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SIMPLIFIED CAPITAL IMPROVEMENT PLAN (CIP)

Date: |7/1/2010
System ID No.:|3410018
System Name: [Rio Linda/Elverta Community Water District | Service Connections: (4616
MONTHLY
[*Enter information only in YELLOW shaded cells AVG RESERVE
UNIT INSTALLED LIFE, ANNUAL MONTHLY PER
QTY COMPONENT COST COST YEARS RESERVE RESERVE CUSTOMER
Drilled Well, 18", steel casing Depth: 0 25 0.00 0.00 0.00
Drilled Well, 18", steel casing Depth: 0 25 0.00 0.00 0.00
Drilled Well, 18", steel casing Depth: 0 25 0.00 0.00 0.00
1 Wellhead Electrical Controls 30000 30000 25 1200.00 100.00 0.02
Verticle Turbine Pump, 300 HP 0 i/ 0.00 0.00 0.00
Submersible Pump, 300 HP 0 7 0.00 0.00 0.00
1 Submersible Pump Motor, 25 HP 13000 13000 1 1857.14 154.76 0.03
Booster Pump Station, 25 HP, complete 0 Gy 0.00 0.00 0.00
Booster Pump Station Electrical Controls 0 5 0.00 0.00 0.00
Pressure Tank Gallons: 0.0 0 10 0.00 0.00 0.00
Pressure Tank Gallons: 0.0 0 10 0.00 0.00 0.00
Storage Tank, Plastic Gallons: 0.0 0 10 0.00 0.00 0.00
Storage Tank, Redwood Gallons: 0.0 0 40 0.00 0.00 0.00
Storage Tank, Redwood Gallons: 0.0 0 40 0.00 0.00 0.00
1 Storage Tank, Steel Gallons: {800,000 2.8 2240000 50 44800.00 3733.33 0.81
Storage Tank, Steel Gallons: 0.0 0 50 0.00 0.00 0.00
Storage Tank, Steel Gallons: 0.0 0 50 0.00 0.00 0.00
Storage Tank, Concrete Gallons: 0.0 0 80 0.00 0.00 0.00
1 Surveillance Equipment 600000 600000 10 60000.00 5000.00 1.08
Master Meter, 3" 0 10 0.00 0.00 0.00
Master Meter, 4" 0 10 0.00 0.00 0.00
1 Hypochlorinator w/ Tank & Pump, Complete 12000 12000 10 1200.00 100.00 0.02
Pipe w/ sand bedding, 4" (Enter linear feet for quantity) 0 50 0.00 0.00 0.00
Pipe w/ sand bedding, 6" (Enter linear feet for quantity) 0 50 0.00 0.00 0.00
750 Pipe w/ sand bedding, 8" (Enter linear feet for quantity) 85 63750 50 1275.00 106.25 0.02
1250 |Pipe w/ sand bedding, 10" (Enter linear feet for quantity) 95 118750 50 2375.00 197.92 0.04
900 Pipe w/ sand bedding, 12" (Enter linear feet for quantity) 110 99000 50 1980.00 165.00 0.04
1 Pressure Regulating Valve 15000 15000 20 750.00 62.50 0.01
8 Dry Barrel Hydrant, 2-1/2" 2500 7500 20 375.00 31.25 0.01
36 Customer Meter w/ Box & Shutoff, Complete 1250 45000 20 2250.00 187.50 0.04
Distribution Valve, 4" 350 0 10 0.00 0.00 0.00
Distribution Valve, 6" 450 0 10 0.00 0.00 0.00
12 Distribution Valve, 8" 600 7200 20 360.00 30.00 0.01
10 Distribution Valve, 10" 850 8500 20 425.00 35.42 0.01
6 Distribution Valve, 12" 950 5700 20 285.00 23.75 0.01
2200 Radio Read Meters 500 1100000 30 36666.67 3055.56 0.66
1 Radio Read Antenna 25000 25000 40 625.00 52.08 0.01
1 SCADA Improvements 26000 26000 10 2600.00 216.67 0.05
SUBTOTAL Existing CIP Costs | $4,416,400.00 $13,251.98 $2.87
NEW Project CIP Costs
1 Well #15 2,900,000 2900000 25 116000.00 9666.67 2.09
1 Well #16 2,800,000 2800000 25 112000.00 9333.33 2.02
1 Well #17 2,600,000 2600000 25 104000.00 8666.67 1.88
0 1 0.00 0.00 0.00
0 1 0.00 0.00 0.00
0 1 0.00 0.00 0.00
0 1 0.00 0.00 0.00
0 1 0.00 0.00 0.00
SUBTOTAL New Project CIP Costs $8,300,000.00 $332,000.00] $27,666.67 $5.99
|TOTAL Existing and New Project CIP: $12,716,400.00 $491,023.81] $40,918.65 $8.86
Report Prepared by (Title): Date:
NOTE: Installed costs are averages and include all materials and contracted labor and equipment.
NOTES:

Rev 11/9/09



Page 1
06/21/2010

Rio Linda/Elverta Community Water District

Operating Budget Profit Loss 10/11 Forecast

Income
OPERATING REVENUES

Water Service Rates
Basic Service Charge
Usage Charge
Backflow Charge
Fire Protection/Hydrant Meter

Total Water Service Rates

Account Service Charges
Service App/New Location Fee
Late Payment Fee
Disconnect Tag Fee/NSF Fees
Termination/Reconnection
Other Account Service Charges

Total Account Service Charges

Field Water Service Fees
Plan Check/Inspections/FireFlow
*  Installation/Modification Fees
Field Serv/iSys Damage/T&M/RMR

Total Field Water Service Fees

Miscellaneous Revenue

Totat OPERATING REVENUES

NONOPERATING REVENUES

ok

Tower Leases

Earnings on Monies

Property Taxes & Related
Capacity Fees

Miscellaneous Non-Operating
State Grants 2009

Totat NONOPERATING REVENUES

GRAND TOTAL INCOME

Previous Proposed

Jul'09 - Jun "0 Jul 10 - Jun "1
924,000 946,000
580,000 590,000
26,000 26,000
8,000 8,000
1,538,000 1,570,000
17,000 20,000
30,000 30,000
42,000 42,000
10,000 10,000
3,500 3,500
102,500 105,500
600 1,500
0 0
700 1,000
1,300 2,500
1,000 5,000
1,642,800 1,683,000
48,000 48,000
7,000 1,000
40,000 40,000
0 0
3,000 5,000
0 0
98,000 94,000
1,740,800 1,777,000

* CDPH Compliance Order No. 9 - New Service Connection Moratorium-Revenue to Operating Budget

** CDPH Compliance Order No. 9 - New Service Connection Moratorium-Revenue to Capital Outlay Budget

Attachment - E



Page 2 Rio Linda/Elverta Community Water District

06/21/2010
Operating Budget Profit Loss 10/11 Forecast
Previous Proposed
Jul ‘09 - Jun 10 Jul "0 - Jun "11
Expense
OPERATING EXPENSES
Officers Fees
Legal Fees 46,000 60,000
Special Counsel-Labor Attorney 80,000 50,000
Auditor's Fees 15,000 15,000
Board of Directors Meeting Fees 15,000 18,000
Board Trainings-Training & Travel 1,000 1,000
Total Officers Fees 157,000 144,000
Wages & Benefit Expenses
Salary
General Manager Contract 96,000 76,800
Asst. General Manager 0 54,600
Staff Regular Pay 307,000 250,000
Extra Help 5,000 5,000
Staff Standby Pay 14,000 14,000
Staff Overtime Pay 12,000 10,000
Total Saiary 434,000 410,400
Benefits & Expenses
Workers Compensation 18,000 18,000
FICA/Medicare 33,800 29,500
PERS 48,000 35,000
Group insurance 88,000 58,200
Retirees Insurance 22,000 23,000
Uniforms 4,000 4,000
Training 4,000 2,000
Meetings & Conferences 100 300
Unemployment Insurance 9,000 9,000
Total Benefits & Expenses 226,900 179,000
Total Wages & Benefit Expenses 660,900 589,400

TOTAL EXPENSES 817,900 733,400




Page 3 Rio Linda/Elverta Community Water District

oote Operating Budget Profit Loss 10/11 Forecast
Previous Proposed
Jul '09 - Jun'10 Jul "0 - Jun 11
Contractual Services/Agreements
Special Projects-Task Orders 10,000 5,000
Settlement-Dillon 40,000 0
Election 0 10,000
Total Contractual Services/Agreements 50,000 15,000
Memberships:
Regional Water Authority 6,000 5,000
SGA 19,500 21,000
ACWA 6,000 6,000
Rio Linda Chamber of Commerce
AWWA 500
CSDA 2,300 2,300
Membership-Other 500 500
Total Memberships 34,800 34,800
Governmental Fees/Lien Fees 1,100 4,000
Total Governmental Fees/Lien Fees 1,100 4,000
Insurance:
Liability/Vehicle 26,000 26,000
Property 3,700 3,500
Total Insurance 29,700 29,500
Conservation:
Toilet Replacement Program 600 1,000
Regional Conservation Program 3,500 3,500
Washing Machine Rebates 100 300
Education Supplies 1,500 3,000
Contract Services 500 500
Community Outreach 600 500
Total Conservation 6,800 8,800

Total Contractual Services/Agreements 122,400 92,100




. Page4 Rio Linda/Elverta Community Water District

j RS Operating Budget Profit Loss 10/11 Forecast
Previous Proposed
Jul’'09 - Jun '10 Jui "0 - Jun "1
Field Operation Expenses
Transportation:

Fuel 7,000 7,000

Maintenance 4,000 4,000
Total Transportation 11,000 11,000
Transmission & Distribution:

Water Purchases 3,000 3,000

Service Connections 5,000 5,000

Mains/Fire Hydrants/USA 5,000 2,500

Tanks 500 1.000

Hydrant Meters 0 500

Emergency Repairs 88,000 88.000

Contract Repairs 60,000 60,000
Total Transmission & Distribution 161,500 160,000
Treatment:

Chemicals & Supplies 10,500 15,000
Total Treatment 10,500 15,000
Laboratory Services:

Coliform Test & Non-Customer 2,000 3,000

Physical/Chemical Tests 14,000 16,000
Total Laboratory Services 16,000 19,000

Permit/Certification/Inspection 16,000 20,000
Total Permit/Certification/Inspection 16,000 20,000
Field Communication:

Celiular Phones 3,000 2,000

Pagers 40 50
Total Field Communication 3,040 2,050
Pumping:

Pumps 10,000 15,000

Electricity 170,000 215,000

Gas/Diesel for Well Sites 100 1,000

Telemetry Lines 3,600 4,500
Total Pumping 183,700 235,500

Construction Equipment Maint. 2,000 1,000

Small Tools & Shop Supplies 2,000 1,000

Safety Equipment 4,000 2,000

Cross-Connection Control 300 300
Total Other: 8,300 4,300
Fixed Assets:

Utility Truck 10,000 0

Radio Read Meters 0 60,000
Tota! Fixed Assets Fieid 10,000 60,000

Total Field Operation Expenses 420,040 526,850




Page 5 Rio Linda/Elverta Community Water District

oz Operating Budget Profit Loss 10/11 Forecast
Previous Proposed
Jul'09 - Jun 10 Jul 10 - Jun 11
Office Operation Expenses
Subscriptions/Licensing/Regular Telephone:
Computer Supplies-Software 3,000 8,500
ISP/Web site 2,500 2,500
MetroScan 1,625 1.625
Miscellaneous 200 200
Regular Telephone Service 6,000 6,000
Total Subscriptions/Licensing 13,325 18,825
Banking Fee:
Bank Charges 4,500 4,500
Payroli Services 4,000 4,000
ATM/Credit Card Service/Direct 4,300 4,300
Total Banking Fees 12,800 12,800
Printing:
Bill Stock 6,400 1,500
Printing - Other 4,000 1,000
Total Printing 10,400 2,500
Office Other:
inserter/Postage Machine Lease 12,400 0
Postage 16,000 2,000
Office Supplies 11,000 10.000
Total Office Other 39,400 12,000
Office Equipment Maintenance:
Billing Software Maintenance 2,600 2,600
Inserter Maintenance 3,100 0
Computer System Maintenance 5,000 5,000
Photocopy Maintenance 2,000 2,000
Contract Billing 0 20,000
Total Office Equipment Maintenance 12,700 29.600
Publishing:
Legal Advertising 3,000 1,500
Newsletters 1.000 1,000
Total Publishing 4,000 2,500
Building:
Utilities 7.300 7,300
Janitorial 1,900 2,100
Maintenance 2,000 7,000
Security 500 2,000
Total Building 11,700 18,400
Fixed Assets:
Accounting System Upgrade 10,000 10,000
Digital Document System 20,000 20,000
Computer System Improvements 8,000 8.000
Total Fixed Assets Office 38,000 38.000

Total Office Operation Expenses 142,325 134,625




- Page 6 Rio Linda/Elverta Community Water District

06/21/2010 . .
‘ Operating Budget Profit Loss 10/11 Forecast
Previous Proposed
Jul'09 - Jun 10 Jul 10 - Jun "11
TOTAL OPERATING EXPENSES 1,659,665 1,486,975
NONOPERATING EXPENSES
Nonoperating Expense 0 1,000
Debt Service
Bond Administration 1,800 1,800
Revenue Bond 2003-Interest 156,963 156,963
Revenue Bond 2003-Principle 85,000 85,000
Total Debt Service 243.763 243,763
Building and Site Improvements
Fixed Asset Container 3,643 0
SCADA Improvements 6,400 6,400
Reserve Fund 0 38,862
Emergency Reserve 0 38,862
TOTAL NONOPERATING EXPENSES 253,806 290,025
GRAND TOTAL EXPENSES 1,750,796 1,777,000
GRAND TOTAL REVENUE 1,740,800 1,777,000
Net income (Loss) (9,996) 0
Carryover from 09/10 35,140 0

TOTAL NET INCOME (LOSS) 25,144 0
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Board of Directors
Rio Linda/Elverta Community Water District
Rio Linda, California

INDEPENDENT AUDITOR'S REPORT

| have audited the accompanying financial statements of, the business-type activities, of Rio Linda/Elverta
Community Water District (the District) as of and for the years ended June 30, 2009 and 2008, which
collectively comprise the District's basic financial statements as listed in the table of contents. These
financial statements are the responsibility of Rio Linda/Elverta Community Water District's management.
My responsibility is to express opinions on these financial statements based on my audit. The prior years
comparative information has been derived from the District's 2008 financial statements prepared by the
other auditors, in their report dated July 10, 2009, they expressed an unqualified opinion with a going
concern condition on the respective financial statements of the business-type activities.

I conducted my audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that | 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. | believe that my audit provides a reasonable basis
for my opinions.

In my opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities, of the District, as of June 30, 2009 and

2008, and the respective changes in financial position and, cash flows thereof for the years then ended in
conformity with accounting principles generally accepted in the United States of America. The
accompanying financial statements have been prepared assuming that the District will continue as a going
concern. As discussed in Note 11 to the financial statements, the District has expended the majority of its
operating reserves and continues to run deficit budgets. These conditions raise substantial doubt about its
ability to continue as a going concern. Management's plans regarding those matters also are described in
Note 11. The financial statements do not include any adjustments that might resuit from the outcome of
this uncertainty. The financial statements do not include any adjustment relating to the amounts and
classification of liabilities that might be necessary if the District is not able to meet its debts as they come
due or if such debts are adjusted under the provisions of chapter 9 of the Federal Bankruptcy Code.

In accordance with Government Auditing Standards, | have also issued my report dated March 16,

2010, on my consideration of the Rio Linda/Elverta Community Water District’s internal control over
financial reporting and on my 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 my testing
of internal control over financial reporting and compliance and the results of that testing, and not to provide
an opinion on the internal control over financial reporting or on compliance. That report is an integral part
of an audit performed in accordance with Government Auditing Standards and should be considered in
assessing the results of my audit.

The District has not presented Management's Discussion and Analysis that accounting principles

generally accepted in the United States has determined is necessary to supplement, although not required
to be part of the basic financial statements.

Michael A Celentano
Certified Public Accountant

March 16, 2010



RIO LINDA / ELVERTA COMMUNITY WATER DISTRICT

RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2009 AND 2008

Management’s Discussion and Analysis June 30, 2009 and 2008

This narrative overview and analysis of the financial activities of the Rio Linda / Eiverta Community
Water District (District, or the District) for the fiscal year beginning July 1, 2008 and ending June 30,
2009 is provided as additional information in conjunction with the independent Auditor's Report,
which can be found on page 1, and pages 7 through 9 of this financial statement.

Financial Highlights

1.

7.

Water sales decreased by $56,774 in fiscal year 2009 over last fiscal year primarily due to
increased conservation efforts and an increase in inactive service connections. Our total op-
erating revenue decreased as well by $69,610 due to the change in economic conditions
and less usage.

Total operating expenses deceased over the previous fiscal year by $22,249 due to less
pumping costs, less personnel services and lower field operation activities.

Operating expenses exceeded operating revenues by $476,555 due to the loss of revenue in
installation fees attributable to the new service moratorium mandated under CDPH Com-
pliance Order No. 01-09-07-C0O-004 issued November 19, 2007.

Overall net income (both operating and non-operating revenues less expenses) was
($237,227) in 2008 to ($1,133,672) in 2008. The majority of the decrease was attributable to
Well #14 being placed on hold, which is contrary to the Auditor's assessment of the well be-
ing “abandoned”. This is a misleading departure from the District’s long range plan to utilize
the site for source production, a storage facility, or both. The property is not currently consi-
dered "abandoned” and will ultimately be developed after further engineering and design
work is completed. The remainder of the overall net income difference was due to a slight
decrease in operating expenses.

Net assets decreased from $6,964,815 in 2008 to $5,866,088 primarily because of less field
operating expenses and placing capital improvements on hold for Well #14.

The assets of the District exceeded its liabilities at the close of fiscal year 2009 in the
amount of $5,866,088 net assets, of this amount, $607,461 is unrestricted. The assets of the
District exceeded its liabilities at the end of 2008 in the amount of $6,964,815 net assets; of
this amount $1,034,375 was unrestricted net assets.

The District's total long-term debt remained the same at $85,000.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction te the district's basic financial
audit report, which consists of the financial statements and notes to the financial statements. This
report also contains narrative information about the implications of the financial statements on
District operations.



RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2009 AND 2008

Financial Statements

In public finance terms, the District accounts for its operations as an “enterprise fund” and maintains
an accrual basis of accounting. This means that the costs and expenses associated with the
operation and maintenance of the District are generally supported by user fees and charges directly
related to the delivery of a service or product. This is in contrast to “non-enterprise funds” that are
largely supported by tax revenues.

The accounts of the District are organized on the basis of fund accounting. A fund is a group of
related accounts that is used to maintain control over the resources that have been segregated for
specific activities or objectives. Thus, these financial statements are designed to provide the reader
with a broad overview of the District's finances in a manner similar to a private sector business.

The statement of “net assets” presents information on all of the District's assets and liabilities with
the difference between the two reported as “net assets”. Over time increases or decreases in net
assets may serve as a general indicator of whether the District’s financial position is improving or
deteriorating. However, this is not the sole indicator of financial stability.

The statement of revenues, expenses and changes in net assets presents information showing how
net assets changed during the most recent fiscal year. All changes in net assets are reported as
soon as the underlying event giving rise to the change is known, regardless of the timing of related
cash flows. Thus, revenues and expenses are reported in this statement for some items that will only
result in cash flows in future fiscal periods (e.g. uncollected water sales and amounts due vendors).
Since the District's primary function is to provide water delivery to the community and recover most
of the costs through user fees and charges, the financial statements only include enterprise-type
activities.

The financial statements can be found on pages 7-9.

Notes to the Financial Statements The notes to the financial statements provide additional
information that is essential to the full understanding of the financial transactions and data provided
in the financial statements. These notes should be carefully reviewed to get a clear picture of what a
particular item specifically addresses.

The notes to the financial statements begin on page 10 and continue through page 17.

Net Assets The largest portion of the District's net assets reflects its investment in capital assets
(e.g. land, buildings, machinery equipment and water facilities) less any related debt currently
outstanding. The District uses these capital assets to provide water service to its customers. This
includes both District purchased assets, as well as developer donated or contributed facilities.
Although the District's investment in its capital assets is reported net of related debt, financial
resources are needed to repay this debt and must be provided from other sources, since these
capital assets themselves cannot be used to liquidate these liabilities.

Net assets mainly increase due to contributed facilities by developers. Increases in water sales to
pay for ongoing and future anticipated capital asset replacements need to be reviewed.

Restricted net assets represent resources from bond offerings and are restricted on how funds may
be used. The unrestricted portion is used to cover operating expenses and provide an additional
source of funding for capital projects.



RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2009 AND 2008

Long-term Financing As of June 30, 2008 the District's principle balance (face value) on its Water
Revenue Refunding Bonds Series 2003 stood at $2,810,361. This bond issue constitutes the sole
source of the District's long-term financing. These bonds were issued to refund the District’'s 1994
Certificates of Participation. Repayment of these bonds constitutes a special obligation of the District
payable solely from “net revenues” and other funds provided for in the indenture agreement
approved with the issuance of the bonds. Net revenues mean, for any period, all applicable revenues
during that period less all of the applicable maintenance and operation costs of the District. These
revenues include, but are not limited to, capacity fees, property taxes and rates, fees and charges for
water service. However, they do not include specific revenues levied for purposes of reimbursing
others for the cost of acquiring or constructing specific facilities (e.g. water service connection
charges to install a water service).

A municipal bond rating of “AAA”, “AA” or "A” was issued on the financing by Standard & Poor's
Ratings Group, a division of McGraw-Hill and Moody's Investor Service respectively. These ratings
were predicated on the delivery of a policy insuring the payment of the principle and interest when
due on the bonds. Annual debt service on the bonds is scheduled thru November 1, 2032.

Capital Improvement Program The District's investment in capital assets at the end of the fiscal
year totaled $5,866,088 (total net assets). This investment includes land, buildings, water wells,
distribution piping, equipment (in excess of $600), vehicles and other machinery and water facilities.
Due to pressure issues reported during the summer of 2007, the California Department of Public
Health (CDPH) issued a compliance order on November 19, 2007 to resolve water pressure and
supply problems to the District. Although the Board of Directors adopted a Revised Water Master
Plan on August 18, 2003 which identified both long-term and near-term improvement projects, the
District is now revisiting the improvement projects schedule. The priorities established for the near
term were to improve water system reliability in the Rio Linda area by increasing source capacity
with new wells and pumping equipment, replace aging and small diameter distribution facilities, and
address the need to comply with new federal arsenic standards which went into effect on July 1,
2006. These arsenic regulations required the District to temporarily take two wells off line while
completing the engineering and design work to construct three new wells to meet supply and
reliability requirements for the system. During the design period, CDPH has temporarily placed a
moratorium on all new service connections until such time as improved supply and redundancy
conditions are satisfied. The near-term projects in the Revised Water Master Plan were identified as
Phase 1-A. A summary of these projects and current estimated costs are as follow:

Construct new production well and install distribution piping at 30™ and Q Streets...........$2.900,000*

Construct new production well and install distribution piping at Elkhorn and 14" Street.....$2,800,000*

Construct new well for redundancy in the 7700 block of Rio Linda Boulevard................... $2,600,000*
Expand computerized SCADA SYSIEM......ooiiiii i $150,000™*
Reactivate Well 5 as emergency backup supply facility....................... $338,000™
Reactivate Well 3 as emergency backup supply facility.................. $80,000**
Pipeline 7th Street north to S Street / K Street to Water Tower................................. $395,000"*
Replace aging and small diameter distribution pipelines at selected locations............$1,500,000**

*Denotes project currently being designed for construction in the near future
** Denotes project under consideration for Capital Improvement
*** Project temporarily on hold pending additional engineering and flow studies



RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2009 AND 2008

Capital Improvement Funding New funding to complete the construction of the three new wells is
anticipated to come from loans and paid through Surcharge Fees initiated in incremental phases
which began in 2009. It may be necessary for the District to sell bonds to support critical infrastruc-
ture improvements besides delaying or eliminating projects based on the priorities established by the
Board of Directors. Compliance with CDPH for Source Capacity improvements is mandatory,
however, and the District is compieting the necessary design work to meet the engineering criteria
required to increase pressures and reliability while providing redundancy throughout the distribution
system.

Budgets and Rates Total operating revenues changed from $1,672,111 to $1,602,501 between
2008 and 2009. This decrease of $69,610 can largely be attributed to a change in installation fees
since the CDPH compliance order was issued.

The District implemented a phased Surcharge Fee in 2009 in order to begin identifying the engineer-
ing and design criteria for three new wells while establishing a foundation to repay loans and/or grant
monies in the future. The plan is to begin the much-needed upfront planning to overcome supply
deficiencies described in the CDPH Compliance Order. The ultimate goal is to construct two wells for
increased capacity while developing a third for reliability and redundancy. All design and implemen-
tation of standards have been in accordance with CDPH guidelines and periodically monitored by the
department for adherence to specific schedules. The District plans to complete the most easterly well
at 30" and Q Streets in the fall of 2010, and the remaining wells in spring 2011.

In respect to overall operating expenses personnel costs, field operation expenses and the deprecia-
tion and amortization of District facilities and equipment represent the largest cost centers. For
example, under field operations, electrical energy costs associated with water pumping typically
consume approximately 10% of the entire District operating budget. These costs will continue to
climb as the Sacramento Municipal Utility District has proposed several rate increases.

District Non-operating revenues and expenses are associated with activities not directly attributable
to the District's core mission of providing water service. On the revenue side this includes income
from interest on the investment of District funds, property tax, rental of water tower space for
antennas, and new water facilities built and donated to the District as a result of developer activities.
On the expense side it includes costs associated with interest paid on long-term debt and trustee
fees paid to administer bond payments.

With the moratorium on developer/capacity fees, which have historically been used to pay a portion
of the yearly debt service and anticipated capital improvements, the District plans to meet CDPH
requirement in the near-term to increase source capacity, thereby removing the development
limitations promulgated by the Compliance Order and its resultant moratorium.

Economic Factors Considered in Financial Planning The District is located in northern
Sacramento County and as a result is affected by regional economic activities. Based on the July
2009 Sacramento County Forecast Project report prepared by California State University
Sacramento, the annual average Unemployment Rate for Sacramento County rose slightly from
5.5% in June of 2008 to 8.3% in June of 2009. The forecast for June 2010 is at a higher rate of
12.4%.

Likewise, the Forecast Project looked at taxable sales for the County as a whole. Taxable Sales, for
all outlets, posted a 2.55% decrease over the sales forecast in 2008. These general regional trends
indicate a steady economic slow down associated with a decrease in taxable sales.



RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2009 AND 2008

As of June 2009, the District serves approximately 4 616 meters. The differences between billed
customers and installed meters vary from billing cycle to billing cycle due to foreclosures, transitional
owners, or per customer request for services to be discontinued. On average over the last five years,
the District has added less than 100 new customers annuaily. However, during the 08/09 year, the
District added no new customers due to the moratorium. Per the District's operations report of July
2009, pumping demands have decreased during 2009 by 6.5%. The following factors have affected
or will affect the District's financials:

» Continuance of the CDPH moratorium limitation.

« Infill projects and developer installations being placed on hold.

« The District requested, due to the CDPH Compliance Order, that all customers reduce their water
use by 10% or request a variance from the District. The General Manager determines the award of a
variance case by case.

Future anticipated affects on the system:

« Approval to construct new wells and distribution facilities through grants and loan funding to
increase capacity and reliability for community development, specifically with the land use plan for
the Elverta Villages project in the northeast section of the District, which includes 4,950 residential
dwellings, (of which at least 4,500 will be within the District's boundaries) as well as significant land
set aside for parks, schools and commercial developments.

Labor Relations, Litigation, and Interim Grand Jury Report The District drafted a tentative Motion
of Understanding (MOU) in July 2009 to overcome and steady labor relation issues that have
affected the organization since June 16, 2007 when the employees voted to disband their former
Employee Association in favor of joining the International Brotherhood of Teamsters, Local 150, for
its representation. During the 2008-2009 Fiscal Year, negotiations to ratify an agreement moved
closer to fruition and it is anticipated the MOU will be ratified in the near future.

Other litigation concerning a former General Manager began in 2008 and continued into 2009. The
District expects to resolve the legal matters very soon to settle the case without further cost or
additional claims.

On Aprit 5, 2010 the Sacramento County Grand Jury issued its Interim Report which outiined
recommendations for the District to implement new procedures and policies to overcome operational
deficiencies resulting from ongoing management problems. By aligning more favorably with local
regulatory agencies, industry standards, and government laws to follow regional guidelines practiced
by other water agencies, the District is rapidly correcting the problems described in the Grand Jury
Report through outside resources and with new management accountabilities from within. We view
the Interim Report as another avenue to address important business obligations, trends, and
operational issues that have affected the District’s ability to perform in the best interest of the
community. By following and improving upon the Grand Jury recommendations, we are taking
immediate corrective measures to meet the challenges we currently face along with implementing
new business practices in order to position the District as a leader in the regional water industry.

Requests for Information This financial report is intended to provide a general financial overview
for anyone interested in the District's financial statements. Questions pertaining to the information
provided in this report, or requests for additional information should be addressed to the General
Manager, Rio Linda / Elverta Community Water District, 730 L Street, Rio Linda, CA 95673.



RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
STATEMENT OF NET ASSETS
JUNE 30, 2009 AND 2008

ASSETS 2009 2008
Current Assets
Cash and investments $ 90.235 § 488,276
Accounts receivable 247,197 244 263
Interest receivable 207 4,565
Inventory 45.894 41.344
Prepaid expenses 21,800 18.575
Total Current Assets 405,333 797,023

Non Current Assets

Capital assets, Net 7.868,195 8.620.242
Restricted cash and investments 287,207 248,608
Restricted surcharge receivable 14,475
Other assets 403,880 428.840
Total Non Current Assets 8.573,757 9.297.690
Total Assets $§ 8979090 § 10094713
LIABILITIES

Current Liabilities

Accounts payable $ 118,934 % 88,124
Customer deposits 33,879 37.100
Compensated absences 42,794 46.047
Unearned revenue 22,034 20.246
Current portion of long-term debt 85,000 §5.000
Total Current Liabilities 302,641 276.517
Compensated absences - long term portion bonds payable 4,793 1.579
Bonds payable 2.805.568 2.851.802
Total Long Term Liabilities 2.810.361 2.853.381
Total Liabilities $ 3113002 § 3129898
Commitment and Contingencies - Note 7.8,9 and 10
Net Assets
Capital assets, net of related debt $ 4977627 $  5.683.440
Restricted for
Capital assets
Bonds debt service 247,000
Surcharge 34,000 247.000
Total Restricted Assets 281,000 247,000
Unrestricted 607,461 1,034,375
Total Net Assets $ 5866088 $ 6964815

See accompanying notes to the basic financial statements
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RIO LINDA/JELVERTA COMMUNITY WATER DISTRICT
STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS
FOR THE YEARS ENDED JUNE 30, 2009 AND 2008

2009 2008
Operating Revenues
Water sales $ 1,484,016 $ 1,540,790
Installation fees 17.010
Account service charges 113,507 85,954
Miscellaneous 4978 28.357
Total Operating Revenue 1,602,501 1,672,111
Operating Expenses
Personnel services 983.465 923.311
Professional services 117,738 64,418
Contractual services 111,505 112.855
Field operations
Transmission and distribution 146,129 371,803
Treatment 11,254 10,497
Pumping 174.286 208,528
Transportation 16.613 27.990
Small tools and shop supplies 6,116 14,414
Depreciation and amortization 378,194 233,483
Administration 133,756 134,006
Total Operating Expenses 2,079,056 2,101,305
Operating Income (Loss) (476,555) (429.164)
Non-Operating Revenues (Expenses)
Interest income 8.528 59,114
Property taxes 80,447 82.376
Surcharge 58.800
Development fees 160.605
Rental income, net of expenses 51,715 48,675
Lawsuit 123,158
Abandonment of well #14 (802,673)
Interest expense (154,838) (156,963)
Bond administration (1,700)
Other non operating expenses (6,851) (1.840)
Net Non Operating Revenues (Expenses) (643,414) 191.967
Change in Net Assets (1.119,969) (237.227)
Net Assets, Beginning of Year 6.964.815 7,202.042
Prior period adjustment - correction of general fixed assets 21.242 -
Net Assets, Ending of Year $ 5866088 $ 6964815

The accompanying notes are an integral part of these statements
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RIO LINDA/JELVERTA COMMUNITY SERVICES DISTRICT
STATEMENT OF CASH FLOWS
FOR THE YEARS ENDED JUNE 30, 2003 AND 2008

2009 2008
Cash Flows From Operating Activities

Cash received from customers $ 1,586,880 $ 1.713.534

Cash paid to employees and related benefits and taxes (683,426) (924.815)

Cash paid to suppliers (693,304) (915,115)
Net Cash From Operating Activities (89,850) (126.396)

Cash Flows From Non-Capital Financing Activities

Property tax proceeds 80,447 82,376

Rental income 51,715

Settlements 123,158 48.675
Net Cash From Non-Capital Financing Activities 255,320 131,051

Cash Flows From Investing Activities

Interest on cash 8.528 69.138

Net Cash Provided From Investing Activities 8.528 69.138
Cash Flows From Capital and Related Financing Activities

Surcharge 58.800

Proceeds from developer fees 165,874

Bond administration payment (1,700) (1.840)

Repayment of fong-term debt (85.000) (85,000)

Purchase of property (254,242) (1.244.701)

Interest payments on long-term debt (154.838)

Less on abandonment of well #14 (89,609)

Other non operating (6.851) (156.963)
Net Cash From Capital Financing Activities (533,440) (1,322,630)
Net Increase (Decrease) in Cash and Cash Equivalents (359,442) (1,248.837)

Cash - Beginning of Year 736,884 1,985.721
Cash - Ending of Year $ 377442 S 736,884

The accompanying notes are an integral part of these statements
9



RI0 LINDA/ELVERTA COMMUNITY WATER DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2009 AND 2008

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of reporting entity — The District was formed on November 9, 1948 and provided water and
sewer services. Sewer services were transferred to Sacramento County in 1978. The District no ionger
provides sewer service. The District currently provides domestic water service and fire flows to approximately
4,610 metered accounts, including procurement, quality, and distribution.

An elected five-member board of directors establishes policy for the District. The conduct of day-today
maintenance and operations is the responsibility of the General Manager.

Basis of Accounting — The District accounts for its operation in an enterprise fund using the economic
resources measurement focus and the accrual basis of accounting. Under the accrual basis, revenues are
earned when services are performed and expenses are recorded when an obligation has been incurred.

An enterprise fund distinguishes operating revenues and expenses from non-operating items.

Operating revenues and expenses generally result from providing services and producing and delivering
goods in connection with the District’s principal ongoing operations. The principal operating revenues of the
District are charges to customers for water sales. Operating expenses for the District include the cost of sales
and services, administrative expenses, and depreciation on capital assets. All revenues and expenses not
meeting this definition are reported as non-operating revenues and expenses.

Revenue Recognition — Operating revenues for domestic, irrigation and recycled water sales are recognized
when billed. Any assets, liabilities, expenses and revenues created as a result of nonexchange transactions
are recognized when the transaction occurs. A nonexchange transaction occurs when a government receives
(or gives) value without directly giving (or receiving) equal value in return.

Cash and Investments — The District participates in an investment pool managed by the State of California,
the Local Agency Investment Fund (LAIF), which has invested a portion of the pool funds in structured notes
and asset-backed securities. Based on information obtained from LAIF, the investment in LAIF has been
recorded at fair value.

Cash Equivalents — For purposes of the statement of cash flows, the District considers all highly liquid
investments with an original maturity of three months or less when purchased to be cash equivalents.

Use of Estimates — The financial statements are prepared in conformity with generally accepted accounting
principles and, accordingly, include amounts that are based on management's best estimates and judgments.

Investments - Fair value is determined by examining quoted market prices for all investments. The change
in fair value is included in interest income in the statement of revenues, expenses and changes in net assets.
Permissible investments include the County Treasury, the State Local Agency Investment Fund, federally
insured deposits, and individual securities. Individual securities must be backed by the federal government or
rated AAA, AA or A by Standards and Poor’s or Moody's. In addition, maturities may not exceed five years.
The proportion of investments in each of the permissible categories is restricted as defined in the State
Government Code and further limited by the District's investment policy. The maximum average maturity of
funds invested is three years. The District's investment policy established safety of principle as the primary
investment objective. The District’s investment strategy is to realize a reasonable interest yield, and
investment decisions are executed with the intent that they will be held to maturity. The District is restricted by
State law and the District's investment policy in the types of investments that can be made. All investments
not required to be reported at fair value are stated at cost or amortized cost.

Restricted assets — Assets whose use is restricted to specific purpose by bond indenture or other wise, and
related liabilities are segregated on the balance sheet. These assets are primarily restricted for construction

and debt service purposes.
10



Capital Assets — Capital assets, which include property, plant and equipment are defined by the District as
assets with an initial cost of more than $1,500 and an estimated useful life in excess of two years. Assets are
recorded at cost. Contributed assets are recorded at fair market value at the time they are received.
Contributed assets consist primarily of distribution lines and connections constructed and donated by
developers. The estimated economic lives used to determine annual rates of depreciation are subject to
periodic review and revision to assure that the cost of the respective assets will be written off over their
economic lives. Depreciation is computed using straight-line method over estimated useful lives of 8 to 60
years for transmission and distribution and 3 to 50 years for general plant assets.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
asset lives are not capitalized.

Accounts Receivable — The District issues water invoices bi-monthly based on meter readings.
Delinquent water invoices may have a lien placed on the property. The District does not provide for an
allowance for uncollectible accounts due to the lien process.

Inventories - Inventory consists primarily of materials used in the construction and maintenance of utility
plant and is valued at lower of cost (first-in, first-out method) or market.

Debt Issuance Costs - Bond loss on refunding and issuance costs are deferred and amortized over the term
of bonds using the effective interest method. Loss on refunding ($594,032 and $633,198 at June 30, 2009
and 2008, respectively) is presented as a reduction of the face amount of bonds payable, whereas issuance
costs ($189,725 and $197,808 at June 30, 2009 and 2008, respectively) are recorded as other assets.

Deferred revenues — Deferred revenue represents funds received for future service installation and is
recognized as revenue when installations are performed.

Net Assets — The District's net assets are classified as follows:

Capital assets, net of related debt: This represents the District’s total investment in capital assets, net of
outstanding debt obligations related to those capital assets.

Restricted for capital assets: This represents the unspent portion of debt that has been incurred for capital
assets.

Restricted for unspent developer fees: Restricted for construction represents constraints placed on certain net
assets as a result of legally restricted monies received and unspent from developers as required by State law.

Restricted for bond debt service: Restricted for debt service/covenants represents constraints placed on
certain net assets as required by third party general obligation bondholders.

Unrestricted: This represents funds not subject to any restrictions on use of these funds.

Contributed Facilities — The District receives facilities (hydrants, pipes, valves, etc.) from developers
resulting from the developers preparing the sites to connect to the District. The District records these items as
capital assets and depreciates them over their estimated useful life. These assets are also recognized as
non-operating revenue — contributed facilities.

Property Taxes — Property tax in California is levied in accordance with Article XIlIA of the State
Constitution at 1% of countywide assessed valuations. The property taxes are placed in a pool and are then
allocated to the local governmental units based upon complex formulas. The County of Sacramento is
responsible for collection of property tax, and the District recognizes property taxes when received from or
collected by the County. Amounts levied but not collected at June 30 (delinquent property taxes) have not
been reported since these amounts could not be readily determined.

Compensated Absences — The District has a policy whereby an employee can accumulate unused sick
leave and vacation. Sick leave is to be used for extended periods of sickness; however, upon termination or
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retirement, a portion will be paid as additional benefits to the employee. At termination or retirement,
employees are entitled to reimbursement for all accumulated vacation days up to 400 hours (reduced to 240
hours after July 1, 2006), per the District's policy and paid as required by State law; and sick leave earned
after July 1, 2005 up to 240 hours + additional hours up to 1/3r of excess for hourly employees. The District
has provided for these future costs by accruing 100% of earned and unused sick leave up to the maximum
number of hours, and 100% of the earned and unused vacation.

Note 2 — Cash and Investments

Cash and investments in the balance sheet are classified as follows:

2009 2008
Cash and Investments $ 90,235 $ 488,276
Restricted Cash and Investments 287,207 248,608
$ 377442 $ 736,884

Cash and investments consist of the following:

2009 2008
Deposits with financial institutions $ 69,100 $ 51,414
Investments in LAIF 308,342 685,470
$ 377,442 $ 736,884

Investments Authorized by the District’s Investment Policy -The District’s investment policy

authorizes investments in the local government investment pool administered by the State of

California (LAIF). The investment policy does not contain any specific provisions intended to limit the District's
exposure to interest rate risk, credit risk and concentration of credit risk.

Investments Authorized by the Debt Agreement - Investment of debt proceeds held by bond

trustee are governed by provisions of the debt agreements, rather than the general provisions of the
California Government Code or the District's investment policy. The debt agreement states the debt proceeds
shall be invested in investments (i) having an average aggregate weighted term to maturity not greater than

five years, or (i) of any maturity, but callable at par for any purpose required by the debt agreement.
Disclosures Relating to Interest Rate Risk -Interest rate risk is the risk that changes in market interest
rates will adversely affect the fair value of an investment. Generally, the longer the maturity of an investment,
the greater the sensitivity of its fair value to changes in market interest rates. At June 30, 2009, the average
maturity of the investments contained in the LAIF investment pool was approximately 165 days.

Disclosures Relating to Credit Risk —Generally, credit risk is the risk that an issuer of an investment will not
fulfill its obligation to the holder of the investment. This is measured by the assignment of a rating by a
nationally recognized statistical rating organization. LAIF does not have a rating provided by a nationally
recognized statistical rating organization.

Custodial Credit Risk -Custodial credit risk for deposits is the risk that, in the event of the failure of a
depository financial institution, a government will not be able to recover its deposits or will not be able to
recover collateral securities that are in possession of an outside party. The California Government Code and
the District's investment policy do not contain legal or policy requirements that would limit the exposure to
custodial credit risk for deposits, other than: 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. The market value of the pledged securities in
the collateral pool must equal at least 110% of the total amount deposited by the public agencies. California
law also allows financial institutions to secure local governmental unit deposits by pledging first trust deed
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mortgage notes having a value of 150% of the secured deposits. Custodial credit risk does not apply to a local
government’s indirect investment in securities through the use of mutual funds or government investment
pools (such as LAIF).

At June 30, 2008 and 2008, the District's bank balances were $103,297 and $37,367, respectively ($0 and $0
were in excess of federal depository insurance limits in 2009 and 2008, respectively).

Investment in State Investment Pool - The District is a voluntary participant in the Local Agency Investment
Fund (LAIF) that is regulated by the California Government Code under the oversight of the Treasurer of the
State of California. The Local Investment Advisory Board (Board) has oversight responsibility for LAIF. The
Board consists of five members as designated by state statute. The fair value of the investment in this pool is
reported in the accompanying financial statements at amounts based upon the District’s pro-rate share of the
fair value provided by LAIF for the entire LAIF portfolio (in relation to the amortized cost of that portfolio). The
balance available for withdrawal is based on the accounting records maintained by LAIF, which are reported
on an amortized cost basis.

NOTE 3 — CAPITAL ASSETS

A summary of the changes in capital assets for the year ended June 30, 2009 is as follows:
Balance Balance
June 30, 2008  Additions Deletions June 30, 2009

Capital assets, not being depreciated:

Land $ 112,183 & $ $ 112,183
Construction in progress 1,011,603 290,586 1,101,214 200,975
Total capital assets, not being depreciated 1,123,786 290,586 1,101,214 313,158
Capital assets, being depreciated:
Transmission & distribution 11,273,400 11,273,400
General plan assets 707,509 74,508 782,017
Total Capital assets, being depreciated 11,880,909 74,508 12,055,417
Less accumulated depreciation
Transmission & distribution (3,842,129) (274,897) (4,117,026)
General plan assets (642,324) (39,570) (681,894)
Total accumulated depreciation (4484 453) (314,467) (4,798.920)
Capital assets, net $ 8620242 3 50627  $ 1101214 § 7.569.655
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A summary of the changes in capital assets for the year ended June 30, 2008 is as follows:

Balance Balance
June 30, 2007 _ Additions Disposals  Transfers June 30, 2008
Capital assets, not being depreciated:
Land $ 112,183 $ - ) - $ - 112,183
Construction in progress 865,267 458 822 (312,486) 1.011.603
Total capital assets, not being depreciated 977,450 458,822 (312.486) 1,123,786
Capital assets, being depreciated:
Transmission & distribution 10,153,302 642,759 477,339 11,273,400
General plan assets 731,176 141,186 (164,853) 707.509
Total Capital assets, being depreciated 10,884,478 783,945 - 312,486 11.980.909
Less accumulated depreciation
Transmission & distribution (3,642,182) (199,937) (3.842,129)
General plan assets (608,778) (33.546) (642,324)
Total accumulated depreciation (4.250.970) (233,483) - (4,484 453)
Capital assets, net $7.610.958 $1.,009284 §$ 3 - $ 8,620,242

NOTE 4 — LONG — TERM DEBT

Long-term debt consists of Water Revenue Refunding Bonds which carry interest of 2% to 4.75%,
payable semi-annually on May 1 and November 1 of each year, due serially until 2032. Original

amount of outstanding debt was $3,970,000.

Annual maturities of long-term debt for years subsequent to June 30, 2009 are as foliows:

Year Ending June 30, Principle Interest
2010 $ 85,000 $ 153,563
2011 90,000 151,013
2012 95,000 148,312
2013 95,000 145,225
2014 100,000 141,900
2015-2019 560,000 647,831
2020-2024 695,000 428,450
2025-2028 885,000 339,150
2030-2033 880,000 65,493

3,485,000 $ 2220937
Less Current Portion (85,000)
Less Unamortized Defeasance (594 032)
Total $ 28050968



The difference between the reacquisition price of the 1999 Certificates of Participation and the 2003 Water
Revenue Bonds and the net carrying value of the 1999 Certificates of participation and the 2003 Water
Revenue Bonds is deferred and amortized as a component of interest expense in a systematic manner over
the remaining life of the 2003 Water Revenue Bonds. The deferred amount is reported on the balance sheet
as a deduction from the 2003 Water Revenue Bonds balance.

2009 2008
Total Defeasance $ 854,898 % 854,898
Less Accumulated Amortization (260,866) (221,700)
$ 594,032 $ 633,198

Changes in long-term debt for the year ended June 30, 2009 was as follows:

Balance Balance Due Within

July 1, 2008 Additions Reductions Defeasance June 30,2003 One Year
Bonds Payable $ 2,936,802 $ - $ (85,000) $ 38,766 $ 2,880,568 $ 85,000
Compensated Absences $§ 46,775 $ 47,590 3 (46,775) $ 47,590 $ 4793

NOTE 5— DEFINED BENEFIT PLAN

The District's defined benefit pension plan, Miscellaneous Plan, provides retirement and disability

benefits, annual cost-of-living adjustments, and death benefits to plan members and beneficiaries.

The Miscellaneous Plan is part of the Public Agency portion of the California Public Employees Retirement
System (CalPERS), an agent multiple-employer plan administered by CalPERS, which acts as a common
investment and administrative agent for participating public employers with the State of California. Menus of
benefit provisions as well as other requirements are established by State statutes within the Public
Employees’ Retirement Law. The District selects optional benefits provisions from the benefit menu by
contract with CalPERS and adopts those benefits through local ordinance (other local methods). CalPERS
issues a separate comprehensive annual financial report which can be obtained from CalPERS Central
Supply, P.O. Box 942715, Sacramento, California 94229-2715.

Funding Policy - Active employees in the Miscellaneous Plan are required to contribute 7% of their annual
covered salary. The District at the December 1, 2000 Board meeting, opted to pay 4% of the employees
portion in lieu of a cost of living increase negotiated between the employees and the General Manager. At the
November 19, 2001 Board meeting, the District opted to pay the other 3% of the employee’s portion in lieu of
a cost of living increase as negotiated between the employees and the General Manager. The District is
required to contribute the actuarially determined amount to fund the benefits for its members. The actuarial
methods and assumptions used are those adopted by the CalPERS Board of Administration. For the year
ended June 30, 2008, the required contribution was 14.284%. The required employer contribution rate for the
year ending June 30, 2009 will be 14.278%. The contribution requirements of the plan members are
established by State statute and the employer contribution rate is established and may be amended by
CalPERS.

Annual Pension Cost

For the year ended 2009, the District's annual pension cost was $88,291. The required contribution was
determined as part of the June 30, 2006 actuarial valuation using the entry age normatl actuarial cost method
with the contributions determined as a percent of pay. The actuarial assumptions inciuded (a) 7.75%
investment rate of return (net of administrative expenses); (b) projected salary increases that vary by duration
of service ranging from 3.25% to 14.45% for miscellaneous members. Both (a) and (b) include an inflation
component of 3.00%. The actuarial value of Miscellaneous Plan’s assets was determined using a technique
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that smoothes the effect of short-term volatility in the market value of investments over a fifteen-year period.
As of June 30, 20086, the District joined a risk pool with other agencies of similar size and benefits.

The significant actuarial assumptions used to compute the actuarially determined contribution requirement
included: (a) a rate of return on the investment of present and future assets of 8.25% (net of administrative
expenses) compounded annually; (b) projected payroll increases of 3.75% attributable to infiation; (c)
projected annual salary and merit increases that vary by duration of service; and (d) a rate of inflation of 3.5%.
Trend Information

Three-year trend information for PERS:

Fiscal Year Annual Pension % of APC Net Pension
Ending Cost (APC) Contributions Obligation
6/30/2007 $ 90,451 100% $ % 0
6/30/2008 $ 115,606 100% $ $ 0
6/30/2009 $ 88,291 100% $ $ 0

NOTE 6— OTHER POST-RETIREMENT BENEFITS

in addition to the pension benefits described in Note 5, the District provides post-retirement health

care benefits in accordance with District employment policies. Those employees electing a PERS

retirement date with the District are eligible to receive post — retirement health care benefits subject to
District's vesting schedule and/or terms of the medical plan provider. The District shall pay the full cost of the
monthly health premium charges for employees and their qualified dependants as set forth in Health Benefits
Memorandum of Understanding between the ACWA Health Benefits Authority and the Rio Linda / Elverta
Community Water District.

The District finances the plan on a pay-as-you-go basis. For the year ended June 30, 2009 and 2008,
respectively, the District paid $25,021 and $23,091 in post-employment health care benrefits and had three
former employees and one former director eligible for benefits. Two of the three former

employees shall each receive a maximum monthly District contribution of $300.00 in postemployment health
care benefits that shall end at ten (10) years. There is no stand-alone financial report.

NOTE 7 ~ LESSOR ACTIVITIES

The District leases a portion of its administrative office property and a portion of a water tower in three
separate antennae leases. Minimum future rents to be received are:

Total lease income received was $51,715 and $48,675 during the years ended June 30, 2009 and 2008,
respectively.

Year Ended June 30, Amount

2010 $ 39,207

2011 33.751
3 72,958

NOTE 8 — COMMITMENTS AND CONTINGENCIES

The District is involved in two litigation issues. Management believes the resolution of such issues will not
have a material impact on the District.
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NOTE 9 — RISK MANAGEMENT

The District is exposed to various risks of loss related to theft of, damage to, and destruction of assets, and
injuries to employees. The District mitigates these risks through internal control procedures, physical security
of assets, and safety training of employees. Additionally, the District maintains liability, excess liability, and
property insurance through participation in the Joint Powers Authority, Association of California Water
Agencies Joint Power Insurance Authority (ACWA/JPIA). See the Joint Power Agreement footnote (Note 10)
for nature of participation. Settled claims have not exceeded this coverage in any of the past three years.

The District also requires all contractors working for the District to provide a Certificate of insurance in the
amount of $1,000,000 prior to work started. These also include Workers Compensation policies.

NOTE 10 — JOINT VENTURE

The District participates in a Joint Powers Agreement (JPA); the Association of California Water
Agencies Joint Powers Insurance Authority (ACWA/JPIA). The relationship between the District and the JPA
is such that the JPA is not a component unit of the District for financial reporting purposes.

The JPA is governed by a board consisting of a representative from each district. The JPA Board controls the
operations, including selection of management and approval of operating budgets, independent of any
influence by the member districts beyond their representation on the governing board. The insurance group
arranges and provides property and liability insurance for its members.

The District pays a premium commensurate with the level of coverage requested.

Member districts share surpluses and deficits proportionately to their participation in the JPA.

The JPA is independently accountable for its fiscal matters. The insurance group maintains its own
accounting records. Budgets are not subject to any approval other than that of the governing board.

The District's share of year-end assets, liabilities or fund equity has not been calculated. Complete separate
financial statements for the ACWA/JPIA may be obtained at 5620 Birdcage Street, Suite 200. Citrus Heights,
California 85610-7632.

NOTE 11 — GOING CONCERN

The financial statements for the years in question have been prepared assuming that the District will continue
as a going concern, which contemplates the realization of assets and satisfaction of liabilities in the normal
course of business. The District has suffered reoccurring operating losses and diminishing working capital
since 2007 through the period ended June 30, 2009. As a result of these factors, there is doubt about the
District's ability to continue as a going concern. The District i planning to reduce personnel expenses, and
plans to increase revenue through a capital surcharge, obtaining federal funding and/or issuing debt. While
the District believes that success if achievable, that outcome cannot be assured at this time.

NOTE 12 — SUBSEQUENT EVENTS

On November 19, 2007 the District received the California Department of Public Health Compliance Crder 01-
09-07-CO-004 with a full compliant date of December 31, 2008. The Compliance Order documents finding of
facts about the water source capacity and low-pressure problems observed in the District, and includes nine
Directives to accurately characterize the problems, evaluate solution options, and implement interim
measures towards the complete resolution of the water source capacity and low-pressure problems. On
October 13, 2008, the District requested and received an extension to March 31, 2009 from the Department of
Public Health to become fully compliant with Compliance Order No. 01-09-07-CG-004.

In February 2009 the District passed ordinance 2009-02 adopting a surcharge to fund capital improvements.

The funds raised by the issuance of this surcharge are to be used for capital improvements to satisfy the
California Department of Public Health Compliance Order No. 01-08-07-CO-004.

17



R10 LINDA/ELVERTA COMMUNITY WATER DISTRICT
SCHEDULE OF FINDINGS AND RESPONSES
JUNE 30, 2009

Current Years Comments

2009-1 Organization of the District

During my engagement, | observed the structure and the roles of the Board,
management and employees and the effectiveness of the District’s lines of
communication. | believe the District needs to review the tasks that have been assigned
to the employees to ensure their completion but overall responsibilities of employees
have not been formalized or properly defined. | believe the District needs to rebalance
the current workloads to ensure that the proper functions are performed by the proper
employee, therefore ensuring proper internal control. Additionally, balanced workloads
will ensure that employees have the appropriate time to dedicate to the accurate
completion of their tasks and will also improve employee morale.

Management Response

Contrary to this finding, the District has reorganized its business unit, implemented new
Best Management Practices, began developing proper Operations/Maintenance and
Procedures Manuals, and opened new lines of communications to address previous
deficiencies between the Board, upper management, and staff. Work assignments are
being reassessed and reassigned to provide a balanced and measurable accountability
schedule, along with providing comprehensive and understandable job descriptions for
each employee to follow. A completely refined and expansive Operations and
Maintenance Manual is currently being drafted to incorporate easy-to-understand
procedures and responsibility lines for each assignment center. This finding touches on
past practices that have already begun to be corrected with quantitative Best
Management Practices and better communications for Quality Assurance, institutional
awareness, comprehensive monitoring controls, and improved employee morale.

2009-2 Develop an Organization Chart

The District does not have an organization chart. There is a natural tendency to dismiss
the need for an organization chart in a small business where management deals more or
less directly with each employee, and where all personnel know each other and are
generally aware of each other's are of responsibility. However, without an organization
chart, there may be confusion about who is really accountable for particular areas and to
whom employees are responsible. The result could be that some areas of operations do
not receive adequate attention or that duplicative or contradictory actions are taken. A
good organization chart can prevent such misunderstandings and also increase
administrative efficiency and control in the foliowing ways:

e Indicate whether there is appropriate allocation of operating and supervisory
responsibility.

¢ Indicate whether there is an adequate separation of duties.

e Inform management, new employees, and others of the District's management
and operating style.
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e Provide information for management to monitor and inquire intc operations and
procedures, assign new duties or responsibilities that may arise, or make
reassignments when employee turnover, promotions, operational needs, desire
for better separation of duties, or other circumstances call for it.

{ recommend that management prepare and maintain a chart of organization in sufficient
detail to indicate the District's major areas of operations, the person responsible for each
area, and who each supervisor reports to as well as which employees report to each
supervisor. The chart should be updated whenever there is significant employee
turnover or change in operations.

Management Response

The District has recently reorganized with a middle management layer for improved
internal monitoring while creating another level of organizational structure for key
leadership positions. Past performances relied simply on tenure and experience in a
given job title without recognizing the need to disseminate responsibilities and workioads
appropriately. This style of organizational accountability aliowed for toc many operational
deficiencies to occur without proper manageriat oversight and controls. With our
improved business control measures, the District is developing an organizational
structure that makes sense, and allows each employee an opportunity to understand
responsibility divisions more clearly. As we move forward with increased staff
representation, proper separation of duties will allow for more coverage and increased
support within our rank and file.

It is important to note that during the Auditor's field visit the District was operating under a
diminished organizational structure that has since been dramatically improved upon with
the addition of an Assistant General Manger and two lead positions in Field Operations
and Office Administration. We are now able to monitor workflow more efficiently and
delegate assignments without relying on tenure as a determining facture.

Our Organization Chart is now available for District Operation purpose and public review.

Prior Years Comments

2008-2 Computer Controls

Our audit was delayed from the initially scheduled field work dates in October 2008 until
December 2008 as a resuit of a computer hard drive crash on the Administrative
Supervisors computer. Upon further investigation, it was brought to our attention that all
of the financial records of the District are maintained on this same computer. The
District's management was abie to restore some of this data however; the potential loss
could have been devastating to the District. In reviewing the District's computer network
we learned that the District does not have a sufficient server capacity or routine system
backups.
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We recommend that the District consider adopting one or more of the following
reasonably priced alternative backup methods, which can address these shortcomings as
well as address additional data security issues:

» Magnetic Tape Drive - the tape drive can hold very large amounts of data;
however, it is relatively slow.

+ Online Storage - the District could contract with an outside vendor for online
storage service, which involves sending backup data over the Internet to the host
storage site.

Some of these backup-recovery service providers (BRSP) offer real-time copying of data
as well as retrieval and restoration service for lost data. In addition to backing up data,
the District should also back up and store operating systems, applications, and the
emergency startup CDs necessary for booting the computer. Also, it is important to keep
these startup CDs updated for changes made to the computer hardware.

it was brought to our attention by the new executive director that as a result of the former
executive director's transition process, some sensitive data is no longer accessible within
the District's computers and servers. A properly set up network will prevent the storage of
documents in local computers by requiring all data to be saved on a file server. If the file
server is backed up routinely, hard drive failure or removal would not cause the loss of
vital data.

Management Response

The District has entered into a Master Services Agreement with a qualified, bonded and
licensed Computer and Network Resources Management company to overcome these
serious deficiencies. As with many business organizations, this assessment was made
during a time of internal confusion and disorganization, so certain applications were left
unchanged or only partially remedied. The District is moving far and away from these
sorts of limited system correction practices by utilizing better networking techniques to
provide improved data backup system, better security, and expand our storage
capabilities for improved data recovery.

2008-3 Budget

Our audit opinion has been issued with the contingency of a going concern. This states to
the readers of the District’s financial statements that the District's auditors have found
substantial doubt about the Districts ability to maintain operations at sufficient levels to
remain in business. In response to our concerns management provided several updated
budgets which were unclear in nature therefore ineffective. The fundamental purpose of
budgetary control is to plan beforehand the most efficient operation and then maintain
operations according to the budget.
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2007-1 Payroll

In our review of payroll and related liabilities we noted several manual procedures that
can be automated. The District has purchased a new automated time card system.
However, field staff is not using it and continue to note their hours manually on time
cards. We recommend the District enact a policy of requiring all employees to use the
time clock.

Most paychecks are being processed using an automated service that computes wages,
withholding, and net pay based on the hours entered; and paychecks are automatically
deposited to employees’ checking accounts. However, checks for some employees are
prepared manually and given to employees. This requires quarterly federal and state
payroll reports to be prepared manually, because the automated service does not
recognize the manual paychecks. To save labor costs and reduce the potential for error
related to processing manual checks, we recommend the District purchase a more
enhanced payroll processing service that can handle manual checks and process all
regulatory filings. We noted that disbursement lists provided routinely to the Board do not
include EFTs for net pay and payroll tax deposits. We recommend all EFT withdrawals be
included.

Status

The Electronic Fund Transfer transactions are included in our monthly reports that are
presented to the Board of Directors during Monthly Board meetings. Those same
Electronic Fund Transfer transaction reports are available for public review. We
addressed this finding with a change in 2009.

2007-2 Accounting Policies

Qur review of internal controls brought to our attention the fact that the District has no
current formal accounting policies and procedures. Having an up to date accounting
policies and procedures manual will provide for efficient training of new staff, effective
and timely financial reporting and consistency with in the Administrative department. We
recommend the District update their accounting policies manual that should address
management’s risk factors in relation to financial reporting

Status

With the development of a comprehensive Operations and Maintenance Manual, we are
currently drafting step-by-step procedures for staff to follow, improve upon and pass
along for the District's posterity. Our Administrative Lead employee has been assigned
the task of identifying historical consistency models for timely financial reporting and
effective how-to procedures and practices. It is currently special work in progress that will
be assessed, aligned with our Best Management Practices, incorporated with Operations
and Maintenance guidelines, and updated regularly.
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2007-3 Policies Governing General Manager

Our review of internal controls brought to our attention the fact that the Board is
inconsistent in their application of District policies. The duties of the General Manager are
clearly stated in board resolution 1996-09-01 subsection 2.10.230 however, we noted
disorganization in the current year budget process that could have been avoided if the
policies had been followed. We recommend that the Board and General Manager follow
written policies, and that such policies be adjusted if circumstances warrant it.

Status

The budget is now proposed, periodically checked, and presented to the Board by the
General Manager who is also responsible for reviewing transactions prior to payment as
set forth in Resolution 1996-09-01 Subsection 2.10.230. The previous disorganization
and resulting confusion has been eliminated and thereby resolves this finding.

2007-4 Accounts Receivable Billings

Status

The current system of accounts receivable for water customers is sufficiently designed for
the District's needs. However, we noted a few receivables for which the District's current
processes do not catch. These receivables are related to the additional billings the Water
Utility Supervisor produces. We recommend these receivables be entered into
QuickBooks prior to being mailed. This will provide the Administrative Supervisor
oversight to ensure proper recording and collection of these bills.

With the addition of our middle management layer and better communications between our field
operations and office through our Assistant General Manager and Operations Lead employee,
this finding has been systematically addressed and corrected. We have taken the necessary
steps to provide field operations billing information directly to the Administrative Lead
representative to remedy this problem.
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