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Independent Auditors’ Report

We have audited the accompanying statement of net assets of the San Gorgonio Pass
Water Agency (“the Agency”) as of June 30, 2006, and the related statement of revenues,
expenses and changes in net assets, and cash flows for the year then ended. These
financial statements are the responsibility of the Agency's management. Our
responsibility is to express an opinion on these financial statements based on our audit.
The prior years summarized comparative financial information has been derived from the
Agency's 2005 financial statements which were audited by Conrad and Associates, LLP,
who merged with Mayer Hoffman McCann P.C. as of January 1, 2006, and whose report
dated September 16, 2005 expressed an ungualified opinion on the financial statements.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the San Gorgonio Pass Water Agency as of June 30,
2008, and the respective changes in financial position and cash flows of the Agency for
the year then ended in conformity with accounting principles generally accepted in the
United States of America.

The information identified in the accompanying table of contents as management's
discussion and analysis is not a required part of the financial statements but is
supplementary information required by accounting principles generally accepted in the
United States of America. We have applied certain limited procedures, which consisted
principally of inguiries of management regarding the methods of measurement and
presentation of the supplementary information. However, we did not audit the information
and express no opinion on it.
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In accordance with Governmental Auditing Standards, we have also issued a report dated
September 8, 2006 on our consideration of the San Gorgonio Pass Water Agency’s
internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts, grant agreements, and other matters. The
purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an
opinion on the internal control over financial reporting or on compliance.  That report is

an integral part of an audit performed in accordance with Government Auditing Standards
and should be considered in assessing the results of our audit.

2 Netlorin ¢

September 8, 2006



SAN GORGONIO PASS WATER AGENCY
MANAGEMENT’S DISCUSSION AND ANALYSIS

The Agency

The San Gorgonio Pass Water Agency is one
of 29 state water contractors and was created
by the Legislature of the State of California
under Senate Bill Number 8, Chapter 40,
which was signed into law by the Governor of
California on April 19, 1862. The purpose of
creating this public agency by special law was
for the “planning, conservation, development,
distribution, control and use of an adequate
water supply for the public good and for the
protection of life and property therein.” As
part of the act the Agency was given taxing
authority similar to the taxing power of other
local governments.

The Agency has completed the East Branch
Extension, Phase 1 of the State Water
Project. The Agency is the last of the State
Water Project contractors to receive water.
The Agency has entered into a contract with
the State Department of Water Resources to
receive an annual allotment of 17,300 acre-
feet from the State Water Project. The
“Extension” delivers water to the Agency's
service area, which extends from Calimesa to
Cabazon through the San Gorgonio Pass
area.

The Basic Financial Statements

San Gorgonio Pass Water Agency is a special
purpose government (special  District)
engaged only in activities that support
themselves through user and capacity fees
(once delivery of water is taken) and tax
levies. Accordingly, the accompanying
financial statements are presented in the
format prescribed for proprietary funds by the
Governmental Accounting Standards Board.

These financial statements consist of three
interrelated statements designed to provide
the reader with relevant, understandable data
about the Agency's financial condition and
operating results. They are the Statement of
Met Assets, the Statement of Revenue,
Expenses and Changes in Net Assets, and
the Statement of Cash Flows.

The Statement of Net Assets presents the
Agency's assets and liabilities and the
difference, or net, between what is owned and
what is owed as of the last day of the
Agency's fiscal year. The Statement of
Revenue, Expenses and Changes in Net
Assets describes the financial results of the
Agency's operations for the years reported.
These results, or changes in net assets, are
the increases or decreases in the bottom line
of the Statement of Net Assets.

The Statement of Cash Flows conveys to
financial statement users how the Agency
managed cash resources during the year.
This statement converts the Change in Net
Assets presented on the Statement of
Revenues, Expenses and Changes in Net
Assets into actual cash provided by or used
for operations. The Statement of Cash Flows
also details how the Agency obtains cash
through financing and investing activities, and
conversely, how cash is spent for these
purposes.

Summary Financial Information and

Analysis

During the year ended June 30, 2006, the
Agency's Total Assets increased by $6.45
million and net assets increased by $6.49
million. A majority of the increase in Total
Assets resulted from payments to the
Department of Water Resources ($4.62
million) for Investment in State Water
Rights in the State Water Project
Transportation System.



SAN GORGONIO PASS WATER AGENCY
MANAGEMENT'’S DISCUSSION AND ANALYSIS

Assets Owned
June 30, 2006
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Total Cash in bank, Cash in Local Agency
Investment Fund and Investments increased
by $2.16 million. The increase can be further
divided into general unrestricted and restricted
cash. Unrestricted cash increased $622
thousand and restricted cash increased $1.54
million. Substantially all of the increase in
Total Assets was to Utility Plant in service.

The increase in Net Assets included an
operating loss of $3.42 million and non-
operating revenues net of expenses of $9.87
million.

Financial Statement Summary
(In millions)
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SAN GORGONIO PASS WATER AGENCY
MANAGEMENT'’S DISCUSSION AND ANALYSIS

Operating expenses for the year ended June
30, 2006 increased over the prior year by
13%. Major expense account increases were
related to amortization of the Investment in
State Water Rights. Significant increases
over the prior year included expenses for
purchased water, outside professional
services and EBX operation and maintenance
expenses.

Mon-operating revenues increased over the
prior year. Total property taxes received
increased $2.16 million. This increase was
derived from a $449 thousand increase from
general-purpose property tax distribution and
$1.71 million increase from Debt Service
property taxes. The service area within the
Agency has experienced major growth which
has attributed to the increase in property taxes
received. Interest earned on reserves
increased by $204 thousand that was mainly
attributable to an increase in interest rates.

The following reflects the Agency's assessed
property tax valuations. Assessed valuations
have increased each of the four years ending
on June 30, 2006, the percent increase in the
current year was 23%.
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Categories of Net Assets

The Agency is required to present its net
assets in three categories: Invested in Capital
Assets, Restricted and Unrestricted.

Invested in Capital Assets

At June 30, 2006, Invested in Capital Assets
totaled $77.19 million and consisted of Ultility
Plant in Service and Construction in progress,
net of Accumulated Depreciation and
Amortization.

Restricted

The Agency has resfricted Net Assets of
$11.60 million, which consisted of tax
proceeds that were levied for State Water
Project payments less actual State Water
Project related expenditures.

Unrestricted

The Agency had unrestricted Net Assets of
$3.84 million at June 30, 2006.

Capital Assets

The Agency made payments to the
Department of Water Resources during the
year totaling $5.93 million net of credits and
refunds for participation rights in the State
Water Project. The unit rate has been
determined by dividing the total estimated
capital costs to be charged to the Agency by
total estimated water deliveries over the
project repayment period. The resulting rate,
which will be adjusted periodically to reflect
changes in estimates, would then be applied
to actual water deliveries in the current year.



SAN GORGONIO PASS WATER AGENCY
MANAGEMENT’S DISCUSSION AND ANALYSIS

Balance Balance
July 1, 2005 Additions Deletions June 30, 2006
Capital Assets not being depreciated:
Land - 466,924 3 1,520 b - 3 468,444
Construction in progress 2773.701 424 305 2,705,416 492 590
Total Capital Assets, not being
depreciated 3.240,625 425,825 2705416 961,034
Capital Assets being depreciated:
Investment in State Water Rights 56,819,239 4 624 354 - 61,443,593
Source of supply 11,291,155 2705416 - 13,996,571
Transmission and distribution 1,351,614 - - 1,351,614
Buildings 1,408,400 - - 1,409,400
Furniture and fixtures 169,024 - - 169,024
Technical equipment 38,236 1,087 - 39,333
Transportation equipment 21,954 - - 21,954
Total Capital Assets, being depreciated 71,100,622 7,330,867 - 78,431,489
Total Capital Assets 3 74,341 247 3 7,756,692 ¥ 2705416 $ 79,382523

Since water deliveries have commenced
minimum operations, maintenance and power
costs and wvariable operations, maintenance,
power and replacement costs paid this year were
expensed on the Statement of Revenues,
Expenses and Changes in Net Assets. State
Water Project deliveries through the East Branch
Extension to the Little San Gorgonio Creek
Recharge Facility were started in July 2003 and
during the 2005-06 year 1,244 acre feet of water
was delivered.

The Agency's future commitment for State Water
Project costs over the years 2006 to 2035,
according to a payment schedule dated June 30,
2006, is estimated to total $268 million.

Construction In Progress (CIP)

Construction in progress decreased from $2.77
million to $492 thousand between June 30, 2005
and June 30, 2006.

The significant amount of the change resulted
from several projects being completed and
capitalized in Utility Plant in Service during the
2005-06 year. The remaining projects in
Construction in Progress include the FERC

project and an instream
Noble Creek.

recharge project at

Contacting the Agency’'s Financial Management

This financial report is designed to provide our
customers, investors, and creditors with an
overview of the Agency's financial operations
and condition. If you have questions about this
report or need additional information, you may
contact the Agency’s Finance Manager at 1210
Beaumont Ave, Beaumont, California 92223.
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SAN GORGONIO PASS WATER AGENCY

STATEMENT OF NET ASSETS

JUNE 30, 2006 (with comparative data for 2005)

ASSETS
CURRENT ASSETS:
Cash in bank and on hand (note 2)
Cash in local agency investment fund (note 2)
Investments (note 2)
Accounts receivable
Taxes receivable
Interest receivable
Prepaid expenses
Other receivables
Total Current Assets

NONCURRENT ASSETS:
Restricted Assets:
Cash in local agency investment fund (note 2)
Taxes receivable

Capital Assets (note 3):
Investment in State Water Rights
Utility plant in service
Less: accumulated depreciation and amortization

Land and rights of way
Construction in progress
Met Capital Assets
Total Noncurrent Assets

TOTAL ASSETS

Exh|b|t. “A“

Page 10of 2
2006 2005
30,962 175,895
2,417 267 1,647,699
994,216 996,324
3,603 3,346
423,287 385,346
122,535 65,892
4,820 5,890
24 677 50,660
4,021,367 3,331,052
10,451,061 8,909,347
1,147,677 973,218
11,598,738 9,882,565
61,443,593 56,819,239
16,987,896 14,281,383
(2,201,962) (1,189,236)
76,229,527 69,911,386
468,444 466,924
492 590 2,773,701
77,190,561 73,152,011
88,789,299 83,034,576
92,810,666 86,365,628

The accompanying notes are an integral part of these financial statements.
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SAN GORGONIO PASS WATER AGENCY

STATEMENT OF NET ASSETS

JUNE 30, 2006 (with comparative data for 2005)

LIABILITIES
CURRENT LIABILITIES:
Accounts payable
Accrued vacation and sick leave
Construction deposits
Total Current Liabilities

NET ASSETS
Invested in capital assets
Restricted for State Water Project
Unrestricted

TOTAL NET ASSETS

Exhibit "A"

Page 2 of 2
2006 2005

118,318 203,439
29,315 20,025

28,738 -
176,371 223,464
77,190,561 73,152,011
11,598,738 9,882,565
3,844,996 3,107,588
$ 92,634,295 $ 86,142,164

The accompanying notes are an integral part of these financial statements.
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