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INDEPENDENT AUDITORS’ REPORT

Board of Directors
of the Utility Authority of the City of La Habra
La Habra, California

Report on the Financial Statements

We have audited the accompanying financial statements of the Ultility Authority of the City of La Habra
(the Utility Authority), a component unit of the City of La Habra (the City), as of and for the year ended
June 30, 2021 and the related notes to the financial statements, which collectively comprise the Utility
Authority’s basic financial statements, as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the 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 from
material misstatement.

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

A membe_r of
@ Nexia
International



Board of Directors
Utility Authority of the City of La Habra

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Utility Authority as of June 30, 2021, and the changes in its financial position
and cash flows for the year then ended in accordance with accounting principles generally accepted in
the United States of America.

Emphasis of Matter

As discussed in Note (1)(a), the financial statements present only the Utility Authority and do not
purport to, and do not present fairly the financial position of the City of La Habra, California, as of June
30, 2021, and the changes in its financial position and its cash flows for the year then ended in
accordance with accounting principles generally accepted in the United States of America. As noted in
Note 10, the City restated the net position for the allocation of the net OPEB liability. Our opinion is not
modified with respect to these matters.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the schedule of
proportionate share of the net pension liability and schedule of contribution for the cost sharing defined
benefit pension plan, and the schedule of proportionate share of the net OPEB liability and schedule of
contribution for the defined benefit postemployment healthcare plan 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.

Management has omitted the management’s discussion and analysis that accounting principles
generally accepted in the United States of America require to be presented to supplement the basic
financial statements. Such missing 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. Our opinion on the basic financial statements is not affected by this missing
information.



Board of Directors
Utility Authority of the City of La Habra

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Utility Authority’s basic financial statements. The combining statements
(supplementary information) are presented for purposes of additional analysis and are not a required
part of the basic financial statements.

The supplementary information, as listed in the table of contents, is 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 audit 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 supplementary information is fairly stated in all material respects
in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 22,
2022, on our consideration of the Utility Authority’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 City’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 Utility Authority’s internal control over financial reporting and compliance.

Wmﬁ@c L7

CliftonLarsonAllen LLP

Irvine, California
March 22, 2022



UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA

Statement of Net Position
June 30, 2021

Assets:
Current assets:
Equity in City's investment pool
Accounts receivable, net
Interest receivable
Inventory
Total current assets

Noncurrent assets:
Cash and investments with fiscal agents
Investment in water rights stock
Capital assets:
Not being depreciated
Being depreciated, net
Total noncurrent assets

Total assets

Deferred outflows of resources:
Unamortized loss on refunding of debt
Deferred amount from pension plans
Deferred amount from OPEB plan

Total deferred outflows of resources

Liabilities:

Current liabilities:
Accounts payable
Accrued liabilities
Accrued interest
Deposits payable
Current portion of capital leases
Current portion of water revenue bonds
Current portion of compensated absences
Total noncurrent liabilities

Noncurrent liabilities:
Capital leases, net of current portion
Water revenue bonds, net of current portion
Compensated absences, net of current portion
Net OPEB liability
Net pension liability
Deferred rent
Total noncurrent liabilities

Total liabilities

Deferred inflows of resources:
Deferred amount from pension plans
Deferred amount from OPEB plan
Total deferred inflows of resources

Net position:
Net investment in capital assets
Unrestricted

Total net position

See Accompanying Notes to Financial Statements.

$ 13,725,593
2,896,640
24,954
107,706

16,754,893

1,778
17,713,917

82,734
38,701,938

56,500,367
73,255,260

733,652
758,552
64,301

1,556,505

2,490,756
99,960
227,807
245,888
642,465
910,000
32,412

4,649,288

3,838,936
32,619,849
164,270
284,112
4,100,591
7,526,565

48,534,323
53,183,611

2,045
35,066
37,111

13,440,633

8,150,410
S 21,591,043



UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA

Statement of Revenues, Expenses, and Changes in Net Position
For the Year Ended June 30, 2021

Operating revenues:
Water sales
Charges for services
Other

Total operating revenues

Operating expenses:
Water and materials
Contractual services
Wages and fringe benefits
Equipment and maintenance
Materials and supplies
Utilities
Depreciation
Administration

Total operating expenses
Operating income

Nonoperating revenues (expenses):
Investment income
Interest expense
Gain on sale of investments
Transfer to the City of La Habra

Total nonoperating revenues (expenses), net
Change in net position
Net position, beginning of year, as previously reported
Prior period adjustments
Net position, beginning of year, as restated
Net position, end of year

See Accompanying Notes to Financial Statements.

$ 18,490,720
2,741,519
134,889

21,367,128

6,078,434
1,292,826
3,353,893
1,284,560

290,843

421,494
1,413,579

2,726,995
16,862,624
4,504,504

120,493
(2,381,968)
(85,286)

(87,500)
(2,434,261)

2,070,243
19,792,240
(271,440)

19,520,800
821501043



UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA

Statement of Cash Flows
For the Year Ended June 30, 2021

Cash flows from operating activities:
Receipts from customers and users
Payments to suppliers
Payments to City of La Habra for operating leases
Payments for employees' salaries and benefits

Net cash provided by operating activities

Cash flows from
noncapital financing activities:
Transfers to City of La Habra
Receipts of repayment from City of La Habra

Net cash provided in noncapital financing activities

Cash flows from capital
and related financing activities:
Acquisition of capital assets
Principal payments on capital leases
Principal payments on bonds
Interest paid on bonds and capital leases

Net cash used in capital and related financing activities

Cash flows from investing activities:
Sales of investments
Investment income

Net cash used by investing activities

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Cash and cash equivalents:
Cash and investments
Cash and investments with fiscal agents

Total cash and cash equivalents

See Accompanying Notes to Financial Statements.

$21,005,017
(10,212,867)
(359,122)

(3,234,574)
7,198,454

(87,500)
761,234

673,734

(82,763)
(606,100)
(875,000)

(2,519,624)
(4,083,487)

(85,286)

107,831

22,545

3,811,246
9,916,125

813727371

$13,725,593
1,778

813727371

(Continued)



UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Statement of Cash Flows (Continued)
For the Year Ended June 30, 2021

Reconciliation of operating income to
net cash provided by operating activities
Operating income $ 4,504,504
Adjustments to reconcile operating income
to net cash provided by operating activities:
Depreciation expense 1,413,579
Change in assets, deferred inflows of resources, liabilities,
and deferred outflows of resources:

(Increase) decrease in accounts receivables (338,611)
(Increase) decrease in inventory 142,710
Increase (decrease) in accounts payable 726,403
Increase (decrease) in accrued liabilities 19,620
Increase (decrease) in deposits payable (23,500)
Increase (decrease) in compensated absences (13,596)
Increase (decrease) in deferred rent 654,050
Increase (decrease) in pension liability, OPEB, and
related deferred inflows and outflows of resources 113,295
Total adjustments 2,693,950
Net cash provided by operating activities $ 7,198,454

Noncash Capital and Related Financing Transactions
Amortization of unamortized loss on refunding of debt $ 27,477
Amortization of bond premium (159,652)

See Accompanying Notes to Financial Statements.



UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Notes to Financial Statements
Year Ended June 30, 2021

(1) Summary of Significant Accounting Policies
(@) Reporting Entity

The Utility Authority of the City of La Habra (Utility Authority), a component unit of the City of
La Habra, California (the City), was formed on January 16, 2007, as a joint exercise of powers
agreement between the City and the Redevelopment Agency of the City of La Habra (Agency), and
began legal operations on July 1, 2007. The Utility Authority was formed by the City and the
Agency to maintain and operate the City’s Water and Sewer systems. The Utility Authority is
responsible for establishing utility rates, performing routine system maintenance, establishing and
executing necessary capital improvement plans, purchasing and selling water, and performing other
necessary utility system operations. The Utility Authority’s Board of Directors is the same as the
City Council. Subsequent to the dissolution of the former Redevelopment Agency on February 1,
2012, the City of La Habra Housing Authority joined the Utility Authority as a member on March
5,2012.

On July 1, 2007, the Utility Authority entered into two lease agreements with the City to lease the
City’s entire water and sewer systems. In accordance with the agreements, the Utility Authority is
required to pay specified lease payments to the City; payments shall be increased annually (but not
decreased) by the consumer price index for the Los Angeles, Riverside, and Orange County
metropolitan statistical area, as reported by the U.S. Bureau of Labor Statistics. Under the
agreements, the Utility Authority assumed all assets and liabilities of the City’s Water and Sewer
funds as of July 1, 2007; therefore, that portion of the leases relative to the book value of the
capitals assets of the funds at that date are recorded as capital lease liabilities. The Utility Authority
also entered into two management agreements with the City on July 1, 2007, to have City
employees manage the water and sewer systems.

(b) Financial Statements

The financial statements of the Utility Authority have been prepared in conformity with generally
accepted accounting principles (GAAP) as applied to governmental units. The Governmental
Accounting Standards Board (GASB) is the accepted standards setting body for establishing
governmental accounting and financial reporting principles. The more significant of the Utility
Authority’s accounting principles are described below.

(c) Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The Utility Authority’s resources are allocated to and accounted for in these financial statements as
an enterprise fund. The enterprise fund basis of accounting is used to account for operations that
are financed and operated in a manner similar to private business enterprises, where the intent of the
governing body is that the costs (expenses) of providing goods or services to the general public on a
continuing basis be financed or recovered primarily through user charges. Net position represents
amounts available for future operations.

The accounting and financial reporting treatment applied to a fund is determined by its
measurement focus. Enterprise funds are accounted for on a flow of economic resources
measurement focus. With this measurement focus, all assets, deferred outflows of resources
liabilities, and deferred inflows of resources associated with the operation of the Utility Authority
are included in the statement of net position. Net position is categorized as net investment in
capital assets, restricted and unrestricted. Enterprise fund operating statements present increases
(i.e. revenues) and decreases (i.e. expenses) in net total position.



UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Notes to Financial Statements (Continued)
Year Ended June 30, 2021

The Utility Authority uses the accrual basis of accounting. Under this method, revenues are
recorded when earned and expenses are recorded at the time liabilities are incurred. Grant revenues
are recognized when program expenses are incurred in accordance with program guidelines. If
such grant funds are received before the program revenues are earned, they are recorded as
unearned revenue until earned.

Operating revenues and expenses consist of those revenues and expenses that result from the
ongoing principal operations of the Utility Authority. Operating revenues consist primarily of water
and sewer sales. Non-operating revenues and expenses consist of those revenues and expenses that
are related to financing and investing types of activities and result from nonexchange transactions
or ancillary activities.

When both restricted and unrestricted resources are available for use, it is the Utility Authority’s
policy to use restricted resources first, then unrestricted resources as they are needed.

(d) Assets, Liabilities, and Net Position
Cash and Cash Equivalents

The Utility Authority pools available cash with the City for investment purposes. The City
considers the cash and investment pool to be a demand deposit account where funds may be
withdrawn and deposited at any time without prior notice or penalty.

The unspent proceeds from the 2013 Water Revenue Bonds and 2019 Water Revenue Bonds
are held by a fiscal agent. At June 30, 2021, the fiscal agent held the unspent proceeds in
money market mutual funds and the California Local Agency Investment Fund (LAIF).
These amounts are restricted by bond covenants and are to be used for the acquisition of
water infrastructure assets and debt service requirements. These investments are considered
to be cash equivalents. Cash equivalents are defined as short-term, highly liquid investments
that are both readily convertible to known amounts of cash or so near their maturity that they
present insignificant risk of changes in value because of changes in interest rates.

Investments

The Utility Authority owns approximately 31% and 56%, respectively, of the outstanding
common stock and preferred stock of a mutual water company (investment in water rights
stock) at June 30, 2021, and has valued this investment at cost as this stock does not have a
readily determinable value and does not meet the requirements of accounting under the equity
method (see Note 5). Cost is the amount of the Utility Authority’s basis in an investment less
any distributions. Investments at cost are analyzed for impairment to determine if events or
changes in circumstances indicate the carrying amount of the investment may not be
recoverable. An investment is impaired and a loss is recognized in the period when a decline
in its fair value below the amortized cost basis is other than temporary. Investment gains and
losses are recognized when the investment is sold. Investment earnings, including interest and
dividends, are recognized in the period earned.

Capital Assets

Capital assets, which include vehicles, property and equipment, and infrastructure (e.g.,
wells, pipelines, and similar items) are reported in the Utility Authority’s financial
statements. Capital assets are leased from the City and are reported at historical cost or



UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Notes to Financial Statements (Continued)
Year Ended June 30, 2021

an asset or materially extend an asset’s useful life is not capitalized. Major outlays for capital
assets are capitalized as projects are constructed.

Depreciation is charged to operations using the straight-line method based on the estimated
useful life of an asset. The estimated useful lives of depreciable assets are as follows:

Type of Asset Life in Year

Sewer:

Main 40
Lateral 40
Manholes 40
Water:

Pumping equipment 20-25
Reservoirs and mains 40
Meters and hydrants 30
Telemetry 25
Autos and trucks 2-15
Machinery and equipment 3-20
Buildings and improvements 5-40
Infrastructure 30-50
Improvements other than buildings 5-20

Compensated Absences

Employees accumulate vacation and sick leave hours for subsequent use or for payment upon
termination, death, or retirement. Sick leave is payable when used, or upon death or retirement.

Long-Term Obligations

Long-term debt and other long-term obligations are reported as liabilities in the statement of
net position. Bond premiums and discounts are deferred and amortized over the life of the
bonds using the effective-interest method. The difference between the reacquisition price of
refunding bonds and the net carrying amount of refunded debt (deferred amount on refunding)
is amortized over the shorter of the lives of the refunding debt or remaining life of the refunded
debt. Bonds payable are reported net of the applicable bond premium or discount. Bond
issuance costs are expended when incurred.

Deferred Outflows and Inflows of Resources

In addition to assets, the statement of net position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element, deferred outflows of
resources, represents a consumption of net position that applies to a future period(s) and so will
not be recognized as an outflow of resources (expense/expenditure) until then. The Utility
Authority has the following items that qualify for reporting in this category:

e Unamortized loss on refunding of debt reported in the statement of net position. A
deferred loss on refunding results from the difference in the carrying value of refunded

10



UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Notes to Financial Statements (Continued)
Year Ended June 30, 2021

e Unamortized loss on refunding of debt reported in the statement of net position. A
deferred loss on refunding results from the difference in the carrying value of
refunded debt and its reacquisition price. This amount is deferred and amortized over
the shorter of the life of the refunded or refunding debt.

e Deferred amount from pension plans (see Note (7)(b) for detail)
e Deferred amount from OPEB plan (see Note (8) for detail)

In addition to liabilities, the statement of net position will sometimes report a separate section
for deferred inflows of resources. This separate financial statement element, deferred inflows
of resources, represents an acquisition of net position that applies to a future period(s) and so
will not be recognized as an inflow of resources (revenue/contra expense) until that time. The
Utility Authority has the following items that qualify for reporting in this category:

e Deferred amount from pension plans (see Note (7)(b) for detail)

e Deferred amount from OPEB plan (see Note (8) for detail)

Pensions

For purpose of measuring the net pension liability and deferred outflows and inflows of
resources related to pensions, and pension expense, information about the fiduciary net
position of the Utility Authority’s California Public Employees’ Retirement System
(CalPERS) plan and additions to/deductions from the Plan’s fiduciary net position have been
determined on the same basis as they are reported by CalPERS. For this purpose, benefit
payments (including refunds of employee contributions) are recognized when due and
payable in accordance with the benefit terms. Investments are reported at fair value.

Postemployment Benefits Other Than Pensions (OPEB)

For purposes of measuring the net OPEB liability and deferred outflows/inflows of resources
related to OPEB, and OPEB expense, information about the fiduciary net position of the
Utility Authority’s OPEB Plan and additions to/deductions from the OPEB Plans’ fiduciary
net position have been determined on the same basis as they are reported by the Plan. For this
purpose, the City’s OPEB Plan recognizes benefit payments when due and payable in
accordance with the benefit terms. Investments are reported at fair value.

Net Position

Net position represents the difference between assets and deferred outflows of resources, and
liabilities and deferred inflows of resources and is categorized as net investment in capital
assets, restricted and unrestricted. Net investment in capital assets consists of capital assets,
net of accumulated depreciation, reduced by the outstanding balances of any borrowings used
for the acquisition, construction or improvement of those assets, excluding unspent debt
proceeds. Net position is reported as restricted when there are limitations imposed on its use
either through the enabling legislation adopted by the Utility Authority or though external

11
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UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Notes to Financial Statements (Continued)
Year Ended June 30, 2021

restrictions imposed by creditors, grantors or laws or regulations of other governments. The
Utility Authority first applies restricted resources when an expense is incurred for purposes
for which both restricted and unrestricted net position are available.

(e) 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 contingent assets and liabilities 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.

(f) Implementation of Pronouncements

The Utility Authority has adopted and implemented the following GASB Statements during the
year ended June 30, 2021:

e GASB Statement No. 84 — Fiduciary Activities. The implementation of this
Statement did not have an impact on the financial statements of the Utility Authority.

e GASB Statement No. 98 — The Annual Comprehensive Financial Report, effective
for periods ending after December 15, 2021. This statement establishes the term
annual comprehensive financial report and its acronym ACFR. The implementation
of this Statement did not have an impact on the financial statements of the Utility
Authority.

Cash and Cash Equivalents

All cash and cash equivalents of the Utility Authority, except those held by fiscal agents, are pooled
with the City. The Utility Authority does not own specifically identifiable securities in the City’s
Investment Pool.

Cash and cash equivalents at June 30, 2021, are classified in the accompanying financial statements as
follows:

Equity in City's investment pool $ 13,725,593

Cash and cash equivalents held by fiscal agents:
Money Market Mutual Funds 183
LAIF 1,595
Total cash and investments $ 13,727,371

Equity in the Cash and Investment Pool of the City of La Habra Utility Authority
The Utility Authority has no separate bank accounts or investments other than its equity in the cash and

investment pool managed by the City of La Habra. The Utility Authority is a voluntary participant in
that pool. This pool is governed by and under the regulatory oversight of the Investment Policy

12



UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Notes to Financial Statements (Continued)
Year Ended June 30, 2021

adopted by the City Council of the City of La Habra. The Utility Authority has not adopted an
investment policy separate from that of the City of La Habra. The fair value of the Utility Authority’s
investment in the pool is reported in the accompanying financial statements at amounts based upon the
Utility Authority’s pro-rata share of the fair value calculated by the City for the entire City portfolio.
The balance available for withdrawal is based on the accounting records maintained by the City, which
are recorded at the estimated fair value.

Disclosures Relating to the Investment Policy, Interest Rate Risk and Custodial Credit Risk

Additional disclosures related to the investment policy, interest rate risk, credit risk and custodial credit
risk are available in the City of La Habra’s Annual Comprehensive Financial Report.

Investments Authorized by the California Government Code and the City of La Habra Adopted
Investment Policy

The table below identifies the investment types that are authorized by the California Government
Code and by the City’s adopted investment policy. The table also identifies certain provisions of
the California Government Code or the City’s adopted investment policy, where more restrictive,
that address interest rate risk, credit risk, and concentration of credit risk.

Maximum
Maximum Investment
Maximum Percentages of in One
Authorized Investment Type Maturity Portfolio Issuer
City or City Agency Bonds 5 years 10% None
U.S. Treasury Obligations 5 years 100% None
State of California Obligations 5 years 20% None
California Local Agency Bonds 5 years 20% None
U.S. Agency Obligations 5 years 100% 35%*
Bankers' Acceptance 180 days 20%* 5%*
Commercial Papers 270 days 25% 5%%*
Negotiable Certificates of Deposit 5 years 30% 5%*
Time Certificates of Deposit 5 years 30%* 5%%*
Repurchase Agreements 90 days* 100% None
Medium Term Notes 5 years 25%%* 5%*
Money Market Mutual Funds N/A 20% 20%*
Asset-Backed and Mortgate-Back Securities 5 years 10%* 5%*
Supranational Securities 5 years 20%* 10%*
Local Agency Investment Fund (LAIF) N/A 100% $65 million

per account

* Represents where the City’s investment policy is more restrictive than the California
Government Code:

e U.S. Agency Obligations — The California Government Code has no restriction on this type of investment.

e Bankers’ Acceptance — The California Government Code allows a city to invest up to 40% of its portfolio and
up to 30% in a single issuer.

e Commercial Paper — The California Government Code allows a city to invest up to 10% of its portfolio in in a
single issuer.

13



UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Notes to Financial Statements (Continued)
Year Ended June 30, 2021

Negotiable CDs — The California Government Code allows a city to invest up to 30% of its portfolio and does
not have an investment limitation in a single issuer.

Time Certificates of Deposit — The California Government Code does not have an investment limitation in
maximum percentage of portfolio and single issuer.

Repurchase Agreements — The California Government Code allows a city to invest in repurchase agreements
with a maximum maturity of 92 days.

Medium Term Notes — The California Government Code allows a city to invest up to 30% of its portfolio and
up to 30% in a single issuer.

Money Market Mutual Funds — The California Government Code does not have an investment limitation in a
single issuer.

Asset-Backed and Mortgage-Back Securities - The California Government Code allows a city to invest up to
20% of its portfolio and does not have an investment limitation in a single issuer.

Supranational Securities - The California Government Code allows a city to invest up to 30% of its portfolio
and does not have an investment limitation in a single issuer.

Investments Authorized by Debt Agreements

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

Maximum
Maximum Investment
Maximum Percentages of In One
Authorized Investment Type Maturity Portfolio Investor
U.S. Treasury Obligations None None None
Federal Housing Administration Debentures None None None
U.S. Agency Securities None None None
Unsecured Certificates of Deposit, Time Deposits
and Bankers’ Acceptance 30 days None None
FDIC Insured Bank Deposits None None None
Commercial Papers 270 days None None
Money Market Mutual Funds N/A None None
State Obligations None None None
Pre-funded Municipal Obligations None None None
Repurchase Agreements 90 days None None
Investment Agreements None None None
Local Agency Investment Fund (LAIF) None None $50 million

per account

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 City manages its exposure
to interest rate risk is by purchasing a combination of shorter term and longer term investments and
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by timing cash flows from maturities so that a portion of the portfolio is maturing or coming close
to maturity evenly over time as necessary to provide the cash flow and liquidity needed for
operations.

Information about the sensitivity of the fair values of the Utility Authority’s investment to market
interest rate fluctuations is provided by the following table that shows the distribution of the Utility
Authority’s investments by maturity:

Remaining Maturity

Investment Types Less Than 1 Year

Money Market Mutual Funds $ 183
LAIF 1,595
Total $ 1,778

Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the
holder of the investment. This is measured by the assignment of a rating by a nationally recognized
statistical rating organization. Presented below is the minimum rating required by the California
Government Code or the City’s investment policy, and the actual rating as of year end by Standard
& Poor’s for each investment type.

Investment Types Amount Maturity Rating
Held by Fiscal Agent:
Money Market Mutual Funds $ 183 Less than 1 year AAA
LAIF 1,595 Less than 1 year Not Rated
Total $ 1,778

Concentration of Credit Risk

The investment policies of the City and the Utility Authority contains certain limitations as
disclosed in the accompanying table on the amount that can be invested in any one issuer beyond
that stipulated by the California Government Code.

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 the failure of the counterparty (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
City’s and Utility Authority’s investment policies do not contain legal or policy requirements that
would limit the exposure to custodial credit risk for deposits or investments, 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 at
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least 110% of the total amount deposited by the public agencies. California law also allows
financial institutions to secure Utility Authority deposits by pledging first trust deed mortgage notes
having a value of 150% of the secured public deposits.

Fair Value Measurements

The Utility Authority categorizes its fair value measurement within the fair value hierarchy
established by generally accepted accounting principles. The hierarchy is based on the relative
inputs used to measure the fair value of the investments. The hierarchy gives the highest priority to
unadjusted quoted prices in active markets for identical assets (Level 1 measurements) and the
lowest priority to unobservable inputs (Level 3 measurements).

The Utility Authority’s investment in the City investment pool, LAIF, and money market mutual
funds are not subject to the fair value hierarchy.

Capital Assets

The following table summarizes the changes in capital assets for the year ended June 30, 2021:

Balance at Balance at
June 30, 2020 Increases Decreases June 30, 2021
Capital assets, not being depreciated:
Construction in progress $ 3,690,995 § 47965 § 3,656,226 § 82,734
Total capital assets
not being depreciated 3,690,995 47,965 3,656,226 82,734
Capital assets, being depreciated:
Machinery and equipment $ 1,328,764 § 12,881  $ - $ 1,341,645
Equipment and vehicles 230,465 - - 230,465
Infrastructure 54,945,866 3,656,225 - 58,602,091
Total capital assets
being depreciated 56,505,095 3,669,106 - 60,174,201
Less accumulated depreciation for:
Machinery and equipment 1,035,645 97,431 - 1,133,076
Equipment and vehicles 230,465 - - 230,465
Infrastructure 18,792,574 1,316,148 - 20,108,722
Total accumulated depreciation 20,058,684 1,413,579 - 21,472,263
Total capital assets being
depreciated, net $ 36,446,411 $ 2255527 $ - $ 38,701,938
Business-type activities capital
assets, net $ 40,137,406 $§ 2303,492 § 3,656,226 § 38,784,672

For the year ended June 30, 2021, depreciation expense was charged as follows:
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Year Ended June 30, 2021
Water fund $ 1,204,891
Sewer fund 208,688

Total depreciation expense $ 1,413,579

(4) Water Rights Stock

The Utility Authority currently imports approximately 65% of its water from two major suppliers:
California Domestic Water Company (Cal Domestic) and the Metropolitan Water District (MWD).
Since October 2008, the Utility Authority has been purchasing shares of water rights stock from Cal
Domestic to secure the purchase of water at a discounted rate known as an “entitlement” rate each
year from the Main San Gabriel Basin. The Utility Authority owns two classes of stock: Capital
Stock and Class A Preferred Stock. Currently, a share of Capital Stock represents the right to
purchase approximately 1.45 acre feet (AF) of water and a share of Class A Preferred Stock
represents the right to purchase 0.76 AF of water. At June 30, 2021, the Utility Authority owned
2,455.25 shares of Capital Stock and 912.85 shares of Class A Preferred Stock. The Utility
Authority has valued its investment in water rights stock at approximately $17.7 million, which
represents cost and does not intend to sell its interest in Cal Domestic.

(5) Long-Term Liabilities
Long-term liabilities consist of the following at June 30, 2021:

Balance at Balance at Due within
June 30, 2020 Increases Decreases June 30, 2021 One Year
Direct borrowings and direct
placements:
Capital leases $ 5,087,501 $ - $ 606,100 $ 4,481,401 $§ 642,465
Other debts:
Compensated absences 210,278 18,650 32,246 196,682 32,412
2013 Water Revenue Bonds, Series A 17,415,000 - 525,000 16,890,000 550,000
2019 Water Revenue Bonds,
Series A & B 13,795,000 - 350,000 13,445,000 360,000
Unamortized premium 3,354,501 159,652 3,194,849 -
Total $ 39,862,280 $ 18,650 § 1,672,998 $ 38,207,932 § 1,584,877

Capital Leases

On July 1, 2007, the Utility Authority entered into two fifty-five (55) year lease agreements with
the City to use the City’s water and sewer enterprise activities, including related capital assets. At
the inception of the lease agreements, the capital assets related to the water and sewer enterprise
activities had estimated remaining useful lives of 20 years. The City and the Utility Authority
agreed that portions of the leases equal to the net book value of the water and sewer capital assets at
lease inception are considered capital leases and will be amortized over 20 years, the estimated
remaining useful lives of the water and sewer capital assets as of June 30, 2007. Under the terms of
the leases, the Utility Authority is required to pay a specified amount on an annual basis, which
shall be increased annually (but not decreased) by the consumer price index for the Los Angeles,
Riverside, and Orange County metropolitan statistical area, as reported by the U.S. Bureau of Labor
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Statistics. Total payments for capital leases for the year ended June 30, 2021, were $1,734,877, of
which $1,128,778 was reported as interest expense.

The present value of future minimum lease payments for the capital portions of the leases at June
30, 2021, is as follows:

Year Ending June 30, Water Sewer Totals

2022 $ 1,165,094 § 622,183 $ 1,787,277

2023 1,165,094 622,183 1,787,277

2024 1,165,094 622,183 1,787,277

2025 1,165,094 622,183 1,787,277

2026 1,165,094 622,183 1,787,277

2027 1,165,094 622,183 1,787,277

Total minimum lease payments 6,990,564 3,733,098 10,723,662
Less amount representing interest (4,110,244) (2,132,017) (6,242,261)

Present value of future
minimum lease payments $ 2,880,320 $ 1,601,081 $ 4,481,401

2013 Water Revenue Bonds, Series A

On October 22, 2013, the Utility Authority issued $20,210,000 of Water Revenue Bonds, Series
2013A and used the proceeds to 1) pay off the outstanding balance of the line of credit of
$11,931,781, 2) refund the Series 2003 Bonds (except the 2003 Bonds maturing on November 1,
2013 in the amount of $180,000) in the amount of $5,895,000, 3) finance additional improvements
to the water system and, 4) pay the costs of issuance in connection with the issuance and sale of the
Series 2013 Bonds. The bonds mature in various annual amounts through November 2043 and are
secured by a pledge of net income and revenues reported in the Water Enterprise Fund. Net revenue
recognized during the year ended June 30, 2021 was $5,751,025 against the total debt service
payment of $1,336,525. Principal is payable annually on each November 1, commencing November
1, 2014. Interest is payable semiannually on each May 1 and November 1, commencing May 1,
2014 with interest rates ranging from 2.00% to 5.00%. The outstanding balance at June 30, 2021
was $16,890,000.

2019 Water Revenue Bonds, Series A and Series B

On November 5, 2019, the Utility Authority issued Water Revenue Bonds, Series A and B in an
aggregate amount of $13,795,000 for an advance refunding of the 2010 Water Revenue Bonds,
Series A and B. The refunding was undertaken to reduce future debt service payments. The bonds
are secured by a pledge of net revenue reported in the Water Enterprice Fund. Net revenue
recognized during the year ended June 30, 2021 was $5,751,025 against the total debt service
payment of $929,323. Principal is payable annually on each November 1, commencing November
1, 2020. Interest is payable semiannually on each May 1 and November 1, commencing May 1,
2020 with interest rates ranging from 1.95% to 5.00%. The outstanding balance at June 30, 2021
was $13,445,000.

Annual debt service payments for the 2013 Water Revenue Bonds and 2019 Water Revenue Bonds
as of June 30, 2021, are as follows:

18



Q)

UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Notes to Financial Statements (Continued)

Year Ended June 30, 2021
Fiscal Year 2013 Water Revenue Bonds 2019 Water Revenue Bonds
Ending June 30 Principal Interest Principal Interest
2022 $ 550,000 $ 784,650 $ 360,000 $ 572,400.0
2023 580,000 756,400 365,000 565,240
2024 615,000 726,525 375,000 557,653
2025 645,000 695,025 380,000 549,535
2026 675,000 662,025 390,000 540,578
2027-2031 3,895,000 2,772,325 2,220,000 2,456,600
2032-2036 3,945,000 1,872,044 3,600,000 1,793,750
2037-2041 3,465,000 1,045,450 5,755,000 692,000
2042-2044 2,520,000 185,275 - -
Subtotal 16,890,000 9,499,719 13,445,000 7,127,756
Unamortized premium 805,830 (805,830) 2,389,019 (2,389,019)
Total $ 17,695,830 $ 8,693,889 $ 15,834,019 $ 5,338,737

Operating Lease and Deferred Rent

The portions of the fifty-five (55) year lease agreements with the City for the water and sewer
enterprises that are not related to capital assets are reported as operating leases. Under the terms of
the leases, the Utility Authority is required to pay a specified amount on an annual basis, which
shall be increased annually (but not decreased) by the consumer price index for the Los Angeles,
Riverside, and Orange County metropolitan statistical area, as reported by the U.S. Bureau of Labor

Statistics.

Total operating lease payments for the year ended June 30, 2021, were $1,013,172.

Future minimum lease payments for the operating portions of the leases, as of June 30, 2021, are as

follows:
Year Ending June 30, Water Sewer Total

2022 $ 651,193 $ 361,979 % 1,013,172

2023 651,193 361,979 1,013,172

2024 651,193 361,979 1,013,172

2025 651,193 361,979 1,013,172

2026 651,193 361,979 1,013,172
2027-2031 3,255,965 1,809,895 5,065,860
2032-2036 3,255,965 1,809,895 5,065,860
2037-2041 3,255,965 1,809,895 5,065,860
2042-2046 3,255,965 1,809,895 5,065,860
2047-2051 3,255,965 1,809,895 5,065,860
2052-2056 3,255,965 1,809,895 5,065,860
2057-2061 3,255,965 1,809,895 5,065,860

2062 651,193 361,979 1,013,172

Total minimum

lease payments $ 26698913 $§ 14,841,139 § 41,540,052

The difference between amortizing the present value of the future minimum lease payments for the
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capital portion of the lease over the useful lives of the assets (20 years) and the term of the lease
agreement (55 years) is reported as deferred rent and will be amortized beginning in fiscal year
2028 through the end of the operating lease term in fiscal year 2062. The deferred rent balance at
June 30, 2021, was $7,526,565.

Pension Plan

(&) General Information about the Pension Plans

Plan Descriptions — All qualified permanent and probationary employees are eligible to participate
in the City’s Miscellaneous Plan (Plan), an agent multiple-employer defined benefit pension plan
administered by the California Public Employees’ Retirement System (CalPERS), which acts as a
common investment and administrative agent for its participating member employers. For the
purpose of this Utility Authority report, the Plan is considered a cost-sharing multiple-employer
defined benefit pension plan. Benefit provisions under the Plan are established by State statute and
City’s resolution. CalPERS issues publicly available reports that include a full description of the
pension plan regarding benefit provisions, assumptions and membership information that can be
found on the CalPERS website.

Benefits Provided — CalPERS provides service retirement and disability benefits, annual cost of
living adjustments and death benefits to plan members, who must be public employees and
beneficiaries. Benefits are based on years of credited service, equal to one year of full time
employment. Members with five years of total service are eligible to retire at age 50 with statutorily
reduced benefits. All members are eligible for non-duty disability benefits after 10 years of service.
The death benefit is one of the following: the Basic Death Benefit, the 1957 Survivor Benefit, or the
Optional Settlement 2W Death Benefit. The cost of living adjustments for each plan are applied as
specified by the Public Employees’ Retirement Law.

The Plans’ provisions and benefits in effect at measurement period ended June 30, 2020, are
summarized as follows:

Between 1/1/2012 On or after

Hire date Prior to 1/1/2012 and 12/31/2012 1/1/2013
Benefit formula 2.0% @ 55 2.0% @ 60 2.0% @ 62
Benefit vesting schedule 5 years service 5 years service 5 years service
Benefit payments monthly for life monthly for life monthly for life
Retirement age 50-63 50 - 63 52-67
Monthly benefits, as a % of eligible
compensation 1.4% to 2.4% 1.1% to 2.4% 1.0% to 2.5%
Required employee contribution rates 7.00% 7.00% 6.75%
Required employer contribution rates

Normal cost rates 9.013% 9.013% 9.013%

Payment of unfunded liability $1,921,886 Included with the classic plan

Contributions — Section 20814(c) of the California Public Employees’ Retirement Law (PERL)
requires that the employer contribution rates for all public employers be determined on an annual
basis by the actuary and shall be effective on the July 1 following notice of a change in the rate.
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The total plan contributions are determined through CalPERS’ annual actuarial valuation process.
The actuarially determined rate is the estimated amount necessary to finance the costs of benefits
earned by employees during the year, with an additional amount to finance any unfunded accrued
liability. The employer is required to contribute the difference between the actuarially determined
rate and the contribution rate of employees. Employer contribution rates may change if plan
contracts are amended. Payments made by the employer to satisfy contribution requirements that
are identified by the pension plan terms as plan member contribution requirements are classified as
plan member contributions.

For the period ended June 30, 2021, the contribution to the Plan was $552,212.

(b) Net Pension Liability, Pension Expense, and Deferred Outflows of Resources and Deferred
Inflows of Resources Related to Pensions

The net pension liability of the Plan is measured as of June 30, 2020, using an annual actuarial
valuation as of June 30, 2019 rolled forward to June 30, 2020 using standard update procedures.

The Utility Authority’s net pension liability for the Miscellaneous Plan is measured as the total
pension liability, less the pension plan’s fiduciary net position.

As of June 30, 2021, the Utility Authority reported net pension liabilities of $4,100,591 for its
proportionate shares of the net pension liability of Miscellaneous Plan. The Utility Authority’s net
pension liability for its Plan is measured as the proportionate share of the net pension liability. The
Utility Authority’s proportion of the net pension liability was based on pension contribution made
by the Utility Authority relative to pension contribution made by all participating employers.

The Utility Authority’s proportionate share of the net pension liability for its Plan as of June 30,
2019 and 2020 was as follows:

Proportionate Share of Net

Pension Liability
Measure ment Date Amount %
Proportion - June 30, 2019 $ 3,569,141 12.579%
Proportion - June 30, 2020 4,100,591 12.999%
Change - Increase (Decrease) $ 531,450 0.420%

For the year ended June 30, 2021, the Utility Authority recognized pension expense of $129,858.

At June 30, 2021, the Utility Authority reported deferred outflows of resources and deferred
inflows of resources related to pensions from the following sources:
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Deferred Deferred

Outflows of Inflows of

Resources Resources

Pension contributions subsequent to measurement date $ 552,212 $ -
Differences between expected and actual experience 93,833 2,045

Changes in assumptions - -

Net difference between projected and actual earnings on

pension plan investments 112,507 -

Total $ 758,552 $ 2,045

The Utility Authority recognized $552,212 as deferred outflows of resources related to
contributions subsequent to the measurement date, which will be recognized as a reduction of the
net pension liability in the year ending June 30, 2022. Other amounts reported as deferred outflows
of resources and deferred inflows of resources related to pensions will be recognized as pension
expense as follows:

Misc Plan
Deferred Outflows/
Year Ended (Inflows) of
June 30 Resources
2022 $ (13,281)
2023 79,243
2024 75,484
2025 62,849
Total $ 204,295

Actuarial Methods and Assumptions Used to Determine Total Pension Liability - The June 30,
2019 valuation was rolled forward to determine the June 30, 2020 total pension liability using
standard update procedures, based on the following actuarial methods and assumptions:
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Actuarial Cost Method Entry-Age Normal in accordance with the requirement of
GASB 68
Actuarial Assumptions:
Discount Rate 7.15%
Inflation 2.50%
Projected Salary Increase Varies by entry age and service
Mortality Rate Table (1) Derived using CalPERS' Membership Data for all Funds

Post Retrement Benefit Increase ~ The lesser of contract COLA or 2.50% until Purchasing
Power Protection Allowance floor on purchasing power
applies, 2.50% thereafter

(1) The mortality table used was developed based on CalPERS' specific data. The probabilities of
mortality are based on the 2017 CalPERS Experience Study for the period from 1997 to 2015. Pre-
retirement and Post-retirement mortality rates include 15 years of projected mortality improvement using
90% of Scale MP-2016 published by the Society of Actuaries. For more details on this table, please
refer to the CalPERS Experience Study and Review of Actuarial Assumptions report from December
2017 that can be found on the CalPERS website.

Long-term Expected Rate of Return — The long-term expected rate of return on pension plan
investments was determined using a building-block method in which expected future real rates of
return (expected returns, net of pension plan investment expense and inflation) are developed for
each major asset class.

In determining the long-term expected rate of return, CalPERS took into account both short-term
and long-term market return expectations as well as the expected pension fund cash flows. Using
historical returns of all the funds’ asset classes, expected compound (geometric) returns were
calculated over the short-term (first 10 years) and the long-term (11+ years) using a building-block
approach. Using the expected nominal returns for both short-term and long-term, the present value
of benefits was calculated for each fund. The expected rate of return was set by calculating the
rounded single equivalent expected return that arrived at the same present value of benefits for cash
flows as the one calculated using both short-term and long-term returns. The expected rate of return
was then set equal to the single equivalent rate calculated above and adjusted to account for
assumed administrative expenses.

The expected real rates of return by asset class are as followed:
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Current
Target Real Return Real Return
Asset Class (1) Allocation Years 1- 10 (2) Years 11+ (3)
Global Equity 50.00% 4.80% 5.98%
Fixed Income 28.00% 1.00% 2.62%
Inflation Assets 0.00% 0.77% 1.81%
Private Equity 8.00% 6.30% 7.23%
Real Assets 13.00% 3.75% 4.93%
Liquidity 1.00% 0.00% -0.92%

(1) In the System's CAFR, Fixed Income is included in Global Debt Securities; Liquidity is included in
Short-term Investements; Inflation Assets are included in both Global Equity Securities and Global Debt
Securities.

(2) An expected inflation of 2.0% used for this period.

(3) An expected inflation of 2.92% used for this period.

Discount Rate — The discount rate used to measure the total pension liability was 7.15%. The
projection of cash flows used to determine the discount rate assumed that contributions from plan
members will be made at the current member contribution rates and that contributions from
employers will be made at statutorily required rates, actuarially determined. Based on those
assumptions, the Plan’s fiduciary net position was projected to be available to make all projected
future beneftis payments of current plan members. Therefore, the long-term expected rate of return
on plan investments was applied to all periods of projected benefit payments to determine the total
pension liability.

Subsequent Events — There was no subsequent events that would materially affect the results
presented in this disclosure.

Sensitivity of the Net Pension Liability to Changes in the Discount Rate — The following presents
the net pension liability of the Plan, calculated using the discount rate, as well as what the net
pension liability would be if it were calculated using a discount rate that is 1 percentage-point lower
or 1 percentage-point higher than the current rate:

1% Lower 6.15%
Proportionate share of the net pension liability $ 6,400,456
Current Discount Rate 7.15%
Proportionate share of the net pension liability $ 4,100,591
1% Higher 8.15%
Proportionate share of the net pension liability $ 2,216,260

Pension Plan Fiduciary Net Position — Detailed information about each pension plan’s fiduciary
net position is available in the separately issued CalPERS financial reports.
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(c) Payable to the Pension Plan

At June 30, 2021, the Utility Authority had no outstanding amount of contributions to the pension
plan required for the year ended June 30, 2021.

OPEB Plan

(a) General Information about the OPEB Plan:
Plan Description

The City has established an agent multiple-employer Defined Benefit Postemployment Healthcare
Plan (OPEB) that provides post-retirement medical benefits to retirees through the California Public
Employees Medical and Hospital Care Act (PEMCHA) and managed through the California Retiree
Benefit Trust (CEBRT). The plan provides healthcare benefits to eligible retirees and their
dependents. Benefit provisions are established and may be amended through agreements and
memorandums of understanding between the City, its management employees, and unions
representing City employees. The City contributes the PEMHCA minimum for eligible retirees and
surviving spouses. For the purpose of this Utility Authority report, the Plan is considered a cost-
sharing multiple-employer defined benefit plan.

Employees Covered

As of the June 30, 2020 measurement date, the following current and former employees were
covered by the benefit terms under the plan:

Inactive employees or beneficiaries currently receiving benefits 83

Inactive employees or beneficiaries entitled to but not yet

receiving benefits 146

Active employees 296
Total 525

Contributions

There is no statutory requirement to pay the more than the PEMHCA minimum for eligible retirees
and surviving spouses. The Utility Authority has currently chosen to contribution 100% of the
actuarially determined contribution. For the period ended June 30, 2021, the Utility Authority’s
cash contribution to the Plan was $48,745.

(b) Net OPEB Liability, OPEB Expense, and Deferred Outflows and Inflows of Resources
Related to OPEB:

As of June 30, 2021, the Utility Authority reported net OPEB liability of $284,112 for its
proportionate shares of the net OPEB liability. The Utility Authority’s net OPEB liability is
measured as the proportionate share of the net OPEB liability. The Utility Authority’s proportion
of the net OPEB liability was based on OPEB contribution made by the Utility Authority relative to
OPEB contribution made by all participating employers.
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The Utility Authority’s proportionate share of the net OPEB liability for its Plan as of June 30,
2020 measurement date was as follows:

Proportionate Share of Net
OPEB Liability

Measurement Date Amount %
Proportion - June 30, 2019 $ 282,098 6.46%
Proportion - June 30, 2020 284,112 6.46%
Change - Increase (Deccrease) $ 2,014 0.00%

For the year ended June 30, 2021, the Utility Authority recognized OPEB expense of $254,878.

At June 30, 2021, the Utility Authority reported deferred outflows of resources and deferred
inflows of resources related to OPEB from the following sources:

Deferred Deferred

Outflows of Inflows of

Resources Resources

OPEB contributions subsequent to measurement date $ 48,745 $ -
Differences between expected and actual experience - 7,375
Changes in assumptions 11,316 27,691

Net difference between projected and actual earnings on

OPEB plan investments 4,240 -

Total $ 64,301 $ 35,066

The Utility Authority recognized $48,745 as deferred outflows of resources related to contributions
subsequent to the measurement date, which will be recognized as a reduction of the net OPEB
liability in the year ending June 30, 2022. Other amounts reported as deferred outflows of resources
and deferred inflows of resources related to OPEB will be recognized as OPEB expense as follows:

Deferred Outflows/
Year Ended (Inflows) of
June 30 Resources
2022 $ (2,710)
2023 (2,516)
2024 (2,370)
2025 (2,529)
2026 (3,592)
Thereafter (5,793)
Total $ (19,510)
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The Utility Authority’s net OPEB liability was measured as of June 30, 2020 and the total OPEB
liability used to calculate the net OPEB liability was determined by an actuarial valuation dated
June 30, 2020. A summary of the principal assumptions and methods used to determine the total

OPEB liability is shown below.

Actuarial Assumptions

The total OPEB liability in the June 30, 2020 actuarial valuation was determined using the
following actuarial assumptions, applied to all periods included in the measurement, unless

otherwise specified:

Valuation Date
Measurement Date
Contribution Policy

Actuarial Assumptions:
Discount Rate and Long term
expected rate of return on assets

General Inflation

Mortality, Retirement, Disability,
Termination

Mortality Improvement

Salary Increase

Medical Trend

PEMHCA Minimum Increases
Increase on $200 Cap

Healthcare Participation for Future
Retirees

6/30/2020

6/30/2020

City contributes full Actuarially Determined
Contribution

6.75%

2.75%

Derived from CalPERS 1997-2015
Experience Study

Post-retirement mortality projected fully
generational with Scale MP-2018

Aggreate 3% annually, Merit - CalPERS 1997
2015 Experience Study

Non-Medicare 7% & Medicare 6.1% for
2022, decreasing to an ultimate rate of 4% in
2076

4.25% annually

0%

50%

The actuarial assumptions used in the June 30, 2020 valuation were based on a standard set of
assumptions the actuary has used for similar valuations, modified as appropriate for the City.
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UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Notes to Financial Statements (Continued)
Year Ended June 30, 2021

The long-term expected rate of return was determined using a building-block method in which best-
estimate ranges of expected future real rates of return (expected returns, net of OPEB plan
investment expense and inflation) are developed for each major asset class. These ranges are
combined to produce the long-term expected rate of return by weighing the expected future real
rates of return by the target asset allocation percentage and by adding expected inflation. Best
estimates of arithmetic real rates of return for each major asset class included in the OPEB plan’s
target asset allocation are summarized in the following table:

Target
Allocation
CERBT- Expected Real
Asset Class Strategy 1 * Rate of Return
CERBT Strategy 1
Global Equities 59.00% 4.82%
Fixed Income 25.00% 1.47%
TIPS 5.00% 1.29%
Commodities 3.00% 0.84%
REITs 8.00% 3.76%
Total 100.00%

* Policy target effective on October 1, 2018.

Discount Rate

The discount rate used to measure the total OPEB liability was 6.75%. The projection of cash flows
used to determine the discount rate assumed that Utility Authority’s contributions will be made at
rates equal to the actuarially determined contribution rates. Based on those assumptions, the OPEB
fiduciary net position was projected to be available to make all projected OPEB payments for
current active and inactive employees and beneficiaries. Therefore, the long-term expected rate of
return on OPEB plan investments was applied to all periods of projected benefit payments to
determine the total OPEB liability.

Change of Discount Rate

There were no changes of discount rate.

Change of Assumptions

There were no changes of assumptions.

Change of Benefit Terms

There were no changes of benefit terms.
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UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Notes to Financial Statements (Continued)
Year Ended June 30, 2021

Subsequent Events

There were no subsequent events that would materially affect the results presented in this
disclosure.

Sensitivity of the Net OPEB Liability to Changes in the Discount Rate

The following presents the net OPEB liability of the Utility Authority, as well as what the Utility
Authority’s net OPEB liability would be if it were calculated using a discount rate that is 1-
percentage point lower (5.75%) or 1-percentage point higher (7.75%) than the current discount rate.

Current
Discount Rate - Discount Rate Discount Rate
Plan 1% (5.75%) (6.75%) + 1% (7.75%)
Net OPEB Liability $ 350,014 $ 284,112 $ 229,707

Sensitivity of the Net OPEB Liability to Changes in Health-Care Cost Trend Rates

The following presents the net OPEB liability of the City, as well as what the City’s net OPEB
liability would be if it were calculated using healthcare cost trend rates that are 1-percentage point
lower or 1-percentage point higher than the current healthcare cost trend rates:

Trend Rate
Plan 1% Decrease Current Trend Increase
Net OPEB Liability $ 224,008 $ 284,112 $ 358,353

Payable to the OPEB Plan:

At June 30, 2021, the Utility Authority had no outstanding amount of contributions to the OPEB
plan required for the year ended June 30, 2021.

Related Party Transactions

For the fiscal year ended June 30, 2021, and in accordance with the management agreements
between the City and the Utility Authority, the Utility Authority reimbursed the City $3,353,893 for
wages and benefits, including compensated absences, pension, and other postemployment benefits,
for services provided by City employees for the activities of the Utility Authority.
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UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Notes to Financial Statements (Continued)
Year Ended June 30, 2021

(10) Restatement of Prior Year Financial Statements

During the fiscal year ended June 30, 2021, the Utility Authority determined that net OPEB liability
should be allocated to certain enterprise funds. The Utility Authority made prior period adjustments
to the beginning net position to reflect the beginning balances of net OPEB liability.

Water Fund Sewer Fund
Net position, June 30, 2020 $ 17,978,690 $ 1,813,550
Net OPEB liability adjustments (214,886) (56,554)
Net position, July 1, 2020 as restated $ 17,763,804 $ 1,756,996
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UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Cost Sharing Defined Benefit Pension Plans
Schedule of the Utility Authority’s Proportionate Share of the Net Pension Liability
Last 10 Years

Measurement Period FY 2019-20 FY 2018-19 FY 2017-18 FY 2016-17 FY 2015-16 FY 2014-15 FY 2013-14

Proportion of the net pension
liability 12.99% 12.58% 12.42% 12.39% 11.92% 11.81% 11.67%

Proportionate share of the net
pension liability $ 4,100,591 $ 3,569,141 $ 3,410,288 $ 3,451,749 $ 2,795,731 $ 2,057,618 $ 1,634,398

Covered payroll $ 1,763,750 $ 1,720,897 $ 1,738,766  $ 1,794,148 § 1,603,447 $ 1,449,167 § 1455451
Proportionate share of the net

pension liability as percentage of

covered payroll 232.49% 207.40% 196.13% 192.39% 174.36% 141.99% 112.29%
Proportionate share of the

Fiduciary net position as a

percentage of the total pension
liability 75.30% 76.65% 76.37% 74.97% 76.48% 81.56% 84.57%

Notes to Schedule:

Benefit Changes:

The figures above do not include any liability impact that may have resulted from plan changes which occurred after
the June 30, 2017 valuation date. This applies for voluntary benefit changes as well as any offers of Two Years
Additional Service Credit.

Changes of Assumptions:

None in 2020 and 2019. In 2018, demographic assumptions and inflation rate were changed in accordance to the
CalPERS Experience Study and Review of Actuarial Assumptions December 2017. There were no changes in the
discount rate. In 2017, the discount rate was reduced from 7.65 percent to 7.15 percent. In 2016, there were no
changes. In 2015, amounts reported reflect an adjustment of the discount rate from 7.5 percent (net of administrative
expense) to 7.65 percent (without a reduction for pension plan administrative expense.) In 2014, amounts reported
were based on the 7.5 percent discount rate.

(1) Additional years will be presented as they become available.
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UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Cost Sharing Defined Benefit Pension Plans
Schedule of Contribution

Last 10 Years ¥

FY 2020-21 FY 2019-20 FY 2018-19 FY 2017-18 FY 2016-17 FY 2015-16
Actuarially determined
contribution $ 552,212 $ 475317 $ 380,753 $ 310461 $ 260,769 $ 227,088
Contributions in relation to the
actuarially determined
contributions (552,212) (475,317) (380,753) (310,461) (260,769) (227,088)
Contribution deficiency (excess) $ - $ - $ - $ - $ - $ -
Covered payroll $ 1,879,563 $ 1,763,750 $ 1,720,897 $ 1,738,766 $ 1,794,148 $ 1,603,447
Contributions as a percentage of
covered payroll 29.38% 26.95% 22.13% 17.86% 14.53% 14.16%
Notes to Schedule
Valuation date: 6/30/2018 6/30/2017 6/30/2016 6/30/2015 6/30/2014 6/30/2013
Methods and assumptions used to determine contribution rates:
Actuarial cost method Entry age Entry age Entry age normal Entry age Entry age Entry age
normal cost normal cost cost method normal cost normal cost normal cost
method method method method method
Amortization method/period 2) 2) 2) 2) 2) ?2)
Asset valuation method Fair value Fair value Fair value method Fair value Fair value Fair value
method method method method method
Inflation 2.500% 2.625% 2.750% 2.750% 2.750% 2.750%
Salary increases Varies by Varies by Varies by entry Varies by Varies by Varies by
entry age and entry age and age and service entry age and entry age and entry age and
service service service service service
Payroll growth 2.750% 2.875% 3.000% 3.000% 3.000% 3.000%
Investment rate of return 7.000% 7.250% 7.375% 7.50% 7.50% 7.50%
Post-Retirement Mortality 3) 3) 3) 3) 3) 3)

(1) Additional years will be presented as they become available.

(2) Commencing with the June 30, 2013 valuation, all new gains or losses are tracked and amortized over a
fixed 30-year period with a 5 year ramp up at the beginning and a 5 year ramp down at the end of the
amortization period. All changes in liability due to plan amendments are amortized over a 20-year period with
no ramp. Changes in actuarial assumptions, or changes in actuarial methodology are amortized over a 20-year
period with a 5 year ramp up at the beginning and a 5 year ramp down at the end of the amortization period.
Changes in unfunded accrued liability due to a Golden Handshake will be amortized over a period of 5 years.

(3) The post-retirement mortality rates include 20 years of projected on-going mortality improvement using

Scale BB published by the Society of Actuaries.
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UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Cost Sharing Defined Benefit Postemployment Healthcare Plan

Schedule of the Utility Authority’s Proportionate Share of the Net OPEB Liability
Last 10 Years @

Measurement Period

Proportion of the net OPEB

liability

Proportionate share of the net
OPEB liability

Covered payroll

Proportionate share of the net
OPEB liability as percentage of
covered payroll

Proportionate share of the
Fiduciary net position as a
percentage of the total OPEB

liability

Notes to Schedule:

Benefit Changes:

There were no changes in benefits.

Changes of Assumptions: Measurement Period FY 19-20

FY 2019-20 FY 2018-19 FY 2017-18 FY 2016-17
6.461% 6.460% 6.014% 5.745%

$ 284,112 $ 282,098 $ 270,785 $ 307,317
$ 1,763,750 $ 1,643,499 $ 1,696,611 $ 1,562,002
16.11% 17.16% 15.96% 19.67%
41.80% 37.74% 31.63% 22.32%

- Decreased medical trend rate for Kaiser Senior Advantage plans
- Mortality improvement scale was updated to Scale MP-2020
-10% of the pre 1986 hires are assumed to be Non-Medicare eligible

-PPACA Excise tax repealed

(1) Additional years will be presented as they become available.



UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA

Cost Sharing Defined Benefit Postemployment Healthcare Plan
Schedule of Contribution
Last 10 Years

FY 2020-21 FY 2019-20 FY 2018-19 FY 2017-18
Actuarially determined contribution $ 51,271 $ 104,200 $ 40,723 $ 44,263
Contributions in relation to the
actuarially determined contributions (48,745) (42,563) (39,042) (43,664)
Contribution deficiency (excess) $ 2,526 $ 61,637 $ 1,681 $ 599
Covered employee payroll $ 1,879,563 $ 1,763,750 $ 1,643,499 $ 1,696,611
Contributions as a percentage of covered
employee payroll 2.59% 2.41% 2.38% 2.57%
Notes to Schedule
Valuation date: 6/30/2020 6/30/2018 6/30/2018 6/30/2016
Methods and assumptions used to determine contribution rates:
Actuarial cost method Entry age level  Entry age level Entry age level Entry age level
percentage of percentage of percentage of percentage of
payroll payroll payroll payroll

Level percent
of pay
Market value,
no smoothing

Amortization method/period

Asset valuation method

Inflation 2.75%
Salary increases 3.00% per
annum, in
aggregate
Investment rate of return 6.75%
Healthcare cost trend rates 3)
Mortality CalPERS 1997-
2015
Experience
Study

Level percent
of pay
Market value,
no smoothing
2.75%
3.00% per
annum, in
aggregate
6.75%

2
CalPERS 1997-
2015
Experience
Study

(1) Additional years will be presented as they become available.

Level percent
of pay
Market value,
no smoothing
2.75%
3.00% per
annum, in
aggregate
6.75%

)
CalPERS 1997-
2015
Experience
Study

Level percent
of pay
Market value,
no smoothing
2.75%
3.00% per
annum, in
aggregate
6.75%

)
CalPERS 1997-
2011
Experience
Study

(2) Non-Medicare — 7.5% for 2020, decreasing to an ultimate rate of 4.0% in 2076; Medicare — 6.5% for 2020,

decreasing to an ultimate rate of 4.0% in 2076.

(3) Non-Medicare — 7% for 2022, decreasing to an ultimate rate of 4.0% in 2076; Medicare (Non-Kaiser) —
6.1% for 2022, decreasing to an ultimate rate of 4.0% in 2076; Medicare (Kaiser) — 5% for 2022, decreasing to

an ultimate rate of 4% in 2076.
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UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Combining Statement of Net Position
June 30, 2021

Water Sewer Total
Assets:
Current assets:
Equity in City's investment pool $ 11,383,072 $ 2,342,521  $ 13,725,593
Accounts receivable, net 2,513,627 383,013 2,896,640
Interest receivable 20,293 4,661 24,954
Inventory 107,706 - 107,706
Total current assets 14,024,698 2,730,195 16,754,893
Noncurrent assets:
Cash and investments with fiscal agents 1,778 - 1,778
Water rights stock 17,713,917 - 17,713,917
Capital assets:
Not being depreciated 82,734 - 82,734
Being depreciated, net 34,182,858 4,519,080 38,701,938
Total noncurrent assets 51,981,287 4,519,080 56,500,367
Total assets 66,005,985 7,249,275 73,255,260
Deferred outflows of resources:
Unamortized loss on refunding of debt 733,652 - 733,652
Deferred amount from pension plans 580,880 177,672 758,552
Deferred amount from OPEB plan 50,904 13,397 64,301
Total deferred outflows of resources 1,365,436 191,069 1,556,505
Liabilities:
Current liabilities:
Accounts payable 2,385,874 104,882 2,490,756
Accrued liabilities 76,200 23,760 99,960
Accrued interest 227,807 - 227,807
Deposits payable 245,888 - 245,888
Current portion of capital leases 412,930 229,535 642,465
Current portion of water revenue bonds 910,000 - 910,000
Current portion of compensated absences 11,090 21,322 32,412
Total current liabilities 4,269,789 379,499 4,649,288
Noncurrent liabilities:
Capital leases, net of current portion 2,467,389 1,371,547 3,838,936
Water revenue bonds, net of current portion 32,619,849 - 32,619,849
Compensated absences, net of current portion 114,518 49,752 164,270
Net OPEB liability 224,918 59,194 284,112
Net pension liability 2,996,929 1,103,662 4,100,591
Deferred rent 4,816,624 2,709,941 7,526,565
Total noncurrent liabilities 43,240,227 5,294,096 48,534,323
Total liabilities 47,510,016 5,673,595 53,183,611
Deferred inflows of resources:
Deferred amount from pension plans 1,566 479 2,045
Deferred amount from OPEB plan 27,760 7,306 35,066
Total deferred inflows of resources 29,326 7,785 37,111
Net position:
Net investment in capital assets 10,522,635 2,917,998 13,440,633
Unrestricted 9,309,444 (1,159,034) 8,150,410
Total net position $ 19,832,079 $ 1,758,964 $ 21,591,043
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UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Combining Statement of Revenues, Expenses, and Changes in Net Position
For the Year Ended June 30, 2021

Water Sewer Total
Operating revenues:
Water sales $ 18,490,720 $ - $ 18,490,720
Charges for services 13,734 2,727,785 2,741,519
Other 134,889 - 134,889
Total operating revenues 18,639,343 2,727,785 21,367,128
Operating expenses:
Water and materials 6,078,434 - 6,078,434
Contractual services 1,085,330 207,496 1,292,826
Wages and fringe benefits 2,543,568 810,325 3,353,893
Equipment and maintenance 1,129,694 154,866 1,284,560
Materials and supplies 257,886 32,957 290,843
Utilities 421,494 - 421,494
Depreciation 1,204,891 208,688 1,413,579
Administration 1,904,177 822,818 2,726,995
Total operating expenses 14,625,474 2,237,150 16,862,624
Operating income (loss) 4,013,869 490,635 4,504,504
Nonoperating revenues (expenses):
Investment income 95,941 24,552 120,493
Interest expense (1,988,587) (393,381) (2,381,968)
Gain on sale of investments (66,778) (18,508) (85,286)
Transfer to (from) the City of La Habra (71,250) (16,250) (87,500)
Total nonoperating
revenues (expenses) (2,030,674) (403,587) (2,434,261)
Income (loss) before transfers 1,983,195 87,048 2,070,243
Transfers in 85,080 - 85,080
Transfers out - (85,080) (85,080)
Change in net position 2,068,275 1,968 2,070,243
Net position, beginning of year, as previously reported 17,978,690 1,813,550 19,792,240
Prior period adjustments (214,886) (56,554) (271,440)
Net position, beginning of year, as restated 17,763,804 1,756,996 19,520,800
Net position, end of year $ 19,832,079 $ 1,758,964  $ 21,591,043
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UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Combining Statement of Cash Flows
For the Year Ended June 30, 2021

Cash flows from operating activities:
Receipts from customers and users
Payments to suppliers
Payments to City of La Habra for operating leases
Payments for employees' salaries and benefits

Net cash provided by operating activities

Cash flows from
noncapital financing activities:
Transfers from other fund
Transfers to other fund
Transfers to City of La Habra
Receipts of repayment from City of La Habra

Net cash provided by
noncapital financing activities

Cash flows from capital
and related financing activities:
Acquisition of capital assets
Principal payments on capital leases
Principal payments on bonds
Interest paid on bonds and capital leases

Net cash used in
capital and related financing activities

Cash flows from investing activities:
Sales of investment
Investment income

Net cash provided by
investing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Cash and cash equivalents:
Cash and investments
Cash and investments with fiscal agents
Total cash and cash equivalents
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Water Sewer Total
$ 18,326,014 $ 2,679,003 $ 21,005,017
(9,446,999) (765,868) (10,212,867)
(232,867) (126,255) (359,122)
(2,459,361) (775,213) (3,234,574)
6,186,787 1,011,667 7,198,454
85,080 - 85,080
- (85,080) (85,080)
(71,250) (16,250) (87,500)
532,864 228,370 761,234
546,694 127,040 673,734
(82,763) - (82,763)
(389,557) (216,543) (606,100)
(875,000) - (875,000)
(2,126,244) (393,380) (2,519,624)
(3,473,564) (609,923) (4,083,487)
(66,778) (18,508) (85,286)
86,624 21,207 107,831
19,846 2,699 22,545
3,279,763 531,483 3,811,246
8,105,087 1,811,038 9,916,125
$ 11,384,850 $ 2,342,521 $ 13,727,371
$ 11,383,072 $ 2,342,521 $ 13,725,593
1,778 - 1,778
$ 11,384,850 $ 2,342,521 $ 13,727,371

(Continued)



UTILITY AUTHORITY OF THE CITY OF LA HABRA, CALIFORNIA
Combining Statement of Cash Flows (Continued)
For the Year Ended June 30, 2021

Water Sewer Total

Reconciliation of operating income to
net cash provided by operating activities:
Operating income (loss) $ 4,013,869 $ 490,635 $ 4,504,504

Adjustments to reconcile operating income (loss)
to net cash provided by operating activities:
Depreciation expense 1,204,891 208,688 1,413,579
Change in assets, deferred inflows of resources, liabilities,
and deferred outflows of resources:

(Increase) decrease in accounts receivables (289,829) (48,782) (338,611)
(Increase) decrease in inventory 142,710 - 142,710
Increase (decrease) in accounts payable 636,113 90,290 726,403
Increase (decrease) in accrued liabilities 15,810 3,810 19,620
Increase (decrease) in deposits payable (23,500) - (23,500)
Increase (decrease) in compensated absences (18,846) 5,250 (13,596)
Increase (decrease) in deferred rent 418,326 235,724 654,050
Increase (decrease) in pension liability, OPEB, and
related deferred inflows and outflows of resources 87,243 26,052 113,295
Total adjustments 2,172,918 521,032 2,693,950
Net cash provided by operating activities $ 6,186,787 $ 1011667 $ 7,198,454

Noncash Capital and Related Financing Transactions
Amortization of unamortized loss on refunding of debt $ 27,477 - $ 27,477
Amortization of bond premium (159,652) - (159,652)
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INDEPENDENT AUDITORS’ 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

Board of Directors
of the Utility Authority of the City of La Habra
La Habra, 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 Utility Authority
of the City of La Habra (the Ultility Authority), a component unit of the City of La Habra (the City), as of
and for the year ended June 30, 2021, and the related notes to the financial statements, which
collectively comprise Utility Authority’s basic financial statements, and have issued our report thereon
dated March 22, 2022.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Utility Authority's
internal control over financial reporting (internal control) as a basis for designing audit procedures that
are appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of Utility Authority’s
internal control. Accordingly, we do not express an opinion on the effectiveness of Utility Authority’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 and therefore, material weaknesses or significant deficiencies
may exist that have not been identified. We did identify a certain deficiency in internal control, described
in the accompanying schedule of finding and response as item 2021-001 that we consider to be a
material weakness.

A membe_r of
@ Nexia
International
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Board of Directors
Utility Authority of the City of La Habra

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Utility Authority'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 financial statements. 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.

Utility Authority’s Response to the Finding

The Utility Authority’s response to the finding identified in our audit is described in the accompanying
schedule of finding and response. The Ultility Authority’s response was not subjected to the auditing
procedures applied in the audit of the financial statements and, accordingly, we express no opinion on
it.

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 Utility Authority’s internal control
and compliance. Accordingly, this communication is not suitable for any other purpose.

Wmﬁ@c L7

CliftonLarsonAllen LLP

Irvine, California
March 22, 2022
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Utility Authority of the City of La Habra
Schedule of Finding and Response
June 30, 2021

Finding 2021-001

Condition: The City of La Habra’s other post-employment benefit (OPEB) plan covers all employees,
including enterprise fund employees, who are eligible for benefits if they meet certain requirements.
The Utility Authority, as well as other City enterprise funds, pays for a portion of the OPEB plan
contributions.

Criteria or specific requirement. The net OPEB liability is actuarially determined and should be
allocated to the enterprise funds since Utility Authority and other enterprise fund employees receive a
portion of the plan benefits.

Effect: A restatement of the prior period was made to record the effects of allocating the net OPEB
liability to the Utility Authority and other City enterprise funds, as the amounts were material to the
Utility Authority and other City enterprise funds.

Cause: When the GASB 75, Accounting and Financial Reporting for Postemployment Benefits Other
than Pension (OPEB), was implemented in the fiscal year 2017-18, the City reviewed the OPEB plan
and only focused on the direct benefit payments to retirees, which were funded by the general fund. As
a result, the City inadvertently failed to consider contributions to the OPEB Section 115 Trust. These
contributions were funded by various City funds including enterprise funds. Therefore, the amounts
related to the OPEB liability should be allocated to the enterprise funds accordingly.

Repeat Finding: This is not a repeat finding.

Recommendation: We recommend the City implement procedures to properly allocate the amounts
related to the OPEB plan each fiscal year to the Utility Authority and other City enterprise funds

View of responsible officials and planned corrective actions: The City agrees with the auditor’s

recommendation and will implement procedures to allocate the amounts relating to the OPEB plan
each fiscal year to the enterprise funds.
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