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INDEPENDENT AUDITOR’S REPORT

Board of Directors
Ukiah Valley Sanitation District
Ukiah, California

Report on the Financial Statements

We have audited the accompanying financial statements of Ukiah Valley Sanitation District (the “District”),
as of and for the year ended June 30, 2018, and the related notes to the financial statements which
collectively comprise the District’s basic financial statements as listed in the table of contents.

Management’'s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions 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
State Controller's Minimum Audit Requirements for California Special Districts. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free from material misstatement.

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

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

Van Lant & Fankhanel, LLP
25901 Kellogg Street
Loma Linda, CA 92354

909.856.6879



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Ukiah Valley Sanitation District, as of June 30, 2018, and the changes in financial position
thereof for the year then ended in accordance with accounting principles generally accepted in the United
States of America, as well as accounting systems prescribed by the California State Controller's Office and
state regulations governing special districts.

Other Matters
Required Supplementary Information

Management has omitted management’s discussion and analysis that accounting principles generally
accepted in the United States of America require to be presented in the basic financial statements. Such
information, although not a required 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, and historical context.
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UKIAH VALLEY SANITATION DISTRICT
STATEMENT OF NET POSITION
JUNE 30, 2018

ASSETS
Current Assets:
Cash and Investments $ 6,423,984
Accounts Receivable 700,310
Total Current Assets 7,124,294

Noncurrent Assets:
Capital Assets:

Depreciable, Net 12,525,389
Total Noncurrent Assets 12,525,389

Total Assets 19,649,683

LIABILITIES
Current Liabilities:

Accounts Payable 118,039
Salaries and Benefits Payable 2,700
Accrued Interest 112,846
Debt Payable to City of Ukiah - Due in One Year 366,173
Total Current Liabilities 599,758

Long-Term Liabilities:

Debt Payable to City of Ukiah - Due in More Than One Year 9,513,770
Total Long-Term Liabilities 9,513,770
Total Liabilities 10,113,528

NET POSITION
Net Investment in Capital Assets 2,645,446
Unrestricted 6,890,709
Total Net Position $ 9,536,155

See accompanying Notes to Financial Statements.
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UKIAH VALLEY SANITATION DISTRICT

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET POSITION

YEAR ENDED JUNE 30, 2018

OPERATING REVENUES
Charges for Services
Connection Fees

Total Operating Revenues

OPERATING EXPENSES
Salaries and Benefits
Services and Supplies
Operating Expense Allocation - City of Ukiah
Legal Expense
Depreciation and Amortization
Total Operating Expenses

OPERATING INCOME

NONOPERATING REVENUE (EXPENSES)
Taxes and Assessments
Interest Income
Intergovernmental Revenues
Other revenue
Interest Expense
Total Nonoperating Revenue (Expenses)

CHANGE IN NET POSITION
Net Position - Beginning of Year

NET POSITION - END OF YEAR

See accompanying Notes to Financial Statements.

“

5,477,965
1,272,087

6,750,052

34,950
487,110
4,340,467
2,016,316
333,529

7,212,372

(462,320)

46,396
54,822
8,250
20,441

(461,915)

(332,006)

(794,326)

10,330,481

3$

9,536,155




UKIAH VALLEY SANITATION DISTRICT
STATEMENT OF CASH FLOWS
YEAR ENDED JUNE 30, 2018

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from Customers
Payments to Suppliers
Payments to Employees
Net Cash Provided by Operating Activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:
Grants and Other Receipts
Net Cash Provided by Noncapital Financing Activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES
Principal Paid on Capital Debt
Interest Paid on Capital Debt
Net Cash Used by Capital and Related Financing Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest Received
Net Cash Provided by Investing Activities
NET DECREASE IN CASH AND CASH EQUIVALENTS

Cash and Cash Equivalents - Beginning of Year

CASH AND CASH EQUIVALENTS - END OF YEAR

See accompanying Notes to Financial Statements.
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6,751,809
(6,920,382)
(33,146)

(201,719)

75,087

75,087

(351,055)
(465,425)

(816,480)

54,822

54,822

(888,290)

7,312,274

$

6,423,984




UKIAH VALLEY SANITATION DISTRICT
STATEMENT OF CASH FLOWS (CONTINUED)
YEAR ENDED JUNE 30, 2018

RECONCILIATION OF OPERATING INCOME (LOSS) TO NET CASH
PROVIDED (USED) BY OPERATING ACTIVITIES
Operating Income (Loss) $ (462,320)
Adjustments to Reconcile Operating Income (Loss) to Net Cash Provided
(Used) by Operating Activities:
Depreciation 333,529
Changes in Assets and Liabilities:
(Increase) Decrease in:

Accounts Receivable 1,757
Increase (Decrease) in:

Accounts Payable (76,489)

Accrued Salaries and Benefits 1,804

&>

Net Cash Provided (Used) by Operating Activities (201,719)

See accompanying Notes to Financial Statements.
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NOTE 1

UKIAH VALLEY SANITATION DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2018

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The basic financial statements of the Ukiah Valley Sanitation District (District) have been
prepared in conformity with accounting principles generally accepted in the United States of
America as applied to governmental agencies. The Governmental Accounting Standards
Board (GASB) is the accepted standard setting body for establishing governmental
accounting and financial reporting principles. The more significant of the District's
accounting policies are described below.

A. Reporting Entity

The District is a public agency formed on July 6, 1954, by Resolution No. 1294 of the
Mendocino County Board of Supervisors. The District was formed to provide sewer
facilities and services in the Ukiah Valley and is governed by an independent five
member board of directors.

Reporting for a component unit can be blended or discretely presented. Blended
component units, although legally separate entities, are in substance, part of the
District’s operations. Blended component units are an extension of the District, so data
from these units is combined with data of the District. Discretely presented component
units are reported in a separate column in the combined financial statements to
emphasize that they are legally separate from the District.

There are no component units of the District which meet the criteria of either the blended
or discrete presentation.

B. Basis of Presentation

The fund financial statements provide information about the District's funds. The
District’'s financial statements have been prepared on the basis of the governmental
proprietary fund concept adopted by the GASB. The governmental proprietary fund
concept provides that financial activities be presented as a single proprietary fund which
includes enterprise funds. The District maintains a single Waste Water Fund.

C. Basis of Accounting and Measurement Focus

The proprietary fund financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when
earned and expenses are recorded at the time liabilities are incurred, regardless of when
the related cash flows take place. Nonexchange transactions, in which the District gives
(or receives) value without directly receiving (or giving) equal value in exchange, include
revenues from grants, entitlements, and donations. Under the accrual basis, revenue
from grants, entitlements, and donations are recognized in the fiscal year in which all
eligibility requirements have been satisfied.

Proprietary funds distinguish operating revenues and expenses from nonoperating
items. Operating revenues and expenses generally result from providing services and
producing and delivering goods in connection with a proprietary fund’s principal ongoing
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UKIAH VALLEY SANITATION DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2018

operations. The principal operating revenue of proprietary funds are charges to
customers for services. Operating expenses for proprietary funds include the cost of
sales and services, administrative expenses, and depreciation on capital assets. All
revenues and expenses not meeting this definition are reported as nonoperating
revenues and expenses.

. Cash and Investments

Cash and investments are used in preparing the statement of cash flows because these
assets are highly liquid and are expended to liquidate liabilities arising during the year.
Investments are stated at fair value. The District has not formally adopted deposit and
investment policies.

Receivables

The District’s accounts receivable are reported at their estimated realizable value and
consist primarily of sewer service charges to District customers. The allowance for
doubtful accounts was $0 as of June 30, 2018.

Capital Assets

Capital assets, including collection lines and nonstructural improvements are defined by
the District as assets with a cost of more than $5,000 for and an estimated useful life of
more than two years. Capital assets are recorded at acquisition or estimated historical
cost if actual historical cost is unavailable. Donated capital assets, donated works of art
and similar items and capital assets received in a service concession arrangement are
reported at acquisition value, which is the amount that would be paid to acquire an asset
with equivalent service potential at the acquisition date.

Capital assets used in operations are depreciated or amortized using the straight-line
method over the assets estimated useful life which range from 5 to 65 years.

Maintenance and repairs are charged to operations when incurred. Betterments and
major improvements which significantly increase values, change capacities, or extend
useful lives are capitalized. Upon sale or retirement of capital assets, the cost and
related accumulated depreciation are removed from the respective accounts and any
resulting gain or loss is included in the results of operations.

. Taxes and Assessments

The State of California (State) Constitution Article XllI-A provides that the combined
maximum property tax rate on any given property may not exceed one percent of its
assessed value unless voters have approved an additional amount for general obligation
debt. Assessed value is calculated at 100% of market value as defined by Article XIlI-A,
and may be adjusted by no more than two percent per year unless the property is sold or
transferred. The State Legislature has determined the method of distribution of receipts
from a one percent tax levy among the counties, cities, school districts and other
districts, such as the Ukiah Valley Sanitation District.
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UKIAH VALLEY SANITATION DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2018

The District receives a portion of Mendocino County property taxes. The taxes are levied
as of July 1, and installments are collected in December and April. The District also
receives unsecured, SB813, supplemental, prior years and HOPTR taxes which are
allocated at various times throughout each year. Mendocino County collects and
administers the taxes. The District records these amounts as non-operating revenues at
the time of the levy.

H. Net Position

The proprietary fund financial statements utilize a net position presentation. Net position
is categorized as net investment in capital assets, restricted, and unrestricted.

Net Investment in Capital Assets — Consists of capital assets including restricted
capital assets, net of accumulated depreciation and reduced by the outstanding
balances of any bonds, mortgages, notes or other borrowings that are
attributable to the acquisition, construction, or improvement of those assets.

Restricted Net Position — Consists of net position with constraints placed on the
use either by (1) external groups such as creditors, grantors, contributors or laws
or regulations of other governments; or (2) law through constitutional provisions
or enabling legislation.

Unrestricted Net Position — All other net position that does not meet the definition
of “restricted” or “net investment in capital assets”.

When outlays for a particular purpose from both restricted and unrestricted resources, a
flow assumption must be made about the order in which the resources are considered to
be applied. When both restricted and unrestricted net position is available, it is
considered that restricted resources are used first, followed by the unrestricted
resources.

I. Estimates
The preparation of basic financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect certain reported amounts and disclosures.
Accordingly, actual results could differ from those estimates.

NOTE 2 CASH AND INVESTMENTS

A. Financial Statement Presentation

The District’'s cash and investments are held within the pooled investment portfolios of

the City and County of Mendocino (County). The City and County allocate interest to the
various funds based on the average monthly cash balances.
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UKIAH VALLEY SANITATION DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2018

At June 30, 2018, the District’s cash and investments consisted of the following:

Cash and Investments:

City of Ukiah $ 1,990,790
County of Mendocino 4,415,413
District Deposits 17,781
Total Cash and Investments $ 6,423,984

. Cash

Custodial Credit Risk for Deposits

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
California Government Code requires that a financial institution secure the District’s cash
deposits by pledging securities in an undivided collateral pool held by a depository
regulated under state law. The market value of pledged securities in the collateral pool
must equal at least 110% of the District's cash deposits. California law also allows
institutions to secure District deposits by pledging first trust deed mortgage notes having
a value of 150% of the District’s total cash deposits.

. Investments

The District maintains cash deposits with the County and City and participates in the
external investment pools of the County and the City. The County and the City are
restricted by the State code in the type of investments they can make. Furthermore, the
County treasurer and the City Treasurer have written investment policies, approved by
the Board of Supervisors and the City Council, respectively, which are more restricted
than the State code as to the term of maturity and type of investment. The County and
City investment pools are not rated.

The County and the City’s investment policy authorizes the County and the City to invest
in obligations of the U.S. Treasury, its agencies and instrumentalities, certificates of
deposit, commercial paper rated A-1 by Standard and Poor’s Corporation or P-1 by
Moody’s Commercial Paper Record, bankers’' acceptances, repurchase agreements,
and the State Treasurer's investment pool. At June 30, 2018, the District's cash and
investments with the County treasurer and the City treasurer were stated at fair value.
However, the value of the pool shares in the County and the City that may be withdrawn
is determined on an amortized cost basis, which is different than the fair value of the
District’s portion in the pool.

For information regarding investments held by the County refer to the County of

Mendocino financial statements which may be obtained by contacting the County
Auditor-Controller at 501 Low Gap Rd. #1080 Ukiah, CA 95482.

(10)



UKIAH VALLEY SANITATION DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2018

For information regarding investments held by the City refer to the City of Ukiah financial
statements which may be obtained by contacting the City Finance Director at 300
Seminary Ave, Ukiah, CA 95482.

NOTE 3 CAPITAL ASSETS

Capital assets activity for the year ended June 30, 2018 was as follows:

Retirements

Balance and Balance
July 1, 2017 Additions Adjustments June 30, 2018
Capital Assets, Not Being Depreciated:
Construction in Progress $ - $ -8 - $ -
Total Capital Assets, Not Being
Depreciated - - - -
Capital Assets, Being Depreciated:
Land Improvements 108,986 - - 108,986
Trunk Lines 3,930,469 - - 3,930,469
Lateral Lines 41,309 - - 41,309
Buildings 124,303 - - 124,303
Machinery & Equipment 226,615 - - 226,615
Intangible Assets 12,607,761 - - 12,607,761
Total Capital Assets, Being
Depreciated 17,039,443 - - 17,039,443
Less Accumulated Depreciation for:
Land Improvements (108,986) - - (108,986)
Trunk Lines (1,924,213) (80,990) - (2,005,203)
Lateral Lines (41,309) - - (41,309)
Buildings (124,303) - - (124,303)
Machinery & Equipment (216,628) (384) - (217,012)
Intangible Assets (1,765,086) (252,155) - (2,017,241)
Total Accumulated Depreciation (4,180,525) (333,529) - (4,514,054)
Total Capital Assets, Being
Depreciated, Net 12,858,918 (333,529) - 12,525,389
Total Capital Assets, Net $ 12,858,918 $ (333,529) _$ - $ 12,525,389

NOTE 4 LONG-TERM LIABILITIES

The following is a summary of long-term liabilities transactions for the year ended June 30:

Amounts
Balance Additions/ Retirements/ Balance Due Within
Types of Indebtedness July 1, 2017 Adjustments Adjustments June 30, 2018 One Year
Debt Payable $ 10,230,998 $ - $ (351,055) $ 9,879,943 $ 366,173

(11)



NOTE 5

UKIAH VALLEY SANITATION DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2018

Individual issues of debt payable outstanding at June 30, 2018 are as follows:

Amount

Debt Payable

The District entered into a financing agreement with
the City of Ukiah on March 2, 2006 related to the
City's Bond Installment Sale Agreement for the dual
purpose of performing an Upgrade/Rehabilitation
Project and an increased Capacity Project for the
City's Waste Water Treatment Plan. Under the
financing agreement the District is required to pay

for 65% of the portion of the bonds related to the
Capacity Project. The Capacity Project was 25.8414%
of the bonds in the amount of $12,607,761, payable in
annual principal installments of $67,188 to $787,775
with interest rates of 4.00% - 4.75% and maturity

on March 1, 2036. 9,879,943

Total Debt Payable $ 9,879,943

Following is a schedule of debt payment requirements to maturity for long-term debt that
have indefinite maturities.

Debt Payable

Year Ending June 30, Principal Interest Total
2019 $ 366,173 $ 451,383 $ 817,556
2020 382,970 436,279 819,249
2021 398,087 420,003 818,090
2022 416,563 403,084 819,647
2023 435,040 384,859 819,899
2024-2028 2,492,661 1,616,470 4,109,131
2029-2033 3,130,944 988,299 4,119,243
2034-2036 2,257,505 217,814 2,475,319
Total $ 9,879,943 $ 4918191 $ 14,798,134

COMMITMENTS AND CONTINGENCIES

Pending Litigation and Claims

The District is involved in various claims and litigation arising in the ordinary course of
business. District management, based upon the opinion of legal counsel, is of the opinion
that the ultimate resolution of such matters will not have a materially adverse effect on the
District’s financial position or results of operations.

Legal Expense

In October 2013, the District initiated a lawsuit against the City of Ukiah alleging the City
overcharged the District for services provided in accordance with the operating agreement
and amendments beginning in 1967. In the fiscal year ended June 30, 2018, the District
incurred $2,016,316 in legal expenses. The lawsuit was settled in October 2018. See
Subsequent Event Note
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UKIAH VALLEY SANITATION DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2018

Financing Obligation

On March 1, 2006, the City entered into a revenue bond to finance the upgrade and
expansion of the wastewater treatment plant. The original amount of the obligation was
$75,060,000 and is secured with a pledge of net revenues from the City’s wastewater
system. The obligation principal is payable in annual installments beginning March 1, 2009
ranging from $400,000 to $4,690,000 through March 1, 2036. Interest payments
commenced September 1, 2006 and are payable semiannually on September 1% and March
1, At June 30, 2014, the installment obligation liability outstanding excluding the
unamortized premium of $64,919 was as follows:

Purpose Interest Rates Amount

Wastewater Treatment Plant
Upgrade & Expansion 4.00% - 4.75% $ 75,060,000

Subsequent to year end the District entered into an operating agreement with the City on
October 3, 2018 (the Operating Agreement) that defined the allocation of the bond obligation
between an Upgrade/Rehabilitation Project and a Capacity Project as follows:

Purpose Allocation Amount
Upgrade/Rehabilitation Project 74.1586% $ 55,663,445
Capacity Project 25.8414% 19,396,555
$ 75,060,000

The Operating Agreement also clarified the second amendment to the Participation
Agreement to indicate that the District and City shall own 65% and 35%, respectively, the
additional capacity produced by the Capacity Project. As such the District has capitalized
the additional capacity as an intangible asset and recognized a debt payable to the city in
the amount of 65% of the Capacity Project Debt in the amount of $12,607,761, see Note 4.
Additionally, under the Participation Agreement the District is obligated to pay its share of
the Upgrade/Rehabilitation Project obligation which will be calculated based on the ratio of
the City to District equivalent sewer service units on record as of March 31 of each year. The
future maturity of the Upgrade/Rehabilitation Project portion of the installment obligations
are as follows:

Year Ending June 30, Principal Interest
2019 $ 1,616,657 $ 1,992,864
2020 1,690,816 1,926,177
2021 1,757,559 1,854,317
2022 1,839,133 1,779,621
2023 1,920,708 1,699,159
2024-2028 11,005,136 7,136,736
2029-2033 13,823,163 4,363,353
2034-2036 9,966,916 961,652
Total $ 43,620,088 $ 21,713,879
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NOTE 6

UKIAH VALLEY SANITATION DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2018

Participation Agreement

The District has a participation agreement with the City for joint operation of the sewer
system that provides sewer facility and services to residents within the City and the areas
suburban to the City. Under an amendment to this participation agreement on July 19, 1995,
the annual costs for sewage treatment including maintenance, operation, expansion,
upgrade, administration, insurance and financial services of the entire sewer system
(treatment plant, trunk sewer, and collection system) shall be proportioned between the City
and the District each year based on the ratio of the City to District sewer service units for
each year of operation. The cost apportionment between the City and the District shall be
adjusted annual at the beginning of each fiscal year of operation based upon the ratio of City
to District equivalent sewer service units on record as of March 31 of each year.

Under the terms of the agreement, the City retains title, management and control of the
sewer treatment plant including any additions or changes made to it. The City is responsible
for maintaining and furnishing personnel for the operation of the sewer treatment plant and
also provides inspection services and maintenance sewer trunk and collection lines in the
sewer system.

The following schedule presents the amount of joint costs allocated to the District:

Total Allocation District's

Year ended June 30, 2018 Joint Costs Percentage Share of Costs
Salaries and Beneifits $ 1,543,582 47.52% $ 733,510
Indirect Cost Allocation 916,356 47.52% 435,452
Infrastructure 869,799 47.52% 413,328
Repairs and Maintenance 626,289 47.52% 297,613
Contract Services 513,058 47.52% 243,805
Utilities 388,148 47.52% 184,448
Water Treatment 177,296 47.52% 84,251
Supplies 150,532 47.52% 71,533
Other Operating 212,085 47.52% 100,783
Debt Service Principal 1,606,696 47.52% 763,502
Debt Service Interest 2,130,139 47.52% 1,012,242

Total $ 9,133,980 $ 4,340,467

The District’'s share of costs is included in operating expense allocation — City of Ukiah on
the statement of revenues, expenses, and changes in fund net position.

RISK MANAGEMENT

The District is exposed to various risks of loss related to torts; theft of, damage to, or
destruction of assets; errors and omissions; injuries to employees; and natural disasters. In
order to insure for the risk of loss, the District purchased insurance through commercial
insurance carriers. The District’s insurance coverage included general liability insurance with
liability limit of $1,000,000 and property liability limit of $25,000,000.

(14)



NOTE 7

UKIAH VALLEY SANITATION DISTRICT
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2018

Management believes such coverage is sufficient to preclude any significant uninsured
losses to the District. Settled claims have not exceeded this insurance coverage in any of
the past three fiscal years.

SUBSEQUENT EVENTS

In preparing these financial statements, the District has evaluated events and transactions
for potential recognition or disclosure through the date the financial statements were issued.
The following subsequent events were identified:

On October 3, 2018, the District and the City entered into an Operating Agreement that
represented the entire agreement of the parties, except to the extent that its provisions did
not effectively amend or replace the Participation Agreement and Financing Agreement. See
additional disclosure in Note 5.

On October 1, 2018 the District and the City entered into a Settlement Agreement and
Release where the City agreed to transfer funds and pay to the District the monetary sum of
$7,500,000 with each party agreeing to release, with certain exceptions, claims associated
with the then-pending lawsuit between them. Of the $7,500,000: (1) the City was required to
transfer and deposit $2,515,689.80, representing the District's share (through August 31,
2018) of unspent bond proceeds held by City, to a fiscal agent for the exclusive purpose of
prepaying the District's share of the principal amount due on the revenue bonds described in
Note 5 and with additional requirement that the District receive application of the entire
$2,515,689.80 (regardless of future events) against the total principal amount of the revenue
bonds for which the District is ultimately obligated to pay; (2) the City was required to pay
directly to the District $984,310.20 on or before October 30, 2018; and, (3) the City was
required to pay directly to the District an additional $4,000,000 in equal annual installment of
$1,000,000.00, commencing October 30, 2019.
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