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“California Friendly” means smart and sustainable landscaping. Outdoor spaces are designed in
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October 1, 2007

Board of Directors
Eastern Municipal Water District
2270 Trumble Road
P.O. Box 8300
Perris, CA 92572-8300

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 for th
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 P.C., a firm
of licensed cer tified 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 suppor ting 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 GAAP. 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 1 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%).

District’s Authority

The District was organized under the MunicipalWater 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.
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Governance

The District is a quasi-governmental agency of the State of California. It is not regulated by the Public
Utilities Commission, but instead is governed by a Board of five directors who are publicly elected for four-
year terms from comparably sized districts based on population.

The District’s vision is “to provide essential services to our community at a level that exceeds the
performance of any other public or private agency”. Its mission is “to provide safe and reliable water and
wastewater services to our community in an economical, efficient and responsible manner now, and in the
future”. The Board has adopted strategic goals to support the District’s vision and mission.

The Board has the sole authority to set rates and charges for water and sewer services. Such rates and
charges must be reasonable and cannot be put into effect until after a public hearing. The enabling
legislation that created the District, in conjunction with various bond covenants, require that rates and
charges be sufficient to provide for operation and maintenance costs, general expenses of the District, and
debt service payments.

The District is a member of the MWD, which is a cooperative organization of 26 cities and water agencies
that are responsible for providing imported water to arid southern California. The District is currently
entitled to have one District representative on the MWD Board

Water Services

The District receives its water supply from two primary sources: local groundwater ; and water imported
by the District. The sole source of the District’s imported water is MWD.

Approximately 16% of the District’s water supply comes from local groundwater sources with an
additional 4% from desalination. Such sources are heavily dependent upon rainfall and other sources of
recharge. The remaining 80% of the District’s water supply comes through purchases from MWD, which
in turn obtains its water supply from two primary sources: the Colorado River via the Colorado River
Aqueduct; and the State Water Project via the Edmund G. Brown California Aqueduct.

Sewer Services

For the purposes of transmission, treatment and disposal of wastewater, the District is currently divided
into five sewer service areas: Hemet-San Jacinto, Moreno Valley, Sun City, Temecula Valley, and Perris
Valley. The Sun City plant has been deactivated as a cost reduction measure and all flows from this
service area are treated at the larger Perris facility. Each service area is served by a single regional water
reclamation facility (RWRF), for which costs and methods of treatment vary. The facilities are capable
of treating 59 million gallons per day (MGD) of wastewater and serve approximately 660,000 people.
They are linked to a network of nearly 1,857 miles of pipeline and 46 active lift stations.

RecycledWater Supply

The policy of the District is to promote the use of recycled water to provide for the conservation and
reuse of all water resources and to utilize this resource for any approved purpose, to the maximum
extent possible under the laws of the State of California.

The District currently generates approximately 46 MGD of effluent at its four active regional water
reclamation facilities. The amount of effluent is expected to grow to 58 MGD by the year 2013.
Approximately 60%-70% of the effluent currently generated is the goal to be sold to agricultural and
irrigation users. This past year 48% of the total recycled production was sold to customers.
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Economic Conditions & Outlook
Riverside County was rated as the second fastest growing county in California based on population growth.
The average home price was relatively unchanged from June 2006 to June 2007 and is at $456,000.
However, assessed valuations increased by approximately 26% over 2006.

This past year, the District’s service area was a major factor in the county and experienced continued growth;
however this growth rate was at the slower pace of 50% of the prior year. System hookups were at 8,475
for sewer and 5,757 for water. This will generate approximately 2.1 MGD of wastewater and require nearly
2,900 more acre feet of water. The current year is experiencing a slower pace of growth and there is a
reasonable expectation that this pace will continue to decline over the next five years and range between
80% - 90% of current. Due to the increase in available recycled water from this growth and the demand
on potable water, the District is moving toward developing its recycled water system into a pressurized
system. This improvement will allow municipal customers, who currently receive potable water for landscape,
decorative ponds and other irrigation purposes, to substitute recycled water at nearly half the price of
potable water. This in turn will make available the potable water for the residential customers.

Major Initiatives
Long Range Financial Plan

The rapid growth over the past four years and the projections for the next five, have placed significant
demands on the District’s infrastructure, people and financial resources. Capital expenditures over the past
four years have been approximately $68 million, $139 million, $158 million, and $162 million respectively.

In 2005, the District developed a comprehensive Capital Improvement Financial Plan covering the period
from 2005 – 2009. This plan called for total expenditures of approximately $711 million. The planned
expenditures for 2007 were at $154 million compared to the actual $162 million. At this time, the District
is developing a new five year plan covering the period 2007 to 2012, and expects to complete this by
November 2007.

Accomplishments
Operations

During the past year, the District achieved several major operational accomplishments.

Water operations improvements included expanding the treatment capacity of the PerrisWater Filtration
Plant from 10 MGD to 20 MGD and converting the primary disinfection method from chlorine to a
“state of the art” method using ultra violet rays. These improvements allowed the District to increase
water supply reliability, decrease the regulatory compliance requirements associated with chlorine, enhance
water quality, and provide facility expansion room because using ultra violet disinfection requires less
space than chlorine disinfection. The water operations department also began providing laptop computers
with access to electronic global interface systems maps to field personnel. This improvement should
result in increased efficiency and improved customer service by providing quick and accurate information.

Sewer operations improvements included completion of the treatment capacity expansion for the
Temecula Valley Regional Wastewater Reclamation Facility (RWRF) to 18 MGD, where 6 MGD were
added to accommodate sustained growth in the area. Construction of a secondary treated effluent
equalization basin was completed at the San Jacinto Valley (RWRF), which facilitated reliable delivery of
tertiary treated recycled water to customers. This basin enables temporary storage of secondary treated
effluent during times of increased flows into the plant and therefore allows for more effective
management of the entire treatment process.
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Bond Credit Rating

The District was assigned an “AA” credit rating in December 2004 by Fitch Ratings. This is an
improvement from the AA- assigned by Standard & Poors and the AA3 assigned by Moody’s Investor
Service. Fitch cited “sound formal reserve polices and covenants ensure healthy liquidity levels”, and “the
District has demonstrated the ability to manage growth pressures and achieve sound financial margins.”
These ratings have remained stable and the District does not see any change.

Technology

The District implemented the first phase of a computer server conversion project utilizing “state of the art”
server virtualization software. This project took the operating system and the associated data files residing on
36 separate server hardware units (some of which were underutilized) and turned each server into a single
file on the virtual server. The benefits of this improvement are that the virtual server files can be backed up
and restored within minutes to any other active physical server. Also, with 36 less server hardware units, the
District will have more space for future expansion in the computer room and reduced energy requirements.

Financial Policies
The District has formally adopted a cash reserve policy which states the purpose, source, and funding
limits for each of its designated reserves within its four main funds; operating; construction; debt service;
and trust. Within each of these funds are various reserves established to meet internal and/or external
legal requirements.These guidelines enable restricting funds for future infrastructure needs; replacement
of aging facilities; bond reserves; and various operating reserves to mitigate unexpected occurrences.
These reserves are critical to the District’s financial strength and high bond rating.

Accounting Systems
The Finance Depar tment is responsible for providing the financial services for the District, including
financial accounting and reporting, payroll and accounts payable, custody and investment of funds, billing
and collection of water and wastewater charges, taxes, and other revenues. The District’s books and
records are maintained on an enterprise basis, as it is the intent of the Board to manage the District’s
operations as a business, thus matching the revenues against the costs of providing the services. Revenues
and expenses are recorded on the accrual basis in the period in which the revenue is earned and the
expenses are incurred.

Internal Controls
The District’s management is responsible for establishing and maintaining a system of internal controls
designed to safeguard the District’s assets from loss, theft, or misuse and to ensure that adequate
accounting data are compiled to allow for the preparation of financial statements in accordance with
generally accepted accounting principles. The internal control structure is designed to provide reasonable
assurances that these objectives are met. The most recent audits have not uncovered any weaknesses
in internal control that would cause concern. However, recommendations for improvement are always
welcome and are implemented where feasible.



Budgetary Controls
The District is not legally required to adopt and adhere to a budget or to present budgetary comparison
information; however, the Board chooses to approve an annual budget as a management tool. The
budget is developed with input from the various depar tment levels of the organization and adopted
prior to the star t of each fiscal year. Monthly comparison reports of budget to actual are prepared and
distributed to all depar tment heads with top level information provided to the Board at the second
Board meeting of the month. A more extensive review of the first six months and full year is also
conducted to present reserves and other financial positions.

Cash Management
The District invests its temporarily idle cash in investments legally permissible by California Government
Code Sections 53601 et seq., and in accordance with its own investment policy adopted by the Board
of Directors.The investment objectives of the District are to first preserve the capital of the portfolio,
followed by maintaining liquidity to meet cash flow requirements, and finally, maximizing the rate of
return without compromising the first two objectives.

Awards andAcknowledgements
The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to Eastern MunicipalWater District for
its comprehensive annual financial report for the fiscal year ended June 30, 2006. This is the four th
consecutive year that the District has received this prestigious award. In order to be awarded a
Cer tificate of Achievement, the District must publish an easily readable and efficiently organized
comprehensive annual financial repor t. This repor t must satisfy both generally accepted accounting
principles and applicable legal requirements.

A Cer tificate of Achievement is valid for a period of one year only. We believe that our current
comprehensive annual financial repor t continues to meet the Certificate of Achievement Program’s
requirements and we are submitting it to the GFOA to determine its eligibility for another cer tificate.

We would like to thank Lori Robinson, Controller, the entire Finance Department, staff members of
other departments, and the independent accounting firm of Mayer Hoffman McCann P.C. for their efforts
put into the preparation of this report. We would also like to thank the Board of Directors for their
continued interest and support towards achieving excellence in financial management.

Respectfully submitted,

Anthony J. Pack Charles E. Rathbone, Jr.
General Manager Chief Financial Officer
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EMWD offers oppor tunit ies for saving water and money to its commercial , mult i - family and
residential customers . Many different rebates for water efficient devices for inside and outside
of customers’ homes and businesses are offered throughout the year.
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Management’s Discussion andAnalysis
The intent of the management’s discussion and analysis is to provide highlights of the Eastern Municipal
Water District’s financial activities for the fiscal year ended June 30, 2007. Readers are encouraged to
read this section in conjunction with the accompanying financial statements.

The District’s Operations – an Overview

The District operates under the authority of the California Water Code and engages in various activities
classified as “proprietary”. These activities are accounted for much like that of a private business and
use the full accrual method of accounting for transactions. The major activities include: acquisition of
water from the Metropolitan Water District; production of groundwater ; sale and delivery of water to
domestic, agricultural and commercial accounts; collection, treatment and disposal of wastewater ; sales
and delivery of recycled water ; and desalination of brackish groundwater. The District also owns and
operates a fleet of vehicles and other rolling stock to suppor t the various operating activities.

Basic Financial Statements

In accordance with the Governmental Accounting Standards Board (GASB) Statement No. 34, the
District’s basic financial statements include a statement of net assets, statement of revenues, expenses
and changes in net assets, and a statement of cash flows.

The statement of net assets includes the District’s assets and liabilities and provides information about
the nature and amounts of investments in resources (assets) and the obligations to District creditors
(liabilities). The difference between the assets and liabilities is shown as net assets. This statement also
provides the basis of evaluating the capital structure of the District and assessing its liquidity and financial
flexibility.

The statement of revenues, expenses and changes in net assets accounts for the current year’s revenues
and expenses. This statement measures the success of the District’s operations over the past year and
determines whether the District has recovered its costs through user fees and other charges.

The final required financial statement is the statement of cash flows. This statement reports cash receipts,
cash disbursements, and net changes in cash resulting from operations and investments during the
repor ting period.

The notes to the basic financial statements provide a description of the accounting policies used to
prepare the financial statements and present material disclosures required by generally accepted
accounting principles that are not otherwise present in the financial statements.



Financial Highlights

Statement of NetAssets
June 30, 2007 and 2006

Increase/(Decrease)
%

2006/07 2005/06 Amount Change
Assets
Current assets $ 162,150,919 $ 187,141,389 $ (24,990,470) -13.4%
Restricted assets 399,232,764 417,089,117 (17,856,353) -4.3%
Capital assets 1,413,718,215 1,233,234,796 180,483,419 14.6%
Other assets 13,064,655 13,684,501 (619,846) -4.5%

Total assets 1,988,166,553 1,851,149,803 137,016,750 7.4%

Liabilities
Current liabilities 117,788,778 93,516,402 24,272,376 26.0%
Other liabilities 46,976,742 40,844,108 6,132,634 15.0%
Long-term debt outstanding 501,610,000 513,600,000 (11,990,000) -2.3%

Total liabilities 666,375,520 647,960,510 18,415,010 2.8%

Net Assets
Invested in capital assets,
net of related debt 963,472,752 864,024,679 99,448,073 11.5%
Restricted for debt service/covenants 57,377,104 58,964,117 (1,587,013) -2.7%
Restricted for construction 238,268,776 193,659,075 44,609,701 23.0%
Unrestricted 62,672,401 86,541,422 (23,869,021) -27.6%

Total net assets $ 1,321,791,033 $ 1,203,189,293 $ 118,601,740 9.9%

Liabilities to assets ratio 34% 35%
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Changes in Financial Condition of the District

The liabilities to assets ratio, which indicates the degree to which the District’s assets are financed through
borrowing and other obligations, decreased slightly due to scheduled debt payments. Total net assets
increased $118.6 million. Overall, the financial position of the District has improved for the fiscal year
ended June 30, 2007 and remains strong.

The following denotes explanations for some of the major changes between fiscal years, as shown in the
table on the previous page:

• Current assets decreased by $25.0 million primarily due to a decrease in cash of $30.2 million
used to finance District construction projects.

• Restricted assets decreased by $17.9 million primarily due to a decrease in construction cash of
$15.2 million relating to scheduled debt service payments.

• Capital assets increased by $180.5 million primarily due to an increase of operating assets being
added to the system totaling $235.6 million; a decrease to construction in progress of $10.3
million; and an increase in depreciation expense totaling $44.8 million.

• Other assets decreased by $0.6 million mainly due to a decrease in the prepaid PERS liability of
$0.5 million.

• Current liabilities increased by $24.3 million primarily due to increases in accounts payable of
$10.4 million, contracts payable of $2.7 million, and advances from developers of $8.8 million.

• Other liabilities increased by $6.1 million primarily due to an $8.0 million increase in advances
for construction, notes and assessments payable relating to added loan costs for the construction
of the Hemet Water Filtration Plant, which is offset by scheduled debt payments.

• Long-term debt outstanding decreased by a net of $12 million primarily due to COP and GO
Bond payments that are due in the 2007/2008 year. Also see Note 5 to the basic financial
statements regarding debt payments and outstanding balances.

• The District’s net assets increased $118.6 million, or 9.9% over the prior year. This can be
attributed to a net non-operating income of $102.0 million offset by a net operating loss of
$45.8 million plus contributed capital from developers totaling $62.4 million for the year. Further
information regarding restrictions and commitments associated with net assets can be identified
in Notes 9 and 11 to the basic financial statements.
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2006/07 2005/06 Increase/(Decrease)
% of % of %

Amount Total Amount Total Amount Change
Operating revenues:
Water sales – domestic $ 91,596,156 62.8% $ 76,543,807 61.2% $ 15,052,349 19.7%
Water sales – irrigation 1,083,633 0.7% 1,067,667 0.9% 15,966 1.5%
Sewer service charges 50,318,414 34.5% 45,462,646 36.4% 4,855,768 10.7%
Recycled water 2,748,328 1.9% 1,944,434 1.6% 803,894 41.3%

Total operating revenues 145,746,531 100.0% 125,018,554 100.0% 20,727,977 16.6%

Non-operating revenues:
Property taxes – general levy 31,293,863 23.9% 11,213,568 7.8% 20,080,295 179.1%
Property taxes – bond levy 3,555,565 2.7% 3,534,021 2.5% 21,544 0.6%
Standby charges 4,667,297 3.6% 4,518,411 3.2% 148,886 3.3%
Water and sewer connection fees 52,894,363 40.5% 99,485,272 69.4% (46,590,909) -46.8%
Interest – operations and restricted funds 23,578,130 18.0% 16,668,255 11.6% 6,909,875 41.5%
Interest – bond funds 388,016 0.3% 258,463, 0.2% 129,553 50.1%
Gain on disposal of fixed assets 76,072 0.1% 69,052 0.0% 7,020 N/A
Net increase (decrease) in fair value of

investments 5,321,392 4.1% (3,122,272) -2.2% 8,443,664 -270.4%
Other revenues 9,245,917 7.1% 10,738,994 7.5% (1,493,077) -13.9%

Total non-operating revenues 131,020,615 100.0% 143,363,764 100.0% (12,343,149) -8.6%

Total Revenues 276,767,146 268,382,318 8,384,828 3.1%

Operating expenses:
Purchased water 43,866,732 22.9% 36,817,458 22.3% 7,049,274 19.1%
Water operations 35,332,561 18.4% 29,030,238 17.6% 6,302,323 21.7%
Sewer operations 37,404,662 19.5% 33,061,321 20.1% 4,343,341 13.1%
Recycled water operations 4,379,135 2.3% 4,289,919 2.6% 89,216 2.1%
General and administrative 25,292,047 13.2% 21,520,070 13.1% 3,771,977 17.5%
Depreciation and amortization 45,255,839 23.6% 40,091,319 24.3% 5,164,520 12.9%

Total operating expenses 191,530,976 100.0% 164,810,325 100.0% 26,720,651 16.2%

Non-operating expenses:
Interest – certificates of participation 22,670,400 78.2% 18,404,817 78.9% 4,265,583 23.2%
Interest – bond 993,116 3.4% 1,118,876 4.8% (125,760) -11.2%
Interest – other 497,555 1.7% 687,105 2.9% (189,550) -27.6%
Bond service fees 97,902 0.3% 90,764 0.4% 7,138 7.9%
Other expenses 4,730,583 16.3% 3,032,317 13.0% 1,698,266 56.0%

Total non-operating expenses 28,989,556 100.0% 23,333,879 100.0% 5,655,677 24.2%

Total Expenses 220,520,532 188,144,204 32,376,328 17.2%

Income before contributions 56,246,614 80,238,114 (23,991,500)-29.90%

Capital contributions 62,355,126 48,300,420 14,054,706 29.1%

Change in net assets 118,601,740 128,538,534 (9,936,794) -7.7%

Total net assets at beginning of year 1,203,189,293 1,074,650,759 128,538,534 12.0%

Total net assets at end of year $ 1,321,791,033 $1,203,189,293 $ 118,601,740 9.9%

Revenues, Expenses and Changes in NetAssets
For the Fiscal Years Ended June 30, 2007 and 2006
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The following denotes explanations for some of the major changes between fiscal years as shown in
the table on the previous page.

Revenues – Combined revenues for the fiscal year totaled $276,767,146 compared to a prior year of
$268,382,318. This is an increase of approximately 3.1%. The table on page 6 presents a comparison of
revenues by major source for the two fiscal years 2006/07 and 2005/06.

Expenses – Combined expenses for the fiscal year totaled $220,520,532 compared to a prior year of
$188,144,204. This is an increase of approximately 17.2%. The table on page 6 presents a comparison of
expenses by category for the two fiscal years 2006/07 and 2005/06.

Water Sales – Total sales increased approximately $15.1 million (19.4%) over the previous year’s total to end
at $92.7 million. This is primarily attributed to a volume increase in retail sales of 14.8% from the previous year
and a 4.3% average increase in water rates that was implemented January 1, 2007. (See water purchases.)

Sewer Service – Wastewater service charges increased by $4.9 million (10.7%) over the previous year’s total
to end at $50.3 million. This is primarily attributed to an increase in customer hook ups, approximately 6.0%
above the previous year, coupled with a monthly sewer rate increase of approximately 3.4% on average, effective
January 1, 2007.

PropertyTaxes –The District’s property tax revenue increased by $20.1 million (179.1%) mainly due to receipt
of all tax amounts. The state of California diverted $12.6 million in the prior year to help mitigate its budget
deficit. Assessed valuations increased by nearly 26% over the prior year, and this also contributed to the
increase.

Connection Fees – These revenues decreased over the prior year due to a downturn in the housing
development market. Sewer hookups were 8,475 compared to a prior year of 16,989 representing a decrease
of 50.1% and water hookups were 5,757 compared to a prior year of 12,611 representing a decrease of 54.3%.
This resulted in revenue of $52.9 million (46.8%) lower than the previous year.

Interest Earnings –The current year’s interest earnings were positively impacted by a book adjustment charge
of $5.3 million per GASB 31. Excluding this adjustment, the current fiscal year’s interest earnings was a favorable
$6.9 million (41.5%) over the prior years due to improved yields on investments of 4.13% for the year
compared to 3.29% last fiscal year, and a higher average portfolio balance.

Water Purchases – Water sales volume increased by 14,388 acre feet (AF) of water, and purchased water
from our wholesale provider, the Metropolitan Water District (MWD), increased by 12,423 AF. This additional
water purchased plus an increase in the cost of water of $25/AF were the primary factors for the increase
of $7.0 million.

Water Operations –The increase in expenses of $6.3 million is a result of increased water sales, which resulted
mainly in added treatment costs ($1.7 million) and energy costs ($1.6 million), as well as an increase in labor
and support costs of $2.8 million.

Sewer Operations –The increase in flows that needed to be treated due to growth increased from nearly 44.8
million gallons per day (MGD) in 2005/06 to nearly 46.0 MGD in 2006/07. This increase coupled with higher
wages, benefits, materials, and services resulted in the $4.3 million increase.

General and Administrative – Due to the continued growth, the District authorized an additional 28 employees
for fiscal year 2006/07. Higher medical and retirement benefit expense was also absorbed by the District.

Depreciation Expense – The District capitalized $240.1 million in depreciable assets over the course of the
year which resulted in the $5.2 million of additional depreciation expense.



Interest Expense – COP –The District issued $160.3 million in revenue bonds in February 2006 which mainly
resulted in the increased interest expense of $4.3 million.

Capital Contributions – Facilities built by developers and turned over to the District to operate and maintain
increased to $62.4 million compared to $48.3 million in the previous year, an increase of $14.1 million.

Net Assets – The financial condition of the District has improved from the previous year. The District’s net
assets increased by $118,601,740 to $1,321,791,033. This is a 9.9% increase over the prior year and can be
illustrated from the table on page 4 that compares the various categories of assets, liabilities and net assets for
the two fiscal years 2006/07 and 2005/06.

Capital Assets – Net of accumulated depreciation, the District reported capital assets of $1,413,718,215 in fiscal
year 2006/07 compared to $1,233,234,796 in fiscal year 2005/06. A comparison of the change is provided
below by major category. Also, see Note 3 to the basic financial statements for further information regarding
capital assets.

Significant additions to capital assets include $62.4 million in contributed capital from developers in the area.
Most of the contributed assets were water and sewer lines needed to keep up with the increased development
in the area. Other additions resulted from the completion and capitalization of $172.6 million construction in
progress.

The three largest District projects that were capitalized as of June 30, 2007 include the Hemet Water Filtration
Plant ($43.5 million), the Temecula Valley Regional Water Reclamation Facility (RWRF) Expansion to 18 MGD
($31.2 million) and the North San Jacinto Sewer, Phase I ($11.3 million).

The Hemet Water Filtration Plant project included the design and construction of a 10 MGD micro filtration-
based water treatment plant in the City of Hemet. The plant was constructed to enable the use of imported
water from the State Water Project to meet the increasing demand for residential and commercial water in
the District’s Service Area 42. This project was substantially complete at June 30, 2007.

The Temecula Valley RWRF Expansion to 18 MGD included the design and construction of additional primary,
secondary and tertiary treatment and solids handling facilities resulting in a 6 MGD increase in the plant’s
treatment capacity to meet the increasing demands within its service area. This project also included expansion
of the plant’s control building. This project was substantially complete at June 30, 2007, with final work to be
completed in August 2007.
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Capital Assets
For the FiscalYears Ended June 30, 2007 and 2006

Increase/(Decrease)
%

2006/07 2005/06 Amount Change
Land $ 34,444,198 $ 34,046,122 $ 398,076 1.2%
Water plant, lines & equip 621,685,652 517,614,969 104,070,683 20.1%
Water capacity rights 30,547,961 17,950,601 12,597,360 70.2%
Sewer plant, lines & equip 881,113,676 765,808,187 115,305,489 15.1%
Equipment & general facilities 87,838,581 84,571,979 3,266,602 3.9%
Construction in progress 233,810,010 244,139,021 10,329,011 -4.2%
Total capital assets 1,889,440,078 1,664,130,879 225,309,199 13.5%
Less accumulated depreciation 475,721,863 430,896,083 44,825,780 10.4%
Net capital assets $ 1,413,718,215 $ 1,233,234,796 $ 180,483,419 14.6%
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The Nor th San Jacinto Sewer Phase I Project included the design and construction of 7,000 linear feet
of 27-inch diameter gravity sewer pipeline from the DeAnza Lift Station to Potter Road. This project
was implemented in accordance with the “five-year wastewater capital improvement plan” to
“accommodate the needs of development”. The project was substantially complete at June 30, 2007, with
final work to be completed in August 2007.

The District had $184,813,251 in construction contract commitments as of June 30, 2007. See Note
11 to the basic financial statements for fur ther information regarding these commitments.

Capital Expenditures

During the year, additions to construction in progress totaled approximately $162.3 million. Some of the major
projects currently underway and where expenditures in fiscal year 2006/07 exceeded $3.0 million include the:

• Perris Valley RWRF Tertiary Expansion to 22 million gallons per day (MGD) ($16.9 million),
• Perris Valley RWRF Plant No.3 Expansion ($13.7 million)
• French Valley Sewer Phase II ($9.6 million)
• Perris Water Filtration Plant Phase II ($7.3 million)
• Reach 16 Phase II Recycled Water Pipeline Project ($6.9 million)
• San Jacinto Valley RWRF Equalization Basins ($5.0 million)
• Moreno Valley RWRF Expansion to 21 MGD ($4.7 million)
• Hemet Water Filtration Plant ($4.5 million)
• Rancho GlenOaks AD 19 Water System Improvements Project ($4.2 million)
• San Jacinto Valley RWRF Expansion to 14 MGD ($4.2 million)
• Fifteen water and sewer projects between $1,000,000 - $3,000,000 ($25.9 million)
• Sixteen water and sewer projects between $500,000 - $1,000,000 ($11.1 million)
• Seventy-seven water and sewer projects between $100,000 - $500,000 ($15.8 million).

The remaining $32.2 million was for various water and sewer projects with expenditures less than $100,000
in the current fiscal year.

Long-Term Liabilities

At June 30, 2007, the District had a net $567.9 million in long-term liabilities outstanding, a net decrease of
$4.6 million or 0.8 percent from the prior year. Long-term liabilities consist of debt, including advances for
construction, notes and assessments payable, Certificates of Participation (COPs), and General Obligation
(GO) bonds; unamortized deferred amounts for premiums/discounts and refundings relating to COP and
GO debt issuances; reimbursable agreements; and compensated absences. The amount of debt due within
one year totaled $14.1 million, net of deferred amounts and the amount of compensated absences due
within one year totaled $5.1 million. Long-term debt additions related to increased future commitments of
$8.0 million for an advance for construction and the issuance of the Series 2007A refunding COPs for $20.7
million. These increases were offset by the prepayment of the 1997A COPs in the amount of $21.2 million
and principal reductions of $14.3 million. The District had an obligation for compensated absences of $9.7
million at fiscal year end, an increase of $1.2 million from the prior year. Deferred amounts were ($7.9)
million at fiscal year end, a reduction of $1.3 million from the prior year with an amortized amount of ($0.8)
million within one year. The District has been assigned an AA, AA- and AA3 rating from Fitch Ratings,
Standard & Poors and Moody’s Investor Service, respectively. More detailed information about the District’s
long-term debt and other liabilities is presented in Note 5 to the basic financial statements.

Contacting the District’s Financial Management

This financial report is designed to provide Eastern Municipal Water District’s elected officials, citizens,
customers, investors and creditors with a general overview of the District’s finances and to demonstrate
the District’s accountability of the money it receives. If you have any questions regarding this report or
need additional financial information, please contact the District’s Finance Department.
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June 30
2007 2006

Assets
Current assets:

Cash and investments (Note 2) $ 123,447,402 $ 153,633,053
Utility accounts receivable, net of allowances 19,590,351 17,293,378
Property taxes receivable 7,815,903 5,753,667
Accrued interest receivable 5,397,389 4,178,147
Other receivables 1,022,344 2,740,356
Prepaid expenses 2,168,228 1,178,603
Materials and supplies inventory 2,698,820 2,319,153
Deposits 10,482 45,032

Total current assets 162,150,919 187,141,389

Noncurrent assets:
Restricted assets:

Debt service/covenants cash and investments (Note 2) 100,004,585 102,196,065
Property taxes receivable 1,416,914 1,259,397
Construction cash and investments (Note 2) 296,778,818                   311,974,269
Notes receivable                                                                             1,032,447                       1,659,386

Total restricted assets 399,232,764 417,089,117

Capital assets: (Note 3)
Land 34,444,198 34,046,122
Structures, improvements and water rights 1,533,347,289 1,301,373,757
Equipment and general facilities 87,838,581 84,571,979
Construction in progress 233,810,010 244,139,021

Total capital assets 1,889,440,078 1,664,130,879
Less accumulated depreciation (475,721,863) (430,896,083)

Net capital assets 1,413,718,215 1,233,234,796

Other assets:
Prepaid PERS contribution (Note 4) 7,214,866 7,745,815
Unamortized debt issuance costs (Note 5) 4,098,889 4,187,786
Tunnel water seepage agreement (Note 10) 1,750,900 1,750,900

Total other assets 13,064,655 13,684,501

Total noncurrent assets 1,826,015,634 1,664,008,414

Total assets $ 1,988,166,553 $ 1,851,149,803

Eastern MunicipalWater District
Statement of NetAssets

June 30, 2007
(with prior year data for comparison purposes only)
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June 30
2007 2006

Liabilities:
Current liabilities:

Accounts payable $ 39,798,446 $ 29,446,532
Accrued salaries and benefits 1,499,617 1,380,294
Other accrued expenses 1,267,006 992,759
Customer deposits 4,795,663 4,609,004
Current portion of compensated absences (Note 5) 5,147,202 4,495,589
Accrued interest payable 8,641,702 8,073,569
Other payables 5,358,718 2,611,015
Advances from developers (Note 14) 37,159,800 28,411,588
Current portion of advances for construction, notes
and assessments payable (Note 5) 3,348,613 3,216,166

Current portion of certificates of participation (Note 5) 9,720,000 9,335,000
Current portion of bonds payable (Note 5) 1,805,000 1,730,000
Less unamortized premium/discount
and deferred charges (Note 5) (752,989) (785,114)

Total current liabilities 117,788,778 93,516,402

Noncurrent liabilities: (Note 5)
Advances for construction, notes and
assessments payable 49,526,103 44,887,307

Certificates of participation payable 483,470,000 493,655,000
General obligation bonds 18,140,000 19,945,000
Reimbursable agreements 61,111 390,313
Compensated absences 4,569,423 4,013,385
Less unamortized premium/discount
and deferred charges (7,179,895) (8,446,897)

Total noncurrent liabilities 548,586,742 554,444,108

Total liabilities $ 666,375,520 $ 647,960,510

Net assets:
Invested in capital assets, net of related debt $ 963,472,752 $ 864,024,679
Restricted for debt service/covenants 57,377,104 58,964,117
Restricted for construction 238,268,776 193,659,075
Unrestricted 62,672,401 86,541,422

Total net assets $ 1,321,791,033 $ 1,203,189,293

See accompanying notes to the basic financial statements.



Fiscal Year Ended June 30
2007 2006

Operating revenues:
Water sales – domestic $ 91,596,156 $ 76,543,807
Water sales – irrigation 1,083,633 1,067,667
Sewer service charges 50,318,414 45,462,646
Recycled water 2,748,328 1,944,434

Total operating revenues 145,746,531 125,018,554

Operating expenses:
Purchased water 43,866,732 36,817,458
Water operations 35,332,561 29,030,238
Sewer operations 37,404,662 33,061,321
Recycled water operations 4,379,135 4,289,919
General and administrative 25,292,047 21,520,070
Depreciation and amortization 45,255,839 40,091,319

Total operating expenses 191,530,976 164,810,325
Loss from operations (45,784,445) (39,791,771)

Non-operating revenues (expenses):
Property taxes – general levy 31,293,863 11,213,568
Property taxes – bond levy 3,555,565 3,534,021
Standby charges 4,667,297 4,518,411
Water and sewer connection fees 52,894,363 99,485,272
Interest – operations and restricted funds 23,578,130 16,668,255
Interest – bond funds 388,016 258,463
Other revenues 9,245,917 10,738,994
Net increase/(decrease) in fair value of investments 5,321,392 (3,122,272)
Interest – certificates of participation (22,670,400) (18,404,817)
Interest – bond (993,116) (1,118,876)
Interest – other (497,555) (687,105)
Bond service fees (97,902) (90,764)
Gain on disposal of capital assets 76,072 69,052
Other expenses (4,730,583) (3,032,317)

Total non-operating revenues 102,031,059 120,029,885
Income before contributions 56,246,614 80,238,114
Capital contributions 62,355,126 48,300,420
Change in net assets 118,601,740 128,538,534
Total net assets at beginning of year 1,203,189,293 1,074,650,759
Total net assets at end of year $ 1,321,791,033 $ 1,203,189,293

See accompanying notes to the basic financial statements.

Eastern MunicipalWater District
Statement of Revenues, Expenses and Changes in NetAssets

For the Fiscal Year Ended June 30, 2007
(with prior year data for comparison purposes only)
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Fiscal Year Ended June 30
2007 2006

Cash flows from operating activities
Cash received from customers $ 148,604,450 $ 132,520,502
Cash payments for water (43,866,732) (39,817,458)
Cash payments to employees for services (49,471,530) (44,171,680)
Cash payments to suppliers for goods and services (39,089,216) (33,075,824)
Cash payments for energy and utilities (15,698,344)                   (13,697,002)
Proceeds from standby charges and other revenues                                         13,765,290   15,269,126
Other operating revenues 10,376,742 2,073,502
Net cash provided by operating activities 24,620,660 19,101,166

Cash flows from noncapital financing activities
Proceeds from property taxes, general levy 29,379,550 12,219,708
Net cash provided by noncapital financing activities 29,379,550 12,219,708

Cash flows from capital and related financing activities
Acquisitions and construction of capital assets (169,329,850) (139,615,540)
Repayment of bonds and certificates of participation (32,700,000) (11,065,000)
Interest paid (22,302,815) (14,703,631)
Proceeds from water and sewer connection fees 52,894,363 99,485,272
Proceeds from long-term debt issuance 28,697,409 185,929,117
Proceeds from notes payable and reimbursements 307,773 1,303,707
Repayments of notes payable and reimbursements (3,393,140) (4,084,764)
Proceeds from sale of capital assets 1,291,207 150,043
Proceeds from property taxes, bond levy 3,398,048 3,395,517
Receipts (payments) of developer advances 11,495,917 (12,677,018)
Net cash provided by (used for) capital and related
financing activities (129,641,088) 108,117,703

Cash flows from investing activities
Purchases of investment securities (225,820,741) (247,467,517)
Proceeds from sales and maturities of investment securities 290,948,361 113,009,280
Proceeds from earnings on investments 22,746,904 15,468,568
Net cash provided by (used for) investing activities 87,874,524 (118,989,669)

Total increase in cash and cash equivalents 12,233,646 20,448,908
Cash and cash equivalents at beginning of year 61,131,830 40,682,922
Cash and cash equivalents at end of year (Note 2) $ 73,365,476 $ 61,131,830

(Continued on next page)

Eastern MunicipalWater District
Statement of Cash Flows

For the Fiscal Year Ended June 30, 2007
(with prior year data for comparison purposes only)
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Fiscal Year Ended June 30
2007 2006

Reconciliation of loss from operations to net cash
provided by operating activities:

Loss from operations $ (45,784,445) $ (39,791,771)
Adjustments to reconcile loss from operations to net cash
provided by operating activities:
Operating activities:
Depreciation and amortization 45,255,839 40,091,319
Standby charges and other revenues 13,765,290 15,269,126
Changes in assets and liabilities:
Decrease (increase) in utility accounts receivable (2,296,973) (2,673,611)
Decrease (increase) in other receivables 1,718,012 (1,792,073)
Decrease (increase) in prepaid expenses 626,939 678,287
Decrease (increase) in materials and supplies inventory 530,949 (300,720)
Decrease (increase) in deposits (989,625) (5,761)
Decrease (increase) in notes receivable (379,667) (1,070,103)
Decrease (increase) in other assets 34,550 530,948
Increase (decrease) in accounts payable and other
payables 10,351,911 5,889,683

Increase (decrease) in accrued expenses 393,570 310,619
Increase (decrease) in customer deposits 186,659 1,607,136
Increase (decrease) in compensated absences 1,207,651 358,087

Net cash provided by operating activities $ 24,620,660 $ 19,101,166

Reconciliation of cash and cash equivalents to balance sheet:
Current cash and investments $ 123,447,402 $ 153,633,053
Restricted cash and investments:
Debt service/covenants 100,004,585 102,196,065
Construction 296,778,818 311,974,269

Total cash and investments 520,230,805 567,803,387
Less investments 446,865,329 506,671,557
Cash and cash equivalents (Note 2) $ 73,365,476 $ 61,131,830

Noncash capital, financing, and investing activities
Contributions of capital assets from developers and others $ 62,355,126 $ 48,300,420

Increase (decrease) in fair value of investments $ 5,321,392 $ (3,122,272)

See accompanying notes to the basic financial statements.

Eastern MunicipalWater District
Statement of Cash Flows

(continued)

For the Fiscal Year Ended June 30, 2007
(with prior year data for comparison purposes only)



15

Eastern MunicipalWater District
Notes to the Basic Financial Statements

For the Fiscal Year Ended June 30, 2007

1. Description of Reporting Entity and Summary of Significant Accounting Policies

Reporting Entity

The Eastern Municipal Water District (District) was formed in October 1950, under the California Water
Code for the primary purpose of importing Colorado River Water to augment local water supplies. The
District serves an area of approximately 352,000 acres (555 square miles), encompassing the westerly third
of Riverside County. The District is operated under the direction of a five-member Board of Directors
(Board) elected for four-year terms. The District presently imports 80% of its water supply from the
Metropolitan Water District of Southern California (MWD) and derives the remaining 20% of its water
supply from local groundwater sources. The District is a member agency of MWD and is currently entitled
to have one District representative sit on the Board of MWD.

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 which
has been treated to a level acceptable for nondomestic purposes) and has been recognized as an industry
leader in the management of ground water basins and the related beneficial uses of recycled water. 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 formed the Eastern Municipal Water District Facilities Corporation (Facilities Corporation)
on April 10, 1979, under the Non-Profit Public Benefit Corporation Law, State of California, for the
purpose of rendering financing assistance to the District by acquiring, constructing and operating or
providing for the operation of water and wastewater facilities, including water and wastewater
transmission pipelines, treatment plants and related facilities for the use, benefit and enjoyment of the
public within the District’s boundaries. The Facilities Corporation is a component unit of the District.

The District’s repor ting entity includes the general District, the related improvement Districts located
within the ser vice area of the general District and the Eastern Municipal Water District Facilities
Corporation. Although the District and the Facilities Corporation are legally separate entities, the
District’s Board of Directors also serves as the Facilities Corporation’s Board of Directors and, therefore,
the accompanying financial statements include the accounts and records of the Facilities Corporation as
required by generally accepted accounting principles using the blending method. There are no separate
financial statements for the Facilities Corporation. The Facilities Corporation merely serves as the legal
entity used by the District to issue long-term debt. Accordingly, the Facilities Corporation has no
separate financial activity to be repor ted as a separated fund of the District.

Basis of Accounting and Measurement Focus

The District accounts for its operation in an enterprise fund using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are recorded
when a liability is incurred, regardless of the timing of related cash flows.

An enterprise fund distinguishes operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with the District’s principal ongoing operations. The principal operating revenues of the District
are charges to customers for water sales and sewer services. Operating expenses for the District include
the cost of sales and services, administrative expenses, and depreciation on capital assets. All revenues and
expenses not meeting this definition are reported as non-operating revenues and expenses.



Pronouncements of GASB and FASB

Under Government Accounting Standards Board (GASB) Statement No. 20, the District has elected not to
apply Financial Accounting Standards Board (FASB) pronouncements issued after November 30, 1989.

Cash and Investments

Investments are carried at fair value, except for guaranteed investment contracts, which are carried at cost,
because they are not transferable and they have terms that are not affected by changes in market interest rates.

Cash Equivalents

For purposes of the statement of cash flows, the District considers all highly liquid investments (including
restricted assets) with a maturity of three months or less when purchased, to be cash equivalents.

Classification of Revenues and Expenses

Operating revenues are those revenues that are generated by domestic, agricultural and irrigation, and recycled
water sales, as well as sewer service charges, while operating expenses pertain to the furnishing of those
services.

Non-operating revenues and expenses are those revenues and expenses generated that are not directly
associated with the normal business of supplying water and wastewater treatment services. Non-operating
revenues mainly consist of property taxes, standby charges, investment income, connection fees and
miscellaneous income. Capital contributions consist of contributed capital assets and special charges that are
legally restricted for capital expenditures by state law or by the Board action that established those charges.
Non-operating expenses mainly consist of debt service interest and debt-related fees

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g. water and sewer pipelines)
are defined by the District as assets with an initial cost of more than $1,000 and an estimated useful life in excess
of two years. Assets are recorded at cost. Contributed capital assets are recorded at fair market value at the
time they are received. The contributed assets consist primarily of distribution lines and connections
constructed and donated by developers.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
asset lives are not capitalized.

Capital assets of the District is depreciated using the straight line method over the following estimated useful
lives:

Assets Years
Water source of supply and treatment 30-40
Water storage and distribution 30-40
Wastewater collection system and lift stations 35-50
Wastewater treatment plants 40-50
Recycled water storage and distribution 40-50
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1. Description of Reporting Entity and Summary of Significant Accounting Policies (continued)



Capital Assets (continued)

Assets Years
Capacity rights 40
Meters and service connections 20-25
Buildings and improvements 10-35
Office and general equipment 5-10
Automotive pool 5

Allowance for Doubtful Accounts

An allowance for doubtful accounts has been established for utility accounts receivables that are 60+
days delinquent at year-end. This allowance amounts to $368,961 and $187,390 at June 30, 2007 and
2006, respectively.

Inventories

Inventory consists primarily of materials used in the construction and maintenance of utility plant and is valued
at weighted average cost.

Restricted Assets

Amounts shown as restricted assets have been restricted by either bond indenture, by law, or contractual
obligations to be used for specified purposes, such as servicing bonded debt and construction of capital
assets.

Restricted assets include water and sewer connection fees. The resolution establishing the authority for
water and sewer connection fees restricts the use of these fees to the construction, acquisition, or financing
of capital assets. The water and sewer connection fees are exchange transactions (non-operating revenues).
The connecting party receives a benefit (connection to the system) approximately equal in value to the
amount paid. These fees do not represent capital contributions (nonexchange transactions).

Generally, restricted resources are not commingled with unrestricted resources in financing projects and
activities. The funding source for each project and activity is determined by Board action depending upon
the type of project or activity. Restricted resources are used for specific types of projects for which such
funding is designated.

Revenue Recognition

Revenues are recognized when earned. Metered water accounts are read and billed daily on 30-day
cycles. Wastewater customers are also billed and included with the water billing. In cer tain areas
of the District, the wastewater billing is handled by another water utility agency, but is accrued as
revenues by the District each month. Collections are forwarded monthly, based on actual receipts.
Unbilled water and wastewater charges are accrued for the period from the last meter reading
through year-end and are included in accounts receivable. Unbilled accounts receivable amounted
to $5,347,937 and $4,982,787 at June 30, 2007 and 2006, respectively.
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1. Description of Reporting Entity and Summary of Significant Accounting Policies (continued)

Property Taxes

Proper ty tax in California is levied in accordance with Ar ticle XIIIA of the State Constitution at 1% of
countywide assessed valuations. The proper ty taxes are placed in a pool and are then allocated to the
local governmental units based upon complex formulas. Proper ty tax revenue is recognized in the fiscal
year in which the taxes have been levied.

The property tax calendar is as follows:
Lien date: January 1
Levy date: July 1
Due date: First installment – November 1

Second installment – February 1

Delinquent date: First installment – December 10
Second installment – April 10

Debt Issuance Costs

Bond and cer tificate premiums and discounts, loss on refunding, and issuance costs are deferred and
amortized over the term of bonds using the effective interest method. Net bond and certificate discounts
and loss on refunding are presented as a reduction of the face amount of cer tificates of par ticipation
and bonds payable, whereas issuance costs are recorded as other assets.

Compensated Absences

The District has a policy whereby an employee can accumulate unused sick leave and vacation. Sick
leave is to be used for extended periods of sickness; however, upon termination or retirement, a portion
is paid as additional benefits to the employee. At retirement, employees who qualify under the Public
Employees Retirement Law are paid for 100% of the then unused sick leave up to the maximum of 625
hours, at their regular payroll rates in effect at the date of termination. All employees who separate
from the District, other than for retirement, who have completed at least six months of continuous
service and/or have been authorized to use their sick leave, are entitled to receive 25% to 75% of the
then unused sick leave at their regular payroll rate. The District has provided for these future costs by
accruing 100% of earned and unused sick leave up to the maximum number of hours plus 50% of any
hours over the stated maximum, and 100% of the earned and unused vacation.

Use of Estimates

The financial statements are prepared in conformity with generally accepted accounting principles and,
accordingly, include amounts that are based on management’s best estimates and judgments.

Prior Year 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 District’s prior year financial statements, from which this selected financial data
was derived.
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2. Cash and Investments

Cash and investments are classified in the accompanying statement of net assets at June 30 as follows:

2007 2006

Current assets $ 123,447,402 $ 153,633,053
Restricted assets:

Debt service/covenants 100,004,585 102,196,065
Construction 296,778,818 311,974,269

Totals $ 520,230,805 $ 567,803,387

Cash and investments at June 30 consisted of the following:

2007 2006

Cash on hand $ 3,600 $ 3,600
Deposits with financial institutions (3,195,724) (1,613,417)
Investments 523,422,929 569,413,204
Total cash and investments $ 520,230,805 $ 567,803,387

Cash and cash equivalents at June 30 consisted of the following:

2007 2006

Demand accounts and on hand $ (3,192,124) $ (1,609,817)
Money market mutual funds 19,096,382 22,274,651
Sweep account (Repurchase agreement) 6,411,206 539,563
Local Agency Investment Fund (LAIF) 22,989,536 39,927,433
Investment Trust of California (CalTRUST) 28,060,476 0
Total cash and cash equivalents $ 73,365,476 $ 61,131,830

Investments Authorized by the California Government Code and the District’s Investment Policy

The table on the following page identifies the investment types that are authorized for the District by
the California Government Code and the District’s investment policy. The table also identifies cer tain
provisions of the California Government Code (or the District’s investment policy, where more
restrictive) that address interest rate 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 debt
agreements of the District, rather than the general provisions of the California Government Code or the
District’s investment policy.



20

Eastern MunicipalWater District
Notes to the Basic Financial Statements

(continued)

2. Cash and Investments (continued)

Investments Authorized by the California Government Code and the District’s Investment Policy (continued)

* *
Authorized * Maximum Maximum

Investment Types by Investment Maximum Percentage Investment
Authorized by State Law Policy Maturity of Portfolio in One Issuer

U.S.Treasury Obligations Yes 5Years None None
U.S.Agency Securities Yes 5Years None None
Bankers’Acceptances Yes 180 Days 40% 30%
Negotiable Certificates of Deposit Yes 1Year 30% 25%
Commercial Paper Yes 270 Days 25% 10%
Repurchase Agreements No(1) 1Year None None
Reverse Repurchase Agreements No 92 Days 20% None
Medium-Term Notes Yes 5Years 30% 25%
Mortgage Pass –Through Securities Yes 5Years None None
LAIF Yes None None $40,000,000
Local Agency Bonds No 5Years None None
Mutual Funds No N/A 20% 10%
Money Market Mutual Funds Yes N/A 15% 10%
County Pooled Investment Funds No N/A None None
Joint Powers Authority (CalTRUST) Yes N/A None None

* Based upon State law or investment policy requirements, whichever is more restrictive.
(1) Only permitted for use in the District’s sweep account.

Investments Authorized by Debt Agreements

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

Maximum Maximum
Maximum Percentage Investment

Authorized Investment Type Maturity of Portfolio in One Issuer

U.S.Treasury Obligations None None None
U.S.Agency Securities None None None
State Obligations or Political Subdivision of States None None None
Bankers’Acceptances None None None
Certificates of Deposit None None None
Commercial Paper None None None
Guaranteed Investment Contracts None None None
Repurchase Agreements 30 Days None None
Money Market Mutual Funds None None None



Total 12 Months 13 to 24 25 to 60 More than
Investment Type Amount or Less Months Months 60 Months
U.S. Agency Securities:

Federal Farm Credit Bank (FFCB) $ 14,800,000 $ 14,800,000 $ - $ - $ -
Federal Home Loan Bank (FHLB) 217,196,964 123,655,402 73,554,062 19,987,500 -
Federal Home Loan Mortgage Corp.
(FHLMC) 39,682,894 4,934,000 24,742,700 10,006,194 -

Federal National Mortgage Assn. (FNMA) 74,306,250 - 19,867,188 54,439,062 -
Money Market Mutual Funds 370,594 370,594 - - -
LAIF 22,989,536 22,989,536 - - -
Investment Trust of California (CalTRUST) 28,060,476 28,060,476 - - -
Repurchase Agreement (Sweep Account) 6,411,206 6,411,206 - - -
Held by Bond Trustee:

Guaranteed Investment Contracts 92,233,437 59,171,895 - - 33,061,542
California Municipal Bonds 8,645,784 - - - 8,645,784
Money Market Mutual Funds 18,725,788 18,725,788 - - -

Total Investments $ 523,422,929 $ 279,118,897 $ 118,163,950 $ 84,432,756 $ 41,707,326
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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 District manages its exposure to
interest rate risk is by purchasing a combination of shor ter term and longer term investments and by
timing cash flows from maturities so that a por tion of the por tfolio is maturing or coming close to
maturity evenly over time as necessary to provide the cash flow and liquidity needed for operation.

Information about the sensitivity of the fair values of the District’s investments (including investments held
by bond trustees) to market interest rate fluctuations is provided by the following table that shows the
distribution of the District’s investment by maturity:

Investments with Fair Values Highly Sensitive to Interest Rate Fluctuations

The District’s investments (including investments held by bond trustees) do not include investments
that are highly sensitive to interest rate fluctuations.

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 on the next page is the minimum rating required by the California
Government Code, the District’s investment policy, or debt agreements, and the actual Standard and
Poor’s credit rating as of year end for each investment type:



Concentration of Credit Risk
The investment policy of the District contains no limitations on the amount that can be invested in any one
issuer beyond that stipulated by the California Government Code. Investments in any one issuer that represent
5% or more of total District’s investments are as follows:

Issuer Investment Type Reported Amount

FHLB U.S.Agency Securities $ 217,196,964
FNMA U.S.Agency Securities 74,306,250
Wells Fargo Bank Guaranteed Investment Contract 40,280,764
FHLMC U.S.Agency Securities 39,682,894
MBIA Inc. Guaranteed Investment Contract 18,891,131
AIG Matched Funding Guaranteed Investment Contract 12,703,000
FSA Capital Markets Guaranteed Investment Contract 8,379,797
Transamerica DTD Guaranteed Investment Contract 6,880,211
AMBAC Capital Funding Guaranteed Investment Contract 5,098,535

Minimum Not Rating at
Total Legal Required to End of Year

Investment Type Amount Rating be Rated AAA Unrated
U.S. Agency Securities:

FFCB $ 14,800,000 N/A $ - $ 14,800,000 $ -
FHLB 217,196,964 N/A - 217,196,964 -
FHLMC 39,682,894 N/A - 39,682,894 -
FNMA 74,306,250 N/A - 74,306,250 -

Money Market Mutual Funds 370,594 A - 370,594
LAIF                   22,989,536                    N/A    -                   -                22,989,536
CalTRUST 28,060,476 N/A - - 28,060,476
Repurchase Agreement (Sweep Account 6,411,206 N/A - - 6,411,206
Held by Bond Trustee:

Guaranteed Investment Contract 92,233,437 N/A - - 92,233,437
California Municipal Bonds 8,645,784 N/A - 8,645,784 -
Money Market Mutual Funds 18,725,788 A - 18,725,788 -

Total Investments $ 523,422,929 $ - $ 373,728,274 $ 149,694,655
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2. Cash and Investments (continued)

Disclosures Relating to Credit Risk (continued)
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2. Cash and Investments (continued)

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial institution,
a government will not be able to recover its deposits or will not be able to recover collateral securities
that are in the possession of an outside party. The custodial credit risk for investments is the risk that, in
the event of a failure of the counter party (e.g., broker-dealer) to a transaction, a government will not be
able to recover the value of its investment or collateral securities that are in the possession of another party.
The California Government Code and the District’s investment policy do not contain legal or policy
requirements that would limit the exposure to custodial credit risk for deposits or investment, other than
the following provision for deposits: The California Government Code requires that a financial institution
secure deposits made by state or local governmental units by pledging securities in an undivided collateral
pool held by a depository regulated under state law (unless so waived by the governmental unit). The
market value of the pledged securities in the collateral pool must equal 110% of the total amount deposited
by the public agencies. California law also allows financial institutions to secure District deposits by pledging
first trust deed mortgage notes having a value of 150% if the secured public deposits.

Investment in State Investment Pool

The District 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 District’s investment in this pool is reported in the accompanying financial statements
at amounts based upon the District’s pro-rata share of the fair value provided by LAIF for the entire LAIF
portfolio (in relation to the amortized costs of that portfolio). The balance available for withdrawal is
based on the accounting records maintained by LAIF, which are recorded on an amortized cost basis.

Investment in Investment Trust of California (CalTRUST)

The District is a voluntar y par ticipant in CalTRUST, a Joint Powers Authority established by public
agencies in California for the purpose of pooling and investing local agency funds. A Board of Trustees
supervises and administers the investment program of the Trust. CalTRUST invests in fixed income
securities eligible for investment pursuant to California Government Code Sections 53601, et seq. and
53635, et seq. Investment guidelines adopted by the Board of Trustees may fur ther restrict the types of
investments held by the Trust. The fair value of the District’s investment in this pool is repor ted in the
accompanying financial statements at amounts based upon the District’s pro-rata share of the fair value
provided by CalTRUST for the entire CalTRUST portfolio. The balance available for withdrawal is based
on the accounting records maintained by CalTRUST. For purposes of determining fair market value,
securities are normally priced on a daily basis on specified days if banks are open for business and the
New York Stock Exchange is open for trading. The value of securities is determined on the basis of the
market value of such securities or, if market quotations are not readily available, at fair value, under
guidelines established by the Trustees. Investments with shor t remaining maturities may be valued at
amor tized cost, which the Board has determined to equal fair value.



Beginning Ending
Balance* Balance

June 30, 2006 Additions Reductions June 30, 2007
Capital assets, not being depreciated:
Land $ 34,046,122 $ 398,076 $ - $ 34,444,198
Construction in progress 244,139,021 162,302,489 (172,631,500) 233,810,010
Total capital assets, not being depreciated 278,185,143 162,700,565 (172,631,500) 268,254,208

Capital assets, being depreciated:
Water plant, lines and equipment 517,614,969 104,079,440 (8,756) 621,685,653
Water capacity rights 17,950,601 12,597,359 - 30,547,960
Sewer plant, lines and equipment 765,808,187 116,510,902 (1,205,413) 881,113,676
Equipment and general facilities 84,571,979 3,697,627 (431,025) 87,838,581
Total capital assets, being depreciated 1,385,945,736 236,885,328 (1,645,194) 1,621,185,870

Less accumulated depreciation for:
Water plant, lines and equipment * 161,147,073 15,992,729 (4,135) 177,135,667
Water capacity rights * 2,258,377 684,966 - 2,943,343
Sewer plant, lines and equipment * 222,973,186 23,240,073 (58) 246,213,201
Equipment and general facilities 44,517,447 5,338,071 (425,866) 49,429,652
Total accumulated depreciation 430,896,083 45,255,839 (430,059) 475,721,863

Total capital assets, being depreciated, net 955,049,653 191,629,489 (1,215,135) 1,145,464,007

Capital assets, net $ 1,233,234,796 $ 354,330,054 $ (173,846,635) $1,413,718,215

* Beginning balance was restated for a correction in classification between categories.
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3. Capital Assets

A summary of capital assets at June 30 is as follows:

Depreciation breakdown at June 30, 2007:

Water $ 15,983,996
Sewer 20,192,929
Recycled 3,462,363
Admin/Other 5,616,551
Total $ 45,255,839
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4. PERS Prepaid Unfunded Liability

The District amended its California Public Employees Retirement System (PERS) contract on January 4,
1998 to implement a 2% at 55 retirement program. The actuarial division of PERS determined that the
present value impact on the District was an unfunded liability of $4,939,895. This would result in an
employer rate increase of 1.495% of eligible payroll over the next 20 years. However, the District opted
to pay this liability in advance and is amortizing this prepaid amount over the next 20 years. The current
portion is $246,995, and future deferred expense is $2,387,663 at June 30, 2007.

The District amended its PERS contract on August 5, 2005 to implement a 2-1/2% at 55 retirement
program. The actuarial division of PERS determined that the present value impact on the District was
an unfunded liability of $5,679,062. This would result in an employer rate increase of 2.145% of eligible
payroll over the next 20 years. However, the District opted to pay this liability in advance and is
amortizing this prepaid amount over the next 20 years. The current portion is $283,953, and future
deferred expense is $4,827,203 at June 30, 2007.

5. Long-Term Liabilities

A summary of the long-term debt and other liabilities at June 30 is as follows:

Beginning Ending Due
Balance Balance Within

June 30, 2006 Additions Reductions June 30, 2007 One Year

Advances for construction, notes
and assessments payable $ 48,103,473 $ 7,987,409 $ (3,216,166) $ 52,874,716 $ 3,348,613

Certificates of participation 502,990,000 20,710,000 (30,510,000) 493,190,000 9,720,000
General obligation bonds 21,675,000 - (1,730,000) 19,945,000 1,805,000

Sub-total 572,768,473 28,697,409 (35,456,166) 566,009,716 14,873,613

Reimbursable agreements 390,313 307,772 (636,974) 61,111 -
Compensated absences 8,508,974 7,370,058 (6,162,407) 9,716,625 5,147,202

Sub-total 8,899,287 7,677,830 (6,799,381) 9,777,736 5,147,202
Less: Unamortized premium/
discount and deferred
refunding charges (9,232,011) (660,725) 1,959,852 (7,932,884) (752,989)

Total Long-Term Liabilities $ 572,435,749 $ 35,714,514 $ (40,295,695) $ 567,854,568 $ 19,267,826
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5. Long-Term Liabilities (continued)

The future maturities of long-term debt excluding reimbursable agreements and compensated absences as of
June 30, 2007 are as follows:

Year ending June 30: Principal Interest Total

2008 $ 14,873,613 $ 23,514,052 $ 38,387,665
2009 15,553,543 23,131,089 38,684,632
2010 15,140,542 22,286,965 37,427,507
2011 14,737,579 21,551,137 36,288,716
2012 13,836,802 20,853,297 34,690,099

2013-17 93,836,179 91,647,562 185,483,741
2018-22 117,666,632 67,627,021 185,293,653
2023-27 106,430,549 40,367,607 146,798,156
2028-32 91,100,000 19,835,331 110,935,331
2033-36 49,260,000 4,245,868 53,505,868

* Future commitments 33,574,277 - 33,574,277
Sub-total 566,009,716 335,059,929 901,069,645

Less: Unamortized premium/discount
and deferred refunding charges (7,932,884) - (7,932,884)

Total $ 558,076,832 $ 335,059,929 $ 893,136,761

* Represents advance for construction dated March 3, 2005 with the State (California) Department ofWater
Resources for which future minimum annual debt service payments have not yet been established. This amount
is shown as an addition to advances for construction, notes and assessments payable on the summary of long-
term debt schedule.

Advances for Construction, Notes and Assessments Payable

The notes payable are general obligations of the District’s individual improvement Districts which issued the
notes and are payable from the revenues and taxes of the respective improvement Districts.

Safe, Clean, Reliable Water Supply Act

On March 3, 2005, the District executed a loan contract with the State (California) Department of Water
Resources to provide financing under the Safe, Clean, Reliable Water Supply Act (Proposition 204) for the
construction costs of the HemetWater Filtration Plant. This project is anticipated to be completed in March
2008.

The future loan to the District is anticipated to be $42,098,388 of which $41,967,897 was received through
June 30, 2007. The loan contract requires that the District make certain payments to the State in order to
receive loan advances. The District’s recorded liability for this obligation has been presented net of these
required payments which amounted to $8,393,620 through June 30, 2007. The loan contract carries no stated
interest. Debt service requirements to maturity have not been presented for this obligation, because it has not
yet been determined by the lending party. A schedule of payments will be determined upon the completion
of the funding of the loan.
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5. Long-Term Liabilities (continued)

Advances for Construction, Notes and Assessments Payable (continued)

Safe, Clean, Reliable Water Supply Act (continued)

On May 25, 2000, the District executed a loan contract with the State (California) Department of Water
Resources to provide financing under the Safe, Clean, ReliableWater Supply Act (Proposition 204) for the Sun
City Area Pipeline Replacement Projects.The loan to the District is $2,000,000 repayable in varying semiannual
payments including principal and interest ranging from $65,449 to $65,456. Semiannual payments began
October 1, 2003 with the final payment scheduled for April 1, 2023 at an interest rate of 2.8%. The balance
outstanding as of June 30, 2007 is $1,678,955.

Year ending June 30: Principal Interest Total

2008 $ 84,394 $ 46,520 $ 130,914
2009 86,959 43,955 130,914
2010 89,319 41,595 130,914
2011 91,838 39,076 130,914
2012 94,354 36,560 130,914

2013-17 513,670 140,899 654,569
2018-22 590,208 64,361 654,569
2023 128,213 2,701 130,914

Total $ 1,678,955 $ 415,667 $ 2,094,622

Water Conservation Bond Law of 1988 (Proposition 82)

On May 25, 2000, the District executed a loan contract with the State (California) Department ofWater
Resources to provide financing under the Water Conservation Bond Law of 1988 (Proposition 82) for
the Sun City Area Pipeline Replacement Projects. The loan to the District is $3,150,000 repayable in
varying semiannual payments including principal and interest ranging from $103,286 to $103,299.
Semiannual payments began October 1, 2003 with the final payment scheduled for April 1, 2023 at an
interest rate of 2.8%. The balance outstanding as of June 30, 2007 is $2,649,603.

Year ending June 30: Principal Interest Total

2008 $ 133,184 $ 73,415 $ 206,599
2009 137,233 69,366 206,599
2010 140,956 65,643 206,599
2011 144,932 61,667 206,599
2012 148,902 57,697 206,599

2013-17 810,636 222,357 1,032,993
2018-22 931,424 101,569 1,032,993
2023 202,336 4,263 206,599

Total $ 2,649,603 $ 655,977 $ 3,305,580
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5. Long-Term Liabilities (continued)

Advances for Construction, Notes and Assessments Payable (continued)

Elsinore Valley Municipal Water District

ElsinoreValley MunicipalWater District, financial participation agreement note; interest rates ranging from 2.0%
to 4.0% with annual principal installments ranging from $21,314 to $25,849 through July 15, 2011. Balance
outstanding as of June 30, 2007 is $97,502.

Year ending June 30: Principal Interest Total

2008 $ 23,582 $ 3,334 $ 26,916
2009 23,582 2,627 26,209
2010 24,489 1,860 26,349
2011 25,849 1,034 26,883

Total $ 97,502 $ 8,855 $ 106,357

Santa Ana Watershed Project Authority

Santa AnaWatershed Project Authority (SAWPA) agreement for purchase of capacity rights in the Santa
Ana Regional Interceptor (SARI) pipeline; interest rate of 6%; annual payment including principal and
interest of $365,000 through June 30, 2012. Balance outstanding as of June 30, 2007 is $1,537,513.

Year ending June 30: Principal Interest Total

2008 $ 272,749 $ 92,251 $ 365,000
2009 289,114 75,886 365,000
2010 306,461 58,539 365,000
2011 324,849 40,151 365,000
2012 344,340 20,660 365,000

Total $ 1,537,513 $ 287,487 $ 1,825,000

1992 State of California Agricultural Drainage Water Management Loan

On January 15, 1992, the District executed a loan contract with the State (California)Water Resources
Control Board to provide financing for a portion of the Menifee Basin Desalter Project. The District
received $11,600,000 in loan proceeds repayable in annual installments of $1,045,041 on each January
31 through 2011 with a final payment of $831,939 scheduled for November 17, 2012 at an interest rate
of 3.1%. Balance outstanding as of June 30, 2007 is $5,468,918.

Year ending June 30: Principal Interest Total

2008 $ 875,504 $ 169,537 $ 1,045,041
2009 902,255 142,786 1,045,041
2010 930,617 114,424 1,045,041
2011 959,463 85,578 1,045,041
2012 989,206 55,835 1,045,041
2013 811,873 20,066 831,939

Total $ 5,468,918 $ 588,226 $ 6,057,144
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5. Long-Term Liabilities (continued)

Advances for Construction, Notes and Assessments Payable (continued)

1991 Federal Reclamation Facilities Project Loan

In October 1991, the District entered into a contract with the federal government under the provisions of
Public Law 984 to provide funding for a portion of the District’s Phase I – Reclamation Facilities Project.This
project included the enlargement, rehabilitation, and improvement of facilities to provide irrigation water and
better water service for 21,500 acres of irrigated land as well as to provide water for wetlands enhancement
and municipal and industrial (M&I) water supply purposes.

The contract is being administered by the United States Department of the Interior, Bureau of Reclamation
pursuant to the Small Reclamation Projects Act of 1956 (the Act). The total estimated project cost is
$46,046,400 with the District contributing $13,621,400 and the federal government providing funding up to
the balance of $32,425,000, providing that funds were available under the Act.

A summary of the total federal government funding available under the contract is as follows:

Total federal funding $ 32,425,000
Less nonrepayable grant portion 6,733,300
Maximum loan proceeds including interest $ 25,691,700

Components of loan proceeds:
Water supply $ 20,219,400
Fish and wildlife 4,147,300

Net loan proceeds 24,366,700
Interest charged during construction 1,325,000
Maximum loan proceeds $ 25,691,700

Repayment of the loan began on May 1, 1999, with net loan proceeds repayable in 15 annual installments
varying from $552,900 to $2,650,300 plus interest at rates varying from 0% to 9% on the fish and wildlife
component and a portion of the water supply component. On October 6, 2003, the District elected to
pay off the Fish and Wildlife component of the loan, with a payment of $4,180,139. The interest rate
applied to the outstanding balance of theWater Supply component (the interest on investment, or IOI)
was 7.875% for the fiscal year ended June 30, 2007. However, only the portion of the calculated interest
on investment amount and the annual reimbursable interest during construction (RIDC) amount
allocated to the delivery of water to excess lands and to the furnishing of M&I water (water delivery
ratio) is repayable. For 2007, the water delivery ratio was 5.57%, resulting in an actual interest rate of
0.44% for the period and the actual IOI and RIDC amounts paid were $42,733 and $38,143, respectively.



Eastern MunicipalWater District
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(continued)

5. Long-Term Liabilities (continued)

1991 Federal Reclamation Facilities Project Loan (continued)

As of June 30, 2007, the District had received $31,095,440 on this contract, of which the grant portion
amounted to $6,624,268 and the loan portion amounted to $24,471,172. Since the total repayment obligation
is less than the maximum loan proceeds of $24,366,700, the above repayment schedule will still apply until the
obligation is paid in full, in effect reducing the length of the repayment period. The balance outstanding as of
June 30, 2007 is $7,867,948.

Year ending June 30: Principal Interest Total

2008 $ 1,959,200 $ 542,288 $ 2,501,488
2009 2,114,400 364,228 2,478,628
2010 2,273,700 167,485 2,441,185
2011 1,520,648 - 1,520,648

Total $ 7,867,948 $ 1,074,001 $ 8,941,949

Certificates of Participation Payable

Certificates of par ticipation payable consist of the following at June 30:

2007 2006

2007 A refunding certificates of participation $ 20,710,000 $ -
2006 A certificates of participation 106,320,000 106,320,000
2006 B certificates of participation 54,025,000 54,025,000
2003 A refunding certificates of participation 24,515,000 24,640,000
2003 B certificates of participation 66,015,000 67,545,000
2001 A refunding certificates of participation 55,950,000 58,720,000
2001 C refunding certificates of participation 11,040,000 12,380,000
2001 B certificates of participation 51,370,000 51,370,000
1998 A refunding certificates of participation 27,420,000 27,490,000
1997 A refunding certificates of participation 75,000 21,320,000
1993 B refunding certificates of participation 59,055,000 62,485,000
1991 certificates of participation 16,695,000 16,695,000
Total 493,190,000 502,990,000

Less current portion 9,720,000 9,335,000
Total long-term certificates of participation payable $ 483,470,000 $ 493,655,000
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Year ending June 30: Principal Interest Total

2008 $ - $ 640,313 $ 640,313
2009 - 1,024,500 1,024,500
2010 75,000 1,023,000 1,098,000
2011 75,000 1,020,000 1,095,000
2012 80,000 1,016,900 1,096,900

2013-17 445,000 5,033,800 5,478,800
2018-22 6,645,000 4,781,900 11,426,900
2023-24 13,390,000 677,750 14,067,750

Total $ 20,710,000 $15,218,163 $35,928,163

Beginning Ending
Balance Balance Due Within

June 30, 2006 Additions Reductions June 30, 2007 One year

Cer tificates of par ticipation $ - $ 20,710,000 $ - $ 20,710,000 $ -
Deferred refunding charges - (2,003,864) 20,658 (1,983,206) (123,950)
COP premium - 1,343,140 (13,847) 1,329,293 83,081

$ - $ 20,049,276 $ 6,811 $ 20,056,087 $ (40,869)

Eastern MunicipalWater District
Notes to the Basic Financial Statements

(continued)

5. Long-Term Liabilities (continued)

Certificates of Participation Payable (continued)

2007A Refunding Certificates of Participation

In May 2007, the Facilities Corporation issued $20,710,000 inWater and Sewer Revenue Refunding Certificates
of Participation, Series 2007A. The net proceeds of $22,274,458 were used to prepay the District’s 1997A
certificates in the amount of $21,175,000 maturing July 1, in the years 2008 through 2023, and to pay the
municipal bond insurance policy premium and issuance costs. Following the prepayment, only the certificates
maturing July 1, 2007 remained outstanding. The 1997A certificates subject to prepayment were deposited in
an irrevocable trust with an escrow agent. As a result, these 1997A series certificates are considered to be
defeased and the liability for those bonds has been removed from the statement of net assets.

The advance refunding resulted in a difference between the reacquisition price (amount placed in the escrow
account) and the net carrying amount of the old debt of $2,003,864. This difference, reported in the
accompanying financial statements as a deferred refunding charge, is being charged to operations through the
year 2023 using the straight line method. The certificates of participation payable are reported net of these
deferred charges. The District completed the advance refunding to reduce the cash flows associated with its
debt service payments over the next 16 years by $1,598,439 and to obtain an economic gain (difference
between the present values of the debt service payments on the old debt and the new debt) of $1,202,413.

The certificates of participation included serial certificates due in varying amounts from $75,000 to $6,860,000
annually from July 1, 2009 to July 1, 2023; with interest payable semiannually at rates ranging from 4.00% to
5.00%.
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Beginning Ending
Balance Balance Due Within

June 30, 2006 Additions Reductions June 30, 2007 One year
Cer tificates of par ticipation $ 106,320,000 $ - $ - $ 106,320,000 $ -
COP premium 3,733,624 - (125,853) 3,607,771 125,853

$ 110,053,624 $ - $ (125,853) $ 109,927,771 $ 125,853

Eastern MunicipalWater District
Notes to the Basic Financial Statements

(continued)

5. Long-Term Liabilities (continued)

Certificates of Participation Payable (continued)

2006A Certificates of Participation

In February 2006, the Facilities Corporation issued $106,320,000 of Water and Sewer Revenue Fixed Rate
Certificates of Participation, Series 2006A. Proceeds of the sale of certificates are intended to be used for the
principal purpose of financing a portion of the cost of the design, acquisition and construction of the 2006A
Projects. The 2006A Projects include, among others, the following capital improvements to the District’sWater
and Sewer System: (1) convert the San Jacinto’s regional water reclamation facility to tertiary, (2) expand the
capacity of the PerrisValley RWRF, (3) add clarifiers to the PerrisValley RWRF, (4) expand the capacity of the
North San Jacinto Sewer System, (5) replace certain digester gas facilities at certain wastewater treatment
plants, and (6) add a desalter pretreatment facility.

The certificates of participation included $106,320,000 of serial and term certificates due in varying amounts
from $2,965,000 to $6,350,000 annually from July 1, 2012 to July 1, 2036, with interest payable semiannually
beginning July 1, 2006, at rates per annum ranging from 3.75% to 5.00%.
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Year ending June 30: Principal Interest Total

2008 $ - $ 5,119,444 $ 5,119,444
2009 - 5,119,444 5,119,444
2010 - 5,119,444 5,119,444
2011 - 5,119,444 5,119,444
2012 - 5,119,444 5,119,444

2013-17 20,700,000 23,161,300 43,861,300
2018-22 26,385,000 17,581,472 43,966,472
2023-27 21,685,000 11,250,725 32,935,725
2028-32 18,860,000 6,764,375 25,624,375
2033-36 18,690,000 1,739,813 20,429,813

Total $ 106,320,000 $ 86,094,905 $192,414,905



Beginning Ending
Balance Balance Due Within

June 30, 2006 Additions Reductions June 30, 2007 One year
Cer tificates of par ticipation $ 54,025,000 $ - $ - $ 54,025,000 $ -
COP premium (341,069) - 11,497 (329,572) (11,497)

$ 53,683,931 $ - $ 11,497 $53,695,428 $ (11,497)

Eastern MunicipalWater District
Notes to the Basic Financial Statements

(continued)

5. Long-Term Liabilities (continued)

Certificates of Participation Payable (continued)

2006B Certificates of Participation

In February 2006, the Facilities Corporation issued $54,025,000 of Water and Sewer Revenue Variable
Rate Certificates of Par ticipation, Series 2006B. Proceeds of the sale of cer tificates are intended to be
used for the principal purpose of financing a por tion of the cost of the design, acquisition and
construction of the 2006B Projects. The 2006B Projects include, among others, the following capital
improvements to the District’sWater and Sewer System: (1) expand the capacity of theTemecula RWRF,
and (2) convert the Perris Valley RWRF to ter tiary.

The cer tificates of par ticipation included $54,025,000 of serial and term cer tificates due in varying
amounts from $3,700,000 to $5,400,000 annually from July 1, 2024 to July 1, 2035, with interest payable
weekly at the applicable Auction Rate for its respective Auction Period.
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Year ending June 30: Principal Interest Total

2008 $ - $ 1,885,695 $ 1,885,695
2009 - 1,884,010 1,884,010
2010 - 1,882,227 1,882,227
2011 - 1,921,958 1,921,958
2012 - 1,885,695 1,885,695

2013-17 - 9,457,703 9,457,703
2018-22 - 9,456,216 9,456,216
2023-27 11,525,000 9,036,337 20,561,337
2028-32 21,975,000 5,968,394 27,943,394
2033-36 20,525,000 1,838,028 22,363,028

Total $ 54,025,000 $ 45,216,263 $ 99,241,263



Year ending June 30: Principal Interest Total

2008 $ 125,000 $ 786,013 $ 911,013
2009 130,000 783,452 913,452
2010 135,000 776,439 911,439
2011 140,000 773,550 913,550
2012 145,000 769,076 914,076

2013-17 6,600,000 3,606,480 10,206,480
2018-22 11,920,000 2,050,616 13,970,616
2023-24 5,320,000 270,121 5,590,121

Total $ 24,515,000 $ 9,815,747 $ 34,330,747

Eastern MunicipalWater District
Notes to the Basic Financial Statements

(continued)

5. Long-Term Liabilities (continued)

Certificates of Participation Payable (continued)

2003A Refunding Certificates of Participation

In September 2003, the Facilities Corporation issued $26,350,000 ofWater and Sewer Revenue Refunding
Variable Rate Certificates of Participation, Series 2003A to prepay the 1993A certificates maturing July 1
in the years 2004 and 2023. Following the prepayment no 1993A certificates remain outstanding. The
certificates of participation included $26,350,000 of serial certificates maturing in varying amounts from
$120,000 to $2,700,000 annually from July 1, 2004 to July 1, 2023, with a variable interest rate payable
with respect to any Weekly Interest Rate Period on the first business day of each calendar month
commencing October 1, 2003.
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Beginning Ending
Balance Balance Due Within

June 30, 2006 Additions Reductions June 30, 2007 One year

Cer tificates of par ticipation $ 24,640,000 $ - $ (125,000) $ 24,515,000 $ 125,000
Deferred refunding charges (1,379,160) - 84,631 (1,294,529) (84,631)
COP discount (93,346) - 5,491 (87,855) (5,491)

$ 23,167,494 $ - $ (34,878) $ 23,132,616 $ 34,878



Year ending June 30: Principal Interest Total

2008 $ 1,575,000 $ 2,119,653 $ 3,694,653
2009 1,625,000 2,073,074 3,698,074
2010 1,680,000 2,013,659 3,693,659
2011 1,735,000 1,963,642 3,698,642
2012 1,790,000 1,908,171 3,698,171

2013-17 9,830,000 8,649,112 18,479,112
2018-22 11,510,000 6,967,644 18,477,644
2023-27 13,470,000 5,009,341 18,479,341
2028-32 15,765,000 2,713,812 18,478,812
2033-36 7,035,000 357,527 7,392,527

Total $ 66,015,000 $ 33,775,635 $ 99,790,635

Eastern MunicipalWater District
Notes to the Basic Financial Statements

(continued)

5. Long-Term Liabilities (continued)

Certificates of Participation Payable (continued)

2003B Certificates of Participation

In September 2003, the Facilities Corporation issued $70,305,000 inWater and Sewer Revenue Variable
Rate Certificates of Participation, Series 2003B. Proceeds of the sale of certificates were intended to be
used for the principal purpose of financing the cost of the design, acquisition and construction of the
2003B Projects. The 2003B Projects include, among others, (1) the construction of improvements to the
Moreno Valley RWRF, (2) the construction of improvements to the Perris Valley RWRF, (3) the
construction of improvements to theTemeculaValley RWRF, (4) the construction of theTemecula Effluent
Disposal Pipeline, and (5) the prepayment of the Fish andWildlife portion of the Bureau loan.

The certificates of participation included $70,305,000 of term certificates due in varying amounts from
$1,275,000 to $3,575,000 annually from July 1, 2004 to July 1, 2033 with a variable interest payable with
respect to anyWeekly Interest Rate Period on the first business day of each calendar month commencing
on October 1, 2003.
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Beginning Ending
Balance Balance Due Within

June 30, 2006 Additions Reductions June 30, 2007 One year
Cer tificates of par ticipation $ 67,545,000 $ - $ (1,530,000) $ 66,015,000 $ 1,575,000
COP discount (261,883) - 9,700 (252,183) (9,700)

$ 67,283,117 $ - $ (1,520,300) $ 65,762,817 $ 1,565,300



Year ending June 30: Principal Interest Total

2008 $ 2,865,000 $ 2,744,294 $ 5,609,294
2009 3,020,000 2,593,588 5,613,588
2010 3,165,000 2,454,788 5,619,788
2011 3,290,000 2,322,563 5,612,563
2012 3,435,000 2,163,469 5,598,469

2013-17 20,035,000 7,858,013 27,893,013
2018-21 20,140,000 2,085,488 22,225,488

Total $ 55,950,000 $ 22,222,203 $ 78,172,203

Eastern MunicipalWater District
Notes to the Basic Financial Statements

(continued)

5. Long-Term Liabilities (continued)

Certificates of Participation Payable (continued)

2001A, 2001C Refunding Certificates of Participation

In April 2001, the Facilities Corporation issued the following refunding certificates of participation:

$68,735,000 Water and Sewer Revenue Refunding Cer tificates of Par ticipation, Series A to prepay
$68,185,000 of the District’s 1991A Certificates of Participation, to fund a debt service reserve established
for the certificates, and to pay the municipal bond insurance policy premium and issuance costs of the
certificates.The certificates of participation include $68,735,000 of serial certificates maturing in varying
amounts from $500,000 to $5,415,000 annually from July 1, 2002 to July 1, 2020, with interest payable
semiannually at rates per annum ranging from 3.40% to 5.375%.The 2001A Certificates with certificate
payment dates on or after July 1, 2012, are subject to optional prepayment.

$13,985,000 Water and Sewer Revenue Refunding Cer tificates of Par ticipation, Series C to prepay
$13,165,000 of the District’s 1993A Certificates of Participation, to fund a debt service reserve established
for the certificates, and to pay the municipal bond insurance policy premium and issuance costs of the
certificates.The certificates of participation include $13,985,000 of serial certificates maturing in varying
amounts from $100,000 to $1,770,000 annually from July 1, 2002 to July 1, 2013, with interest payable
semiannually at rates per annum ranging from 4.0% to 4.250%. The 2001C Certificates with certificate
payment dates on or after July 1, 2012, are subject to optional prepayment.

2001A Refunding Certificates of Participation
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Beginning Ending
Balance Balance Due Within

June 30, 2006 Additions Reductions June 30, 2007 One year
Cer tificates of par ticipation $ 58,720,000 $ - $ (2,770,000) $ 55,950,000 $2,865,000
Deferred refunding charges (5,035,404) - 364,005 (4,671,399) (364,005)
COP premium 1,705,006 - (123,254) 1,581,752 123,253

$ 55,389,602 $ - $ (2,529,249) $ 52,860,353 $2,624,248



Year ending June 30: Principal Interest Total

2008 $ 1,395,000 $ 422,375 $ 1,817,375
2009 1,455,000 365,375 1,820,375
2010 1,515,000 305,975 1,820,975
2011 1,570,000 244,275 1,814,275
2012 1,635,000 180,175 1,815,175

2013-14 3,470,000 148,963 3,618,963

Total $ 11,040,000 $ 1,667,138 $ 12,707,138

Eastern MunicipalWater District
Notes to the Basic Financial Statements

(continued)

5. Long-Term Liabilities (continued)

Certificates of Participation Payable (continued)

2001A, 2001C Refunding Certificates of Participation (continued)

2001C Refunding Certificates of Participation
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Beginning Ending
Balance Balance Due Within

June 30, 2006 Additions Reductions June 30, 2007 One year
Cer tificates of par ticipation $ 12,380,000 $ - $ (1,340,000) $ 11,040,000 $1,395,000
Deferred refunding charges (748,109) - 109,479 (638,630) (109,479)
COP discount (9,018) - 1,320 (7,698) (1,320)

$ 11,622,873 $ - $ (1,229,201) $ 10,393,672 $1,284,201



Year ending June 30: Principal Interest Total

2008 $ - $ 2,568,500 $ 2,568,500
2009 - 2,568,500 2,568,500
2010 - 2,568,500 2,568,500
2011 - 2,568,500 2,568,500
2012 - 2,568,500 2,568,500

2013-17 - 12,842,500 12,842,500
2018-22 - 12,842,500 12,842,500
2023-27 19,890,000 11,383,000 31,273,000
2028-31 31,480,000 3,243,750 34,723,750

Total $ 51,370,000 $ 53,154,250 $104,524,250
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5. Long-Term Liabilities (continued)

Certificates of Participation Payable (continued)

2001B Certificates of Participation

In April 2001, the Facilities Corporation issued $51,370,000 in certificates of participation Series 2001B.
Proceeds of the sale of certificates were intended to be used for the principal purpose of financing the
cost of the design, acquisition and construction of the 2001B Projects.The 2001B Projects include, among
others, (1) the construction of improvements to the Moreno Valley RWRF, (2) the construction of
improvements to the Sanderson Lift Station, (3) the construction of the PerrisWaterTreatment Plant, and
(4) the construction of the Menifee Desalter Plant

The certificates of participation include $51,370,000 of term certificates due in varying amounts annually
from July 1, 2024 to July 1, 2030 with interest payable semiannually at rates per annum of 5.0%.The 2001B
Certificates are subject to optional prepayment without premium on any date on or after July 1, 2011.

Beginning Ending
Balance Balance Due Within

June 30, 2006 Additions Reductions June 30, 2007 One year
Cer tificates of par ticipation $ 51,370,000 $ - $ - $ 51,370,000 $ -
COP discount (782,830) - 32,846 (749,984) (32,846)

$ 50,587,170 $ - $ 32,846 $ 50,620,016 $ (32,846)



Year ending June 30: Principal Interest Total

2008 $ 75,000 $ 1,320,936 $ 1,395,936
2009 80,000 1,317,661 1,397,661
2010 80,000 1,314,241 1,394,241
2011 85,000 1,310,651 1,395,651
2012 90,000 1,306,756 1,396,756

2013-17 505,000 6,465,959 6,970,959
2018-22 8,760,000 6,123,631 14,883,631
2023-24 17,745,000 852,744 18,597,744

Total $ 27,420,000 $ 20,012,579 $ 47,432,579
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5. Long-Term Liabilities (continued)

Certificates of Participation Payable (continued)

1998A Refunding Certificates of Participation

In January 1998, the Facilities Corporation issued $39,655,000Water and Sewer Revenue Refunding Certificates
of Participation, Series A to prepay $36,420,000 of the District’s 1991 Certificates of Participation, to fund a
debt service reserve established for the certificates, and to pay the municipal bond insurance policy premium
and issuance costs.The certificates of participation include $12,835,000 of serial certificates maturing in varying
amounts from $70,000 to $3,025,000 annually from July 1, 1998 to July 1, 2013; with interest payable
semiannually at rates ranging from 3.60% to 5.00%. Also, in this certificate issue are $26,820,000 of term
certificates due in varying amounts on July 1, 2018, 2021 and 2023, with interest payable semiannually at rates
ranging from 4.75% to 5.00%.

Beginning Ending
Balance Balance Due Within

June 30, 2006 Additions Reductions June 30, 2007 One year
Cer tificates of par ticipation $ 27,490,000 $ - $ (70,000) $ 27,420,000 $ 75,000
Deferred refunding charges (1,522,178) - 86,161 (1,436,017) (86,161)
COP discount (569,569) - 32,239 (537,330) (32,240)

$ 25,398,253 $ - $ 48,400 $ 25,446,653 $ (43,401)



Year ending June 30: Principal Interest Total

2008 $ 75,000 $ 1,763 $ 76,763

Total $ 75,000 $ 1,763 $ 76,763

40

Eastern MunicipalWater District
Notes to the Basic Financial Statements

(continued)

5. Long-Term Liabilities (continued)

Certificates of Participation Payable (continued)

1997A Refunding Certificates of Participation

In July 1997, the Facilities Corporation issued $21,835,000 Water and Sewer Revenue Refunding
Cer tificates of Par ticipation, Series A to prepay $19,605,000 of the District’s 1991A Cer tificates of
Participation, to fund a debt service reserve established for the certificates, and to pay the municipal bond
insurance policy premium and issuance costs.The certificates of participation include $1,655,000 of serial
cer tificates maturing in varying amounts from $55,000 to $125,000 annually from July 1, 1998 to July 1,
2017; with interest payable semiannually at rates ranging from 3.75% to 5.25%. Also, in this cer tificate
issue are $20,180,000 of term certificates due in varying amounts on July 1, 2023, with interest payable
semiannually at rates of 5.25%.

In May 2007, the 1997A refunding certificates maturing on July 1 in the years 2008 through 2023 totaling
$21,175,000 were refunded. The 1997A certificates are considered defeased and were removed from
the District’s books. Therefore, only the certificates totaling $75,000 maturing on July 1, 2007 remained
on the books at fiscal year end.

Beginning Ending
Balance Balance Due Within

June 30, 2006 Additions Reductions June 30, 2007 One year
Cer tificates of par ticipation $ 21,320,000 $ - $(21,245,000) $ 75,000 $ 75,000
Deferred refunding charges (687,903) - 687,903 - -
COP discount (553,019) - 553,019 - -

$ 20,079,078 $ - $(20,004,078) $ 75,000 $ 75,000

1993B Refunding Certificates of Participation

In May 1993, the Facilities Corporation issued $65,795,000 in Refunding Certificates of Par ticipation
Series 1993B. Proceeds of the sale of certificates were used to provide monies for the partial defeasance
of $59,350,000 Series 1991 cer tificates of par ticipation, to pay the municipal bond insurance policy
premium for the certificates and to pay the costs of issuance.

The certificates of participation are subject to mandatory repayment in varying amounts from $165,000 to
$7,570,000 annually from July 1, 1993 to July 1, 2020, with interest payable semiannually at the weekly interest
rate (as determined by the Remarketing Agent) unless converted to a fixed interest rate at the District’s option.
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5. Long-Term Liabilities (continued)

Certificates of Participation Payable (continued)

1993B Refunding Certificates of Participation (continued)

The District has entered into a Swap Agreement with AIG Financial Products Corporation (AIG-FP) for the
purpose of hedging against interest rate fluctuations arising from the issuance of the 1993B Certificates as
variable rate obligations. The SwapAgreement provides for the District to make payments toAIG-FP on a fixed-
rate basis on notional amounts totaling $64,070,000 and for AIG-FP to make reciprocal payments based on a
variable-rate basis which results in a fixed annual rate of interest to the District of 5.135% on the certificates.
The fair value of swap agreements as of a given date reflects the pricing that the District would receive to
transfer its interest in the agreement to a third party at that date. This value is a function of interest rates
demanded by the market as of the date of the valuation. This value fluctuates as market interest rates increase
or decrease over the term of the agreement. As of June 30, 2007,market interest rates were substantially lower
than the fixed interest rate associated with the payments by the District under the terms of this agreement.
As a result, the fair value of the agreement as of this date is a negative $6,519,132, including accrued interest
(i.e., a payment would be required to be made by the District to substitute the District’s interest in the
agreement to a third party).

The District may prepay all or part of the certificates at any time at par while the certificates remain as variable
interest rate securities. If, however, the District elects to convert the certificates to a fixed interest rate, the
certificates are subject to prepayment at par plus a premium ranging from 2% to 0% (declining by .5% every
two years) depending on the years remaining to maturity as of the fixed interest rate conversion date.

Beginning Ending
Balance Balance Due Within

June 30, 2006 Additions Reductions June 30, 2007 One year
Cer tificates of par ticipation $ 62,485,000 $ - $ (3,430,000) $ 59,055,000 $ 3,610,000
COP discount (2,772,918) - 164,025 (2,608,893) (164,025)

$ 59,712,082 $ - $ (3,265,975) $ 56,446,107 $ 3,445,975

Year ending June 30: Principal Interest Total

2008 $ 3,610,000 $ 2,939,788 $ 6,549,788
2009 3,810,000 2,749,279 6,559,279
2010 240,000 2,645,295 2,885,295
2011 250,000 2,632,715 2,882,715
2012 270,000 2,619,364 2,889,364

2013-17 22,880,000 10,752,947 33,632,947
2018-21 27,995,000 2,971,496 30,966,496

Total $ 59,055,000 $ 27,310,884 $ 86,365,884



Year ending June 30: Principal Interest Total

2008 $ - $ 1,126,913 $ 1,126,913
2009 - 1,126,913 1,126,913
2010 3,775,000 999,506 4,774,506
2011 4,030,000 736,088 4,766,088
2012 4,300,000 454,950 4,754,950
2013 4,590,000 154,913 4,744,913

Total $ 16,695,000 $ 4,599,283 $ 21,294,283

Eastern MunicipalWater District
Notes to the Basic Financial Statements

(continued)

5. Long-Term Liabilities (continued)

Certificates of Participation Payable (continued)

1991 Certificates of Participation

In March 1991, the Facilities Corporation issued $128,690,000 in Certificates of Participation Series 1991.
Proceeds of the sale of certificates were used for the principal purpose of financing the cost of the design,
acquisition and construction of cer tain wastewater capital improvements (the 1991 Project) to the
District’s water and sewer system.

The certificates of participation include $26,815,000 of serial certificates maturing in varying amounts
from $1,440,000 to $2,910,000 annually from July 1, 1993 to July 1, 2005, with interest payable
semiannually at rates ranging from 5.1% to 7.5%. Also, in this issue are $101,875,000 of term certificates
due in varying amounts on July 1, 2008, 2012, 2020 and 2023, with interest payable semiannually at rates
ranging from 6% to 6.75%. Certificates maturing prior to July 1, 2002 and on July 1, 2012 are not subject
to prior redemption; Certificates maturing July 1, 2002 and after (except those maturing on July 1, 2012),
may be called prior to maturity at par plus a premium of 2% in 2002, 1% in 2003, and 0% thereafter. The
term certificates are subject to mandatory sinking fund requirements beginning July 1, 2006, in amounts
varying from $3,105,000 in 2006 to $9,115,000 in 2023.
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Beginning Ending
Balance Balance Due Within

June 30, 2006 Additions Reductions June 30, 2007 One year
Cer tificates of par ticipation $ 16,695,000 $ - $ - $ 16,695,000 $ -

Total $ 16,695,000 $ - $ - $ 16,695,000 $ -



Year ending June 30: Principal Interest Total

2008 $ 1,805,000 $ 911,020 $ 2,716,020
2009 1,880,000 826,445 2,706,445
2010 710,000 734,345 1,444,345
2011 495,000 710,245 1,205,245
2012 515,000 690,045 1,205,045

2013-17 2,645,000 3,132,550 5,777,550
2018-22 2,790,000 2,600,128 5,390,128
2023-27 3,075,000 1,880,625 4,955,625
2028-32 3,020,000 1,145,000 4,165,000
2033-36 3,010,000 310,500 3,320,500

Total $ 19,945,000 $ 12,940,903 $ 32,885,903

Eastern MunicipalWater District
Notes to the Basic Financial Statements

(continued)

5. Long-Term Liabilities (continued)

Bonds Payable

The District’s general obligation bonds are callable prior to maturity, subject to certain call premiums.The
liability for the general district bonds and improvements within the respective special districts, and the
funds for retirement thereof, are derived from a bond redemption levy in the assessed valuation of the
individual districts.

Bonds payable consist of the following at June 30:
2007 2006

1995 General obligation refunding bonds:
Interest rates of the various bond issues outstanding range
from 3.9% to 5.5%. Bonds mature annually in varying
amounts through 2009. $ 2,340,000 $ 3,420,000

2005 General obligation bonds
Interest rates of the various bond issues outstanding

range from 3.0% to 5.0%. Bonds mature annually in
varying amounts through 2035. 17,605,000 18,255,000

Total 19,945,000 21,675,000
Less current portion 1,805,000 1,730,000

Total long-term bonds payable $ 18,140,000 $ 19,945,000

At June 30, 2007, general obligation bonds authorized but not issued total $579,275,000.
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Beginning Ending
Balance Balance Due Within

June 30, 2006 Additions Reductions June 30, 2007 One year
General obligation bonds $ 21,675,000 $ - $ (1,730,000) $ 19,945,000 $1,805,000
Deferred refunding charges (81,566) - 29,661 (51,905) (29,660)
Net bond premium/discount 167,331 - 30,171 197,502 (30,171)

Total $ 21,760,765 $ - $ (1,670,168) $ 20,090,597 $1,745,169
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(continued)

5. Long-Term Liabilities (continued)

Reimbursable Agreements

The District enters into agreements with developers whereby certain facilities will be built by them that will
support future development beyond their own. As this new development occurs, a portion of the connection
fee revenue is allocated to a “reimbursement pool account” and a determination is made semi-annually based
on a priority basis to remit these funds back to them.

Debt Service Reserve Funds

The District is required to maintain a Debt Service Reserve Fund to be used for the payment of principal and
interest of its Certificates of Participation Bonds in the event that the District has not provided theTrustee with
sufficient funds by the Installment Payment date to make the required Installment Sale Payments. The current
required reserve amount as determined by the bond documents and the reserve balance at June 30, 2007 for
each outstanding bond issue is:

Required Actual Excess/(Deficiency)
1991/1998A COP $ 5,464,967 $ 5,693,046 $ 228,079
2001A/2007A COP 7,203,000 7,425,406 222,406
1993A/2001C/2003A 3,108,424 3,241,590 133,166
1993B COP 6,579,500 6,698,491 118,991
2001B COP 5,137,000 5,256,589 119,589
2003B COP 4,356,136 4,512,971 156,835
2006A COP 8,379,797 8,589,127 209,330
2006B COP 4,354,710 4,326,657 (28,053)*

* The 2006B COP reserve amount is invested in California municipal bonds. The shortage at June 30 is due
to market value fluctuation and was offset by interest earnings on August 1, 2007.

Master Resolution

The District adopted Resolution No. 2667, entitled “A Resolution of the Board of Directors of the Eastern
MunicipalWater District Providing for the Allocation ofWater and Sewer Revenues” (the “Master Resolution”)
to establish various reserves and covenants of which the following are required to be maintained:

1) Debt Coverage Ratio
The District has covenanted that NetWater and Sewer Revenues shall be at least 1.15 times the sum of
all Debt Service on all Parity Obligations, plus the amount of all deposits required to be made to the
Operating Reserve Fund. As of June 30, 2007, the District’s debt coverage ratio was 3.8 times.

2) Operating Reserve Fund
The District has covenanted that it will maintain a minimum of ¼ of its annual maintenance and operating
costs as set forth in its operating budget in a separate reserve fund. This reserve was $29,126,581 at June
30, 2007 and $28,034,296 at June 30, 2006.
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(continued)

5. Long-Term Liabilities (continued)

Defeasance of Debt

The District defeased or partially defeased certain certificates of participation and general obligation bonds by
placing the proceeds of new debt in irrevocable trusts to provide for all future debt service payments on the
defeased debt. Accordingly, the trusts’ assets and the liability for the defeased debt issues are not included in
the District’s financial statements.The outstanding balances of the debt considered defeased as of June 30 are
as follows:

2007 2006
1988 Certificates of participation $ 7,205,000 $ 10,410,000
1989 Certificates of participation 22,480,000 26,115,000
1991 Certificates of participation 82,075,000 85,180,000
1991A Refunding certificates of
participation 75,260,000 77,685,000

1993A Certificates of participation 10,745,000 11,985,000
1997A Refunding certificates of participation 21,175,000 -
1989 General obligation bonds 2,650,000 3,835,000
Total $ 221,590,000 $ 215,210,000

6. Defined Benefit Pension Plan

Plan Description

The District contributes to the California Public Employees’ Retirement System (PERS), an agent multiple-
employer public employee defined benefit pension plan. PERS provides retirement, disability benefits, 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. Copies of PERS’ annual financial report can be obtained
from its executive office at 400 P Street, Sacramento, CA 95814.

All full-time District employees are eligible to participate in PERS with benefits vesting after five years of service.
District employees who retire at age 55 with five years of credited service are entitled to an annual retirement
benefit, payable monthly for life, in increasing percentage increments up to 2.5% of their average salary during
their last year of employment, for each year of credited service.

Funding Policy

District employees are required to contribute 8% of their annual salary to PERS. Of this 8%, the District funds
7% as agreed to in negotiations with its union. The District is required to contribute the remaining amount
necessary to fund the benefits of its members, using the actuarial basis recommended by the PERS actuaries
and actuarial consultants and adopted by the Board of Administration. For the year ended June 30, 2007, the
amount contributed by the District on behalf of the employees is $2,738,460. The required employer
contribution rate for fiscal year ended June 30, 2007 is 9.448% as determined by the annual PERS valuation.
However, the District’s effective employer contribution rate is 0% due to prepayment.
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(continued)

6. Defined Benefit Pension Plan (continued)

Annual Pension Cost

Under GASB 27, an employer repor ts an annual pension cost (APC) equal to the annual required
contribution (ARC) plus an adjustment for the cumulative difference between the APC and the
employer’s actual plan contributions for the year. The cumulative difference is called the net pension
obligation (NPO). The ARC for the period July 1, 2006 to June 30, 2007 has been determined by an
actuarial valuation of the plan as of June 30, 2004. The contribution rate for the indicated period is
9.448% of payroll for the Retirement Program. In order to calculate the dollar value of the ARC for
inclusion in financial statements prepared as of June 30, 2007, this contribution rate, as modified by any
amendments for the year, would be multiplied by the payroll of covered employees that was actually paid
during the period July 1, 2006 to June 30, 2007.

A summary of principal assumptions and methods used to determine the ARC is shown below.

Valuation Date June 30, 2004
Actuarial Cost Method Entry Age Actuarial Cost Method
Amortization Method Level Percent of Payroll
Average Remaining Period 23Years as of theValuation Date
AssetValuation Method 15Year Smoothed Market
Actuarial Assumptions:

Investment Rate of Return 7.75% (net of administrative expenses)
Projected Salary Increases 3.25% to 14.45% depending on Age, Service, and

type of employment
Inflation 3.00%
Payroll Growth 3.25%
Individual Salary Growth A merit scale varying by duration of employment

coupled with an assumed annual inflation growth
of 3.00% and an annual production growth of
0.25%

Initial unfunded liabilities are amortized over a closed period that depends on the plan’s date of entry
into PERS. Subsequent plan amendments are amortized as a level percentage of pay over a closed 20-
year period. Gains and losses that occur in the operation of the plan are amortized over a rolling period,
which results in an amortization of about 6% of unamortized gains and losses each year. If the plan’s
accrued liability exceeds the actuarial value of plan assets, then the amortization payment on the total
unfunded liability may not be lower than the payment calculated over a 30 year amortization period.

The total contribution paid to the PERS for 2007 and 2006 was $3,210,747 and $2,894,362, respectively.
In 2007, the District paid $2,738,460 and the employees paid $391,209. In 2006, the District paid
$2,492,160 and the employees paid $315,899. The contributions were made in accordance with
actuarially determined requirements computed through an actuarial valuation performed prior to the
beginning of each fiscal year by the PERS Actuarial Division. The combined employer and employee
contribution consisted of 8.0% of current covered payroll.
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6. Defined Benefit Pension Plan (continued)

Trend Information

Trend information gives an indication of the progress made in accumulating sufficient assets to pay benefits when
due.The District’s specific three-year trend information follows:

Three-year trend information for PERS (dollar amounts in millions):

Fiscal Annual Percentage Net
Year Pension Cost of APC Pension

Ending (APC) Contributed Obligation

06/30/05 $ 2.27 100% $ –
06/30/06 2.89 100% –
06/30/07 3.21 100% –

The following Schedule of Funding Progress for PERS (dollar amounts in millions) shows the recent history of
the actuarial value of assets, actuarial accrued liability, their relationship, and the relationship of the unfunded
actuarial accrued liability to payroll.

(A)
Entry Age UAAL as a
Actuarial (B) (C) Percentage of

Actuarial Accrued Actuarial Unfunded (D) Covered
Valuation Liability Value of AAL (UAAL) Funded Ratio Covered Payroll

Date (AAL) Assets (A)-(B) (B)(A) Payroll (C)(D)

06/30/04 $ 133.81 $ 121.93 $ 11.88 91.1% $ 30.01 39.6%
06/30/05 149.00 137.93 11.07 92.6% 34.17 32.4%
06/30/06 170.08 153.22 16.86 90.1% 37.67 44.8%
06/30/07 (1) (1) (1) (1) 39.12(2) (1)

(1) Information not available.
(2) Actual PERS wages per District payroll records.

The information provided above for the Schedule of Funding Progress is based upon the most current
information available from PERS.

7. Defined Contribution Plan

The District has a 401(a) money purchase defined contribution plan (Plan) covering all employees of the
District who have completed one year of service.The Plan was adopted in January 1978 and may be amended
by the District provided the trustee joins in such amendment.The District is required to contribute 7.15% of
each eligible employee’s compensation up to a maximum annual compensation of $16,500. The District’s
contributions to the Plan were $790,714 and $743,317 in 2007 and 2006, respectively.
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8. Post-Employment Benefits

The District provides post-employment health care benefits to all qualified employees, hired before August 1,
2005, who meet the District’s California Public Employees’ Retirement System (PERS) plan requirements. For
all qualified regular District employees, five years of full-time, continuous employment with the District is
required. In addition, the employee must be at least 50 years of age and have participated in the PERS plan for
at least five years as well as receiving service retirement benefits pursuant to the terms and conditions of the
District’s PERS plan.The District pays a fixed sum, not to exceed 100% of the medical plan premium from the
date of retirement for the life of the retired employee. Depending on the PERS payment plan chosen by the
employee for spousal coverage after the death of the employee, the District would also cover the spouse for
life under the same plan.

Employees hired on or after August 1, 2005 are eligible to continue coverage under the District’s Group Health
Insurance Program based on the Health Benefit Vesting Requirements found in Government Code Section
22893 (Vesting for Contracting Agency Employees). Health Benefit Vesting Requirements limit the District’s
contribution toward retiree health insurance premiums based on years of PERS and District service. Once
employees have 10 years of PERS service (five years of which are with the District) they become eligible for
50% of the employer medical premium contribution.The employer contribution increases 5% with each year
of service thereafter.With 20 years of service employees become eligible for 100% of the employer medical
premium contribution.

The District finances the plan on a pay-as-you-go basis. In 2007 and 2006, the District paid $1,528,855 and
$1,219,874 respectively, in post-employment health care benefits, net of retiree contributions, and had 225
and 215 retired eligible employees, respectively.

9. Restricted and Unrestricted Net Assets

Restricted Net Assets

Restricted for debt service/covenants represents constraints placed on certain net assets as required by the
District’s Master Resolution and third party general obligation bondholders. Restricted for construction
represents constraints placed on certain net assets as a result of legally restricted monies received and unspent
from developers as required by State law.

Unrestricted Net Assets

As required by GASB No. 34, net assets have been classified according to guidelines established for restricted
assets. However, the unrestricted assets, although not legally restricted, have been established pursuant to
Board Resolution No. 3359 and are primarily composed of reserves for various purposes. The unrestricted
net assets at June 30, 2007 consist of:

Replacement and System Betterment Reserve $ 51,308,459
Operational Debt Service Reserve 7,342,391
General Liability andWorkers Comp Reserve 1,023,726
Other Reserves and General Fund 2,997,825

Total Unrestricted Net Assets $ 62,672,401
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10.Tunnel Water Seepage Agreement

In 1951, the District entered into an agreement with the MetropolitanWater District setting forth the terms
and conditions of annexation to the Metropolitan Water District service area. Among other provisions, the
agreement provided that for all future time, the tunnel water seepage of the MetropolitanWater District’s San
Jacinto tunnel would come under the control and be delivered free to the District. In 1953, the District
established an intangible asset that represented the value of this agreement based on an engineering report
byWarren O.Wagner, consulting hydraulic engineer.The original appraisal was established at $1,669,000 based
on an annual value of this additional water at 5,840 acre feet per year at $10.00 per acre foot and a money
value of 3.5%.This value was reevaluated in 1957 with Mr.Wagner and a revised value of $1,750,900 was
established based on $12.00 per acre foot and a 4.0% value of money.

11. Commitments

Construction Contracts

The District is committed to approximately $184.8 million of open construction contracts as of June 30, 2007.
The ten largest contracts outstanding include:

Contract Balance to
Amount Complete

PVRWRF Expansion Plant 3 $ 149,250,000 $ 139,801,195
San Jacinto Interceptor Sewer 13,728,148 13,053,148
N. San Jacinto Regional Sewer Phase 2 8,897,256 7,901,748
PVRWRFTertiary Expansion 27,094,055 5,859,336
MVRWRF/TVRWRFWASThickening Exp 4,832,760 3,724,540
Lindenberger RoadWaterlines 4,623,912 3,044,497
SJRWRF Equalization Basins 7,429,600 2,747,429
FrenchValley SWR Imp. Phase I & II 11,544,567 2,602,973
H/SJ IRRP ProductionWells 1,969,884 1,394,514
Reach 4 P/L Phase 1 Improvements 1,027,800 996,966

$ 230,397,982 $ 181,126,346

Claims and Judgments

The District is exposed to various risks of loss related to torts, theft, damage, and destruction of assets, error
and omissions, road and walkway design hazards, vehicle accidents and natural disasters for which the District
maintains various insurance programs.The District has entered into contracts to supervise and administer
these programs.

The District retains risk for losses sustained because of liability imposed on the employer (District) by the
Workers’ Compensation Act. For general liability, the District maintains excess insurance coverage of $10 million
per occurrence with a $1,000,000 self-insured retention.

Liabilities are recorded when it is probable that a loss has been incurred and the amount of the loss can be
reasonably estimated.The liability for claims and judgments is included in other accrued expenses. Changes in
claims payable for the years ended June 30 are shown on the following page:
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11. Commitments (continued)

Claims and Judgments (continued)

2007 2006

Unpaid claims, beginning $ 983,004 $ 982,100
Incurred claims and changes in estimates 1,419,198 1,150,915
Claim payments (1,191,417) (1,150,011)
Unpaid claims, ending $ 1,210,785 $ 983,004

There was no significant reduction in insurance coverage by major categories of risk from fiscal year 2005/06
to fiscal year 2006/07. Furthermore, there has been no settlement which exceeded insurance coverage for
the past three fiscal years.

Special Funding District Bonds

These bonds are not direct liabilities of the District, and their payment is secured by valid liens on certain lands.
Reserves have been established from the bond proceeds to meet delinquencies should they occur.Neither the
faith and credit nor the taxing power of the District is pledged to the payment of the bonds. If delinquencies
occur beyond the amounts held in those reserves, the District has no duty to pay those delinquencies out of
any other available funds.The District acts solely as an agent for those paying assessments or special taxes and
the bond holders.The Special Funding District Bonds outstanding at June 30, 2007 and 2006,were $203,561,272
and $160,601,912 respectively, and are not included in the District’s financial statements.

12. Contingencies

The District is a defendant in various legal actions. Management believes that the ultimate resolution of these
actions will not have a significant effect on the District’s financial position or results of operations.

13. Santa Ana Watershed Project Authority

The Santa Ana Watershed Project Authority was formed in 1975, pursuant to the provisions of Article
1, Chapter 5, Division 7,Title 1 of the Government Code of the State of California relating to the joint
exercise powers common to public agencies, for the purpose of undertaking projects for water quality
control and protection and pollution abatement in the Santa AnaWatershed.The authority is governed
by a 10-member Board of Commissioners, constituting of two members from each of the five-member
agencies. Eastern MunicipalWater District became a member in September 1984.An independent audit
report is prepared annually and is available for public inspection at the offices of the Authority.

14. Advances from Developers

The District receives deposits from developers in advance to cover various costs for both sewer and
water related projects. At June 30, 2007 and 2006, the amount of refundable deposits was $37,159,800
and $28,411,588, respectively. However, when a project is closed, the developer is refunded only the
amount remaining after offsetting all accumulated work in process costs. If costs exceed the deposit
amount during the project, the developer is billed for additional deposits.



The mission of EMWD's Education Program is to foster understanding of water and recycled water
issues and to promote wise water use among our future community leaders. Programs for elementary
school students include a poster contest, assembly presentations and classroom visits from Dewie the
Dragon and Zowie the Magic Fairy, who teach children how to be water-wise through story telling and
songs. Students in grades 3-12 can tour several water treatment and water reclamation facilities.

More information about the Education Program can be found at www.emwd.org/learning/index.html
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Eastern MunicipalWater District
Schedule of Revenues, Expenses and Changes in NetAssets –

Actual and Budget
For the Fiscal Year Ended June 30, 2007

The table below compares revenues and expenses of the District compared to budgeted and/or projected
figures used by the District to monitor performance during the year. The overall change in net assets was
budgeted at a positive $112.3 million vs. an actual of $118.6 million. The favorable variance of $6.3 million is
attributed to a favorable capital contributions variance of $27.4 million offset by a negative variance in income
before capital contributions of $21.0 million.

Variance with
2006/07 2006/07 Budget-Positive %
Actual Budget (Negative) Change

Revenues
Water sales $ 92,679,789 $ 87,872,355 $ 4,807,434 5.2%
Sewer service charges 50,318,414 48,030,500 2,287,914 4.5%
Recycled water sales 2,748,328 2,750,000 (1,672) -0.1%
Connection fees 52,894,363 88,217,676 (35,323,313) -66.8%
Interest 29,287,538 21,120,000 8,167,538 27.9%
Property taxes – general levy 31,293,863 25,262,492 6,031,371 19.3%
Property taxes – bond levy 3,555,565 2,718,797 836,768 23.5%
Standby charges 4,667,297 4,568,750 98,547 2.1%
Other non-operating revenues 9,321,989 7,356,800 1,965,189 21.1%

Total Revenues 276,767,146 287,897,370 (11,130,224) -4.0%

Expenses
Purchased water 43,866,732 39,393,650 (4,473,082) 10.2%
Water operations 35,332,561 35,888,279 555,718 -1.6%
Sewer operations 37,404,662 35,452,479 (1,952,183) 5.2%
Recycled water operations 4,379,135 5,027,242 648,107 -14.8%
General and administrative 25,292,047 24,103,612 (1,188,435) 4.7%
Depreciation and amortization 45,255,839 44,000,000 (1,255,839) 2.8%
Interest – certificates of participation 22,670,400 22,145,935 (524,465) 2.3%
Interest – bond and other 1,490,671 1,528,797 38,126 -2.6%
Other expenses 4,828,485 3,104,135 (1,724,350) 35.7%

Total expenses 220,520,532 210,644,129 (9,876,403) 4.5%

Income before contributions 56,246,614 77,253,241 (21,006,627) -37.3%

Capital contributions 62,355,126 35,000,000 27,355,126 43.9%

Changes in net assets $ 118,601,740 $ 112,253,241 $ 6,348,499 5.4%
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Major Budget Variances

The following denotes explanations for some of the major variances between actual and budget for the previous
table:

• Water sales exceeded the budgeted amount primarily due to the actual water sales exceeding budget by
4,580 acre feet (AF) or 4.4% coupled with average $/AF slightly higher than budget.

• Sewer service charges were primarily higher due to 0.8% more accounts and an average rate 3.9% greater
than budget.

• Connection fees were budgeted at 10,910 water hook ups and 12,856 sewer hook ups. Actual connections
were 5,757 and 8,475, or 47% and 34% less than expected, respectively due to a slower growth level in
development.

• Interest income was higher due to a larger District portfolio balance, invested construction funds relating
to the 2006 A and B COPs, an increased yield on investments and a favorable increase in market value of
approximately $5.3 million.

• The increase in property taxes was primarily due to an actual assessed valuation increase of 26%, while
the budgeted increase was 20%.

• General obligation bond revenues increased due to a higher assessed valuation tax base than what was
assumed for the budget.

• Other non-operating revenue variances were due to greater than budgeted customer fees and charges of
$1.9 million, excavation revenues from dirt sales of $0.5 million, assessment District administrative charges
of $0.2 million, tax delinquency charges of $0.3 million, and rental and other revenues of $0.3 million offset
by excavation revenues from dirt sales less than the budgeted amount of $1.2 million.

• Purchased water costs were higher due to increased water purchases relating to higher than expected
water sales.

• Water operating costs were slightly lower due to less operating costs associated with less desalter and
water treatment production.

• Sewer operating costs were higher for collection, transmission, treatment and disposal due to lost
efficiencies from ongoing plant expansions and retrofits at the various treatment plants.

• Recycled water expenses were lower due to the lower than expected pumping costs associated with the
discharge of the recycled water that could not be sold.

• General and administrative expenses were higher mainly due to unexpected legal costs relating to a lawsuit
the District is involved in.
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Major Budget Variances (continued)

• Depreciation expenses were higher due to increased depreciable assets from closing out and capitalizing
more construction in progress than what was budgeted and also higher than expected capital contributions
from developers.

• COP interest expense was slightly greater this year by $0.5 million primarily due to higher interest rates
on the variable rate debt.

• Other expenses were greater this year by $1.7 million primarily due to higher than expected costs relating
to environmental reports and studies.

• Capital contributions were greater this year by $27.4 million due to continued development, which was
stronger than anticipated.



EMWD offers rebates to commercial customers who use a high-velocity water broom instead of a
hose to wash down work areas. Water brooms can save up to 50,000 gallons of water per year,
c lean food spills and dir t better, decrease area dry-time and require 70% less labor. For more
information about water broom rebates go to www.emwd.org/conservation/index.html
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Statistical Section
This par t of the District’s comprehensive annual financial repor t presents detailed information as a
context for understanding what the information in the accompanying financial statements, notes to the
basic financial statements, and required supplementary information says about the District’s overall
financial health.

Contents

Financial Trends
These schedules contain trend information to help the reader understand how the District’s
financial performance and well-being have changed over time.

Revenue Capacity
These schedules contain information to help the reader assess the factors affecting the District’s
ability to generate revenues.

Debt Capacity
These schedules present information to help the reader assess the affordability of the District’s
current levels of outstanding debt and the District’s ability to issue additional debt in the future.

Demographic and Economic Information
These schedules offer demographic and economic indicators to help the reader understand the
environment within which the District’s financial activities take place and to help make comparisons
over time and with other agencies.

Operating Information
These schedules contain information about the District’s operations and resources to help the
reader understand how the District’s financial information relates to the services the District
provides and the activities it performs.

Sources: Unless otherwise noted, the information in these schedules is derived from the comprehensive
annual financial repor ts for the relevant year. The District implemented GASB Statement 34 in 2002.
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