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ALAMEDA COUNTY FLOGCD CONTROL AND WATER CONSERVATION DISTRICT. ZOMNE 7
100 NORTH CANYONS PARKWAY, LIVERMORE, CA 84551-2486 « PHONE (925) 454-5000

December 6, 2016
To the Board of Directors:
The Comprehensive Annual Financial Report for the Zone 7 Water Agency

We are pleased to present the Comprehensive Annual Financial Report (“CAFR”) of the Alameda County
Flood Control and Water Conservation District, Zone 7, California (Agency), for the fiscal year ended
June 30, 2016.

The Comprehensive Annual Financial Report is prepared in accordance with Generally Accepted
Accounting Principles in the United States of America (GAAP) as promulgated by the Governmental
Accounting Standards Board (GASB).

The intended purpose of the financial report is to provide the Board of Directors, the customers of the
Agency, and other interested parties with reliable information on the finances of the Agency.
Management assumes full responsibility for the completeness and reliability of the information contained
in this report, based upon a comprehensive internal control framework it established for this purpose.
Because the cost of internal control should not surpass its benefits, the objective is to provide reasonable
rather than absolute assurance that the financial statements are free of material misstatements.

Maze & Associates, a firm of licensed certified public accountants, have issued an unmodified (*‘clean”)
opinion on the Agency financial statements for the year ended June 30, 2016. The purpose of the
independent audit was to provide reasonable assurance that the financial statements for the fiscal year
ended June 30, 2016, are free of material misstatement. The independent auditor’s report is located at the
front of the financial section of this report.

Management’s discussion and analysis (“MD&A”) immediately follows the independent auditor’s report
and provides a narrative introduction, overview, and analysis of the basic financial statements. This
transmittal letter is designed to complement and be read in conjunction with the MD &A.

The Comprehensive Annual Financial Report (“CAFR”) follows the guidelines recommended by the
Government Finance Officers Association of the United States and Canada (“GFOA”) and the Agency is
submitting this CAFR to GFOA for review and certification.

Agency Profile

Zone 7 Water Agency is a dependent special district established under the Alameda County Flood Control
and Water Conservation District Act. The Act (Chapter 55 of the California Water Code Appendix) was
passed by the State Legislature in 1949. Zone 7 was established by a vote of the residents of the



Livermore-Amador Valley area in 1957, with its own independently-elected board to provide local
control of integrated water resources. The Agency’s Administrative Office is located in the City of
Livermore in Alameda County. Livermore was founded in 1869 and is one of California’s oldest wine
regions. The Agency currently serves a population of approximately 240,000 people and it is responsible
for providing wholesale treated (drinking) and untreated (agricultural) water, flood control and
groundwater management throughout eastern Alameda County.

The Agency provides wholesale potable (treated) water to retail water suppliers, untreated irrigation
water, and flood protection services. Its territory includes 425 square miles of eastern Alameda County.
The Agency has broad power to finance, construct and operate a system for the transportation, storage,
treatment and distribution of water.

. Lake Oroville Reservoir
The Agency imports water to the Valley — p—

from the State Water Project (SWP), . g
operated by the Department of Water T
Resources (“DWR”) of the State of
California. The State issued bonds to
finance the SWP. Zone 7 is one of 29
water contractors who share the cost of the
debt service for the SWP bonds.

The Agency’s four retail water customers
are: the City of Livermore, the City of
Pleasanton, Dublin-San Ramon Services
District (DSRSD) and California Water
Service Company — Livermore District.
These retailers distribute the water to municipal and industrial customers in Dublin, Livermore,
Pleasanton, and through special agreement with Dublin-San Ramon Services District, the Dougherty
Valley portion of San Ramon.

History and Services

Since long before the Zone 7 Water Agency was created, the critical issues of water supply, water quality
and flood protection have shaped the region’s ability to prosper. Although the Tri-Valley was far less
populated during the first half of the 20th Century than it is today, a declining groundwater table and
periods of drought in that period had local farmers, vintners and residents alike worried about their
livelihoods, according to reports published in 1948. There was frequent flooding, particularly in northern
Pleasanton, where Hacienda Business Park is now located.

The Agency was established in 1957 by local voters demanding local control over local water-resource
planning, flood protection and financing. Zone 7 has taken the Tri-Valley a long way to resolving many
of its most pressing water-supply, water-quality and flood-protection problems. The locally-elected,
seven-member Board of Directors has continually formulated and implemented needed programs for
flood protection and water-resource management, incorporating recreational and environmental benefits
where feasible. Many issues have persisted over the decades, and their implications on local land use,
local control and local financing continue to surface. Indeed, challenges continue as the agency works to
improve water reliability and quality, along with flood protection, in the most economical and



environmentally sound ways possible, and to accommodate new development being approved by Tri-
Valley cities at no cost or harm to existing residents.

Since its formation, the Agency has continued to take steps to expand its level of local control and
autonomy. Most recently, in 2003, state legislation granted the Agency more authority over issues and
projects of exclusive interest to the Agency, allowing the Board to improve economic efficiencies and
reduce administrative duplication with the county.

Local control has allowed the Agency to develop master plans that sustainably integrate and optimize
water supply reliability, water quality, flood management and environmental stewardship. Meanwhile,
the Agency has participated with other water, recycled water, sewer and storm water utilities in the Tri-
Valley to explore potential opportunities to pool services/equipment for increased efficiency.

Zone 7’s Service Area

The Agency supplies treated drinking water to retailers serving approximately 240,000 people and
businesses in Pleasanton, Livermore, Dublin, and through special agreement with the Dublin San Ramon
Services District, the Dougherty Valley area in San Ramon. The Agency also supplies untreated
irrigation water to local vineyards, farms and golf courses, and provides both flood protection and
groundwater management to all of eastern Alameda County. Below is an overview of Zone 7’s service

area,
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Mission

Zone 7 Water Agency is committed to providing a reliable supply of high-quality water and an effective
flood-control system to the Livermore — Amador Valley. In fulfilling our present and future
commitments to the community, we will develop and manage our water resources in a fiscally
responsible, inmovative, proactive, and environmentally sensitive way.

Vision
To be recognized as the platinum standard water and flood control district in which to live, work and do

business by enhancing the quality of life, economic vitality and environmental health of the communities
We Serve.

Values

e Open and Transparent - The Board’s meetings and communications shall be open and public,
except when the Brown Act authorizes otherwise.

e  Customer Service - Our commitment to the community requires prompt, respectful and courteous
relations with our customers, both internal and external, as well as pursuing community
partoerships and collaboration with other area public agencies when beneficial to the public.

o Integrity - We practice the highest ethical standards and maintain open, honest communications
at all levels of the organization at all times.

o  Fiscally Responsible - We will operate in a productive, cost effective, transparent and efficient
manner to ensure sound financial stability.

o Environmentally Sensitive - In carrying out our mission, we are dedicated to preserving and
enhancing the environment while complying with regulations.

o Innovative/Proactive - We encourage innovation, creativity and ingenuity, seeking constant.
improvement and keeping up with the latest economical technologies and management practices.

o Safety - We are committed to public and employee safety to maintain a healthy work
environment. We work safely and provide safe products and services.

e Employee Development - We foster a respect for diversity, equality, a spirit of performance-
based accountability and productivity along with personal and professional growth for all team
members so as to achieve excellence through the collective energy that comes from a work
environment where each employee can flourish and succeed to their highest potential.

Economic Condition and Fiscal Outlook

Despite receiving only 20 percent of its State Water Project contract amount for calendar year 2015, Zone
7 was able to again meet its demands and end the year with only a modest reduction in overall storage,
thanks to prudent management of supplies and to the community’s strong conservation efforts.
Coordinated water conservation outreach with retailers serving Tri-Valley communities helped the Valley
reduce 2015 treated water use by about 40 percent from 2013 levels, far exceeding the state requirements.
The community had already been well ahead of the curve on conservation in 2014 and, in 2015 when
mandatory state conservation went into effect, upped the ante and continued to be among the state’s
biggest water savers.



By April 2016, water supply conditions had vastly improved, leading Governor Jerry Brown to reassess
the declared conservation mandates and issue Executive Order B-37-216 giving local suppliers the
authority to set local conservation targets. For Calendar Year 2016, Zone 7 received a 60% allocation
from the State Water Project. While mandatory cutbacks were lifted, the financial impacts of the drought
still persist as a result of permanent changes in customer behavior.

The Agency’s service area has experienced modest recovery from the overall market crisis of FY 2008-
09. The Alameda County Assessor’s office reported a 7.08 percent increase above FY 2014-15°s
assessment roll for FY 2015-16. The net local roll, after all legal exemptions have been applied, totals
$235.8 billion. The primary reason for this year’s assessed value growth is attributed to the recovery in
real estate market values, and is the Iargest percentage increase within the past eight years. Properties that
were afforded reduced assessments in prior years due to market value declines continue to receive
increases in their assessed values due to rising market values. FY 2015-16 local assessment roll is 18.5
percent higher than FY 2008-09 local assessment roll of $207.2 billion!. The unemployment rate reported
through June 2016 for all of Alameda County is currently at 4.7 percent versus 5.7 percent for all of

California?,

All cities within the Agency service area continue to grow, with the cities of Livermore and San Ramon
supporting the largest overall populations. Zone 7 provides potable water through special agreement with
the Dublin San Ramon Services District, to the Dougherty Valley area in San Ramon. The cities of
Dublin and Livermore have grown the most over the period from 2015 to 2016, at the rate of 2.4 percent
and 2.0 percent respectively while the city of Pleasanton has grown 1.6 percent. The population growth
in Alameda County (1.1 percent) has outpaced the overall state growth of 0.9 percent over the same time

period>.

In 2015-16, the service area continued to experience improvement in the number of new home and
commercial permits being issued, such as the Jordan, Schafer, Heritage, Wallis, Dublin Ranch
developments in Dublin, Gale Ranch development in Dougherty Valley, Commons at Gateway, Civic
Gateway and Township Square Apartments in Pleasanton and Taylor and KB Homes in Livermore.

Other economic issues facing the Agency include the fiscal impacts of per capita water demands
decreasing while fixed costs remain high, declining reliability of the State Water Project resulting in
higher imported water purchase costs from other sources combined with the continued increasing need to
allocate funds to the Asset Management Program (AMP) for infrastructure maintenance and

improvements.

1 County of Alameda County Assessor’s Office FY 2015-16
2 US Department of Labor, Bureau of Labor Statistics, 2016
2 California Department of Finance, Demographic Research Unit, 2015/16 City Populations, E-1



Long-Term Financial Planning/Strategic Planning
Water Rates

The Agency’s largest revenue source is the sale of water, acting as a wholesaler for four water supply
retailers in Livermore, Pleasanton, Dublin and by a special agreement with the Dublin San Ramon
Services District, the Dougherty Valley area in San Ramon. Treated water sales for FY 2015-16 were
$27.5 million.

e For calendar year 2015, the Board adopted a 3 percent increase in the wholesale treated water rate,
relative to calendar year 2014.

e For calendar year 2016, the Board adopted a 13 percent increase plus a Temporary Conservation
surcharge of $0.57 per hundred cubic feet in the wholesale treated water rate. The Board also
approved the elimination of a four-tiered variable rate structure and approved a uniform or one-tiered
volume-based rate structure for treated water.

Strategic Planning

As part of the Agency’s strategic planning five general e

strategic planning priorities were identified. These hes prinee
priorities were developed to ensure all of the Agency’s
efforts are focused on fulfilling the mission of the agency,
and to further ensure the most immediate needs are
addressed in an efficient and cost-effective manner. The
five general priorities (listed below) include a number of
specific strategic planning sub-priorities and form the

basis for master plans, budgets, capital plans and other Habitatand
Env;:jonmgm

. Eroslon and
Sedimentation

angfPublic Education

resource allocation planning. ek RNt © Ny e

e Provide customers with a reliable, cost-effective and safe water supply.

e Provide Eastern Alameda County with an effective system of flood protection.
e Provide the Agency with effective organization, administration and governance.
e  Operate the Agency in a fiscally-responsible manner.

e Increase public understanding of the Agency and its functions.

Capital Improvement Program

The Capital Improvement Program (CIP) describes the capital investments the Agency intends to make
over a multi-year period. The CIP is the basis from which final capital budgeting decisions flow. The
Agency prepares a ten-year CIP for the Water System and a five-year CIP for the Flood Protection
System. The CIP is updated about every other year. The CIP document is presented to the Board for
acceptance and approval.

For the purpose of the CIP, capital outlay is distinguished from capital projects. Capital outlay includes
only those projects or equipment purchases between $5,000 and $50,000 and having more than one year
of useful life (see Note 1F). Capital outlay is funded through the operating budget.
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Busch Valley Well The FY 2015-16 ten-year CIP for the Water System includes a total of 94
capital projects with an estimated cost of over $546 million. The FY
2015-16 five-year CIP for the Flood Protection System includes a total of

Wt 27 capital projects with an estimated cost of over $56.3 million. The next
g ’ update is expected in FY 2017-18.

In 2010, staff re-evaluated the AMP and on June 15, 2011, the Board
adopted Resolution #11-4092 accepting the AMP update to sustain water
infrastructure and to establish the needed funding levels via a transfer
from the Water Enterprise Fund to the Renewal/Replacement & System-
‘ wide Improvements Fund. The AMP update identified short and long-
"% term renewal/improvement needs and the associated annual funding level
. necessary to implement these projects. The Board approved an annual
* funding level of $11.4 million (in 2011 dollars) with a six-year ramp up to
L this amount by FY 2016-17. The AMP is updated about every five years.

Significant Accomplishments
Water Supply, Reliability and Quality

Continued wise management of limited supplies: In 2015,
Zone 7 was able to meet all its retailers’ demands even
without state-mandated conservation, but urged the |
community to conserve at the state-required levels due to the
continuing’ drought. And the community responded;
coordinated water conservation outreach with retailers helped
residents and businesses reduce water use by roughly 40%
relative to 2013 levels, far exceeding state requirements.
Thanks largely to its out-of-valley banked drought supplies,
Zone 7 met demands and ended the year with an increase in L .
local groundwater storage and enough imported surface water to carry over approximately 13, 400 acre-
feet into 2016.

Agreements to bolster future reliability: Zone 7, and an expanding number of Bay Area partners
broadened efforts to develop solutions aimed at improving regional water supply reliability. Zone 7’s
Board approved an agreement involving dry-year water purchases from the Yuba County Water Agency,
and another with Contra Costa Water District that (subject to state approval) provides for an exchange of
up to 2,500 acre-feet of water on a one-year trial basis to boost reliability of Zone 7’s supply during
summer, when demands peak. On June 15, 2016, the Board adopted Resolution #16-143 authorizing the
General Manager to submit a “Proposal to Participate” form to the Sites Reservoir Joint Powers Authority
with a desired level of participation of 10,000 acre feet. On July 20, 2016 Resolution #16-151 was
adopted by the Board increasing the Agency’s desired level of participation in Sites Reservoir from
10,000 acre-feet to 20,000 acre-feet, with an estimated at $1,200,000 for Phase one.

Urban Water Management Plan (UWMP) preparation: In light of lessons from the drought and other
factors, and to provide background for Zone 7°s 2015 UWMP, which the state requires every five years,
Zone 7 launched an update to Zone 7’s Water Supply Evaluation (WSE update) which was completed in
early 2016. The WSE provides background for developing the state-required UWMP. In addition to the
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California WaterFix, preliminary results of the evaluation confirmed that expanded use of recycled water
(advanced treatment/potable reuse) and desalination might both be options to reliably provide adequate
water supply in the future. The UWMP is a planning, water management, and communication tool that
formally assesses the reliability of Zone 7’s water resources over a 20-year period. It is also required to
maintain eligibility for grant funding and drought assistance from the state. The 2015 UWMP was
adopted by the Zone 7 Board on March 16, 2016 by Resolution #16-122.

Capital projects: Zone 7 completed several significant projects with water supply and-or water quality
benefits, including 1) a valve to help blend groundwater from a high-producing well with higher-quality
groundwater sources, 2) connecting a future new well site to Zone 7°s transmission system, and 3)
completing the second phase of the Superpulsator Rehabilitation Project at the Del Valle Water Treatment
Plant. The Agency also started several multi-year projects: Arroyo Mocho Floodplain and Riparian
Forest Restoration Project at Medeiros Pkwy, PPWTP New Filters Project, PPWTP New Clearwell
Project and DVWTP Ozonation Project. Looking to the future, approximately every other year, Zone 7’s
board adopts a Capital Improvement Program laying out plans for key investments in water quality and
reliability projects over the next decade for the water enterprise and five years of projects to improve
regional flood protection.

Delta sustainability: The Agency continued to actively support the extensive scientific, environmental
and public review process for California WaterFix and California EcoRestore (formerly the Bay Delta
Conservation Plan), aimed at fixing the Delta’s broken water conveyance infrastructure and restoring its
ecosystem.

m CALIFORNIA Nutrient Management Plan: The Agency completed work on a
@ WATER FIX blueprint for managing nutrient loading to the Livermore-Amador Valley

RELIABLE. CLEANM. WATER - - .

Groundwater Basin to achieve another aspect of sustainable groundwater

quality. The plan was adopted by the Board in 2015 and approved by the
San Francisco Bay Regional Water Quality Control Board in early 2016.

Sustainable Groundwater Management: As another part of its long-standing, proactive groundwater
basin stewardship and the Agency culminated many years of collaboration with Alameda County on the
county’s new Water Wells Ordinance, and associated adoption of an administrative MOU.

Partnership for Safe Water Recognition: Both the Del Valle and Patterson Pass surface water treatment
plants maintained their Partnership for Safe Water status for the 2015 reporting period. The Partnership is
a program developed by the American Water Works Association (AWWA), the U.S. Environmental

Line J - Dubliin - bankside repair_
Protection Agency, and associated Partner organizations. 71

Flood Protection/Stream Management Master Plan

El Niiio preparation: Extensive work was done throughout the 2015
summer to prepare the Agency’s regional flood-protection system —
including repairing creek banks, removing debris, managing vegetation,
and conducting inspections to ensure the flood-control channels were in ! T
good working condition prior to the start of the wet season for which an EI Nifio weather pattcm was
predicted. Extensive public outreach included a well-attended flood-preparedness open house at Zone 7’s

office with information on what residents and businesses can do to prepare for a potentially wet winter.
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Flood Protection work: Completed four emergency bank repairs totaling 215 linear feet, 21 soil-
bioengineering brush walls, 1,030 linear feet of access roadway, 32 outfall structure rehabilitations, 1,850
linear feet of concrete lining repairs and 100 feet of access ramp repair. Total construction cost was
$985,000. In addition, staff managed various maintenance activities such as vegetation management,
down tree removal, hydro-seeding, fence and gate repairs, and debris and trash removal, totaling an
additional $500,000.

Storm Central website: Zone 7 upgraded }:
and added stream gauges and conducted
public outreach to inform residents on
how to use the new Storm Central website
to  obtain  real-time  stream-flow
information. The data also will help Zone
7 track flows in the flood-control channels
and respond accordingly.

Stream Management Master Plan Update (SMMP): Zone 7 continued to plan and implement key
aspects of the SMMP and to work on system-wide hydraulic and hydrology models that identify potential
problem areas. In addition, an effort is ongoing to update the SMMP projects to better reflect challenges
identified by the modeling efforts.

Sediment study: In addition to completing regular maintenance activities of its flood control facilities to
ensure they remain in good working order, Zone 7 continued work on sediment studies that will help the
Agency develop a more cost-effective maintenance plan to reduce flooding risks from sediment buildup
in some streams and to better understand erosion, sedimentation and habitat relationships within the
watershed.

Multi- Benefit Projects/Environmental/Community Partnerships

Stanley Reach - new roughened channel Upper Altamont Creek Planting Project: Zone 7

: @ collaborated with the TU.S. Natural Resources
Conservation Service and the Alameda County Resource
Conservation District on a workday in which 40
volunteers helped plant vegetation along Altamont Creek
in Livermore’s Springtown area. Among other things,
the project helped to improve Zone 7’s ability to protect
stream banks while enhancing native vegetation and
improving in-stream water quality.

: - 8% Living Arroyos Program: The Living Arroyos
partnership Wlth the Clty of lecrmore and Livermore Area Recreation and Park District continued to
grow. Volunteers and Living Arroyos staff harvested and planted over 500 willow stakes and performed
other maintenance activities along the Arroyo Mocho at the Stanley Reach Project. The efforts included,;
watering the newly planted riparian trees during the summer, applying mulch to over 1,000 oak seedlings,
nearly one mile of non-native invasive weed removal in the fall, and several stream clean ups following
high flow events in the winter.



Creek cleanups: Zone 7 collaborated extensively with other agencies to help keep local creeks clean both
by teaming up on debris removal and by helping to promote while also serving as a site captain during
community creek cleanups.

Financial Accountability & Cost Efficiency

Comprehensive Annual Financial Report (CAFR): For the first time in the agency’s history, staff
created a CAFR for the year ending June 30, 2015.

Water rates: Zone 7 conducted a three-year cost of service study and adopted a three-year treated water
rate increase to help the Agency recover from deep financial losses from the drought and better ensure it
has adequate revenues in the future to continue its mission. Rather than take a piecemeal approach, setting
basic wholesale rates over a three-year horizon provides greater predictability/stability for Zone and its
customers, improves the ability of Zone 7 to plan for and finance deferred and badly needed equipment
replacements, infrastructure maintenance and capital projects, and streamlines the rate-setting process for
improved efficiency.

Video recording of board meetings: In late 2015, the <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>