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MOSS-ADAMS ..r

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
Imperial Irrigation District
Imperial, California

We have audited the accompanying statements of net assets of Imperial Irrigation
District (District), Water, Energy and Total Funds as of December 31, 2008 and the
related statements of revenues, expenses and changes in net assets, and cash flows
for the year then ended. These financial statements are the responsibility of the
District’s management. Our responsibility is to express an opinion on these financial
statements based on our audit. The accompanying statements of net assets of
Imperial Irrigation District as of December 31, 2007 and the related statements of
revenues, expenses and changes in net assets and cash flows for the year then ended
were audited by other auditors whose report dated May 9, 2008 expressed an
unqualified opinion on those statements.

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

In our opinion, the financial statements referred to above present fairly, in all
material respects, the financial position of Imperial Irrigation District’s Water,
Energy and Total Funds as of December 31, 2008 and the results of its operations
and its cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

The management’s discussion and analysis preceding the financial statements is not a
required part of the basic financial statements but is supplementary information
required by the Governmental Accounting Standards Board. We have applied certain
limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express
no opinion on it.

/27/ $< 7///7”/ nd LLY

Portland, Oregon
July 21, 2009



MANAGEMENT’S DISCUSSION AND ANALYSIS

The following discussion and analysis of the Imperial Irrigation District (the District) financial performance
provides an overview of the District’s financial activities for the years ended December 31, 2008 and 2007
and December 2007 and 2006. This management discussion and analysis should be read in conjunction with
the District’s financial statements and accompanying notes, which follow this section.

Background

Situated in the agriculturally rich and culturally diverse Imperial Valley, the Imperial Irrigation District
delivers water to over 500,000 acres of highly productive farmland in southernmost Southern California.
Established by a vote of the people in 1911, 11D is the nation’s largest irrigation district and serves one of the
fastest-growing regions in the West.

The District’s electrical division has become the sixth largest consumer-owned utility in the state and is
widely regarded as an economic catalyst in the Imperial and Coachella valleys, where it serves more than
144,000 residential, commercial and industrial customers. With a combined work force of approximately
1,390 employees, the District is leading the way in irrigation efficiency and innovation, while expanding the
range of value-added energy services it provides to this dynamic desert corridor.

Setting of Rates

The District’s Board of Directors (Board) has full and independent authority to establish the rates charged for
all District services. The District is not subject to retail rate regulation by any State or federal regulatory
body, and is empowered to set retail rates effective at any time. Changes in retail rates require formal action,
after public hearing, by the Board.

Introduction to the Basic Financial Statements

The District’s accounting records are maintained in accordance with generally accepted accounting principles
for proprietary funds as prescribed by the Governmental Accounting Standards Board (GASB) as well as the
pronouncements of the Financial Accounting Standards Board (FASB) and its predecessor bodies issued on or
before November 30, 1989, unless those pronouncements contradict GASB pronouncements.

In accordance with Statement of Financial Accounting Standards (SFAS) No. 71, “Accounting for the Effects
of Certain Types of Regulation”, in 2007 the Board approved recovery through the Energy Cost Adjustment
(ECA) certain fuel and energy expenses including any under or over recovery of costs that result in the
deferral of expense or revenue recognition. For 2008, the Board has opted not to recover any losses through
the ECA.

Using this Financial Report

This annual financial report consists of management’s discussion and analysis and the financial statements,
including notes to the financial statements. The annual financial report reflects the activities of the District
primarily funded through the sale of energy, transmission, and distribution services to its retail and wholesale
electric customers, as well as irrigation and municipal water sales. Separate accounting records are maintained
for the District’s Water and Energy operations. Each of these functions is reported as an enterprise fund in the
accompanying financial statements.




Balance Sheets, Statements of Revenues, Expenses and Changes in Net Assets, and Statement of Cash
Flows

The financial statements provide both short-term and long-term information about the District’s financial
status. The Statement of Net Assets include all of the District’s assets and liabilities, using the accrual method
of accounting, as well as which assets can be utilized for general purposes, and which assets are restricted as a
result of bond covenants and other commitments. The Statements of Revenues, Expenses and Changes in Net
Assets report all of the District’s revenues and expenses during the periods indicated. The Statements of Cash
Flows report the cash provided and used by operating activities as well as other cash sources such as
investment income and debt financing, and other cash uses such as payments for bond principal and capital
additions and betterments.

Condensed Financial Position Information

The following combined electric and water condensed financial information provides an overview of the
District’s financial position for the fiscal years ended December 31, 2008, 2007, and 2006:

2008 2007 2006

Assets:

Utility plant, net $ 1,642,967,090 $ 1,457,079,455 $ 1,236,736,241

Other assets

Liabilities:

Total assets

Long-term liabilities
Other liabilities

Net assets:

Invested in utility plant, net of related debt

Total liabilities

Restricted for:
Debt service
Other purposes

Unrestricted

Total net assets

550,724,234

568,441,037

451,964,592

2,193,691,324

2,025,520,492

1,688,700,833

557,876,183 368,115,537 377,846,992
119,098,291 306,014,252 111,333,742
676,974,474 674,129,789 489,180,734
1,256,955,808 1,006,865,196 987,823,523
51,438,320 29,276,521 37,766,338
53,585,718 83,690,033 33,362,154
154,737,004 231,558,953 140,568,088

1,516,716,850

1,351,390,703

1,199,520,103

As of December 31, 2008:
Net Assets

Net assets, the difference between assets and liabilities, as of December 31, 2008 and 2007 were
$1,516,716,850 and $1,351,390,703, respectively. Net assets increased by $165.3 million or 12.2% due to a
decrease of $84 million of accounts receivable due from other agencies — All American Canal (AAC), and
increases of $21 million to Operating Cash, $40 million to restricted cash, and $186 million to utility plant,
and offset by an increase of $191 million in long-term debt service and a decrease of $189 million in
liabilities payable from restricted assets.




Utility Plant

Net utility plant, which is comprised of property, plant, and equipment, as of December 31, 2008 and 2007
was $1,642,967,090 and $1,457,079,455, respectively. Net Utility Plant increased by $185.9 million or
12.8%. The increase for 2008 is primarily due to the construction of the Niland Gas Turbine Project and the
lining of the AAC.

The increase is partially offset by higher depreciation associated with assets moved from construction in
progress to utility plant in service.

Other Assets

Other assets, which consist of cash, investments, receivables, inventory, protection of water rights, customer
deposits, and prepaid expenses, were $550,724,324 and $568,441,037 as of December 31, 2008 and 2007,
respectively. Other assets decreased by $17.7 million or 3.1% due primarily to changes in cash and customer
receivables. Cash and investments increased by $61.1 million in 2008 mainly due to the receipt of funds from
the 2008A Refunding Revenue Bonds. Due to payments received from the Department of Water Resources
(DWR) for the AAC lining, net receivables decreased by $80.6 million and amounts payable from customers
increased by $5.8 million in 2008. Currently, billings are now being paid by SDCWA which advances the
funds for payment of invoices. The District’s prepaid pension obligation decreased by $2.5 million in 2008
due to amortizing the prepayment evenly over the life of the pension bond. The District’s investment in the
protection of its water rights decreased by $.9 million due to the accumulated amortization.

Long-Term Liabilities

Long-term liabilities as of December 31, 2008 and 2007 were $557,876,183 and $368,115,537, respectively.
The increase of $189.8 million in 2008 was due primarily to the additional debt for the 2008A Refunding
Revenue Bonds of $242.6 million, a decrease of $56.4 million in the principal amounts of the Certificates of
Participation and Bonds Payable, and an increase of $11.6 million for accrued other post employee benefits
(OPEB).

Other Liabilities

Other liabilities consist of accounts payable, accrued interest payable, accrued compensation, and liabilities
payable from restricted assets. Other liabilities as of December 31, 2008 and 2007 were $119,098,291 and
$306,014,252, respectively. A decrease of $186.9 million in 2008 is largely due to the repayment of
Commercial Paper (CP) of $155.0 million and a decrease to the accounts payable other agencies of $36.2
million.

As of December 31, 2007:

Net Assets

Total net assets as of December 31, 2007 and 2006 were $1,351,390,703 and $1,199,520,103, respectively.
The increase of $151.9 million consisted of $84.3 million of accounts receivable due from agencies — Al
American Canal (AAC) and $220.3 million increase to utility plant, offset by $170 million for commercial
paper and $36.2 million for accounts payable other agencies.




Utility Plant

Net utility plant as of December 31, 2007 and 2006 was $1,457,079,455 and $1,236,736,241, respectively.
The $220.3 million increase is due primarily to the construction of the Niland Gas Turbine Project and the
lining of the AAC.

Other Assets

Other Assets as of December 31, 2007 and 2006 were $568,441,037 and $451,964,592, respectively. The
$116.5 million increase was due primarily to changes in cash and customer receivables. The $69 million
increase in cash and investments was mainly due to $61.9 million of CP proceeds available for construction, a
$9 million advance from San Diego County Water Authority (SDCWA), an increase of $17.2 million in
operating cash, offset by a decrease in self-insurance contingency of $22 million. Net receivables increased
by $57.8 million due to the AAC Lining. The District’s prepaid pension obligation decreased by $2.5 million
in 2007 due to the amortization of the prepayment evenly over the life of the pension bond. The District’s
investment in the protection of its water rights decreased by $.9 million due to the accumulated amortization.

Long-Term Liabilities

Long-Term liabilities as of December 31, 2007 and 2006 were $368,115,537 and $377,846,992, respectively.
The $21.3 million decreased in 2007 due primarily to the payments on the principal amounts of the
Certificates of Participation, Bonds Payable, and full payment of the instaliment sale.

Other Liabilities

Other Liabilities as of December 31, 2007 and 2006 were $306,014,252 and $111,333,742, respectively. The
increase of $194.7 million in 2007 is largely due to the issuance of Commercial Paper (CP) of $170 million
and an increase to the accounts payable other agencies of $36.2 million.




Summary of Operations and Changes in Net Assets

Increases in the District’s net assets for fiscal years 2008, 2007, and 2006 were $165.3 million,
$151.9 million, and $108.5 million or 10.4%, 12.7%, and 11.0%, respectively. The table below summarizes

the District’s fiscal years 2008, 2007, and 2006.

2008 2007 2006
Operating revenues:
Water operating revenues $ 93,748,687 ¢ 95408831 § 86,882,741
Power operating revenues 460,630,999 428,764,998 415,131,183
Total operating revenues 554,379,686 524,173,829 502,013,924
Operating expenses:
Purchased power 207,871,575 179,045,339 167,379,294
Cost of fuel 78,173,834 84,250,765 88,688,093
Other power expenses 101,658,442 99,773,767 87,886,760
Other post employment benefits (OPEB) 9,145,662 7,846,549
All-American Canal operations 6,982,853 7,184,644 6,766,006
Operation and maint.of irrigation systems and dams 66,664,196 74,085,032 59,304,843
General and administrative 17,347,982 18,972,458 18,425,651
Depreciation 56,661,073 53,937,832 49,900,627
Total operating expenses 544,505,618 525,096,386 478,351,274
Nonoperating revenues (expenses):
Investment income 10,063,794 15,415,492 11,683,040
Interest expense (17,608,523) (15,726,364) (16,634,318)
Net Gain on Sale of Land 4,353,524 19,029,308 24,747,307
Other income 4,540,010 4,667,433 4,171,828
Total nonoperating revenues (expenses) 1,348,805 23,385,869 23,967,857
Capital contributions 154,103,274 129,407,288 60,879,095
Increase in net assets 165,326,147 151,870,600 108,509,602
Total net assets, beginning of year as restated 1,351,390,703 1,199,520,103  1,091,010,501

Total net assets, end of year

$ 1516,716,850 ¢ 1,351,390,703

§1,199,520,103




As of December 31, 2008:
Operating Revenues

Total operating revenues were $554,379,685 and $524,173,829 as of December 31, 2008 and 2007,
respectively. The increase of $30.2 million or 5.7% was primarily due to an increase in the Energy Cost
Adjustment (ECA) and an increase of 3,500 electrical customers. Water rates did not increase in 2008. The
rates remained at $17.00 per acre-foot for agriculture customers and $68 per-acre foot for municipalities.

Electric base energy rates did not increase in 2008. ECA or Energy Cost Adjustment was $40.00 per 1000
KWH from January 2008 through March 2008 and $50.10 per 1000 KWH from April 2008 through
December 2008. ECA averaged $48.51 per 1000 KWH in 2008. La Quinta service area experienced a
growth of 3.6% as opposed to a 1% growth in the Imperial Valley service area.

Operating Expenses

Operating expenses consist of salaries, benefits, purchased energy and fuel, administrative expenses and
operations and maintenance costs. Total operating expenses (including depreciation) were $544,505,618 and
$525,096,386 as of December 31, 2008 and 2007, respectively. The $19.4 million or 3.7% increase is
primarily due to an increase in purchase power expenses.

Non-operating Revenues and Expenses

Non-operating revenues consist of interest earnings and miscellaneous revenues. Total non-operating
revenue was $1,348,805 and $23,385,869 as of December 31, 2008 and 2007, respectively. The $22.0
million dollar decrease is primarily due to decreased sales of Western Farm lands and less interest income
being earned on investments.

Other Post Employment Benefits

The District implemented the provisions of GASB 45 commencing with the District’s 2007 Financial
Statements. The District hired an actuary to calculate its unfunded liability for retired and vested employees
as well as the Annual Required Contribution (ARC) assuming no changes in current plan vesting
requirements and no change in the plan for current employees as they become eligible for medical retirement
benefits under the current plan. The District estimates its Unfunded Accrued Liability at approximately $160
million based on no changes to the plan for retirees and vesting requirements and benefits for current
employees. The ARC under these assumptions is approximately $15.7 million assuming no change in the
current funding approach. This annual amount is an increase of approximately $11 million over current pay-
as-you-go funding for post employment health benefits. ARC is a measure of annual required contribution if
the District would begin full funding on an actuarial basis. See note 13 to the basic financial statements for
more detailed information regarding Other Post Employment Benefits.

Capital Contributions

Capital contributions are funds received from state, federal, and private developers that are for the
construction and acquisition of capital assets. During the fiscal year ended December 31, 2008, capital
contributions increased by $24.7 million from the previous year, compared to an increase of $68.5 million
during 2007. The increases in both 2008 and 2007 were primarily due to reimbursements for the lining of the
All American Canal.




Utility Plant and Debt Administration
Utility Plant

Significant utility plant activity is found in four main areas: transmission, distribution, equipment, and
projects requested by customers. Equipment consists of vehicles, heavy equipment (such as excavators), and
computer software and hardware. Customer-requested projects range from relocation of facilities for Cal-trans
to building infrastructure for new developments and new services for commercial and residential customers.
Projects for customers are fully or partially reimbursed. See note 3 of notes to the basic financial statements
for more detailed information regarding the District’s utility plant.

Long-Term Debt

Total long-term debt was $503,079,088 and $324,430,075 as of December 31, 2008 and 2007, respectively.
The increase of $178.6 million 2008 was due to the new 2008A issue of Electric System Refunding Revenue
Bonds in the amount of $250 million, which includes the defeasement of $43.9 million for the 1998 COP. The
COP for 1993 is due to mature in 2009. See notes 4 through 9 and 15 to the basic financial statements for
more detailed information regarding the District’s long-term debt.

As of December 31, 2007:

Operating Revenues

Total operating revenues were $524,173,829 and $502,013,924 as of December 31, 2007 and 2006,
respectively. The increase in 2007 was $22.2 million or 4.4%. Water rates did not increase in 2007. The
rates remained at $17.00 per acre-foot for agriculture customers and $68 per-acre foot for municipalities.

Electric base energy rates did not increase in 2007. The Energy Cost Adjustment (ECA) was $49.00 per
1000 KWH from January 2007 through April 2007, $50.30 per 1000 KWH from May 2007 through July
2007 and $40.00 per 1000 KWH through the remainder of the year. ECA averaged $45.60 per 1000 KWH
in 2007 versus an average of $46.68 per 1000 KWH in 2006. Electrical customers increased by 3,500 or
2.5%. Most of the growth occurred in the La Quinta service area opposed to the Imperial Valley service
area.

Operating Expenses

Operating expenses consist of salaries, benefits, purchased energy and fuel, administrative expenses and
operations and maintenance costs. Total operating expenses were $525,096,386 and $478,351,274 as of
December 31, 2007 and 2006, respectively. The increases of $46.7 million or 9.8% in 2007 are primarily
due to settlements with Trans-Canada, Cal-Energy, Coachella Valley Water District (CVWD) and
implementation of other postemployment benefits.

Non-operating Revenues and Expenses

Non-operating revenues and expenses consist of interest earnings and miscellaneous revenues. Total non-
operating expenses were $23,385,369 and $23,967,857 as of December 31, 2007 and 2006, respectively.
The 2007 decrease of $.58 million is primarily due to change in cash available to invest.




Other Post Employment Benefits

The District implemented the provisions of GASB 45 commencing with the District’s 2007 Financial
Statements. The District hired an actuary to calculate its unfunded liability for retired and vested employees
as well as the Annual Required Contribution (ARC) assuming no changes in current plan vesting
requirements and no change in the plan for current employees as they become eligible for medical retirement
benefits under the current plan. The District estimated its Unfunded Accrued Liability at approximately $160
million based on no changes to the plan for retirees and vesting requirements and benefits for current
employees. The ARC under these assumptions is approximately $15.7 million assuming no change in the
current funding approach. This annual amount is an increase of approximately $11 million over current pay-
as-you-go funding for post employment health benefits. ARC is a measure of annual required contribution if
the District would begin full funding on an actuarial basis. See note 15 to the basic financial statements for
more detailed information regarding Other Post Employment Benefits.

Capital Contributions

Capital contributions are funds received from state, federal, and private developers that are for the
construction and acquisition of capital assets. Total capital contributions as of June 30, 2007 and 2006 were
$129,407,288 and $60,879,095, respectively. The increase of $68.5 million was primarily due to
reimbursements for the lining of the All American Canal.

Utility Plant and Debt Administration
Utility Plant

Significant utility plant activity is found in four main areas: transmission, distribution, equipment, and
projects requested by customers. Equipment consists of vehicles, heavy equipment (such as excavators), and
computer software and hardware. Customer requested projects range from relocation of facilities for Cal-trans
to building infrastructure for new developments and new services for commercial and residential customers.
Projects for customers are fully or partially reimbursed. Total utility plant, net was $1,457,079,455 and
$1,236,736,241 as of December 31, 2007 and 2006, respectively.

Long-Term Debt

Total long-term debt was $324,430,075 and $347,546,049 as of December 31, 2007 and 2006, respectively.
The District began to recognize the OPEB liability in 2007 for approximately $12 million and will continue to
recognize an incremental liability each year until an irrevocable trust account is set up and fully funded. The
decrease in 2007 was due to principal payments made on the Certificates of Participation.




IMPERIAL IRRIGATION DISTRICT
STATEMENTS OF NET ASSETS

Assets

Current assets:
Operating cash

Receivables:
Trade
Interest
Other
Due from other agencies

Total receivables
Less allowance for doubtful accounts
Net receivables

Inventory — materials and supplies
Prepaid expenses

Total current assets

Noncurrent assets:
Cash and investments, restricted as to use:
Debt service
Construction
Other

Total cash and investments, restricted as to use
Other restricted assets — amounts payable from customers

Utility plant:

Utility plant, not being depreciated:
Land and land rights
Construction in process

Utility plant, being depreciated

Total utility plant
Less accumulated depreciation
Total utility plant, net

Other assets:
Prepaid pension obligation
Deferred charges
Protection of water rights
Less accumulated amortization

Total other assets
Total noncurrent assets
Total assets

10

$

2008 2007

Water Energy Total Water Energy Total
123,080,122 63,126,733 186,206,855 99,152,581 65,995,552 165,148,133
8,444,448 49,015,326 57,459,774 6,648,705 39,270,786 45,919,491
870,278 1,851,845 2,722,122 995,364 2,118,105 3,113,469
3,965,707 3,679,179 7,644,886 7,527,137 8,642,344 16,169,481
— — — 84,394,817 — 84,394,817
13,280,432 54,546,350 67,826,782 99,566,023 50,031,235 149,597,258
(1,377,116) (6,300,179) (7,677,295) (1,895,770) (6,896,238) (8,792,008)
11,903,316 48,246,171 60,149,487 97,670,253 43,134,997 140,805,250
1,227,766 23,301,711 24,529,477 1,235,403 27,392,941 28,628,344
1,451,363 2,304,128 3,755,491 (13,628) 2,471,486 2,457,858
137,662,567 136,978,743 274,641,310 198,044,609 138,994,976 337,039,585
17,224,526 44,386,165 61,610,691 17,581,040 20,411,540 37,992,580
35,981,776 52,123,485 88,105,261 12,037,609 53,401,076 65,438,685
20,952,648 20,581,009 41,533,657 22,351,474 25,446,600 47,798,074
74,158,950 117,090,658 191,249,608 51,970,123 99,259,216 151,229,339
— — — — (5,896,850) (5,896,850)
54,212,415 14,170,174 68,382,588 58,965,948 14,169,845 73,135,793
286,316,052 98,003,825 384,319,877 147,259,757 198,413,182 345,672,939
430,040,002 1,506,558,794 1,936,598,796 424,442,130 1,314,445,021 1,738,887,151
770,568,468 1,618,732,793 2,389,301,262 630,667,835 1,527,028,048 2,157,695,883
(149,563,824) (596,770,348) (746,334,172) (139,111,627) (561,504,801) (700,616,428)
621,004,645 1,021,962,445 1,642,967,090 491,556,208 965,523,247 1,457,079,455
26,901,563 28,550,759 55,452,322 28,096,661 29,819,780 57,916,441
2,596,522 4,728,465 7,324,987 2,717,629 2,505,884 5,223,513
30,555,094 — 30,555,094 30,555,094 — 30,555,094
(8,499,087) — (8,499,087) (7,626,085) — (7,626,085)
51,554,092 33,279,224 84,833,316 53,743,299 32,325,664 86,068,963
746,717,686 1,172,332,327 1,919,050,014 597,269,630 1,091,211,277 1,688,480,907
$ 884,380,253 $ 1,309,311,071 $ 2,193,691,324 $ 795,314,239 $ 1,230,206,253 $ 2,025,520,492




IMPERIAL IRRIGATION DISTRICT
STATEMENTS OF NET ASSETS

Liabilities and Net Assets

Current liabilities:

Payable from nonrestricted assets:
Accounts payable
Accrued interest payable
Accrued compensation and payroll taxes
Accrued vacation and sick leave
Self-insurance
Capital leases — current portion

Total payable from nonrestricted assets

Liabilities payable from restricted assets:
Bonds payable — current portion
Certificates of Participation — current portion
Commerical paper
Accounts payable other agencies
Advances and deposits from customers

Total liabilities payable from restricted assets

Deferred revenue — water availability charges
Other deferred revenue

Total current liabilities

Noncurrent liabilities:
Long-term debt:
Certificates of Participation
Bonds payable
Capital leases

Total long-term debt

Other noncurrent liabilities:
Advances
Accrued vacation and sick leave, noncurrent portion
Accrued other post employee benefits
Self-insurance

Total other noncurrent liabilities
Total noncurrent liabilities
Total liabilities

Net assets:
Invested in utility plant, net of related debt
Restricted for:
Debt service
Other purposes
Unrestricted

Total net assets

2008 2007

Water Energy Total Water Energy Total
17,962,263 21,488,289 39,450,552 6,318,213 39,508,279 45,826,491
4,650,473 4,083,536 8,734,009 3,599,050 3,763,168 7,362,218
2,130,616 3,242,652 5,373,268 1,877,362 2,587,251 4,464,613
559,725 545,464 1,105,188 392,355 443,120 835,475
1,919,520 3,794,903 5,714,423 1,370,113 2,354,928 3,725,041
898,327 1,844,262 2,742,589 1,260,004 2,320,843 3,580,848
28,120,923 34,999,106 63,120,029 14,817,097 50,977,589 65,794,686
758,563 679,800 1,438,363 715,242 638,600 1,353,842
2,945,000 14,475,000 17,420,000 2,135,000 14,195,000 16,330,000
15,000,000 — 15,000,000 45,000,000 125,000,000 170,000,000
— — — 36,184,922 — 36,184,922
31,008 6,449,592 6,480,600 31,008 5,216,732 5,247,740
18,734,571 21,604,392 40,338,963 84,066,172 145,050,332 229,116,504
1,965,179 — 1,965,179 2,367,436 — 2,367,436
13,641,804 32,316 13,674,120 8,734,604 1,022 8,735,626
62,462,478 56,635,814 119,098,291 109,985,309 196,028,943 306,014,252
126,683,278 305,612,884 432,296,162 129,569,650 120,691,531 250,261,181
32,904,703 34,318,446 67,223,149 33,660,678 34,995,618 68,656,296
1,261,600 2,298,178 3,559,778 2,044,574 3,468,024 5,512,598
160,849,580 342,229,508 503,079,088 165,274,902 159,155,173 324,430,075
13,429,020 517,325 13,946,345 13,267,834 1,631,533 14,899,367
4,663,083 5,737,237 10,400,320 4,912,093 5,374,482 10,286,575
8,032,692 15,148,095 23,180,787 3,590,292 7,991,295 11,581,587
2,561,965 4,707,677 7,269,642 2,544,495 4,373,438 6,917,933
28,686,760 26,110,334 54,797,095 24,314,714 19,370,748 43,685,462
189,536,340 368,339,842 557,876,183 189,589,616 178,525,921 368,115,537
251,998,818 424,975,656 676,974,474 299,574,925 374,554,864 674,129,789
502,371,737 754,584,071 1,256,955,808 304,511,463 702,353,733 1,006,865,196
11,815,491 39,622,829 51,438,320 13,266,748 16,009,773 29,276,521
39,971,627 13,614,092 53,585,718 17,587,472 66,102,561 83,690,033
78,222,580 76,514,424 154,737,004 160,373,631 71,185,322 231,558,953
$ 632,381,435 $ 884,335,415 $ 1,516,716,850 495,739,314 855,651,389 $ 1,351,390,703
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IMPERIAL IRRIGATION DISTRICT
STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
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Operating revenues:

Energy sales

Water sales

Water availability charges

Interdepartmental charges:
Use of All-American Canal
Energy sales

Dispatching and wheeling charges

ECA revenues

Water funds:
MWD revenue
Western farm land proceeds
Water transfer revenue

Other

Total operating revenues

Operating expenses:
Purchased Energy
Cost of fuel
Other Energy expenses
Other post employee benefits (OPEB)
Operation and maintenance of All-American Canal
Operation and maintenance of irrigation system and dams
General and administration expense
Provision for depreciation and amortization

Total operating expenses
Operating income (loss)

Nonoperating revenues (expenses):
Investment income
Interest expense
Net gain on sale of land
Other income

Total nonoperating revenues (expenses)

Income (loss) before capital contributions
Capital contributions

Increase (decrease) in net assets

Net assets, beginning of year
Net assets, end of year

2008 2007
Water Energy Total Water Energy Total
— 285,260,342 285,260,342 $ — 271,802,140 271,802,140
46,947,986 — 46,947,986 46,243,261 — 46,243,261
1,993,721 — 1,993,721 2,128,016 — 2,128,016
7,340,000 (7,340,000) — 7,340,000 (7,340,000) —
(1,895,542) 1,895,542 — (1,688,524) 1,688,524 —
— 13,967,982 13,967,982 — 13,814,340 13,814,340
— 165,083,826 165,083,826 — 147,204,617 147,204,617
10,189,192 — 10,189,192 9,348,708 — 9,348,708
1,873,396 — 1,873,396 2,972,594 — 2,972,594
15,404,729 — 15,404,729 14,800,000 — 14,800,000
11,895,205 1,763,308 13,658,513 14,264,776 1,595,377 15,860,153
93,748,687 460,630,999 554,379,686 95,408,831 428,764,998 524,173,829
— 207,871,575 207,871,575 — 179,045,339 179,045,339
— 78,173,834 78,173,834 — 84,250,765 84,250,765
— 101,659,204 101,659,204 — 99,773,767 99,773,767
3,943,912 5,201,750 9,145,662 3,051,749 4,794,800 7,846,549
6,982,853 — 6,982,853 7,184,644 — 7,184,644
66,663,434 — 66,663,434 74,085,032 — 74,085,032
7,125,869 10,222,113 17,347,982 7,286,078 11,686,380 18,972,458
12,943,649 43,717,424 56,661,073 12,835,556 41,102,276 53,937,832
97,659,717 446,845,901 544,505,618 104,443,059 420,653,327 525,096,386
(3,911,031) 13,785,098 9,874,067 (9,034,228) 8,111,671 (922,557)
6,833,187 3,230,607 10,063,794 7,753,696 7,661,796 15,415,492
(7,711,524) (9,896,999) (17,608,523) (7,986,663) (7,739,701) (15,726,364)
4,353,524 — 4,353,524 19,029,308 — 19,029,308
2,420,787 2,119,222 4,540,010 2,982,769 1,684,664 4,667,433
5,895,974 (4,547,169) 1,348,805 21,779,110 1,606,759 23,385,869
1,984,944 9,237,929 11,222,872 12,744,882 9,718,430 22,463,312
134,657,177 19,446,097 154,103,274 110,262,017 19,145,271 129,407,288
136,642,121 28,684,025 165,326,146 123,006,899 28,863,701 151,870,600
495,739,314 855,651,389 1,351,390,703 372,732,415 826,787,688 1,199,520,103
632,381,435 884,335,415 1,516,716,850 $ 495,739,314 855,651,389 1,351,390,703




IMPERIAL IRRIGATION DISTRICT
STATEMENTS OF CASH FLOWS

2008 2007
Water Energy Total Water Energy Total
Cash Flows from Operating Activities:
Cash received from customers $ 94,736,044 $ 455,547,177 $ 550,283,221 $ 112,267,341 $ 458,945,773 $ 571,213,114
Cash paid to suppliers for goods and services (7,125,869) (10,222,113) (17,347,982) (7,286,078) (11,686,380) (18,972,458)
Cash received(paid) for interdepartmental sevices 5,444,458 (5,444,458) 5,651,476 (5,651,476)
Cash paid to energy and water costs (63,239,734) (397,826,678) (461,066,412) (82,018,430) (382,863,397) (464,881,827)
Net Cash Provided by Operating Activities 29,814,899 42,053,928 71,868,827 28,614,309 58,744,520 87,358,829
Cash Flows from Non-capital Financing Activities:
Other non-operating income 2,420,787 2,119,222 4,540,009 2,982,769 1,684,664 4,667,433
Cash Flows from Capital and Related Financing Activities:
Proceeds from issuance of long-term debt (559,185) 61,550,827 60,991,642 49,114,901 128,394,606 177,509,507
Principal payments on long-term debt (4,080,198) (62,243,915) (66,324,113) (10,599,558) (19,444,701) (30,044,259)
Interest paid on long-term debt (6,660,101) (9,576,631) (16,236,732) (8,517,182) (7,448,584) (15,965,766)
Capital expenditures (145,954,922) (99,019,143) (244,974,065) (86,504,783) (165,966,418) (252,471,201)
Sale of capital assets 10,251,440 10,251,440 39,238,310 39,238,310
Capital contributions 219,051,994 19,446,097 238,498,091 25,119,744 21,366,593 46,486,337
Net Cash Provided by (Used in) Capital and
Related Financing Activities 72,049,028 (89,842,765) (17,793,737) 7,851,432 (43,098,504) (35,247,072)
Cash Flows from Investing Activities:
Interest received 6,672,451 3,358,062 10,030,513 6,241,076 5,963,829 12,204,905
Sale (purchase) of investments, net (132,578,655) 19,979,364 (112,599,291) 34,766,065 38,826,179 73,592,244
Net Cash Provided by (Used in)
Investing Activities (125,906,204) 23,337,426 (102,568,778) 41,007,141 44,790,008 85,797,149
Net Increase (Decrease) in Cash and
Cash Equivalents (21,621,490) (22,332,189) (43,953,679) 80,455,651 62,120,688 142,576,339
Cash and Cash Equivalents, Beginning of Year 100,253,145 78,227,767 178,480,912 19,797,494 16,107,079 35,904,573
Cash and Cash Equivalents, End of Year $ 78,631,655 55,895,578 134,527,233 $ 100,253,145 78,227,767 178,480,912
Cash and Cash Equivalents, End of Year $ 78,631,655 55,895,578 134,527,233 $ 100,253,145 78,227,767 178,480,912
Investments, End of Year 118,607,417 124,321,813 242,929,230 50,869,559 87,027,001 137,896,560
Total Cash and Investments, End of Year $ 197,239,072 180,217,391 377,456,463 $ 151,122,704 165,254,768 316,377,472
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IMPERIAL IRRIGATION DISTRICT
STATEMENTS OF CASH FLOWS

Reconciliation of Operating Income to Net Cash
Provided (Used) by Operating Activities:
Operating (loss) income $

Adjustments to reconcile operating (loss)
income to net cash provided by (used in)
operating activities:

Provision for depreciation and
amortization
Provision for bad debts
Other post-employment benefits expense

(Increase) decrease in assets and
increase (decrease) in habilities:
Trade accounts receivable
Other receivables
Inventories
Prepaid expenses
Other restricted assets - refundable
to customers

Accounts payable
Accrued compensation and payroll taxes
Accrued compensated absences
Self-insurance
Advances and deposits from customers
Deferred revenue - water availability
Other deferred revenues

Total Adjustments

Net Cash Provided by Operating Activities $

Non-cash Capital Activities:
Capitalized other post-
employment benefits expense $

2008 2007
Water Energy Total VVater Energy Total
(3,911,031) 13,785,098 $ 9,874,067 $  (9,034,228) 8,111,671 (922,557)
12,943,649 43,717,424 56,661,073 12,835,556 41,102,276 53,937,832
(518,634) 744,623 225,989 1,016,904 2,205,347 3,222,251
3,943,912 5,201,750 9,145,662 3,051,749 4,794,800 7,846,549
(1,795,743) (9,744,540) (11,540,283) 3,970,206 11,675,963 15,646,169
3,561,430 4,963,165 8,524,595 8,324,352 1,101,416 9,425,768
7,637 4,091,230 4,098,867 61,320 (4,744,808) (4,683,488)
(1,464,991) 167,358 (1,297,633) 153,768 273,035 426,803
(5,896,850) (5,896,850) 11,073,089 11,073,089
11,644,050 (18,019,990) (6,375,940) (3,373,908) 4,020,644 646,736
253,254 655,401 908,655 249,063 226,340 475,403
(81,640) 465,099 383,459 767,079 653,694 1,420,773
566,877 1,774,214 2,341,091 377,020 (22,427,778) (22,050,758)
161,186 118,652 279,838 13,181,766 2,630,799 15,812,565
(402,257) (402,257) 381,288 381,288
4,907,200 31,294 4,938,494 (3,347,626) (1,951,968) (5,299,594)
33,725,930 28,268,830 61,994,760 37,648,537 50,632,849 88,281,386
29,814,899 42,053,928 $ 71,868,827 $ 28,614,309 58,744,520 87,358,829
493,488 1,905,050 % 2,453,038 $ 038,044 3,196,518 3,/35,062
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IMPERIAL IRRIGATION DISTRICT
NOTES TO FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies
A. Reporting Entity

The Imperial Irrigation District (the District) is a public entity organized in 1911 under the
California Irrigation District Law (codified at Division 11 of the California Water Code) (the
“Law’). The District has the power under law to, among other things; provide irrigation and
electric service within its geographic boundaries, an area of 1,658 square miles for water and
6,483 square miles for electric. In connection therewith, the District has the powers of
eminent domain, to contract, to construct works, to fix rates and charges for commodities of
services, and to incur indebtedness. The District supplies untreated water for cities and
towns and covers approximately 815 square miles.

The District entered the power business in 1936 to utilize the hydroelectric generation
potential of the All American Canal. The District’s energy system serves over 144,000
residential, commercial and industrial customers.

The District is governed by a five-member board of directors elected by the citizens residing
within the District’s boundaries.

B. Basis of Accounting

The accounting records of the District are maintained on the accrual basis of accounting.
Under this method, revenues are recognized in the period earned and expenses are
recognized in the period incurred. The effects of interdepartmental transactions relative to
the use of All-American Canal water and energy charges have not been eliminated from the
financial statements of the water and electric departments, as the District’s Board of
Directors believes that the respective operating results of such enterprise funds should
remain separate to facilitate management review and appropriate rate setting. Such
separation is also required for evidence of compliance with debt agreements relating to the
District’s outstanding indebtedness.

The District maintains separate accounting records for the Water and Power Departments.
Each of these departments is reported as a separate enterprise fund, and the combined totals
represent the business-type activities in the basic financial statements. The District’s Water
and Power Department's basis of accounting conform to the accounting principles generally
accepted in the United States of America.
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IMPERIAL IRRIGATION DISTRICT
NOTES TO FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies (Continued)
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C. Accounting Pronouncements

In accordance with Governmental Accounting Standards Board (GASB) Statement No. 20,
the District applies all applicable GASB pronouncements as well as the pronouncements of
the Financial Accounting Standards Board (FASB) and its predecessor bodies issued on or
before November 30, 1989, unless those pronouncements contradict GASB pronouncements.
The District has elected not to adopt the pronouncements issued by the FASB after
November 30, 1989.

The District presents its financial statements in accordance with GASB Statement No. 34,
Basic Financial Statements — Management Discussion and Analysis — for State and Local
Governments, as amended. GASB 34 established standards for external financial reporting
for all state and local governmental entities which include a statement of net assets,
statement of revenues, expenses, and changes in net assets and a statement of cash flows.

The District follows the financial reporting requirements of GASB 34 and reports net assets
in the following classifications:

Invested in capital assets, net of related debt — consists of capital assets, net of accumulated
depreciation and amortization, and reduced by outstanding balances of any debt, or other
long term borrowings that are attributable to the acquisition, construction, or improvements
to those assets. The District utility plant assets include plant and equipment and land and
water rights (see note 3).

Restricted — consists of assets that have restrictions placed upon their use through external
constraints imposed either by creditors (such as through debt covenants), grantors,
contributors, or laws or regulations of other governments or constraints imposed by law
through enabling legislation.

Unrestricted — consists of net assets that do not meet the definition of “restricted” or
“invested in capital assets, net of related debt”. Unlike the restricted net assets, the District’s
board has discretion in determining the use and establishing minimum/maximum balance
requirements for the unrestricted cash and investment portion of net assets. The board may
at any time change or eliminate amounts established for these purposes.




IMPERIAL IRRIGATION DISTRICT
NOTES TO FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies (Continued)
D. Utility Plant

District utility plant includes plant and equipment, which are stated at cost. Maintenance and
repairs are charged to operating expense as incurred. The cost of constructed assets includes
labor and related labor overheads, materials, allocated indirect charges such as engineering
and supervision, certain administrative and general expenses and capitalized interest. The
cost of minor replacements is included in maintenance expense.

The District has an undivided interest in certain energy generation stations and transmission
systems that are jointly owned with several other governmental electrical utility operators.
The operating agreements under which the facilities were constructed required that each
participant provide its own construction financing. The District’s proportionate share of
construction and improvement costs for such jointly owned facilities has been included in an
appropriate category of utility plant. The District incurs certain minimum operating costs on
jointly owned facilities, whether or not it is able to take delivery of its proportionate share of
energy generated (see note 12-C). Such expenses incurred are included in the accompanying
Statement of Revenues, Expenses and Changes in Net Assets.

Buildings, vehicles, equipment, drainage structures, canal linings, canal structures
transmission, distribution and general plant owned by the Water and Energy Departments are
depreciated utilizing the straight-line basis over their estimated useful lives.

Estimated average useful lives of classes of utility plant are as follows:

Structures & Improvements 20 — 50 years
Generation 33 years
Transmission and Distribution 33 years
Canals & Drainage 30 years
General Plant & Equipment 5-10 years

E. Protection of Water Rights

The District capitalizes the costs associated with the protection of water rights. Capitalized
costs include such items as legal and consultant fees paid by the District in an effort to
sustain the District’s priority use of Colorado River water. Such costs are amortized
utilizing the straight-line basis over a 35-year period. Amortization charges for protection of
water rights were $873,003 and $873,003 for the years ended December 31, 2008 and 2007,
respectively.
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Note 1 - Summary of Significant Accounting Policies (Continued)
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F. Inventories

Inventories consisting of fuel oil, materials, and supplies are recorded at cost on a weighted-
average basis.

G. Revenue Recognition

The principal customers of the Water Department are farm operators and Imperial County
municipalities. The municipalities treat the water and resell it to their residential and
business customers. The Water Department recognizes revenue as customers are billed at
the end of each month for water delivered during the month. In addition, each landowner
pays an annual water availability fee, which is based upon acreage owned. The water
availability fee is billed in advance in December of each year, but is amortized monthly
throughout the year.

The Energy department sells energy to residential, commercial, and industrial customers and
excess amounts of energy and natural gas, if any, are sold to the wholesale market. Energy
revenues are recognized as customers of the Energy Department are billed monthly.

H. Unbilled Revenues

The District recorded Energy Department unbilled revenues, revenue that has been
recognized in the Financial Statement but which has not been billed at year end. Unbilled
revenues include fuel/energy revenues billed through the ECA.

Sales of water to the District’s water customers are recorded as revenue in the month the
water is delivered to the customer.

I.  Energy Cost Adjustment

The District’s Rate Schedule ECA (Energy Cost Adjustment) billing factor provides for an
adjustment to the kilowatt-hour (KWh) portion of customer bills to reflect variations in the
variable cost of purchased power, fuel used for generation of electric energy, and reduced by
revenue from wholesale sale of energy to other entities. As of March 2008, the ECA has
been fixed at 5.01 cents per Kwh.




IMPERIAL IRRIGATION DISTRICT
NOTES TO FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies (Continued)
J.  Operating and Non-operating Revenues and Expenses

The District’s primary purpose is to provide water for agricultural and municipal use and
provide a supply of energy for residential, commercial and industrial use. Accordingly, the
District defines operating revenues as water sales, revenues from water transfers under the
Quantification Settlement Agreement and Related Agreements (QSA), sales of energy,
wholesale sales of energy and gas and other miscellaneous service water and energy
revenues. Operating expenses include the cost of sales and services, administrative expenses
and depreciation and amortization. Non-operating revenues and expenses primarily consist
of interest income on investments and interest expense.

K. Restricted Assets

Restricted assets represent allocations of cash and investment resources pursuant to the
covenants of the Certificates of Participation, Revenue Bonds, and for other legally restricted
purposes, as follows:

e Debt Service Reserve Fund — Represents cash and investments held by the Certificate
of Participation (COP) and the Revenue Bonds trustees for debt service in accordance
with the indentures.

e Construction Fund — Represents funds set aside for the District’s capital improvements
program, including unspent Commercial Paper, Revenue Bond and COP proceeds, and
certain equipment and property reserves.

e Other Restricted Funds — Represents funds set aside for the Water Department that
primarily include the Local Entity funds, MWD SCADA funds, the San Diego County
Water Authority (SDCWA) advances for the All American Canal Project and Natural
Community Conservation Plan (NCCP) Habitat Conservation Plan (HCP) funds;
temporary escrow accounts for certain leased equipment; and for the Energy
Department that primarily includes the Public Benefit Charge (PBC) and customer
deposits.

L. Cash and Cash Equivalents
The District invests its idle cash on a daily basis. Other investments consist primarily of

federal agency securities, bank certificates of deposit, medium-term corporate notes, and
other investments.
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Investments are stated at fair value. Fair value is determined based upon market closing
prices or bid/asked prices for regularly traded securities. The fair value of guaranteed
investment contracts and other investments is estimated based on similar traded securities.
The fair value of government-sponsored investment pools and other similar investments is
stated at share value or appropriate allocation of fair value of the pool, if separately reported.
Certain money market investments with initial maturities at the time of purchase of less than
one year are recorded at cost. The calculation of realized gains and losses is independent of
the calculation of the net increase or decrease in the fair value of investments. Realized gains
and losses on investments that have been held in more than one fiscal year and sold in the
current fiscal year may have been recognized as increases or decreases in fair value of
investments reported in the prior year. Investment earnings, including the change in the fair
value of investments, are allocated to the District’s operating departments on a monthly basis
based upon their relative investment balances.

The District considers all cash and cash deposits, investments in the State Treasurer’s Local
Agency Investment Fund, and other investments with initial maturities of less than 90 days at
the date of purchase to be cash and cash equivalents for the purpose of preparing the
District’s financial statements.

M. Income Tax

The District qualifies for tax-exempt status as an integral part of the State of California or a
political subdivision in accordance with Internal Revenue Code (IRC) Section 115.

N. Prepaid Pension Obligation

In June 2001, the District issued $75,000,000 Taxable Pension Obligation Revenue Bonds,
Series 2001. Net proceeds of the bonds were used to fund the District’s unfunded actuarial
pension liability upon the termination of the District’s defined benefit pension plan on June
30, 2001. Such amount is presented on the accompanying statements of net assets as a
prepaid pension obligation to be amortized over the life of the 2001 Bonds (30 years) on a
straight-line basis.

O. Capital Contributions

Capital contributions for the water and energy represent contributions of cash and/or capital
assets from developers, customers and other third parties. Capital contributions are recorded
in the Statement of Revenues, Expenses and Changes in Net Assets at the fair value at time
of receipt.




IMPERIAL IRRIGATION DISTRICT
NOTES TO FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies (Continued)

Capital Contributions were $134,657,177 for the Water Department and $19,446,097 for the
Energy Department in 2008. The Water Department Capital contributions are primarily the
result of the All American Canal Project. (See Note 1.Q below). The Energy Department
Capital Contributions are primarily line extension and contributions from developer projects.

P. Compensated Absences

The District employees earn vacation and sick leave in varying amounts depending on length
of service. Upon termination from District service, employees are entitled to full payment for
accrued vacation at their final pay rates and are also entitled to payment for approximately
one-half of their accrued sick leave at such rates. The District records its obligation for
vacation and sick leave when earned by eligible employees based on current pay rates and
adjusts the accumulated liability based on current pay rates.

Q. Due from Other Agencies

In 2008, the District’s Water Department completed billing to the State of California
Department of Water Resources (DWR) for their portion of the All American Canal (AAC)
Project and began receiving advance payments for expenses from the 