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HILLSBORO - FOREST GROVE - BEAVERTON - TIGARD -
TUALATIN VALLEY WATER DISTRICT
JOINT WATER COMMISSION

Hillsboro, Oregon

NOTES TO BASIC FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2008

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization

The Hillsboro-Forest Grove-Beaverton-Tigard-Tualatin Valley Water District Joint Water
Commission (the Commission) was organized under Oregon Revised Statute (ORS) 190
and was established by an agreement between the cities of Hillsboro, Forest Grove, and
Beaverton, Tualatin Valley Water District (TVWD) and subsequently the City of Tigard.
The Commission is governed by three members from each venturer. The purpose of the
Commission is to operate raw water intake facilities, the water treatment plant, storage
and fransmission facilities to the venturers.

The City of Tigard does not have an ownership interest in the Commission and will not
participate in any capital projects until such time as new source water is developed. The
Commission bills the City of Tigard for their share of water production costs.

The Commission is managed by the City of Hillsboro.

Operation and maintenance expense is determined on a unit basis by the Commission
and each joint venturer is charged based on the number of units of water diverted into its
separate system. All operating expenses, capital asset acquisitions and net income or
loss is allocated to the respective joint venturers by the following percentages:

City of Hillsboro 45 %
City of Forest Grove 131/3 %
City of Beaverton 25 %
Tualatin Valley Water District 16 2/3 %

Basis of Presentation and Accounting

For financial reporting purposes, the Commission reports its operations on an enterprise
fund basis. Enterprise funds (a proprietary fund type) are accounted for on a flow of
economic resources measurement focus. With this measurement focus, all assets,
liabilities and joint venturers’ capital associated with the operations are included on the
Balance Sheet. The Statement of Revenues, Expenses and Changes in Joint Venturers’
Capital presents increases (revenues) and decreases (expenses) in joint venturers’
capital.
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HILLSBORO-FOREST GROVE - BEAVERTON - TIGARD -
TUALATIN VALLEY WATER DISTRICT
JOINT WATER COMMISSION

Hillsboro, Oregon

NOTES TO BASIC FINANCIAL STATEMENTS (Continued)

YEAR ENDED JUNE 30, 2008

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Basis of Presentation and Accounting (Continued)

The accrual basis of accounting is utilized for financial reporting. Under the accrual
basis of accounting, revenues are recorded when earned and expenses are recorded at
the time liabilities are incurred.

The Commission has applied all Financial Accounting Standards Board (FASB)
Statements and Interpretations, Accounting Principles Board (APB) Opinions and
Accounting Research Bulletins of the Committee on Accounting Procedures issued on
or before November 30, 1989, unless those pronouncements conflict with or contradict
Governmental Accounting Standards Board (GASB) pronouncements. All FASB
Statements and Interpretations issued after November 30, 1989, have not been applied
as allowed by GASB Statement No. 20.

Use of 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 the reported amounts of certain assets, liabilities,
revenues, expenses and other disclosures. Accordingly, actual results may differ from
those estimates.

Cash, Cash Equivalents and Investments

Cash and cash equivalents are considered to be cash on hand, demand deposits and
short-term investments with original maturities of three months or less from the date of -
acquisition. Investments are stated at fair value.

Accounts Receivable

Accounts receivable are recorded as earned and no allowance for doubtful accounts is
required as all receivables are due from the joint venturers.

Capital Assets

Capital assets are recorded at cost or estimated cost if actual cost is not known.
Donated capital assets are recorded at their estimated fair value at the date of
donation. All costs associated with the acquisition or construction of capital assets,
including any interest costs, are contributed by the joint venturers.
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HILLSBORO-FOREST GROVE - BEAVERTON - TIGARD -
TUALATIN VALLEY WATER DISTRICT

JOINT WATER COMMISSION
Hillsboro, Oregon

NOTES TO BASIC FINANCIAL STATEMENTS (Continued)
YEAR ENDED JUNE 30, 2008

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Capital Assets (Continued)

The Commission defines capital assets as assets with an initial cost of more than
$15,000 and an estimated life of five years or more. The cost of normal repairs and
maintenance that do not add to the value of the assets or materially extend their lives are
not capitalized.

Depreciation on capital assets placed in service is computed, on the straight-line method
over the following estimated useful lives:

Years
Machinery and equipment 5
Treatment facilities 2510 50
Transmission lines 50
Reservoir 50

Pension Plan

Commission employees are employees of the City of Hillsboro; therefore, no pension
costs are attributable to the Commission.

Budgets

Under ORS 294.316, municipal public utilites operating under separate commissions
authorized under ORS 225 and city charters, and which have no ad valorem tax support,
are not required to separately prepare and adopt a budget. Rather, such entities’ budgets
may be included in the city with primary managerial responsibility. Accordingly, a budget
is prepared and legally adopted for the Commission as part of the total budget for the City
of Hillsboro. The budget is prepared as a separate fund on the modified accrual basis of
accounting.

2. CASH, CASH EQUIVALENTS AND INVESTMENTS (Due to the City of Hillsboro)

Cash, cash equivalents and investments of the Joint Water Commission are part of a
common cash and investment pool maintained for all funds managed by the City of
Hillsboro, Oregon. The types of investments in which the pool may invest are restricted
by State of Oregon statutes and a City of Hillsboro Council adopted investment policy.
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HILLSBORO-FOREST GROVE - BEAVERTON - TIGARD -
TUALATIN VALLEY WATER DISTRICT

JOINT WATER COMMISSION
Hillsboro, Oregon

NOTES TO BASIC FINANCIAL STATEMENTS (Continued)

YEAR ENDED JUNE 30, 2008

2. CASH, CASH EQUIVALENTS AND INVESTMENTS (Due to the City of Hillsboro)
(Continued)

Authorized investments include U.S. Treasury obligations including treasury notes,
bonds and strips; Federal instrumentality securities from specific Federal agencies;
commercial paper rated at least A-1 or an equivalent rating; corporate bonds rated at
least Aa or an equivalent rating; bankers acceptances rated at least Aa or an equivalent
rating; the State of Oregon Local Government Investment Pool limited by state statute:
certificates of deposits; repurchase agreements and obligations of the states of Oregon,
California, Idaho and Washington rated AA or better.

At June 30, 2008, the Joint Water Commission had overdrawn its share of the common
cash and investment pool by $350,238. The amount is reported as due to the City of
Hillsboro on the Balance Sheet.

The Joint Water Commission's deposits with financial institutions, as part of the City of
Hillsboro pool, are insured up to $100,000 by the Federal Depository Insurance
Corporation (FDIC). Reference should be made to the City of Hillsboro, Oregon
Comprehensive Annual Financial Report for the year ended June 30, 2008

3. CAPITAL ASSETS

Capital assets as of June 30, 2008, are comprised of:

Balance Balance
July 1, 2007 Increases Transfers June 30, 2008
Capital assets not being depreciated:
Land $ 2,303,985 $ = ] 2,303,985
Consfruction In progress 33,093,569 1,390,198 {32,7565,269) 1,728,898
35,397,954 1,390,198 {32,755,269) 4,032,883
Capital assets being depreciated;
Machinery and equipment 410,868 32,895 1,664,688 2,108,452
Treatment facilities 35,854,772 252495 6,942,479 43,049,746
Transmission lines 62,760,438 - 5,224,451 67,084,889
Reservoir 3,467,664 - 18,923,651 22,391,315
Total capital assets being depreciated 102,493,743 285,390 32,765,269 135,534,402
Less accumulated depreciafion for:
Machinery and equipment (340,701) {188,432) - (529,133)
Treatment facilities (15,805,870) (852,052) - (16,657,922)
Transmission lines (9,220,005) (1,291,028) - (10,511,933)
Reservoir (1,872,537) (258,590) - (2,131,127)
Total accumulated depredation (27,240,013) (2,590,102) - (29,830,115)
Total capitai asseis being depreciated, net 75,253,730 (2,304,712) 32,755,260 105,704,287
Total capllal assels, net $ 110651684 § (914,514) % - $ 109,737,170
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HILLSBORO-FOREST GROVE - BEAVERTON - TIGARD -
TUALATIN VALLEY WATER DISTRICT
JOINT WATER COMMISSION

Hillsboro, Oregon

NOTES TO BASIC FINANCIAL STATEMENTS (Continued)

YEAR ENDED JUNE 30, 2008

4. JOINT VENTURERS’ CAPITAL

Joint Venturers’ Capital was restated as of July 1, 2007, to properly reflect ownership by
each venturer. The restatement resulted in an overall decrease in Joint Venturers'
Capital as well as reclassifications between venturers. The restatement and
reclassification was the result of several factors: the purchase of ownership equity by the
City of Beaverton and the City of Forest Grove from the Tualatin Valley Water District; the
redistribution of amounts previously recorded as equity with the City of Tigard and
amounts owed to the City of Tigard for the repayment of certain real property
transactions.

Changes in Joint Venturers’ Capital for the year are as follows:

City of City of Forast City of Tualatin Valley City of
Hillsboro Grove Beaverlon Water District Tigard Total

Balance, July 1, 2007 $ 51981668 § 5718060 & 14244554 § 37440869 § 489492 § 109,874 643

Restatement 126,490 1,983,812 2,871,892 (4,616,452) {489,492) (123,750)
Balance, July 1, 2007, as restated 52,108,158 7,701,872 17,116,446 32824417 - 109,760,893

l.oss before contribulions {1,152,088) (341,265) (640,031) (426,773) - (2,560,125)

Confributions 1,055,038 266,478 712,739 424,567 - 2,458,823
Balance, June 30, 2008 § 62011141 § 7627085 $ 17,989,154 $ 32822211 3B - § 109,649,501

5. RELATED PARTY TRANSACTIONS

The Commission paid the City of Hillsboro $1,480,823 for salary and benefits for services
performed by the City's employees on behalf of the Commission, and $391,156 for
support services.

6. OTHER INFORMATION

Risk Management

The Commission is exposed to various risks of loss related to torts; theft or damage to
and destruction of assets; errors and omissions; and natural disasters for which the
Commission carries commercial insurance. The Commission does not engage in risk
financing activities where the risk is retained (self-insurance). In the past three years
insurance coverage has been sufficient to cover any losses.

7. CONSTRUCTION COMMITMENTS

The Commission is obligated under various construction contracts in the amount of
approximately $671,000 at June 30, 2008.
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HILLSBORO-FOREST GROVE-BEAVERTON-TIGARD-

TUALATIN VALLEY WATER DISTRICT
JOINT WATER COMMISSION

Hillsboro, Oregon

SCHEDULE OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCE (DEFICIT) - BUDGET AND ACTUAL

YEAR ENDED JUNE 30, 2008

Variance with
Budget Final Budget
Original and Paositive
Final Actual (Negative)
REVENUES:
Sale of water $ 5,888,002 § 4,934,257 § (953,835)
Contributions in aid-of construction 7,836,999 2,458,823 (6,378,1786)
Other 896,060 642,982 (253,078)
Contingencies 500,000 - (500,000)
Total revenues 15,121,151 8,036,062 (7,085,089)
EXPENDITURES:
Personal services 1,629,238 1,526,896 102,342
Materials and services 3,976,053 3,127,000 849,053
Capital outlay 8,883,000 1,668,094 7,213,906
Special expenditures 1,106,913 899,867 207,046
Contingency 500,000 - 500,000
Total expenditures 16,095,204 7,222,857 8,872,347
Excess (deficiency) of revenues
over expenditures and net change
in fund balance (deficit) (974,053) 813,205 1,787,258
FUND BALANCE (DEFICIT), July 1, 2007 974,053 (1,832,042) (2,806,095)
FUND BALANCE (DEFICIT), June 30, 2008 $ - % (1,018837) § (1,018,837)

RECONCILIATION OF CHANGE IN FUND BALANCE (DEFICIT)
TO CHANGE IN JOINT VENTURERS' CAPITAL

CHANGE IN FUND BALANCE (DEFICIT)
Add (deduct) items to reconcile to change in joint
venturers' capital:
Depreciation
Capital asset additions

CHANGE IN JOINT VENTURERS' CAPITAL

16

$ 813,205

(2,590,102)
1,675,595
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INDEPENDENT AUDITOR'S 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

January 5, 2008

Board of Commissioners

Hillsboro-Forest Grove-Beaverton-Tigard-
Tualatin Valley Water District
Joint Water Commission

Hillsboro, Oregon

We have audited the financial statements of Hillsboro-Forest Grove-Beaverton-Tigard-
Tualatin Valley Water District Joint Water Commission (the Commission), as of and for
the year ended June 30, 2008, and have issued our report thereon dated January 5,
2009. 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.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit, we considered the Commission's internal control
over financial reporting as a basis for designing our auditing procedures for the purpose
of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Commission's internal control over
financial reporting. Accordingly, we do not express an opinion on the effectiveness of
the Commission's internal control over financial reporting.

A control deficiency 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 misstatements on a timely basis. A significant deficiency is a
control deficiency, or combination of control deficiencies, that adversely affects the
entity's ability to initiate, authorize, record, process, or report financial data reliably in
accordance with accounting principles generally accepted in the United States of
America such that there is more than a remote likelihood that a misstatement of the
entity's financial statements that is more than inconsequential will not be prevented or
detected by the entity's internal control. The following deficiency is considered a
significant deficiency:

o Accounts payable transactions relating to utilities payable were not
properly accrued for the year ended June 30, 2008.

AN INDEPENDENTLY OWNED MEMBER OF THE MCGLADREY NETWORK
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INDEPENDENT AUDITOR'S 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 (Continued)
Page 2

INTERNAL CONTROL OVER FINANCIAL REPORTING (Continued)

A material weakness is a significant deficiency, or combination of significant
deficiencies, that results in more than a remote likelihood that a material misstatement
of the financial statements will not be prevented or detected by the entity's internal
control.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all
deficiencies in internal control that might be significant deficiencies or material
weaknesses. We considered the following significant deficiency to be material
weaknesses:

» The Commission restated its June 30, 2007, financial statements for the
correction of an error.

COMPLIANCE AND OTHER MATTERS

As part of obtaining reasonable assurance about whether the Commission's financial
statements are free of 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 determination of financial
statement amounts. 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.

We noted another area of possible improvement that was reported to management of
the Commission in a separate letter dated January 5, 2009.

* kR k k % k %

This report is intended solely for the information and use of management and others
within the Commission and is not intended to be and should not be used by anyone
other than those specified parties.

/.}:l’/bﬁ "&Nofa... ‘.(/UM;M:L, L P

Certified Public Accountants
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AUDIT COMMENTS AND DISCLOSURES
REQUIRED BY STATE REGULATIONS

Oregon Administrative Rules 162-10-050 through 162-10-320 incorporated in the
Minimum Standards for Audits of Oregon Municipal Corporations, prescribed by the
Secretary of State in cooperation with the Oregon State Board of Accountancy,
enumerate the financial statements, schedules, and comments and disclosures
required in audit reports. The required statements and schedules are set forth in the
preceding sections of this report. Required comments and disclosures related to the
audit of such statements and schedules are set forth in the following pages.
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AUDIT COMMENTS AND DISCLOSURES
REQUIRED BY STATE REGULATIONS

January 5, 2009

Board of Commissioners

Hillsboro-Forest Grove-Beaverston-Tigard-Tualatin
Valley Water District Joint Water Commission

Hillsboro, Oregon

We have audited the basic financial statements of the Hillsboro-Forest Grove-
Beaverton-Tigard-Tualatin Valley Water District Joint Water Commission, Hillsboro,
Oregon (the Commission), as of and for the year ended June 30, 2008, and have
issued our report thereon dated January 5, 2009. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America,
the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States and Minimum
Standards for Audits of Oregon Municipal Corporations.

ACCOUNTING AND INTERNAL CONTROL STRUCTURE

Our report relating to accounting and internal control over financial reporting can be
found on page 18 of this report.

ACCOUNTING RECORDS

We found the Commission's accounting records to be reasona'bly maintained and
adequate to support our audit of the basic financial statements.

ADEQUACY OF COLLATERAL SECURING DEPOSITORY BALANCES

Oregon Revised Statutes Chapter 295 requires that each depository throughout the
period of its possession of public fund deposits shall maintain on deposit with its
custodians, at its own expense, securities having a value not less than 25% of the
certificates of participation issued by the pool manager for funds in excess of those
insured by the Federal Deposit Insurance Corporation. Reference should be made to
the City of Hillsboro, Oregon, Comprehensive Annual Financial Report for June 30,
2008, for compliance with Oregon Revised Statutes relating to collateralization of
deposits.

AN INDEPENDENTLY OWNED MEMBER OF THE McGLADREY NETWORK
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AUDIT COMMENTS AND DISCLOSURES
REQUIRED BY STATE REGULATIONS (Continued)
Page 2

INVESTMENTS

The Commission maintains investments as part of the City of Hillsboro investment pool.,
As such, reference should be made to the City of Hillsboro, Oregon, Comprehensive
Annual Financial Report for the year ended June 30, 2008.

BUDGET COMPLIANCE

The Commission is not subject to Oregon Local Budget Law. Refer to the Notes to
Basic Financial Statements for additional information regarding the Commission’s
budgeting practices.

INSURANCE POLICIES AND FIDELITY BONDS

We have reviewed the Commission’s insurance and fidelity bond coverage at June 30,
2008. We ascertained that such policies appeared to be in force and in compliance
with legal requirements relating to insurance and fidelity bond coverage. We are not
competent by training to comment on the adequacy of the insurance policies covering
Commission property at June 30, 2008.

PUBLIC CONTRACTS

The Commission's procedures for awarding public contracts were reviewed and found
to be in accordance with ORS Chapter 279.

OTHER

Compliance with the following is not applicable to the Commission:

Legal requirements related to debt.
Programs funded from outside sources.
Financial reporting requirements.

Use of highway funds.

* %k k ok % % %

This report is intended solely for the information and use of the Board of
Commissioners, management, and the Oregon Secretary of State Audits Division and is
not intended to be and should not be used by anyone other than these specified
parties.

TALBOT, KORVOLA & WARWICK, LLP
Certified¥Rublic Accountants

By,

Robert G. Moody, Jy, Partner
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