Of that amount, $20.2 million
has been designated by the Board of Directors for reserve programs: Agency Working Reserve ($1.0
million); Reserve for Capital Improvement ($6.5 million); Reserve for In-ground Water Purchases ($9.7
million); and Reserve for Operational Water Purchases ($3.0 million).

CAPITAL ASSETS

Existing Capital Assets

As noted earlier, capital assets (not including construction in progress) increased to a total of $242.9
million. In addition to the increases in the State Water Project, the Mojave River pipeline project, and
transmission and distribution facilities, capital assets increased with the addition of $1.0 million in
monitoring wells, office furniture, and equipment.

Future Capital Improvements

State Water Project — In keeping with its purpose to act “so that sufficient water may be available for any
present or future beneficial use of the lands and inhabitants of the Agency”, the Agency has a
commitment to continue paying for its entitlement in the state water project. According to a payment
schedule dated June 30, 2005, the commitment for costs for the years 2005-2035 is estimated to total
$615.5 million, of which $134.9 million is expected to be capitalized.

Mojave River Pipeline Project — The Agency is also committed to complete the third and final phase of
the Mojave River pipeline project. As of June 30, 2006, the Agency had placed into service 61 miles of
the total 72 miles planned for the project.

LONG-TERM DEBT

The Agency’s long-term debt consists of a General Obligation Bond (GOB) series issued in 2006 to
refinance the 1996 series issued for the development of the Morongo Basin pipeline, Certificates of
Participation (COPs) issued in 1997 to finance the purchase of additional entitlement in the state water
project, three loans from the California Department of Water Resources (DWR) to finance extensions of
the Morongo Basin pipeline.  Also, in 2004, the Agency refinanced the 1997 COPs in the amount of
$21.8 million.

Principal reduction for the years ending June 30, 2006 and 2005 consisted of:
2006 2005

General Obligation Bonds
Morongo Basin pipeline $ 1,460,000 % 1,385,000

Certificates of Participation
State water project entitlements - 1997 Series 765,000 725,000
State water project entitlements - 2004 Series -

Department of Water Resources

Morongo Basin pipeline reaches 270,407 262,653
Mojave River pipeline project 242,329 235916
Mojave River pipeline project 80,431 78,128



FINANCIAL STATEMENTS




MOJAVE WATER AGENCY

(A Special District)

STATEMENTS OF NET ASSETS

June 30, 2006 and 2005

2006 2005
ASSETS
Current assets
Cash and investments 8,345,376 $ 6,174,903
Accounts receivable and other current assets 5,775,921 4,287,828
Inventory, participation rights in stored water 307,258 307,258
Total current assets 14,428,555 10,769,989
Restricted assets
Cash and investments 18,832,978 21,711,335
Accounts receivable and other current assets 35211 35211
Total restricted assets (8,868,189 21,746,546
Non-current assets
Utility plant, net 248,579,879 240,372,474
Inventory, participation rights in stored water 9,631,272 6,301,125
Deposits 22,947 26,542
Bond issuance costs, net - 506,520
Bond issuance costs — 2006 refunding, net 310,149 -
Certificate issuance costs, net 417,341 429,111
Loan costs, net 340,625 378,125
Total non-current assets 259,302,213 248.013.897
TOTAL ASSETS $ 202598957 $ 280,530,432

See accompanying notes and auditors’ report



MOJAVE WATER AGENCY

(A Special District)

STATEMENTS OF NET ASSETS

June 30, 2006 and 2005
2006 2005
LIABILITIES AND NET ASSETS
Current liabilities
Accounts payable $ 4,063,257 1,649,015
Current portion of long-term debt 1,630,708 1,358,269
Current portion of lease payments payable - 121,638
Accrued expenses 439,122 326,972
Interest payable 364,707 378,355
Total current liabilities 6,497,794 3,834,249
Liabilities payable from restricted assets
Current portion of long-term debt 1,510,000 1,460,000
Interest payable 113,384 800,612
Total liabilities payable from restricted assets 1,623,384 2,260,612
Non-current liabilities
General obligation bonds, net of current portion 33,315,000 40,810,000
Certificates of participation, net of current portion 22,340,000 23,360,000
Groundwater recharge loans, net of current portion 6,333,034 6,943,641
Discount on:
General obligation bonds, net - (859,374)
General obligation bonds — 2006 refunding, net (1,340,940) -
Certificates of participation, net (129,630) (137,487)
Deferred amount on:
General obligation bonds refunding, net - (3,138,659)
General obligation bonds — 2006 refunding, net (3,067,682) -
Certificates of participation refunding, net _(2,484.324) (2,484,324)
Total non-current liabilities 55,107,419 64.493.797
TOTAL LIABILITIES 63,228,597 70,588,658

See accompanying notes and auditors’ report
-9.



MOJAVE WATER AGENCY

(A Special District)

STATEMENTS OF NET ASSETS
June 30, 2006 and 2005

LIABILITIES AND NET ASSETS, Continued

Net assets
Invested in capital assets
Restricted for:
Capital improvements, LD, “M”
Capital improvements, other
State water contract
Debt service
‘Watermaster
Unrestricted

TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

2006 2005
191,943,604 174,444,084
3,015,461 2,739,105
17,815 17,815
9,527,367 5,851,939
6,250,078 7,774,272
1,560,835 3,102,803
17,055,200 16,011,756
229,370,360 209.941,774
$ 292598957 $ 280530432

See accompanying notes and auditors’ report

-10-



MOJAVE WATER AGENCY

(A Special District)

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
For the Years Ended June 30, 2006 and 2005

Operating revenues
Water sales and services
Watermaster assessments

Minimum OMP & R (operations, maintenance, power & replacement)

Replacement cost

Total operating revenues

Operating expenses

State water project costs
Agency operating costs
Watermaster operating costs

Total expenses
Depreciation

Total operating expenses

OPERATING LOSS

Non-operating revenues
Property taxes

Debt service support
Investment income
Interest income

Other income

Total non-operating revenues

2006 2005
$ 6,033,033 5 2,564,042
2,688,383 [.978,820
31,796 [31.796
276,356 276,336
9.129,568 4.951.014
10,316,316 6,247,890
4,966,398 4,066,324
351,770 454,746
15,634,484 10,768,960
5,196,818 3,846,982
20,831,302 14,615,942
(11,701,734) (9,664,928)
27,017,593 21,860,493
771,240 378,195
141,556 83,395
807,709 391,405
1,609,034 51,795
30,347,132 22,765,283

See accompanying notes and auditors’ report
o1l -



MOJAVE WATER AGENCY

(A Special District)

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
For the Years Ended June 30, 2006 and 2005

Non-operating expenses
Collection charges
Interest expense

Election costs

Loss on sale of assets

Amortization of bond, certificate and loan costs
Amortization of original issue discounts
Amortization of deferred amount on refunding

Amortization of deferred amount on COP refunding

Total non-operating expenses

NON-OPERATING INCOME

INCOME BEFORE CONTRIBUTIONS

Contributions
Property contributions

Extraordinary item

Litigation settlement
Litigation settlement recovery

CHANGE IN NET ASSETS

NET ASSETS
Beginning of year

End of year

2006 2005
336,228 184,698
2,810,949 3,350,293
9,962 -
(5,865) 2,802
91,442 93,672
60,766 63,781
183,659 182,835
141,961 70,981
3,629,102 3,949,062
26,718.030 18,816,221
15,016,296 9,151,293
4,273,112 1,957,577
- (736,000)
(39,178 -
19,428,586 10,372,870
209.941.774 199,568,904
$ 229370360 $ 209941774

See accompanying notes and auditors’ report
-12-



MOJAVE WATER AGENCY

(A Special District)

STATEMENTS OF CASH FLOWS
For the Years Ended June 30, 2006 and 2005

Cash flows from operating activities

Cash received from customers

Refunds from suppliers

Cash payments to suppliers for goods and services
Cash payments to employees and directors for services
Other operating revenues / expenses

Net cash used in operating activities

Cash flows from non-capital financing activities
Property taxes received

Net cash provided by non-capital financing activities

Cash flows from capital and related financing activities
Payments on capital leases

Principal paid on long-term debt

Interest paid on long-term debt

Interest received on invested bond proceeds
Purchase of state water entitlement

Refunds of state water entitlement

Acquisition of capital assets

Cash paid for construction in progress

Cash paid for condemnation

Property taxes received, SWCF

Property taxes received, I.D. “M”

Debt service support from L.D. “M” participants
Capital contributed for construction

Net cash provided by (used in) capital and related financing activities
Cash flows from investing activities
Interest received

Investment income received

Net cash provided by investing activities

NET INCREASE IN CASH

CASH
Beginning of year

End of year

See accompanying notes and auditors’ report
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2006 2005
$ 7,573,058 $ 4,258,805
(14,372,302) (9,040,368)
(2,313,856) (1,859,275)
2,047,445 51,639
(7,065,655) (6,589,199)
12,855,003 5,289,147
12,855,003 5,289,147
(121,638) (150,597)
(9,282,627) (2,686,698)
(3,511,826) (3,470,507)
146,282 69,609
(4,546,993) (5,703,509)
. 1,238,163
828,320 (286.,320)
(9,690,192) (4,139,171)
] (4,700)
13,171,294 14,140,526
(48,891) 1,965,476
771,240 1,142,839
4,905,488 1,325,201
(7,379,543) 3,440,312
740,755 305,363
141,556 83,395
882,311 388,758
(707,884) 2,529,018
27,886,238 25,357,220
$ 27178354 $  27.886.238




MOJAVE WATER AGENCY

(A Special District)

STATEMENTS OF CASH FLOWS
For the Years Ended June 30, 2006 and 2005

2006 2005
Reconciliation of cash and cash equivalents to the
statements of net assets
Cash and cash equivalents, unrestricted $ 8,345,376 % 6,174,903
Cash and cash equivalents, restricted 18,832,978 21,711,335
TOTAL CASH AND CASH EQUIVALENTS $ 27.178354 $ 27886238
Reconciliation of operating loss to cash used in
operating activities
Operating loss $ (11,701,734) $ (9,664,928)
Adjustments
Depreciation 5,196,819 3,846,982
Miscellaneous non-operating revenue / expense 1,588,975 (684,357)
(Increase) decrease in assets
Accounts receivable and other current assets (1,118,642) (692,209)
Inventory (3,330,148) (758,212)
Increase (decrease) in liabilities
Accounts payable 2,186,923 1,301,874
Payroll liabilities 91,478 43,726
Deposits and other current liabilities 14,640 2,419
Accrued compensation balances 6,034 15,506
NET CASH USED IN OPERATING ACTIVITIES $ (7.065,655) $ (6.589,199)
Non-cash investing capital and refinancing activities
Disposition of 1997 certificates of participation 3 - %5 (20,978,971
2004 certificates of participation acquired through refinance - 20,978,971
Disposition of 1996 general obligation bonds (30,081,524) -
2006 general obligation bonds acquired through refinance 30,081,524 -

See accompanying notes and auditors’ report
- 14 -



MOJAVE WATER AGENCY

(A Special District)

NOTES TO FINANCIAL STATEMENTS
June 30, 2006 and 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

Mojave Water Agency (the “Agency”) is a special district that was formed July 21, 1960 by an act of the
legislature of the State of California known as the Mojave Water Agency Act. The purpose of the
Agency is described in History and Organization in the additional information section following the
notes. As required by generally accepted accounting principles, these financial statements include
accounts of the Agency and the accounts of other organizations for which the Agency is financially
accountable. Two such organizations — Mojave Basin Area Watermaster (the “Watermaster””) and
Mojave Water Agency Public Facilities Corporation (the “Corporation™) — are included as component
units of the reporting entity because of the significance of their operational or financial relationships with
the Agency.

In 1994, Mojave Basin Area Watermaster was created as the initial entity to administer the judgement and
the physical solution set forth by order of the Riverside Superior Court of California. This judgment and
physical solution established policy for water usage by Mojave Basin cities, farmers, and other
landowners.

The Mojave Water Agency Public Facilities Corporation was incorporated May 16, 1997, pursuant to the
Nonprofit Public Benefit Corporation Law of the State of California (Title 1, Division 2, Part 2 of the
California Corporation Code) solely for the purpose of providing financial assistance to the Agency.

Uniform Accounting System

The accounts of the Agency have been maintained in accordance with generally accepted accounting
principles and in conformity with the California State Controller’s uniform system of accounts. Basis of
accounting refers to when revenues and expenses are recognized in the accounts and reported in the
financial statements. Revenues and expenses are recognized on the accrual basis. Revenues are
recognized in the accounting period in which they are earned and expenses are recognized in the period
incurred.

Basis of Accounting

The Agency follows all applicable Governmental Accounting Standards Board (GASB) pronouncements,
and all Financial Accounting Standards Board (FASB) Statements and Interpretations, Accounting
Principles Board (APB) Opinions and Accounting Research Bulletins (ARB) issued on or before
November 30, 1989 unless they conflict with or contradict GASB pronouncements. After November 30,
1989 the Agency applies only GASB pronouncements.

On July 1, 2000 the Agency adopted the provisions of Governmental Accounting Standards Board
Statement No. 34, “Basic Financial Statements — and Management’s Discussion and Analysis — for State
and Local Governments”. Statement No. 34 established standards for external financial reporting for
all state and local governmental entities, which includes a statement of net assets, a statement of revenues,
expenses and changes in net assets, and a statement of cash flows. It requires the classification of net
assets into three components: (1) invested in capital assets, net of related debt; (2) restricted; and (3)
unrestricted.



MOJAVE WATER AGENCY

(A Special District)

NOTES TO FINANCIAL STATEMENTS, Continued
June 30, 2006 and 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, Continued

Basis of Accounting, Continued

These classifications are defined as follows:

(1) Invested in Capital Assets, Net of Related Debt

This component of net assets consists of capital assets, including restricted capital assets, net of
accumulated depreciation reduced by the outstanding balances of any bonds, mortgages, notes,
or other borrowings that are attributable to the acquisition, construction, or improvement of
those assets. If there are significant unspent related debt proceeds at year-end, the portion of the
debt attributable to the unspent proceeds are not included in the calculation of invested in
capital assets, net of related debt. Rather, that portion of the debt is included in the same net
assets component as the unspent proceeds.

(2) Restricted

This component of net assets consists of constraints placed on net asset use through external
constraints imposed by creditors (such as through debt covenants), grantors, contributors, or
laws or regulations of other governments or constraints imposed by law through constitutional
provisions or enabling legislation.

(3) Unrestricted Net Assets
This component of net assets consists of net assets that do not meet the definition of “restricted”
or “invested in capital assets, net of related debt”.

On July I, 2000 the Agency also adopted the provisions of Governmental Accounting Standards Board
Statement No. 33, “Accounting and Financial Reporting for Non-Exchange Transactions”. This
statement prescribes methods for recognizing revenue and related assets on transactions in which the
District receives value without having to give equal value in exchange. Examples are grants, developer
fees, and property taxes.

The adoption of Statement No. 33 and Statement No. 34 affected the classification of net assets and the
presentation of capital contributions as a change in net assets.

Cash and Cash Equivalents
For the purpose of the statement of cash flows, the Agency considers all highly liquid debt instruments
purchased with a maturity of three months or less to be cash equivalents, including restricted assets.

Investments
Investments are stated at cost, which approximates fair value.,

Allowance for Uncollectible Accounts
Water accounts receivable have not been reduced by an allowance for estimated uncollectibles as it is
expected that all such receivables will be collected.




MOJAVE WATER AGENCY

(A Special District)

NOTES TO FINANCIAL STATEMENTS, Continued
June 30, 2006 and 2005

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, Continued

Inventory of Participation Rights in Stored Water
Inventory of participation rights in stored water (both short and long-term) has historically been stated at
cost using an average cost method. The Agency has decided to change to a first in, first out (FIFO)
method of valuing inventory as of June 30, 2005.

Utility Plant
Utility plant is stated at original cost. Depreciation of utility plant used by the Agency is charged as an

expense against its operations. Depreciation has been provided using the straight-line method over the
estimated useful lives of five to seventy-five years. Depreciation expense for the years ended June 30,
2006 and 2005 was $5,196,818 and $3,846,982, respectively. It is the policy of the Agency to capitalize
property, plant and equipment with a cost of $500 or more.

The capital cost component of the transportation charges and the Delta water charge the Agency pays for
participation rights in the State Water Project are being capitalized as paid and amortized in accordance
with instructions from the Controller of the State of California.

The Agency capitalizes interest relating to certain long-term construction projects and capitalizes a
portion of general and administration costs relating to certain long-term projects.

Property Contributions

Property contributions represent cash contributed to the Agency by participating producers that require
capital expenditures and capacity commitment, and also, cash contributed to the Agency by Federal and
State grants. Depreciation of utility plant additions funded in part by these contributions is charged to
operations.

Bond, Certificate and Loan Discounts and Issuance Costs

Bond, certificate and loan discounts and issuance costs are deferred and amortized over the term of the
bonds, certificates and loans. The Agency capitalized the amortization of loan fees incurred for
borrowing related to certain long-term construction projects.

Property Taxes
Property taxes are assessed and collected each fiscal year according to the following property tax

calendar:

Lien date; March

Levy date: July 1 to June 30

Due date: November 1 — first installment
March 1 — second installment

Collection date: December 10 — first installment

April 10 — second installment



MOJAVE WATER AGENCY

(A Special District)

NOTES TO FINANCIAL STATEMENTS, Continued
June 30, 2006 and 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, Continued

Property Taxes, Continued

General property taxes are assessed and collected by the County of San Bernardino at a rate per $100 of
assessed value, plus other increases approved by the voters. General property taxes are pooled and are
then allocated to the districts based on formulas. These general property taxes are not restricted for a
specific use. In addition, the Agency has established three ad valorem taxes, which are restricted for
specific uses.

Property taxes are recognized as revenue when received and/or become available. Property tax revenues
are considered available when they become due or past due and receivable within the current period and
those expected to be collected during a 60-day period subsequent to the balance sheet date when
significant.

Compensated Absences

The Agency’s policy is to pay for a variable scale of 30% to 50% of sick time accrued upon retirement,
death or termination of eligible employees. Each full-time employee accrues 96 hours of sick time per
year.

Employees of the Agency are entitled to paid vacation, depending on length of service. The liability for
these benefits has been accrued in these financial statements. Vacation is accrued for all full-time
employees beginning on the first day of full-time employment and ranges from ten to twenty working
days per year based on longevity with the Agency. The Agency is not liable to pay vacation hours
accrued until the employee has passed the probationary period of employment. No employee is allowed
to accumulate vacation leave in excess of two full years of their particular vacation schedule, except upon
written approval by the General Manager or the Board of Directors.

Classification of Revenues
As an enterprise (proprietary) fund, the Agency classifies its revenues info three classifications: operating
revenues, non-operating revenues and contributions.

Operating revenues are defined as revenues realized by the Agency in support of its water-related
activities, Non-operating revenues are those derived from property taxes, support of long-term debt, and
investment of cash reserves. Donated plant and cash received for capital improvement without the
requirement that the Agency give resources in exchange are recorded as contributions.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
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
reported amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates.

Use of Restricted Resources
The Agency uses restricted resources, prior to using unrestricted resources, to pay expenditures meeting
the criteria imposed on the use of restricted resources by a third party.




MOJAVE WATER AGENCY

(A Special District)

NOTES TO FINANCIAL STATEMENTS, Continued
June 30, 2006 and 2005

NOTE 2 — CASH AND INVESTMENTS

The Agency maintains a cash and investment pool that is available for all funds. Each fund type balance
in the pool is reflected on the combined balance sheet as cash and investments. The Agency apportions
interest earnings to all funds based on their monthly cash balances.

Cash Deposits
The carrying amounts of the Agency’s cash deposits were $2,043,869 at June 30, 2006. Bank balances

before reconciling items were $2,138,506 at this date, the total amount of which was collateralized or
insured with securities held by pledging financial institutions in the Agency’s name as discussed below.

The California Government Code requires California banks and savings and loan associations to secure
the Agency’s cash deposits by pledging securities as collateral. This Code states that collateral pledged in
this manner shall have the effect of perfecting a security interest in such collateral superior to those of a
general creditor. Thus, collateral for cash deposits is considered to be held in the Agency’s name.

The market value of the pledged securities must equal at least 110% of the Agency’s deposits. California
law also allows financial institutions to secure the Agency’s deposits by pledging first trust deed
mortgage notes having a value of 150% of the Agency’s total deposits. The Agency may waive collateral
requirements for cash deposits, which are fully insured up to $100,000 by the Federal Deposit Insurance
Corporation (FDIC).

The Agency follows the practice of pooling cash and investments of all funds, except for funds required
to be held by fiscal agents under provisions of bond indentures. Interest income earned on pooled cash
and investments is allocated on an accounting period basis to the various funds based on the period-end
cash and investment balances. Interest income from cash and investments with fiscal agents is credited
directly to the related fund.

Investments
Under the provisions of the Agency’s investment policy, and in accordance with California Government
Code, the following investments were authorized:

Securities issued by the U.S. Treasury

Securities issued and fully guaranteed as to payment by an agency of the U.S. Government
Banker’s Acceptances

Non-negotiable certificates of deposit

Repurchase Agreements

California Local Agency Investment Fund (State Pool)

Corporate medium-term notes

Mortgage-backed securities

Diversified Management Companies, as defined by Section 23701m of the Revenue Taxation
Code
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NOTES TO FINANCIAL STATEMENTS, Continued
June 30, 2006 and 2005

NOTE 2 - CASH AND INVESTMENTS, Continued

Investments, Continued

In accordance with GASB Statement No. 31, “Accounting and Financial Reporting for Certain
Investments and for External Investment Pools”, investments were stated at fair value using the aggregate
method in all funds, resulting in the following investment income in all funds:

2006
Realized gain / loss on matured investments $ (153)
Unrealized loss in changes in fair value of investments -
Interest income 111,409
TOTAL INVESTMENT INCOME $ 111.256

The Agency’s portfolio value fluctuates in an inverse relationship to any change in interest rate.
Accordingly, if interest rates have risen, the portfolio value will have declined. If interest rates have
fallen, the portfolio value will have risen.

In accordance with GASB Statement No. 31, the portfolio for year-end reporting purposes is treated as if
it were all sold. Therefore, fund balance must reflect the portfolio’s change in value. These portfolio
value changes are unrealized unless sold. The Agency’s policy is to buy and hold investments until their
maturity dates.

Summary of Cash and Investments

The following is a summary of pooled cash and investments at June 30, 2006 and 2005:

2006 2005
Cash and investments $ 8.35376 § 6.174,903
Restricted cash and investments 18,832,978 21,711,335
TOTAL CASH AND INVESTMENTS $ 27178354 $ 27886238
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NOTES TO FINANCIAL STATEMENTS, Continued
June 30, 2006 and 2005

NOTE 2 - CASH AND INVESTMENTS, Continued

Summary of Cash and Investments, Continued

At June 30, 2006, the Agency had the following deposits and investments:

Credit Quality

Ratings* Fair Value
Deposits Not rated $ 3,508,654
Cash with fiscal agents Not rated 7.742.430
Investments
Short term notes Not rated 146,438
Securities of U.S. Government Agencies
Federal Ag AAA 100,000
FHLB AAA 2,576,229
Federal Farm AAA 250,000
FHLB AAA 1,000,000
Local Agency Investment Funds Not rated 12,.562.487
TOTAL CASH AND INVESTMENTS $ 27.886,238

*The Agency’s credit ratings at June 30, 2006 were as follows: Standard & Poor’s - A-
Moody’s Investor Service - Baal

Risk Disclosures

Interest Rate Risk — As a means of limiting its exposure to fair value losses arising from rising interest
rates, the Agency’s investment policy limits the Agency’s investment portfolio to maturities not to exceed
five years at time of purchase.

Credit Risk — State law limits investments in commercial paper and corporate bonds to the top two ratings
issued by nationally recognized statistical rating organizations (NRSROs). It is the Agency’s policy to
limit its investments in these investment types to the top rating issued by NRSROs, including raters
Standard & Poor’s, Fitch Ratings, and Moody’s Investors Service.

Investments in Local Agency Investment Funds

The Agency’s investments with the Local Agency Investment Fund (LAIF), a State of California
investment pool, at June 30, 2006, included a portion of the pool funds invested in Structured Notes and
Asset-Backed Securities. These investments included the following:

Structured Notes are debt securities (other than asset-backed securities) whose cash flow
characteristics (coupon rate, redemption amount, or stated maturity) depend upon one or more
indices and/or that have embedded forwards or options.
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NOTES TO FINANCIAL STATEMENTS, Continued
June 30, 2006 and 2005

NOTE 2 - CASH AND INVESTMENTS, Continued

Investments in Local Agency Investment Funds, Continued

Asset-Backed Securities, the bulk of which are mortgaged-backed securities, entitle their
purchasers to receive a share of the cash flows from a pool of assets such as principal and
interest repayments from a pool of mortgages (such as Collateralized Mortgage Obligations) or
credit card receivables.

As of June 30, 2006, the Agency had $17,404,071 invested in LAIF which had invested 2.4% of the pool
investment funds in Structured Notes and Asset-Backed Securities.

Summary of Investments to Maturity

The fair values of investments held, grouped by maturity at June 30, 2006, are shown below:

Matuarity

Current to one year $ 13,208,847
Two to three years 1,301,323
Four to five years 2,124,984
Total $ 16.635.154

NOTE 3 - RESTRICTED ASSETS

Cash in bank and interest receivable represent amounts held by the fiscal agent for payments of principal
and interest on the general obligation bonds, certificates of participation, the costs of constructing the
Morongo Basin Pipeline Project (see Note 11) and the Mojave River Pipeline Project. These are
classified as restricted assets on the balance sheet because their uses are limited by applicable bond
covenants.
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NOTES TO FINANCIAL STATEMENTS, Continued
June 30, 2006 and 2005

NOTE 4 - RECEIVABLES AND OTHER ASSETS

The following summarizes the significant categories of receivables and other assets (current and non-
current) at June 30, 2006 and 2005:

2006 2005
Receivables and other current assets
Accounts receivable:
Water sales $ 2,991,236 § 1,432,449
Assessments 262,276 264,555
Employee computer purchases and advances 18,016 12,278
3,271,531 1,709,282
Accrued receivables:
Property taxes 1,735,676 1,032,067
Interest 128,736 61,782
Grants - 632,376
Refunds 4,930 4,831
Other 364,206 807,464
2,233,548 2,538,520
Prepaid expenses 306,053 75,237
Accounts receivable and other current assets — restricted (35.211) (35,211
Total receivables and other current assets $ 5775921 % 4,287,828
Non-current assets
Deposits 3 22947 $ 26.542

Assessments Receivable

The assessments receivable are a part of the Agency’s Combined Component Unit (Mojave Basin Area
Watermaster). The Watermaster, in response to a Judgment of the Court, assesses producers for their
share of excess production, administration and environmental commitments. The assessments receivable
are considered by management, in response to the Court Order, to be fully collectible as all uncollected
assessments are appropriately liened. Accordingly, no allowance for doubtful accounts has been
recorded.
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MOJAVE WATER AGENCY

(A Special District)

NOTES TO FINANCIAL STATEMENTS, Continued
June 30, 2006 and 2005

NOTE 4 - RECEIVABLES AND OTHER ASSETS, Continued

Assessments Receivable, Continued

The Watermaster’s policy is not to purchase make-up or replacement water until assessments have been
collected. In the event that assessments are not collected, then receivables and respective reserves will be
reduced and should have no effect on unreserved balances, which are supported by Mojave Water
Agency.

NOTE 5 - PARTICIPATION RIGHTS IN STORED WATER

In 1994, the Agency completed and adopted its current Regional Water Management Plan, which
recognizes the Agency’s Conjunctive Use Program. The Program calls for the conjunctive use of surface
water supplies, both local and imported, with groundwater supplies. The Agency acquires Free
Production Allowances (FPA) from local sources and State Water Project deliveries to recharge ground
water basins in “wet” years to provide relief in dry years. The Agency values its water inventory and
computes the cost of water sold using an average cost method for local and state deliveries. The
Agency’s policy is to record only variable OMP & R costs for transportation. The Agency’s
transportation cost of water sold for the past two fiscal years was computed as follows:

2005 ~ 2006 2004 — 2005
Acre-Feet Cost Acre-Feet Cost
Local (FPA) Program
Beginning water inventory 7978 § 307,258 7,847 § 304,882
Water purchases - - 131 2,376
Water available for sale 7,978 307,258 7,978 307,258
Less: ending water inventory (7,978) (307.258) (1,978) (307.258)
Variable cost of water sold - § - - % -
2005 — 2006 2004 — 2005
Acre-Feet Cost Acre-Feet Cost
State Water Project
Beginning water inventory 095,346 $ 6,301,125 90,850 $ 5,545,288
Water purchases 46,360 5,220,335 12.562 1,176,551
Water available for sale 141,706 11,521,460 103,412 6,721,839
Less: ending water inventory (118.458) (9,631.272) (95.346) (6,301,125)
Variable cost of water sold 23248 $ 1.890.188 ] 8066 $ 420714
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NOTES TO FINANCIAL STATEMENTS, Continued

June 30, 2006 and 2005

NOTE 6 - UTILITY PLANT IN SERVICE

A summary of changes in utility plant in service for the year ended June 30, 2006 is as follows:

Capital assets

Land and right of ways

Water Management Plan

State Water Project Entitlement
Morongo Pipeline Entitlement
Building

Equipment

Equipment — transportation
Leaschold improvements
Monitoring wells

Office furniture and equipment
Transmission and distribution facilities

Less: accumulated depreciation

Construction in progress

Alto subarea basin concept modeling
Ames / Means Bighorn-Desert View recharge
Antelope Wash pilot

Board room multi-media upgrade
Cassia PRV upgrades — phase 2
Cedar Street retention basin

Deep well implementation

FEMA monitoring wells

Fish & Game well installation

GIS / rollout at Enterprise

Hi Desert WD site recharge

Lassie and Helendale PRV

Minimal user program

Mojave River Pipeline SCADA
Mojave River Pipeline - Reach 3
Mojave River wells and pipeline
MWD exchange

MWD long term storage

New building headquarters

Oeste subarea basin concept modeling
Oro Grande pipeline project

Oro Grande recharge and monitoring well
Pioneer Town evaluation

Regional water management plan
Renovate servers, stations and website
Rock Springs - facility improvement
Rock Springs - reduction value

So. Apple Valley recharge basin
Subswrface flow study

Upper Oro Cerande recharge

Wash recharge

Water deliveries

Water inventory use

Water quality monitoring

Wells

Work process implementation

TOTAL UTILITY PLANT, NET

Balance Balance
June 30, 2005 Additions Deletions June 30, 2006
$ 6,309,734 % - $ - $ 6,309,734
1,270,055 1,773,462 - 3,043,517
129,253,528 4,546,993 133,800,521
208,000 - 208,000
1,677,757 18,120 - 1,695,877
574,659 45,363 (6,363) 613,659
536,306 67,552 (54,551) 549,307
42,197 - - 42,197
550,692 629,523 - 1,180,215
1,910,029 255,177 (87,152) 2,078,054
118,693,614 14,675,265 - 133,368,879
261,026,571 22,011,455 (148,066) 282,889,960
(34.919.423) (5,196,819) 143,423 (39.972.819)
226,107,148 16,814,636 (4,643) 242,917,141
27,898 22,089 - 49,987
31,619 48,330 - 79,949
356,495 93,937 (450,432) -
25,328 36,053 (61,381) .
- 6,860 . 6,860
- 476 - 476
161,826 4,657 (166,483) .
366,763 383,268 . 750,031
- 50,729 50,729
128,539 193,351 321,890
180,863 1,305,808 1,486,671
- 92,154 92,154
- 46,271 46,271
- 2,738 - 2,738
9,911,057 4,764,209 (14,675,266) -
- 354 - 354
529,333 40,521 (569,854) -
146,069 527,421 (229,465) 444,025
- 17,071 - 17,071
14,446 87,229 - 101,675
- 505 505
600,689 976,430 - 1,577,119
6,840 2,769 (9,609) -
1,663,583 109,879 (1,773,462) -
32,619 100 (32,7119) .
8,657 24,115 - 32,772
37,066 176,161 213,227
- 43,992 . 43,992
56,781 205,512 (262,293) -
- 3,274 - 3,274
- 38,424 38,424
- 584 584
3,078 21,440 - 24,518
(49,871) 209,950 (61,820) 08,239
. 132,243 - 132,243
25,648 21,289 - 46,937
14,265,326 9,690,193 (18,292.784) 5,662,735
$__240.372.474 $ 26504829 $(18297428) §$  248.579.876
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June 30, 2006 and 2005

NOTE 6 — UTILITY PLANT IN SERVICE

A summary of changes in utility plant in service for the year ended June 30, 2005 is as follows:

Capital assets

Land and right of ways

Water Management Plan

State Water Project Entitlement
Morongo Pipeline Entitlement
Building

Equipment

Equipment — transportation
Leasehold improvements
Monitoring wells

Office furniture and equipment
Transmission and distribution facilities

Less: accumulated depreciation

Construction in progress

Alto subarea basin concept modeling
Ames / Means Bighorn-Desert View recharge
Antelope Wash pilot

Board room multi-media upgrade

Data base management system

Deep well implementation

Document management implementation
FEMA monitoring wells

GIS / rollout of Enterprise

Hi Desert WD site recharge

IDM bond rating amendment

Microsoft server

Mojave River Pipeline

Mojave River Pipeline - Reach 3
Mojave River Pipeline - Transition Zone
MWD exchange

MWD long term storage

Oeste subarea basin concept modeling
Oro Grande recharge and monitoring well
Pioneer Town evaluation

Regional water management plan
Renovate servers, stations and website
Rock Springs - facility improvement
Rock Springs - reduction value
Subsurface flow study

Water inventory use

Water quality monitoring

Work process implementation

TOTAL UTILITY PLANT, NET

Balance Balance
June 30, 2004 Additions Deletions June 30, 2005
$ 6,309,734 $ - 3 - 3 6,309,734
1,270,055 - - 1,270,055
124,788,183 4,465,345 - 129,253,528
208,000 - - 208,000
1,628,105 49,652 - 1,677,757
550,427 24,232 - 574,659
439,008 97,298 - 536,306
42,197 - - 42,197
- 550,692 - 550,692
1,612,072 319,989 (22,032) 1,910,029
114,356,584 4,337,030 - 118,693,614
251,204,365 9,844,238 (22,032) 261,026,571
(31,091.824) (3,846 982) 19,383 (34.919.423)
220,112,541 5,997,256 (2,649) 226,107,148
27,898 - 27,898
- 31,619 - 31,619
26,515 329,980 - 356,495
- 25,328 - 25,328
63,181 21,773 (84,954) -
107,821 54,005 - 161,826
- 19,337 (19,337 -
23,208 343,555 - 366,763
- 128,539 - 128,539
- 180,863 - 180,863
2,522 16,547 (19,069) -
- 142,776 (142,776 -
4,032,025 - (4,032,025 -
8,301,422 1,609,635 - 9,911,057
300,159 5,399 (305,558) -
156,027 373,306 - 529,333
24,717 121,352 - 146,069
- 14,446 - 14,446
975,689 175,692 (550,692) 600,689
- 6,840 - 6,840
1,208,257 455,326 - 1,663,583
10,468 22,151 - 32,619
. 8,657 - 8,657
37,066 37,066
- 56,781 - 56,781
- 3,078 - 3,078
(13,284 287,963 (324,550) (49,871)
- 25,648 - 25,648
15,218,727 4,525,560 (5.478961) 14.265.326
3 235331268 $10522816 $(5481.610) $ 240372474
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NOTES TO FINANCIAL STATEMENTS, Continued
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NOTE 7 - DEFINED BENEFIT PENSION PLAN

Plan Description

The Agency contributes to the California Public Employees Retirement System (PERS), an agent
multiple-employer public employee defined benefit pension plan. PERS provides retirement and
disability benefits, annual cost-of-living adjustments, and death benefits to plan members and
beneficiaries. PERS acts as a common investment and administrative agent for participating public
entities within the State of California. Benefit provisions and all other requirements are established by
state statute and city ordinance. Copies of PERS’ annual financial report may be obtained from their
executive office: 400 P Street, Sacramento, CA 95814.

Funding Policy
For the year ended June 30, 2006, participants were required to contribute 7% until April 2005 when the

rate changed to 8% of their annual covered salary, which was $2,386,907. (However, the Agency pays
this amount as part of the employees and directors’ compensation.) The Agency was required to
contribute an actuarially determined rate of 14.692% until April 2005 when the rate changed to
19.331% of covered payroll. The contribution requirements of plan members and the Agency are
established and may be amended by PERS.

Annual Pension Cost

For the year ended June 30, 2006, the Agency’s annual pension cost of $514,016 for PERS was equal to
the Agency’s required and actual contributions (not including the portion paid on behalf of employees and
directors). The required contribution was determined as part of the June 30, 2003 actuarial valuation
using the entry age normal cost method. The actuarial assumptions included: (a) 7.75% investment rate
of return (net of administrative expenses); (b) projected annual salary increases of 3.00% attributable to
inflation; and (c) a 0.25% across the board increase and merit increases that vary by length of service.
The actuarial value of PERS assets was determined using techniques that smooth the effects of short-term
volatility in the market value of investments over a three-year period (smoothed market value). PERS
unfunded actuarial accrued liability is being amortized as a level percentage of projected payroll on a
closed basis.

FISCAL YEAR ENDED
June 30, 2006 June 30, 2005 June 30, 2004  June 30, 2003
Annual pension cost (APC) $ 514016 $ 375394 $ 251,266 $ 208,306
Percent of APC contributed 100% 100% 100% 100%

Net pension obligation - - . -

Schedule of funding progress for PERS:
ACTUARIAL VALUATION DATE

June 30, 2005 June 30, 2004  June 30, 2003 June 30, 2002
Actuarial accrued liability (AAL) entry age * $ 7,958,771 $ 6,981,986 $ 5,834,020 $ 5,083,017

Actuarial value of assets * $ 58,994,059 $ 5,017,573 $ 4,586,776 $ 4,282,478
Unfunded (overfunded AAL) (UALL) $ 2069366 § 1964413 $ 1247244 % 800,539
Funded ratio 74.1% 71.8% 72.8% 84.3%
Estimated annual covered payroll $ 2,713,092 $ 2,321,445 $§ 2,229,733 $ 1,842,549
UAAL as a percentage of covered payroll 75.9% 84.6% 55.9% 43.4%

*Note: Actuarial valuation liabilities and assets are those of the risk pool and do not reflect liabilities and/or assets of the Agency.

277 -



MOJAVE WATER AGENCY

(A Special District)

NOTES TO FINANCIAL STATEMENTS, Continued
June 30, 2006 and 2005

NOTE 8 — COMMITMENTS

State Department of Water Resources

The Agency has entered into a contract with the State Department of Water Resources to receive an
annual entitlement of water from the State Water Project. As a part of this agreement, the Agency has
assumed a proportionate share of the project’s capital costs and minimum operations, maintenance, power
and replacement (OMP & R) costs of the State facilities in addition to paying variable operations,
maintenance, power and replacement costs on a per acre-foot charge for water deliveries received.

The Agency’s future commitment for State Water Project costs over the years 2005 to 2035, according to
a payment schedule dated June 30, 2005, is estimated as follows (assuming full delivery of entitlement):

Department of Water Resources base charges

Capital cost component $ 39,644,750
Minimum operations, maintenance, power and replacement component 88,202,287
Variable operations, maintenance, power and replacement component 418,828,206

$ 546,675,243
East branch enlargement charge

Capital cost component 40,181,821
Minimum operations, maintenance, power and replacement component 4.913.781

45,095,602
Off-aqueduct power facilities charge 21,715,468
Delta water charges 23,057,952
Water system revenue bond surcharge 30,380,931
TOTAL STATE WATER PROJECT COSTS $ 666.925.196

Operating I eases
The Agency leases vehicles and office equipment under non-cancelable lease agreements with initial
lease terms from 3 to 5 years. Future minimum payments are as follows:

June 30,

2007 3 44,420
2008 32,450
2009 20,752

& 097.622

Capital L ease
The Agency leased certain office equipment under a capital lease agreement. The lease was completed as

of June 30, 2006. The lease was carried at $414,740, less accumulated depreciation of $414,740.

Mojave River Project

The Agency has embarked on the development of a 72-mile pipeline that will deliver water from the
California Water Project Aqueduct to communities along the Mojave River. The Agency projects costs of
$74,000,000 and has Federal and State grant commitments of $48,000,000 as of June 30, 2006. The
Agency has also received a loan of $5,000,000 from the California Department of Water Resources and a
loan of $525,000 from the United States Department of Agriculture to use as matching funds for the first
federal grant and second federal grant, respectively, from the Environmental Protection Agency. The
Agency will proceed only to the extent funding sources are available.
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NOTE 9 - LONG-TERM DEBT

General obligation bonds:

Improvement District “M”, Series 1996
Interest rates range from 3.75% to 5.80%; fiscal maturities
1997-2022; $1,385,000 due within one year

Improvement District “M”, Series 2006
Interest at 5.0%; matures fiscal year 2022; $1,510,000 due
within one year.

Certificate of participation:

Supplemental Water Entitlement Project, Series 2004
Interest rates range from 2.50% to 5.00%; fiscal maturities
2005 to 2022; $1,020,000 due within one year.

Groundwater recharge loans:

California Department of Water Resources
Rock Springs construction loan; interest rate 3.00%; fiscal
maturities 1993-2013; $278,661 due within one year

Yucca Valley construction loan; interest rate 3.00%; fiscal
maturities 1995-2014; $82,886 due within one year

Mojave River Pipeline construction loan; interest rate 2.80%;
fiscal maturities 2000-2018; $249,162 due within one year

Less: current maturities

Total long-term debt

2006 2005
$ 42,270,000
34,825,000 -
23,360,000 24,125,000
2,480,137 2,750,545
789,893 870,324
3.673,712 3,916,041
65,128,742 73,931,910
(3.140,708) (2,818.269)
$§ 61988034 $ 71.113.641

Annual debt service requirements to maturity, including interest of $26,994,192, are as follows:

June 30,
2007 $ 5,521,771
2008 6,018,804
2009 6,027,119
2010 6,020,015
2011 -2014 29,688,311
2015-2019 27,387,230
2020 -2023 11,459,684
$§ 92,122,934
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NOTE 9 - LONG-TERM DEBT, Continued

Changes in long-term debt were as follows:

Balance Balance

June 30, 2005 Additions Deletions June 30, 2006
2006 General Obligation Bonds
Improvement District “M” $ - % 34825000 % - $ 34,825,000
1996 General Obligation Bonds
Improvement District “M” 42,270,000 - (42,270,000)
2004 Certificates of Participation
Supplemental Water Entitlement Project 24,125,000 - (765,000) 23,360,000
Groundwater recharge loans
Rock Springs 2,750,545 - (270,408) 2.480,137
Yucca Valley 870,324 - (80,431 789,893
Mojave River Pipeline 3.916.041 - (242.329) 3673712

$ 73.931.910 $ 34825000 $ (43.628.168) $_ 65,128,742

NOTE 10 - DEFEASED DEBT

On June 7, 2006, the Agency issued 2006 General Obligation Bonds of $34,825,000, bearing interest at
5.0%, to advance refund general obligation bonds issued in 1996 totaling $51,780,000. The net proceeds
of $35,861,187 (after a discount of $1,347,960 and payment of underwriting fees, insurance and other
issue costs), were used to purchase U.S. government securities. Those securities were deposited in an
irrevocable trust with an escrow agent to provide for all future debt service payments on the 1996 general
obligation bonds. As a result, the 1996 general obligation bonds are considered to be defeased and the
liability for those bonds are considered to be defeased. The liability for those bonds was removed as a
liability of the Agency. As of June 30, 2006, the amount of debt outstanding but removed from the
Agency’s accounting records amounted to $40,810,000.

The advance refunding resulted in a difference between the re-acquisition price and the net carrying
amount of the old debt of $3,482,568. This difference, reported in the accompanying financial statements
as a deduction from general obligation bonds payable, is being charged as a component of amortization
through the year 2022 using the straight-line method of amortization.

NOTE 11 - GENERAL OBLIGATION BOND AGREEMENT

In June 1990, a portion of the Agency voted in favor of forming Improvement District “M” and to incur
bonded indebtedness in the principal amount of $66,500,000. The proceeds of the bonds were used to
finance costs of designing, planning, and constructing the Morongo Basin Pipeline Project to bring water
from the California Aqueduct in Hesperia to Yucca Valley.
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MOJAVE WATER AGENCY

(A Special District)

NOTES TO FINANCIAL STATEMENTS, Continued
June 30, 2006 and 2005

NOTE 11 - GENERAL OBLIGATION BOND AGREEMENT, Continued

The Agency issued on May 29, 1991 $12,000,000 and on November 19, 1992 $40,735,000 aggregated
principal general obligation bonds to finance a portion of the costs of the Morongo Basin Pipeline Project.
The Agency issued on April 25, 1996 $51,780,000 aggregated principal general obligation bonds to
refund the 1991 and 1992 Series bonds (see note 3).

The Agency on June 7, 2006 issued $34,825,000 aggregated principal general obligation bonds for the
purpose of refunding the remaining $40,810,000 of the 1996 general obligation bonds and to pay the costs
incurred with the issuance, sale and delivery of the bonds. The new bonds bear interest at 5%, and are
due in annual installments ranging from $1,510,000 to $3,000,000 through 2022.

The Agency has entered into agreements with four water purveyors who are participants in the pipeline
project. The purposes of the agreements are to sell and deliver water available to the Agency to the
participants, to sell Project Capacity from the pipeline project to the participants and to sell Project
Allotment and Project Capacity among the participants, all within the scope of the Agency’s water service
policy. During the fiscal year ended June 30, 1995, the Agency acquired 4% of the rights of the project
from County service area 70. The participants and their respective percentages of water allotted from the
pipeline project are as follows:

Original Current
Project Participants Percentages  Percentages
Hi-Desert Water District 59% 59%
Joshua Basin Water District 27% 27%
Bighorn-Desert View Water Agency 9% 9%
San Bernardino County Service Area:
No. 70 Improvement Zone W-1 4% 1%
Improvement Zone W-4 1% 0
Mojave Water Agency 0 4%

Each project participant will pay each June 1* (commencing June 1, 1994) its project allotment
percentage of estimated project costs for the then current fiscal year and 30 percent of the debt service of
the bonds.

The Agency will levy property taxes upon the taxable property (other than personal property) in
Improvement District “M” after fiscal year 1993-1994 in the amount of 70 percent of debt service bonds.

NOTE 12 - CERTIFICATES OF PARTICIPATION AGREEMENT

On May 1, 1997, the Agency and Mojave Water Agency Public Facilities Corporation (the
“Corporation”) entered into an installment purchase agreement. The agreement provided for the
Corporation to purchase 25,000 acre-feet of Berrenda Mesa Water District’s current entitlement to the
delivery of firm water from the State Water Project, including Berrenda Mesa’s rights to delivery capacity
(25,000 acre-feet) in state water project facilities with the California Aqueduct. The Corporation sold to
the Agency the entitlement and capacity under an installment purchase agreement.
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NOTES TO FINANCIAL STATEMENTS, Continued
June 30, 2006 and 2005

NOTE 12 - CERTIFICATES OF PARTICIPATION AGREEMENT, Continued

On December 21, 2004, the Agency’s Public Facilities Corporation issued $24,125,000 in 2004
Refunding Certificates of Participation for the purposes of refunding the remaining $21,830,000 of the
1997 Certificates of Participation and to pay the costs incurred in connection with the issuance, sale and
delivery of the bonds. The new bonds bear interest rates from 2.5% to 5.00% and are due in annual
installments ranging from $765,000 to $1,855,000 through September 2023. The certificates are payable
pursuant to a lease agreement of the Public Facilities Corporation to the Agency.

NOTE 13 - CONTINGENCIES

The Agency is exposed to risks of loss due to weather conditions, earthquakes, accidents, error and
omissions, and crime. Management addresses these contingencies by maintaining adequate insurance
coverage with commercial carriers.

NOTE 14 - EXCHANGE AGREEMENT

In 2003, the Metropolitan Water District (“MWD”) and the Agency entered into an agreement to develop
a demonstration water exchange program. Pursuant to this agreement, MWD delivered to the Agency
24,874 acre-feet of water from MWD’s share of State Water Project (“SWP”) deliveries. In years when
MWD requests return of the previously stored water, the Agency will provide to MWD through exchange
of the Agency’s available SWP supplies available for that calendar year, less the Agency’s local firm
demands. The 24,874 acre-feet from MWD has been recorded into the “inventory” account, through the
“other income” revenue account at the actual cost of water from the SWP at the time of delivery.
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MOJAVE WATER AGENCY

(A Special District)

HISTORY AND ORGANIZATION
June 30, 2006

GENERAL

Mojave Water Agency (the “Agency”) was organized July 21, 1960 by an act of the legislature of the
State of California known as the Mojave Water Agency Act. Within the limits of its power and authority
set forth in this act, the purpose of the Agency is to do any and every act necessary to be done so that
sufficient water may be available for any present or future beneficial use of the lands and inhabitants of
the Agency, including, but not limited to, the construction, maintenance, alteration, purchase, and
operation of any and all works or improvements within the Agency necessary or proper to carry out any
object or purpose of this act; and the gathering of data for, and the development and implementation of,
after consultation and coordination with all public and private water entities who are in any way affected,
management and master plans to mitigate the cumulative overdraft of groundwater basins, to monitor the
condition of the groundwater basins, to pursue all necessary water conservation measures, and to
negotiate for additional water supplies from all state, federal, and other sources.

1963

Feather River Water

The Agency signed a contract with the State of California Department of Water Resources for the
delivery of Feather River water to secure a supply of supplemental water for the Agency.

1994

Mojave Basin Area Watermaster

The Agency was appointed by the Superior Court of Riverside as the initial Watermaster in the Mojave
River Basin Area groundwater adjudication. The Agency staff functions as administrative staff for the
Watermaster. The seven directors of the Watermaster are also board members of Mojave Water Agency.
Under this arrangement, Mojave Basin Area Watermaster (the “Watermaster”) is considered and
presented as a component unit of the Agency.

1994 —- 1995

Groundwater Recharge Facilities
Additional groundwater recharge facilities, funded by loans from the California Department of Water

Resources, were completed.

1995

Morongo Basin Pipeline Project

The Agency completed its first major transmission and distribution facility to Yucca Valley, California,
known as the Morongo Basin Pipeline Project. The project, in the form of Improvement District “M”,
was approved by voter referendum in June of 1990. It was funded by general obligation bonds issued in
1991 and 1992, which were defeased by general obligation bonds issued in 1996.

1996
The Agency acquired 25,000 acre-feet of additional capacity in the state water project facilities within the
California Aqueduct.

See accompanying notes and auditors’ report
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HISTORY AND ORGANIZATION, Continued
June 30, 2006

1997

Mojave Water Agency Public Facilities Corporation

The Corporation (PFC) was formed to provide financial assistance to the Agency. The seven directors of
the PFC are also board members of Mojave Water Agency. Under this arrangement, the PFC is
considered and presented as a component unit of the Agency.

2000

Mojave River Pipeline Project

The Agency completed portions of its second major transmission and distribution facility to Barstow,
California and beyond, known as the Mojave River Pipeline Project. The project was partially funded by
grants and loans from the U.S. Environmental Protection Agency and the California Department of Water
Resources.

BOARD OF DIRECTORS

The Agency is governed by a Board of Directors, consisting of seven members, who are elected to
staggered four-year terms. The Board of Directors and Officers of the Agency as of June 30, 2006 were
as follows:

Member Office Term Expires
James Ventura, Jr. President 2010
Michael Page Vice-President 2010
Kimberly Cox Secretary 2008
Beverly J. Lowry Treasurer 2010
Richard Hall Director 2008
Richard Fortyune Director 2008
Art Bishop Director 2008

See accompanying notes and auditors’ report
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MOJAVE WATER AGENCY

(A Special District)

INSURANCE COVERAGE
June 30, 2006

At June 30, 2006, the Agency’s insurance coverage as reported by the Agency’s insurance agent was as
follows:

Business Liability
--$1,000,000 per occurrence
--$3,000,000 annual aggregate

Commercial Auto

--$1,000,000 per accident

--$5,000 medical payments

--$1,000,000 uninsured motorist coverage

Crime

--$250,000 employee fidelity, money and securities

--$250,000 forgery or alteration

--$250,000 theft, disappearance, and destruction (inside and outside)
--$1,000 deductible

Property and Inland Marine

--$2,800,000 per occurrence

--$1,000 deductible

--$33,000,000 Morongo Basin Pipeline; $25,000 deductible
--$34,000,000 Mojave River Pipeline; $25,000 deductible

Public Officials Liability
--$10,000,000 per claim and aggregate
--$35,000 all claims alleging same wrongful act

Umbrella Liability
--$4,000,000 per occurrence, annual aggregate

Workers’ Compensation
--$1,000,000 per occurrence of employee’s liability

See accompanying notes and auditors’ report
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MOJAVE WATER AGENCY

(A Special District)

PROPERTY TAXES
June 30, 2006

The Agency has authorization in its Act for Ad Valorem Tax Assessments to repay the costs of the
contract with the State of California, Department of Water Resources and the Agency’s administrative
costs. In addition, the Act provides for the establishment of Zones of Benefit and Improvement Districts
within the Agency.

Ad Valorem Tax Assessments
The Agency has established three ad valorem assessments:

(1) MWA #1 is based on land only and is limited to a maximum rate of $0.1125 per $100 assessed value.
It is to be used only for the Agency’s share of fixed costs of the State water contract and any variable
costs required to deliver the State water.

(2) MWA #2 is based on land and improvements. It is used to pay for the State water contract costs that
are not covered by the MWA #1 assessment. It is also used to pay for the Agency’s administrative
costs and the Berrenda Mesa Project costs.

(3) Improvement District “M” is based on land and improvements.

The 2005 - 2006 tax rates per $100 of assessed valuations are as follows:

MWA #1 $0.1125

MWA #2 $0.0550
Improvement District “M” $0.0900 secured
Improvement District “M” $0.1000 unsecured

Assessed Valuations
The net assessed valuations of property within the Agency’s taxing area for 2006 as reported by the San
Bernardino County Auditor Controller are:

MWA #1 General

Land only Land and improvements

Local secured 5 8.828,137.421 Local secured 3 27,595.382.571

Secured utility 59,327.009 Secured utility 545,966,263
Unsecured 394,780,185

$ 28536,129.019

MWA #2 Improvement District “M”

Land and improvements Land and improvements

Local secured $ 27.523,432.174 Local secured $§ 2.225,496.583

Secured utility 545,960,263 Secured utility 481.840

Unsecured 394,780,185 Unsecured 16,300,851
3 28,464,178.622 $ 2242279274

See accompanying notes and auditors’ report
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MOJAVE WATER AGENCY

(A Special District)

SCHEDULE OF DEBT SERVICE

June 30, 2006

GENERAL OBLIGATION BONDS “SERIES 2006~

DUE SEPTEMBER 1 DUE MARCH 1

Fiscal Year Principal Interest Interest Total
2006 - 2007 - 406,291.67 870,625.00 1,276,916.67
2007 - 2008 1,510,000.00 870,625.00 832,875.00 3,213,500.00
2008 - 2009 1,585,000.00 832,875.00 793,250.00 3,211,125.00
2009 - 2010 1,665,000.00 793,250.00 751,625.00 3,209,875.00
2010 -2011 1,750,000.00 751,625.00 707,875.00 3,209,500.00
2011 -2012 1,840,000.00 707,875.00 661,875.00 3,209,750.00
2012 - 2013 1,925,000.00 661,875.00 613,750.00 3,200,625.00
2013 -2014 2,025,000.00 613,750.00 563,125.00 3,201,875.00
2014 - 2015 2,130,000.00 563,125.00 509,875.00 3,203,000.00
2015 - 2016 2,235,000.00 509,875.00 454,000.00 3,198.,875.00
2016 - 2017 2,345,000.00 454,000.00 395,375.00 3,194,375.00
2017 - 2018 2,460,000.00 395,375.00 333,875.00 3,189,250.00
2018 - 2019 2,590,000.00 333,875.00 269,125.00 3,193,000.00
2019 - 2020 2,715,000.00 269,125.00 201,250.00 3,185,375.00
2020 - 2021 2,855,000.00 201,250.00 129,875.00 3,186,125.00
2021 -2022 3,000,600.00 129,875.00 54,875.00 3,184,750.00
2022 - 2023 2,195,000.00 54.,875.00 - 2,249,875.00

$ 34.825.000.00 $ 8.549.541.67 $  8,143.250.00 $ 51,517.791.67

See accompanying notes and auditors’ report
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MOJAVE WATER AGENCY

(A Special District)

SCHEDULE OF DEBT SERVICE, Continued
June 30, 2006

CERTIFICATES OF PARTICIPATION “SERIES 2004~

DUE SEPTEMBER 1 DUE MARCH |

Fiscal Year Principal Interest Interest Total
2006 - 2007 1,020,000.00 459,703.13 444,403.13 1,924,106.26
2007 - 2008 1,050,000.00 444.403.13 428,653.13 1,923,056.26
2008 - 2009 1,085,000.00 428,653.13 415,090.63 1,928,743.76
2009 - 2010 1,110,000.00 415,090.63 392,890.63 1,917,981.26
2010 - 2011 1,150,000.00 392,890.63 375,640.63 1,918,531.26
2011 - 2012 1,190,000.00 375,640.63 356,303.13 1,921,943.76
2012 - 2013 1,225,000.00 356,303.13 331,803.13 1,913,106.26
2013 -2014 1,280,000.00 331,803.13 303,003.13 1,914,806.26
2014 - 2015 1,335,000.00 303,003.13 269,628.13 1,807,631.26
2015 - 2016 1,400,000.00 269,628.13 243,378.13 1,613,006.26
2016 - 2017 1,455,000.00 243,378.13 214,278.13 1,912,656.26
2017 - 2018 1,515,000.00 214,278.13 183,978.13 1,913,256.26
2018 - 2019 1,570,000.00 183,978.13 151,596.88 1,905,575.01
2019 - 2020 1,640,000.00 151,596.88 116,746.88 1,908,343.76
2020 - 2021 1,705,000.00 116,746.88 80,515.63 1,902,262.51
2021 -2022 1,775,000.00 80,515.63 40,578.13 1,896,093.76
2022 - 2023 1,855,000.00 40,578.13 - 1,895,578.13

$ 23.360.000.00 $ 4.808.,190.71 $ 4.348.487.58 $ 32.516.678.29

See accompanying notes and auditors’ report
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MOJAVE WATER AGENCY

(A Special District)

SCHEDULE OF OPERATING EXPENSES
For the Years Ended June 30, 2006 and 2005

STATE WATER PROJECT COSTS

Water deliveries, variable OMP & R for transportation
Charges
Adjustments
Refunds

Off-aqueduct power and facilities, minimum OMP & R
Charges
Adjustments
Refunds

Minimum OMP & R charges

East branch enlargement charges
Natural gas hedging program charges
SWC member allocation

TOTAL STATE WATER PROJECT COSTS

See accompanying notes and auditors’ report
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2006 2005
7,176,018 § 2,143,376
(2,203,895) (115,416)
4,972,123 2,027,960
1,191,532 1,727,801

(295,029) (1,516,895)
(22.419) (103,887)
874,084 107,019

4,120,296 3,877,945
2,213 147,625
277,785 -
69.815 87,341
10,316316 3 6,247,890




MOJAVE WATER AGENCY

(A Special District)

SCHEDULE OF OPERATING EXPENSES, Continued

For the Years Ended June 30, 2006 and 2005

AGENCY OPERATING COSTS

Administrative expenses

Salaries

Directors’ fees

Employees’ and directors’ benefits
Payroll taxes

PERS

Workers’ compensation insurance

Auditing and accounting
Auto

Bad debt expense
Consulting

Dues and memberships
Education

Equipment and building maintenance
Insurance

Legal fees

Legislative advocacy
Miscellaneous

Office expenses and supplies
Public information
Recruiting

Telephone

Temporary services

Travel and meals

Utilities

Total administrative expenses

See accompanying notes and auditors’ report

2006 2005
1,010,445 967,388
119,461 107,338
263,613 234,952
30,045 28,448
280,039 230,932
13,498 13,999
1,717,101 1,583,057
31,342 36,390
2,111 6,362
- 57,566
189,361 166,596
35,854 27,516
15,453 10,119
183,588 135,862
129,396 158,398
176,313 117,504
107,186 114,266
43,603 20,336
52,135 67,424
176,379 133,729
4,952 2,022
113,830 89,270
15,126 9,799
50,860 46,084
51,455 43,884
1,378,944 1,243,127
3,096,045 2,826,184




MOJAVE WATER AGENCY

(A Special District)

SCHEDULE OF OPERATING EXPENSES, Continued
For the Years Ended June 30, 2006 and 2005

AGENCY OPERATING COSTS, Continued

Operations and maintenance
Salaries

Employees’ benefits

Payroll taxes

PERS

Workers’ compensation insurance

Auto

Dues and memberships
Education

Equipment and building maintenance
Insurance

Miscellaneous

Office expenses and supplies
Recruiting

Telephone

Temporary services

Travel and meals

Utilities

Total operations and maintenance expenses

See accompanying not
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2006 2005
$ 830,373 $ 690,473
96,272 91,530
23,324 20,237
199,403 155,980
32,118 33,046
1,181,490 991,266
56,262 44,145
1,943 3,677
2,233 9,165
96,171 162,779
69,436 43,573
1,949 ;
16,071 16,251
1,844 ;
21,392 20,870
- 11,618
3,372 2,284
144,993 121,640
415,666 436.002
$ 1597156 $___ 1.427.268

es and auditors’ report



MOJAVE WATER AGENCY

(A Special District)

SCHEDULE OF OPERATING EXPENSES, Continued

For the Years Ended June 30, 2006 and 2005

AGENCY OPERATING COSTS, Continued

2006 2005

Water resources
Salaries 542437 § 489,834
Employees’ benefits 65,705 69,615
Payroll taxes 15,987 14,766
PERS 143,204 114,776
Workers’ compensation insurance 37,738 52,160

805,071 741,151
Aerial photos 9,746 8,997
Auto 21,144 14,680
Consulting 135,914 42,268
Data collections 181,117 190,307
Dues and memberships 565 2,417
Education 25,604 6,743
Engineering 6,008 112,472
Equipment and building maintenance 12,928 23,179
Geology and hydrology 252,180 161,706
Miscellaneous 3,930 85
Office expenses and supplies 63,372 16,925
Public information 29 -
Recruiting 20,496 4,164
Temporary services 79,100 2,772
Travel and meals 1,760 6.991

813.893 593.706
Total water resources expenses 1618964 $ 1,334,857
Administrative expenses 3,096,045 $ 2,826,184
Operations and maintenance expenses 1,597,156 1,427,268
Water resources expenses 1,618,964 1.334.857
Total agency operating costs 6,312,165 5,588,309
Direct wages and overhead capitalized / allocated (1,345,767 (1,521.985)
NET AGENCY OPERATING COSTS 4966398 $ _ 4.066.324

See accompanying notes and auditors’ report
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MOJAVE WATER AGENCY

(A Special District)

SCHEDULE OF OPERATING EXPENSES, Continued
For the Years Ended June 30, 2006 and 2005

WATERMASTER OPERATING COSTS

Salaries

Employees’ and directors’ benefits
Payroll taxes

PERS

Workers’ compensation insurance

Accounting and auditing

Aerial photos

Auto

Education

Engineering

Equipment and building maintenance
Office expenses and supplies
Professional fees

Recruiting expense

Travel and meals

Total watermaster operating costs
Overhead allocated

NET WATERMASTER OPERATING COSTS

See accompanying no
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2006 2005
$ 197,672 193,163
31,888 32,557
5,600 5,218
50,028 41,855
7,006 5,878
292,194 278,671
4,000 -
9,748 8,997
1,408 1,409
1,883 3,284
117,300 189,299
3,257 1,438
18,318 22,604
5,990 15,431
10,668 6,909
3,857 697
176.429 250,068
468,623 528,739
(116,853) (73.993)
$ 351,770 $ 454,746

tes and auditors’ report
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Messner
]Hadzeﬂ LLP Paul S. Messner, CPA

o ) Cindra ]. Hadley, CPA
Certified Public Accountants James M. Quinn, CPA, CFE

Independent Auditors’ Report on Compliance and on Internal Control
Over Financial Reporting Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

The Board of Directors of
Mojave Water Agency

We have audited the financial statements of Mojave Water Agency as of and for the year ended June 30,
2006, and have issued our report thereon December 15, 2006. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

Compliance
As part of obtaining reasonable assurance about whether Mojave Water Agency’s financial statements are

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

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Mojave Water Agency’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the internal control over financial
reporting.  Our consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control over financial reporting that might be material weaknesses. A
material weakness is a condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that misstatements in amounts that would be
material in relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. We noted no
matters involving the internal control over financial reporting and its operation that we consider to be
material weaknesses.

This report is intended solely for the information and use of the audit committee, management, the State
Controller’s Office and the Agency’s Federal awarding agencies and is not intended to be and should not
be used by anyone other than these specified parties.

7776¢MZ&U€ /2/44&790&”05/0.

Messner & Hadley, LLP
Certified Public Accountants

December 15, 2006
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MOJAVE WATER AGENCY

(A Special District)

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended June 30, 2006

FEDERAL GRANTOR: U.S. ENVIRONMENTAL PROTECTION AGENCY

WATER INFRASTRUCTURE PROJECT

Federal CFDA number 66.606
Federal grant identifier number XP999675-01-0
Program or award amount $ 11,000,000
Accrued grant proceeds, July 1, 2005 $ 918,009
Grant proceeds received $ -
Matching funds provided $ 238,658
Expenditures $ 4,773,154
Accrued grant proceeds, June 30, 2006 $ 5,452,505
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MOJAVE WATER AGENCY

(A Special District)

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended June 30, 2006

NOTE 1 — BASIS OF ACCOUNTING

The accompanying Schedule of Expenditures of Federal Awards is presented using the accrual basis of
accounting, which is described in Note 1 of Notes to Financial Statements.

NOTE 2 - RELATIONSHIP TO FEDERAL FINANCIAL REPORTS

Amounts reported in the accompanying Schedule of Expenditures of Federal Awards agree with the
amounts reported in the related Federal Financial Reports.

NOTE 3 - PROGRAM OR AWARD AMOUNT

The accompanying Schedule of Expenditures of Federal Awards presents the Federal share of each grant.

The following indicates both the Federal share and the local share (match) for the fiscal year ended June
30, 2006:

U.S. Environmental Protection Agency Award Amounts Expenditures
XP999675-01-0  Federal share — 95% $ 11,000,000 $ 4,534,496
Local share - 5% 578,948 238,658

$ 11,578,948 $ 4.773.154
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F]Hadze}], LLP Paul S. Messner, CPA

e ) Cindra ]. Hadley, CPA
Certified Public Accountants James M. Quinn, CPA, CFE

Independent Auditors’ Report on Compliance with Requirements
Applicable to Each Major Program and Internal Control Over
Compliance in Accordance with OMB Circular A-133

The Board of Directors of
Mojave Water Agency

Compliance
We have audited the compliance of Mojave Water Agency with the types of compliance requirements

described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement
that are applicable to each of its major federal programs for the year ended June 30, 2006. Mojave Water
Agency’s major federal programs are identified in the summary of auditor’s results section of the
accompanying schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, contracts and grants applicable to each of its major federal programs is the responsibility of
Mojave Water Agency’s management. Our responsibility is to express an opinion on Mojave Water
Agency’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America: the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the type of compliance requirements referred to above that could have a direct and material effect on
a major federal program occurred. An audit includes examining, on a test basis, evidence about Mojave
Water Agency’s compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion. Our audit does not provide a legal determination on Mojave Water Agency’s compliance with
those requirements.

In our opinion, Mojave Water Agency complied, in all material respects, with the requirements referred to
above that are applicable to each of its major federal programs for the year ended June 30, 2006.

Internal Control Over Compliance

The management of Mojave Water Agency is responsible for establishing and maintaining effective
internal control over compliance with requirements of laws, regulations, contracts and grants applicable to
federal programs. In planning and performing our audit, we considered Mojave Water Agency’s internal
control over compliance with requirements that could have a direct and material effect on a major federal
program in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on internal control over compliance in accordance with OMB Circular
A-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low
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The Board of Directors of
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level the risk that noncompliance with applicable requirements of laws, regulations, contracts, and grants
that would be material in relation to a major federal program being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions. We
noted no matters involving the internal control over compliance and its operation that we consider to be
material weaknesses.

This report is intended solely for the information and use of the audit committee, management, the State

Controller’s Office and the Agency’s Federal awarding agencies and is not intended to be and should not
be used by anyone other than these specified parties.
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Messner & Hadley. LLP
Certified Public Accountants
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MOJAVE WATER AGENCY

(A Special District)

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended June 30, 2006

A - SUMMARY OF AUDIT RESULTS

1. The auditors’ report expresses an unqualified opinion on the financial statements of Mojave Water
Agency.

2. No reportable conditions relating to the audit of the financial statements are reported in the
Independent Auditors’ Report on Compliance and on Internal Control over Financial Reporting Based
on an Audit of Financial Statements Performed in Accordance with Government Auditing Standards.

3. No instances of noncompliance material to the financial statements of Mojave Water Agency, which
would be required to be reported in accordance with Government Auditing Standards, were disclosed
during the audit.

4. No reportable conditions relating to the audit of the major federal award programs are reported in the
Independent Auditors’ Report on Compliance with Requirements Applicable to each Major Program
and Internal Control over Compliance in Accordance with OMB Circular A-133.

5. The auditors’ report on compliance for the major federal award programs for Mojave Water Agency
expresses an unqualified opinion on all major federal programs.

6. Audit findings relative to the major federal award programs for Mojave Water Agency are reported in
Part C of this Schedule.

7. The program tested as a major program is: Water Infrastructure Project (Grant #XP999675-01-0).
8. The threshold for distinguishing Types A and B programs was $300,000.

9. Mojave Water Agency qualified as a low-risk auditee.

B - FINDINGS: Financial Statements Audit
None.

C - FINDINGS AND QUESTIONED COSTS: Major Federal Award Programs Audit
None.
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MOJAVE WATER AGENCY

(A Special District)

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
For the Year Ended June 30, 2006

REPORTABLE CONDITIONS

There were no reportable conditions related to the audit of the major federal award programs for the year
ended June 30, 2006.

NONCOMPLIANCE

There were no instances of noncompliance related to the audit of the major federal awards programs for
the year ended June 30, 2006.
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