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INDEPENDENT AUDITOR'S REPORT
Board of Directors of the
Contra Costa Water District
Other Post-Employment Benefits Trust
Concord, California

Report on Financial Statements
We have audited the accompanying financial statements of the Contra Costa Water District Other Post-·
Employment Benefits Trust (the Trust), as of and for the year ended June 30, 2017 and 2016 and the related notes
to the financial statements, which collectively comprise the Trust'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 the
financial statements that are free from material misstatement, whether due to fraud or error.

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 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 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 Trust'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 Trust'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
opinions.
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Opinions
In our opinion, the financial statements referred to above present fairly, in all material respects, the respective net
position of the Trust as of June 30, 2017 and 2016, and the respective changes in net position for the years then
ended in accordance with accounting principles generally accepted in the United States of America.

Change in Accounting Principles
Management adopted the provisions of Governmental Accounting Standards Board Statement, Statement 7 4 flnancial Reporting for Post-employment Benefit Plans Other Than Pension Plans, which became effective
during the year ended June 30, 2017 and required changes in the presentation, notes to the financial statement, and
Required Supplementmy Information on the financial statements.
The emphasis of this matter does not constitute a modification to our opinion.

Other Matters

Required Supplementary Information
Accounting principles generally accepted in the United States of America require that Management's Discussion
and Analysis, and other required supplementary infmmation as listed in the Table of Contents 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 ce1iain limited procedures to the required supplementa1y 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 infonnation 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.

Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated November 9, 2017, on
our consideration of the Trust's internal control over financial reporting and on our tests of its compliance with
ce1iain provisions of laws, regulations, contracts, and 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 internal control over financial rep01iing or on compliance.
That repo1i is an integral pa1i of an audit performed in accordance with Government Auditing Standards in
considering the Trust's internal control over financial reporting and compliance.

Pleasant Hill, California
November 9, 201 7
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MANAGEMENT'S DISCUSSION AND ANALYSIS

(Required Supplementary Information - Unaudited)

The Governmental Accounting Standards Board Statement Number 34 requires that management
prepare a Management's Discussion and Analysis (MDA) section as a component of the financial
statements.
The Trust MDA presents management's analysis of the Trust's financial condition and activities
for the years ended June 30, 2017 and 2016. The MDA is intended to serve as an introduction to
the Trust's basic financial statements. A comparative analysis of fiscal year 2017 (FYI 7), 2016
(FY 16) and 2015 (FY 15) information is presented in this report. Readers are encouraged to
consider the information presented here as complementary to the information contained in the
accompanying financial statements.
The information in this MDA is presented in the following order:
1 Organization and Overview of Financial Statements
2 Financial Analysis
3 Funding Policy
4 Request for Information
Organization and Overview of Financial Statements:

The Trust was established in 2008 to administer a single-employer, contributor, defined benefit
post-employment medical plan. The Trust provides post-employment health insurance benefits
for eligible directors, officers, and employees of the District. Participants are eligible for postemployment health care benefits if they retire directly from employment at the District at the age
of at least 50 for Existing and Reciprocal Members and 52 for New Members. Employees hired
on or after September 1, 2011 through December 31, 2015 shall be subject to a five (5) year
District service period and employees hired on or after January 1, 2016 shall be subject to a ten
(10) year District service period to be eligible for retirement medical benefits upon direct
retirement from the District. Reciprocal agency service and purchase of service credit does not
count toward the years of District service requirements for retirement medical benefits
eligibility. Employees hired prior to September 1, 2011 are not subject to the 5-year District
service eligibility requirement, and would be eligible for retirement medical benefits upon
meeting retirement eligibility and retiring directly from District employment. Lifetime spousal or
registered domestic partner health insurance is available for all employees upon selecting the joint
and survivor option at the time of retirement. Failure to elect this option will result in only the
retiree being provided District-paid lifetime medical insurance coverage.
The Trust is a fiduciary fund and is reported using the economic resource management focus and
the full accrual basis of accounting. Contributions are recognized in the period in which they are
due, in accordance with the terms of the Trust. Benefits and refunds are recognized when due and
payable in accordance with the terms of the Trust.
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Financial Analysis:
Financial Position
Net Position
June 30, 2017 and 2016
(In Millions of Dollars)

20I7

2016

Increase
(Decrease)

$ 39,633,756

$ 33,303,867

$ 6,329,889

39,633,756

33,303,867

6,329,889

$ 39,633,756

$ 33,303,867

$ 6,329,889

ASSETS:
Cash and Investments
TOTAL ASSETS
NET POSITION:
Held in trust for OPEB benefits

Comparison of FYI 7 to FY16: Total assets were $39.63 million in FYI 7, an increase of $6.33
million over the prior year. The components of the $6.33 million increase were the addition of
$5.79 million in ad hoc and scheduled contributions made by the District during FYI 7, the $4.00
million increase in net investment income offset by $3 .46 million in distributions to participants.
Net Position
June 30, 2016 and 2015
(In Millions of Dollars)

2016

2015

Increase
(Decrease)

ASSETS:
Cash and Investments
TOT AL ASSETS

$33,303,867
33,303,867

$30,147,820
30, 147,820

$3, 156,047
3,156,047

NET POSITION:
Held in trust for OPEB benefits

$33,303,867

$30,147,820

$3, 156,047

Comparison of FY16 to FY15: Total assets were $33.3 million in FY16, an increase of $3.I6
million over the prior year. The components of the $3. I 6 million increase were the addition of
$6.24 million in ad hoc and scheduled contributions made by the District during FY16, the $0.32
million increase in net investment income offset by $3 .40 million in distributions to participants.
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Changes in Financial Position
Net Position
June 30, 2017 and 2016
(In Millions of Dollars)

2017

2016

Increase
(Decrease)

$ 5,786,032
4,007,506
9,793,538

$ 6,235,951
324,447
6,560,398

$ (449,919)
3,683,059
3,233, 140

DEDUTIONS:
Distributions paid to participants

3,463,649

3,404,351

59,298

CHANGES IN NET POSITION

6,329,889

3, 156,047

3, 173,842

33,303,867

30,147,820

3, 156,047

$ 39,633, 756

$33,303,867

$6,329,889

ADDITIONS:
Contributions
Net investment income
TOT AL ADDITIONS

NET POSITION BEGINNING OF YEAR

NET POSITION END OF YEAR

Comparison of FYI 7 to FYI6: Net position increased by $6.33 million during FYI 7. The
primary reason for the increase in net position over the prior year was an increase in net
investment income offset by a decrease in District contributions. The major contributors to this
year's results included:
•
•
•
•

District contributions of $4.5 I million during FYI 7, consisting of ad hoc and scheduled
contributions;
Employee contributions of $1.28 million during FYI 7, consisting of scheduled
contributions;
The $4.00 million increase in the fair value of investments; and
Annual distributions to participants of $3 .46 million.
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Net Position
June 30, 2016 and 2015
(In Millions of Dollars)

2016

2015

Increase
(Decrease)

$ 6,235,951
324,447
6,560,398

$ 6,547,527
434,977
6,982,504

$ (311,576)
(110,5302
(422, 1062

DEDUTIONS:
Distributions paid to participants

3,404,351

2,844,500

559,851

CHANGES IN NET POSITION

3, 156,047

4, 138,004

(981,957)

30, 147,820

26,009,816

4,138,004

$ 33,303,867

$30,147,820

$3,156,047

ADDITIONS:
Contributions
Net investment income
TOT AL ADDITIONS

NET POSITION BEGINNING OF YEAR

NET POSITION END OF YEAR

Comparison of FY 16 to FY 15: Net position increased by $3 .16 million during FY 16, although
changes in net position decreased $0.98 million compared to FY15. The primary reason for the
increase in net position over the prior year was a decrease in District contributions offset by an
increase in distributions paid to participants as a result from an increase in the number of retirees.
The major contributors to this year's results included:
•
•
•
e

District contributions of $4.99 million during FY16, consisting of ad hoc and scheduled
contributions;
Employee contributions of $1.25 million during FYI 6, consisting of scheduled
contributions;
The depreciation in the fair value of investments offset by the increase in interest totaling
$0.32 million; and
Annual distributions to participants of $3 .40 million.
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Funding Policy:
The District's employees are eligible for post-employment health care benefits (OPEB) if they
directly retire from employment at the District and meet the required age and service time criteria.
The District's policy is to prefund these benefits by accumulating assets in the OPEB Trust. The
annual required contribution (ARC) was determined by an actuarial valuation as of June 30, 2016~
using the actuarial cost method. The actuarial assumptions included an investment rate of 7 .25%
until December 31, 2016 and a 7% investment rate beginning January 1, 2017, an inflation rate of
3 .0%, and a healthcare cost trend starting at 6.24% and declining over the next three years to
5.00% for pre-Medicare and 6.39% to 5.00% over the next three year for post-Medicare. The
actuarial methods and assumptions used included techniques that smooth the effects of short-term
volatility in actuarial accrued liabilities and the actuarial value of assets.
Actuarial calculations reflect a long-term perspective and actuarial valuations involve estimates
of the value of repmied amounts and assumptions about the probability of events far into the
future. The District's OPEB unfunded actuarial accrued liability is being amo1iized as a level
percentage of projected payroll using a 30-year amortization period.
The District's schedule of contributions over the past four years is as follows:

Schedule of Employer Contributions
(In Thousands of Dollars)

Fiscal Year
Ended
06/30/14
06/30/15
06/30/16
06/30/17

Annual
Required
Contribution
5,476
5,016
4,514
4,082

Percentage
Contributed
106%
106%
138%
142%

Request for Information:
This repo1i is designed to provide customers and creditors with a general overview of the Trust's
finances and demonstrate the Trust's accountability for the monies it receives. If you have any
questions about this repo1i or need additional information, please contact: The Director of
Finance, P.O. Box H20, Concord, CA 94524.
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CONTRA COST A WATER DISTRICT
OTHER POST-EMPLOYMENT BENEFITS TRUST
STA TEMENTS OF PLAN NET POSITION
JUNE 30, 2017 AND 2016

2017

2016

ASSETS
$161,481

$566,485

1,279,590
38,192,685

996,155
31,741,227

Total investments

39,472,275

32,737,382

Total assets

39,633,756

33,303,867

$39,633,756

$33,303,867

Cash and cash equivalents (Note 3)
Investments, at fair value (Note 3):
Equity securities
Equity mutual funds

NET POSITION
Net position restricted for post employment
benefits other than pension

See Accompanying Notes to Financial Statements.
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CONTRA COST A WATER DISTRICT
OTHER POST-EMPLOYMENT BENEFITS TRUST
ST A TEMENTS OF CHANGES IN PLAN NET POSITION
FOR THE YEARS ENDED JUNE 30, 2017 AND 2016

2017

2016

ADDITIONS
Contributions (Note 4)
District
Paid by employees

$4,510,000
1,276,032

$4,987,237
1,248,714

Total contributions

5,786,032

6,235,951

Investment income:
Net appreciation (depreciation) in fair value
of investments (Note 4)
Interest, dividends, and other
Less: investment expenses

3,156,243
881,003
(29,740)

(398,608)
751,055
{28,oooL

Total net investment income

4,007,506

324,447

Total additions

9,793,538

6,560,398

3,463,649

3,404,351

3,463,649

3,404,351

6,329,889

3, 156,047

DEDUCTIONS
Distributions paid to participants (Note 2D)
Total deductions
Net increase in net position

NET POSITION RESTRICTED FOR OTHER POST-EMPLOYMENT
BENEFITS OTHER THAN PENSION
Beginning of year
End of year

33,303,867

30,147,820

$39,633,756

$33,303,867

See Accompanying Notes to Financial Statements.
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CONTRA COST A WATER DISTRICT
OTHER POST-EMPLOYMENT BENEFITS TRUST
NOTES TO BASIC FINANCIAL STATEMENTS
For the Year Ended June 30, 2017 and 2016

I NOTE 1 A.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity
The Trust has defined its reporting entity in accordance with the provisions of Governmental Accounting
Standards Board Statement No. 14, The Financial Reporting Entity and Statement No. 61, The Financial
Reporting Entity: Omnibus. The financial activities of the Trust are included as a trust fund in the basic
financial statements of the District because the Trust exclusively serves the employees of the District.
Contributions are made annually and are placed in an irrevocable trust for the sole benefit of the Ttust's
patiicipants.

B.

Basis of Accounting and Presentation
The Trust's activities are accounted for on a flow of economic resources measurement focus, using the
accrual basis of accounting. Trust contributions are recognized in the period in which the contributions are
due. Employer contributions to the Trust are recognized when due and the employer has made a formal
commitment to provide the contributions. Benefits, refunds, and other liabilities are recognized when due
and payable in accordance with the terms of the Trust.

C.

Use of Estimates
The preparation of 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 assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the repmied amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

D.

Cash Equivalents
Cash equivalents include all highly liquid investments with original maturities of three months or less
when purchased.

E.

Investments
Investments are reported using the fair value measurement standards, which are based on GASB 72 input
levels. See Note 3G.
The Trust presents in the Statement of Changes in Plan Net Position the net change in the fair value of its
investments, which consists of the realized gains or losses and the unrealized appreciation (depreciation)
on those investments. Purchases and sales of securities are recorded on a trade-date basis. Interest income
is recorded on the accrual basis. Dividends are recorded on the ex-dividend date.
Each of the financial instruments invested in by the Trust represents a potential concentration of credit risk.
However, as the portfolio and the components of the various instruments are diversified and issuers of
securities are dispersed throughout many industries and geographical locations, the concentrations of credit
risk are limited.
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CONTRA COSTA WATER DISTRICT
OTHER POST-EMPLOYMENT BENEFITS TRUST
NOTES TO BASIC FINANCIAL STATEMENTS
For the Year Ended June 30, 2017 and 2016
[NOTE 1 -- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
The Trust invests in a combination of stocks, bonds, fixed income securities, real estate, and other
investment securities either directly or through mutual funds. These investments are exposed to various
risks, such as interest rate and market risks. Due to the level of risk associated with certain investment
securities, it is at· least reasonably possible that changes in the values of investment securities will occur in
the near term and those such changes could materially affect the amounts reported in the Statement of Plan
Net Position.

F.

Fair Value Measurements
Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. The Trust categorizes its fair value
measurements within the fair value hierarchy established by generally accepted accounting principles. The
fair value hierarchy categorizes the inputs to valuation techniques used to measure fair value into three levels
based on the extent to which inputs used in measuring fair value are observable in the market.
Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities.
Level 2 inputs are inputs - other than quoted prices included within Level 1 - that are observable
for an asset or liability, either directly or indirectly.
Level 3 inputs are unobservable inputs for an asset or liability.

If the fair value of an asset or liability is measured using inputs from more than one level of the fair value
hierarchy, the measurement is considered to be based on the lowest priority level input that is significant to
the entire measurement.

G.

Funding Policy and Actuarial Assumptions
The unfunded actuarial liability is being amortized as a level percentage of expected payroll on an open basis
over thi1iy years. As of June 30, 2016, the most recent actuarial valuation date, the funded status of the plan
was as follows:

Actuarial
Valuation
Date

Actuarial Value of
Assets {A}

6/30/2016

$35, 159,000

Cost Method
Overfunded
Actuarial
(Underfunded)
Accrued Liability Actuarial Accrued
Liabili!}:
{A-B}
{B}
$81,052,000

($45,893,000)

Funding
Ratio
{A/B}
43%

Covered Payroll
(C}
$28,817,000

UUAL as a
Percentage of
Covered - Payroll
((A-B}/C}
-159%

As of June 30, 2017, the Trust has accumulated assets of $39,633,756 that will be used to pay future OPEB
benefits.
Actuarial change in assumptions
Age factors used for estimating medical claims costs by age for healthcare plans were updated since the last
valuation. The updates decreased the assumed claim costs for older ages and resulted in a $2.8 million
liability gain. In addition, the discount rate decreased from 7.25% at June 30, 2016 to 7.00% at June 30,
2017.
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CONTRA COST AW ATER DISTRICT
OTHER POST-EMPLOYMENT BENEFITS TRUST
NOTES TO BASIC FINANCIAL STATEMENTS
For the Year Ended June 30, 2017 and 2016
I NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Actuarial valuations of an on-going plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality and healthcare cost trends. Amounts determined
regarding the funded status of the plan and the annual required contribution of the District are subject to
continual revision as actual results are compared with past expectations and new estimates are made about
the future. The schedule of funding progress, presented as required supplementary information following
the notes to the financial statements, presents multi-year trend information about whether the actuarial
value of plan assets is increasing or decreasing over time relative to the actuarial accrued liabilities for
benefits.
Projections of benefits for financial reporting purposes are based on the substantive plan and include the
types of benefits provided at the time of each valuation. The actuarial methods and assumptions used
include techniques that are designed to reduce short-term volatility in actuarial accrued liabilities and the
actuarial value of assets, consistent with the long-term perspective of the calculations. For the year ended
June 30, 2016, employees contributed $1,248,714 and the District contributed $4,987,237 to the Trust. For
the year ended June 30, 2017, employees contributed $1,276,032 and the District contributed $4,510,000 to
the Trust.
The District's policy is to prefund these benefits by accumulating assets in the Trust Fund discussed above.
The annual required contribution (ARC) was determined by an actuarial valuation using the actuarial cost
method dated June 30, 2016. The actuarial assumptions included (a) 7.00% investment rate of return, and
(b) 6.24%, 5.74%, 5.24%, and 5% for pre-Medicare and 6.39%, 5.84%, 5.29%, and 5% for post-Medicare
health inflation increases for fiscal years ending June 30, 2017, 2018, 2019, and 2020 respectively. The
actuarial methods and assumptions used include techniques that smooth the effects of short-term volatility
in actuarial accrued liabilities and the actuarial value of assets. Actuarial calculations reflect a long-term
perspective and actuarial valuations involve estimates of the value of reported amounts and assumptions
about the probability of events far into the future. In April 201 7, the District began providing healthcare
benefits through CalPERS PEHMCA. This required a change in benefits provided to certain future retirees.
At the same time, benefits previously requiring payment through a TP A were eliminated for future retirees.
These changes are included as changes in plan tern1s. The changes in healthcare premiums and new
actuarial assumptions regarding plan selection are included as differences in actuarial experience. The
actuarial assumption changes included (a) 7.00% discount rate, (b) decreases in premiums, and (c)
PEMHCA minimum assumed increase by 4.5% per year.
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CONTRA COSTA WATER DISTRICT
OTHER POST-EMPLOYMENT BENEFITS TRUST
NOTES TO BASIC FINANCIAL STATEMENTS
For the Year Ended June 30, 2017 and 2016
I NOTE 2 - PLAN DESCRIPTION AND CONTRIBUTION INFORMATION

A.

General
The Trust was established in 2008 to administer a single-employer, contributory, defined post-retirement
medical plan (the Plan). The Trust provides post-employment medical and life insurance benefits for
eligible directors, officers, and employees of the District by paying for the current participating providers'
insurance premiums. The medical insurance benefits are also available for a retiree's spouse or State of
California Registered Domestic Pa1iner, if applicable. The District's Board of Directors (Board) is the
governing body of the Trust and provides for its funding. The governing body of the Trust has the
authority to establish and/or amend benefits of the Trust through negotiations between the District and the
respective bargaining units.
The Trust is exempt from the regulations of the Employee Retirement Income Security Act of 1974
(ERISA). The Trust is also exempt from federal income taxes and California franchise taxes.

B.

Membership
Membership in the Plan consisted of the following as of June 30, 2016, the date of the latest actuarial
valuation:
Payments

2016
Retirees and beneficiaries receiving benefits
Active plan members
Total
C.

243
287

530

2015
225
286
511

Post-Employment Healthcare Benefits
Post-employment medical and life insurance benefits are provided to eligible employees who directly retire
from the District. Prior to September 1, 2011, these benefits were fully funded by the District in
accordance with the District's Code of Regulations and with the Memorandum of Understanding for all
employees. Effective September 1, 2011, side letters amended the Memorandum of Understanding for
employees in the Clerical/Maintenance Representation Unit (Local 39) and the Memorandum of
Understanding for employees in the Professional/Technical Representation Unit (Local 21) to provide for
employee contributions to the Trust. Effective September 1, 2014, side letters amended the Memorandum
of Understanding for employees in Local 39 and the Memorandum of Understanding for employees in
Local 21 to provide for employee contributions of 4.5%. Effective March 1, 2017, side letters amended
the Memorandum of Understanding for employees in Local 39 and the Memorandum of Understanding for
employees in Local 21 to provide for employee contributions of 4.3%. Eligible employees not covered by
Local 39 or Local 21 contracts contribute to the Trust in a similar fashion.

D.

Contributions
The District retains the sole responsibility of funding the remainder of the Annual Required Contribution
(ARC) for the Trust, which includes the p01iion of the Normal Cost not addressed by employee
contributions to the Trust. The actual benefits paid in cash on behalf of retirees were $3,463,649 and
$3,404,351 for the year ended June 30, 2017 and 2016, respectively.
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CONTRA COSTA WATER DISTRICT
OTHER POST-EMPLOYMENT BENEFITS TRUST
NOTES TO BASIC FINANCIAL STATEMENTS
For the Year Ended June 30, 2017 and 2016
I NOTE 2 - PLAN DESCRIPTION AND CONTRIBUTION INFORMATION (Continued)

E.

Vesting
All regular full-time employees of the District are members of the Trust in addition to certain job share and
intermittent employees. In accordance with the ordinance governing the Trust, eligible employees become
members on the first day they are physically on the job. To be eligible for retirement medical, an active
employee must be at least age 50 for Existing and Reciprocal members and 52 for New Members and have
a minimum of 5-10 years depending on date of hire and bargaining unit. Effective September 1, 2011,
employees hired on or after this date are subject to a 5-year District-service vesting period and employees
hired after January 1, 2016 shall be subject to a 10-year vesting period to be eligible for retirement medical
upon direct retirement from the District. Reciprocal agency does not count toward the 5-year or 10-year
vesting for retirement medical. Employees hired prior to September 1, 2011, are not subject to the 5--year
District-service eligibility requirement. Retirees and their covered dependents are required to enroll in
Medicare at age 65.

F.

Plan Termination
Upon any termination of the Employer's obligation to provide such benefits pursuant to its policies and/or
applicable collective bargaining agreements, the Assets of the Trust shall be distributed by the Trustee
when and as directed by the Plan Administrator. From and after the date of such termination and until final
distribution of the assets, the Trustee shall continue to have all the powers provided herein as are necessary
or expedient for the orderly liquidation and distribution of such assets, and the Trust shall continue until
the Assets have been completely distributed in accordance with the trust Agreement.

lB.Q!E 3 - CASH AND INVESTMENTS

A.

I

Investments Authorized by the Trust's Investment Policy
The Trust's investment policies authorize the Trust to invest in financial instruments in three broad
investment categories: Domestic Fixed Income, Equity Funds, and Real Estate. These financial instruments
can include, but are not limited to, corporate bonds, commercial paper, U.S. government securities,
common and preferred stock, real estate investment trusts, and mutual funds. Domestic Fixed Income
investments may include futures and options contracts in order to provide added flexibility in managing the
fixed income portfolio.
The long-term expected rate of return on OPEB Plan investments was determined using a building-block
method in which expected future real rates of return (expected returns, net of OPEB Plan investment
expense and inflation) are development for each major asset class. These ranges are combined to produce
the long-term expected rate of return by weighting the expected future real rates of return by the target
asset allocation percentage, and by adding expected inflation and subtracting expected investment
expenses and a risk margin.

15

CONTRA COSTA WATER DISTRICT
OTHER POST-EMPLOYMENT BENEFITS TRUST
NOTES TO BASIC FINANCIAL STATEMENTS
For the Year Ended June 30, 2017 and 2016
[NOTE 3 - CASH AND INVESTMENTS (Continued)
The Board is authorized to designate its investment manager to manage the assets under their supervision
subject to the laws of the State of California and the Investment Guidelines established by the Board.
Allocation of assets to the investment managers are determined by the Board to accommodate changing
conditions and laws. The long-range asset allocation goal is as follows:
Large Cap Equity
Mid Cap Equity
Small Cap Equity
International Equity
Domestic Fixed Income
International and Emerging Markets Debt
Real Estate

31.5%
8.5%
5%
15%
30%
5%
5%

Total

100.0%

The composite asset allocation goal is pursued by the Trust on a long-term basis and revised if significant
changes occur within the economic and/or capital market environment. Progress toward the goal is reviewed
at least annually.

B.

Interest Rate Risk
Interest rate risk is the risk that changes in market rates will adversely affect the fair value of an investment.
Normally, the longer the maturity of an investment, the greater the sensitivity of its fair value to changes in
market interest rates. The Trust generally manages its interest rate risk by holding investments to maturity.
Information about the sensitivity of the fair values of the Trust's investments to market interest rate
fluctuations is provided by the following table that shows the distribution of the Trust's investments by
maturity or earliest call date:
2017
No
Maturity

Investment Type
Equity Securities
Equity Mutual Funds
Total Investments

Total

$1,279,590
38,192,685

$1,279,590
38,192,685

$39,472,275

$39,472,275

2016
No
Maturity

Investment Type
Equity Securities
Equity Mutual Funds
Total Investments
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Total

$996,155
31,741,227

$996,155
31,741,227

$32,737,382

$32,737,382

CONTRA COSTA WATER DISTRICT
OTHER POST-EMPLOYMENT BENEFITS TRUST
NOTES TO BASIC FINANCIAL STATEMENTS
For the Year Ended June 30, 2017 and 2016
I NOTE 3 - CASH AND INVESTMENTS (Continued)

C.

Credit Risk
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 are the actual ratings, for each investment type as provided by Moody's.

2017
Investment Rating
Not Rated:
Equity Securities
Equity Mutual Funds

Totals

$1,279,590
38,192,685
$39,472,275

Total

2016
Investment Rating
Not Rated:
Equity Securities
Equity Mutual Funds

Totals

$996,155
31,741,227
$32,737,382

Total
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NOTE 3 - CASH AND INVESTMENTS (Continued)

D.

Concentration Risk
Information regarding significant investments at June 30, 2017 and 2016 (other than U.S. Government,
U.S. Government guaranteed obligations or Mutual Funds) in any organization that represents in excess of
5% of the Trust's total investments (at market value) as follows:
2017
Issuer

Type
Mutual
Mutual
Mutual
Mutual
Mutual
Mutual
Mutual

Vanguard
Vanguard
American Funds
Baird Core Bond Fund
Doubleline Total Return Bond Fund
Templeton Global Bond Fund
American Washington Mutual

Funds-Equity
Funds-Corporate
Funds-Equity
Funds-Corporate
Funds-Corporate
Funds-Corporate
Funds-Equity

Reported Amount
$17,991,103
4,235,587
4,165,819
3,474,461
3,417,693
2,037,490
2,018,449

2016
Issuer

Type

Vanguard
Baird Core Bond Fund
Vanguard
Doubleline Total Return Bond Fund
American Funds
American Washington Mutual

Mutual
Mutual
Mutual
Mutual
Mutual
Mutual
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Funds-Equity
Funds-Corporate
Funds-Corporate
Funds-Corporate
Funds-Equity
Funds-Equity

Amount
$14, 733,836
3,268,831
3,244,549
3,220,340
3,006,710
1,651,251

CONTRA COST AW ATER DISTRICT
OTHER POST-EMPLOYMENT BENEFITS TRUST
NOTES TO BASIC FINANCIAL STATEMENTS
For the Year Ended June 30, 2017 and 2016

I NOTE 3 E.

CASH AND INVESTMENTS (Continued)

Custodial Credit Risk
Custodial credit risk for cash on 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, the Trust will not
be able to recover the value of its investment or collateral securities that are in the possession of another
party.
California Law requires banks and savings and loan institutions to pledge government securities with a
market value of 110% of the Trust's cash on deposit, or first trust deed mortgage notes with a market value
of 150% of the deposit, as collateral for these deposits. Under California Law this collateral is held in a
separate investment pool by another institution in the Trust's name and places the Trust ahead of general
creditors of the institution.
The Trust invests in individual investments and in investment pools. Individual investments are evidenced
by specific identifiable securities instruments, or by an electronic entry registering the owner in the records
of the institution issuing the security, called the book entry system. In order to increase security, the Trust
employs the Trust Department of a bank or trustee as the custodian of certain Trust investments, regardless
of their form.

F.

Fair Value Hierarchy
The Trust categorizes its fair value measurements within the fair value hierarchy established by generally
accepted accounting principles. The hierarchy is based on the valuation inputs used to measure fair value
of the assets. Level 1 inputs are quoted prices in an active market for identical assets; Level 2 inputs are
significant other observable inputs; and Level 3 inputs are significant unobservable inputs.
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The following is a summary of the fair value hierarchy of the fair value of investments of the Trust as of
June 30:

2017
Level 1
Equity Securities
Equity Mutual Funds

Total Investments

Total

$1,279,590
38,192,685

$1,279,590
38,192,685

$39,472,275

39,472,275

Cash in Banks

161,481

Total Cash and Investments

$39,633,756

2016
Level 1
Equity Securities
Equity Mutual Funds

Total Investments
Cash in Banks

Total

$996,155
31,741,227

$996,155
31,741,227

$32,737,382

32,737,382
566,485

Total Cash and Investments

$33,303,867

Investments classified in Level 1 of the fair value hierarchy, valued at $39.4 million and $32.7 million for
2017 and 2016, respectively, are valued using quoted prices in active markets. Fair value is defined as the
quoted market value on the last trading day of the period. These prices are obtained from various pricing
sources by our custodian bank.
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INOTE 4 -

NET APPRECIATION (DEPRECIATION) IN FAIR vALUE OF INVESTMENT

The change in fair value as of June 30 is as follows:

2017
Beginning value

2016

$33,303,867

$30,147,820

Employer contributions

4,510,000

4,987,237

Employee contributions

1,276,032

1,248,714

(3,463,649)

(3 ,404,3 51)

Realized gains (losses), net

1,278,454

(429,677)

Unrealized gains (losses), net

2,758,792

782,124

(29, 740)

(28,000)

$39,633, 756

$33,303,867

Premiums paid

Cash disbursements
Ending value

Realized gains and losses represent the difference between the proceeds of sale and the original cost of the
investments sold. Unrealized gains and losses represent changes over the reporting period in the fair value
of investments held at year-end.
The calculation of realized gains and losses is independent of the calculation of net appreciation in the
accompanying financial statements. Unrealized gains and losses on investments sold in the current year
that had been held for more than one year were included in investment income reported for a previous year
or years as part of the rep01ted net appreciation or depreciation for those years.
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INOTE 5 A.

NET OPEB LIABILITY

Net OPEB Liability
The Trust's net OPEB liability is measured as the total OPEB liability, less the OPEB Trust's fiduciary net
position. The net OPEB liability of the District is measured as of June 30, 2017 and 2016, using an annual
actuarial valuation as of June 30, 2016, using standard update procedures. The components of the net
OPEB liability as of June 30, 2017 and 2016 is as shown below:

Total OPEB liability
Trust fiduciary net position

2017
$66,949,000
(39,634,000)

2016
$81,052,000
(33,304,000)

Employer net OPEB liability

$27,315,000

$47,748,000

Trust fiduciary net position as a
percentage of total OPEB liability

59.2%

41.1%

Actuarial Assumptions - The total OPEB liabilities in the June 30, 2016 actuarial valuation was
determined using the following actuarial assumptions:
2017
Valuation Date
Measurement Date
Actuarial Cost Method
Amortization Period
Actuarial Assumptions
Discount rate

Crossover Test
Expected Long-Term Rate of Return on
Investments
Inflation
Salary Increases

PEMHCA minimum amount increases
Termination, retirement, disability

Mortality

Healthcare trend

June 30, 2016
June 30, 2017
Entry-Age Normal
22 years closed period, level percent of pay
7.00%
Based on crossover test
Assets are projected to always exceed benefit payments
District contributes full ADC
Administrative expense = 0. 1% of trust assets
7.00%
3.00%
3.00% CPI plus
Pay increase based on years of District service, employment group,
and Entry Age with the District
4.50%
Based on a study of 2009-2014 Plan experience
Rates vary based on age, gender, service, classification, and benefit
level
Society of Actuaries RP-2014 tables used
Fully-generational mortality improvement scale AA applied
6.24% for 2017, decreasing to an ultimate rate of 5.00% for 2020
and later years for pre-Medicare
6.39% for 2017, decreasing to an ultimate rate of 5.00% for 2020
and later years for post-Medicare.

22

CONTRA COSTA WATER DISTRICT
OTHER POST-EMPLOYMENT BENEFITS TRUST
NOTES TO BASIC FINANCIAL STATEMENTS
For the Year Ended June 30, 2017 and 2016

INOTE 5 - NET OPEB LIABILITY (Continued)

I

Discount Rate - The discount rate used to measure the Total OPEB Liability was 7.00% as of June 30,
20 I 7 and 7 .25% as of June 30, 20 I 6. The projection of cash flows used to determine the discount rate
assumed that District contributions will be made at rates equal to the actuarially determined contribution
rates. Based on those assumptions, the OPEB trust's fiduciary net position was projected to be available
to make all projected future benefit payments of current plan members. Therefore, the long-term
expected rate of return on OPEB trust investments was applied to all periods of projected benefit
payments to determine the total OPEB liability.

Sensitivity of the Net OPEB Liability to Changes in the Discount Rate - The following presents the net
OPEB liability of the Trust, as well as what the Trust's net OPEB liability would be if it were calculated
using a discount rate that is I-percentage-point lower (6.0 percent) or I-percentage-point higher (8.0
percent) than the current discount rate as of June 30, 20I 7:
1% Decrease
(6.00%)
Net OPEB Liability (Asset)

$35,813,000

Current Discount
(7.00%)
$27,315,000

1% Increase
(8.00%)
$20,293,000

Sensitivity of the Net OPEB Liability to Changes in the Healthcare Cost Trend Rates - The following
presents the net OPEB liability of the Trust, as well as what the Trust's net OPEB liability would be if it
were calculated using healthcare cost trend rates that are I-percentage-point lower (6.24 percent
decreasing to 5.24 percent) or I-percentage-point higher (6.24 percent increasing to 7.24 percent) than
the current healthcare cost trend rates as of June 3 0, 20 I 7:

1% Decrease
(5.24%)
Net OPEB Liability (Asset)

$19,275,000
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Healthcare Cost
Trend Rates
Current Rate
(6.24%)
$27,315,000

1% Increase
(7.24%)
$37)86,000
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CONTRA COSTA WATER DISTRICT
OTHER POST-EMPLOYMENT BENEFITS TRUST
REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
JUNE 30, 2017

Information presented in the required supplementary schedule was determined as part of the actuarial
valuation of the dates indicated.
Schedule of Funding Progress

Actuarial
Valuation
Date

6/30/2014
613012015
613012016

Actuarial Value of
Assets
(A)

$24,508,000
30,473,000
35, 159,000

Cost Method
Actuarial
Accrued
Liability
(B)

Overfunded
(Underfunded)
Actuarial Accrued
(ALiability
B)

Funding
Ratio
(A/B)

($52,738,000)
(46,209,000)
(45,893,000)

32%
40%
43%

$77 ,246,000
76,682,000
81,052,000
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Covered Payroll
(C)

$27, 173,000
27,700,000
28,817,000

UAAL as a
Percentage of
Covered - Payroll
((A-B)/C)

-194%
-167%
-159%

CONTRA COST A WATER DISTRICT
OTHER POST-EMPLOYMENT BENEFITS TRUST
REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
JUNE 30, 2017

Other Post-Employment Benefits (OPEB) Plan
Schedule of Changes in Employer's Net OPEB Liability
2017

Total OPEB liability
Service cost
Interest
Differences between expected and actual experience
Change in assumptions
Benefit payments, including refunds of employee contributions
Changes of benefit terms

$2,756,000
5,946,000
(18,820,000)
1,887,000
(3,596,000)
(2,276,000)

Net change in total OPEB liability

(14,103,000)

Total OPEB liability - beginning

81,052,000

Total OPEB liability - ending (a)

$66,949,000

OPEB fiduciary net position
Contributions - employer
Contributions - employee
Net investment income
Benefit payments, including refunds of employee contributions
Administrative expense
Other changes

Net change in plan fiduciary net position

$4,510,000
1,276,000
4, 173,000
(3,596,000)
(33,000)
6,330,000

Plan fiduciary net position - beginning

33,304,000

Plan fiduciary net position - ending (b)

39,634,000.00

Plan net OPEB liability - ending (a) - (b)

27,J 15,000.00

Notes to schedule
Change in Benefit Terms
In April 2017 the District began providing healthcare benefits through CalPERS PEMHCA. This required a
change in benefits provided to certain future retirees. At the same time, benefits previously requiring payment
through a TP A were eliminated for future retirees. These changes are included as changes in plan terms. The
changes in healthcare premiums and new actuarial assumptions regarding plan selection are included as
differences in actuarial experiences.

Change in assumptions
The discount rate decreased from 7.25% in 2011 to 7.00% in 2017.

Schedule is intended to show information for 10 years.
AddWonal years will be displayed as they become available
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Schedule of Employer's Net OPEB Liability
2017

2016

Total OPEB liability
Trust fiduciary net position

$66,949,000
39,634,000

$81,052,000
33,304,000

Employer net OPEB liability

$27,315,000

$47,748,000

59.2%

41.1%

$28,770,000

$28,817,000

94.9%

165.7%

Trust fiduciary net position as a
percentage of total OPEB liability
Covered payroll
Liability as a percentage of covered
employee payroll

Schedule is intended to show information for 10 years.
Additional years will be displayed as they become available.

Schedule ofEmployer's Contributions
2017
Actuarial determined contribution
Contributions in relation to the actuarial

$4,082,000

determined contribution
Contribution deficiency (excess)
Covered payroll
Payroll as percentage of covered
employee payroll

4,510,000
(428,000)
28,770,000
15.7%

* Under an employee bargaining agreement, additional employee contributions were made in the amount of
$1,276,032 and $1,248,714 For fiscal year ending June 30, 2017 and 2016, respectively. Taking into account the
District and employee's contributions, total percentages contributed were 100% and 100%, respectively.
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The OP EB-related information presented in the required supplementary schedules was determined as part of the
OPEB actuarial valuation at the date indicated. Additional information as of the latest OPEB actuarial valuation
is as follows:
Assumption
Actuarial valuation date
Actuarial cost method
Amortization period

June 30, 2017
June 30, 2016
Entry age
22 years closed period
Level percent of pay
Actuarial value of assets
5-year smoothed market value
Gains/losses recognized over 5 years

Asset method

Inflation
Healthcare trend

3.00%
6.24% for 2017, decreasing to an ultimate rate of
5.00% for 2020 and later years for pre-Medicare
6.39% for 2017, decreasing to an ultimate rate of
5.00% in 2020 and later years for pre-Medicare
3.00% CPI plus
Pay increase based on years of District service,
employment group, and Entry Age with the District
7 .25% through December 3 1, 2016
7. 00% beginning January 1, 2017
Net of OPEB plan investment expense

Salary increases

Investment rate of return

Scheduled of Investment Return

2017
Annual money weighted rate of return,
net of investment
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11.14%
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INDEPENDENT AUDITOR'S REPORT ON
INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMJ>LIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

Board of Directors of the
Contra Costa Water District
Other Post-Employment Benefits Trust
Concord, 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 basic financial statements of the Contra Costa Water District Other
Post-Employment Benefits Trust (the Trust) of the Contra Costa Water District (the District), as of and for the year
ended June 30, 2017 and the related notes to the financial statements, and have issued our report thereon dated
November 9, 2017.

Internal Control Over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Trust's internal control over
financial reporting (internal control) to determine the audit procedures that are appropriate in the circumstances
for the purpose of expressing our opinions on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the Trust's internal control. Accordingly, we do not express an opinion on the
effectiveness of the Trust'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 Trust'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. Given these limitations, during our audit we did not identify any deficiencies in internal
control that we consider to be material weaknesses. However, material weaknesses may exist that have not been
identified.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Trust'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 dete1mination 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.
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We have also issued a separate Memorandum on Internal Control dated November 9, 2017, which is an integral
pati of our audit and should be read in conjunction with this report.

Purpose of this Report
The purpose of this repoti 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 Trust's internal control or on
compliance. This repo1i is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the Trust's internal control and compliance. Accordingly, this communication is not
suitable for any other purpose.

/rl41'. r/JJWN;i
Pleasant Hill, California
November 9, 2017
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