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We are pleased to present the Eastern Municipal Water District's (District) Comprehensive
Annual Financial Report (CAFR) for the fiscal year ended June 30, 2007.

This report was prepared by the District's Finance Department following guidelines set forth
by the Governmental Accounting Standards Board and generally accepted accounting principles
(GAAP). Responsibility for both the accuracy of the data presented and the completeness and
fairness of the presentation, including all disclosures, rests with the District. We believe the
data, as presented, is accurate in all material respects and that it is presented in a manner that
provides a fair representation of the financial position and results of operations of the District.
Included are all disclosures we believe necessary to enhance your understanding of the financial
condition of the District. GAAP requires that management provide a narrative introduction,
overview, and analysis to accompany the basic financial statements in the form of Management's
Discussion and Analysis (MD&A). This letter of transmittal is designed to complement MD&A
and should be read in conjunction with it. The District's MD&A can be found immediately
following the report of the independent auditors.

The District’s financial statements have been audited by Mayer Hoffman McCann PC.,, a firm
of licensed certified public accountants. The goal of the independent audit was to provide
reasonable assurance that the financial statements of the District for the fiscal year ended June
30, 2007, are free of material misstatement. The independent audit involved examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements;
assessing the accounting principles used and significant estimates made by management; and
evaluating the overall financial statement presentation. The independent auditor concluded,
based upon the audit, that there was a reasonable basis for rendering an unqualified opinion
that the District's financial statements for the fiscal year ended June 30, 2007, are fairly
presented in conformity with GAAPR The independent auditors’ report is presented as the
first component of the financial section of this report.

Reporting & Entity Profile

District’s Service Area

The District's service area lies within the westerly third of Riverside County, encompassing 352,000
acres (555 square miles). The map on the next page indicates the location of the District's service
area in Riverside County. When the District was annexed to the Metropolitan Water District of
Southern California (MWD) by the District's voters in 1951, its service area consisted of 86 square
miles. Growth has resulted from 70 annexations and 7 detachments of service areas ranging in area
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from | to 72,000 acres. The assessed valuation has grown from $72.0 million when formed to over $57.9 billion
in this past fiscal year.

Riverside County's population increased to a total of approximately 2.03 million as of January 2007. Of this
population, the District serves approximately 660,000 (33%).
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District’s Authority

The District was organized under the Municipal Water District Act of 1911 (the “Law") on October 16, 1950
for the primary purpose of importing Colorado River water to its service area in order to augment local water
supplies. Prior to the District’s creation, the local water supply was primarily groundwater wells.

In 1962, the District began providing wastewater treatment services to customers within its service area and,
as a consequence, has become actively involved in the production of recycled water (i.e., wastewater that has
been treated to a level acceptable for non-domestic purposes).

The District's water and wastewater customers include retail customers (e.g, residential, commercial and
agricultural) located in both incorporated and unincorporated areas within the District's service area, as well
as wholesale customers (e.g., municipalities and local water Districts) located within its service area.

The District is authorized to acquire, control, distribute, store, treat, reclaim, recapture and salvage any water
(including sewage) for the beneficial use of the District, its inhabitants or the owners of rights to water in the
District.

The Law also authorizes the District to exercise the power of eminent domain; to levy and collect taxes; to fix,
revise and collect rates or other charges for the delivery of water, use of facilities or property or provisions for
service; and to fix in each fiscal year a water standby or availability charge and a sewage and wastewater service
standby or availability charge on land within the boundaries of the District to which water and sewage and
wastewater services, respectively, are made available by the District. The District may also issue bonds, borrow
money and incur indebtedness.






