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Board of Directors
Moulton Niguel Water District
Laguna Niguel, California

Independent Auditor's Report

We have audited the accompanying basic financial statements of the Moulton Niguel Water
District ("District”) as of and for the year ended June 30, 2007, as listed in the table of contents.
These basic financial statements are the responsibility of the management of the District. Our
responsibility is to express an opinion on these basic financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit io obtain reasonable assurance about whether the
basic financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the basic financial statements.
An audit also includes assessing the accounting principles used and significant estimates made

by management, as well as evaluating the overalt financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the basic financial statements referred to above present fairly, in all material
respects, the financial position of the Moulton Niguel Water District as of June 30, 2007, and the
results of its operations and the cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

The information identified in the accompanying table of contents as management’s discussion
and analysis is not a required part of the basic financial statements, but is supplementary
information required by the Governmental Accounting Standards Board. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the

methods of measurement and presentation of the supplementary information. However, we did
not audit the information and do not express an opinion on it. -

In accordance with Government Auditing Standards, we have also issued a report dated
January 23, 2008 on our consideration of the District’s internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, contracts, 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 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 our audit.

W%mw Hotann P L.

Irvine, California
January 23, 2008



Management’s Discussion & Analysis
For the Year Ended June 30, 2007

The following Management’s Discussion and Analysis (MD&A) of activities and financial
performance of the Moulton Niguel Water District (“District”) provides an introduction to the
financiat statements of the District for the fiscal year ended June 30, 2007. We encourage
readers to consider the information presented here in conjunction with the basic financial
statements and notes to the financial statements, which follow this section.

Overview of the Basic Financial Statements

This discussion and analysis provides an introduction and a brief description of the District’s
financial statements, including the relationship of the statements to each other and the

significant differences in the information that they provide. The District's financial statements
include four components:

Statement of Net Assets

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

Notes to the Financial Statements

. & @ @

The Statement of Net Assets is intended to disclose the financial position of the District at a
specific point in time, i.e. June 30, 2007. |t reflects the District's assets, liabilities with the
difference between the two reported as net assets (equity). Assets and liabilities are listed in

order of their estimated liquidity. Therefore, cash and other unrestricted assets readily
convertible to cash are listed first.

The Statement of Revenues, Expenses and Changes in Net Assels is intended to disclose the
results of operations over a period of time, the fiscal year ended June 30, 2007. This statement
reflects revenues earned (whether collected or not), and expenses incurred (whether paid or
not) during the year and can be used to determine whether the District has recovered ali of its
projected costs through usage charges and other service related charges. The net earnings

(losses) of the District flows into the net assets of the District as reflected on the Statement of
Net Assets.

The Statement of Cash Flows presents information regarding the District's cash receipts and
cash payments for the period categorized according to whether they stem from operating
activities, non-capital financing activities, capital and related financing activities or investing

activities. From this statement the reader can obtain comparative information on the sources
and uses of the District’s cash.

The Notes to Financial Statements provide additional information that is essential to a full

understanding of the data provided in the basic financial statements and are integral part of the
financial statements.

Financial Highlights

» The beginning net assets for the District at July 1, 2006, as reported on the Statement of
Revenues, Expenses and Changes in Net Assets, have been restated to account for the

change in recording the Alilen-McCulloch Pipeline receivable and payable and the
Investment in SOCWA.

Moulton Niguel Water District Management's Discussion & Analysis »2



Management’s Discussion & Analysis
For the Year Ended June 30, 2007

e A Fiduciary Fund has been set up to record the activities of the District’s self-administered
deferred contribution plan.

¢ The District’s total net assets increased by 3.67% from prior year. (Statement of Net Assets)
Financial Analysis of the District

This discussion and analysis are intended to service as an introduction to the District’'s basic
financial statements. One of the most important questions asked about the District's finances is,
“Is the District better off or worse off as a result of this year's activities?” The Statement of Net

Assets and the Statement of Revenues, Expenses and Changes in Net Assets can be used to
answer this question.

Government-wide financial statements. The government-wide financial statements are

designed to provide readers 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 Disfrict'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 useful indicator of whether the financial position of the District is
improving or deteriorating.

The government-wide financial statements, as shown in the Statement of Revenues, Expenses
and Changes in Net Assets, distinguish functions of the District that are principally supported by
user fees and charges that are intended to recover all or a significant portion of their costs
(business-type activities) and taxes and intergovernmental revenues (governmental activities).
The business-type activities of the District include providing water and collecting, treating and

recycling wastewater to the communities of Aliso Viejo, Laguna Niguel, Laguna Hills, Mission
Viejo and Dana Point.

Fund financial Statements. A fund is a grouping of related accounts that is used to maintain
control over resources that have been segregated for specific activities or objectives. The
District, like other special districts, used fund accounting to ensure and demonstrate compliance
with financial-related legal requirements. All of the funds of the District can be divided into two
categories: proprietary fund and fiduciary fund.

Proprietary funds. The District maintains one type of proprietary fund, an enterprise fund.

Enterprise funds are used to report the same functions presented as business-type activities in
the government wide financial statements.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of parties
outside the government. Fiduciary funds are not reflected in the government wide financial
statements because the resources of those funds are not available to support the District's
activities. The accounting used for fiduciary funds is much like that used for proprietary funds.

The District maintains one fiduciary fund related to the segregation of assets for the employee
deferred compensation plan.

Moulton Niguel Water District Management's Discussion & Analysis 3



Management’s Discussion & Analysis
For the Year Ended June 30, 2007

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government's

financial position. In the case of the District, assets exceeded liabilities by $363,582,386 at the
close of June 30, 2007.

District's Net Assets

Percent
June 30,2007 June 30,2006 Dollar Change Change
Current and Other Assets 135,253,605 133,554,311 1,699,294 1.27%
Capital Assets 361,206,238 363,783,701 {2,577,463) -0.71%
Total Assets 496,459,843 497,338,012 (878,169) -0.18%
Long-term Liabilities
Qustanding 117,038,604 128,174,462 (11,135,858) -8.69%
Other Liabilities 15,838,853 18,436,627 (2,597,774) -14.09%
Total Liabilities 132,877,457 146,611,089 (13,733,632) -9.37%
Net Assets:
invested in Capital Assets,
Net of Related Debt 245,841,042 225,344,272 20,496,770 9.10%
Restricted 3,928,653 12,816,747 (8,888,094} -69.35%
Unrestricted 113,812,691 112,565,904 1,246,787 1.11%
Total Net Assets 363,582,386 350,726,923 12,855,463 3.67%

» A portion of the District's unrestricted net assets ($25,375,432) represents resources that
are subject to internal restrictions (designated) on how they may be used. The remaining

balance of unrestricted net assets ($88,437,259) may be used to meet the District's ongoing
obligations to constituents and creditors.

* At the end of the current fiscal year, the District is able to report a positive balance in net
assets. The same situation held true for the prior fiscal year.

* There was a decrease of $8,888,094 in restricted net assets representing a 69% decline

from prior year. This is primarily due to the restatement of reserve amounts for the General
Obligation Bonds and Certificates of Participation.

» The District’s Net Assets increased 3.67% from prior year. Factors affecting the increase
include an increase in investments at market value from prior year, approximately $10
miltion. The beginning Net Assets have been restated to account for the change in
recording the receivable and payable attributed to the Allen-McCulloch Pipeline and the
Investment in SOCWA. Lastly, it is required that assets related to the employee deferred
compensation plan be held in a trust for the exclusive benefit of the participants and their
beneficiaries and therefore is not recorded as an asset for the Disirict. This represents a
decrease in net assets from prior year of approximately $3.2M.

Moulton Niguel Water District Management's Discussion & Analysis « 4



Management’s Discussion & Analysis
For the Year Ended June 30, 2007

The Statement of Revenues, Expenses and Changes in Net Assets provides an explanation as
to the nature and sources of the changes on the Statement of Net Assets.

Statement of Revenues, Expenses and Changes In Fund Net Assets

June 30, 2007 June 30, 2006

Operating Revenue
Water Charges 25,831,145 21,815,831
Sanitation Charges 11,515,601 10,281,592
Other 604,745 283,062
Total Cperating Revenue 37,951,492 32,380,485

Operating Expense
Cost of Water Sold 18,183,889 15,834,121
Energy & Pumping Costs 2,440,584 2,106,881
Water Transmission & Distribution 2,707,991 2,547,423
Water & Sewage Treatment 7,367,708 7,506,433
Salaries & Benefits 6,888,238 6,454,039
General and Administrative 2,744,081 2,452,198
Engineering 680,898 599,758
Vehicles & Equipment 524 745 515,898
Customer Service 285,213 225,01
Depreciation 13,602,765 12,585,747
Other' (754.,590)
Total Operating Expenses 55,426,212 50,072,977
Operating Income {Loss) (17,474,720) {17,692,492)

Non-Operating Revenue {Expenses)

Interest Income 5,670,571 4,680,923
Property taxes and assessments 26,370,628 19,293,331
Interest on Long Term Debt (5.474,668) (5,232,106)
Lease Income 1,115,941 1,040,136
Nonoperating and Prior Years income (Expenses) (80,023) (26,539)
Unrealized Gain {Loss) on Investments 919,075 {4,200,589)
Total Non-Operating Revenue (Expenses) 28,521,524 15,555,206
Income (Loss) Before Contributions 11,046,804 {2,137.286)
Adjustment: Related to AMP Pipeline & Investment in SOCWA 2 (20,999,818)

Capital Contributions,
Connection Fees 932,325 642,770
Donated Facilities 876,334 2,009,826
Total Capital Contributions 1,808,659 2,742,596
CHANGE IN NET ASSETS 12,855,463 (20,394,508)
Net Assets - Beginning of Year 2 350,726,923 371,121,431
Net Assets - End of Year? 363,582,386 350,726,923

! Other - Related to AMP Pipeline Lease ($815,820) and
Prior Years Refunds & Adjustments $61,230

*Net Assets at 06/30/2006 were restated to refiect revenues/expenses
related to the Allen-McCulloch Pipeline and Investment in SOCWA (see Note 12)

» The District's overall operating revenues increased by 17.2% or $5,571,007 from the prior
year,

* Additional sales, generated increased revenues from water charges by 18.41% or

$4,015,314 of which approximately $586,416 was accredited to the 2005 rate increase and
$3,428,898 was attributable to volumetric increases in sales; revenues from sanitation

Moulton Niguel Water District Management’s Discussion & Analysis # 5



Management’s Discussion & Analysis
For the Year Ended June 30, 2007

charges increased by 12% or $1,234,009 comprising of $933,565 accredited to volumetric
increases in sales and $300,444 attributed to the 2005 rate increase.

 Other operating revenue, which comprises of meter sales, plan check & inspection, tag fees
and other fees related to the operations of the District, increased 113.64% or $321,684.

» Property Tax revenue increased 37% or $7,077,237 from prior year.

» Unrealized gains/iosses in the District’s investment portfolio amounted to an overall gain of
$5,119,674. At June 30, 2006, the District had an unrealized loss of $4,200,599. At June
30, 2007, the District had an unrealized gain of $919,075.

Capital Assets
2007 2006

Non-Depreciable Assets:
Land 1,091,810 1,091,910
Construction in Progress 8,669,543 10,071,400
- Total Non-Depreciable Assets 9,761,453 11,163,310

Depreciable Assets:

Water Systems 528,249,925 516,444,169
Buildings 5,273,526 5,237,806
Automobiles & Equipment 12,097,511 11,514,828
Total Depreciable Assets 545,623,962 533,196,803
Less: Accumulated Depreciation (194,179,177) (180,576,412)
Net Depreciable Assets 351,444,785 352,620,391
Total Capital Assets, Net 361,206,238 363,783,701

As of June 30, 2007, the District invested $361 million in capital assets net of $194.1 million of
accumulated depreciation. This represents a net decrease in capital assets of $2.5 million over
the prior year due to a reduction in construction in progress and an increase in depreciation

expense. Please review Note 5 of the Notes to the Basic Financial Statements for additional
information.

Debt Administration
2007 2006 Dollar Change _
Bonds Payable 48,522 489 51,400,248 (2,877,759)
Certificates of Participation 30,670,234 32,135,234 (1,465,000)
Loans Payable 45,691,949 48,423,261 (2,731,312}
Compensated absences 1,267,268 1,185,320 81,948
Total Long-Term Debt 126,151,940 133,144,063 (6,992,123)

During the year, the District's long-term debt decreased 5%, which is direct reduction in the

principal payment of long-term debt. Additional information on long-term debt is presented in
Note 6 of the Notes to the Basic Financial Statements.

Moulton Niguel Water District Management's Discussion & Analysis ¢ §



Management’s Discussion & Analysis
For the Year Ended June 30, 2007

Future Economic Factors

» Slight growth is expected in the District's service area with the District built to 98% capacity.

* All of the District's water supply is purchased from the Municipal Water District of Orange
County, which in turn purchases its water supply from Metropolitan Water District of
Southern California, who delivers water to the region from Northern California via State
Water Project and from the Colorado River via the Colorado River Aqueduct. Water from
both sources is purified and tested at the Diemer Filtration Plant in Yorba Linda to make
sure it meets federal drinking water standards. Then it is piped to MNWD, and then to you.

» The District projects wholesale water rates to increase by 6% in 2008 followed by a 12%
and 9% increase respectively in the following fiscal years.

* Anincrease in water purchases for the fiscal year was primarily due to the on-going drought
conditions faced by the District.

e The District is joining Santa Margarita Water District in constructing the Upper Chiquita
Reservoir situated near Oso Parkway and the 241 Toll way. It is expected to be operational
in the summer of 2010. Costs associated with the project may be funded through a bond
issuance.

» The District, along with a majority of the South Orange County agencies, is participating in
the design and construction of the emergency intertie to the Irvine Ranch Water District's
distribution system. This project is to be completed in 2010.

* The District has material ownership in South Orange County Waste Water Authority
(SOCWA) and along with other water districts, continues to participate in financing the
design and construction of projects supported by SOCWA.

» GASB Statement 45 was issued to provide more complete, reliable and decision-useful
financial reporting regarding the costs and financial obligations that governments incur when
they provide post-employment benefits other than pensions (OPEB) as part of the
compensation for services rendered by their employees. The District is required to
implement an accounting structure for these costs and obligations on its financial statements
by June 30, 2009.

* The 2007-2008 budget does not reflect any water or sewer rate changes.

Contacting the District’s Financial Management

This financial report is designed to provide our Board, customers, investors, employees and
creditors with a general overview of the District's finances and to demonstrate the District's
accountability for the financial resources it manages. If you have questions about this report or
need additional financial information, contact the Moulion Niguel Water District's Finance
Department at 27500 La Paz Road, Laguna Niguel, California 92677, (949) 831-2500.

Moulton Niguel Water District Management’s Discussion & Analysis o 7
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MOULTON NIGUEL WATER DISTRICT
Statement of Net Assets

June 30, 2007

ASSETS

CURRENT ASSETS
Cash and investments (note 2)
Cash and investments with fiscal agent (note 2)
Accounts receivables:
Water and sanitation charges
Taxes and acreage assessments
Other accounts receivable
Interest receivable
Current portion of AMP receivable {note 3)
Inventory
Prepaid expenses

Other assets
TOTAL CURRENT ASSETS

NONCURRENT ASSETS
Retrofit contracts receivable
AMP receivable (note 3)

Capital assets, net of accumulated depreciation {note 5)
Capital assets not being depreciated (note 5):
Land

Construction in progress

TOTAL NONCURRENT ASSETS

TOTAL ASSETS

See Notes to the Basic Financial Statements.

8

$ 112,036,118

9,519,476

4,170,600
513,099
876,221

1,807,087
301,775

1,581,867
271,146
395,600

131,472,989

887,035
2,893,581
351,444,785

1,081,910
8,669,543

364,986,854

496,459,843

{Continued)



MOULTON NIGUEL WATER DISTRICT
Statement of Net Assets

{Continued)

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES
Accounts payable
Interest payable
Current portion of long-term liabilities {note 6):
Compensated absences
Bonds payable
Certificates of participation

Loans payable

TOTAL CURRENT LIABILITIES

LONG-TERM LIABILITIES
Long-term debt {note 6):
Bonds payable
Certificates of participation
Loans payable

TOTAL LONG-TERM LIABILITIES
TOTAL LIABILITIES

NET ASSETS (note 11)

Invested in capital assets, net of related debt
Restricted for capital projects
Unrestricted, designated

Unrestricted, undesignated
TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

See Notes to the Basic Financial Statements.
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$ 5,107,480

1,618,037

1,267,268
3,515,000
1,505,000
2,826,068

15,838,853

45,007,489
29,165,234
42,865,881

117,038,604

132,877,457

245,841,042
3,928,653
25,375,432
88,437,259

363,582,386

$ 496,459,843




MOULTON NIGUEL WATER DISTRICT

Statement of Revenues, Expenses and Changes in Net Assets

Fiscal Year ended June 30, 2007

OPERATING REVENUES:
Water charges
Sanitation charges
Other

TOTAL OPERATING REVENUES

OPERATING EXPENSES:

Sources of supply:

Water purchases

Meter purchases

Utilities
Pumping water
Water and sewage treatment
Water transmission and distribution
Customer service
Salaries and benefits
General and administrative
Engineering
Vehicles and equipment
Depreciation

TOTAL OPERATING EXPENSES

OPERATING INCOME (LOSS)

NONOPERATING REVENUES (EXPENSES):
Interest income
Unrealized gain (loss} on investments
Increase in equity of SOCWA

Property tax revenue and acreage assessments
Interest on long-term debt
Lease income

Other nonoperating revenues (expenses)
TOTAL NONOPERATING REVENUES (EXPENSES)
INCOME (LOSS) BEFORE CAPITAL CONTRIBUTIONS

CAPITAL CONTRIBUTIONS:

Developer donated capital facilities
Connection fees

CHANGE IN NET ASSETS
NET ASSETS - BEGINNING OF YEAR, as restated (note 12)
NET ASSETS - END OF YEAR

See Notes to the Basic Financial Statements.
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$ 25,831,145
11,515,601
604,746

37,951,492

18,183,889
58,334
1,988,694
393,556
7,367,708
2,707,991
285,213
6,888,238
2,744,081
680,998
524,745
13,602,765

55,426,212

(17,474,720)

5,670,571
919,075
26,370,628
(5,474,668)
1,115,941
(80,023)

28,521,524

11,046,804

876,334
932,325

12,855,463
350,726,923
$ 363,582,386



MOULTON NIGUEL WATER DISTRICT
Statement of Cash Flows

Fiscal Year ended June 30, 2007

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers

$ 38,509,149
Cash paid to suppliers (34,836,466)
Cash paid to employees (6,678,939)
NET CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES (3,006,256)
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Cash received from property taxes and acreage assessments 26,470,080
NET CASH PROVIDED BY (USED FOR) NONCAPITAL
FINANCING ACTIVITIES 26,470,080

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisition and construction of capital assets {(10,148,968)
Repayment of notes receivable 924,992
Capital contributions 932,325
Principal payments on long-term debt (10,821,753}
Interest payments on long-term debt

(5,537,907)
NET CASH PROVIDED BY (USED FOR) CAPITAL
AND RELATED FINANCING ACTIVITIES (24,651,311)
CASH FLOWS FROM INVESTING ACTIVITIES
Investment earnings received 5,439,930

Proceeds from sales and maturities of investments 60,766,285
Purchase of investments

(59,712,800)
NET CASH PROVIDED BY (USED FOR) INVESTING ACTIVITIES 6,493,415
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 5,305,928

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 17,112,150
CASH AND CASH EQUIVALENTS, END OF YEAR $ 22,418,078
(Continued)

See Notes to Basic Financial Statements.
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MOULTON NIGUEL WATER DISTRICT
Statement of Cash Flows

(Continued)

RECONCILIATION OF CASH AND CASH EQUIVALENTS TO THE
STATEMENT OF NET ASSETS:
Cash and investments

$ 112,036,118
Cash and investments with fiscal agent

9,519,476
Total cash and investments 121,555,594
Less non-cash equivalents (99,137,516)
CASH AND CASH EQUIVALENTS, END OF YEAR $ 22418,078

RECONCILIATION OF OPERATING INCOME {(LOSS) TO NET
CASH PROVIDED BY / (USED FOR) OPERATING ACTIVITIES:
Operating income (loss)
Adjustments to reconcile operating income (loss) to net cash provided
(used) by operating activities: -
Depreciation

$ (17,474,720)

13,602,765
Other nonoperating revenue 1,035,918
Change in assets and liabilities:
{Increase) decrease in accounts receivable, water and sanitation (711,043)
{Increase) decrease in accounts receivable, other 168,221
(Increase) decrease in inventory (173,888)
(Increase) decrease in prepaid expenses (11,375)
(Increase) decrease in contracts receivable 64,561
Increase (decrease) in accounts payable 411,357
increase (decrease) in compensated absences 81,948
NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES - $ (3.006,256)
SUPPLEMENTAL NONCASH INVESTING, CAPITAL AND FINANCING ACTIVITIES

Unrealized gain (loss) on investments $ 919,075
Developer donated capital facilities 876,334

See Notes to Basic Financial Statements.
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MOULTON NIGUEL WATER DISTRICT

Statement of Fiduciary Net Assets
' Fiduciary Fund

June 30, 2007

Moutton Niguel
457 Retirement Plan

ASSETS

Cash and investments (note 2) $ 3,222,620

TOTAL ASSETS $ 3,222,620

LIABILITIES AND NET ASSETS

LIABILITIES
TOTAL LIABILITIES $ -
NET ASSETS
Held in trust for pension benefits 3,222,620
TOTAL LIABILITIES AND NET ASSETS 3 3,222,620

See Notes to the Basic Financial Statements.
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MOULTON NIGUEL WATER DISTRICT
Statement of Changes in Fiduciary Net Assets

Fiscal Year ended June 30, 2007

Moulton Niguel
457 Retirement Plan

ADDITIONS
Contributions:
Plan members $ 260,026
Investment income 146,952
TOTAL ADDITIONS 406,978
DEDUCTIONS
Withdrawals to alternative plan 37,935
Refunds of contributions 815,796
TOTAL DEDUCTIONS 853,731
CHANGES IN NET ASSETS (446,753)
NET ASSETS - BEGINNING OF YEAR, as restated (note 12) 3,669,373
NET ASSETS - END OF YEAR $ 3,222,620

See Notes to Basic Financial Statements.
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MOULTON NIGUEL WATER DISTRICT
Notes to the Basic Financial Statements
Fiscal Year ended June 30, 2007

Summary of Significant Accounting Policies

Reporting Entity

Moulton Niguel Water District (“District”) was organized on November 16, 1960 under
the California Water Code. The District provides water and collects, treats and recycles
wastewater to the communities of Aliso Viejo, Laguna Niguel, Laguna Hills, Mission
Viejo and Dana Point. The District is governed by a seven-member Board of Directors.

Blended Component Unit

The District's financial reporting includes the Moulton Niguel Water District Public
Facilities Corporation (“Corporation”). The District's Board of Directors has oversight
responsibility for the Corporation. The oversight responsibility is determined on the
Board's governing authority, designation of management, ability to significantly influence
operations and accountability for fiscal matters. Separate financial statements for the
Corporation are not issued.

Basis of Accounting

The District is accounted for as an enterprise fund (proprietary fund type). A fund is an
accounting entity with a self-balancing set of accounts established to record the financial
position and results of operations of a specific governmental activity. The activities of
enterprise funds closely resemble those of ongoing businesses in which the purpose is
to conserve and add to basic resources while meeting operating expenses from current
revenues. Enterprise funds account for operations that provide services on a continuous
basis and are substantially financed by revenues derived from user charges. The District
utilizes the accrual basis of accounting. Revenues are recognized when earned and
expenses are recognized as they are incurred.

The District applies all applicable GASB pronouncements in accounting and reporting for
proprietary operations as well as the following pronouncements issued on or before
November 30, 1989, uniess those pronouncements conflict with or contradict GASB
pronouncements: Financial Accounting Standards Board (FASB) Statements and

Interpretations, Accounting Principles Board (APB) Opinions, and Accounting Research
Bulletins (ARB's) of the Committee on Accounting Procedure.

Enterprise funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and
producing and delivering goods in connection with an enterprise fund’s principal
operations. The principal operating revenues of the District consist of water and
sanitation charges. Operating expenses for enterprise funds include the cost of sales
and services, administrative expenses, and deprecation on capital assets. Alt revenues

and expenses not meeting this definition are reported as nonoperating revenues and
expenses.
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MOULTON NIGUEL WATER DISTRICT
Notes to the Basic Financial Statements
(Continued)

Summary of Significant Accounting Policies, (Continued)

When both restricted an unrestricted resources are available for use, it is the District's
policy to use restricted resources first, then unrestricted resources as they are needed.

Pension Trust Fund

The pension trust fund accounts for the activities of the 457 plan, which accumulates
resources for pension benefit payments to qualified employees.

Property Taxes

The District is authorized to levy taxes on all taxable property within its boundaries for
the purposes of carrying on its operations and paying its obligations, subject to certain
limitations in the Water Code, the Revenue and Taxation Code and the California
Constitution. A portion of the taxes is levied to meet the District's debt service
requirements on its general obligation bonds.

Property taxes are levied annually by the District’s Board of Directors as of July 1, using
a lien date of March 1, and are payable by property owners in two equal instaliments,
which are due by December 10 and April 10. The taxes levied are billed and collected
by the County of Orange and are remitted to the District throughout the year,

Inventory and Prepaid Expenses

Inventory consists of meters, meter components and operating supplies. Inventory is
stated at the lower of cost (first-in, first-out method) or market.

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

Capital Assets

Capital assets are valued at cost where historical records are available and at an
estimated historical cost where no historical records exist. Donated assets are valued at
their estimated fair market value on the date received. The District capitalizes all assets
with a historical cost of at least $5,000 and a useful life of at least five years. The cost of

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

Depreciation is computed utilizing the straight-line method over the following estimated
useful lives:

Water and sewer systems 10 to 30 years
Buildings 40 years
Automobiles and equipment 3 to 10 years
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MOULTON NIGUEL WATER DISTRICT
Notes to the Basic Financial Statements
{Continued)

Summary of Significant Accounting Policies, {Continued)

Compensated Absences

It is the District's policy to permit employees to accumulate earned but unused vacation
benefits up to certain limits. Employees are eligible to be compensated in cash for
accrued vacation to a maximum of 10 days provided that they have used at least 5 days
of vacation during the fiscal year. Sick leave hours accrue at the rate of one day per
month. Upon termination or retirement, the District pays 100% vacation leave and at the
discretion of the General Manager up to 100% of sick leave.

All accumulated vacation and vested sick leave pay is recorded as an expense and a
liability at the time the benefit is earned.

Cash and Cash Equivalents

For the purposes of the Statements of Cash Flows, cash equivalents are defined as
short-term, highly liquid investments that are both readily convertible to known amounts
of cash or so near their maturity that they present insignificant risk of changes in value

because of changes in interest rates, and have an original maturity date of three months
or less. .

Investments

fnvestments are reported in the accompanying Statements of Net Assets at fair value,
except for certain certificates of deposit and investment contracts that are reported at

cost because they are not transferable and they have terms that are not affected by
changes in market interest rates.

Changes in fair value that occur during the fiscal year are recognized as unrealized gain
(loss) on investments reported for that fiscal year. Investment income includes interest
earnings and any gains or losses realized upon the liguidation or saie of investments.

Unamortized Bond Costs

Bond premiums and discounts, as well as issuance costs, are deferred and amortized
over the life of the bonds. Bonds payable are reported net of the applicable bond

premium or discount. Bond issuance costs are reported as deferred charges and
amortized over the term of the related debt.

Use of Estimates

The preparation of the financial statements in conformity with generally accepted
accounting principals requires management to make estimates and assumptions that

affect certain reported amounts and disclosures. Accordingly, actual results could differ
from those estimates.
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