\ " Inland Empire Utilities Agency
A MUNICIPAL WATER DISTRICT

SPECIAL
FINANCE AND ADMINISTRATION
COMMITTEE MEETING
OF THE BOARD OF DIRECTORS
INLAND EMPIRE UTILITIES AGENCY*
AGENCY HEADQUARTERS, CHINO, CALIFORNIA

WEDNESDAY, DECEMBER 13, 2017
9:00 A.M.

CALL TO ORDER

PUBLIC COMMENT

Members of the public may address the Board on any item that is within the jurisdiction of the Board;
however, no action may be taken on any item not appearing on the agenda unless the action is otherwise
authorized by Subdivision (b) of Section 54954.2 of the Government Code. Those persons wishing to
address the Board on any matter, whether or not it appears on the agenda, are requested to complete and
submit to the Board Secretary a “Request to Speak” form which is available on the table in the Board
Room. Comments will be limited to five minutes per speaker. Thank you.

ADDITIONS TO THE AGENDA

In accordance with Section 54954.2 of the Government Code (Brown Act), additions to the agenda require
two-thirds vote of the legislative body, or, if less than two-thirds of the members are present, a unanimous
vote of those members present, that there is a need to take immediate action and that the need for action
came to the attention of the local agency subsequent to the agenda being posted.

1. CONSENT ITEMS

A. %%
e Lommittee will be asked to approve the Finance and Administration
Committee meeting minutes of November 8, 2017.

B. %
art recommends that the Committee/Board approve the total

disbursements for the month of October 2017, in the amount of
$15,532,023.67.
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2. ACTION ITEMS

A. RP-1.CAPACITY RECOVERY PROJECT CONSULTANT CONTRACT
AWARD

Staff recommends that the Committee/Board:

1. Award a consultant contract for the RP-1 Capacity Recovery, Project
Nos. EN24001 and EN24002, to Carollo Engineers Inc., for the not-
to-exceed amount of $13,637,633; and

2 Authorize the General Manager to execute the consultant contract
subject to non-substantive changes.

- USER REPLACEMENT CONSTRUCTION
CONTRACT AWARD
Staff recommends that the Committee/Board:

1. Award a construction contract for the RP-5 Aeration Diffuser
Replacement, Project No. PA17006.02, to Genesis Construction in
the amount of $2,987,654; and

2 Authorize the General Manager to execute the contract.

C. EE%D$UARTERS BUILDINGS ROOFING REPLACEMENT

Staff recommends that the Committee/Board:

1. Award a construction contract for the Headquarters Buildings
Roofing Replacement, Project No. CP16003, to Best Contracting
Services Inc., in the amount of $1,024,070;

2. Approve a project budget reclassification in the amount of
$1,311,000 in the Administration Services (GG) Fund from O&M to
Capital project; and

3 Authorize the General Manager to execute the contract and budget
reclassification.

D. %ﬂuﬂ]z SINGLE_AUDIT REPORT FOR FEDERAL
O !

Staff recommends that the Committee/Board:

1. Approve the Single Audit Report for FY 2016/17; and

2 Direct staff to distribute the report, as appropriate, to the State
Controller's Office, the Federal Audit Clearing House, and other
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interested parties.

Staff recommends that the Committee/Board:

1. Award Contract No. 4600002440 to PFM Asset Management LLC for
an initial three-year period with two, one-year options to extend, for
investment advisory and management services:;

2. Pursuant to the Agency’s Risk Management Ordinance, Section 8,
approve PFM’s Self-Insured Retention (SIR) for ProfeSSIonaI Llablllty
Insurance in the amount of $1,000,000; and

3. Authorize the General Manager to execute the consultant contract
subject to non-substantive changes.

Staff recommends that the Committee/Board:

1. Approve the Inland Empire Utilities Agency Comprehensive Annual
Financial Report for fiscal year ended June 30, 2017: and

2. Direct staff to distribute the report as appropriate, to the various
federal, state, and local agencies, financial institutions, bond rating
agencies, and other interested parties.

3. INFORMATION ITEMS

A. FISCA

(WRITTEN/POWERPOINT)

RECEIVE AND FILE INFORMATION ITEM

4. GENERAL MANAGER’S COMMENTS

5. COMMITTEE MEMBER COMMENTS

6. COMMITTEE MEMBER REQUESTED FUTURE AGENDA ITEMS

7. ADJOURN
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*A Municipal Water District

In compliance with the Americans with Disabilities Act, if you need special assistance to participate in
this meeting, please contact the Board Secretary (909-993-1736), 48 hours prior to the scheduled
meeting so that the Agency can make reasonable arrangements.

Proofed by: 'ﬁ’\-_/
DECLARATION OF POSTING )

1, April Woodruff, Board Secretary/Office Manager of the Inland Empire Utilities Agency, A Municipal Water District, hereby certify that
a copy of the agenda has been posted by 5:30 p.m. in the foyer at the Agency's main office, 6075 Kimball Ave., Building A, Chino, CA

on Thursday, Decemé&?,mﬂ.

April Woodruff

I
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Date: December 20, 2017 (zﬁijp\’é J‘ 0/‘\

To: The Honorable Board of Directors From: Halla Razak, General Manager

Committee: Audit Committee 12/11/17
Finance & Administration 12/13/17

Executive Contact: Kathy Besser, Executive Manager of Ext. Aff. & Policy Dev./AGM
Subject: Fiscal Year (FY) 2016/17 Single Audit Report for Federal Grant Programs

Executive Summary:

The Single Audit Act and the new Office of Management and Budget (OMB) Uniform
Guidance, require each non-Federal entity that expends $750,000 or more of Federal grants to
undergo an annual independent audit. The objectives of the Single Audit are to determine
whether there are issues that could have a direct and material effect over compliance for each
major federal grant award program, internal control over compliance requirements of federal
grant award programs, and eligibility of federal grant award program expenditures. In FY
2016/17, IEUA incurred $11,798,196 in total federal costs for 2 federal programs, USBR
$11,088,961 and EPA $709,235. The Agency’s independent external audit firm, Lance Soll &
Lunghard LLP, performed the annual single audit for fiscal year ended June 30, 2017. The
Single Audit Report for the FY 2016/17 expressed the following opinion over the Agency’s
expense of federal funds:

1. IEUA is in compliance with each major federal grant award program.

2. No significant deficiencies in internal control over major federal award programs.
3. No findings or questioned costs to major federal award programs.

4. IEUA qualifies as a “Low-Risk Auditee.”

Staff's Recommendation:
1. Approve the Single Audit Report for FY 2016/17; and

2. Direct staff to distribute the report, as appropriate, to the State Controller's Office, the Federal
Audit Clearing House, and other interested parties.

Budget Impact Budgeted (wn):Y  Amendment (wn): N Amount for Requested Approval:

Account/Project Name:

Fiscal Impact (explain if not budgeted):

The audit fee for the Single Audit Report is within the Agency’s FY 2017/18 budget in the
Administrative Services (GG) fund (100000/111100/520110) under the professional fees and
services category.

Full account coding (internal AP purposes only): = - = Project No.:
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Prior Board Action:
On March 15, 2017, the Board reviewed the FY 2015/16 Single Audit Report presented to the
Audit Committee on March 6, 2017.

On December 16, 2015, the Board reviewed the FY 2014/15 Single Audit Report presented to
the Audit Committee on December 9, 2015.

Environmental Determination:
Not Applicable

Business Goal:

The IEUA FY 2016/17 Single Audit Report is consistent with the Agency’s Business Goal of
fiscal responsibility in providing transparent communication regarding federal grant award
programs.

Attachments:
Attachment 1 - IEUA Single Audit Report ending June 30, 2017

Board-Rec No.: 17322
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To the Board of Directors
Inland Empire Utilities Agency
Chino, California

Accounting for Advance Refunding of Bonds Payable

As part of our audit testing, we examined the cash held with fiscal agent accounts and observed that the amount
recorded on the Agency’s books was approximately $5.5 million more than what could be substantiated by the
supporting bank statements, as cash held in escrow was recorded in the general ledger accounts. We determined
that the cause of this condition was a journal entry which was incorrectly recorded for the purpose of defeasing in
the Revenue Bonds, Series 2008A. This resulted in cash and investments held with fiscal agents being overstated
by the above amount.

Given the infrequent nature and complexity of these type of transactions, ittis not uncommon to find errors. To
ensure these type of entries, including non-recurring and one-time transaétions, are accounted for in accordance
with authoritative guidance, and properly presented in the financials, wé recommend the Agency implement more
extensive review procedures. We recommend that the Agency iméle’ménteq review procedures to ensure that
uncommon transactions, such as advance refunding of long-terfy debt, are accounted for in accordance with

authoritative guidance, and are properly recorded in the geneg{ledger.

4

Management Response:

The transaction came about due to a bond defeasance;.which is subject to complex accounting rules for recording
the extinguishment of the old debt and recording of the new.debt, including the treatment of any funds held in escrow
before the old bonds are retired. The Agency is committed to.accurate financial reporting and will ensure that future
transactions of this nature are reviewed for compliance with accounting standards and will seek outside guidance
from the auditors or other resources, whgrefnecaﬁ%sary, before finalizing the accounting entries.

Agency’s Response to Findings < - v

The Agency’s response to the findings ideht{fieq in our audit was not subjected to the auditing procedures applied
in the audit of the financial statements and, aceordingly, we express no opinion on it.

Purpose of this Report | ‘

‘\\' y 4

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to previde an opinion on the effectiveness of the Agency’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the Agency’s internal control and compliance. Accordingly, this communication is not

suitable for any other purpose.

%,%/%WW

Brea, California
, 2017
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INDEPENDENT AUDITORS’ 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

To the Board of Directors
Inland Empire Utilities Agency
Chino, California

We have audited, in accordance with the auditing standards generally‘@ccepted in the United States of
America and the standards applicable to financial audits contained ifi Government Auditing Standards
issued by the Comptroller General of the United States, the finan¢ial statements of each major fund and
the aggregate remaining fund information of the Inland Empirg&ﬁﬂftiesﬁgéncy (the Agency), as of and for
the year ended June 30, 2017, and the related notes to the financial stateméqfs, which collectively comprise
the Agency’s basic financial statements and have issued/e@r’reporjt thereon dag\ed ,2017.

N

Internal Control over Financial Reporting

In planning and performing our audit of the financ{élé’state\menté,'WB\gonsidered the Agency’s internal control
over financial reporting (internal control) to det‘eﬂnihetﬁe-audit:p”rocedures that are appropriate in the
circumstances for the purpose of expressing OuF, bpini@ﬁ"s‘-arj,‘the financial statements, but not for the
purpose of expressing ‘an opinion on the/gﬁectivenégﬁr,ef the Agency’s internal control. Accordingly, we do
not express an opinion on the effectiyéﬂ’ess‘bf‘the Abency’s internal control.
& y . )

A deficiency in internal control exis\tsjwhe,m;hedeajgﬁ;df operation of a control does not allow management
or employees, in the normal course of petforming their assigned functions, to prevent, or detect and correct,
misstatements on a time|)¢fbfasis. B\mateﬁ‘at weakness is a deficiency, or a combination of deficiencies, in
internal control such that there is‘afrgaéon}abb possibility that a material misstatement of the entity’s
financial statements vﬁl{‘fn\ot be prei‘ranted,“or detected and corrected on a timely basis. A significant
deficiency is a deficiency; or a combjnation of deficiencies, in internal control that is less severe than a
material weakness, yet impibtt\'@n_t epéugh 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 and therefore, material weaknesses or significant deficiencies may
exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Agency’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
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 that are required to reported under
Government Auditing Standards. We noted one item as other matters that are required to be reported
under Government Auditing Standards.

~_ PrimeGlobal

Independ

203N, BreaBlvd., Suite 203 | Brea,CA92821 | Phone: 714.672.0022

n
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE AND REPORT ON THE SCHEDULE OF
EXPENDITURES OF FEDERAL AWARDS REQUIRED BY THE UNIFORM GUIDANCE

To the Board of Directors
Inland Empire Utilities Agency
Chino, California PN

Report on Compliance for Each Major Federal Program y . N

/ y A
We have audited the Inland Empire Utilities Agency (the Agenpy?}s compllance with the types of compliance
requirements described in the OMB Compliance Supplemeﬁt that could haveia direct and material effect
on each of the Agency’s major federal programs for theﬂﬁear ended June 30,2017. The Agency’s major
federal programs are identified in the summary of audlt?)r’s resuﬁs section of the accompanying schedule
of findings and questioned costs.

Management’s Responsibility "-.\ Bigne, 3
Management is responsible for compliance,with fedgrai s’tatutes regulatlons and the terms and conditions
of its federal awards applicable to its fg;ﬂeral\programs

4 \J \,

g /x 3 ¢

Auditor’s Responsibility \ SV

Our responsibility is to expressian, Opl on on compliance for each of Agency’s major federal programs
based on our audit of thedypes of eompliance requirements referred to above. We conducted our audit of
compliance in accordan@e with audlﬂng standards generally accepted in the United States of America; the
standards applicable to" ﬁnanmal audﬂs contained in Government Auditing Standards, issued by the
Comptroller General of tha,, Unlted Smtes and the audit requirements of Title 2 U.S. Code of Federal
Regulations Part 200, Un/forMAdminlstratlve Requirements, Cost Principles, and Audit Requirements for
Federal Awards (Uniform Guidange). Those standards and the Uniform Guidance require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about the Agency’s compliance
with those requirements and performing such other procedures as we considered necessary in the
circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major federal
program. However, our audit does not provide a legal determination of the Agency’s compliance.

Opinion on Each Major Federal Program
In our opinion, the Inland Empire Utilities Agency complied, in all material respects, with the types of

compliance requirements referred to above that could have a direct and material effect on each of its major
federal programs for the year ended June 30, 2017.

Z_ PrimeGlobal

203IN. Brea Blvd., Suite 203 | Brea, CA 92821 | Phone: 714.672.0022
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To the Board of Directors
Inland Empire Utilities Agency
Chino, California

Report on Internal Control over Compliance

Management of the Agency is responsible for establishing and maintaining effective internal control over
compliance with the types of compliance requirements referred to above. In planning and performing our
audit of compliance, we considered the Agency’s internal control over compliance with the types of
requirements that could have a direct and material effect on each major federal program to determine the
auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on
compliance for each major federal program and to test and report on internal control over compliance in
accordance with the Uniform Guidance, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we dginot express an opinion on the
effectiveness of the Agency’s internal control over compliance. &

A deficiency in internal control over compliance exists when th/e deSigh or operation of a control over
compliance does not allow management or employees, in thefnormal course of performing their assigned
functions, to prevent, or detect and correct, noncomphan;zé with a type of\qampllance requirement of a
federal program on a timely basis. A material weakness ifi internalcontrol over-compliance is a deficiency,
or a combination of deficiencies, in internal control oVer comphance such that there is a reasonable
possibility that material noncompliance with a type of comphance requirement of a federal program will not
be prevented, or detected and corrected, on a tlmeiy basis. A sfgn/flcant deficiency in internal control over
compliance is a deficiency, or'a combination of dQﬂCTeng‘fes in mtemal control over compliance with a type
of compliance requirement of a federal program that is less severe than a material weakness in internal
control over compliance, yet |mpor1ant enough to m\ant attention by those charged with governance.

Our consideration of internal contfol over compllanée was for the limited purpose described in the
first paragraph of this section anc{ was not destgned to identify all deficiencies in internal control over
compliance that might be material- weaknesses or significant deficiencies. We did not identify any
deficiencies in internal contreli@ver compliance that we consider to be material weaknesses. However,
material weaknesses may ‘exist that have ﬂot been identified.

The purpose of this repoﬂ on internal oqntrol over compliance is solely to describe the scope of our testing
of internal control over cbmpllance /gnd the results of that testing based on the requirements of the
Uniform Guidance. Accordmgfy th:é report is not suitable for any other purpose.

Report on the Schedule of Expendltures of Federal Awards Required by the Uniform Guidance

We have audited the financial statements of each major fund and the aggregate remaining fund information
of the Agency, as of and for the year ended June 30, 2017, and the related notes to the financial statements,
which collectively comprise the Agency’s basic financial statements. We issued our report thereon dated
October 31, 2017, which contained an unmodified opinion on those financial statements. Our audit was
conducted for the purpose of forming opinions on the financial statements that collectively comprise the
basic financial statements. The accompanying schedule of expenditures of federal awards is presented for
the purposes of additional analysis as required by the Uniform Guidance and is not a required part of the
basic financial statements. Such information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the basic financial
statements.
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To the Board of Directors
Inland Empire Utilities Agency
Chino, California

The information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such information directly
to the underlying accounting and other records used to prepare the basic financial statements or to the
basic financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the schedule of expenditures
of federal awards is fairly stated in all material respects in relation to the basic financial statements as a
whole.

,Z,i ot %W SEZP

Brea, California
October 31, 2017



INLAND EMPIRE UTILITIES AGENCY

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2017

Pass-Through

Federal Entity
CFDA Identifying Passed Through Total Federal
Federal Grantor/Pass-Through Grantor/Program Title Number Number to Subrecipients Expenditures
U.S. Department of the Interior
Direct programs:
Title XVI Water Reclamation and Reuse * 15.504 N/A $ 11,083,261 $ 11,083,261
Reclamation States Emergency Drought Relief 15.514 N/A - 5,700
Total U.S. Department of the Interior 11,083,261 11,088,961
Environmental Protection Agency
Passed through the State of California Water Resources
Control Board:
Capitalization Grants for Clean Water State Revolving Funds * 66.458 C-06-7885-110 - 709,235
y.
Total Environmental Protection Agency y 4 - 709,235
Total Expenditures of Federal Awards & ', LN $ 11,083,261 $ 11,798,196
* Major Program 4 A %
4 y

A
Note a: Refer to Note 1 to the schedule of expenditures of federal awards for a desqr\imlgn of sigl

& v
ficant accounting policies used in preparing this schedule.

Note b: There were no federal awards expended in the form of noncash assistance and mgufance in effect during the year.

The accompanying notes are an integral part of this schedule.




INLAND EMPIRE UTILITIES AGENCY

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2017

Note 1: Summary of Significant Accounting Policies Applicable to the Schedule of Expenditures of
Federal Awards

a.

Scope of Presentation

The accompanying schedule presents only the expenditures incurred by the Inland Empire
Utilities Agency (the Agency), that are reimbursable under federal programs of federal
financial assistance. For the purposes of this schedule, federal awards include both federal
financial assistance received directly from a federal agency, as well as federal funds received
indirectly by the Agency from a non-federal agency or other organization. Only the portion of
program expenditures reimbursable with such federal funds is reported in the accompanying
schedule. Program expenditures in excess of the maximum federal reimbursement
authorized or the portion of the program expenditures thét were funded with state, local or
other non-federal funds are excluded from the accompanying schedule.

Basis of Accounting .

The expenditures included in the accompanying schedule were reported on the modified
accrual basis of accounting. Under the madified accfuial basis of accounting, expenditures are
incurred when the Agency becomes obligated for payment as a result of the receipt of the
related goods and services. Expenditures reported included any property or equipment
acquisitions incurred under the federal program..The Agency has elected not to use the
10-percent de minimis indirect cost rate allowed under the Uniform Guidance.

Note 2: Reconciliation of State Water Resou\i*\t'é*’éontrol Board and GAAP Expenditure Reporting

y

For the year ended Jun®@ 30, 2047, the following adjustments were necessary to reconcile the
federal awards proVid@d to..the Agency for the Capitalization Grants for Clean Water
State Revolving Funds federal awards program per the State Water Resource Control Board's
records to the feﬁemi expenditures reported by the Agency under accounting principles generally
accepted in the United States of America (GAAP).

T N N

Federal awards per the Stafé Water Resource Control Board:

C-06-5318-110». 4~ $ 7,586,911

C-06-7885-110 . 1,261,335

Subtotal 8,848,246
Adjustment for expenditures reported in the prior fiscal period:

C-06-5318-110 (7,586,911)

C-06-7885-110 (552,100)

Subtotal (8,139,011)

Total Federal Expenditures of the Capitalization Grants

for Clean Water State Revolving Funds Program (GAAP) $ 709,235



INLAND EMPIRE UTILITIES AGENCY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2017

SECTION | - SUMMARY OF AUDITORS' RESULTS

Financial Statements

Type of auditors' report issued: Unmodified Opinion

Internal control over financial reporting:

e Significant deficiencies identified? yes X _no
e Material weaknesses identified? yes X__none reported
Noncompliance material to financial ‘

statements noted? ; _yes X_no

Federal Awards

Internal control over major programs: y S D
e Significant deficiencies identified? @ yes X _no
e Material weaknesses identified? ~\\f“ 3 yes X __none reported

Gl

Type of auditors' report issued on compliance for rr"ia\'jbr’ibrogr"ém'sk: Unmodified Opinion
g ‘

Any audit findings disclosed that arefrequired to be

reported in accordance with Uniferm Guidance?. yes X_no
A W 4
9

Identification of major programsin..

CFDA Number(s) « : E \ 9 Name of Federal Program or Cluster

15.504 \:\ y Title XVI Water Reclamation and Reuse

66.458 \ v 4 Capitalization Grants for Clean Water State Revolving Funds
Dollar threshold used to distinguis(h

between type A and type B program $750,000
Auditee qualified as low-risk auditee? X _yes no



INLAND EMPIRE UTILITIES AGENCY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE YEAR ENDED JUNE 30, 2017

SECTION Il - FINANCIAL STATEMENT FINDINGS

No matters were reported.

SECTION lll - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

No matters were reported.



INLAND EMPIRE UTILITIES AGENCY

SCHEDULE OF PRIOR YEAR FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2016

SECTION | - FINANCIAL STATEMENT FINDINGS

No matters were reported.

SECTION Il - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

No matters were reported.

10
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( ™ Inland Empire Utilities Agency
A MUNICIPAL WATER DISTRICT
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Date: December 20, 2017 Gﬁ& | % 0
To: The Honorable Board of Directors From:“Halla Razak, General Manager
Committee: Finance & Administration 12/13/17

Executive Contact: Christina Valencia, Executive Manager of Finance & Administration/AGM

Subject: Investment Advisory and Management Services Contract Award

Executive Summary:

The Agency’s investment portfolio has historically been managed in-house by the Finance &
Accounting Department under the direction of the Executive Manager of Finance &
Administration/Assistant General Manager. Recognizing the benefits of a more diversified,
better structured and actively managed portfolio, a Request for Proposal was released in
September for investment advisory and management services. Three proposals were received:
Chandler Asset Management, PFM Asset Management LLC (PFM) and High Mark Capital
Management. The evaluation team identified PFM as the most qualified based on their
resources, expertise and public sector focus. This was presented to the Finance and
Administration Committee on November 8, 2017. On December 6, 201 7, PFM provided the
Board of Directors an overview of the firm's historical performance and proposed strategy for
the Agency's portfolio to capitalize on current market opportunities by reducing excess liquidity
and utilizing the full range of permitted investments. A comparison of the average return yield
on the Agency's portfolio with the average yield on PFM's 1-5 Year Composite shows higher
earnings of $64,000 (net of fees) for each $10 million invested in the 1-5 Year Composite. The
estimated additional annual earnings should offset PFM annual management fees which are
based on the assets under management as listed on Table 2 in the Background section.

Staff's Recommendation:

1. Award Contract No. 4600002440 to PFM Asset Management LLC for an initial three-year
period with two, one-year options to extend, for investment advisory and management services;
2. Pursuant to the Agency's Risk Management Ordinance, Section 8, approve PEM's
Self-Insured Retention (SIR) for Professional Liability Insurance in the amount of $1,000,000;
and

3. Authorize the General Manager to execute the consultant contract subject to non-substantive
changes.

Budget Impact Budgeted N Y  Amendment (v/N): N Amount for Requested Approval:

Account/Project Name:
Professional Services budgeted in the Administrative Services Fund.

Fiscal Impact (explain if not budgeted).

The estimated higher investment returns from a better structured and more diversified portfolio
are projected to offset fees paid to PFM to actively manage the Agency’s investment portfolio.

Full account coding (internal AP purposes only): 10200 = 114100 = 100000 = 521080 Project No.:
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Prior Board Action:

None

Environmental Determination:
Not Applicable

Business Goal:

The Investment Advisory and Management Services contract award is consistent with the
Agency's Business Goal of Fiscal Responsibility in optimizing the Agency's investment of
surplus funds in accordance with the Agency's Investment Policy.

Attachments:

Attachment 1 - Background

Attachment 2 - PowerPoint

Attachment 3 - Contract Number 4600002440
Attachment 4 - Agency Investment Policy
Attachment 5 - Agency Reserve Policy
Attachment 6 - PFM Quarterly Reports

Board-Rec No.: 17342

i
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"8 Inland Empire Utilities Agency
Background

A MUNICIPAL WATER DISTRICT

Subject: Investment Advisory and Management Services Contract Award

An overview of the Agency’s investment portfolio and current management process, previously
presented to the Finance & Administration Committee on November 8, 2017, was presented to the
Board of Directors at the Board Workshop on December 6, 2017. PFM Asset Management LLC
(PFM), identified by the Agency’s evaluation team as the most qualified firm to provide advisory
and management investment services, also provided an overview of the firm’s historical
performance and proposed strategy.

The Agency’s investment portfolio is comprised of all cash and reserve balances from all Agency
funds (surplus monies), except monies held in restricted accounts, such as deferred compensation,
debt service, and Capital Reimbursement Accounts (CCRA) held by member agencies. Authority
to manage the investment program is delegated to the Executive Manager of Finance and
Administration/Assistant General Manager by the Board of Directors pursuant to the Agency’s
Investment Policy (Investment Policy). The Investment Policy is presented regularly to the Board,
and the last adoption was in April 2017.

Following the Orange County bankruptcy in 1994, the state of California enacted legislation to
limit the risk of deposits and investment of public funds. The California Government Code (CGO)
§ 53600.6 and 53630.1 define permitted investments in which local agencies can invest surplus
monies. To further minimize risk, the CGC establishes a percentage limitation for categories of
permitted investments and limits the term remaining to maturity to a maximum of five years
(unless specifically authorized by the legislative body) at the time of purchase. For example, the
CGC prohibits investment in foreign sovereign fixed income instruments, and limits the duration
of repurchase agreements to one year.

The Agency’s Investment Policy takes a more conservative approach by excluding certain
permitted investments and establishing lower limits from those defined in the CGC. One example
are corporate bonds which have a limit of 30 percent under the CGC, but the Agency’s Investment
Policy limits to 10 percent of the portfolio to reduce exposure to market and credit risk. Consistent
with the CGC, the Agency’s Investment Policy primary objectives, in order of priority, are:

1) Safety — ensure the preservation of capital in the overall portfolio,
2) Liquidity — meet all operating requirements which might be reasonably anticipated, and
3) Yield — earning a fair return relative to the risk being assumed.

The Agency’s investment portfolio has historically been managed in-house by the Finance &
Accounting Department under the direction of the Executive Manager of Finance &
Administration/Assistant General Manager. Unlike some local governments, the Agency does not
have a dedicated resource, such as a Chief Investment Officer, to manage its investment portfolio.
Investment transactions are executed by the Agency’s financial analysts who are also responsible
for, among other tasks: monitoring daily bank activity, updating cash flow movement and forecast,
budget preparation, budget control, review budget transfer and budget amendment requests, credit
quality reviews of potential vendors/contractors, and preparation of multiple reports for the Board,
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member agencies and management. As a result, the Agency’s investment strategy has been to
“puy and hold” investments until maturity. A more active investment strategy requires dedicated
resources with market expertise, including access to more sophisticated market and credit analysis
tools, to effectively and prudently manage the portfolio. Another option is the engagement of an
investment advisor. This option was already being evaluated by staff when the Board of Directors
suggested evaluation of the current investment strategy and assess the benefits of outsourcing
management of the portfolio to a professional investment advisor.

Preliminary Evaluation

Staff’s initial evaluation determined utilization of a qualified investment advisor would benefit the
Agency by providing a better structured, more diversified and actively managed portfolio. The
Agency’s investment allocation in highly liquid assets has increased over the last two years. These
investments include pooled investments comprised of the California Local Agencies Investment
Fund (LAIF), CalTrust and California Asset Management Program (CAMP). As of September
30, 2017, about 60% or $76 million of the Agency’s total portfolio of $127 million was held in
liquid assets; well above the Agency’s cash requirements which range between $35 million to $50
million.

An investment advisor can help better structure, further diversify and improve the overall yield of
the Agency’s portfolio as demonstrated in the following comparison. Assuming a portfolio of
$100 million, investment in 1-3 year Treasuries or 1-5 year Treasuries would have generated
additional earnings over the last five years of $1.1 million and $2.3 million respectively, compared
to LAIF as shown on Table 1.

Table 1: Additional Earnings Over Past S Years

Local Agency Past S Year® Additional
Investment Fund Annualized Total Growth of $100 Earnings Over
(LAIF) Index Return Million LAIF
1 LAIF | 0.35% y $101.7M ;
- 1-3 Year Treasury | 0.57% | $102.8 M 1 $1.1 M
 1-5 Year Treasury 0.80% ~ $1040M | $2.3 M
i 1 Additional
' Annual Total Growth of $100 = Earnings Over
Return Million LAIF
LAIF ‘ 0.35% ‘ $101.7M
3 Year Treasury 1.47% : $107.3 M $5.6 M
5 Year Treasury 1.93% $109.6 M $7.9M

Additionally, staff determined the use of an investment advisory firm will also provide the Agency:

A team of experts in specialized disciplines with added sophisticated tools and resources,
Day-to-day monitoring of market conditions and credit worthiness of investments,
Ability to capitalize on current market conditions to optimize investment opportunities,
Active management of the Agency’s investment portfolio, )

O 00O
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o Compliance with the Agency’s Investment Policy and state regulations, and
o Discounts from increased competitive prices and economies of scale gained from managing
several billions of dollars of governmental assets.

Request for Proposal

Based on these findings, a Request for Proposal (RFP) for investment advisory and management
services was posted on Planet Bids on September 25, 2017. The primary objective of the RFP was
to select the firm most qualified to manage the Agency’s investment portfolio in accordance with
the laws of the State of California, the Agency’s Investment Policy, and other investment policies
and procedures established by the Agency. On October 16, 2017, the Agency received three
proposals from:

o Chandler Asset Management
o PFM Asset Management LLC
o High Mark Capital Management

The three proposals were reviewed by an evaluation team comprised of key members of the
Finance and Accounting Department and the Executive Manager of Finance & Administration/
Assistant General Manager. Each proposal was evaluated based on the firm’s ability to deliver the
primary investment advisory and management scope of services as identified in the RFP: the firm’s
financial strength, public sector experience in California, technical competence, resources and
qualifications of the firm, and individuals to provide the services; the investment philosophy and
strategy and demonstrated investment performance; and overall proposed fees and the value they
represent for the services to be provided.

PFM Most Qualified

The evaluation team identified PFM Asset Management LLC’s (PFM) proposal as the most
qualified to provide the investment advisory and management services for the Agency’s
investment portfolio. Some of PFM’s strengths include:

o Public Sector Focus. Manage over $77 billion in assets primarily for public sector entities.

o California Presence. Have been providing investment advisory services to California local
government since 1989. A list PFM’s clients in California is provided in Table 5.

O Resources and Expertise. Local offices and more than 200 investment professionals
nationwide actively monitoring market conditions, conducting in-depth financial analysis
of issuers, processing internal credit reviews, and have an established Credit Committee,
and Compliance Department.

o Extensive Training Program. Year-round trainings available to clients on all aspects of
finance, investment, governanc<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>