KINGS RIVER EAST GROUNDWATER SUSTAINABILITY AGENCY
FINANCIAL STATEMENTS
AND
INDEPENDENT AUDITOR’S REPORT
FOR THE YEARS ENDED
SEPTEMBER 30, 2018 AND 2017



KINGS RIVER EAST GROUNDWATER SUSTAINABILITY AGENCY
FOR THE YEARS ENDED SEPTEMBER 30, 2018 AND 2017

Table of Contents

Page
Board of Directors 1
Independent Auditor’s Report 2-3
Management'’s Discussion and Analysis
(Required Supplementary Information) 4-6
Financial Statements
Statement of Net Position 7
Statement of Revenues, Expenses and Changes
In Net Position 8
Statement of Cash Flows 9
Notes to Financial Statements 10-13

Independent Auditor’s Report On Internal Control Over Financial Reporting
And On Compliance And Other Matters Based On An Audit Of Financial
Statements Performed In Accordance With Government Auditing Standards 14-15



KINGS RIVER EAST GROUNDWATER SUSTAINABILITY AGENCY
BOARD OF DIRECTORS
FOR THE YEARS ENDED SEPTEMBER 30, 2018 AND 2017

Board of Directors

Steve Worthley Chairman

Mary Fast Vice-Chairman

Jack Brandt Secretary/Treasurer
Fernando Rubalcaba Director

David Brown Director

Ernest “Buddy” Mendes Director

Steve Boos . Director



|ICUTTONE &IMAS IO

CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditor’s Report

To the Board of Directors
Kings River East Groundwater Sustainability Agency
Dinuba, California

Report on the Financial Statements

We have audited the accompanying financial statements of Kings River East Groundwater Sustainability
Agency (the Agency), as of and for the years ended September 30, 2018 and 2017, and the related notes
to the financial statements, which collectively comprise the Agency’s basic financial statements as listed
in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

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

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Kings River East Groundwater Sustainability Agency as of September 30, 2018
and 2017, and the changes in financial position and its cash flows for the years then ended in
accordance with accounting principles generally accepted in the United States of America.

Other-Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management'’s
discussion and analysis on pages 4 through 6 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing
the basic financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 7,
2019, on our consideration of the Kings River East Groundwater Sustainability Agency’s internal control
over financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is solely to describe the
scope of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the effectiveness of the Kings River Fast Groundwater
Sustainability Agency’s internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards in considering
the Kings River East Groundwater Sustainability Agency’s internal control over financial reporting and
compliance.

Q\M«WW

January 7, 2019



KINGS RIVER EAST GROUNDWATER SUSTAINABILITY AGENCY
Management’s Discussion and Analysis

As management of the Kings River East Groundwater Sustainability Agency (the Agency), we offer
readers of the Agency’s financial statements this narrative overview and analysis of the Agency’s
financial performance during the fiscal year ended September 30, 2018 and 2017. Please read it in
conjunction with the Agency’s financial statements, which follow this section.

Financial Highlights
e The Agency’s total Net Position increased $206,745 from inception to September 30, 2018.
e The Agency’s operating revenue for the year ended September 30, 2018 was $411,266 and
$-0- for 2017 while operating expenses were $205,751 and $71,901 respectively.

Overview of the Financial Statements

This annual financial report includes this management’s discussion and analysis, the independent
auditor’s report and the basic financial statements of the Agency. The financial statements also include
notes that explain in more detail some of the information in the financial statements.

Required Financial Statements

The financial statements of the Agency report information of the Agency using accounting methods
similar to those used by private sector companies. These statements offer short- and long-term
financial information about its activities. The Statement of Net Position includes all of the Agency’s
assets and liabilities and provides information about the nature and amounts of investments in
resources (assets) and the obligations to Agency creditors (liabilities). It also provides the basis for
evaluating the capital structure of the Agency and assessing the liquidity and financial flexibility of the
Agency. The majority of operating funds is derived from advances and fees and the majority of expenses
are associated with administration of the Agency.

All of the current year’s revenues and expenses are accounted for in the Statement of Revenues,
Expenses and Changes in Net Position. This statement can be used to determine whether the Agency
has successfully recovered all of its costs through its fees and other charges, its profitability, and its
credit worthiness.

The final required financial statement is the Statement of Cash Flows. This statement reports cash
receipts, cash payments, and net changes in cash resulting from operations, financing, and investing
activities and provides answers to such questions as where did cash come from, what was cash used for,
and what was the change in the cash balance during the reporting period.

Financial Analysis of the Agency

The Statement of Net Position and the Statement of Revenues, Expenses and Changes in Net Position
provide an indication of the Agency’s financial condition. The Agency’s Net Position reflects the
difference between assets and liabilities. An increase in Net Position over time typically indicates an
improvement in financial condition.

Net Position

A comparison of the Statement of Net Position can determine the change in the components of financial
position (the assets and liabilities) of the Agency from year-end to year-end. This comparison is
presented in the following table:



KINGS RIVER EAST GROUNDWATER SUSTAINABILITY AGENCY
Management’s Discussion and Analysis
(Continued)

Condensed Statement of Net Position September 30, 2018 and 2017

September 30, September 30, Dollar Percentage
2018 2017 Change Change
Current Assets $ 517,702 S - $ 517,702 -
Capital Assets - - . - -
Total Assets 517,702 - 517,702 -
Current Liabilities 382,858 71,901 310,957 432.48%
Long Term Debt - - - -
Total Liabilities 382,858 71,501 310,957 432.48%
Total Net Position S 134,844 $  (71,501) $ 206,745 -287.54%

The table shows the Agency’s Net Position increased for the year ended September 30, 2018 by
$206,745. Factors contributing to this increase include:
e At September 30, 2018, current assets were $517,702 and current liabilities were $382,858.
e Billings occurred in the year ended September 30, 2018 that increased the cash and receivables for the
year.

Revenues, Expenses and Changes in Net Position

A comparison of the Statement of Revenues, Expenses and Changes in Net Position for each year will
explain the changes in financial position that resulted from the operating activities during the year. This
comparison is presented in the following table:

Condensed Statement of Revenues, Expenses and Changes in Net Position
September 30, 2018 and 2017

September 30, September 30, Dollar Percentage
2018 2017 Change Change
Operating Revenues S 411,266 S - S 411,266 -
Operating Expenses 205,751 71,801 133,850 186.16%
Operating Income (Loss) 205,515 (71,901) 277,416 -385.83%
Other Income 1,230 - 1,230 -
Change In Net Position 206,745 (71,901) 278,646 -387.54%
Net Position - Beginning of Year (71,901) - (71,901) -
Net Position - End of Year $ 134,844 $  (71,%01) S 206,745 -287.54%

The tables show the Agency’s Net Position increased for the year ended September 30, 2018 by
$206,745. Factors contributing to this increase include:
e Fees were charged for the first year to landowners within the Agency boundaries.
® More costs were incurred in the year ending September 30, 2018 for development of the
groundwater sustainability plan.



KINGS RIVER EAST GROUNDWATER SUSTAINABILITY AGENCY
Management'’s Discussion and Analysis
(Continued)

Debt Service Requirements
The Agency has no long-term debt.

Capital Assets
The Agency has no capital assets.

Contacting the Agency’s Management

This annual financial report is designed to provide our customers and creditors with a general overview of the
Agency’s accountability for the money it receives. If you have questions about this report or need additiqnal
financial information, contact Kings River East Groundwater Sustainability Agency, 289 North L Street,
Dinuba, CA 93618.



KINGS RIVER EAST GROUNDWATER SUSTAINABILITY AGENCY
STATEMENT OF NET POSITION
SEPTEMBER 30, 2018 AND 2017

Assets

Current Assets
Cash
Accounts Receivable
Interest Receivable

Total Assets
Liabilities
Current Liabilities

Accounts Payable
Deferred Revenue

Total Liabilities

Net Postion
Unrestricted

Total Net Postion

The accompanying notes are integral part of these financial statements.
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September 30,
2018

408,962
107,511

1,229

517,702

228,007

154,851

382,858

134,844

134,844

September 30,
2017
$ -
71,9801
71,901
(71,901)
S {71,901)



KINGS RIVER EAST GROUNDWATER SUSTAINABILITY AGENCY
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
FOR THE YEARS ENDED SEPTEMBER 30, 2018 AND 2017

September 30, September 30,
2018 2017
Operating Revenues
Fees $ 411,266 s -
Total Operating Revenues 411,266 -
Operating Expenses
Administrative Services 36,902 28,769
Administrative - Other 5,839 4,486
Engineering Services 112,839 7,571
Groundwater Sustainability Costs 28,553 19,761
Legal 21,618 11,314
Total Operating Expenses 205,751 71,901
Operating Income (Loss) 205,515 (71,901)
Other Income
Interest Income 1,230 -
Change In Net Position 206,745 (71,901)
Net Position at Beginning of Year {71,901) -
Net Position at End of Year S 134,844 S (71,801)

The accompanying notes are integral part of these financial statements.
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KINGS RIVER EAST GROUNDWATER SUSTAINABILITY AGENCY
STATEMENT OF CASH FLOWS
FOR THE YEARS ENDED SEPTEMBER 30, 2018 AND 2017

September 30, September 30,
2018 2017

Cash Flows from Operating Activities
Cash Received from Fees $ 458,606 S -
Cash paid for Operations and Administration (49,645) -
Net Cash Flows from Operating Activities 408,961 -

Cash Flows From Investing Activities
Cash Received From Interest Earned 1 -
Net Cash Flows From Investing Activities 1 -
Net Change in Cash 408,962 -
Cash at the Beginning of Year - -
Cash at the End of Year S 408,962 S -

Reconciliation of Operating Income {Loss) to Net Cash Flows
from Operating Activities:
Operating Income (Loss) $ 205,515 S (71,801)
Adjustments to reconcile operating income (loss)
to net cash provided by operating activities:
Net Changes in assets and liabilities

Accounts Receivable (107,511) -
Accounts Payable 156,106 71,901
Deferred Revenue 154,851 -
Net Cash Flows from Operating Activities S 408,961 S -

The accompanying notes are integral part of these financial statements.
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KINGS RIVER EAST GROUNDWATER SUSTAINABILITY AGENCY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2018 AND 2017

(1) Description of Entity

(a)

(b)

(c)

Description of Operations

Kings River East Groundwater Sustainability Agency (the “Agency”) was formed January 1,
2017 as an agency created by the State of California Legislature. The Agency operates
entirely within central California. The Agency was formed to comply with the requirements
of the Sustainable Groundwater Management Act (SGMA) which requires that all
groundwater basins in the State of California form at least one “Groundwater Sustainability
Agency”, develop a plan for groundwater sustainability by January 31, 2020 and achieve
sustainability on or before 2040. The SGMA gives authority to local government agencies to
form GSA's to adopt groundwater sustainability plans to manage and regulate pumping
from groundwater basins or subbasins.

Member Agencies

In March 2016, the following agencies held a public hearing and signed a memorandum of
understanding to form the Kings River East Groundwater Sustainability Agency: County of
Tulare, County of Fresno, City of Orange Cove, City of Reedley, City of Dinuba, Orange Cove
Irrigation District, Alta Irrigation District, Hills Valley Irrigation District, Tri-Valley Water
District, Cutler Public Utility District, East Orosi Community Services District, London
Community Services District, Orosi Public Utility District and Sultana Community Services
District. The entities above as well as Kings River Water District are members of the Agency.

Reporting Entity

In accordance with the requirements of The Financial Reporting Entity, of the Governmental
Accounting Standards Board (GASB), the financial statements must present the Agency (the
primary government) and its component units. Pursuant to this criterion, no component
units were identified for inclusion in the accompanying financial statements.

(2) Summary of Significant Accounting Policies

(a)

Basis of Presentation and Accounting

The Agency is considered a special-purpose government engaged only in business type-
activities and uses enterprise fund accounting and reporting. Enterprise fund financial
statements include a Statement of Net Position, a Statement of Revenues, Expenses and
Changes in Net Position and a Statement of Cash Flows.

10



(b)

(c)

KINGS RIVER EAST GROUNDWATER SUSTAINABILITY AGENCY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2018 AND 2017
{Continued)

The financial statements of the Kings River East Groundwater Sustainability Agency (Agency)
have been prepared in conformity with generally accepted accounting principles (GAAP) in
the United States of America as applied to government units. The Governmental
Accounting Standards Board (GASB) is the accepted standard setting body for establishing

governmental accounting and financial reporting principles. The more significant of the
government’s policies are described below.

Enterprise funds are used to account for operations that are financed and operated in a
manner similar to private business enterprises, where the intent of the government body is
that the cost and expenses of providing goods or services to its customers be financed or
recovered primarily through users charges; or where the governing body has decided that
periodic determination of revenue earned, expenses incurred, and net income is
appropriate for capital maintenance, public policy, management control, accountability, or
other purposes.

Enterprise funds are accounted for using the “economic resources” measurement focus and
the accrual basis of accounting. Accordingly, all assets and liabilities (whether current or
noncurrent) are included on the Statement of Net Position. The Statement of Revenues,
Expenses and Changes in Net Position presents increases (revenues) and decreases
(expenses) in total net position. Under the accrual basis of accounting, revenues are
recognized in the period in which they are earned while expenses are recognized in the
period in which the liability is incurred.

Operating revenues are those revenues that are generated from the primary operations of
the Agency. The primary operations of the Agency are to facilitate compliance with the
Sustainable Groundwater Management Act (SGMA) by creating a Groundwater
Sustainability Plan (GSP) and to achieve sustainability goals. All other revenues are reported
as non-operating revenues. Operating expenses are those expenses that are essential to the
primary operations of the Agency. All other expenses are reported as non-operating
expenses.

Cash Equivalents and Investments

The Agency considers all highly liquid investments (including restricted cash and
investments) with maturities of three months or less when purchased to be cash
equivalents. It is the policy of the Agency to choose a financial institution that provides the
most appropriate services for the lowest cost.

Accounts Receivable

Uncollectible accounts included in accounts receivable are considered to be immaterial for
financial statement purposes. Therefore, no allowance for uncollectible accounts has been
established.

11



(d)

(e)

(f)

(8)

KINGS RIVER EAST GROUNDWATER SUSTAINABILITY AGENCY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2018 AND 2017
(Continued)

Net Position

Net position comprises the various net earnings from operating income, nonoperating
revenues and expenses, and capital contributions. Net position is reported in three
categories as follows:

Net investment in capital assets — This amount consists of capital assets net of accumulated
depreciation and reduced by outstanding debt that attributed to the acquisition. At
September 30, 2018 and 2017 there is no net investment in capital assets.

Restricted — This amount is restricted by external creditors, grantors, contributors, or laws or
regulations of other governments. At September 30, 2018 and 2017 there is no restricted

net position.

Unrestricted — This amount is all net assets that do not meet the definition of “net
investment in capital assets” or “restricted net position.”

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingencies at the date of the
financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Income Taxes

The Agency is a governmental agency and is not subject to federal or state income taxes.

Subsequent Events

Subsequent events have been evaluated through January 7, 2019 which is the date the
financial statements were available to be issued.

12



KINGS RIVER EAST GROUNDWATER SUSTAINABILITY AGENCY
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2018 AND 2017
(Continued)

(3) Cash and Cash Equivalents

As of September 30, 2018, the carrying amounts of the Agency’s bank deposits was $8,962. At
June 30, 2018, the respective bank balance was $15,182. The Federal Depository Insurance
Company (FDIC) insures deposits up to $250,000. The Agency had no amounts in banking
institutions that are uninsured through the FDIC at September 30, 2018. The Agency has not
formally adopted deposit and investment policies that limit the government’s allowable deposits
or investments and address the specific types of risk to which the government is exposed. At

September 30, 2018, the Agency also had $400,000 on deposit with the California Local Agency
Investment Fund.

4) Related Party Transactions

The Alta Irrigation District (the District) maintains the Agency’s accounting records and incurs
administrative and other expenses on behalf of the Agency. Such expenses have been or are in
the process of being reimbursed by the Agency to the District. Accounts payable to the District as
of September 30, 2018, was $209,901. Past expenses of the Agency are currently being

reimbursed back to the District at $12,319 per month. There is no interest being charged to the
Agency.

13
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Kings River East Groundwater Sustainability Agency
Dinuba, California

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the business-type
activities of the Kings River East Groundwater Sustainability Agency as of and for the years ended
September 30, 2018 and 2017, and the related notes to the financial statements, which collectively
comprise the Kings River East Groundwater Sustainability Agency’s basic financial statements, and have
issued our report thereon dated January 7, 2019.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Kings River East
Groundwater Sustainability Agency’s internal control over financial reporting (internal control) to
determine the audit procedures that are appropriate in the circumstances for the purpose of expressing
our opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Kings River East Groundwater Sustainability Agency’s internal control. Accordingly,
we do not express an opinion on the effectiveness of the Kings River East Groundwater Sustainability
Agency’s internal control.

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

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

7543 North Ingram, Suite 102
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Compliance and Other Matters

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

Purpose of this Report

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

Coffsm. & Mt

January 7, 2019



