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January 9, 2014
To the Chairperson of the Chino Basin Desalter Authority Board, Members of the Board, and
Joint Powers Authority members of the Chino Basin Desalter Authority:
The Annual Financial Report of the Chino Basin Desalter Authority (herein after referred to as
the Authority) is hereby submitted for the fiscal year ended June 30, 2013. State and local
ordinances and statues require that the Authority annually issue a report on its financial
condition and activities, and that an independent audit firm of certified public accountants audit
this report.
In addition, generally accepted accounting principles (GAAP) require that management provide
a narrative introduction, overview, and analysis to accompany the basic financial statements.
The narrative section is called Management’s Discussion and Analysis (MD&A). This letter of
transmittal is designed to complement the MD&A, providing significant financial highlights. The
Authority’s MD&A can be found immediately following the report of the independent audit firm.
Included within this letter are several sections that provide important information about the
operations and economic conditions of the Authority. These sections are denoted as follows:
Section
A
B
C

Content
History
Major Initiatives for the Year and Future Years
Other Information

Management Responsibility for Financial Information
The preparation of FY2012/13 financial report was a joint effort between The Fiscal
Management Department of Inland Empire Utilities Agency and CDA Finance Staff.
Responsibility for both the accuracy of the data and completeness and fairness of the
presentation, including all disclosures, rests with the Authority’s management. To the best of
management’s knowledge and belief, the enclosed information is accurate in all material
respects and is reported in a manner designed to present fairly the financial condition and
results of operations of the Authority. Disclosures are presented to enable the reader to gain an
understanding of the Authority’s financial activities.
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January 9, 2014
To the Chairperson and Members of
The Board of Chino Basin Desalter Authority
SECTION A
AUTHORITY HISTORY, LOCAL ECONOMIC CONDITION AND OUTLOOK
Entity Formation
The Chino Basin Desalter Authority (CDA) was formed in September 2001 as a Joint Exercise
of Powers Authority (JPA) to manage and operate the Chino Desalter No. 1 and the Chino
Desalter No. 2. The original JPA is comprised of the cities of Chino, Chino Hills, Ontario, Norco,
the Jurupa Community Services District (JCSD), the Santa Ana River Water Company and
Inland Empire Utilities Agency (IEUA). In August of 2008, Western Municipal Water District was
added as an additional member of CDA.
There are eight directors, one from each entity. As an ex-officio member of the JPA, IEUA
participates in all discussions concerning issues before the Board of Directors. Per the JPA
formation agreement, IEUA has appointed one of its Board of Directors to sit on the JPA Board
as a non-voting member.
In February 2002 the JPA finalized the purchase of the Chino Desalter No. 1, and all related
assets and liabilities, from the Santa Ana Watershed Project Authority (SAWPA). The purchase
price was $64,489,532. To facilitate the purchase, the Authority issued variable rate revenue
bonds in the amount of $100,000,000 million. Bond proceeds in excess of the acquisition price
provided partial funding for the design and construction of the Chino Desalter No. 1 expansion,
to 14,560 af (acre feet) per year, and the design and construction of Chino Desalter No. 2, to
produce 11,200 af per year. On June 1, 2004, the Authority issued Adjustable Rate Desalter
Revenue Refunding Bonds, Series 2004A-1 and 2 for a total of $110,500,000. The purpose of
the issuance was twofold: 1) to refund all of the outstanding $100,000,000 2002 A Variable Rate
Bonds; and 2) to provide additional funding to complete the Chino No. 1 Expansion and Chino
No. 2 Desalter construction projects. The balance of the funding for the design and construction
of the additional Desalter facility was provided by $48 million in Proposition 13 grant
administered by the Santa Ana Watershed Project Authority, (SAWPA) through a contract with
the State Water Resources Control Board. On April 1, 2008, the Authority issued Desalter
Revenue Refunding Bonds, Series 2008A for a total of $89,440,000. The purpose of this
issuance was to refinance the Adjustable Rate Desalter Refunding Bonds, Series 2004A-1 & 2.
Chino Desalter No. 1, located in the southern part of the city of Chino, started operating in
September 2000. The original design of Chino Desalter No. 1 calls for 9,200 af (acre feet) of
desalinated water. The objectives of the project include the production, cleanup, and the
distribution of recovered water for potable consumption. Chino Desalter No. 1 meets the needs
of additional residents in the west end of San Bernardino County and Riverside County. Chino
Desalter No. 2, located in the City of Jurupa Valley, started operating in the summer of 2006,
with a design capacity of 10,400 af.
The admission of Western Municipal Water District (WMWD) as a CDA member ties in with the
construction
of
Chino
Basin
Desalter
Phase
III
Expansion
Project
The expansion project, a Phase III approach to the desalination of groundwater basin, also
supplements the effort of achieving hydraulic control of the Chino Basin. The project is expected
to produce an additional 10,500 af of product water shared by the sponsor group. The sponsor
group consists of WMWD, City of Ontario, and JCSD.
Economics Conditions and Outlook
Based on the latest economic forecasts of the Inland Empire region (IE), there is optimistic hope
that the region is recovering from the recent “great recession”. Although many indicators are
encouraging, the IE is recovering at a slower pace than the rest of the state and the country.
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January 9, 2014
To the Chairperson and Members of
The Board of Chino Basin Desalter Authority
AUTHORITY HISTORY, LOCAL ECONOMIC CONDITION AND OUTLOOK (continued):
Unemployment has finally dropped below double digit, while housing is rebounding at a healthy
speed. It is expected that the recovery for IE will continue at a slower pace, full recovery is not
likely until 2016 or beyond.

SECTION B

MAJOR INITIATIVES AND ACCOMPLISHMENTS FOR FY 2012/2013
Due to the various shutdowns of both Chino I and II, production of water for FY2012/13 was
slightly below the targeted entitlement total of 24,600 af. Total delivery of water for the years
was 23,870 af, 730 af off the target.
Major Accomplishments
 Executed the inter-agency agreement on the $51M State’s Department of Public Health
grant.
 Initiated the start of the transition of all finance and accounting functions from Inland
Empire Utilities Agency. Significant tasks included: 1) the hiring of a full time Financial
Accountant; 2) the appointment of the part-time Treasurer; and 3) the selection of
financial software.
 The completion of projects for the Chino I facility such as the RO Cleaning and
Modification, and Chino II facility such as the Paint/Recoat the 5900 Palm Reservoir and
Storage Tanks.
 The continuation of the Chino Desalter Phase III Project construction with emphasis on
the Concentrate Reduction Facility.
FUTURE INITIATIVES
Chino Desalter No. 1
 Continue with improvement and modification projects in FY2013/14 such as
Replacement of 2 VFDs and the Demolition and Replacement of the Salt Tank Pads.
Chino Desalter No. 2
 Proceed with improvement projects in FY2012/13 such as the replacements of wells with
Upright Turbine.
Chino Desalter Phase III Expansion
 Finalize major contracts related the Concentrate Reduction Facility and Product Water
Pipeline. Total of these two contracts is expected to be over $65M.
 Continue to work cooperatively with the sponsor group to administer the Chino Desalter
Phase 3 Expansion project. The expansion will increase groundwater production of
potable water by 10,600 af per year. The project sponsors are: City of Ontario, Jurupa
Community Services District, and Western Municipal Water District.
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January 9, 2014
To the Chairperson and Members of
The Board of Chino Basin Desalter Authority

MAJOR INITIATIVES AND ACCOMPLISHMENTS FOR FY 2012/2013 (continued):
Administration
 Complete the transition of financial and accounting functions from IEUA to CDA.
 Implement the new financial software and provide training to both Chino I and II.
SECTION C

OTHER INFORMATION
Internal Controls
The Management of the Authority is responsible for establishing and maintaining an internal
control structure designed to ensure that the assets of the Authority are protected from loss,
theft or misuse, and to ensure that adequate accounting data is compiled to allow for the
preparation of financial statements in conformity with generally accepted accounting principles.
The internal control structure is designed to provide reasonable, but not absolute, assurance
that these objectives are met.
The concept of reasonable assurance recognizes that:
1. the cost of a control should not exceed the benefits likely to be derived; and,
2. the valuation of costs and benefits requires estimates and judgments by
Management.
Budgetary Controls
The Authority maintains extensive budgetary controls. The objective of these controls is to
ensure compliance with legal provisions embodied in the annually appropriated budget
approved by the Authority's Board of Directors. The level of budgetary control (i.e., the level at
which expenditures can’t legally exceed the appropriated amount) is the category level (i.e.,
Office and Administrative Expenses, etc.) within the Authority. The Authority maintains an
encumbrance accounting system as an additional method of maintaining budgetary control.
With the Board’s approval, encumbered amounts at year-end will be carried forward to the next
fiscal year.
Independent Audit
State statutes require an annual audit by independent certified public accountants. The
Authority's Board of Directors appointed the firm of White Nelson Diehl Evans LLP., to perform
the annual audit. As part of the audit, reviews were made to determine the adequacy of the
internal control, and to ensure compliance with applicable laws and regulations related to all
financial activities conducted by the Authority. Generally accepted auditing standards were used
by the auditors in conducting the engagement. The auditor's report on the basic financial
statements is included in the financial section of this report.
Cash and Investment Management
The Authority has a comprehensive cash and investment program subject to California State
Code and bond covenants. These regulations are incorporated into the Authority’s Investment
Policy, which identifies the types of investments that are authorized and indicates any
restrictions. As required by the State of California Government Code, the Authority annually
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To the Chairperson and Members of
The Board of Chino Basin Desalter Authority
OTHER INFORMATION (continued):
adopts an investment policy that is intended to minimize credit and market risks, while
maintaining a competitive yield on its overall portfolio. The Authority’s cash management system
is also designed to forecast revenues and expenditures accurately, and to invest idle funds to
the fullest extent possible.
In order of priority, the Authority’s objectives when investing, reinvesting, purchasing, acquiring,
selling, enhancing and managing public funds are as follows:
1. Safety: Safety of principal is the foremost objective of the investment program.
Investments made by the Authority are undertaken in a manner that seeks to ensure the
preservation of capital in the overall portfolio. To attain this objective, diversification is required
to prevent any potential loss on any individual security or depository from exceeding the income
generated from the remainder of the portfolio.
2. Liquidity: The investment portfolio will remain sufficiently liquid to enable the Authority
to meet all operating requirements that might be reasonably anticipated.
3. Return on Investments: The investment portfolio shall be designed with the objective of
attaining a market rate of return throughout budgetary and economic cycles, taking into account
the investment risk constraints and the cash flow characteristics of the portfolio.
All cash and investment transactions are conducted in accordance with the Authority’s
resolutions and Investment Policy. While management recognizes that investment risks may
result from issuer defaults, market price changes or various technical complications leading to
temporary illiquidity, portfolio diversification is employed as a way to control these risks.
Investment Summary
The Authority has followed a conservative approach in conducting its investment activities. By
following the established Investment Policy, Authority staff has successfully managed the
investment portfolio to attain the Authority’s objectives. Please refer to Note # 2 to the basic
statements for additional information regarding investments.
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INDEPENDENT AUDITORS’ REPORT
Board of Directors
Chino Basin Desalter Authority
Chino, California
Report on the Financial Statements
We have audited the accompanying financial statements of the Chino Basin Desalter Authority (the Authority)
as of and for the year ended June 30, 2013, and the related notes to the financial statements, which collectively
comprise the Authority’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.
Auditors’ Responsibility
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 Requirements for California Special Districts. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free 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 auditors’ 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 auditors consider internal control relevant to the Authority’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 Authority’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
opinion.
Opinion
In our opinion, the basic financial statements referred to above present fairly, in all material respects, the
financial position of Chino Basin Desalter Authority as of June 30, 2013 and the results of its operations and
cash flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

-12875 Michelle Drive, Suite 300, Irvine, CA 92606 • Tel: 714.978.1300 • Fax: 714.978.7893
Offices located in Orange and San Diego Counties

Emphasis of Matters
The Authority incorporated deferred outflows of resources and deferred inflows of resources into the definitions
of the required components of the residual measure of net position due to the adoption of Governmental
Accounting Standards Board’s Statement No. 63, “Financial Reporting of Deferred Outflows of Resources,
Deferred Inflows of Resources, and Net Position”. The adoption of this standard also provides a new statement
of net position format to report all assets, deferred outflows of resources, liabilities, deferred inflows of
resources, and net position. Our opinion is not modified with respect to this matter.
The Authority has changed its method for accounting and reporting certain items previously reported as assets or
liabilities during fiscal year 2012-2013 due to the early adoption of Governmental Accounting Standards
Board’s Statement No. 65, “Items Previously Reported as Assets and Liabilities”. The adoption of this standard
required retrospective application resulting in a $220,001 reduction of previously reported net position. Our
opinion is not modified with respect to this matter.
Other Matters
Summarized Comparative Information
We have previously audited the Chino Basin Desalter Authority’s 2012 financial statements, and our report
dated December 14, 2012, expressed an unmodified opinion on those audited financial statements. In our
opinion, the summarized comparative information presented herein as of and for the year ended June 30, 2012,
is consistent, in all material respects, with the audited financial statements from which it has been derived.
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis, as identified in the accompanying table of contents, be presented to supplement the
basic financial statements. Such information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board, who considers it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of management about
the methods of preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained during the 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 on it.
Other Information
Our audit was conducted for the purpose of forming an opinion on the Authority’s basic financial statements.
The Introductory Section and other schedules, as listed in the table of contents, are presented for purposes of
additional analysis and are not a required part of the basic financial statements. The Introductory Section and
other schedules have not been subjected to the auditing procedures applied in the audit of the basic financial
statements and, accordingly, we do not express an opinion or provide any assurance on it.

Irvine, California
December 16, 2013
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The intent of the management’s discussion and analysis is to provide highlights of the Authority’s
financial activities for the fiscal year ended June 30, 2013. Readers are encouraged to read this
section in conjunction with the transmittal letter and the accompanying basic financial statements.

CDA Financial Statements
The financial statement for the Fiscal year 2012/13 reflects the twelfth year of operation of Chino
Desalter No.1 and the seventh year of operation for the Chino Desalter No. 2. The Authority uses
full accrual accounting, which recognizes transactions when they occur, regardless of when cash is
exchanged.

FINANCIAL HIGHLIGHTS
Operation and maintenance assessments from member agencies totaled $13,731K, while total
fixed project/capital assessments recorded were $7,082K. MWD’s local resource subsidy for the
fiscal year’s production came to $2,479K, an increase of $625K from last fiscal year. The main
reason was due to a lower base line for the subsidy calculation which resulted in higher total water
production eligible for the subsidy. Groundwater replenishment credit from Chino Basin
Watermaster, and the corresponding expense to member agencies totaled $14,492K. There was a
total of $585K in federal grant receipts in Fiscal Year 2012/13.
Total operating expenses recorded for fiscal year ended June 30, 2013 were $32,731K. This total
included Operation and Maintenance expenses of $10,194K, MWD’s subsidy passed back to
member agencies of $2,479K, Groundwater Replenishment Expense of $14,492K, and General
and Administrative expenses totaled $1,610K. The remainder of the operating expense balance of
$3,956K was depreciation and amortization for all tangible and intangible assets.
In summary, total operating and non-operating revenue of $38,225K exceeded total expenses of
$39,240K resulting in a negative change in net position of $1,015K, prior to capital contributions of
a total of $6,980K. In FY2012/13, the Authority distributed $1,280K of excess reserve to member
agencies. The final balance of net position at June 30, 2103 was $83,566K, including a prior period
adjustment of $221K, related to the writing off of the remaining balance of deferred bond issuance
costs.
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Changes in Financial Conditions of the Authority
Increase/(Decrease)
Current unrestricted assets
Current restricted Assets
Captial assets
Other assets
Total assets

2012/13

2011/12

$ 18,177,026

$ 10,783,865

from 2011/12

12,185,534

13,532,024

150,791,567

146,883,855

3,907,712

3%

5,708,763

4,703,386

1,005,377

21%

186,862,890

175,903,130

10,959,760

6%

$

%

7,393,161

69%

(1,346,490)

-10%

Current liabilities

22,477,577

14,317,483

8,160,094

57%

Noncurrent liabiliites

80,819,159

82,705,040

(1,885,881)

-2%

103,296,736

97,022,523

6,274,213

6%

74,367,955

68,512,491

5,855,464

9,198,199

10,368,116

(1,169,917)

Total net position

$ 83,566,154

$ 78,880,607

Operating revenues

30,702,058

31,643,709

(941,651)

-3%

Operating expenses

Total liabilities
Investment in capital assets
Unrestricted

$

4,685,547

9%
-11%
6%

(32,730,662)

(33,256,895)

526,233

-2%

Non-operating reveneus

7,522,844

7,275,427

247,417

3%

Non-operating expenses

(3,939,086)

(3,996,720)

57,634

-1%

Prior year annual reconciliation

(2,569,953)

Change in net position prior to capital contributions

(1,014,799)

Capital grants

(503,068)
1,162,453

584,708

412,348

Conributed expansion costs from Sponsors agencies

6,395,517

22,490,240

Distribution of reserves to member agencies

(1,279,879)

Restatement of net position
Change in net position
Beginning net position
Ending net position

-

(2,066,885)

411%

(2,177,252)

-187%

172,360

(222,001)

42%

(16,094,723)

-72%

(1,279,879)

n/a

222,001

n/a

4,685,547

23,843,040

(19,157,493)

-80%

78,880,607

55,037,567

23,843,040

43%

$ 83,566,154

$ 78,880,607

4,685,547

6%

$

The following explanations denote some of the changes between fiscal years, as compared in the
above table:
•

The increase in total assets is primarily due to two major reasons: 1) included in accounts
receivable balance was the $8M+ grants receivable – this is the first billing of the $51M grants
from the California Department of Health Services; 2) there was the $7M+ addition of
construction in progress related to the expansion project.

•

The increase in current liabilities corresponds to the $8M+ accrual for grants billing, since this is
being treated as a pass-thru grants.

•

The decrease in noncurrent liabilities was due to the principal repayment of $1.8M related to the
2008A bonds.

•

Total change in net position was a positive $4.6M as a result of the contribution from sponsor
for the expansion project in the fiscal year.
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FINANCIAL HIGHLIGHTS (continued):
Desalter Water Sales
Total product water delivered for fiscal year ended June 30, 2013 was 23,870 acre feet (af), a drop
of 3% of the targeted production of 24,600 af. The decrease of 793 af of production compared to
last fiscal year was due down time for both Chino I and II facilities. The distribution of water in af
was as follows: City of Chino – 4,804 City of Chino Hills – 4,075, City of Norco – 954, City of
Ontario – 4,794, Santa Ana River Water Co. – 1,170, and Jurupa Community Services District –
8,073. Refer to the Supplementary Statistical section of this report for history production data.
Revenues
Total revenues for the fiscal year ended June 30, 2013 amounted to $38,224,900. The following
table presents revenue by category.
R e v e nue by C a t e go ry
F o r t he F is c a l Y e a r E nde d J une 3 0 , 2 0 13
( E xc luding P rio r Y e a rs A nnua l R e c o nc ilia t io n a nd)
( Wit h C o m pa ra t iv e T o t a ls f o r F is c a l Y e a r E nde d J une 3 0 , 2 0 12 )

R e v e nue C a t e go ry

2012/13
A M O UN T

Operatio nal M aintenance A ssessments

$ 13,730,924

Inc re a s e / <D e c re a s e >
f ro m 2 0 11/ 12

2011/12

% OF
T OT A L
35.9%

A M O UN T

$ 14,350,296

% OF
T OT A L
36.9%

A M O UN T

% OF
T OT A L

($ 619,372)

-4.3%

M WD Subsidies

2,479,009

6.5%

1,854,149

4.7%

624,860

33.7%

Gro undwater Replenishment Credit

14,492,125

37.9%

15,439,264

39.7%

(947,139)

-6.1%

Capital A ssessments

7,082,336

18.5%

6,876,856

17.7%

205,480

3.0%

Interest Inco me

374,350

1.0%

393,355

1.0%

(19,005)

Other No n-o perating Revenues

66,156

0.2%

5,216

0.0%

60,940

T o t a l R e v e nue s

$38,224,900

10 0 .0 %

$ 3 8 ,9 19 ,13 6

10 0 .0 %

($694,236)

Revenues
For the Fiscal Year Ended June 30, 2013
$38,224,900

Interest Income
1.0%
Capital
Assessments
18.5%

Other
Nonoperating
Revenue
0.2%

Operational
Maintenance
Assessments
35.9%

Groundwater
Replenishment
Credit
37.9%

MWD Subsidies
6.5%
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-4.8%
1168.3%
- 1.8 %

FINANCIAL HIGHLIGHTS (continued):
Expenses
Total expenses for the fiscal year ended June 30, 2013 totaled $39,239,701. The following table
presents expenses by category.
E xpe ns e s by C a t e go ry
F o r t he F is c a l Y e a r E nde d J une 3 0 , 2 0 13
( Wit h C o m pa ra t iv e T o t a ls f o r t he F is c a l Y e a r E nde d J une 3 0 , 2 0 12

2012/13
E xpe ns e C a t e go ry
A M O UN T
Operatio ns and M aintenance

Inc re a s e / <D e c re a s e >
f ro m 2 0 11/ 12

2 0 11/ 12
% OF
T OT A L

A M O UN T

% OF
T OT A L

A M O UN T

% OF
C H A N GE

$ 10,193,973

26.0%

$ 10,475,498

27.7%

($ 281,525)

(2.7%)

M WD Subsidies to M ember A gencies

2,479,009

6.3%

1,854,149

4.9%

624,860

33.7%

Gro undwater Replenishment Expense

14,492,125

36.9%

15,439,264

40.9%

(947,139)

(6.1%)

A dministratio n and General

1,609,649

4.1%

1,322,448

3.5%

287,201

21.7%

Depreciatio n and A mo rtizatio n

3,955,906

10.1%

4,165,536

11.0%

(209,630)

(5.0%)

Interest o n Lo ng-Term Debt

3,939,086

10.0%

3,996,720

10.6%

(57,634)

(1.4%)

A nnual reco nciliatio n o f co sts

2,569,953

6.6%

503,068

1.3%

$ 3 9 ,2 3 9 ,7 0 1

10 0 .0 %

T o t a l E xpe ns e s

$ 3 7 ,7 5 6 ,6 8 3

10 0 .0 %

2,066,885
$ 1,4 8 3 ,0 18

410.9%
3 .9 %

Expenses
For the Fiscal Year Ended June 30, 2013
$39,239,701

Interest on LongTerm Debt Annual reconciliation
of costs
10.0%
6.6%

Depreciation and
Amortization
10.1%

Operations and
Maintenance
26.0%

MWD Subsidies
to Member Agencies
6.3%

Administrative and
General
4.1%

Groundwater
Replenishment
Expense
36.9%
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FINANCIAL HIGHLIGHTS (continued):
Capital Assets and Construction in Progress
Net of accumulated depreciation, the Authority had total capital assets of $150,791,567 in
FY2012/13. The total capital assets included $31,792,455 of construction in progress (CIP), of
which $31,597,316 pertains to the Phase III expansion project. During fiscal year 2012/13, the
Expansion Project added almost $8.0m of CIP. Significant projects included the Chino I Raw Water
Pipeline and the Drilling of Wells I-16, I-17, and I-18. Please see Note #6 to the basic financial
statements for additional information regarding capital assets.

Debt Management
The outstanding balance of the Desalter Revenue Refunding Bonds Series 2008A at June 30,
2013 was $81,075,000. The next principal payment of $1,980,000 will be due on June 1, 2014.
Refer to Note #8 to the basic financial statements for additional information regarding debt
management.

Contacting the Authority’s Financial Management
This financial report is designed to provide the members of the Chino Basin Desalter Joint Exercise
of Powers Authority, its citizens, customers, investors and creditors with a general overview of the
Authority’s finances and to demonstrate the Authority’s accountability for the revenues it receives.
If you have questions about this report or need additional financial information, please contact the
Authority’s Treasurer, 2151 Haven Avenue, Suite 202, Ontario, CA 91761.
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CHINO BASIN DESALTER AUTHORITY
BASIC FINANCIAL STATEMENTS
OVERVIEW
Financial Statements
The following Basic Financial Statements, along with the Notes to the Basic Financial
Statements, present an overview of the Authority’s financial position at June 30, 2013,
and the results of operations and the cash flows of its proprietary fund types for the year
then ended.
The Basic Financial Statements consist of:
1) Statement of Net Position – the statement denotes the increase/(decrease) of net
position of the Authority.
2) Statement of Revenues, Expenses and Changes in Net Position – the statement
shows all revenue and expense sources recorded for the period, and their effects
on the net position of the Authority.
3) Statement of Cash Flows – the statement reflects the Authority’s financial
activities and their effect on cash. It also denotes the cash position of the
Authority at the end of the fiscal period.
4) Notes to the Basic Financial Statements.
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CHINO BASIN DESALTER AUTHORITY
Statement of Net Position
June 30, 2013
(With Comparative Totals for June 30, 2012)

Totals
2013

2012

ASSETS
Current assets
Unrestricted current assets
Cash & investments (Note 2)
Accounts receivable
Other receivable
Interest receivable
Prepaid expenses
Deposits
Total unrestricted assets

$6,767,384
11,346,253
0
25,376
21,881
16,134
18,177,026

$8,613,485
2,032,019
110,124
19,143
2,961
6,133
10,783,865

Restricted current assets
Cash & investments held for expansion project (Note 3)
Assets held for 401(a) plan (Note 3)
Cash & investments held with trustee/fiscal agents (Note 3)
Total restricted assets

5,584,472
166,601
6,434,461
12,185,534

7,093,945
5,321
6,432,758
13,532,024

30,362,560

24,315,889

1,476,144
31,792,455
99,438,138
18,084,831
150,791,567

1,476,144
24,616,604
101,969,449
18,821,658
146,883,855

5,045,174
663,589
5,708,763

4,009,634
693,752
4,703,386

Total noncurrent assets

156,500,330

151,587,241

Total assets

186,862,890

175,903,130

Total current assets

Noncurrent assets
Capital assets (Note 6)
Land
Jobs in progress
Capital assets, net of accumulated depreciation
Intangible assets, net of accumulated amortization
Total capital assets
Other assets
Long-term investment held with trustee/fiscal agents (Note 2)
Prepaid Bond Insurance
Total other assets

The accompanying notes are an integral part of the basic financial statements
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Totals
2013

2012

LIABILITIES
Current liabilities
Accounts payable
Accrued liabilities
Compensated absences
MWD rebates due to member agencies
Retentions payable
Long-term debt, due within one year (Note 8)
Interest payable
Sponsor expansion deposit
Total current liabilities

$254,284
10,290,305
57,285
2,479,009
45,948
1,980,000
323,627
7,047,119
22,477,578

$1,747,878
972,233
57,933
1,854,149
149,807
1,865,000
328,678
7,341,805
14,317,483

80,000
80,572,558
166,601
80,819,159

80,000
82,619,719
5,321
82,705,040

103,296,736

97,022,523

74,367,955

68,512,491

9,198,199

10,368,116

$83,566,154

$78,880,607

Noncurrent liabilities
Contract Payable, due in more than one year
Long-term debt, due in more than one year (Note 8)
Liability for 401(a) plan (Note 3)
Total noncurrent liabilities
Total liabilities

NET POSITION
Net Investment in capital assets
Unrestricted
Total net position

11

CHINO BASIN DESALTER AUTHORITY
Statement of Revenues, Expenses and
Changes in Fund Net Position
Year Ended June 30, 2013
(With Comparative Totals for June 30, 2012)
Totals
2013

2012

OPERATING REVENUES
Operations and maintenance assessments
Rebate revenue - MWD
Groundwater replenishment credit

$13,730,924
2,479,009
14,492,125

$14,350,296
1,854,149
15,439,264

30,702,058

31,643,709

10,193,973
2,479,009
14,492,125
1,609,649
3,955,906

10,475,498
1,854,149
15,439,264
1,322,448
4,165,536

Total operating expenses

32,730,662

33,256,895

Operating income (loss)

(2,028,603)

(1,613,186)

374,350
7,082,336
66,157
(3,939,086)
(2,569,953)

393,355
6,876,856
5,216
(3,996,720)
(503,068)

1,013,804

2,775,639

(1,014,799)

1,162,453

584,708
6,395,517
(1,279,879)

412,348
22,490,240
0

Change in net position

4,685,547

24,065,041

Total net position - beginning

78,880,607

55,037,567

Total operating revenues
OPERATING EXPENSES
Operations and maintenance
MWD rebate to member agencies
Groundwater replenishment expense
Administration and general
Depreciation and amortization

NONOPERATING REVENUES (EXPENSES)
Interest income
Fixed project/capital assessments
Other nonoperating revenue (expenses)
Interest on long-term debt
Annual reconciliation of costs
Total nonoperating revenues (expenses)
Income (loss) before contributions
CAPITAL CONTRIBUTIONS
Capital grants
Contributed expansion costs from Sponsors agencies
Distribution of reserves to member agencies

Prior period adjustment (note 13)

($222,001)

Total net position - ending

$83,566,154

The accompanying notes are an integral part of the basic financial statements
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$78,880,607
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CHINO BASIN DESALTER AUTHORITY
Statement of Cash Flows
Year Ended June 30, 2013
(With Comparative Totals for June 30, 2012)

Totals
2013
CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers
Cash received from sponsors
Cash payments to suppliers for goods and services
Cash payments for contract labor

2012

4,412,955 $12,816,610
12,845,139
12,845,139
(13,278,787) (13,013,853)
(3,234,889)
(2,838,826)
744,418

Net cash provided by operating activities

9,809,069

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisition and construction of capital assets
Fixed project/capital assessments
Annual reconciliation of project costs
Principal paid on capital debt
Interest paid on capital debt
Bond administration fees
Proceeds from sponsors
Distribution of excess reserves to member agencies
Capital grants

(7,863,618)
7,082,336
(2,569,953)
(1,865,000)
(3,944,137)
(2,034)
6,395,517
(1,279,879)
584,708

(24,393,912)
6,876,856
(503,068)
(1,765,000)
(4,001,500)
(874)
22,490,240
0
412,348

Net cash used by capital and related financing activities

(3,462,060)

(884,910)

CASH FLOWS FROM INVESTING ACTIVITIES
Interest on investments
Gain/loss long term investments

448,689
(49,378)

381,385
(19,270)

Net cash provided by investing activities

399,311

362,115

Net increase (decrease) in cash and cash investments

(2,318,331)

9,286,274

Cash and cash investments - beginning

26,149,822

16,863,548

$23,831,491

$26,149,822

Cash and cash investments - ending

The accompanying notes are an integral part of the basic financial statements
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Totals
2013
RECONCILIATION OF OPERATING INCOME TO NET CASH PROVIDED
FOR (USED BY) OPERATING ACTIVITIES
Operating income (loss)
Adjustments to reconcile operating income to net cash
provided (used) by operating activities
Depreciation and amortization
(Increase) decrease in operating assets
Accounts receivable
Deposits receivable
Prepaid items
Increase (decrease) in operating liabilities
Accounts payable
MWD rebates due to member agencies
Sponsor expansion deposit
Retention liabilities
Other accrued liabilities

2012

(2,028,603)

($1,613,186)

3,955,906

4,165,536

(9,204,110)
(10,000)
(18,920)

(1,662,429)
0
1,870

(1,493,594)
624,860
(294,686)
(103,859)
9,317,424

(527,503)
1,067,274
7,341,805
128,743
906,959

744,418

$9,809,069

Cash & cash investments at end of year

$23,831,491

$26,149,822

Total cash and cash investments

$23,831,491

$26,149,822

$6,767,384
5,584,472
6,434,461
5,045,174

$8,613,485
7,093,945
6,432,758
4,009,634

$23,831,491

$26,149,822

Net cash provided for (used by) operating activities
RECONCILIATION OF CASH & CASH INVESTMENTS TO
THE STATEMENT OF NET ASSETS

Cash & investments
Restricted current assets held for expansion project
Restricted current assets held with trustee/fiscal agent
Long-term investment held with trustee/fiscal agent
Total cash, investments and restricted assets

NONCASH CAPITAL, FINANCING, AND INVESTING ACTIVITIES

There were no significant noncash capital, financing, and investing activities for the fiscal year ended June 30, 2013
The accompanying notes are an integral part of the basic financial statements

15

16

CHINO BASIN DESALTER AUTHORITY
Index of Notes to the Basic Financial Statements
Fiscal Year Ended June 30, 2013

Note 1 Reporting Entity and Summary of Significant Accounting Policies ............................... ...18
Note 2 Cash and Investments ..................................................................................................22
Note 3 Restricted Assets ..........................................................................................................25
Note 4 Risk Management .........................................................................................................25
Note 5 Contingencies ...............................................................................................................25
Note 6 Changes in Capital Assets ............................................................................................26
Note 7 Construction Commitments ...........................................................................................28
Note 8 Long-Term Debt & Contract Payable .............................................................................28
Note 9 Arbitrage Rebate Obligation ..........................................................................................29
Note 10 Groundwater Replenishment Expense/Credits ............................................................29
Note 11 Defined Contribution Pension Plan .............................................................................30
Note 12 Operating Lease .........................................................................................................30
Note 13 Restatement of Net Position and Related Accounts ...................................................30

17

NOTES TO THE BASIC FINANCIAL STATEMENTS
Fiscal Year Ended June 30, 2013

(1) Reporting Entity and Summary of Significant Accounting Policies:
Description of the Reporting Entity
The Chino Basin Desalter Authority (hereafter referred to as the CDA), a Joint Exercise of Powers
Authority, was formed in September of 2001. The membership of the CDA consists of the cities of
Chino, Chino Hills, Ontario, Norco, Jurupa Community Services District, Santa Ana River Water
Company, Western Municipal Water District, and Inland Empire Utilities Authority (IEUA). As defined by generally accepted accounting principles and the Governmental Accounting Standards
Board, CDA, for financial reporting purpose, is considered to be the primary government. The CDA
has no legally separate component units that require blended or discrete presentation.
Subject to the limitation imposed by the Constitution of California, and pursuant to its charter, all
powers of the CDA are vested in an eight-member Board of Directors, seven of which have voting
rights and one, IEUA, serving as an ex officio member without voting rights. Each Board member
is appointed by the respective JPA member agency. Voting, using the weighted approach, is
counted based upon the take or pay amount of product water each member is contractually committed to purchase. For the purposes of transacting businesses of the Board, a weighted voting
based on entitlement is adopted. The principal office of the CDA is established by resolution of the
Board. The CDA has appointed a Secretary and Treasurer, and hired a General Manager/CEO.
The appointed officers come from the membership of the CDA.
The accounting policies of the CDA conform to generally accepted accounting principles as they
relate to governmental units. The CDA applies all relevant Governmental Accounting Standards
Board (GASB) pronouncements.

Fund Accounting
The CDA’s resources are allocated to, and accounted for, in one fund classified as an Enterprise
Fund.

Propriety Fund Types
Enterprise Fund
The Enterprise Fund is accounted for on a cost of services or "capital maintenance" measurement
focus. This means that assets and liabilities (whether current or non-current) are included in the
statement of net position. The reported fund equity (net total position) is segregated into net investment in capital assets and restricted and unrestricted net position. The Enterprise Fund type
operating statement presents increases (revenues) and decreases (expenses) in net total position.

18

(1) Reporting Entity and Summary of Significant Accounting Policies (continued):
Propriety Fund Types (continued):
Enterprise Fund (continued):
Enterprise Funds are used to account for operations: (a) that are financed and operated in a
manner similar to private business enterprises, where the intent of the governing body is that
the costs (expenses, including depreciation and amortization) of providing goods or services
to the general public on a continuing basis, be financed or recovered primarily through user
charges; or (b) where the governing body has decided that periodic determination of revenues earned, expenses incurred and/or net income is appropriate for capital maintenance,
public policy, management control, accountability or other purposes.

Basis of Accounting
Basis of accounting refers to the timing when revenues and expenses are recognized in the accounts, and reported in the financial statements, regardless of the measurement focus applied.
The CDA prepares its financial statements on the accrual basis of accounting. Under the accrual
basis of accounting, revenues are recognized when earned and expenses are recorded when liabilities are incurred.

Use of Estimates
The preparation of financial statements requires management to make certain 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, as well as the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

Use of Restricted and Unrestricted Funds
Restricted funds are generally imposed by external constraints, either regulatory and/or by agreements. By nature of the constraints, restricted funds are earmarked for specific use. Unlike restricted funds, unrestricted funds become discretionary funds for the Authority to use when it becomes available.

Budgetary Policy and Control
The CDA's Board approves each fiscal year's budget submitted by the Treasurer prior to the beginning of the new fiscal year. All amendments to the budget, or transfers of operating budget appropriations to or from reserve accounts over $50,000, require Board approval. Because the CDA
is not required to present budget comparisons, budgetary data is not presented in the accompanying basic financial statements.
The Authority maintains budgetary controls to ensure compliance with legal provisions embodied in
the appropriated budget approved by the Board. All appropriations which are not obligated, encumbered or expended at the end of the fiscal year, shall lapse, except for multi-year capital expenditures.

Comparative Data
Selected information regarding the prior year has been included in the accompanying financial
statements. This information has been included for comparison purposes only and does not represent a complete presentation in accordance with generally accepted accounting principles. Accordingly, such information should be read in conjunction with the authority’s prior year’s financial
statements, from which this selected financial data was derived.
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(1) Reporting Entity and Summary of Significant Accounting Policies (continued):
Certain amounts in the June 30, 2012 financial statements have been reclassified for comparative
purposes to conform to the presentation in the June 30, 2013 financial statements. As a result of
the retroactive implementation of GASB Statement No. 65, net position at June 30, 2102 was decreased to $222,001.
New Accounting Pronouncements:
Implemented:
In fiscal year 2012-2013, the Authority implemented Governmental Accounting Standards
Board (GASB) Statement No. 63, “Financial Reporting of Deferred Outflows of Resources,
Deferred Inflows of Resources, and Net Position”. This statement incorporates deferred
outflows of resources and deferred inflows of resources, as defined by GASB Concepts
Statement No. 4, “Elements of Financial Statements” into the definitions of the required
components of the residual measure of net position, formerly net assets. This statement
also provides a new Statement of Net Position format to report all assets, deferred outflows
of resources, liabilities, deferred inflows of resources, and net position.
In fiscal year 2012-2013, the Authority early implemented GASB Statement No. 65, “Items
Previously Reported as Assets and Liabilities”. This statement established accounting and
financial reporting standards that reclassify, as deferred outflows of resources or deferred
inflows of resources, certain items that were previously reported as assets and liabilities.
Due to the early implementation of this statement, deferred bond costs, which should be
recognized as an expense in the period incurred, were eliminated. Accounting changes
adopted to conform to the provisions of this statement should be applied retroactively. The
result of the implementation of this standard was to decrease the net position at June
30, 2012 by $222,001, which is the amount of bond issue costs at June 30, 2012.
Pending Accounting Standards:
GASB has issued the following statements which may impact the Authority’s financial reporting requirements in the future:
•
•
•
•
•

GASB 66 - “Technical Corrections, an amendment of GASB Statement No. 10 and
Statement No. 62”, effective for periods beginning after December 15, 2012.
GASB 67 - “Financial Reporting for Pension Plans, an amendment of GASB Statement
No. 25”, effective for the fiscal years beginning after June 15, 2013.
GASB 68 - “Accounting and Financial Reporting for Pensions, an amendment of GASB
Statement No. 27”, effective for the fiscal years beginning after June 15, 2014.
GASB 69 - “Government Combinations and Disposals of Government Operations”, effective for periods beginning after December 15, 2013.
GASB 70 - “Accounting and Financial Reporting for Nonexchange Financial Guarantees”, effective for the periods beginning after June 15, 2013.
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(2) Reporting Entity and Summary of Significant Accounting Policies (continued):
Cash and Investments
Investments in short-term highly liquid debt instruments that have a remaining maturity at the time
of purchase of one year or less are reported at cost or amortized cost. All other investments are
reported at fair value.
For the purpose of the Statement of Cash Flows at June 30, 2013, and in accordance with the
Governmental Accounting Standards Board Statement No. 9, the Authority chooses to focus on
cash alone and not just cash equivalents. For financial presentation purposes, cash and cash investments are shown within cash, short-term investments and restricted assets. Additionally,
guidelines provided by GASB No. 40 regarding risk disclosures on deposits and investments have
been followed.

Capital Assets
Property, plant and equipment are capitalized at cost. The cost of a capital investment includes
purchase, rehabilitation or construction costs, as well as ancillary expenses necessary to make
productive use of the assets. Current capitalization thresholds are reflected in the following table.

Type of
Expenditure

Total

Estimated

Increases

Enhances

Cost

Life

Estimated Life

Performance

Office Equipment
Computer Equipment
Other Equipment
Maintenance & Repair
Expenditures
Maintenance & Repair
Expenditures
Capital Projects
Single Year Capital
Projects

≥ $5,000
≥ $5,000
≥ $5,000

> 1 Year
> 1 Year
> 1 Year

N/A
N/A
N/A

N/A
N/A
N/A

≥ $5,000

> 1 Year

YES

-----

≥ $5,000
≥ $5,000

≥ 3 Years
≥ 3 Years

----N/A

YES
N/A

≥ $5,000

≥ 3 Years

N/A

N/A

Multi Year Capital Projects

≥ $15,000

≥ 3 Years

N/A

N/A

Depreciation is computed using the straight-line method over the estimated useful lives (5 - 50
years) of the assets. One-half year depreciation is recorded in the year of acquisition and disposal.
Estimated useful lives are:

Ω

Furniture, machinery and equipment

 Improvements
 Buildings and plants



Intangible Assets

5 - 10 years
15 years
5 - 50 years
30 - 50 years

The Authority capitalizes interest on tax exempt debt issued to finance construction projects, net of
interest earned on the unspent proceeds. No interest was capitalized for fiscal year ended June
30, 2013.
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(1) Reporting Entity and Summary of Significant Accounting Policies (continued):
Deferred Outflows/Inflows of Resources:
In addition to assets, the statement of net position will sometimes report a separate section
for deferred outflows of resources. This separate financial statement element, deferred
outflows of resources, represents a consumption of net position that applies to a future period(s) and so will not be recognized as an outflow of resources (expense/expenditure) until
then. The Authority does not have deferred outflows of resources.
In addition to liabilities, the statement of net position will sometimes report a separate section for deferred inflows of resources. This separate financial statement element, deferred
inflows of resources, represents an acquisition of net position that applies to a future period(s) and will not be recognized as an inflow of resources (revenue) until that time. The
Authority has no deferred inflows of resources.

Deferred Costs
Deferred financing costs on debt issuances are to be amortized over the life of the debt. For the
2008A Desalter Revenue Refunding bonds, the amortization period is 27 years, with 22 years remaining.

Operating and Non-operating Revenues and Expenses
Operating revenues and expenses relate to transactions generated as a direct result of the core
business in which the Authority is engaged. These transactions can be repetitive in nature within
the normal business cycle. Non-operating revenues and expenses are transactions incurred infrequently, during the course of the Authority’s business. These types of transaction are generally no
directly related to the general business of the Authority.

(2) Cash and Investments
Cash and investments as of June 30, 2013 are classified in the accompanying financial statements
as follows:
Statement of Net Assets
Unrestricted current Cash & investments
Restricted current assets held for expansion project
Restricted current assets held by trustee/fiscal agents
Long-term investment held by trustee/fiscal agents
Total cash and investments
Deposits with financial institutions
Investments
Total cash and investments

$6,767,384
5,584,472
6,434,461
5,045,174

$23,831,491
$7,330,442
16,501,049

$23,831,491
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(2) Cash and Investments (continued):
Investments Authorized by the California Government Code and the Authority’s Investment Policy
The table below identifies the investment types that are authorized for the Authority by the California Government Code and the Authority’s Investment Policy. The investment category of Medium
Term Notes (MTN) was mistakenly omitted in the Authority’s FY2012/13 investment policy. The
investment policy has been revised in FY2013/14 to include MTN as authorized investment. The
table also addresses the interest rate risk, credit risk, and concentration of credit risk. This table
does not address investments of debt proceeds held by bond trustee that are governed by the provisions of the debt agreements of the Authority.

Authorized
Investment Type

Maximum
Maturity

U.S. Treasury Obligations
U.S. Agency Securities
Commercial Paper
Negotiable Certificate of Deposit
Repurchase Agreements
Money Market Mutual Funds
State Investment Pool

Maximum
Percentage
of Portfolio

5 years
5 years
270 days
5 years
90 days
N/A
N/A

None
None
25%
30%
50%
20%
None

Maximum
Investment
One Issuer
None
None
10%
None
None
10%
None

Investments Authorized by Debt Agreements
Investments of debt proceeds held by bond trustee are governed by provisions of the debt agreements, rather than the general provisions of the California Government Code or Authority’s investment policy.
The table below identifies the investment types that are authorized for investments held by bond
trustee. The table also identifies certain provisions of these debt agreements that address quality
of risk, interest rate risk, credit risk, and concentration of credit risk.
Minimum
Rating

Maximum
Maturity

Maximum
Percentage
Allowed

Maximum
Investment
in One
Issuer

U.S. Treasury Obligations
U.S. Agency Securities
Money Market Funds
Certificates of Deposits
Investment Agreements
Commercial Paper

None
None
AA-m / Aa2
None
None
A-1 / Prime-1

None
None
N/A
None
None
270 days

None
None
None
None
None
None

None
None
None
None
None
None

Banker's Acceptances
Repurchase agreements
LAIF

A-1 / Prime-1
A
None

1 Year
30 days
N/A

None
None
None

None
None
None

Authorized
Investment Type
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(2) Cash and Investments (continued):
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 the sensitivity of
its fair value to changes in market interest rates. One of the ways that the Authority manages its
exposure to interest rate risk is by purchasing a combination of shorter term and longer term investments and by timing cash flows from maturities so that a portion of the portfolio is maturing or
coming close to maturity evenly over time as necessary to provide the cash flow and liquidity
needed for operations.
Information about the sensitivity of the fair values of the Authority’s investments (including investments held by bond trustee) to market interest rate fluctuations is provided by the following table
that shows the distribution of the Authority’s investment by maturity:
Remaining Maturity (in Months)
Investment Type

Value

State Investment Pool

12 or Less

13 to 24

25 to 59

Over 60

$5,021,414

$5,021,414

$0

$0

$0

5,045,174

0

0

5,045,174

0

Held by Trustee:
U.S. Agency Securities
Held by Bond Trustee:
Debt Service Money Mkt.

138,287

138,287

0

0

0

6,296,174

6,296,174

0

0

0

$16,501,049

$11,455,875

$0

$5,045,174

$0

U.S. Agency Securities
Total

Investments with Fair Values Highly sensitive to Interest Rate Fluctuations
The Agency’s investment policy states that purchases of investments will be restricted to securities
with a final state maturity not to exceed five year. The Agency manages its exposure to interest
rate risk is by purchasing a combination of short term and long term investments. Investment maturities are spread out evenly to provide the cash flow and liquidity need for operations. The Agency has elected to use the segmented time distribution method of disclosure for interest rate risk.

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 the Authority’s
investment policy, and the actual Standard and Poor’s rating as of fiscal year ended June 30,
2013:
Minimum

Rating as of June 30, 2013

Legal
Investment Type
State Investment Pool

Value

Rating

A+ - AA+

Unrated

$5,021,414

N/A

$0

$5,021,414

5,045,174

N/A

5,045,174

0

Held by Trustee:
U.S. Agency Securities
Held by Bond Trustee:
Debt Service Money Mkt.
U.S. Agency Securities
Total

138,287

A+

138,287

0

6,296,174

N/A

6,296,174

0

$11,479,635

$5,021,414

$16,501,049
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(2) Cash and Investments (continued):
Concentration of Credit Risk
The investment policy of the Authority contains no limitations on the amount that can be invested in
any one issuer beyond that stipulated by the California Government Code. There were no Investments in any one issuer (excluding investment pools) that represent 5% or more of the total Authority’s investments.

Investment in State Investment Pool
The Authority is a voluntary participant in the Local Agency Investment Fund (LAIF) that is regulated by California Government Code Section 16429 under the oversight of the Treasurer of the State
of California. The fair value of the Authority’s investment in this pool is reported in the accompanying financial statements at amounts based upon the Authority’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 basis.

(3) Restricted Assets
These include: (a) unspent bond proceeds available for capital construction payments; (b) proceeds from bonds which are restricted to making payments for debt service; (c) deposits held in
lieu of retentions which required funds to be separately set aside for retention; (d) deposits held for
expansion project costs. Construction contract retentions, which do not involve separately segregated funds, are included in Jobs in Progress within the Capital Asset category on the Statement
of Net Position.

(4) Risk Management
The Authority is exposed to various risks of loss related to: torts, theft of, damage to, and destruction of assets; errors and omissions; injuries to employees; and, natural disasters. These risks are
covered by commercial insurance purchased from independent third parties, and covers loss related to general liability, and errors and omissions claims of up to $10M per occurrence. The Authority also maintains insurance coverage for loss related to automobile liability and property damage
claims categories of up to $10 million. Property damage has a $1 billion per occurrence shared
coverage limit.
In early 2011, the CDA started to execute its plan to have better hands-on organization for direct
reporting. A general manager was hired to carry out the organizational plan. Workers compensation insurance was secured to protect the Authority. All operations and project management activities are contracted for by the Authority, from Jurupa Community Services District and Inland Empire Utilities Agency. Workers compensation insurance is carried by the applicable contractor.

Claim Liabilities
Claim liabilities of the Authority are reported when it is probable that a loss has occurred and the
amount of the loss can be reasonably estimated. Claim liabilities include an amount for claims that
have been incurred but not reported (IBNRs); a negative amount reflects a current year change in
the estimated unpaid claims balance at the beginning of the year. Claim liabilities are calculated
considering effects of inflation, recent claim settlement trends including frequency and amount of
payouts, and other economic and social factors. As of June 30, 2013 the Authority has no recorded
liability for claims and judgments.
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(5) Contingencies
Amounts received or receivable from grant agencies are subject to audit and adjustment by the
grantor Authority. Any disallowed claims, including amounts already collected, may constitute a
liability of the applicable funds. The amount, if any, of expenditures that may be disallowed by the
grantor cannot be determined at this time, although the Authority expects such amounts, if any, to
be immaterial.
The annual reconciliation of actual O&M costs against budget for FY 2012/13 costs could result in
an unrecorded liability or receivable, depending upon the calculations. As of this time, the amount
has not yet been determined.

(6) Changes in Capital Assets
Capital Assets
The following is a summary of capital assets, accumulated depreciation and amortization,
jobs in progress and intangible assets at June 30, 2013 with changes therein:
Accumulated
Balance at
06/30/12

Additions

Net Book

Transfers &

Balance at

Depreciation

Value at

Retirements

06/30/13

06/30/13

06/30/13

Capital assets, not being depreciated:

Land

$1,476,144

$0

$0

$1,476,144

$0

$1,476,144

Jobs in progress

24,616,604

7,863,618

(687,767)

31,792,455

0

31,792,455

Total capital assets, not being depreciated:

26,092,748

7,863,618

(687,767)

33,268,599

0

33,268,599

106,900,296

614,286

0

107,514,582

(21,154,264)

86,360,318

14,869,711

0

0

14,869,711

(3,247,372)

11,622,339

5,699,136

73,481

0

5,772,617

(4,317,136)

1,455,481

127,469,143

687,767

0

128,156,910

(28,718,772)

99,438,138

113,749

0

0

113,749

(39,812)

73,937

Supplementary Treatment Capacity

24,216,851

0

0

24,216,851

(6,205,958)

18,010,893

Total capital assets, being amortized

24,330,600

0

0

24,330,600

(6,245,770)

18,084,830

$177,892,491

$8,551,385

($687,767)

$185,756,109

($34,964,542)

$150,791,567

Capital assets, being depreciated:
Treatment plants, pump stations and pipelines

Land Improvements/Easements

Equipment

Total capital assets, being depreciated

Capital assets, being amortized:

Computer Software

Total capital assets
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(6) Changes in Capital Assets (continued):
Changes in Accumulated Depreciation and Amortization

The following is a summary of property, plant and equipment accumulated depreciation and
amortization at June 30, 2013:
Balance at
06/30/12

Treatment plants, pump stations and pipelines

Additions

Transfers &

Balance at

Retirements

06/30/13

($18,682,294)

(2,471,970)

$0

($21,154,264)

Land improvements/easements

(2,655,887)

(591,485)

0

(3,247,372)

Equipment

(4,161,513)

(155,623)

0

(4,317,136)

(3,219,078)

0

(28,718,772)

(28,437)

(11,375)

0

(39,812)

(5,480,505)

(725,453)

0

(6,205,958)

(5,508,942)

(736,828)

0

(6,245,770)

($31,008,636)

($3,955,906)

$0

($34,964,542)

Accumulated Depreciation

(25,499,694)

Computer Software

Supplementary treatment capacity

Accumulated Amortization

Total Accumulated Depreciation/Amortization

Depreciation and amortization of tangible and intangible assets has been computed on a straightline basis over various estimated useful lives ranging from five to fifty years. One-half year amortization is recorded in the year of acquisition and disposal. For the fiscal year ended June 30, 2013,
depreciation and amortization expense was $3,955,906.
Jobs in Progress
At the fiscal year ended June 30, 2013, the Authority had several jobs in progress that would expand or enhance the desalter operations and provide for ancillary facilities that support Authority
activities.
The jobs in progress at June 30, 2013, were as follows:
Chino Desalter No. 1 Capacity Improvements
Chino Desalter No. 2 Well land purchase
Chino Desalter Administration

$103,031
5,000
85,764

Chino Desalter Phase III Expansion (Non-sponsor)
Chino Desalter Phase III Expansion (Sponsor)
Total Jobs in Process

748,640
30,850,020
$31,792,455
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(7) Construction Commitments
The Authority is committed to several materials construction contracts relating to the Phase 3 Expansion. It is estimated that approximately another $1.7M will be spent to complete projects that
were in progress at June 30, 2013.
The major projects include:
•

Equipping of Chino Creek Well Field Wells I-16, I-17, and I-18 – the project provides for
the installation of mechanical and electrical equipment and controls to allow the wells to
produce and deliver groundwater to the Chino I Desalter. This project has an outstanding
obligation of $1.4M.

•

Chino Creek Raw Water Pipeline Construction – the raw water pipeline will enable water
transfer from the Chino Creek Well Field Wells I-16, I-17, and I-18 to the Chino I Desalter
raw water supply system, assisting in the attainment of hydraulic control in the lower portion
of the Chino Basin and continuing implementation of the Phase 3 Expansion. This project
has an outstanding obligation of $.3M.

(8) Long-term Debt & Contract Payable
Summary of long-term debt activity for the fiscal year ended June 30, 2013 was as follows:
Beginning
Balance

Additions

Reductions

Ending
Balance

2008 A Refinancing
Bonds

$82,940,000

$0

$ 1,865,000

$81,075,000 $1,980,000

$ 79,095,000

Deferred Underwriters’
Discounts

$

$0

$

(13,887)

$

$

Preimum

$ 1,864,122

$0

$

81,049

$ 1,783,073

$ 1,783,073

$ 1,932,162

$82,552,558

$ 80,572,558

Bonds Payable

(319,402)

$84,484,720

(305,515)

Due within
One year

Due after
One year

(305,515)

2008A Desalter Revenue Refunding Bonds
On June 11, 2008, the Authority issued the Desalter Revenue Refunding Bonds, Series 2008A in
the amount of $89,440,000. The Bond will bear a fixed interest rate between 3.00% to 5.00% annually and payable semi-annually through the year 2035. The new revenue refunding bond has
various debt payment schedules tailored to each CDA member agency, based on their respective
election. This provision affords each member the ability to prepay their share of debt service. The
average coupon rate ranges from 4.567% to 5.0%, maturing on June 1, 2035.
This issue was used to refund the 2004A Adjustable Rate Revenue Refunding Bonds, Series 1 and
2 and fund the Debt Service Reserve Fund of $6,434,460, held by SunTrust Bank. The fourth principal payment was made during fiscal year 2012/13 of $1,865,000. For financial presentation purpose, the balance of both deferred underwriters’ discount and premium were combined into to the
long term bond debt liability, with an aggregate balance at June 2013 of $82,552,558.
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(8) Long-term Debt & Contract Payable (continued):
Aggregate Long Term Debt
As of June 30, 2013, the aggregate debt service requirements on bonded indebtedness to maturity
are summarized as follows:
Year Ending June 30

Principal
Payments

Interest
payments

Total

2014

$1,980,000

$3,883,525

$5,863,525

2015

2,085,000

3,814,225

5,899,225

2016

2,220,000

3,730,825

5,950,825

2017

2,365,000

3,642,025

6,007,025

2018

2,520,000

3,535,600

6,066,600

2023

15,125,000

15,614,500

30,739,500

2019

-

2024

-

2028

19,160,000

11,612,450

30,772,450

2029

-

2033

24,175,000

6,606,000

30,781,000

2034

-

2035

11,445,000

865,500

12,310,500

81,075,000

53,304,650

134,379,650

Subtotal
Plus: Net premium/(discount)
Total debt service payable

1,477,558
$82,552,558

1,477,558
$53,304,650

$135,857,208

April 2012, the Authority entered in an end user agreement with cost sharing (Direct Osmosis High
Salinity cleaning system) with IDE Americas. IDE Americas contributed $80,000 to assist CDA in
installing DO-HS Technology to its Chino Desalter I facility. CDA will reimburse IDA Tech through
IDE Americas the contribution plus interest from net cost savings realized as a result of the
implementation of DO-HS Technology. The $80,000 is included in Contract Payable, due in more
than one year.

(9) Arbitrage Rebate Obligation
Arbitrage rebate refers to the required payment, to the U.S. Treasury, of excess earnings received
on tax exempt bond proceeds that are invested at a higher yield than the yield of the tax exempt
bond issue. Federal law requires that arbitrage liability, and cumulative excess arbitrage earnings,
be calculated and remitted to the U.S. Treasury at the end of the fifth bond year, and every fifth
year thereafter.
The 2008A Desalter Revenue Refunding Bonds are subject to arbitrage limitations. As of June 30,
2013, no rebate liability is due for the period ending June 30, 2013.

(10) Groundwater Replenishment Expense/Credits
The accompanying financial statements reflect as revenue and expense the use of contributed
water that has been used by the Authority in its operation. This water was provided free of charge
to the Authority. The value of the contributed water was conservatively estimated at $14,492,125
for FY2012/13, using the replenishment rate normally associated with the extraction and sale of
groundwater to producers.
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(11) Defined Contribution Pension Plan
The Authority has contracted with an independent administrator to administer the defined
contribution plan for all employees. The Authority contributes 15% of the employee’s earning to the
plan, with the exception of the general manager’s position, which has a defined monthly pension
amount as stipulated in an employment contract.

(12) Operating Lease
On April 2011, the Chino Basin Desalter Authority entered into a 36 month lease agreement with
Arihaven, LLC to lease a 2,115 square foot office space.
Total operating lease costs were $35,744 for the year ended June 30, 2013. The future minimum
lease payments for the office space are as follows:

Year Ended June 30

Amount

2014

$33,734

(13) Restatement of Net Position and Related Accounts
Net position of the fiscal year ended June 30, 2012 have been restated to reflect the $222,001 of
write-off of bond issuance costs related to 2008A bonds.
The effects of the restatement of net position are as follows:
Net position as previously reported, June 30, 2012
Write-off of bond issuance costs
Net position as restated, June 30, 2012
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$79,102,608
(222,001)
$78,880,607

CHI NO BASI N DESALTER AUTHORI TY
Water Production for the M ember Agencies
For the Fiscal Year Ended June 30, 2013

The following table displays Fiscal Year 2012/13 water production deliveries
to Authority's member agencies:

Total
Acre Feet

CDA Members

Percentage of
Acre Feet

City of Chino

4,804

20.1%

City of Chino Hills

4,075

17.1%

954

4.0%

City of Ontario

4,794

20.1%

Santa Ana River Water Co,

1,170

4.9%

8,073
23,870

33.8%
100.0%

City of Norco

Jurupa Community Services District
Total

*AF (Acre Foot ) is a unit of measurement equal to 325,900 gallons of water
which meets the needs of two average families in and around the home for one year.

Water Production Deliveries
For the Fiscal Year Ended June 30, 2013
23,870 AF
City of Chino
20.1%

Jurupa Comm.
Serv. Dist.
33.8%

City of Chino
Hills
17.1%

Santa Ana River
Wtr. Co.
4.9%

City of Norco
4.0%
City of Ontario
20.1%
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CHI NO BASI N DESALTER AUTHORI TY
Actual Desalter Water Sales
For the Past Five Fiscal Years
( I n Acre Feet [AF] )

CHINO

CHINO HILLS

Fiscal
Year

City of
Chino

2008/09
2009/10
2010/11
2011/12
2012/13

5,044.8
5,039.5
4,977.5
4,867.4
4,804.5

JCSD

NORCO

City of
Chino Hills

Jurupa
Community
Services
District

4,508.1
4,394.5
4,265.7
4,208.7
4,074.9

8,623.0
8,676.1
8,317.5
8,218.5
8,072.8

ONTARIO

City of
Norco

City of
Ontario

978.7
995.9
1,058.9
982.0
953.9

Desalter Water Sales
For the Past Five Fiscal Years
( In Acre Feet [AF] )

27,500.00
25,000.00
22,500.00
20,000.00
17,500.00
15,000.00
12,500.00
10,000.00
7,500.00
5,000.00
2,500.00
0.00
2008/09

SARWC

ONTARIO

2009/10

NORCO

2010/11

CHINO HILLS

2011/12
JCSD
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2012/13

CHINO

TOTAL

5,253.0
5,304.4
5,189.4
5,126.2
4,793.9

SARWC

Santa Ana
River
Water Co.
1,270.9
1,275.0
1,200.0
1,260.0
1,170.0

TOTAL

Total
AF
25,678.5
25,685.4
25,009.0
24,662.8
23,870.0

CHINO BASIN DESALTER AUTHORITY
Schedule of Insurance
As of June 30, 2013

COVERAGE

POLICY
NUMBER

INSURER/
BROKER

TERM

ANNUAL
PREMIUM

Per
Occurrence

EXCESS LIABILITY
General Liability
Public Officials Liability,
including Employment
Practices Liability
(EPL)
Auto Liability

LIMITS

SELF-INSURED
RETENTION
PER
OCCURRENCE

TBD

Allied World National
Assurance

09/29/11 to
09/29/12

$52,374

$10,000,000

$25,000

$10,000,000

$10,000

PROPERTY
Property

Boiler & Machinery

Various

Various

California Public Entity/
Property Program

07/01/11 to
07/01/12

$69,736

California Public Entity/
Property Program

07/01/11 to
07/01/12

Included In
Property

$25,000
$1,000,000,000
Shared Limit
$25,000

$100,000,000
Shared Limit

WORKERS’
COMPENSATION
Workers’ Compensation
and Employer Liability

1966957-11

State Compensation
Insurance Fund

03/31/12 to
03/31/13

Base Premium
$4,383

$1,000,000

* Note: The premiums indicated are on an annual basis. The actual premiums charged were pro-rated for the term of the policy.
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CHINO BASIN DESALER AUTHORITY
Historical Operating Results
Statement of Revenues, Expenses and Changes in Fund Net Assets
Fiscal Years Ended June 30, 2004 through 2013
(Dollars in Thousands)
Operating Revenues
Operations and maintenance assessments
Rebate credits - MWD
Groundwater replenishment credit
Total operating revenues

2013

2012

2011

2010

2009

2008

2007

2006

2005

2004

13,731
2,479
14,492
30,702

14,351
1,854
15,439
31,644

13,608
2,400
14,696
30,704

13,397
2,400
15,428
31,225

12,363
6,243
11,015
29,621

12,331
6,644
18,975

11,714
2,400
14,114

5,593
5,593

6,861
6,861

3,982
3,982

Operating Expenses
Operations and maintenance
MWD credits to member agencies
Groundwater replenishment expense
Administration and general
Depreciation and amortization
Total operating expenses
Operating income (loss)

10,043
2,479
14,492
1,609
3,956
32,579
(1,877)

10,476
1,854
15,439
1,322
4,166
33,257
(1,613)

12,590
2,400
14,696
549
4,390
34,625
(3,921)

11,199
2,400
15,428
677
4,380
34,084
(2,859)

10,760
6,243
11,015
520
4,364
32,902
(3,281)

10,591
6,644
688
3,265
21,188
(2,213)

9,018
2,400
712
2,180
14,310
(196)

4,393
536
2,187
7,116
(1,523)

3,144
293
1,932
5,369
1,492

3,063
344
1,671
5,078
(1,096)

Nonoperating Revenues (Expenses)
Interest income
Fixed project/capital assessments
Other nonoperating revenues (expenses)
Interest on long-term debt
Annual reconciliation of costs
Total nonoperating revenues (expenses)

375
7,082
66
(3,939)
(2,570)
1,014

393
6,877
5
(3,996)
(503)
2,776

413
6,521
82
(4,051)
(1,468)
1,497

462
6,080
573
(4,099)
(1,004)
2,012

749
6,781
363
(4,144)
(1,217)
2,532

1,057
5,562
(1,780)
(3,938)
(3,286)
(2,385)

1,243
6,399
(306)
(2,913)
(663)
3,760

993
5,146
(281)
(2,366)
(3,324)
168

723
2,153
(317)
(1,450)
1,109

445
1,940
(1,216)
(1,187)
(18)

(863)

1,163

(2,424)

(847)

(749)

(4,598)

3,564

(1,355)

2,601

(1,114)

585

412
22,490

-

-

-

-

36,878
22,025

8,067
-

-

-

-

-

-

-

(4,598)

3,564

(1,355)

61,504

6,953

Income (loss) before contributions
Capital Contributions
Capital grants
Contributions in aid
Contributed expansion costs from sponsors
Distribution of reserves to members agencies
Prior year adjustment
Change in net assets

6,395
(1,280)
-

(222)

22
-

12
(10,000)

-

4,837

23,843

(2,402)

Total net assets - beginning

78,880

55,037

57,439

68,274

69,023

73,621

70,058

71,413

9,909

2,956

Total net assets - ending

83,717

78,880

55,037

67,439

68,274

69,023

73,622

70,058

71,413

9,909

Debt Service Coverage ratio:
Total pledged revenue
Total O&M excluding Depr/Amort

23,667
11,652

23,475
11,798

22,942
13,139

22,339
11,876

26,136
11,280

25,594
11,279

21,756
9,730

11,732
4,929

9,737
3,437

6,367
3,407

12,015

11,677

9,803

10,463

14,856

14,315

12,026

6,803

6,300

2,960

5,809

5,767

5,715

5,678

5,532

6,212

5,540

4,485

3,763

4,000

Revenue available to pay debt service
Debt Service payment
Debt coverage ratio

2.1

2.0

1.7

(835)

(749)

1.8

2.7
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2.3

2.2

1.5

1.7

0.7

CHI NO BASI N DESALTER AUTHORI TY
Demographic and Economic Statistics
Area's Largest Employers by County
2012

San Bernardino County
Employers

Number of
Employees

Stater Brothers Markets
Arrowhead Regional Medical Center
County of San Bernardino
National Training Center, Fort Irwin
U.S. Marine Corps Air, Twentynine Palms
San Bernardino City Unified School District
Ontario International Airport
Kasier Medical Center
Loma Linda Medical Center
Fontana Unified School District

18,000
18,000
17,395
13,805
12,486
8,574
7,510
5,682
4,676
3,953

Riverside County
Employers

Number of
Employees

County of Riverside
Walmart
University of California, Riverside
Corona-Norco Unified School District
Kasier Permanente Riverside Medical Center
Penchanga Resort & Casino
Riverside Unified School District
Moreno Valley Unified School District
Hemet Unified School District
Abbot Vascular

18,291
5,360
5,790
4,686
4,000
4,000
3,796
3,500
3,238
2,938

Source: Counties of San Bernardino and Riverside
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•

A Joint project with:
The City of Chino
The City of Chino Hills
The City of Norco
The City of Ontario
The Jurupa Community Services District
Santa Ana River Water Company
The Inland Empire Utilities Agency
Western Municipal Water District

•

Chino Basin Desalter Authority - Contact us @ chinodesalterauthority.org
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