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Board of Directors
Lake Hemet Municipal Water District

Introduction

It is our pleasure to submit the Annual Financial Report for the Lake Hemet Municipal Water District
(District) for the fiscal years ended June 30, 2021 and 2020, following guidelines set forth by the
Governmental Accounting Standards Board. District staff prepared this financial report. The District is
ultimately responsible for both the accuracy of the data and the completeness and the fairness of
presentation, including all disclosures in this financial report. We believe that the data presented is
accurate in all material respects. The report is designed in a manner that we believe to be necessary to
enhance the understanding of the District’s financial position and activities.

This report is organized into two sections: (1) Introductory and (2) Financial. The Introductory section
offers general information about the District’s organization and current District activities and reports on a
summary of significant financial results. The Financial section includes the Independent Auditor’s Report,
Management’s Discussion and Analysis of the District’s basic financial statements, the District’s audited
basic financial statements with accompanying Notes, and Supplemental Information.

Generally Accepted Accounting Principles (GAAP) requires that management provide a narrative
introduction, overview and analysis to accompany the financial statements in the form of the
Management’s Discussion and Analysis (MD&A) section. This letter of transmittal is designed to
complement the MD&A and should be read in conjunction with it. The District’s MD&A can be found
immediately after the Independent Auditor’s Report.

District Structure and Leadership

The Lake Hemet Municipal Water District is an independent special district, which was organized under
the provisions of the Municipal Water District Act of 1911, as amended, and was incorporated on August
4, 1955. The District was created for the purpose of importing and delivering water to retail customers
within its service area. The District is governed by a five-member Board of Directors, elected at-large
from within the District’s service area. The District General Manager administers the day-to-day
operations of the District in accordance with policies and procedures established by the Board of
Directors. The Lake Hemet Municipal Water District employs a full-time staff of 47 employees.



District Structure and Leadership, continued

The District’s Board of Directors meets on the 3™ Thursday of each of each month. Meetings are publicly
noticed and citizens are encouraged to attend.

The District is located in Riverside County, California and covers an area of approximately 26 square
miles, providing water distribution and sewage collection within its boundaries to the communities of
Hemet, San Jacinto, and adjacent unincorporated areas of Riverside County. The customer base is
approximately 95% residential, 1% agricultural and 4% commercial. The District currently provides water
to over 14,180 connections and receives its water supply from four sources 1) local ground water, 2) Lake
Hemet, 3) stream flow when available, 4) Eastern Municipal Water District who in turn purchases from
Metropolitan Water District and 5) leased ground water wells.

Economic Condition and Outlook

The District’s administrative office is located in the unincorporated area of Riverside County, Valle Vista.
The inland area has witnessed a slow economic recovery after several years of severe recessionary
pressures.

California’s water supply continues to be a concern due to projected population increases and a decrease
in water supply levels. This concern has increased interest in conservation and in irrigation methods and
systems.

Major Initiatives

The activities of the Board and staff of the District are driven by its Mission Statement: “The mission of
the Lake Hemet Municipal Water District is to produce and deliver high-quality water to our customers
for domestic and agricultural uses, to provide sewer collection services and to maintain Lake Hemet as a
clean and safe water reservoir and recreational facility in an economical, efficient, and responsible
manner, now and into the future.”

1. To supply clean, wholesome water to the community and provide water for the future.

2. To plan, construct, operate, maintain, and upgrade the water and wastewater systems facilities to
adequately serve customer needs.

To utilize the District’s financial resources in an effective, responsible, and prudent manner.
To provide quality customer service for District customers.

To inform, educate, and communicate with the community on District and water issues.

S

To review and maintain a plan to be proactive in preventative maintenance of the District’s water
and sewer systems.

All programs and operations of the District are developed and performed to provide the highest level of
services to its customers.

Internal Control Structure

District management is responsible for the establishment and maintenance of the internal control structure
that ensures the assets of the District are protected from loss, theft, or misuse. The internal control
structure also ensures that adequate accounting data is compiled to allow for the preparation of financial
statements in conformity with generally accepted accounting principles. The District’s internal control
structure is designed to provide reasonable assurance that these objectives are met. The concept of
reasonable assurance recognizes that (1) the cost of a control should not exceed the benefits likely to be
derived, and (2) the valuation of costs and benefits requires estimates and judgments by management.



Budgetary Control

The District Board of Directors adopts an operating and capital budget every year. The budget authorizes
and provides the basis for reporting and control of financial operations and accountability for the
District’s enterprise operations and capital projects. The budget and reporting treatment applied to the
District is consistent with the accrual basis of accounting and the financial statement basis.

Investment Policy

The Board of Directors has adopted an investment policy that conforms to state law, District ordinance
and resolutions, prudent money management, and the “prudent person” standards. The objective of the
Investment Policy is safety, liquidity, and yield.

Water and Sewer Rates and District Revenues

District policy direction ensures that all revenues from user charges and surcharges generated from
District customers must support all District operations including capital project funding. Accordingly,
water and sewer rates are reviewed periodically. Water and wastewater rates are user charges imposed on
customers for services and are the primary component of the District’s revenue. Water rates are
composed of a commodity (usage) charge and a fixed (readiness-to-serve) charge. Wastewater rates are
charged to residential, commercial and institutional customers.

Audit and Financial Reporting

State Law and Bond covenants require the District to obtain an annual audit of its financial statements by
an independent certified public accountant. The accounting firm of Fedak & Brown LLP has conducted
the audit of the District’s financial statements. Their unmodified Independent Auditor’s Report appears
in the Financial Section.

Other References

More information is contained in the Management’s Discussion and Analysis and the Notes to the Basic
Financial Statements found in the Financial Section of the report.
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Independent Auditor’s Report

Board of Directors
Lake Hemet Municipal Water District
Hemet, California

Report on the Financial Statements

We have audited the accompanying financial statements of the Lake Hemet Municipal Water District
(District), which comprises the statements of net position as of June 30, 2021 and 2020, and the related
statements of revenues, expenses, and changes in net position and cash flows for the fiscal years then
ended, and the related notes to the financial statements, which collectively comprise the District’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 audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audit contained in Government Auditing Standards, issued
by the Comptroller General of the United States; and the State Controller’s Minimum Audit
Requirements for California Special Districts. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the 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.

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
respective financial position of the Lake Hemet Municipal Water District, as of June 30, 2021 and 2020,

and the respective changes in net position, and, where applicable, cash flows thereof for the fiscal years
then ended in accordance with accounting principles generally accepted in the United States of America.



Independent Auditor’s Report, continued

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 6 through 11 and the required supplementary information on pages 52
through 54 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 audits 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 Information

Our audits were conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the District’s basic financial statements. The introductory section on pages 1
through 3, and the supplemental information schedules on pages 55 through 57, are presented for
purposes of additional analysis and are not a required part of the basic financial statements.

The supplemental information schedules are the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audits of the
basic financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the
supplemental information schedules are fairly stated in all material respects in relation to the basic
financial statements as a whole.

The introductory section has not been subjected to the auditing procedures applied in the audits of the
basic financial statements and, accordingly, we do not 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 20,
2022, on our consideration of the District’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 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 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 District’s internal control over
financial reporting and compliance. This report can be found on pages 58 and 59.

Fedoke & Browon LLP

Fedak & Brown LLP
Cypress, California
January 20, 2022



Lake Hemet Municipal Water District
Management’s Discussion and Analysis
For the Fiscal Years Ended June 30, 2021 and 2020

The following Management’s Discussion and Analysis (MD&A) of activities and financial performance
of the Lake Hemet Municipal Water District (District) provides an introduction to the financial statements
of the District for the fiscal years ended June 30, 2021 and 2020. We encourage readers to consider the
information presented here in conjunction with the transmittal letter in the Introductory Section that we
have furnished in the accompanying basic financial statements and related notes, which follow this
section.

Financial Highlights

o In fiscal year 2021, the District’s net position increased 15.04% or $8,475,138 to $64,815,387,
primarily due to net income of $7,655,985 from ongoing operations and $819,153 in capital
contributions. In fiscal year 2020, the District’s net position increased 4.34% or $2,342,198 to
$56,340,249, primarily due to net income of $2,296,129 from operations and $46,069 in capital
contributions.

o Total revenues increased 0.93% or $208,076 to $22,648,322. In fiscal year 2020, the District’s
total revenues increased 5.54% or $1,178,003 to $22,440,246.

e Operating revenue increased 3.63% or $701,102 to $20,014,820. In fiscal year 2020, the
District’s operating revenue increased 5.11% or $938,971 to $19,313,718.

e Non-operating revenue decreased 15.77% or $493,026 to $2,633,502. In fiscal year 2020, the
District’s non-operating revenue increased 8.28% or $239,032 to $3,126,528.

o Total expenses decreased 25.57% or $5,151,780 to $14,992,337. In fiscal year 2020, the District’s
total expenses increased 11.16% or $2,022,477 to $20,144,117.

e Operating expense decreased 32.54% or $5,267,039 to $10,917,044. In fiscal year 2020, the
District’s operating expense increased 11.73% or $1,689,553 to $16,184,083.

e Non-operating expense increased 16.45% or $115,128 to $815,046. In fiscal year 2020, the
District’s non-operating expense decreased 17.98% or $153,474 to $699,918.

Required Financial Statements

This annual report consists of a series of financial statements. The Statement of Net Position, Statement of
Revenues, Expenses, and Changes in Net Position, and Statement of Cash Flows provide information
about the activities and performance of the District using accounting methods similar to those used by
private sector companies.

The Statement of Net Position includes all of the District’s investments in resources (assets), deferred
outflows of resources, the obligations to creditors (liabilities), and deferred inflows of resources. It also
provides the basis for computing a rate of return, evaluating the capital structure of the District, and
assessing the liquidity and financial flexibility of the District. All of the current year’s revenue and
expenses are accounted for in the Statement of Revenues, Expenses, and Changes in Net Position. This
statement measures the success of the District’s operations over the past year and can be used to
determine if the District has successfully recovered all of its costs through its rates and other charges. This
statement can also be used to evaluate profitability and credit worthiness. The final required financial
statement is the Statement of Cash Flows, which provides information about the District’s cash receipts
and cash payments during the reporting period. The Statement of Cash Flows reports cash receipts, cash
payments, and net change in cash resulting from operations, investing, non-capital financing, and capital
and related financing activities, and provides answers to such questions as where did cash come from,
what was cash used for, and what was the change in cash balance during the reporting period.



Lake Hemet Municipal Water District
Management’s Discussion and Analysis, continued
For the Fiscal Years Ended June 30, 2021 and 2020

Financial Analysis of the District

One of the most important questions asked about the District’s finances is, “Is the District better off or
worse off as a result of this year’s activities?” The Statement of Net Position and the Statement of
Revenues, Expenses, and Changes in Net Position report information about the District in a way that
helps answer this question. These statements include all assets, deferred outflows of resources, liabilities,
and deferred inflows of resources using the accrual basis of accounting, which is similar to the
accounting used by most private sector companies. All of the current year’s revenues and expenses are
taken into account regardless of when the cash is received or paid. These two statements report the
District’s net position and changes in it. One can think of the District’s net position ( assets and deferred
outflows of resources, less liabilities and deferred inflows of resources), as one way to measure the
District’s financial health, or financial position. Over time, increases or decreases in the District’s net
position are one indicator of whether its financial health is improving or deteriorating. However, one will
need to consider other non-financial factors such as changes in economic conditions, population growth,
zoning, and new or changed government legislation, such as changes in Federal and State water quality
standards.

Notes to the Basic Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in
the basic financial statements. The notes to the basic financial statements can be found on pages 17
through 51.

Statement of Net Position

Condensed Statements of Net Position

2021 2020 Change 2019 Change
Assets:
Current assets $ 35113324 31,578,139 3,535,185 29,695,830 1,882,309
Non-current assets 230,000 237,500 (7,500) 245,000 (7,500)
Capital assets, net 51,171,897 51,746,130 (574,233) 53,602,667 (1,856,537)
Total assets 86,515221 83,561,769 2,953,452 83,543,497 18,272
Deferred outflows of resources 2,954,232 3,004,085 (49,853) 2,448,521 555,564
Liabilities:
Current liabilities 3,772,549 3,483,341 289,208 4,541,895 (1,058,554)
Non-current liabilities 20,035,769 25,774,400 (5,738,631) 26,925,694 (1,151,294)
Total liabilities 23,808,318 29,257,741 (5,449,423) 31,467,589 (2,209,848)
Deferred inflows of resources 845,748 967,364 (122,116) 526,378 441,486
Net position:
Net investment in capital assets 44,815,654 38,930,042 5,885,612 39,318,384 (388,342)
Restricted 756,632 1,306,266 (549,634) 2,500,822 (1,194,556)
Unrestricted 19,243,101 16,103,941 3,139,160 12,178,845 3,925,096
Total net position $ 64815387 56,340,249 8,475,138 53,998,051 2,342,198

As noted earlier, net position may serve over time as a useful indicator of a government’s financial
position. In the case of the District, assets plus deferred outflows of resources exceeded liabilities and
deferred inflows of resources by $64,815,387 and $56,340,249 and as of June 30, 2021 and 2020,
respectively. The District’s total net position is made up of three components: (1) net investment in
capital assets; (2) restricted; and (3) unrestricted.



Lake Hemet Municipal Water District
Management’s Discussion and Analysis, continued
For the Fiscal Years Ended June 30, 2021 and 2020

Statement of Net Position, continued

By far the largest portion of the District’s net position (69.14% and 69.10% as of June 30, 2021 and 2020,
respectively) reflects the District’s investment in capital assets (net of accumulated depreciation) less any
related debt used to acquire those assets that is still outstanding. The District uses these capital assets to
provide services to customers within the District’s service area; consequently, these assets are not
available for future spending.

At the end of fiscal years 2021 and 2020, the District showed a positive balance in its unrestricted net
position of $19,243,101 and $16,103,941, respectively, which may be utilized in future years. See note 9
for further information.

Statement of Revenues, Expenses and Changes in Net Position

Condensed Statements of Revenues, Expenses, and Changes in Net Position

2021 2020 Change 2019 Change
Revenue:
Operating revenues $ 20,014,820 19,313,718 701,102 18,374,747 938,971
Non-operating revenue 2,633,502 3,126,528 (493,026) 2,887,496 239,032
Total revenue 22,648,322 22,440,246 208,076 21,262,243 1,178,003
Expense:
Operating expense 10,917,044 16,184,083 (5,267,039) 14,485,530 1,698,553
Depreciation 3,260,247 3,260,116 131 2,782,718 477,398
Non-operating expense 815,046 699918 115,128 853,392 (153.474)
Total expense 14,992,337 20,144,117 (5,151,780) 18,121,640 2,022 477
Net income before
capital contributions 7,655,985 2,296,129 5,359,856 3,140,603 (844,474)
Capital contributions 819,153 46,069 773,084 21,624 24,445
Changes in net position 8,475,138 2,342,198 6,132,940 3,162,227 (820,029)
Net position — beginning of period 56,340,249 53,998,051 2,342,198 50,835,824 3,162,227
Net position — end of period $ 64815387 56,340,249 8,475,138 53,998,051 2,342,198

A closer examination of the sources of changes in net position reveal that:

In fiscal year 2021, the District’s net position increased 15.04% or $8,475,138 to $64,815,387, primarily
due to net income of $7,655,985 from operations and $819,153 in capital contributions. In fiscal year
2020, the District’s net position increased 4.34% or $2,342,198 to $56,340,249, primarily due to net
income of $2,296,129 from operations and $46,069 in capital contributions.

In fiscal year 2021, the District’s total revenues increased 0.93% or $208,076 to $22,648,322. Operating
revenues increased 3.63% or $701,102 to $20,014,820, primarily due to increases of $546,778 in water
consumption sales and $228,582 in water surcharges and assessments which was offset by decreases of
and $60,384 in other charges. Non-operating revenues decreased 15.77% or $493,026 to $2,633,502,
primarily due to decreases of $463,640 in investment earnings, $167,831 in other non-operating revenue,
and $32,076 in gain on disposal of capital assets, which were offset by increases of $123,422 in property
taxes and $47,610 in earnings from Lake Hemet Campground operations.



Lake Hemet Municipal Water District
Management’s Discussion and Analysis, continued
For the Fiscal Years Ended June 30, 2021 and 2020

Statement of Revenues, Expenses and Changes in Net Position, continued

In fiscal year 2020, the District’s total revenues increased 5.54% or $1,178,003 to $22,440,246. Operating
revenues increased 5.11% or $938,971 to $19,313,718, primarily due to increases of $1,156,732 in water
consumption sales, which were offset by decreases of $121,644 in water surcharges and assessments and
$102,842 in other charges. Non-operating revenues increased 8.28% or $239,032 to $3,126,528, primarily
due to increases of $167,831 in other non-operating revenue, $60,397 in property taxes, and $16,133 in
earnings from Lake Hemet Campground operations, which were offset by a decrease of $10,492 in gain
on disposal of capital assets.

In fiscal year 2021, the District’s total expenses decreased 25.57% or $5,151,780 to $14,992,337.
Operating expenses decreased 32.54% or $5,267,039 to $10,917,044 primarily due to decreases of
$4,684,323 in source of supply due to the Soboba recharge water purchase in the prior year, $1,334,837 in
general and administrative expense due to the effect of GASB 68 pension adjustments, $80,413 in
treatment expense, and $59,716 in transmission and distribution, which were offset by increases of
$664,060 in sewer expense and $238,297 in pumping expense. Non-operating expenses increased 16.45%
or $115,128 to $815,046, primarily due to increases of $315,353 in loss on disposition of capital assets,
$121,491 in other non-operating expense, net, which were offset by a decrease of $321,716 in interest
expense on long-term debt, due to the pay-off of the Series 2010 bond.

In fiscal year 2020, the District’s total expenses increased 11.16% or $2,022,477 to $20,144,117.
Operating expenses increased 11.73% or $1,689,553 to $16,184,083 primarily due to increases of
$1,156,031 in general and administrative expense, $629,788 in source of supply, and $165,999 in
treatment expense, which were offset by decreases of $114,630 in transmission and distribution, $76,191
in pumping expense, $37,248 in sewer expense, and $25,196 in customer accounts expense. Non-
operating expenses decreased 17.98% or $153,474 to $699,918, primarily due to a decrease of $115,115
in other non-operating expense, net and $38,359 in interest expense related to long-term debt.

Capital Assets Administration

Changes in capital assets for 2021 were as follows:

Balance Reclassification/ Transfers/ Balance
2020 Additions Deletions 2021
Non-depreciable assets $ 1,241,712 2,584,937 (2,196,465) 1,630,184
Depreciable assets 109,605,469 2,691,995 (3,021,142) 109,276,322
Accumulated depreciation (59,101,051) (3,260,247) 2,626,689 (59,734,609)
Total capital assets, net $ 51,746,130 2,016,685 (2,590,918) 51,171,897

Major capital asset additions during the year included upgrades to the following categories: water
distribution and transmission systems; pumping and purification; fire hydrants, services and meters; sewer
system; general equipment and buildings; dams, wells and reservoirs; and campground installation
structures and grounds. See note 4 for further information.



Lake Hemet Municipal Water District
Management’s Discussion and Analysis, continued
For the Fiscal Years Ended June 30, 2021 and 2020
Capital Assets Administration, continued

Changes in capital assets for 2020 were as follows:

Balance Reclassification/ Transfers/ Balance
2019 Additions Deletions 2020
Non-depreciable assets $ 2,256,010 600,953 (1,615,251) 1,241,712
Depreciable assets 107,647,575 2,440,134 (482,240) 109,605,469
Accumulated depreciation (56,300,918) (3,260,116) 459,983 (59,101,051)
Total capital assets, net $ 53,602,667 (219,029) (1,637,508) 51,746,130

Major capital asset additions during the year included upgrades to the District’s following categories: fire
hydrants, services and meters; dams, wells, and reservoirs; pumping and purification; and general
equipment. See note 4 for further information.

At the end of fiscal years 2021 and 2020, the District’s investment in capital assets net of accumulated
depreciation amounted to $51171,897 and $51,746,130, respectively. This investment in capital assets
includes land, transmission and distribution systems, collection systems, buildings and structures,
equipment, and vehicles, etc.

Debt Administration

Changes in long-term debt for 2021 were as follows:

Balance Principal Balance
2020 Additions Payments 2021
Notes payable $ 4,755,362 - (213,497) 4,541,865
Loan payable 1,104,782 - (235,404) 869,378
Bond payable 1,020,000 - (75,000) 945,000
COP's payable 6,465,000 - (6,465,000) -
Total long-term debt $ 13,345,144 - (6,988,901) 6,356,243
Changes in long-term debt for 2020 were as follows:
Balance Principal Balance
2019 Additions Payme nts 2020
Notes payable $ 5,747,404 - (992,042) 4,755,362
Loan payable 1,334,525 - (229,743) 1,104,782
Bond payable 1,090,000 - (70,000) 1,020,000
COP's payable 6,635,000 - (170,000) 6,465,000
Total long-term debt $ 14,806,929 - (1,461,785) 13,345,144

See note 6 for further information.
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Lake Hemet Municipal Water District
Management’s Discussion and Analysis, continued
For the Fiscal Years Ended June 30, 2021 and 2020

Conditions Affecting Current Financial Position

The COVID-19 pandemic in the United States has caused business disruption through labor shortages and
closings of businesses. While the disruption is currently expected to be temporary, there is considerable
uncertainty around the duration of the disruption. However, the related financial impact on the District
and the duration cannot be estimated at this time.

Management is unaware of any other conditions which could have a significant impact on the District’s
current financial position, net position, or operating results in terms of past, present, and future periods.

Requests for Information

This financial report is designed to provide the District’s funding sources, customers, stakeholders, and
other interested parties with an overview of the District’s financial operations and financial condition.
Should the reader have questions regarding the information included in this report or wish to request
additional financial information, please contact the General Manager, Michael Gow at Lake Hemet
Municipal Water District, 26385 Fairview Avenue Hemet, California 92544 or (951) 658-3241.
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Lake Hemet Municipal Water District
Statements of Net Position
June 30, 2021 and 2020

2021 2020
Current assets:
Cash and cash equivalents (note 2) $ 26,202,129 20,444,561
Cash and cash equivalents — restricted (note 2) 515,865 1,056,312
Investments (note 2) 3,932,293 5,815,076
Accrued interest receivable 9,803 23,707
Accounts receivable — water sales, net 3,609,728 3,494,737
Property taxes and assessments receivable 72,352 77,050
Property taxes and assessments receivable — restricted 3,267 4,954
Note receivable — restricted (note 3) 7,500 7,500
Materials and supplies inventory 328,455 269,842
Prepaid expenses and other assets 431,932 384,400
Total current assets 35,113,324 31,578,139
Non-current assets:
Note receivable — restricted (note 3) 230,000 237,500
Capital assets — not being depreciated (note 4) 1,630,184 1,241,712
Depreciable capital assets, net (note 4) 49,541,713 50,504,418
Total non-current assets 51,401,897 51,983,630
Total assets 86,515,221 83,561,769
Deferred outflows of resources
Deferred other post-employment benefits outflows (note 7) 407,818 444707
Deferred pension outflows (note 8) 2,546,414 2,559,378
Total deferred outflows of resources $ 2,954,232 3,004,085

Continued on next page

See accompanying notes to the basic financial statements
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Lake Hemet Municipal Water District
Statements of Net Position, continued
June 30, 2021 and 2020

2021 2020
Current liabilities:
Accounts payable and accrued expenses $ 2,321,636 1,624,103
Accrued salaries and related payables 164,967 159,069
Customer deposits 558,425 699,700
Accrued interest payable — restricted 21,115 133,541
Long-term liabilities — due within one year:
Compensated absences (note 5) 163,250 163,027
Notes payable (note 6) 222,122 213,497
Loan payable (note 6) 241,034 235,404
Bonds payable (note 6) 80,000 75,000
Certificates of Participation (note 6) - 180,000
Total current liabilities 3,772,549 3,483,341
Non-current liabilities :
Unearned revenue — construction deposits 158,677 90,932
Long-term liabilities — due in more than one year:
Compensated absences (note 5) 244,876 244,541
Notes payable (note 6) 4,319,743 4,541,865
Loan payable (note 6) 628,344 869,378
Bonds payable (note 6) 865,000 945,000
Certificates of Participation (note 6) - 6,285,000
Total other post-employment benefits liability (note 7) 2,324,407 2,219,137
Net pension liability (note 8) 11,494,722 10,578,547
Total non-current liabilities 20,035,769 25,774,400
Total liabilities 23,808,318 29,257,741
Deferred inflows of resources
Deferred other post-employment benefits inflows (note 7) 263,357 297,560
Deferred pension inflows (note 8) 582,391 670,304
Total deferred inflows of resources 845,748 967,864
Net position: (note 9)
Net investment in capital assets 44,815,654 38,930,042
Restricted for capital projects 625,371 644,957
Restricted for debt service 131,261 661,309
Unrestricted 19,243,101 16,103,941
Total net position $ 64815387 56,340,249

See accompanying notes to the basic financial statements
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Lake Hemet Municipal Water District

Statements of Revenues, Expenses, and Changes in Net Position

For the Fiscal Years Ended June 30, 2021 and 2020

Operating revenues:

Water consumption sales:
Residential and commercial
Irrigation

Surcharges and assessments — water

Other charges

Sewer services

Total operating revenues

Operating expenses:
Source of supply
Pumping
Treatment
Transmission and distribution
Customer accounts
Sewer
General and administrative

Total operating expenses
Operating income before depreciation expense
Depreciation
Operating (loss) income

Non-operating revenue (expense):
Property taxes
Net income from Lake Hemet Campground operations
Rental income, net
Investment earnings
Interest expense
(Loss) gain on disposal of assets
Other non-operating revenue (expense), net

Total non-operating revenues, net
Net income before capital contributions

Capital contributions:
Donations in aid of construction
Connection fees

Total capital contributions
Changes in net position
Net position, beginning of period

Net position, end of period .
See accom%anylng hotes {0 the basic financial statements
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2021 2020
13,457,821 12,535,814
4,067,398 4,442,627
1,477,904 1,249,322
294,436 354,820
717261 731,135
20,014,820 19,313,718
1,590,430 6,274,753
1,273,702 1,035,405
529911 610,324
1,142,628 1,202,344
125,740 135,847
852,396 188,336
5,402,237 6,737,074
10,917,044 16,184,083
9,097,776 3,129,635
(3,260,247) (3260,116)
5,837,529 (130,481)
1,963,733 1,840,311
516,733 469,123
101,298 101,809
51,738 515378
(378,202) (699,918)
(315,353) 32,076
(121,491) 167,831
1,818,456 2,426,610
7,655,985 2,296,129
735,962 15,631
83,191 30,438
819,153 46,069
8,475,138 2,342,198
56,340,249 53,998,051
64,815,387 56,340,249




Lake Hemet Municipal Water District

Statements of Cash Flows

For the Fiscal Years Ended June 30, 2021 and 2020

Cash flows from operating activities:
Receipts from customers for water sales and services
Payment to employees for salaries and wages
Payments to vendors for materials and services

Net cash provided by operating activities

Cash flows from non-capital financing activities:
Property tax revenue
Net income from Lake Hemet Campground operations
Rental income, net
Other non-operating expense, net

Net cash provided by non-capital financing activities

Cash flows from capital and related financing activities:
Acquisition and construction of capital assets
Proceeds from capital contributions
Proceeds from Beaumont concrete settlement
Principal payments on notes payable
Principal payments on loans payable
Principal payments on bonds payable
Principal payments on certificates of participation
Interest paid on long-term debt

Net cash used in capital and related financing activities

Cash flows from investing activities:
Investment earnings

Net cash provided by investing activities
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Reconciliation of cash and cash equivalents to statements of net position:

Cash and cash equivalents
Cash and cash equivalents — restricted

Total cash and cash equivalents

Continued on next page

See accompanying notes to the basic financial statements

15

2021 2020
19,758,554 18,357,197
(4,206,053) (4,148,687)
(5096220)  (12,916,660)
10,456,281 1,291,850
1,970,118 1,843,019
516,733 469,123
101,298 101,809
(121,491) 167,831
2,466,658 2,581,782
(3,001,367) (1,371,503)
819,153 46,069
7,500 7,500
(213,497) (992,042)
(235.404) (229,743)
(75,000) (70,000)
(6,465,000) (170,000)
(490,628) (716,276)
(9,654,243) (3,495,995)
1,948,425 311475
1,948,425 311475
5217,121 689,112
21,500,873 20,811,761
26,717,994 21,500,873
26,202,129 20,444,561
515,865 1,056,312
26,717,994 21,500,873




Lake Hemet Municipal Water District
Statements of Cash Flows, continued
For the Fiscal Years Ended June 30, 2021 and 2020

2021 2020
Reconciliation of operating income (loss) to net cash provided by
operating activities:
Operating income (loss) $ 5,837,529 (130,481)
Adjustments to reconcile operating income (loss) to net cash
provided by operating activities
Depreciation and amortization 3,260,247 3,260,116
Changes in assets, deferred outflows of resources, liabilities,
and deferred inflows of resources:
(Increase) decrease in assets and deferred outflows of resources:
Accounts receivable — water sales, net (114,991) (1,007,103)
Materials and supplies inventory (58,613) 33,171
Prepaid expenses and other assets (47,532) (18,070)
Deferred other post-employment benefit outflows 36,889 (359,143)
Deferred pension outflows 12,964 (196,421)
Increase (decrease) in labilities and deferred inflows of resources:
Accounts payable and accrued expenses 697,533 (765,762)
Accrued salaries and related payables 5,898 5,282
Customer deposits (141,275) 50,582
Unearned revenue — construction deposits 67,745 (1,512,726)
Compensated absences 558 58,540
Total other post-employment benefit liability 105,270 155,616
Net pension liability 916,175 1,276,763
Deferred other post-employment benefit inflows (34,203) 297,560
Deferred pension inflows (87,913) 143,926
Total adjustments 4,618,752 1,422,331
Net cash provided by operating activities $ 10,456,281 1,291,850
Non-cash investing, capital, and financing transactions:
Change in fair-market value of investments $ 67,744 155,912

See accompanying notes to the basic financial statements
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Lake Hemet Municipal Water District
Notes to the Financial Statements
For the Fiscal Years Ended June 30, 2021 and 2020

(1) Reporting Entity and Summary of Significant Accounting Policies
A. Organization and Operations of the Reporting Entity

The Lake Hemet Municipal Water District is an independent special district, which was organized under
the provisions of the Municipal Water District Act of 1911, as amended, and was incorporated on August
4, 1955. The District was created for the purpose of importing and delivering water to retail customers
within its service area. The District is governed by a five-member Board of Directors, elected at-large
from within the District’s service area.

B. Basis of Accounting and Measurement Focus

The District reports its activities as an enterprise fund, which is used to account for operations that are
financed and operated in a manner similar to a private business enterprise, where the intent of the District
is that the costs of providing water and sewer services to its customers on a continuing basis be financed
or recovered primarily through user charges (water and sewer service fees). Revenues and expenses are
recognized on the accrual basis of accounting. Revenues are recognized in the accounting period in which
they are earned and expenses are recognized in the period incurred, regardless of when the related cash
flows take place. Operating revenues and expenses, such as water sales and water purchases, result from
exchange transactions associated with the principal activity of the District. Exchange transactions are
those in which each party receives and gives up essentially equal values. Management, administration,
and depreciation expenses are also considered operating expenses. Other revenues and expenses not
included in the above categories are reported as non-operating revenues and expenses.

The District recognizes revenue from water and sewer service charges based on cycle billings preformed
monthly with the exception of the Garner Valley area which is billed on a bi-monthly basis. The District
accrues revenues with respect to water and sewer service sold but not billed at the end of a fiscal period.

C. Financial Reporting

The District’s basic financial statements have been prepared in conformity with accounting principles
generally accepted in the United States of America (GAAP), as applied to enterprise funds. The
Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles. The District solely operates as a
special-purpose government which means it is only engaged in business-type activities; accordingly,
activities are reported in the District’s proprietary fund.

The District has adopted the following GASB pronouncements in the current year:
Governmental Accounting Standards Board Statement No. 84

In January 2017, the GASB issued Statement No. 84 — Fiduciary Activities. The objective of this
Statement is to improve guidance regarding the identification of fiduciary activities for accounting and
financial reporting purposes and how those activities should be reported.

This Statement establishes criteria for identifying fiduciary activities of all state and local governments.
The focus of the criteria generally is on (1) whether a government is controlling the assets of the fiduciary
activity and (2) the beneficiaries with whom a fiduciary relationship exists. Separate criteria are included
to identify fiduciary component units and postemployment benefit arrangements that are fiduciary
activities.

This Statement describes four fiduciary funds that should be reported, if applicable: (1) pension (and other
employee benefit) trust funds, (2) investment trust funds, (3) private-purpose trust funds, and (4) custodial
funds. Custodial funds generally should report fiduciary activities that are not held in a trust or equivalent
arrangement that meets specific criteria.
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Lake Hemet Municipal Water District
Notes to the Financial Statements
For the Fiscal Years Ended June 30, 2021 and 2020

(1) Reporting Entity and Summary of Significant Accounting Policies, continued
C. Financial Reporting, continued
Governmental Accounting Standards Board Statement No. 90

In August 2018, the GASB issued Statement No. 90 — Majority Equity Interests—an amendment of GASB
Statements No. 14 and No. 61. The primary objectives of this Statement are to improve the consistency
and comparability of reporting a government’s majority equity interest in a legally separate organization
and to improve the relevance of financial statement information for certain component units. It defines a
majority equity interest and specifies that a majority equity interest in a legally separate organization
should be reported as an investment if a government’s holding of the equity interest meets the definition
of an investment. A majority equity interest that meets the definition of an investment should be measured
using the equity method, unless it is held by a special-purpose government engaged only in fiduciary
activities, a fiduciary fund, or an endowment (including pe