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SANTA MARGARITA
Groundwater Agency

Board of Directors as of June 30, 2025

Current
Name Title Member Agency Term
Chris Perri Chair Scotts Valley Water District 1/2025-1/2026
Bryan Largay Vice Chair San Lorenzo Valley Water District 1/2025-1/2026
Edan Cassidy Secretary Well Owner Representative 2/2024-2/2027
Wade Leishman Director Scotts Valley Water District 1/2025-1/2026
Monica Martinez Director County of Santa Cruz 1/2025-1/2026
Manu Koenig Director County of Santa Cruz 2/2024-2/2026
Allan Timms* Director City of Scotts Valley 1/2025-1/2026
Doug Engfer Director City of Santa Cruz 1/2025-1/2026
Dale Pollock Director Mount Hermon Association 6/2017 - present
Jeff Koopman Director Well Owner Representative 2/2024 -2/2027
Alina Layng Director San Lorenzo Valley Water District 1/2025-1/2026

* Allan Timms resigned and Greg Wimp was appointed to finish his term on 10/7 /2025

Santa Margarita Groundwater Agency
John Dillon, Treasurer
2 Civic Center Drive
Scotts Valley, California 95066
(831) 438-2363 — www.svwd.org
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INDEPENDENT AUDITORS’ REPORT

Board of Directors
Santa Margarita Groundwater Agency
Scotts Valley, California

Opinion

We have audited the accompanying financial statements of the Santa Margarita Groundwater Agency
(Agency) which comprise the balance sheet as of June 30, 2025, the related statements of revenue, expenses,
and changes in net position, and cash flows for the year then ended, and related notes to the financial
statements, as listed in the table of contents.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Agency as of June 30, 2025 and the changes in its financial position and cash flows for the year
then ended in accordance with accounting principles generally accepted in the United States of America.

Basis for Opinion

We conducted our audits 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. Our responsibilities under those standards are further
described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report.

We are required to be independent of the Agency and to meet our other ethical responsibilities in accordance
with the relevant ethical requirements relating to our audit. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is required to evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about the Agency’s ability to continue as a
going concern for twelve months beyond the financial statement date, including any currently known
information that may raise substantial doubt shortly thereafter.
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Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our
opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a
guarantee that an audit conducted in accordance with generally accepted auditing standards and Government
Auditing Standards will always detect a material misstatement when it exists. The risk of not detecting a
material misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

Misstatements are considered material if there is a substantial likelihood that, individually or in the
aggregate, they would influence the judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with generally accepted auditing standards and Government Auditing
Standards, we:

e Exercise professional judgment and maintain professional skepticism throughout the audit.

o Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, and design and perform audit procedures responsive to those risks. Such procedures
include examining, on a test basis, evidence regarding the amounts and disclosures in the financial
statements.

e Obtain an understanding of internal control relevant to the audit 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 Agency’s internal control. Accordingly, no such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that
raise substantial doubt about the Agency’s ability to continue as a going concern for a reasonable
period of time.

e We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control related matters that we identified during the audit.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis 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 certain limited procedures to
the required supplementary 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 information 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.



Prior-Year Comparative Information

The financial statements include partial prior-year comparative information. Such information does not
include sufficient detail to constitute a presentation in accordance with accounting principles generally
accepted in the United States of America. Accordingly, such information should be read in conjunction with
the Agency’s financial statements for the year ended June 30, 2024, from which such partial information was
derived.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued a separate report dated October 24,
2025, on our consideration of the Agency’s internal control over financial reporting and on our tests of its
compliance with certain 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 the effectiveness of the
Agency’s internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the Agency’s internal control
over financial reporting and compliance.
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Walnut Creek, California
October 24, 2025



SANTA MARGARITA GROUNDWATER AGENCY
Management’s Discussion and Analysis (Unaudited)
For the Fiscal Year Ended June 30, 2025

Management’s Discussion and Analysis (MD&A) offers readers of Santa Margarita Groundwater Agency’s
financial statements a narrative overview of the Agency’s financial activities for the fiscal years ended June
30, 2025. This MD&A presents financial highlights, an overview of the accompanying financial statements, an
analysis of net position and results of operations, a current-to prior year analysis, a discussion on restrictions,
commitments and limitations, and a discussion of significant activity involving capital assets and long-term
debt. Please read in conjunction with the financial statements, which follow this section.

FINANCIAL HIGHLIGHTS

e The Agency’s net position increased by 10.12% or $36,665, compared to the prior year.

e The Agency had 2025 operating revenue of $359,968 as compared to 2024 operating revenue of
$694,491 from decreased agency contributions and operating grants in 2025.

e The Agency’s operating expenses for 2025 decreased $323,683 from $646,986 in 2024 to $323,303
in 2025 due primarily to a $286,097 decrease in expenses for monitoring network enhancements as
well as a $24,610 decrease in expenses for technical services.

OVERVIEW OF THE FINANCIAL STATEMENTS

This MD&A serves as an introduction to the Agency’s financial statements. The Agency’s basic financial
statements reflect the combined results of the operating and capital programs and include four components:
(1) Balance Sheet; (2) Statement of Revenues, Expenses and Changes in Net Position; (3) Statement of Cash
Flows; and (4) Notes to the Financial Statements.

The financial statements accompanying this MD&A present the net position and results of operations during
the fiscal year ending June 30, 2025. These financial statements have been prepared using the accrual basis of
accounting, which is similar to the accounting basis used by for-profit entities. Each financial statement is
identified and defined in this section, and analyzed in subsequent sections of this MD&A.

REQUIRED FINANCIAL STATEMENTS

Balance Sheet

The Balance Sheet presents information on the Agency’s assets and liabilities the difference between the two
reported as net position. Over time, increases or decreases in net position may serve as a useful indicator of
whether the financial position of the Agency is improving or deteriorating. However, other factors such as
changes in economic conditions, population growth, zoning, and new or changed legislation or regulations
also need to be considered when evaluating financial position. Assets exceed liabilities, resulting in a net
position of $398,894 as of June 30, 2025.

Statement of Revenues, Expenses and Changes in Net Position

The Statement of Revenues, Expenses and Changes in Net Position presents information showing how the
Agency’s net position changed during the fiscal year. All of the year’s revenues and expenses are accounted
for in this statement. This statement measures the results of the Agency’s operations for the year and can be
used to determine if the Agency has successfully recovered all of its costs through fees and charges. Operating
revenues and expenses are related to the Agency’s core activities. Non-operating revenues and expenses are
not directly related to the core activities of the Agency. For the fiscal year ended June 30, 2025 net position
increased by 10.12% or $36,665.




SANTA MARGARITA GROUNDWATER AGENCY
Management’s Discussion and Analysis (Unaudited)
For the Fiscal Years Ended June 30, 2025

FINANCIAL ANALYSIS AND CONDENSED FINANCIAL INFORMATION

Analysis of Net Position

Table A-1: Condensed Balance Sheet

2025 2024 Change
ASSETS
Current assets $ 478,543 $ 464,131 $ 14,412
Total assets $§ 478,543 $ 464,131 $ 14,412
LIABILITIES
Current liabilities $ 79,649 $ 101,902 $ (22,253)
Total liabilities 79,649 101,902 (22,253)
NET POSITION
Unrestricted 398,894 362,229 36,665
Total net position 398,894 362,229 36,665
Total liabilities and net position $§ 478,543 $§ 464,131 $ 14,412

The Agency’s net position increased by approximately 10.12% or $36,665, compared to the prior year.
Analysis of Revenues and Expenses

Table A-2: Condensed Statement of Revenues, Expenses and Changes in Net Position

2025 2024 Change
Operating Revenues $ 359,968 $ 694,491 $ (334,523)
Operating Expenses 323,303 646,986 (323,683)
Change in net position 36,665 47,505 $ (10,840)
Net Position
Beginning of year 362,229 314,724
End of year $ 398,894 $ 362,229

The Agency had 2025 operating revenue of $359,968 as compared to 2024 operating revenue of $694,491
from decreased agency contributions and operating grants in 2025.

The Agency’s operating expenses for 2025 decreased $323,683 from $646,986 in 2024 to $323,303 in 2025
due primarily to a $286,097 decrease in expenses for monitoring network enhancements as well as a $24,610
decrease in expenses for technical services.




SANTA MARGARITA GROUNDWATER AGENCY
Management’s Discussion and Analysis (Unaudited)
For the Fiscal Years Ended June 30, 2025

FINANCIAL ANALYSIS AND CONDENSED FINANCIAL INFORMATION (continued)

Analysis of Revenues and Expenses (continued)

While the Statement of Net Position shows the change in financial position, the Statement of Revenues,
Expenses and Changes in Net Position provides answers to the nature and source of these changes. The main
factor in the change in net position is due to the following:

The operating revenues of the agency consist of the dues contributed by member and represented agencies
and an operating grant. Each agency is invoiced a percentage of the projected budget for the fiscal year based
on the following schedule:

Agency 2025 2024
Scotts Valley Water District 46% 47%
San Lorenzo Valley Water District 32% 32%
County of Santa Cruz 12% 13%
City of Santa Cruz 5% 5%
Mount Hermon Association 5% 3%
Total 100% 100%

FACTORS AFFECTING CURRENT FINANCIAL POSITION

The Agency anticipates that operating revenues and expenses for fiscal year 2026 will increase by
approximately 27%. This is reflected in the Agency’s budget for the 2026 fiscal year.

CONTACTING THE AGENCY’S FINANCIAL MANAGEMENT

This financial report is intended to provide the Board of Directors, creditors, and other interested parties
with general overview of the Agency’s financial operations and condition at the year ended June 30, 2025, and
to demonstrate the Agency’s accountability for the funds it receives. If you have any questions about this
report or need additional information, you may contact the Agency’s Treasurer, at Santa Margarita
Groundwater Agency, 2 Civic Center Drive, Scotts Valley, CA 65066 or (831) 600 - 1906.




SANTA MARGARITA GROUNDWATER AGENCY
Balance Sheets

June 30, 2025

(With Comparative Amounts as of June 30, 2024)

ASSETS
Cash and cash equivalents (note 2)
Agency contribution receivable

Total assets

LIABILITIES
Accounts payable

Total liabilities

NET POSITION
Unrestricted

Total net position

Total liabilities and net position

2025 2024
460,545 464,131
17,998 -
478,543 464,131
79,649 101,902
79,649 101,902
398,894 362,229
398,894 362,229
478,543 464,131

See accompanying notes to the financial statements.



SANTA MARGARITA GROUNDWATER AGENCY

Statements of Revenues Expenses and Changes in Net Position

For the Fiscal Year Ended June 30, 2025

(With Comparative Amounts for the Fiscal Year Ended June 30, 2024)

2025 2024

Operating Revenues
Agency contributions $ 359,968 $ 509,848

Operating grant 184,643
Total operating revenues 359,968 694,491
Operating Expenses
Groundwater management 108,949 420,710
General and administrative 214,354 226,276
Total operating expenses 323,303 646,986
Change in net position 36,665 47,505
Net Position
Beginning of year 362,229 314,724
End of year $ 398,894 $ 362,229

See accompanying notes to the financial statements.



SANTA MARGARITA GROUNDWATER AGENCY
Statements of Cash Flows
For the Fiscal Year Ended June 30, 2025

(With Comparative Amounts for the Fiscal Year Ended June 30, 2024)

Cash flows from operating activities:
Cash received from member and represented agencies
Cash received from grant revenue
Cash payments for operating expenses

Net cash provided by (used in) operating activities
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents:
Beginning of year

End of year

Reconciliation of operating income to net cash provided by
(used in) operating activities:
Operating income

Adjustments to reconcile operating income to net cash
provided by (used in) operating activities:
(Increase) decrease in assets:
Agency contribution receivable
Grants receivable
Increase (decrease) in liabilities:
Accounts payable

Net cash provided by operating activities

2025 2024
341,970 $ 509,848
- 644,535
(345,556) (833,076)
(3,586) 321,307
(3,586) 321,307
464,131 142,824
460,545 $ 464,131
2025 2024
36,665 $ 47,505
(17,998) -
- 459,892
(22,253) (186,090)
(3586) $ 321,307

See accompanying notes to the financial statements.



SANTA MARGARITA GROUNDWATER AGENCY
Notes to Financial Statements
June 30, 2025

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Operations of the Reporting Entity

The Santa Margarita Groundwater Agency (Agency) was formed under a Joint Exercise of Powers Agency on
June 1, 2017, pursuant to Sections 6506 and 6507 of the Exercise of Powers Act, codified at California
Government Code sections 6500, authorizes public agencies by agreement to exercise jointly any power
common to the contracting parties. The Agency was formed between the Scotts Valley Water Agency, the San
Lorenzo Valley Water Agency, and the County of Santa Cruz. Each Member is a local agency, as defined by the
Sustainable Groundwater Management Act of 2014 (SGMA), duly organized and existing under and by virtue
of the laws of the State of California; whereby, each member can exercise powers related to groundwater
management. The Agency is an independent public agency separate from the Members. The Agency’s board
consists of two members from each of the Member agencies, one director each from the Cities of Santa Cruz
and Scotts Valley, as well as three appointed directors representing private well owners.

The purpose of the Agency is to develop a groundwater sustainability plan, implement projects and
management activities which achieve sustainability by 2042, and to ensure sustainability for the following
thirty years. The Agency is a basin consolidation of four common groundwater basins located in Santa Cruz
County in the vicinity of Scotts Valley, Felton, Ben Lomond, and Boulder Creek.

Basis of Accounting and Measurement Focus

The Agency reports its activities as an enterprise fund, which is used to account for operations that are
financed and operated in a manner similar to a private business enterprise, where the intent of the Agency is
that the costs of providing services be financed or recovered primarily through user (member) charges,
capital grants and similar funding. Revenues and expenses are recognized on the full accrual basis of
accounting. Revenues are recognized in the accounting period in which they are earned and expenses are
recognized in the period incurred, regardless of when the related cash flows take place.

Financial Reporting

The Agency’s basic financial statements have been prepared in conformity with accounting principles
generally accepted in the United States Board (GAAP), as applied to enterprise funds, The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for establishing governmental
accounting and financial reporting principles. The Agency solely operates as a special-purpose government
which means it is only engaged in business-type activities; accordingly, activities are reported in the Agency’s
proprietary fund.

Operating revenues and expenses result from exchange transactions associated with the principal activity of
the Agency. Exchange transactions are those in which each party receives and gives up essentially equal
values. Management administration and depreciation expenses are also considered operating expenses. Other
revenues and expenses not included in the above categories are reported as non-operating revenues and
expenses.

Cash and Cash Equivalents

For purposes of the statement of cash flows, the Agency considers all highly liquid investments with a
maturity of three months or less, when purchased, to be cash equivalents. Cash deposits are reported at
carrying amount, which reasonably estimates fair value.




SANTA MARGARITA GROUNDWATER AGENCY
Notes to Financial Statements
June 30, 2025 and 2024

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Investments

Investments are reported at fair value except for short-term investments, which are reported at cost, which
approximates fair value. Cash deposits are reported at carrying amount, which reasonably estimates fair
value. Investments in governmental investment pools are reported at fair value based on the fair value per
share of the pool’s underlying portfolio.

In accordance with fair value measurements, the Agency categorizes its assets and liabilities measured at fair
value into a three-level hierarchy based on the priority of the inputs to the valuation technique used to
determine fair value. The fair value hierarchy gives the highest priority to quoted prices in active markets for
identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3). If the inputs
used in the determination of the fair value measurement fall within different levels of the hierarchy, the
categorization is based on the lowest level input that is significant to the fair value measurement.

Financial assets and liabilities recorded on the balance sheet are categorized based on the inputs to the
valuation techniques as follows:

Level 1 - Inputs that reflect unadjusted quoted prices in active markets for identical investments, such as
stocks, corporate and government bonds. The Agency has the ability to access the holding and quoted
prices as of the measurement date.

Level 2 - Inputs, other than quoted prices, that are observable for the asset or liability either directly or
indirectly, including inputs from markets that are not considered to be active.

Level 3 - Inputs that are unobservable. Unobservable inputs reflect the Agency’s own assumptions about
the factors market participants would use in pricing an investment and is based on the best information
available in the circumstances.

Prepaid Expenses
Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as
prepaid items.

Capital Assets

Capital assets are stated at cost or at their estimated fair value at date of donation. It is the Agency’s policy to
capitalize assets costing over $5,000. The provision for depreciation is computed using the straight-line
method over the estimated service lives of the capital assets.

Net Position
The financial statements utilize a net position presentation. Net position is categorized as follows:

Investment in capital assets - This component of net position consists of capital assets net of
accumulated depreciation.

Unrestricted - This component of net position is the net amount of the assets less liabilities that are not
included in the determination of the investment in capital assets component of net position.
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SANTA MARGARITA GROUNDWATER AGENCY
Notes to Financial Statements
June 30, 2025 and 2024

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America (“U.S. GAAP”) requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from these estimates.

Member and Represented Agency Contributions

The Agency’s joint exercise of powers agreement provides that any member may make contributions of
money or assets to the Agency; make or advance payments of public funds to defray the cost of Agency’s
operation; and contribute personnel, equipment or property instead of or in addition to other contributions
or advances. Such contributions shall be paid to and disbursed by the Agency as set out in separate
agreements between the Agency and the member and approved by the board and the governing body of the
member. Contributions for 2025 and 2024 made by each member agency were as follows:

Agency 2025 2024
Scotts Valley Water District $ 166,905 $ 239,629
San Lorenzo Valley Water District 113,990 164,681
County of Santa Cruz 44,876 66,790
City of Santa Cruz 17,998 25,492
Mount Hermon Association 16,199 13,256
Total $ 359,968 $ 509,848

Grants
Grant revenues are recorded when earned on grants that have been approved and funded by the grantor.

Net Position

In the event of a member withdrawal, member termination, or dissolution of the Agency, any property
interest remaining in the Agency, following a discharge of all obligations shall be disposed of pursuant to the
Joint Powers Agreements as adopted by the Governing Board.

NOTE 2 - CASH AND INVESTMENTS

Cash and investments at June 30, 2025, are classified on the balance sheet as follows:

Description 2025
Cash and cash equivalents $ 460,545
Total cash and investments $ 460,545

Cash and investments at June 30, 2025, consisted of the following:

Description 2025
Demand deposits with financial institutions § 460,545
Total cash and investments $ 460,545




SANTA MARGARITA GROUNDWATER AGENCY
Notes to Financial Statements
June 30, 2025 and 2024

NOTE 2 - CASH AND INVESTMENTS (continued)

Demand Deposits with Financial Institutions

At June 30, 2025 the carrying amount of the Agency’s demand deposits was $460,545, and the financial
institution’s balance was $469,785. The net difference represents outstanding checks, deposits-in-transit
and/or other reconciling items between the financial institution’s balance and the Agency’s balance for the
year.

Custodial Credit Risk - Deposits

Custodial credit risk is the risk that in the event of a bank failure, the Agency’s deposits may not be returned
to it. The Agency does not have a policy for custodial credit risk for deposits. Cash balances held in banks are
insured up to $250,000 by the Federal Depository Insurance Corporation (FDIC) and are collateralized by the
respective financial institutions. In addition, the California Government Code requires that a financial
institution secure deposits made by State or local governmental units by pledging securities in an undivided
collateral pool held by a depository regulated under State law (unless so waived by the governmental unit).
The market value of the pledged securities in the collateral pool must equal at least 110 percent of the total
amount deposited by the public agencies. California law also allows financial institutions to secure public
deposits by pledging first trust deed mortgage notes having a value of 150 percent of the secured public
deposits and letters of credit issued by the Federal Home Loan Bank of San Francisco having a value of 105
percent of the secured deposits.

NOTE 3 - MEMBER AGENCY NET POSITION
The Agency was formed between the Scotts Valley Water Agency, the San Lorenzo Valley Water Agency, and
the County of Santa Cruz, collectively the Member Agencies. The Member Agencies’ investment or net position

in the Joint Exercise of Powers Agency has been calculated as follows:

For the Periods Ending June 30, 2018 to June 30, 2025

Member Other Grant
Member Agency Contributions  Contributions Revenue Expenses Net Position
Scotts Valley Water District $ 1,761,336 $ 65,091 $ 984,291 $ (2,602,205) $ 208,513
San Lorenzo Valley Water District 1,019,723 32,545 492,146 (1,407,929) 136,485
County of Santa Cruz 361,263 10,849 164,048 (482,264) 53,896
Total $§ 3,142,322 $ 108,485 $§ 1,640,485 $ (4492,398) $ 398,894

Remaining Balances at June 30, 2025

Member Agency Assets Liabilities Net Position

Scotts Valley Water District $ 250,148 $ 41,635 $ 208,513
San Lorenzo Valley Water District 163,738 27,253 136,485
County of Santa Cruz 64,658 10,762 53,896
Total $ 478,544 $ 79,650 $ 398,894




SANTA MARGARITA GROUNDWATER AGENCY
Notes to Financial Statements
June 30, 2025 and 2024

NOTE 4 - COMMITMENTS AND CONTINGENCIES

Excluded Leases - Short-Term Leases and De Minimis Leases

The Agency does not recognize a lease receivable and a deferred inflow of resources for short-term leases.
Short-term leases are certain leases that have a maximum possible term under the lease contract of 12-
months (or less), including any options to extend, regardless of their probability of being exercised.

Also, de minimis lessor or lessee leases are certain leases (i.e., room rental, copiers, printers, postage
machines) that regardless of their lease contract period are de minimis with regards to their aggregate total
dollar amount to the financial statements as a whole.

Grant Awards

Grant funds received by the Agency are subject to audit by the grantor agencies. Such an audit could lead to
requests for reimbursements from the grantor agencies for expenditures disallowed under terms of the grant.
Management of the Agency believes that such disallowances, if any, would not be significant.

Litigation

The Agency is subject to routine litigation incidental to its business and may be subject to claims and
litigation from outside parties. After consultation with legal counsel, management believes the ultimate
outcome of such matters, if any, will not materially affect its financial condition.

NOTE 5 - SUBSEQUENT EVENTS

The Agency has evaluated subsequent events through October 24, 2025, the date on which the financial
statements were available to be issued.
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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

Board of Directors
Santa Margarita Groundwater Agency
Scotts Valley, 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 financial statements of the Santa Margarita Groundwater
Agency (Agency) which comprise the balance sheet as of June 30, 2025, and the related statements of
revenues, expenses, and changes in net position, and cash flows for the year then ended, and the related notes
to the financial statements, which collectively comprise the Agency’s basic financial statements, and have
issued our report thereon dated October 24, 2025.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Agency's internal control
over financial reporting (internal control) as a basis for designing audit procedures 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 Agency's
internal control. Accordingly, we do not express an opinion on the effectiveness of the Agency'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 Agency'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 or significant
deficiencies may exist that have not been identified.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Agency's financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
financial statements. 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.

Purpose of this Report

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 provide 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.
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Walnut Creek, California
October 24, 2025
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