FINANCE & INFORMATION TECHNOLOGY
BOARD OF DIRECTORS’ MEETING
MOULTON NIGUEL WATER DISTRICT
27500 La Paz Road, Laguna Niguel
November 16, 2011
9:00 a.m.

Approximate Meeting Time: 2 Hours

1. Call Meeting to Order

2. Approve the Minutes of the October 19, 2011 Finance & Information Technology
Board of Directors’ Meeting

3. Public Comments
Persons wishing to address the Board of Directors on matters not listed on the
Agenda may do so at this time. “Request To Be Heard” forms are available at
the entrance to the Board Room. Comments are limited to five minutes unless
Jurther time is granted by the Presiding Officer. Submit form to the Recording
Secretary prior to the beginning of the meeting.

Those wishing to address the Board of Directors on any item listed on the
Agenda should submit a “Request To Be Heard” form to the Recording
Secretary before the Presiding Officer announces that agenda item. Your name
will be called to speak at that time.

PRESENTATION ITEMS

4, Review of Fiscal Year 2010/2011 Draft Comprehensive Annual Financial Report
(CAFR) for Year Ended June 30, 2011 — Presentation by Auditor, Jennifer Farr,
Mayer Hoffman McCann, P.C.

DISCUSSION ITEMS (Action will be taken when appropriate for certain items at the
Thursday Board Meeting)

5. ERP Data Conversion from Gough Systems — Project No. 2010.033

6. Request Budget Appropriation for the New Senior Financial Analyst Position

On August 18, 2011, the Board approved the creation of a Senior Financial
Analyst position. This position will provide high-level financial analytical
support, alleviate the need for some outside consulting services, assist with grant
funding opportunities, and provide support related to bidding, contract
administration, and asset management. The approved annual salary range for this
position is $73,000 - $96,000. The assumed annual total compensation cost
proposed is $108,040 to $142,080 (assuming a burdened salary rate of 48%). Due
to the experience and expertise of the candidate, it is requested that the FY
2011/2012 budget be increased to an amount not-to-exceed $142,080 (includes
salary and benefits).



7. New/Replacement Vehicles
8. Financial Statements for Period Ended September 30, 2011
9. Summary of Disbursements for the Period Ended October 31, 2011

INFORMATION ITEMS

10.  Purchasing Policy
11. Water Efficiency Fund Rebate Program

12. Late Items (Appropriate Findings to be Made)

a. Need to take immediate action; and
b. Need for action came to District’s attention after Agenda posting
[Requires 2/3 vote (5 members) or unanimous vote if less than 2/3 present]

13. Adjournment

The Board of Directors’ Meeting Room is wheelchair accessible. If you require any special
disability related accommodations (i.e., access to an amplified sound system, etc.), please contact
the Moulton Niguel Water District Secretary’s office at (949) 643-2006 at least seventy-two (72)
hours prior to the scheduled meeting. This agenda can be obtained in alternate format upon
written request to the Moulton Niguel Water District Secretary at least seventy-two (72) hours
prior to the scheduled meeting,.

Agenda exhibits and other writings that are disclosable public records distributed to all, or a
majority of, the members of the Moulton Niguel Water District Board of Directors in connection
with a matter subject to discussion or consideration at an open meeting of the Board of Directors
are available for public inspection at the District Office, 27500 La Paz Road, Laguna Niguel, CA
(“District Office”). If such writings are distributed to members of the Board less than 72 hours
prior to the meeting, they will be available in the reception area of the District Office at the same
time as they are distributed except that, if such writings are distributed immediately prior to, or
during the meeting, they will be available in the Board meeting room.
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TO: Finance Board MEETING DATE: November 16, 2011
FROM: David D. Cain, Director of Finance/Treasurer

Nancy Desai, Controller

SUBJECT: Comprehensive Annual Financial Report (CAFR) for
Fiscal Year Ending June 30, 2011

SUMMARY

Issue: Presentation of the District's Draft Comprehensive Annual Financial Report
by Auditors and Staff

Recommendation: Review Draft Comprehensive Annual Financial Report
Fiscal Impact: No fiscal impact to the District.
Previously Related Action: None

BACKGROUND

The CAFR has been prepared by the Finance Division and a draft copy is now available
for review. The Report was prepared in accordance with the guidelines set forth by the
Governmental Accounting Standards Board (GASB). Mayer Hoffman McCann, P.C.
has conducted the District's independent audit in accordance with generally accepted
auditing standards. This year's Financial Report received an unqualified opinion and
there were no reportable conditions.

ISSUES/ANALYSIS

The CAFR documents the results of the budgetary process and the strategic decisions
that were made and implemented during the fiscal year. While the Budget focuses on
available resources during the fiscal year, the CAFR presents the overall financial
position of the District. This enables readers of the financial statements to evaluate the
overall financial progress of the District and the results of the service levels provided to
its rate payers.
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The District’s overall financial position includes not only revenues and expenditures, but
also Capital Assets such as land, buildings and infrastructure, and outstanding liabilities
such as Long Term Debt. Additionally, the District's financial statements include
financial information relating to joint powers agreements and associations with third
party entities that do such things like providing sewer treatment to the District, providing
Worker's Compensation and General Liability coverage to the District, and providing
future retirement benefits for District employees.

Last year's CAFR received the Certificate of Achievement Award for “Excellence in
Financial Reporting” from the Government Finance Officers Association. This year staff
will again be submitting the CAFR to the Government Finance Officers Association
(GFOA) of the United States and Canada for the CAFR award program. The Certificate
of Achievement is the highest form of recognition for excellence in state and local
government financial reporting. In order to be awarded a Certificate of Achievement,
the government unit must publish a readable, efficient and organized Comprehensive
Annual Financial Report, the contents of which conform to specific standards of the
certificate program.
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Board of Directors
Moutlton Niguel Water District
Laguna Niguel, California

In planning and performing our audit of the financial statements of the Moulton Niguel Water
District (the “District”) as of and for the year ended June 30, 2011, in accordance with auditing
standards generally accepted in the United States of America, we considered the District's
internal control over financial reporting (interal control) as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the District's internal control.
Accordingly, we do not express an opinion on the effectiveness of the District's internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be
deficiencies, significant deficiencies, or material weaknesses and therefore there can be no
assurance that all such deficiencies have been identified.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. We did not identify any deficiencies in internal
control that we consider to be material weaknesses.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is
less severe than a material weakness, yet important enough to merit attention by those charged
with governance. The following matters conform to this definition:

1) Financial Accounting and Capital Asset Management Systems

The software program used to perform the general ledger accounting activity was
acquired approximately eleven years ago. Since that time, growth of the District has
significantly affected its accounting requirements. The current general ledger accounting
system does not allow for integration with other systems such as billing or human
resources, which requires a duplication of staff efforts. Additionally, the District is reliant
on one vendor to complete any updates or changes needed in the accounting system.

In addition, the information in the capital assets records of the District's accounting
system is limited in nature. There is no identifiable way to determine the location of the
asset and other defining characteristics such as its length. When an existing asset is

- replaced, the District is not able to clearly identify which asset to remove from the
accounting system.

Member of Kreston International - 8 global network of independent accounting firms
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(1) Financial Accounting and Capital Asset Management Systems. (Continued)

Recommendation

We recommend that the District conduct an evaluation of the existing accounting
system and an analysis of projected needs for the future. This evaluation should
focus on ensuring that the District’s financial systems maximize the productivity of its
accounting staff and meet the future needs of management.

In addition, when considering new financial software, the District should also update
its capital asset management software that will have the ability to more clearly
identify and track capital assets.

Management's Responses & Corrective Actions

The District has secured a vendor for implementing a new ERP system which
includes a robust financial and capital asset management package. The Dlstrlct
intends to “go live” with the new ERP system on July 1, 2012.

(2) Recommendations to Enhance Purchasing Controls

During our review of cash disbursements and contracts, we noted the following
instances that highlighted an opportunity to enhance purchasing controls:

o We reviewed a contract with HDR Engineering for water inspection services.
The original contract of approximately $43,000 was only approved by the
Director of Engineering and Operations. However, General Manager approval
is required for all contracts over $20,000. After the contract work had begun
there were two contract modifications that increased the total contract to
approximately $147,000. As a result of the increased modifications the total
contract would have required competitive bidding and Board of Director
approval. The Purchasing Policy is silent regarding approvals for contract
modifications.

o The District purchased over $424,000 of meters from Measurement Contro!
during the year, which would have required competitive bidding and Board
approval per the District's Purchasing Policy. Although District staff obtained
quotes from other vendors, there is no contract between the District and the
vendor and the Board of Directors did not approve the contract because each
purchase is individually under the limits requiring a contract, bidding, and
Board approval. The Purchasing Policy is silent regarding the cumulative
impact of purchases.

o We reviewed an invoice from Sanders Paving for approximately $16,000 and
noted the purchase order was dated after the date of the invoice. Purchases
over $4,000 require three quotes. It does not appear that the bidding policy
was adhered to.
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(2) Recommendations to Enhance Purchasing Controls, (Continued)

Recommendation

The District's Purchasing Policy was last updated in September 2008. We
recommend the District review and update the current Purchasing Policy to provide
guidance related to contract modifications, cumulative vendor payments, and
address other purchasing issues of concern to the Board of Directors.

Management's Response & Corrective Actions

The Operations & Maintenance (O&M) budget appropriation is approved each year
prior to the commencement of the fiscal year. The appropriation amount is a
culmination of various expense line items. Both the District staff and the Board have
understood that when the O&M budget is adopted, no further approval for individual
expenses in the O&M budget was required. It is the District's practice to obtain
several quotes and bids to ensure pricing efficiency. Contracts were not required for
vendors used for O&M items. The Purchasing Policy approval limits were primarily
applied to capital projects in which District staff did secure Board approval if the
project exceeded the General Manager's approval threshold.

In fiscal year 2011-2012, District staff has secured Board approvai for most vendors
that it anticipates using for O&M costs that exceed the General Manager’s approval
threshold. The District is in the process of developing a robust Purchasing Policy
and Procedures Manual which will address the Auditor’s concerns.

o HDR contract — The HDR contract was a part of the Operations &
Maintenance budget for Engineering. The Director of Engineering and
Operations did receive a verbal approval from the General Manager but did .
not secure it through the purchase order process.

o Measurement Control — District staff did secure multiple bids for this purchase
and selected Measurement Control as the lowest responsive and responsible
bidder. Staff did not require the need to purchase all of the meters at one
time but on an as needed basis throughout the year. Price quotes were
obtained at the beginning of the process to secure pricing throughout the
year. This information was also provided to the Board as an information item
during the fiscal year.

o Sanders Paving - District staff have been advised that purchase orders
should not be created subsequent to receiving an invoice. A signature
approval through a check request will suffice. Staff was unaware of the need
for a purchase order until after the receipt of the invoice.

The District's written responses to the matters communicated herein have not subjected
to the auditing procedures applied in the audit of the financial statements and,
accordingly, we express no opinion on them.
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This communication is intended solely for the information and use of management, those
charged with governance and others within the organization, and is not intended to be
and should not be used by anyone other than these specified parties.

Irvine, California
November 16, 2011
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Finance Committee
Moulton Nigue! Water District
Laguna Niguel, California

We have audited the financial statements of Moulton Niguel Water District (the “District”) for the
year ended June 30, 2011, and have issued our report thereon dated November 16, 2011.
Professional standards require that we communicate to you the following information related to
our audit.

Our Responsibility under U.S. Generally Accepted Auditing Standards
And Government Auditing Standards

Our responsibility, as described by professional standards, is to express an opinion about
whether the financial statements prepared by management with your oversight are fairly
presented, in all material respects, in conformity with U.S. generally accepted accounting
principles. Our audit of the financial statements does not relieve you or management of your
responsibilities. Our responsibility is to plan and perform the audit to obtain reasonable, but no
absolute, assurance that the financial statements are free of material misstatement.

As part of our audit, we considered the internal control of the District. Such considerations were
solely for the purpose of determining our audit procedures and not to provide any assurance
concerning such internal control. We are responsible for communicating significant matters
related to the audit that are, in our professional judgment, relevant to your responsibilities in
overseeing the financial reporting process. However, we are not required to design procedures
specifically to identify such matters.

As part of obtaining reasonable assurance about whether the financial statements are free of
material misstatement, we performed tests of the District's compliance with certain provisions of
laws, regulations, contracts, and grants. However, the objective of our tests was not to provide
an opinion on compliance with such provisions.

Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to
you in our letter about planning matters dated May 27, 2011.

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The
significant accounting policies used by the District are described in Note 1 to the financial
statements. No new accounting policies were adopted and the application of existing policies
was not changed during the year ended June 30, 2011. We noted no transactions entered into
by the District during the year for which there is a lack of authoritative guidance or consensus.
There are no significant transactions that have been recognized in the financial statements in a
different period than when the transaction occurred.

Member of Kreston International - a global network of independent accounting firms
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Accounting estimates are an integral part of the financial statements prepared by management
and are based on management’s knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive
because of their significance to the financial statements and because of the possibility that
future events affecting them may differ significantly from those expected.

Examples of significant judgments and estimates reflected in the District's financial reporting
process inciude:

o Judgments concerning which capital projects represent ordinary maintenance activities
necessary to keep an asset operational for its originally intended useful life versus
significant improvement, replacement, and life extending projects that should be
capitalized as additions to capital assets.

¢ Judgments involving the useful lives and depreciation methodology to use for capital
assets.

¢ Estimates involving revenues and expenses to be accrued as of year end.
Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in performing and completing our audit.
Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely adjustments identified
during the audit, other than those that are trivial, and communicate them to the appropriate level
of management. Management has corrected all such misstatements. There was an adjustment
identified during the audit process to reclassify the District's OPEB liability that was previously
recorded as accounts payable.

Management decided not to make the following adjustments because they were immaterial to
the financial statements:

o Adjustment to record a refund receivable from SOCWA in the amount of $803,403,
which would also decrease the related expense and capital asset.

e Investments are recorded at Par Value, net of any premiums or discounts, when
purchased instead of Cost. As a result, realized gains/losses are calculated as the
difference between amortized cost and the sales price of the investment. However,
realized gains/losses should be calculated as the difference between the purchase price
and the sales price. The unrecorded adjustment reduces realized gains/losses by
$548,330 with an offset to unrealized gains/losses, therefore, there is no net impact to
the District's equity.

e Adjustment to record prior year over-accrual of electric charges in the amount of
$425,084 which would also decrease the related expense in the current year.
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o We recalculated depreciation on several capital assets and found two assets with
calculation errors. The unrecorded adjustment would increase cumrent year depreciation
expense and accumulated depreciation by $372,676.

¢ Adjustment to record a deposit receivable of $375,531 related to the Baker Plant for
amounts paid to IRWD but not yet spent on project costs. This adjustment does not
have any impact on the District's equity.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
financial accounting, reporting, or auditing matter, whether or not resolved to our satisfaction,
that could be significant to the financial statements or the auditor's report. We are pleased to
report that no such disagreements arose during the course of our audit.

Management Representations

We have’ requested certain representations from management that were included in a
management representation letter dated November 16, 2011.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a
consultation involves application of an accounting principle to the District’s financial statements
or a determination of the type of auditor's opinion that may be expressed on those statements,
our professional standards require the consulting accountant to check with us to determine that
the consultant has all the relevant facts. To our knowledge, there were no such consultations
with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the District's auditors.
However, these discussions occurred in the normal course of our professional relationship and
our responses were not a condition to our retention.

This information is intended solely for the use of the Finance Committee and management of
the District and is not intended to be and should not be used by anyone other than these
specified parties.

lrvine, California
November 16, 2011
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Prepared by:
Nancy Desai, Controller
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WATER QUALITY AND SERVICE ARE #1

Members of the Board of Directors Moulton Nue| Wat
Moulton Niguel Water District

We are pleased to present the Moulton Niguel Water District's (District) Comprehensive Annual Financial
Report (CAFR) for the fiscal year ended June 30, 2011. This report was prepared by the Controller in
conformity with generally accepted accounting principles (GAAP) and audited in accordance with generally
accepted auditing standards by a firm of certified public accountants.

The CAFR provides an assessment of the District’s financial condition, informs readers about District services,
provides information about capital improvement projects, discusses current issues and provides financial and
demographic trend information. Responsibility for both the accuracy of the data presented and the
completeness and fairness of the presentation, including all disclosures, rests with the District. We believe the
information and data, as presented, is accurate in all material respects and that it is presented in a manner that
provides a fair representation of the financial position and results of operations of the District. Included are all
disclosures we believe necessary to enhance your understanding of the financial condition of the District.

The District’s financial statements have been audited by Mayer Hoffman McCann P.C., a firm of certified public
accountants. The goal of the independent audit was to provide reasonable assurance that the financial
statements of the District for the fiscal year ended June 30, 2011, are free of material misstatement. The
independent audit involved examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements; assessing the accounting principles used and significant estimates made by
management; and evaluating the overall financial statement presentation. The independent auditor concluded,
based upon the audit, that there was a reasonable basis for rendering an unqualified (“clean”) opinion that the
District's financial statements for the fiscal year ended June 30, 2011, were fairly presented in conformity with
GAAP. The independent auditor’'s report is presented as the first component of the financial section of this
report.

The Management Discussion & Analysis (MD&A) includes a narrative introduction, overview, and analysis to
provide a better understanding of the accompanying financial statements. The MD&A immediately follows this
section.

Profile of Moulton Niguel Water District

Authority, Services and Customers

The District was formed on November 16, 1960 under the provisions of the California Water District Law,
Division 13, of the Water Code of the State of California, commencing with Section 34000. The District was
formed for the purposes of providing a water supply to the Moulton Niguel service area. In 1963 the California
Water District Act was amended, allowing California water districts to provide wastewater and water
reclamation services. On July 1, 1964 the District began operation and management of wastewater services
previously provided by Orange County Sanitation District No. 12. The District is authorized to acquire, control,
store, treat, reclaim, recapture and salvage any water (including sewage) for the beneficial use of the District
and its inhabitants. The District's water and wastewater customers include retail customers (e.g. residential
and commercial) located in incorporated areas within the District’s service area.

The District is also authorized to levy and collect taxes; to fix, revise, and collect rates or other charges for the
delivery of water and collection of sewer, use of facilities or property, or provisions for service. The District
may also issue bonds, borrow money, and incur indebtedness.

a public agency at:
27500 La Paz Road, Laguna Niguel, CA 92677-3489
Mailing Address: PO. Box 30203, Laguna Niguel, CA 92607-0203
949/831-2500
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Governance

The District is a quasi-governmental agency of the State of California. It is not regulated by the Public Utilities
Commission, but instead governed by a seven-member Board of Directors who are publicly elected by
registered voters within the District’s service area for staggered four-year terms. Each Director represents a
geographical division based upon comparable populations which is determined by the District and approved by
the Registrar of Voters.

Policy-making and legislative authority are vested with the Board of Directors. The Board of Directors has the
sole authority to set rates and charges for water, recycled water, and sewer services. The Board of Directors is
responsible for, among other things, adopting resolutions, adopting the budget, appointing committees and
hiring the General Manager. The General Manager is responsible for carrying out the policies of the Board of
Directors, for overseeing the day-to-day operations of the District, and for appointing the heads of the various
divisions (e.g. Customer Service, Finance, and Engineering & Operations).

The District’s vision is to “lead the way, work together, and provide excellence in service”. The District is a
community oriented agency dedicated to serving its customers and the environment with reliable, economical,
high quality water and sewer service. It achieves its mission by providing a high level of customer value and
satisfaction, attracting, developing, and retaining a progressive and skillful workforce, promoting a safe work
environment, and utilizing its resources wisely. The Board of Directors has adopted strategic goals and
encourages a set of values and behaviors that promotes and supports the District’s vision and mission.

Service Area

The District's service area, located in south Orange County, California, encompasses approximately 36.5
square miles and includes the City of Laguna Niguel, virtually all of Aliso Viejo, portions of the cities of Laguna
Hills, Mission Viejo and Dana Point. The combined population of the cities’ is approximately 247,000. The
District serves approximately 70% or 172,068 of this population. The District has 54,362 water accounts and
50,362 sewer accounts. Elevation within the District ranges from 230 to 904 feet above sea level. Climate is
typical of the coastal plains of southern California, with temperatures mild and relatively uniform. The
assessed valuation of the District has grown to $14.6 billion as of June 30, 2011.

Water Supply and Services

The District imports all of its domestic water from the Metropolitan Water District of Southern California (MET)
through its member agency, the Municipal Water District of Orange County (MWDOC), a wholesale importer of
water from MET. The District is a constituent agency of MWDOC and, as such, is entitled to receive water
from available sources of MET. MET’s sources of water primarily include water imported from the Colorado
River and from the State Water Project. All District water is treated at the Diemer Filtration Plant in Yorba
Linda, California and delivered through three major transmission facilities, the South County Pipeline (SCP),
East Orange County Feeder #2 (EOCF#2), and the Allen-McColloch Pipeline (AMP).

California has experienced drier than normal seasons for many years for both rainfall and snow pack. In
addition, court rulings to protect fish in the Delta region of northern California have decreased water supplies
from the State Water Project system. As a result of these factors, reservoir levels throughout the State were
extremely low and therefore forced the State to declare a state-wide drought emergency on February 27, 2009.
In November 2009 the District implemented Level 2 of the Water Alert plan from the Water Conservation
Program which requires customers to eliminate all water waste by adhering to efficiency measures and
imposes penalties for excessive water run-off. Level 2 of the Water Alert plan was suspended in April 2011.

The District operates and maintains over 700 miles of domestic water distribution pipelines. In addition, the
District has 26 steel and 2 pre-stressed concrete operational storage reservoirs for a total potable water

Page 2
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storage capacity within the District of 70.6 million gallons. The District owns capacity in several adjoining water
agencies’ reservoirs and pipelines, such as El Toro Water District R-6 reservoir, the Santa Margarita Water
District Upper Chiquita Reservoir, the Joint Transmission Main (a joint powers agreement between the District
and other water agencies), Eastern Transmission Main jointly owned by the District and the City of San Juan
Capistrano, the South County Pipeline which conveys water from the AMP to several south county water
agencies, and the Irvine Ranch Interconnection jointly owned with Irvine Ranch Water District. The District
also operates 30 pump stations to pump water from lower pressure zones to the higher pressure zones and 20
pressure reducing stations and flow control facilities to convey water from high to low zones.

Sewer Services

The District maintains approximately 537 miles of sewer pipelines. The District's wastewater system has 19 lift
stations that pump wastewater over the ridge lines to the various treatment plants for disposal or recycling.
The District jointly owns the South Orange County Wastewater Authority (SOCWA) a joint powers agency,
comprising of ten governmental agencies, which owns and operates four regional treatment plants and two
ocean outfalls. The District’s cost to maintain SOCWA is approximately 46% of the O&M costs and a pro-rata
share of the capital costs based on the type of project.

Recycled Water Supply and Services

It is the policy of the District to promote the use of recycled water to provide for the conservation and reuse of
all water resources and to utilize this resource for any approved purpose to the maximum extent possible
under the laws of the State of California. The District has constructed approximately 148 miles of recycled
water distribution pipelines with five pre-stressed concrete and six steel storage reservoirs to service the
recycled water system. In addition, it owns capacity rights in the Upper Oso recycled water reservoir owned by
Santa Margarita Water District. The District operates 13 recycled-water pump stations. The District has 4
Advanced Wastewater Treatment (AWT) facilities providing recycled water to landscaped areas in the District.
The projected annual demand of the recycled water system will be approximately 9,000 acre feet per year over
the next few years.

Factors Affecting Financial Conditions

The information presented in the financial statements is perhaps best understood when it is considered from
the broader perspective of the specific environment within which the District operates.

Local Economy

The District currently enjoys a favorable economic environment and local indicators point to continued stability.
There are four major land uses in the District: (1) residential (single-family and multiple-family); (2) commercial
(retail and light industrial); (3) schools; and (4) recreation areas (parks, golf courses, etc.) Residential
development is the predominant land use throughout the District. The highest concentration of commercial use
is in the City of Mission Viejo which includes the Shops at Mission Viejo, an affluent shopping mall and in the
City of Aliso Viejo which includes the Pacific Park Business Center. The highest concentration of schools
(students) is in the cities of Mission Viejo and Aliso Viejo, which includes Mission Viejo High School,
Capistrano Valley High School, Saddleback Community College, Aliso-Niguel High School and Soka
University. The highest concentration of recreation areas is in Laguna Niguel and Aliso Viejo, where each has
a major golf course and numerous community parks. The District is approaching a “built-out” status at 98%.
Future growth will primarily occur on a redevelopment basis of existing property and land.
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Budget Process

The Board of Directors biennially adopts an operating budget prior to the new fiscal year commencing on July
1. On the alternate year, the Board reviews the adopted two-year budget and amends it as necessary. On
an annual basis, the Board adopts a capital budget. The development of the biennial operating budget and the
annual capital budget are guided by the Long Range Plan. The operating and capital budgets serve as the
foundation for the District's financial planning and control of District operations and accountability for the
District's enterprise functions. The Districts reports its water, wastewater, and recycled services in a single
enterprise fund. On a monthly basis, as part of the financial statements, a budget comparison report is
submitted to the Board of Directors to provide a year-to-date comparison of the revenues and expenditures
against the adopted budget.

Long-term financial planning

The District’s financial plan includes the establishment of reserve funds in accordance with the District's
Reserve Policy. Reserve funds are set aside to ensure the continued orderly operation of the District’s water
and wastewater systems, the highest level of services to its customers, and the continued stability of the
District’s rate structure.

The District publishes a Long Range Plan (LRP) which provides a ten year forecast of the District's needs for
water use and demand, capital improvement projects, water supply reliability projects, and replacement and
refurbishment projects. The LRP is updated every two years. As a part of the LRP, the District includes
planning for water supply reliability projects. The District established a water supply reliability fund to
participate in projects to ensure continued water supply to residents in the District for planned water supply
shutdowns and emergencies. The Metropolitan Water District of Southern California has established a policy
that its member agencies should be capable of meeting demand requirements during a seven-day shutdown of
MET's treatment and/or imported water supply system at any time of the year. In addition, the District has
adopted a resolution to develop adequate capacity and supply sources to sustain average potable water
demands for at least a 31-day supply outage assuming a reasonable factor for demand curtailment. The 31-
day capacity protects against a major outage of MET's Diemer Water Filtration Plant and a major outage of the
Allen-McColloch Pipeline.

Debt Issuances and Credit Rating

The District refunded the remaining portion of the 93 Certificates of Participation (COP) to take advantage of
lower interest rates. Due to the District's affluent service area, strong financial performance with good debt
service coverage, very strong liquidity position, low rates, and a very manageable capital improvements plan
the District received a ‘AAA Stable’ rating in May 2010 from both Fitch Ratings and Standard & Poor’s rating
agencies for all of its COP issuances.

Cash management policies and practices

The District manages its funds in two ways. Funds needed for current operations and maintenance expenses,
debt service obligations, and capital requirements are known as the “liquid fund®. The investment performance
objectives for the liquid funds shall be to earn a return over a market cycle, which equals or exceeds the return
on a 90-day Treasury Bill. Liquid funds are typically invested in the Local Agency Investment Fund (LAIF)
maintained by the State Treasurer. Funds not currently needed are known as the “Operating Reserve Fund”.
The investment performance objective for the Operating Reserve Fund shall be to earn a rate of return over a
market cycle, which exceeds the return on the One-to-Ten Year Government Index. The maturities of the
investments range from within 1 year to within 10 years. Investment types include money market, corporate
and discount notes, federal agencies and US treasuries as outlined in the District's investment policy. The
District's annualized rate of return over a five year period was 6.25% as of June 30, 2011. Investment income
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includes appreciation in the fair value of investments. Increases in fair value during the current year, however,
do not necessarily represent trends that will continue; nor is it always possible to realize such amounts,
especially in the case of temporary changes in the fair value of investments that the District intends to hold to
maturity.

Risk management

The District is a member of the Association of California Water Agencies Joint Powers Insurance Authority
(ACWA/JPIA) for the purpose of providing multiple lines of insurance coverage. The District maintains the
following types of insurance coverage with ACWA/JPIA: liability insurance, general and auto, property
insurance, and worker's compensation. In addition, various control techniques, including a comprehensive
safety program which includes employee accident prevention training, were used during the year to minimize
accident-related losses. Additional information on the District’s risk management policies and activities can be
found in the notes to the financial statements.

Pension and other postemployment benefits

The District contributes to the California Public Employees Retirement System (CalPERS), an agent multiple-
employer public employee defined benefit pension plan for its employees. Each year, an independent actuary
engaged by the pension plan calculates the amount of the annual contribution that the District must make to
the pension plan to ensure that the plan will be able to fully meet its obligations to retired employees on a
timely basis. As a matter of policy, the District fully funds each year’s annual required contribution to the
pension plan as determined by this funding policy. The District also provides postretirement health care
benefits for certain retirees and their dependents. As of the end of the current fiscal year, there were 27
retirees and their dependents receiving these health care benefits. In fiscal year, 2009-2010, the District
implemented GASB Statement No. 45 related to other post-employment benefits (OPEB). During the fiscal
year, the Board of Directors decided to change the funding methodology from using a discount rate of 7.75% to
5% and amortization this liability over a period of 20 years not 28 years. The District performed an actuarial
valuation on July 31, 2010 and it was determined that the unfunded actuarial accrued liability was $6.4 million
(projected to January 1, 2010). The District’s funding policy is to fund 100% of the annual required contribution
(ARC) and has established an irrevocable trust with CalPERS through their California Employers’ Retiree
Benefit Trust (CERBT) program. The District has implemented a tiered benefit structure for OPEB benefits to
manage its future OPEB obligations. Additional information regarding the District's pension plan and
postemployment benefits can be found in the notes to the financial statements.

Internal Controls

Management of the District has established a comprehensive internal control framework that is designed both
to protect the District's assets from loss, theft, or misuse and to compile sufficient reliable information for the
preparation of the District’s financial statements in conformity with GAAP. Because the cost of internal controls
should not outweigh their benefits, the District's comprehensive framework of internal controls has been
designed to provide reasonable rather than absolute assurance that the financial statements will be free from
material misstatement. The most recent audits have not uncovered any weaknesses in internal controls that
would cause concern. However, recommendations for improvement are always welcome and are
implemented when feasible.
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Major Initiatives

Water, Sewer and Recycled Water Operations

On June 1, 2011, the District adopted a new methodology for calculating water rates called the Water Budget
Based Rate Structure (WBBRS). Challenged with limited water resources in our region, this new rate structure
encourages water use efficiency by providing each customer with a personalized amount of water — a water
budget — designed to meet their specific indoor and outdoor watering needs. Residential water budgets are
formulated using two criteria, indoor use and outdoor use. Several factors comprise the indoor and outdoor
use budgets. Businesses use water in a different manner from homes, so their budgets would be calculated
based on a three-year rolling average of each commercial customer’'s monthly use. Additional information
regarding the factors that contribute to the WBBRS methodology can be found on the District’s website at
www.mnwd.com.

Faced with dramatically rising wholesale water costs and the need to maintain water and sewer reliability, the
District implemented a 16.2% rate increase in each of the fiscal years 2008-2009, 2009-2010, and 2010-2011
effective June 1* of each fiscal year. This is the District's second water and sewer rate increase in 20 years.
Since our last rate change in 2005, a combination of drought conditions and court rulings has greatly reduced
our region’s water supplies, leading the MET, through our regional water wholesaler, MWDOC, to increase the
amount it charges the District for water. The District experienced a 6% increase in the wholesale cost of water
for fiscal year 2010-2011 and is anticipating a 6% increase in fiscal year 2011-2012.

In addition to offsetting the District's increased water purchase costs, the rate increase is also designed to
provide revenue for:

e Ongoing repair, refurbishment, and replacement of water and sewer infrastructure

¢ New infrastructure to improve our overall system reliability and to increase our capacity to serve during
times of emergency

o Debt obligations arising from the need to raise funds for water supply reliability projects and capital
improvement projects that are needed to construct infrastructure, provide water reliability, and prepare
for emergencies.

Through the District's conservative fiscal policy it has managed rising costs for several years and we are
committed to keeping the rates as low as possible. The District's increased usage of recycled water helps
mitigate our reliance on imported water. In addition, the District subsidizes its cost of water to its customers
through the receipt of property tax revenue and other revenue sources. This allows the District's rate structure
to be one of the lowest in south Orange County. Conservation and conservative fiscal management is the key.
To meet state-mandated requirements, the District adopted a Water Conservation Program that includes 12
mandatory conservation rules residents and businesses must follow to help ensure a sufficient water supply.
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Awards and Acknowledgements

This is the District's third year of assembling a Comprehensive Annual Financial Report and submitting it for an
award. The Government Finance Officers Association awarded the District a Certificate of Achievement for
Excellence in Financial Reporting for the Fiscal Year ending June 30, 2010. We would like to express our
appreciation to all members of the Finance department who assisted and contributed to the preparation of this
report. In addition, we would like to thank the Directors and their staff in Customer Service, Engineering and
Operations for their contributions to this report. Credit also must be given to the Board of Directors for their
unfailing support in maintaining the highest standards of professionalism in the management of the District’s
finances.

Respectfully submitted,

’%z fﬁm)w\z@o. Cain Mot

Dr. Robert Gumerman David D. Cain Mancy B. Desai
General Manager Director of Finance/Treasurer Controller
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Certificate of
Achievement
for Excellence
in Financial
Reporting
Presented to

Moulton Niguel Water District

California

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 2010

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.

Executive Director
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Board of Directors
Moulton Niguel Water District
Laguna Niguel, California

INDEPENDENT AUDITORS’ REPO]}

The prior year partlal comparative data has b ents of the

District for the year ended June 30, 2010 a , 2010, we
expressed an unqualified opinion on those finan

We conducted our audit in accordang iti s generally accepted in the United
States of America and the standard : inang@audits contained in Government
Auditing Standards, issued by the Cor
require that we plan and perform the auy sassurance about whether the
fmancnal statements are fre .. it¥icludes examining, on a test

also includes assessi SQHDti #s used and significant estimates made by
management, as wg Efinancial statement presentation. We believe

A strlct as of June 30, 2011, and the changes
ws of the Dlstrlct for the year then ended in conformity with

part of the basic financial statements, but is supplementary
nting principles generally accepted in the United States of
ain limited procedures, which consisted principally of inquiries
S¥fle methods of measurement and presentation of the required
¥ However, we did not audit the information and express no opinion

supplementary i
on it.

Our audit was conducted for the purpose of forming an opinion on the financial statements that
comprise the Moulton Niguel Water District's basic financial statements. The introductory
section, statistical tables and supplementary information are presented for purposes of
additional analysis and are not a required part of the basic financial statements. The
supplementary information has been subjected to the auditing procedures applied in the audit
of the basic financial statements and, in our opinion, are fairly stated in all material respects in
relation to the basic financial statements taken as a whole. The introductory section and
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Board of Directors
Moulton Niguel Water District

statistical tables have not been subjected to the auditing procedures applied in the audit of the
basic financial statements and, accordingly, we express no opinion on them.

In accordance with Government Auditing Standards, we hay,
November 16, 2011 on our consideration of the District’
reporting and our tests of its compliance with certain provi
grant agreements, and other matters. The purpose of t
our testing of internal control over financial reporti
testing, and not to provide an opinion on the int
compliance. That report is an integral part
Government Auditing Standards and should p&s
audit. :

issued a report dated
rnal control over financial
, regulations, contracts,

describe the scope of

reporting or on
accordance with
Rghsesults of our

Irvine, California
November 16, 2011
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MOULTON NIGUEL WATER DISTRICT

Management’s Discussion & Analysis
Fiscal Year Ended June 30, 2011

FINANCIAL HIGHLIGHTS

Moulton Niguel Water District (MNWD or District) receives its drinking water from the Municipal
Water District of Orange County (MWDOC) who serves as a wholesaler for the Metropolitan Water
District of Southern California (MET). MET imports its water from northern California and the
Colorado River. The State of California has endured drought conditions for several years and as a
result, supplies are depleting in MET’s water reservoirs. Replacing lost water and securing
supplies for the District’s residents has increased the cost of water. Water purchases are MNWD'’s
single highest expense and these dramatic changes will affect the retail rates MNWD charges its
customers. The Board of Directors implemented a 16.2% rate inecrease on June 1 in each of the
fiscal years 2010-2011 and 2011-2012. In addition, MNWD put into operation, on June 1, 2011, a
change from the current water rate model to a Water-Budget-Based Rate Structure to help District
customers become part of the solution as we work together to conserve our region’s limited water
resources.

The major financial highlights for the fiscal year are provided below:

Net assets increased $4.9 million or 1.27% from.prior year.

During the year more than $9 million was invested in water and sewer infrastructure.

MNWD has total income before capital contributions of $4.6 million.

The District implemented a 16.2% rate,increase, but water sales only increased 9% signaling

the effectiveness of the District’s: water conservation: program and higher than anticipated

rainfall during the year.

e The District recognized a $1.1 million unrealized:loss in investments due to the difference
between the carryingivalue of an investment and its fair\value prior to sale.

e The District spent.approximately. $8 million in bond proceeds from the 2009 COP issuance.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

MNWD’s basic financial statements ‘are in conformity with Generally Accepted Accounting
Principles (GAAP) and include the Statement of Net Asiets, the Statement of Revenues, Expenses
and Changes in Net Assets and the Statement of Cash Flows. Readers should evaluate the basic
financial statements with the accompanying Notes. The Notes to the Financial Statements are an
integral part of the basic financial statements and provide useful explanations and detailed
information om the basic financial statements. Management’s Discussion and Analysis precedes
the basic financial'statements to provide required supplementary information to the basic financial
statements.
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MOULTON NIGUEL WATER DISTRICT

Management’s Discussion & Analysis
Fiscal Year Ended June 30, 2011

REQUIRED FINANCIAL STATEMENTS

The Statement of Net Assets states the financial position of the District at June 30, 2011. This
statement includes District assets and liabilities, with the difference between the two reported as
net assets. The list of assets and liabilities are in order of their liquidity. Therefore, assets readily
convertible to cash, such as cash and investments, appear first.

The Statement of Revenues, Expenses and Changes in Net Assets accounts for the annual results
of operations. This statement shows the current year's revenue, expenses, capital contributions,
and also calculates the change in net assets. The sum of the prior year's net asset balance and
the current year’s change in net assets equals the ending net assets balance. The same ending
net assets balance appears on the Statement of Net Assets. Over time, changes in net assets
serve as a key indicator of the District’s financial position.

Both the Statement of Net Assets and the Statement of Revenues, Expenses and Changes in Net
Assets are shown using the accrual basis of accounting. This means revenues are recorded when
earned and expenses are recorded when incurred regardless of the timing, of cash receipts and
payments.

By contrast, the Statement of Cash| Flows presentsiinformation on changes in cash and cash
equivalents during the year. The s.tqgem‘ent categorizes changes by operating activities, non-
capital financing activities, capital and related financing activities and investing activities. From this
statement the reader can obtain information on the 'sources and uses of MNWD cash.

In addition to the basic financial statements, the: District presents Fiduciary Fund financial
statements. The Fiduciasy Fund financial statements report assets, liabilities and changes in net
assets for certain investments that are in trust with the District for the Internal Revenue Code
Section 457 deferred compensation program. ' Fiduciary funds are not reflected in the basic
financial statements becausethe trust.funds are not available to support District activities.

DISTRICT FINANCIAL ANALYSIS

An integral part of the analysis of the District is to ask the question, “Is the District, as a whole,
better or worse off as a result of the year's activities?” The Statement of Net Assets and the
Statement of Revenues, Expenses and Changes in Net Assets report information about the
District’s activities to help answer this question. Measuring the change in the District’s net assets,
the difference between assets and liabilities, is one way to measure financial health or financial
position.
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MOULTON NIGUEL WATER DISTRICT

Management’s Discussion & Analysis
Fiscal Year Ended June 30, 2011

Statement of Net Assets

Our analysis begins with the District’'s Statements of Net Assets as presented below:

Condensed Statement of Net Assets
(in thousands)

Fiscal Year Fiscal Year Percent
2011 2010 Dollar Change Change
Current and Noncurrent Assets $ 174874 $ 182,991 $ (8,117) (4.44) %
Capital Assets 373,882 371,544 2,338 0.63
Total Assets 548,756 __ 554535 (5,779) (1.04)
Current Liabilities 17,443 20,039 (2,596) (12.95)
Long-term Liabilities 137,000 145,123 (8,123) (5.60)
Total Liabilities 154,443 165,161 (10,719) (6.49)
Invested in Capital Assets,

Net of Related Debt 267,962 268,090 (128) (0.05)
Restricted for capital projects (1) 313 119 194 161.92
Unrestricted net assets 2 11126,038 121,164 4,874 4.02

Total Net Assets $.394313 § 389373  ___ 4940 1.27

1 These are connection fee revenues;enabled by legislation to be used for infrastructure development and cannot be used
as a resource for general fund gse.

2 The MNWD Board of Directors has specific designations for $57.6 million of the District's unrestricted net assets. Please refer to Note
14 of the Notes to the Basic Financial Statements for additional detait!

Net Assets increased $4.9 miillion or 1.27% from the prior year. The table above shows that the
majority of the,change in T%*tal Net Assets occurred as an increase in current and noncurrent
assets and long-term liabilities. Iﬁ'ﬁfﬁscal“year 2009-2010, the District received bond proceeds for
the issuance of $60 million in Certificates of Participation to increase water supply storage and
impro&e water supply r;“?iability through the construction of regional projects. The District began to
use the bond proceeds in this fiscal year, for the construction of the water supply reliability
projects, which decreased the balance in current and noncurrent assets. A reduction in long-term
liabilities was attributed to the repayment of the principal portion on outstanding debt. A significant
change also ocdug;‘ed in the ungestricted funds. In the prior year, the District had begun to fund
these capital projects from the District's General fund. A reimbursement resolution was placed into
effect to repay the General fund for costs relating to the construction of these capital projects upon
receipt of bond proceeds. Overall, the District's financial health is improving year over year as
shown by the increase in Net Assets.
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MOULTON NIGUEL WATER DISTRICT

Management’s Discussion & Analysis
Fiscal Year Ended June 30, 2011
Revenues
Condensed Total Revenues
(in thousands)

Fiscal Year  Fiscal Year Dollar Percent
2011 2010 Change Change
Operating Revenues:
Water charges $ 22,520 $ 20579 $ 1,941 9.43 %
Sanitation charges 14,449 12,542 1,907 15.20
Recycled charges 4,340 4,446 (106) (2.38)
Other 444 573 (129) (22.51)
Total Operating Revenues 41,753 38140 3,613 9.47
Non-operating Revenues:
Property taxes 21,347 121,625 (278) (1.29)
GOB assessment 5,904 5,783 121 2.09
Investment Interest Income 4,010 6,847 (2,837) (41.43)
Intergovernmental revenue 1,435 275 1,160 421.82
Cellular lease income 1,498 1,492 _ 6 0.40
Other 176 1,169 (1,093) (93.50)
Total Non-operating Revenues 34,270 37,191 (2,921) (7.85)
Capital contributions ' i 297 2,140 (1.843) 86.12
Total Revenues 11$_76320 $_77471 $___(1,151) (1.49) %

MNWD finances operationsjthrough user charges, property tax receipts, and other income. Total
revenue for 2010-2014 is $76.3 million, down $1.2.million from the prior year. With the District’s
16.2% rate increase!effective June 1, 2010, operating revenues increased from the prior year but
conservation efforts reduced con%u'mption for the year resulting in a smaller increase than
expected. The District experieng,ﬁemd_ a $1.1 million unrealized loss in investments due to the
difference between the carrying value of an investment and its fair value prior to sale. Investment
income was up $592 thousand or 13%. ‘Other operating revenue includes tag fees, reconnect
fees, plan check & inspection, and other miscel??\heous operating revenue. Other non-operating
revenue includes board room rental charges, sale of scrap and assets, returned check fees, and
other miscellaneous income. : A decrease in capital contributions is attributed to a decline in
donated facilities contributed by developers in the District’s service area.

® Water charges - 29%
® Recycled charges - 6%
@ Sanitation charges - 19%
® Property taxes - 27%
m GOB assessment - 8%
® Investments - 5%

y © Cellular lease income - 2%
4  Intergovernmental revenue - 2%

= Other - operating & nonoperating income -

2%
w Capital contributions - .38%




MOULTON NIGUEL WATER DISTRICT

Management’s Discussion & Analysis
Fiscal Year Ended June 30, 2011

Expenses

Condensed Total Expenses
(in thousands)

Fiscal Year Fiscal Year Percent
2011 2010 Dollar Change Change
Operating Expenses:
Water purchases $ 20,854 $ 20,615 $ 239 116 %
Meter & Utilities 1,234 1,891 (656) (34.74)
Sewage treatment & Pumping 9,008 9,442 (435) (4.60)
Water transmission & Distribution 3,752 4,268 (516) (12.09)
General, Administrative & Other 13,442 13,121 320 2.45
Depreciation 15,163 14,573 590 4.05
Total Operating Expense 63,453 63,910 (457) (0.72)
Non-operating Expenses: .
Interest on Long-term Debt 7,898 6,767 1,131 16.71
Other @0 6 i, 24 400.00
Total Non-operating Expense 7.928 6,773 1;155 17.05
Total Expenses %& . $.70683 $ 698 0.99 %

Total operating expense for 2010-2011 ‘amounts to $63 million decreasing slightly by $457
thousand or 0.72 % from the prior year. The decrease is attributed to the cost of providing water.
In the prior year, the District reclassified several costs, which'-;yvere previously capitalized, into
O&M. The District also received a substantial use audit refund #Qm SOCWA related to sewage
treatment & pumping: During the year, it'was discovered that the accrual calculation for the
District’s utilities was'accruing in excess resuiting'in an overstatement of utility expense. This was
corrected and resulted in a lower utility expense for the District. An increase in depreciation is due
to the addition of new capital assets. An increase in interest expense is due to recognizing a full
year of interest eéxpense for the 2009'COPs debt. Other non-operating expense includes payment
for claims made ‘against the 'District that are below'the District's deductible amount, and for
administrative fees associated with long-term debt. !

B Water purchases - 29%
B Meters & Utilities - 2%

B Sewage treatment &
Pumping - 13%

B Water transmission and
distribution - 5%

B General, Administrative,
and Other - 19%

B Depreciation - 21%

® Interest & Amortization -
11%
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MOULTON NIGUEL WATER DISTRICT

Management’s Discussion & Analysis
Fiscal Year Ended June 30, 2011

Changes in Net Assets
Condensed Changes in Net Assets
(in thousands)

Fiscal Year Fiscal Year Dollar Percent
2011 2010 Change Change
Beginning net assets $ 389,373 $ 382586 $ 6,787 1.77 %
Income (loss) before capital contributions 4,642 4,648 (6) (0.13)
Grant funding 21 54 (33) (61.11)
Donated facilities 94 2,070 (1,976) (95.46)
Connection fees 183 15 168 1120.00
Change in net assets 4,940 6787 (1,847) (27.21)
Ending net assets $_394.313 $.389.373 $__ 4940 1.27 %

Income before capital contributions is $4.6 million for.2016-2011.. The District uses income to self-
fund capital projects and to repay capital project debt.' The decrease in grant funding is attributed
to the completion the Eastern Transmission Main relocation project at Oso Parkway, funded
entirely by Caltrans. Although the District is approaching “built out’ status, small parcels of land
may be available for development and therefore the District receives minimal amounts of
connection fee revenue. Overall net assets increased 1.3%.

Capital Assets
Condensed Capital Assets

(inthousands)
Fiscal Year Fiscal Year Dollar Percent
2011 2010 Change Change
Net Depreciable Assets:
Water systems 4 $ /335,561 $17341,294 § (5,733) (1.68) %
Capacity rights — limited 7,995 8,552 (557) (6.51)
Buildings 3,402 3,539 (137) (3.87)
Equipment and:automobiles ! 3,449 3,484 (36) (1.00)
Non-Depreciable /Assets;
Land 1,092 1,092 - -
Construction in progress 22,383 13,583 8,800 64.79
Capital assets, net $__373,882 $__371544 $__ 2238 63 %

The District’s investment in its capital assets increased $2.2 million for 2010-2011. These capital
outlays were spent'both by the District itself and also as part of two different joint power authorities.
The District added approximately $9.1 million in new assets during the year and removed $5.6
million in fully depreciated assets off the books. Depreciation expense for 2010-2011 was
$15,162,538. The District'added $8.8 million in ongoing or new capital projects costs during the
fiscal year to be expensed in the planning and construction fund, replacement and refurbishment
fund, and the water supply reliability fund. Please see Note 5 in the Notes to the Financial
Statements for additional capital asset information.
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MOULTON NIGUEL WATER DISTRICT

Management’s Discussion & Analysis
Fiscal Year Ended June 30, 2011

Debt Administration
Condensed Disclosure of Long-term Liabilities
(in thousands)

Fiscal Year Fiscal Year Dollar Percent
2011 2010 Change Change
Certificates of Participation (COP) $ 85,355 $ 87,048 $ (1,693) (1.94) %
General Obligation Bonds (GOB) 31,330 35,699 (4,369) (12.24)
Loans 19,336 21,433 (2,097) (9.78)
Total $_136.,021 $ 144180 $_(8.159) (5.65) %

The District’s long-term liability at year-end is $136 million in COPs, GOBs, and loans. In 2010-
2011, the District refunded the remaining portion of 1993 COPs to take advantage of favorable
interest rates. The District maintains its AAA rating. The GOBs are a vo%%er approved assessment
specifically for the residents that live within certain service areas of the Distfict. Principal payments
in all debt service accounts during the year reduce the outstanding balance.. The current portion of
the total debt amounts to $8.3 million at fiscal yearend. See Note 6 in the Notes to the Financial
Statements for detail on long-term debt:

CONTACTING THE DISTRICT

This financial report is designed to provide, the District’i elected officials, customers, investors,
employees, and creditors with an.assessment of the District@? financial condition and an accounting
of the public’s money. An electronic copy of the/CAFR can be found on the District's website,
www.mnwd.com. [f yo%ﬂave questions about this report or need additional financial information
please contact the Direc%gm% of Finance at Moulton Niguel Water District at (949) 831-2500 or via
email at dcain@mnwd.com!
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MOULTON NIGUEL WATER DISTRICT

Statement of Net Assets

June 30, 2011
{With comparative totals for June 30, 2010)

ASSETS
2011 2010
CURRENT ASSETS
Cash and investments (note 2) 16,068,029 $ 11,877,444
Accounts receivables:
Water and sanitation charges 4,423,855 3,845,892
Taxes and acreage assessments 271,963 389,052
Other accounts receivable 155,945 570,019
Interest receivable 896,987 979,934
Current portion of AMP receivable (note 3) 206,846 203,841
Inventory 1,601,499 1,460,790
Prepaid expenses 306,426 322,591
Other assets 395,600 395,600
TOTAL CURRENT ASSETS 24,327,150 20,045,163
NONCURRENT ASSETS
Cash and Investments (note 2) 105,825,753 109,216,713
Restricted cash and investments with fiscal agent (note 2) 38,433,233 46,716,509
Bond Issuance Costs 1,423,323 1,863,535
Retrofit contracts receivable 715,664 752,424
AMP receivable (note 3) 1,075,910 1,282,756
Net pension asset (CalPERS sidefund payoff) (note 9) 3,073,359 3,113,823
Capital assets, net of accumulated depreciation (note 5) 350,406,227 356,868,399
Capital assets not being depreciated (note 5):
Land 1,091,910 1,091,910
Construction in progress 22,383,367 13,583,539
TOTAL NONCURRENT ASSETS 524,428,746 534,489,608
TOTAL ASSETS 548.755.896 554,534,771

See the Notes to the Financial Statements.
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MOULTON NIGUEL WATER DISTRICT

Statement of Net Assets

June 30, 2011
(With comparative totals for June 30, 2010)

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES
Accounts payable
Interest payable
Compensated absences

Current portion of long-term liabilities (note 6):

Bonds payable
Loans Payable

Certificates of participation
TOTAL CURRENT LIABILITIES

LONG-TERM LIABILITIES
Compensated absences
Long-term debt (note 6):

Bonds payable
Loans payable
Certificates of participation

TOTAL LONG-TERM LIABILITIES
TOTAL LIABILITIES

NET ASSETS
Invested in capital assets, net of related debt
Restricted for capital projects (note 14)
Unrestricted net assets (note 15)

TOTAL NET ASSETS

TOTAL LIABILITIES AND NET ASSETS

6,490,149 9,296,453
2,621,406 2,720,742
723,270 820,727
4,645,000 4,340,000
2,096,573 2,056,716
1,590,000 1,625,000
18,166,398 20,859,638
255,467 122,401
31,329,655 35,698,782
19,336,207 21,432,769
85,355,046 87,047,820
136,276,375 144,301,772
154,442,773 165,161,410
267,962,257 268,089,986
312,742 119,402
126,038,124 121,163,972
394,313,123 389,373,360

$ 548,755,896

$ 554,534,770

See the Notes to the Financial Statements.



MOULTON NIGUEL WATER DISTRICT

Statement of Revenues, Expenses and Changes in Net Assets

Fiscal Year ended June 30, 2011
(With comparative totals for June 30, 2010)

OPERATING REVENUES:
Water charges
Recycled charges
Sanitation charges
Other

TOTAL OPERATING REVENUES

OPERATING EXPENSES:

Sources of supply:

Water purchases

Meter purchases

Utilities
Pumping water
Sewage treatment
Water transmission and distribution
Customer service
General, administrative, and other
CalPERS Sidefund Amortization
Post Retirement Medical Benefits (OPEB)
Depreciation

TOTAL OPERATING EXPENSES

OPERATING INCOME (LOSS)

NONOPERATING REVENUES (EXPENSES):
Investment income
Investment income - restricted
Property tax revenue and acreage assessments
Interest on long-term debt
Intergovernmental revenue
Cellular Lease income
Other nonoperating revenues {(expenses)

TOTAL NONOPERATING REVENUES (EXPENSES)
INCOME (LOSS) BEFORE CAPITAL CONTRIBUTIONS

CAPITAL CONTRIBUTIONS:

Grant funding
Developer donated capital facilities
Connection fees

CHANGE IN NET ASSETS
NET ASSETS - BEGINNING OF YEAR
NET ASSETS - END OF YEAR

See Notes to the Financial Statements.
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2011 201
$ 22,520,065 20,578,666
4,340,197 4,446,515
14,448,835 12,542,595
444,346 572,611
41,753,443 38,140,387
20,854,048 20,615,023
56,334 70,786
1,178,156 1,820,029
419,633 349,221
8,588,172 9,093,471
3,752,224 4,267,727
311,483 332,685
12,463,681 12,244,355
40,464 37,554
626,022 506,730
15,162,538 14,572,711
63,452,755 63,910,292
(21,699,312) (25,769,905)
3,414,584 6,379,496
595,315 467,497
27,250,759 27,407,480
(7,897,888) (6,766,600)
1,434,642 274,973
1,498,290 1,491,862
46,018 1,163,164
26,341,720 30,417,872
4,642,408 4,647,967
20,530 54,212
94,332 2,069,786
182,491 15,723
4,939,761 6,787,688
389,373,362 382,585,674

$ 394,313,123

$ 389,373,362




MOULTON NIGUEL WATER DISTRICT

Statement of Cash Flows

Fiscal Year ended June 30, 2011

(with comparative data for the prior year)

2011 010
CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers $ 43,133,862 $ 40,019,149
Cash paid to suppliers (40,305,555) (35,642,821)
Cash paid to employees (10,839,436) (11,094,502)
NET CASH PROVIDED BY (USED FOR) OPERATING ACTIVITIES (8,011,129) (6,718,174)
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Cash received from property taxes 21,441,463 21,860,028
NET CASH PROVIDED BY (USED FOR) NONCAPITAL
FINANCING ACTIVITIES 21,441,463 21,860,028
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Acquisition and construction of capital assets (17,405,863) (16,037,205)
Cash received from general obligation bonds assessments 5,926,384 5,782,901
Repayment of notes receivable 240,601 1,101,944
Capital contributions 203,021 69,935
Principal payments on long-term debt (16,953,653) (12,334,566)
Issuance of long-term debt 9,105,046 60,000,000
Interest payments on long-term debt (6,122,370) (5,338,766)
NET CASH PROVIDED BY (USED FOR) CAPITAL
AND RELATED FINANCING ACTIVITIES (25,006,834) 33,244,243
CASH FLOWS FROM INVESTING ACTIVITIES
Investment eamings received 4,092,846 4,651,781
Proceeds from sales and maturities of investments 67,476,154 47,071,923
Purchase of investments (55,801,915) (104,635,706)
NET CASH PROVIDED BY (USED FOR) INVESTING ACTIVITIES 15,767,085 (52,912,002)
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 4,190,585 (4,525,906)
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 11,877,444 16,403,350
CASH AND CASH EQUIVALENTS, END OF YEAR $ 16,068,029 $ 11,877,444

See Notes to 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 $ 121,893,781 $ 121,094,157
Cash and investments with fiscal agent 38,433,233 46,716,508
Total cash and investments 160,327,014 167,810,665
Less non-cash equivalents (144,258,985) (155,933,221)
CASH AND CASH EQUIVALENTS, END OF YEAR $ 16,068,029 $ 11,877,444

RECONCILIATION OF OPERATING INCOME (LOSS) TO NET
CASH PROVIDED BY / (USED FOR) OPERATING ACTIVITIES:
Operating income (loss) (21,699,311) $ (25,769,905)
Adjustments to reconcile operating income (loss) to net cash provided
(used) by operating activities:

Depreciation 15,162,538 14,572,710

Other nonoperating revenue 1,544,308 2,929,998

Change in assets and liabilities:
(Increase) decrease in accounts receivable, water and sanitation (577,963) (696,259)
(Increase) decrease in accounts receivable, other 414,074 (391,302)
(Increase) decrease in inventory (140,709) (121,444)
(Increase) decrease in prepaid expenses 16,165 (19,286)
(Increase) decrease in contracts receivable 36,325
(Increase) decrease in Calpers prepaid 40,464 37,554
Increase (decrease) in accounts payable (2,806,304) 2,763,436
Increase (decrease) in compensated absences 35,609 (60,001)
NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES (8,011,129) $ (6,718,174)

SUPPLEMENTAL NONCASH INVESTING, CAPITAL AND FINANCING

ACTIVITIES
Unrealized gain (loss) on investments (1,127,538) $ 2,301,224
Developer donated capital facilities 94,332 2,069,786

See Notes to Financial Statements.
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MOULTON NIGUEL WATER DISTRICT

Statement of Fiduciary Net Assets
Fiduciary Fund

June 30, 2011
(With comparative data for prior year)

Moulton Niguel
457 Retirement Plan

2011 2010
ASSETS
Cash and investments (note 2) $ 4,099,460 $ 3,921,254
TOTAL ASSETS $ 4,099,460 $ 3,921,254
LIABILITIES AND NET ASSETS
LIABILITIES
TOTAL LIABILITIES $ - $ -
NET ASSETS
Held in trust for pension benefits 4,099,460 3,921,254
TOTAL LIABILITIES AND NET ASSETS $ 4,099,460 $ 3,921,254

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

Fiscal Year ended June 30, 2011
(With comparative data for prior year)

Moulton Niguel
457 Retirement Plan

2011 2010
ADDITIONS
Contributions:
Plan members $ 222,734 $ 240,674
Plan-to-Plan transfer (in) 29,936 371,480
Investment income 140,560 153,480
TOTAL ADDITIONS 393,230 765,634
DEDUCTIONS
Distribution to Participants 171,705 185,618
Plan-to-Plan Transfer 43,320 38,370
TOTAL DEDUCTIONS 215,025 223,988
CHANGES IN NET ASSETS 178,205 541,646
NET ASSETS - BEGINNING OF YEAR 3,921,255 3,379,609
NET ASSETS - END OF YEAR $ 4099460 $ 3,921,255

See Notes to Financial Statements.
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MOULTON NIGUEL WATER DISTRICT

Notes to the Financial Statements
Fiscal Year Ended June 30, 2011

(1) Summary of Significant Accounting Policies

The accounting principles of the Moulton Niguel Water District (District or MNWD) conform to
generally accepted accounting principles applicable to governmental-type organizations. The
following is a summary of the District’s significant accounting policies:

Reporting Entity

The District was established on November 16, 1960 under the provisions of the California Water
District Law, Division 13 of the 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.

For financial reporting purposes, the District includes all funds that are controlled by or dependent
on the District's Board of Directors. Management has determined that the District is a single
enterprise fund reporting unit for financial reporting purposes by applying the criteria set forth in the
Statement of Governmental Accounting Standards No. 14, The Financial Reporting Entity. This
criteria requires the reporting entity to have a separate elected governing body, that it be a legal
separate entity, and fiscally independent.

Basis of Accounting

The District reports its activities as an enterprise fund. Enterprise funds account for operations that
provide services on a continuous basis and are substantially financed by revenues derived from
user charges. 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.
The District utilizes the modified accrual basis of accounting. Revenues are recognized when
earned and expenses are recognized as they are incurred.

The District applies all applicable Governmental Accounting Standard Board (GASB)
pronouncements in accounting and reporting for proprietary operations. In addition, the District
follows Financial Accounting Standard Board Statements and Interpretations, Accounting
Principles, Board Opinions, and Accounting Research Bulletins issued before November 30, 1989
unless those pronouncements conflict with or contradict GASB pronouncements.

Enterprise funds distinguish 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 an enterprise fund’s principal operations. The principal
operating revenues of the District consist of water, recycled water, and sanitation charges.
Operating expenses for enterprise funds 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.

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

Notes to the Financial Statements
Fiscal Year Ended June 30, 2011

(1) Summary of Significant Accounting Policies, (Continued)

Fiduciary Trust Fund

The fiduciary trust fund accounts for the activities of the 457 deferred compensation plan. Fund
assets are held in trust for plan participants and their beneficiaries. Separate financial statements
are prepared for the Fiduciary Fund and are included as part of this document.

MNWD Public Facilities Corporation

The MNWD Public Facilities Corporation (“Corporation”) was incorporated as a California Non-
profit Public Facilities Corporation on October 12, 1993, and has received tax exempt status from
the Internal Revenue Service and California Franchise Tax Board. The Corporation was formed
for the purpose of providing financing through the issuance of certificates of participation to
construct District infrastructure necessary to provide water, wastewater, and recycled water
services to existing and future customers with the District. Members of the Board of Directors of
the District act as the Corporation’s governing board and exert significant influence over its
operations. Separate financial statements are prepared for the Corporation.

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 are 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 installments, 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 valued at
cost on a first-in, first-out method.

Certain payments to vendors, primarily related to services, reflect costs applicable to future
accounting periods and are initially recorded as prepaid expenses and expensed through the
lifetime of the agreement providing that the total cost of the agreement exceeds $12,000.

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 three years. The cost of normal maintenance and repairs
that do not add to the value of the assets or materially extend asset lives are expensed.
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MOULTON NIGUEL WATER DISTRICT

Notes to the Financial Statements
Fiscal Year Ended June 30, 2011

@ Summary of Significant Accounting Policies, (Continued)

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

Water and sewer systems 10 to 75 years
Capacity rights — limited 10 to 99 years
Buildings 5 to 40 years
Automobiles and equipment 3 to 10 years

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 120 hours or may transfer up to 80 into their deferred compensation plan provided
that they have used at least 40 hours of vacation hours during the fiscal year. Sick leave hours
accrue at a rate of one day per month. Upon termination or retirement, the District pays 100%
vacation leave and, based on a years of service schedule, 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 twelve months or less. Investments held by fiscal agent
are classified as long term assets regardless of the maturity date. These investments are typically
held as a covenant for long term debt service and, therefore, continually re-invested and held until
the maturity of the debt service obligation.

Investments

Investments 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.

Investment income includes interest earnings, changes in fair value (unrealized gains) and realized
gains or losses upon the liquidation or sale 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 included as part of the interest expense 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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MOULTON NIGUEL WATER DISTRICT

Notes to the Financial Statements
Fiscal Year Ended June 30, 2011

(1) Summary of Significant Accounting Policies, (Continued)

Prior Year Data

Selected information regarding the prior year has been included in the accompanying financial
statements. This information has been included for comparison purposes only and does not
represent a complete presentation in accordance with generally accepted accounting principles.
Accordingly, such information should be read in conjunction with the District's prior year financial
statements, from which this selected financial data was derived.

(2) Cash and Investments

Cash and Investments are classified in the accompanying Statements of Net Assets as follows at
June 30, 2011:

Statement of Net Assets:
Cash and investments — current $ 16,068,029
Cash and investments — noncurrent 105,825,753
Cash and investments with fiscal agent 38,433,233
Statement of Fiduciary Net Assets:
Cash and investments 4,099,460
Total cash and investments $ 164,426,475

Cash and investments held by the District at June 30, 2011 consisted of the following:

Cash:

Cash on hand $ 800
Deposits with financial institution 252,450
Total cash 253,250

Investments:
State treasurer’s investment pool 12,957,186
US treasury notes 21,905,847
Federal agency securities 62,943,692
Medium term notes 35,561,898
Certificates of Deposit 12,556,613
Money market funds 18,247,988
Total investments 164,173,224

Total cash and investments $ 164,426,475
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MOULTON NIGUEL WATER DISTRICT

Notes to the Financial Statements
Fiscal Year Ended June 30, 2011

(2) Cash and Investinents, (continued)

Investments Authorized by the California Government Code and the District’s Investment Policy

The following table identifies the investment types that are authorized for the District by the
California Government Code and the District’'s investment policy. The table also identifies certain
provisions of the California Government Code (or the District's investment policy, if more
restrictive) that address interest rate risk and concentration of credit risk. This table does not
address investments of debt proceeds held by bond trustee that are governed by the provisions of
debt agreements of the District, rather than the general provisions of the California Government
Code or the District’s investment policy.

Authorized *Maximum *Maximum
Investment Types By Investment *Maximum Percentage Investment
Authorized by State Law Policy Maturity Of Portfolio In One Issuer
Local Agency Bonds No 5 years None None
U.S. Treasury Obligations Yes 10 years None None
U.S. Agency Securities Yes 10 years None None
Banker's Acceptances Yes 180 days 40% 30%
Commercial Paper Yes 270 days 25% 10%
Negotiable Certificates of Deposit Yes 2 years 30% None
Repurchase Agreements Yes 1 year 10% None
Reverse Repurchase Agreements Yes 90 days 10% None
Medium-Term Notes Yes 5 years 30% 5%
Mutual Funds Yes N/A 20% 10%
Money Market Mutual Funds Yes N/A 20% 10%
Mortgage Pass-Through Securities Yes 5 years 20% None
County Pooled Investment Funds No N/A None None
Local Agency Investment Fund (LAIF) Yes N/A None $50 million
JPA Pools (other investment pools) No N/A None None

*Based on state law requirements or investment policy requirements, whichever is more restrictive.

Investments Authorized by Debt Agreements

Investment of debt proceeds held by bond trustees 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 table below identifies the investment types that are authorized for
investments held by bond trustee. The table also identifies certain provisions of these debt
agreements that address interest rate risk, credit risk and concentration of credit risk.
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MOULTON NIGUEL WATER DISTRICT

Notes to the Financial Statements
Fiscal Year Ended June 30, 2011

(2) Cash and Investments, (continued)
Authorized
Investment Type

U.S. Government Obligations
Federal Agency Securities
Banker’s Acceptances
Municipal Obligations

Money Market Mutual Funds
Investment Agreements

Local Agency Investment Fund

Disclosures Relating to Interest Rate Risk

Maximum

Maturity

None
None

360 days

None

120 days

None
None

Maximum
Percentage
Allowed

None
None
None
None
None
None
None

Maximum
Investment
in One Issuer

None
None
None
None
None
None
None

Interest rate risk is the risk attributable to changes in market interest rates that will adversely affect
the fair value of an investment. Generally, investments with longer maturities have greater
sensitivity to fair value when market interest rates fluctuate. One of the ways that the District
manages its exposure to interest rate risk is by purchasing a combination of shorter term and
longer term investments and by timing cash flows from maturities so that a portion of the portfolio
is maturing or coming close to maturity evenly over time to provide the cash flow and liquidity

needed for operations.

Information about the sensitivity of the fair values of the District's investments (including
investments held by bond trustee) to market interest rate fluctuations is provided by the following
table that shows the distribution of the District’s investments by maturity:

Remaining Maturity (in Months)

12 Months 13 to 36 37 to 60 More Than

Investment Type Total OrLess Months Months 60 Months
State Investment Pool $ 12,957,186 $ 12,957,186 - - -
US Treasury Notes 19,680,718 - 6,676,531 4,240,493 8,763,694
Federal Agency Securities 56,809,745 914,685 14,272,651 14,099,378 27,523,031
Medium Term Notes 35,561,898 5,311,927 15,581,310 14,668,661 -
Money Market Funds 730,444 730,444 - - -

Held by Fiscal Agent:

US Treasury Notes 2,225,129 - 2,225,129 - -
Federal Agency Securities 6,133,947 262,409 4,392,072 1,479,466 -
Certificate of Deposits 12,556,613 12,556,613 - - -
Money Market Funds 17,517,544 17,517,544 - - -
Total $164.173.226 §50,250.808 §43,147,693 §34,487,998 $ 36,286,725
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MOULTON NIGUEL WATER DISTRICT

Notes to the Financial Statements
Fiscal Year Ended June 30, 2011

(2) Cash and Investinents, (continued)
Disclosures Relating to Credit Risk
Generally, credit risk is the risk that an issuer of an investment will not fuffill its obligation to the
holder of the investment. This is measured by the assignment of a rating by a nationally
recognized statistical rating organization. The following table shows the minimum rating required
by (where applicable) the California Government Code, the District's investment policy or debt
agreements and the actual rating as of year end for each investment type.
Rating as of Year End
Minimum
Legal
Investment Type Total Rating AAA AA A Not Rated
State Investment Pool $12,957,186 N/A $ - $ - % - $ 12,957,186
US Treasury Notes* 19,680,718 N/A - - - 19,680,718
Federal Agency Securities 56,809,745 A 56,809,745 - - -
Medium Term Notes 35,561,898 A 5,394,455 11,432,093 18,735,350 -
Money Market Funds 730,444 N/A - - - 730,444
Held by Fiscal Agent:
US Treasury Notes 2,225,129 A 2,225,129 - - -
Federal Agency Securities 6,133,947 A 6,133,947 - - -
Certificate of Deposits 12,556,613 A - 12,556,613 - -
Money Market Funds 17,517,544 N/A - - - 17,517,544
Total $164,173,224 $70,563.276 §$23.988.706 $18,735350 §$ 50,885,892

* Exempt from disclosure

Concentration of Credit Risk

The investment policy of the District contains no limitations on the amount that can be invested in
any one issuer beyond that stipulated by the California Government Code. Investments in any one
issuer (other than U.S. Treasury securities, mutual funds and external investment pools) that
represent 5% or more of total District investments are as follows:

Reported

Issuer Investment Type Amount
Federal Home Loan Bank Federal agency securities $ 12,183,631
Federal National Mortgage Assoc. Federal agency securities 12,795,515
Federal Home Loan Mortgage Corp. Federal agency securities 12,536,991
Tennessee Valley Authority Federal agency securities 12,274,447

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 the possession of an outside party. The custodial credit risk for
investments is the risk that, in the event of the failure of the counterparty (e.g., broker-dealer) to a
transaction, a government will not be able to recover the value of its investment or collateral
securities that are in the possession of another party. The California Government Code and the
District's investment policy limits custodial credit risk by requiring that financial institutions secure
deposits made by state or local governmental units by pledging securities in an undivided collateral
pool held by a depository regulated under state law (unless so waived by the governmental unit).

Page 34



MOULTON NIGUEL WATER DISTRICT

Notes to the Financial Statements
Fiscal Year Ended June 30, 2011

(2) Cashand Investments, (continued)

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 entity deposits by pledging first trust deed mortgage notes having a value of 150% of the
secured public deposits. For investments, the District's portfolio is held in safekeeping in the
District’'s name by a third party bank trust department, acting as agent for the District, under the
terms of a custody agreement.

State Treasurer’s 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 fair value of the District’s investment in this pool is reported in the accompanying financial
statements at amounts based upon the District’s pro-rata 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
recorded on an amortized cost basis.

Investment Earnings

The calculation of realized gains and losses is independent of the calculation of the change in the
fair value of investments and as a result, realized gains and losses of the current period include
unrealized amounts from prior periods.

Investment earnings consist of the following for the year ended June 30, 2011:

Interest Income $3,408,625
Realized and Unrealized Gains 601,274
Total $ 4,009,899
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MOULTON NIGUEL WATER DISTRICT

Notes to the Financial Statements
Fiscal Year Ended June 30, 2011

(3) Other Receivables

Allen-McCulloch Pipeline (AMP)

Before fiscal year 1995, the District was a part owner and participant in the 27-mile AMP used by
MET to deliver potable water to the participants. In fiscal year 1995, the participants sold the AMP
to MET. Under the sale agreement the District will receive $16,158,563 over 37 years. This
represents an approximate 13.6% ownership of AMP. During the year, the District received
$203,841 leaving the year end AMP receivable of $1,282,756. The sale agreement also provides
for the District to continue to have AMP flow capacity rights, but MET has no obligation to deliver
an actual quantity of water.

Retrofit Loans

In November 1996, the Board adopted Resolution 96-26 which allowed for qualifying non-profit
entities and public agency applicants to obtain a loan through the District to finance the cost for on-
site recycled water retrofits of the applicant’s irrigation system. The program offers incentive to
customers who would otherwise have difficulties financing the cost of the recycled water retrofits.
The District has approximately 45 loans outstanding totaling $715,664 which includes both
principal and interest. The re-payment of the loan agreement is structured based on a volumetric
consumption amount of recycled water at $0.25 a billing unit per month. Since re-payment is
based on usage, it is difficult to provide a structured repayment schedule. On average, the District
receives approximately $35,000 a year towards the principal and interest portion of the loan. The
majority of the loans (32) are re-paid within 11 years with the balance of the loans to be repaid
within 20+ years from the date of the agreement.

(4) Operating Leases

The District leases a portion of its facilities for cellular tower antennas sites. Lessees purchase
and install the wireless equipment. These leases are non-cancelable for a period of 10 years with
inception dates ranging from 2000 to the present. Generally the leases are renewable for one 5
year period. The lease agreement allows for a 3% annual CP! increase to the lease payments. At
the lease termination, lessees must remove all equipment and restore the site to its original state.
The total cellular lease revenue for the fiscal year was $1,498,290. Future minimum lease
payments are as follows:

Fiscal Year Ended June 30:

2012 $ 1,480,660
2013 1,525,080
2014 1,570,832
2015 1,617,957
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(3) Capital Assets

Capital asset activity for the year ended June 30, 2011 is as follows:

Balance at Balance at
June 30, 2010 Additions Deletions June 30, 2011
Capital Assets
Water systems $ 561,187,004 $ 8,158,331 $ (4,501,918) $ 564,843,417
Capacity rights - limited 8,551,999 - (272,596) 8,279,403
Buildings 5,639,121 49,680 (6,900) 5,681,901
Automobiles and equipment 10,092,670 764,952 (814,644) 10,042,978
Total cost of depreciable assets 585,470,794 8,972,963 (5,596,058) 588,847.699
Less accumulated depreciation:
Water systems (219,893,344) (13,891,243) 4,501,918  (229,282,669)
Capacity rights — limited - (284,283) - (284,283)
Buildings (2,100,462) (186,533) 6,900 (2,280,096)
Automobiles and equipment (6,608,588) (800,479) 814,644 (6,594,423)
Total accumulated depreciation (228,602,394) (15,162,538) 5,323,462 (238,441,470)
Net depreciable assets 356,856,400 (6,189,576) (272,596) 350,406,229
Capital assets not depreciated:
Land 1,091,910 - - 1,091,910
Construction in progress 13,583,539 17,405,861 (8,606,033) 22,383,367
Capital assets, net $ 371543848 $ 11216285 $_(8,878,629) $ 373,881,506

Depreciation expense for the year ended June 30, 2011 was $15,162,538.
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(6) Long-Term Liabilities

Long-Term liabilities for the year ended June 30, 2011 are as follows:

Bonds Payable:
2003 GOB Refunding Bonds
Less: Gain (Loss) on Refunding

Total Bonds Payable

Certificates of Participation:
1993 COPs
1993 COPs Unaccreted Balance
2003 COPs
2009 COPs
2010 COPs (93 COPs Refunding)
Add: Premium on 2010 COPs
Less: Gain (Loss) on Refunding

Total Certificates

Loans Payable:
CIEDB
Dept. of Water Resources
State Revolving Fund
Total Loans Payable

Compensated Absences:

Vacation Pay
Sick Pay

Total Compensated Absences

Total Long-Term Liabilities

Balance at

Balance at

Due Within

2003 Consolidated Refunding (General Obligation) Bonds

The 2003 Bonds consist of $62,975,000 of serial general obligation bonds.

$ 41,740,000 - (4,340,000) 37,400,000 4,645,000
(1,701,218) - 275,873 (1,425,345) i
40,038,782 - _(4,064,127) 35974,655 4,645,000
11,000,000 - (11,000,000) - .

(167,180) - 167,180 X -
17,840,000 - i 17,840,000 -
60,000,000 . . 60,000,000 i
- 8,965,000 - 8,965,000 1,590,000

- 859,999 (74,320) 785,679
- _(706.704) 61,071 (645.633) -
88,672.820 9118295 (10,846,069) 86945046 1,590,000
1,048,207 - (138,024) 1,810,183 142,030
1,572,735 - (270,208) 1,302,527 276,946
19,968,545 - (1,648.475) 18320070 1,677,597
23,489,487 - (2,056.707) 21432480 2,096,573
414,376 496,567  (500,509) 410,434 500,509
528,752 262,313 _ (222,761) 568,304 222761
943.128 758,880 _ (723.271) 978,737 723270
$.153,144,217 9.877175 (17,690,173) 145,331,219 _9,054,843

This issuance

refunded the 1993 Consolidated Refunding Bonds that were originally issued to fund capital
projects in the service areas of the District. A voter approved tax assessment is levied each year
to pay the debt service on these bonds. The serial bonds accrue interest at rates between 2% and

5% and mature between September 1, 2004 and September 1, 2019.

September 1 and March 1 of each year.
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(6) Long-Term Liabilities, (continued)
2003 Refunding Certificates of Participation (COP)

On August 1, 2003, the Corporation sold $25,145,000 of 2003 Refunding Certificates of
Participation (2003 Refunding COP) to refund a portion of its 1993 Certificates of Participation
(1993 COPs), to fund a debt service reserve fund and pay for delivery costs related to the COPs.
They will remain under the 1993 Indenture $12,625,000 aggregate principal amount of Moulton
Niguel Water District 1993 Certificates of Participation (the “Remaining 1993 Certificates”). The
serial certificates accrue interest at rates between 3% and 5%, interest is payable on March 1 and
September 1 of each year. Principal is repaid annually on September 1, from 2004 and 2008, and
then in 2012 and 2013, and finally between 2018 and 2023.

The District covenants and agrees that it shall comply with and carry out all of its obligations under
the Continuing Disclosure Agreement (CDA). Notwithstanding any other provision of the Trust
Indenture, failure of the District to comply with its obligation under the CDA shall not be considered
an event of Default under the Trust Indenture, and the sole remedy, in the event of any failure of
the District to comply with the CDA, shall be an action to compel performance thereof.

The Moulton Niguel Water District Public Facilities Corporation is in compliance with covenants of
the COPs as of June 30, 2011.

As of June 30, 2011, the Reserve Requirement for the 2003 Refunding COPs is $2,449,043. At
June 30, 2011, the District has $2,335,823 in the reserve account.

2009 Certificates of Participation (COP)

In December 2009, the District issued $60,000,000 of Certificates of Participation federally taxable
“Build America Bonds” to construct projects that provide greater water supply reliability for the
distribution of potable and recycled water. The District has adopted a resolution which states the
intention to develop adequate capacity to sustain at least a 31-day average potable water supply
outage and be able to sustain a 7-day interruption in Metropolitan Water District deliveries. The
COPs received an AA+ stable rating from Fitch rating agency and Standard & Poor’s rating
agency. Fitch later upgraded its rating to an AAA stable. The serial certificates accrue interest at
rates between 5.9% and 6.3%, interest is payable on March 1 and September 1 of each year. The
true interest cost (TIC) is 4.49%. This rate reflects the interest cost net of the subsidy. Under
Section 54AA(g)(2) of the Tax Code, the District is eligible for a cash subsidy payment from the
United States Treasury equal to 35% of the interest payable on the Certificates. The subsidy,
when received, is recorded as intergovernmental revenue. Principal is repaid annually on
September 1 from 2024 through 2039. The COPs were issued as a level debt service with the
District's other outstanding debt. Level debt service reduces large fluctuations in annua! debt
obligations by delaying the payment of the principal portion until other debt service principal
portions are paid.

As of June 30, 2011, the Reserve Requirement for the 2009 COPs is $6,000,000. At June 30,
2011, the District has $6,180,551 in the reserve account.
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(6) Long-Term Liabilities, (continued)

2010 Certificates of Participation (COP)

On November 1, 2010, the Corporation sold $8,965,000 of the 2010 Refunding Certificates of
Participation (2010 Refunding COPs) to refund the remaining portion of the 1993 COPs, to
refinance the 1993 Installment Payments and 1993 Certificates; to fund a debt service reserve
fund for the Certificates; and pay certain costs of executing and delivering the Certificates. The
interest for the 2010 Refunding COP will be calculated from November 1, 2010 at rates from 2%-
4% payable semi-annually on March 1 and September 1 of each year commencing March 1, 2011
and end on the date of maturity or prepayment, whichever is earlier.

The District refunded the 1993 COPs and issued the 2003 COPs and 2010 COPs. The
reacquisition price of the 2003 COPs exceeded the net carrying amount of the old debt by
$647,932. This amount is being netted against the new debt and amortized over the new debt's
life, which equal to the refunded debt. The reacquisition price of the 2010 COPs exceeded the net
carrying amount of the old debt by $785,679. This amount is being netted against the new debt
and amortized over the new debt’s life, which equal to the refunded debt.

As of June 30, 2011, the Reserve Requirement for the 2010 Refunding COPs is $896,500. At
June 30, 2011, the District has $897,301 in the reserve account.

Loans Payable

California Infrastructure and Economic Development Bank (CIEDB)

The District obtained two loans from the California Infrastructure and Economic Development Bank
to finance the construction of certain capital projects related to water and sewer infrastructure. The
loan obtained for the construction of water infrastructure in the amount of $1,700,000 accrues
interest at 2.73%. The loan was obtained for the on-site sodium hypochlorite generation-reservoir
management system, phase Il - installation of ClorTec chlorination tank recirculation systems,
which include on-site sodium hypochlorite generation and ammonia injection units on 16 reservoirs
at 14 sties in the District service area. The loan obtained for the construction of sewer
infrastructure in the amount of $1,111,340 accrues interest at 3.17%. Both loans are due March 1,
2022. Principal is repaid annually on March 1 and interest payments are due semi-annually on
March 1 and September 1.

Department of Water Resources Loan (DWR)

The District obtained a loan for $4,821,611, due October 1, 2015, from the Department of Water
Resources to fund projects for a multi-zone reclaimed water distribution system for non-potable
uses (i.e. irrigation of parks, golf course greenbelts, etc.) pursuant to Chapter 4.7 of Part 6 of
Division 6 of the California Water Code. The project will replace existing potable water with
reclaimed water that meets Title 22, Division 4, Article 4, California Code of Regulation
requirements for water quality. The loan accrues interest at a rate of 2.5%. Principal and interest
payments of $153,927 are due semi-annually on April 1 and October 1.
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(6) Long-Term Liabilities, (continued)
State Revolving Fund Loans (SRF)

The District obtained three State Revolving Fund loans totaling $36,053,400 with the State Water
Resources Control Board was used to finance the Phase Il Revised Expansion Project, consisting
of expanding MNWD’s reclamation system to serve an additional 500 irrigated landscape sites with
4,502 acre-feet per year of reclaimed water and Phase 4 Expansion of the Reclaimed Water
Distribution System. The loans accrue interest at rates ranging from 1.727% to 1.811%. Principal
and interest payments are due annually through October 16, 2017.

Compensated Absences

It is the policy of the District to permit employees to accumulate earned but unused vacation and
sick leave benefits. Vested or accumulated vacation and sick leave are reported as noncurrent
liabilities on the statement of net assets.

Vacation accrual schedules vary depending on length of employment and begin on date of
employment. Maximum vacation accruals may not exceed more than 200% of an employee’s
annual vacation accrual. In June of each year, employees are eligible to receive compensation for
unused vacation leave, not to exceed compensation equivalent to 120 hours, upon meeting certain
criteria. All regular full-time employees are eligible to accrue 96 hours of sick leave a year from the
date of employment. In December of each year, employees who have accumulated more than 176
hours of sick leave are eligible to receive compensation equal to 75% of the hours over 176 hours.

The long-term obligations of the District, excluding amortizations of deferred charges, at June 30,
2011 are as follows:

Certificates of
Bonds Payable Participation Loans Payable
2012 $ 4645000 1,634,306 1,590,000 5,266,676 2,096,573 407,064
2013 4,980,000 1,437,000 1,680,000 5,217,676 2,137,410 366,226
2014 5,235,000 1,231,700 1,740,000 5,150,276 2,178,909 324,727
2015 5,585,000 987,375 1,715,000 5,081,676 2,221,293 282,343
2016 6,000,000 697,750 1,780,000 5,011,776 2,110,605 239,104
2017-2021 10,955,000 735,125 10,510,000 23,783,729 8,190,867 657,576
2022-2026 - - 13,185,000 20,769,541 2,497,146 66,668
2027-2031 - - 15,690,000 16,340,467 - -
2032-2036 - - 19,650,000 10,262,280 - -
2037-2040 - - 19,265,000 _2,761,688 - -
Total $ 37,400,000 6,723,856 86,805,000 99,645,783 21,432,804 2,343,708

(? Rate Covenants

The District is required by certain debt documents to collect revenues which will be at least
sufficient to yield net revenues equal to 125% of debt service payable during the fiscal year. The
following demonstrates the District's compliance with the rate covenants for the year ended June
30, 2011:
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(©) Rate Covenants, (continued)

(8)

The District has a 457 Deferred Compensation Plan.

Debt Service Coverage

Operating Revenues:
Water sales and service charges
Sewer service charges
Meter sales & other
Total Operating Revenues
Non-Operating Revenues:
Connection fees
Cellular lease income
Investment income
Intergovernmental revenue
AMP lease revenue
Other income (expense)
Total Non-Operating Revenues
Total Revenues

Operations & Maintenance Expenses:
Source of supply
Pumping water
Sewage treatment
Water transmission & distribution
Customer service
General, administrative, & other

Total Operations & Maintenance Expenses

Net Revenues
Property Tax Revenues
Sum of Net & Tax Revenues

Debt Service On Parity Obligations
1993 COP
2003 COP
2009 COP
2010 Refunding COP
Governmental loans

Total Existing Parity Obligations

Calculated Debt Service Coverage Percentage

Deferred Compensation Plan

$ 26,860,262

14,448,835
444 346
41,753,443

182,491
1,498,290
5,137,437
1,434,642

203,841

46,018
8,502,719

20,226,162

22,088,538
419,633
8,688,172
3,752,244
311,483
13,130,167

48.200.217

1,965,945
21,346,797
23,312,742

1,811,000
858,800
4,098,976
88,418
2,503,636
-9.360.830

249 %

GV

(B)
(A-B)

(©

©)

(C/D)

The Plan is available to all full-time

employees and Board members. Participants may defer receipt of a portion of their salary until
future years. The employees are not liable for income taxes on amounts deferred until the funds
are withdrawn. Participants can choose to invest their funds either with a third party administrator,
Nationwide Retirement Solutions, Inc., or in the MNWD investment pool. At June 30, 2011, assets
in trust with Nationwide Retirement Solutions total $3,413,161 and assets with the MNWD
investment pool total $4,099,460. Assets held in the MNWD investment pool are reported in
separate fiduciary fund financial statements.
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(9) Retirement Plans

Defined Benefit Pension Plan

The District contracts with California Public Employees Retirement System (CalPERS) to provide
employees with a specified package of benefits upon retirement. CalPERS is a cost sharing
multiple-employer defined benefit pension plan. CalPERS provides retirement and death benefits
to plan members and beneficiaries. CalPERS acts as a common investment and administrative
agent for participating public entities within the State of California. State statute establishes
CalPERS member and employer contribution rates, benefit provisions, minimum funding and all
other requirements. The District's Board of Directors has authority over MNWD participation in
CalPERS, plan amendments and the choice of plan options within CalPERS. The District’s current
plan is referred to as the 2% @ 55 defined benefit plan, where a qualified employee may receive
an annual retirement benefit equal to 2% of their final year compensation times the number of
years of service at age 55. The CalPERS annual financial report may be obtained from their
website at www.calpers.ca.gov.

The District funds these benefits according to actuarially determined contribution rates for both the
employee and employer. To mitigate the costs of rising employer contribution rates the District
implemented a two-tier system for employees based on hiring dates. Employees hired after June
28, 2009 were considered to be Tier 2 employees. Tier 1 employees were asked to contribute a
percentage of the CalPERS member contributions and Tier 2 employees were required to
contribute the entire percentage of the member contribution rate. For this fiscal year, Tier 1
employees contributed .7% of their annual covered salary and the District contributed 6.3% of the
annual covered salary on the employees’ behalf. Tier 2 employees contributed the entire 7% of
the CalPERS member contribution rate. The District did not contribute any funds on their behalf.
Contributions on behalf of Tier 1 employees were $364,467 for the year ended June 30, 2011. The
required employer contribution rate for Tier 1 employees for the year ended June 30, 2011 was
10.7% of employees’ covered payroll. The required employer contribution rate for Tier 2
employees for the year ended June 30, 2011 was 10.145% of employees’ covered payroll. The
District’s contributions to the plan for the years ending June 30, 2009, 2010, and 2011 were
$1,175,883, $1,071,047, and $1,129,261 respectively and equaled the required contributions for
the years. The most recent actuarial valuation is dated June 30, 2009 and is available upon
request.

In fiscal year 2003, California legislation mandated that all agencies with less than 100 active
members be enrolled in a risk-sharing pool with all other agencies in the State with similar benefit
packages. At the time of joining the risk pool, a “side fund” was created to account for the
difference between the funded status of the District's Plan and the funded status of the risk pool.
CalPERS established the risk-sharing pools in 2003 to reduce large fluctuations in employer
retirement contributions caused by demographic events. Each agency has a unique contribution
rate determined by the risk pools normal cost adjusted for the agencies level of benefit
enhancements, funding status prior to joining the pool, and normal cost prior to joining the pool.
The District’s obligation for the side fund pool was $3,403,367 as of December 31, 2008. This
obligation was paid in full on December 31, 2008 and as a result reduced the District's future
years’ employer contribution rates. The payment of the CalPERS side fund created a prepaid
asset which is being amortized over 30 years. The amount amortized for the year ending June 30,
2011 was $40,464.
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(9) Retirement Plans, (continued)

Defined Contribution Pension Plan

The District sponsors the Moulton Niguel Water District Money Purchase Pension Trust (Money
Purchase Plan), a defined contribution pension plan. MNWD Board of Directors established the
Money Purchase Plan and is authorized to amend the Money Purchase Plan and to name its
trustees. All employees participating in the Deferred Compensation Plan and all members of
executive management are eligible to participate in the Money Purchase Plan. Plan investments
are held in trust by Lincoln Financial.

The District matches up to 2% of an employees’ salary to the Money Purchase Plan, if the
employee elects to participate in the Deferred Compensation Plan. In addition, participating
executive management may contribute 5% of their compensation to the Money Purchase Plan.
Employer contributions to the Money Purchase Plan were $111,788 for the year ended June 30,
2011. All contributions are fully vested. The trustee maintains individual accounts for each
participant. Each participant provides direction for investment of their account balance.
Contributions, plus investment returns, are distributed to participants upon termination of
employment and age 55, at disability, or at age 65.

(10) Other Post Employment Benefits (OPEB)

To mitigate the costs of increasing healthcare, the District has imposed a two-tier structure for its
employees. Employees, hired prior to July 1, 2008, retiring from the District at age 55 with ten
years of service to the District receive post-retirement medical benefits for themselves and their
dependents. Employees, hired subsequent to July 1, 2008, retiring from the District at age 60 with
fifteen years of continuous employment receive post-retirement medical benefits for themselves
and their dependents.

Under the authority of the District's Board of Directors, post-retirement medical benefits are
provided to eligible employees. These benefits may be amended at the discretion of the Board of
Directors. The District participates in the CalPERS California Employers’ Retiree Benefit Trust
(CERBT) fund — an investment vehicle that can be used by all California public employers to
prefund future retiree health and Other Post Employment Benefit (OPEB) costs. The CERBT fund
is a Section 115 Trust — set up for the purpose of receiving employer contributions that will prefund
health and OPEB costs for retirees and their beneficiaries.

Eligibility and Benefits: Generally the District provides retiree medical coverage to former full-time
employees and Board Members (OPEB Participants) and their dependents when retirement is
from the District in good standing. OPEB Participants receive this benefit on or after age 60 with 15
years of service if hired or elected on or after July 1, 2008. OPEB Participants receive this benefit
on or after age 55 with 10 years of service if hired or elected before July 1, 2008. After age 65, the
District provides $235 per month cash allotment towards a Medicare supplement policy to the
retiree or former Board Member. Dependent coverage ceases when the retiree or former Board
member reaches age 65.

Membership of the plan consisted of the following at June 30, 2011:

Retirees and dependents receiving benefits 34
Active plan members 108
Total 142
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(10) Other Post Employment Benefits (OPEB), (continued)

District's Funding Policy. The contribution requirements of the District, OPEB Participants,
employees, and Board Members are established and may be amended by the District Board of
Directors. On October 16, 2008, the Board of Directors amended its policy to fund the Annual
Required Contribution (ARC) for these benefits, rather than its previous practice of funding on a
pay-as-you-go basis. This change serves to decrease the District's Unfunded Actuarial Accrued
Liability over time. For fiscal year 2010-2011, the District contributed a total of $626,022 to the
plan including $263,727 for current premiums and $362,295 in voluntary contributions to CERBT.
The District pays the full cost for OPEB Participants using the Health Maintenance Organization
(HMO). OPEB Participants electing coverage through the Preferred Provider Organization (PPO)
contributed $9,328 toward the cost of the coverage (approximately 1% of total premiums).
CalPERS publish separate audited financial statements for CERBT. The report is available online
at www.calpers.ca.gov or by contacting CalPERS at 1-888-CalPERS.

Annual OPEB Cost and Net OPEB Obligation. The District has implemented Government
Accounting Standard Board’'s Statement No. 45 (GASB 45), Accounting and Financial Reporting
by Employers for Postemployment Benefits Other Than Pensions. The District's annual OPEB cost
(expense) is calculated based on the ARC, an amount actuarially determined to comply with GASB
45. The ARC represents a level of funding that, if paid on an ongoing basis, is projected to cover
normal cost each year and amortize any unfunded actuarial liabilities (or funding excess) over not
more than thirty years. The following table shows the components of the District's annual OPEB
cost for the year, the amount actually contributed to the plan, and changes in the District’s net
OPEB obligation for these benefits:

Annual Required Contribution (ARC) $ 626,022
Contributions made (including premium paid) (626,022)

Increase in net OPEB obligation -
Net OPEB obligation, beginning of year -
Net OPEB obligation, end of year $ -

The District's annual OPEB cost, the percentage of annual OPEB cost contributed to the plan and
the net OPEB obligation for Fiscal Year 2011 are as follows:

% of Annual OPEB
Fiscal Year Ended Annual OPEB Cost Costs Contributed Net OPEB Obligation

06/30/09 $ 483,118 100% $0
06/30/10 506,730 100% $0
06/30/11 626,022 100% $0
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(10) Other Post Employment Benefits (OPEB), (continued)

Funded Status and Funding Progress. The funded status of the plan as of July 31, 2010, is as
follows:

Actuarial Accrued Liability (AAL) $ 4,988,183
Actuarial value of plan assets (388,139)
Unfunded Actuarial Accrued Liability (UAAL) $ 4,600,044
Funded ratio (actuarial value of plan assets/AAL) 8%
Covered payroll (active plan members) $ 6,387,000
UAAL as a percentage of covered payroll 72%

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality, and the healthcare cost trend. Amounts
determined regarding the funded status of the plan and the annual required contributions of the
employer are subject to continual revision as actual results are compared with past expectations
and new estimates are made about the future. The schedule of funding progress is presented on
the following table as required supplementary information, presenting multi-year trend information
about whether the actuarial value of plan assets is increasing or decreasing over time relative to
the actuarial accrued liabilities for the benefits.

Actuarial methods and assumptions as of the last actuarial valuation date. Projections of benefits
for financial reporting purposes are based on the substantive plan (the plan as understood by the
District and OPEB Participants) and include the types of benefits provided at the time of each
valuation and the historical pattern of sharing of benefit costs between the District and OPEB
Participants to that point. The actuarial methods and assumptions used include techniques that
are designed to reduce the effects of short-term volatility in actuarial accrued liabilities and the
actuarial assets, consistent with the long-term perspective of the calculations.

The Entry Age Normal Cost Method actuarial cost method is used for determining the benefit
obligations. The actuarial assumptions included a 5.00 percent investment rate of return, which is
the assumed rate of the expected long-term investment returns on plan assets calculated based on
the funded level of the plan at the valuation date, and an annual healthcare cost trend rate
between 5% and 12%. The UAAL is being amortized as a level percentage of projected payrolls
over 20 years. It is assumed the District’s payroll will increase 3.25% per year. Eighty-five percent
of future retirees are assumed to have a spouse. The valuation as of July 31, 2010 was done using
the eligibility criteria at that time. In the future, this will serve to decrease the Actuarial Accrued
Liability of the plan. Future actuarial studies will incorporate this change. As of June 30, 2011,
management has deemed the impact to be minimal since the July 31, 2010 actuarial valuation was
a closed group valuation. Plan assets are as reported by CERBT using the market value of trust
investments.
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(10) Other Post Employment Benefits (OPEB), (continued)

SCHEDULE OF FUNDING PROGRESS

Actuarial
Accrued
Actuarial Liability
Actuarial Value of (AAL) — Unfunded Funded Covered UAALasa %
Valuation Assets Entry Age AAL (UAAL) Ratio Payroll of Covered
Date (a) (b) (b-a) (alb) (c) Payroll

07/01/08 $ 0 $ 4,930,491 $ 4,930,491 0% $ 6,365,000 7%
07/31/10 388,139 4,988,183 4,600,044 8% 6,387,000 72%

(11) Risk Management

The District is exposed to various risks of loss related to torts, theft of, damage to, and destruction
of assets; errors and omissions, injuries to employees; and natural disasters. The District is a
member of the Association of California Water Agencies Joint Powers Insurance Authority
(ACWA/JPIA), which offers a common risk management and insurance program. The program
provides workers’ compensation and property and liability insurance for the District. For each of the
most recent years, settlements did not exceed insurance coverage. The membership includes 291
public water agencies within California. A Board of Directors consisting of representatives from
member agencies governs the JPIA. The general Board of Directors elects Executive Board
members to provide oversight of the operations of the JPIA, including selection of management
and approval of the operating budget.

The District maintains $60,000,000 in primary comprehensive general liability insurance. The
property damage insurance program provided for up to $77,573,267 in coverage on structures and
contents with a $25,000 retrospective allocation point per claim. A $3,000,000 commercial blanket
bond is maintained on employees. The District retains pollution insurance of $2,000,000 and
underground storage tank coverage of $500,000. The District has a $50,000 retrospective
allocation point (self-insured retention) per claim for general and automobile liability for the year.
The District's workman’s compensation level of coverage is $2,000,000 for bodily injury by each
accident and $2,000,000 for bodily injury by disease for each employee. If the District's deposits
are not adequate to meet costs of claims and expenses, a retrospective adjustment to make up the
difference can take place. The District promotes safety in the workplace through an extensive
safety program. As a result of the program, the District has received retrospective refunds on its
workman’s compensation insurance premiums. The District also maintains a self insurance
reserve to provide for expenses incurred to the District for the deductible amounts on insurance
claims under $50,000, please refer to Note 14 on the District's reserve funds for additional
information on the self insurance reserves. Settlements have not exceeded insured limits in the
past three fiscal years.

To obtain complete financial information contact ACWA/JPIA at 5620 Birdcage Street, Suite 200,
Citrus Heights, CA 95610 or via telephone at (800) 231-5742. Information may be available at

www.acwajpia.com.
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(12) Commitments and Contingencies

Capital Improvement Projects

The following material commitments existed at June 30, 2011:

Cumulative
Expenditures as Remaining
Project Name of June 30, 2011 Commitments
New District Enterprise Software $ - $ 3,000,000
Baker Pipeline Regional Treatment 1,398,791 4,411,200
Upper Chiquita Reservoir 15,034,471 1,856,530
Rolling Hills HOA RW Pipeline 34,457 550,000

(13) Joint Powers Authorities and Joint Ventures

South Orange County Wastewater Authority (a California Joint Powers Authority)

The District is a member of the South Orange County Wastewater Authority (SOCWA). SOCWA
collects, treats, beneficially reuses and disposes of wastewater in South Orange County. SOCWA
operates four wastewater treatment plants (WWTP) in the region. SOCWA has ten member
agencies, including three cities and seven water districts. A Board of Directors consisting of
representatives from member agencies governs SOCWA. The Board of Directors controls the
operations of SOCWA, including selection of management and approval of the annual budget.
SOCWA has Project Committees that member agencies participate in financially at various levels,
depending on their capacity rights. Each WWTP is a project, as well as various other physical
facilities such as outfall pipelines. MNWD’s overall participation level is the highest of the member
agencies, approximating 46% of SOCWA. The District deposits money with SOCWA to cover its
share of operation and capital in the project committees the District participates. At fiscal year-end
SOCWA analyzes its actual costs and refunds or collects additional money from its members as
appropriate. Construction deposits made to SOCWA for capital projects are recorded as capital
assets (see note 5).

To obtain complete financial information from SOCWA please contact SOCWA'’s Director of
Finance at 34156 Del Obispo Street, Dana Point, CA 92629 or via telephone at (949) 234-5421.

Joint Regional Water Supply System (Formed Using a Trust Agreement)

The District is one of nine members who participate in the Joint Regional Water Supply System
(JRWSS). JRWSS owns and operates several pipelines including the Joint Transmission Main that
serves MNWD. The pipelines deliver drinking water to the nine member agencies. MNWD has
48.64% ownership rights to the Joint Transmission Main. South Coast Water District (SCWD)
serves as Trustee of JRWSS. As Trustee SCWD maintains the infrastructure, collects money to
cover expenses from the member agencies and keeps records for JRWSS. The District deposits
money with JRWSS to cover its share of operation and capital costs. At fiscal year-end JRWSS
analyzes its actual costs and refunds or collects additional money from its members as
appropriate.

To obtain complete financial information from JRWSS contact South Coast Water District, P.O.
Box 30205, Laguna Niguel, CA 92607 or via telephone at (949) 499-4555.
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(13) Joint Powers Authorities and Joint Ventures, (continued)

San Juan Basin Authority (a California Joint Powers Authority)

The District is also a member of the San Juan Basin Authority (SJBA) a joint powers authority
formed to secure and develop water rights for its member agencies. It currently has permits for
using the San Juan Groundwater Basin as an underground storage reservoir. A capacity of 60,000
acre-feet is classified as usable storage, where water can be routinely put into it by groundwater
recharge basins and withdrawn by a number of high production wells to be drilled in the future. The
state has also given SJBA water rights to divert water from the Basin for beneficial purposes. The
objective of MNWD membership is to diversify and increase its water sources in the future. SUBA’s
membership includes MNWD along with Santa Margarita Water District, Capistrano Valley Water
District and South Coast Water District. A Board of Directors consisting of representatives from
member agencies governs SJBA. The Board of Directors oversees contracts and approves the
annual budget. SIBA has Project Committees that member agencies participate in financially at
various levels based upon ownership or usage. The District deposits money with SJBA to cover its
share of costs in the respective projects. Surplus balances at fiscal year-end are refunded to
member agencies or added to their reserves as determined by the Board of Directors.

To obtain complete financial information from SJBA contact Santa Margarita Water District at
26111 Antonio Parkway, Las Flores, CA 92688 or via telephone at (949) 459-6400

Santiago Agueduct Commission (a California Joint Powers Authority)

The District is a member of the Santiago Aqueduct Commission (SAC) with five other member
agencies. SAC operates and maintains the Baker Pipeline. MNWD has no capacity rights in the
Baker Pipeline and is not responsible for costs to operate and maintain the Baker Pipeline. SAC
also operated and maintained the Allen McColloch Pipeline (AMP) prior to its sale to MET. By
agreement, MNWD funds a small portion of the annual administrative costs of SAC. Irvine Ranch
Water District maintains the infrastructure, collects money to cover expenses from the members,
and maintains the records for SAC.

To obtain complete financial information on the SAC contact Irvine Ranch Water District at 15600
Sand Canyon Avenue, Irvine, CA 92618-3102 or via telephone at (949) 453-5300.

The relationships between MNWD and the joint powers authorities are such that SOCWA,
ACWA/JPIA, JRWSS, SJBA, and SAC are not component units of the District for financial
reporting purposes.

(14) Restricted Net Assets

At year end the District held $312,742 in unspent connection fee revenue. By State law these
amounts must be spent on capital projects. All interest earned in this fund is added to the total
restricted fund balance.
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(15) Unrestricted Net Assets

A portion of the District’s unrestricted net assets have been designated by the Board of Directors
for specific purposes. The details of unrestricted net assets at year end are as follows:

Unrestricted net assets:

Designated for rate stabilization $ 8,901,179
Designated for replacement and refurbishment 13,709,742
Designated for self insurance reserves 1,206,410
Designated for water supply reliability 3,677,265
Designated for planning and construction 30,190,912
Unrestricted, undesignated 68,352,616
Total unrestricted net assets $ 126,038,124

Rate Stabilization

The Rate Stabilization reserves were established to provide funds to be used specifically for
stabilizing potential fluctuation in water service rates of the District that may result in the future due
to changing wholesale water rates charged by MET and passed through to the District by the
MWDOC.

Replacement & Refurbishment

The Replacement & Refurbishment fund was established to replace existing assets, refurbish
existing assets by materially extending the useful life of the asset. Any repairing of an asset that
does not extend the useful life of at the asset will be classified as an O&M expense. The asset
value must be $5,000 or more and have a useful life of at least 3 years. The District anticipates an
increase in these projects as it approaches a “built out” status. The reserves are increased by
revenue from tax revenues equal to the appropriation limit, and replenished annually with a $4.5
million dollar transfer from the General Fund.

Self Insurance

The District maintains a Self Insurance reserve to provide for expenses incurred to the District for
the deductible amounts on insurance claims under $50,000 for repairs to facilities by outside
contractors and expenses related to the State Unemployment Insurance for unemployment claims
made against the District.

Water Supply Reliability Fund

The Water Supply Reliability reserves were created to provide funding for certain projects that will
enhance the District’s ability to provide water to its customers during planned Metropolitan Water
District seven-day shutdowns. The projects will also provide water during unplanned emergency
shutdowns of the District's water conveyance system. The reserves were initially seeded with a $5
million dollar transfer from the Planning and Construction Fund.
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(13) Unrestricted Net Assets, (continued)

Planning and Construction Reserves

Planning and Construction reserves were established to provide funding for new construction
projects. The reserves are increased by Federal and State P.L. 660 funds and clean water grants
if and when received. Designated (budgeted) and emergency construction and planning
expenditures decrease the reserves. These reserves can be increased by tax revenues equal to
the appropriation limit. An annual review of fund balance and budgeted projects will determine the
need for any fund transfers from the General fund.
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MOULTON NIGUEL WATER DISTRICT

Schedule of Revenues, Expenses, and Other Sources (Uses) of Funds

For the Fiscal Year Ended June 30, 2011

The schedule below is the District's adopted Budget Summary in the areas of revenues,
expenses, debt service, capital improvement projects, and other sources and uses of District
funds. It compares the District's projected figures to the actual amounts and is designed to
monitor performance during the year and assist in future budget preparations.

Revenues
Potable Water Sales
Sewer Sales
Recycled Water Sales
Ad Valorem Property Tax (District's share of
1% Property Tax)
General Obligation Bond Assessment
Investment Income
Other Income
RPOI Receivable for AMP Pipeline Lease
Intergovernmental Revenue

Total Revenues

Expenses, Debt Obligations, and Capital
Improvement Projects
Operations and Maintenance
General Obligation Bonds Debt Service
Current Year Debt Obligations
Replacement & Refurbishment Projects
SOCWA & JRWSS Capital Projects
Water Supply Reliability Projects
Planning & Construction Projects
Total Expenses, Debt Obligations, and
Capital Inprovement Projects

Net Income (Deficit)

Other Sources({Uses) of Funds
Grant Funding

Connection Fees
Total Other Sources(Uses) of Funds

Net Increase (Decrease) to Available
Reserves

2010-2011

Adopted Budget

$ 23,908,150
14,797,000
5,888,000

19,265,050
6,160,200
2,654,000
2,008,760

203,841
1,434,642

—£6.310.643

54,465,509
6,159,813
9,458,412
4,704,400
5,938,880

18,300,000
1.545.000

-100.572.414
(24,252,771)

320,000

—320.000

2010-2011
Actuals

$ 22,520,065
14,448,835
4,340,197

21,346,797
5,903,962
4,009,899
2,017,982

203,841
1.434.642

—£6.226.220

48,452,783
6,159,813
9,024,198
2,516,834
3,493,460

10,496,357

871.111

-81.014.556
(4,788,336)

20,530
182,491

—203.021

Variance with

Budget
Over(Under)

$ (1,388,085)
(348,165)
(1,547,803)

2,081,747
(256,238)
1,355,899
9,222

—{03.423)

(6,012,726)
(434,214)
(2,187,566)
(2,445,420)
(7,803,643)
(674.289)

—(19,557.858)
(19,651,281)

20,530

(137,509)

—{116.979)

$_(23932.771) $(4.585315) $ (19,768.260)
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% Variance
with Budget

Over(Under)

(5.81) %
(2.35)
(26.29)

10.81

(4.16)

51.09
46

(0.12)

(11.04)

(4.59)
(46.50)
(41.18)
(42.64)
(43.63)

(19.45)

(42.97)

(36.56)



MOULTON NIGUEL WATER DISTRICT
Notes to the Schedule of Revenues, Expenses, and Sources (Uses) of Funds
For the Fiscal Year Ended June 30, 2011

Revenues

Total revenues were under budget by $93.4 thousand or .12%. Major budget to actual revenue
variations are clarified below:

1)

2)

3)

4)

5)

Recycled Water Sales — The two largest factors for the variance in recycled water sales are
weather and customer efficiency. The last fiscal year provided more rain than prior years
and with new technologies and improved efficiency of the recycled water irrigators, frequent
rain events tend to reduce, sometimes dramatically, the amount of recycled water sold as
compared to other sales (i.e. potable water irrigation, residential use, etc).

Ad Valorem Property Tax — The District received approximately $2.1 million dollars or
10.81% more than anticipated. During the biennial budgeting process assessed valuations
were expected to decline, therefore reducing the amount of property tax revenue the District
would receive.

Investment Income - The District budgeted extremely conservatively due to the economic
downturn. With the markets stabilizing during the fiscal year and prudent investing the
District earned an additional 51% in interest income than expected.

RPOI Receivable for AMP Pipeline Lease — The District receives lease revenue from the
MWDOC for the AMP pipeline.

Intergovernmental Revenue — The 2009 COP issuance is a federally taxable “Build
America Bonds” issuance. The District is eligible to receive a 35% interest subsidy from the
Federal government for the interest expense associated with these bonds.

Expenses

Overall costs for FYE 2011 were under budget by $19.6 million or 19.5%. The major budget to
actual expense variations are described below:

6)

7)

Operations & Maintenance (O&M) — The District spent approximately 89% of its O&M
budget for the year. During the fiscal year, the Board approved additional appropriations of
$225,955 to the original adopted O&M budget. Detailed information on the O&M can be
found on the Budget Comparison Report in this section.

Replacement & Refurbishment (R&R) Projects — The District had approximately 148 R&R
projects scheduled for the year. The District completed approximately 84% or 124 of these
projects. Of the remaining 16% or 24 projects not completed, some were multi-year projects
not intended to be completed in one fiscal year. During the fiscal year, the R&R project
budget was amended to reduce the original adopted budget by $2.6 million. The $2.2
million of unspent funds primarily represents a cost savings on completed projects and
unspent funds for projects not yet completed.
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Expenses, (continued)

8) SOCWA & JRWSS Capital Projects — The District is involved in joint powers agreements
with the South Orange County Wastewater Authority (SOCWA) and South Coast Water
District's Joint Regional Water Supply System (JRWSS). These projects are entirely
managed by these agencies and the District has limited control over completion of these
projects.

9) Water Supply Reliability Projects (WSR) — The District has 16 active multi-year projects.
Of those projects 4 projects or 25% were completed during the fiscal year. The remaining
projects are expected to be completed in future years. During the fiscal year, the WSR
project budget was amended to reduce the original adopted budget by $3.48 million.

10) Planning & Construction (P&C) Capital Projects — The District scheduled approximately
27 P&C projects for the fiscal year. Of these projects, 19 projects or 70% were completed
during the year. Almost all of the remaining projects were scheduled to be completed over
two fiscal years. Unspent funds represent a combination of savings on completed projects
and unspent funds for projects not yet completed.

Other Sources (Uses) of Funds

Items in this category occur infrequently and therefore cannot be classified as an expected
source of revenue or expense.

11) Grant Funding — The District received funds from CalTrans for the relocation of the eastern
transmission main at Oso Parkway. This project was entirely funded by CalTrans and
completed at the start of FY 2010-2011.

12) Connection Fees — Fees collected are based on new development. The District received
connections fees for 144 homes to be constructed at Los Alisos/Jeronimo.
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MOULTON NIGUEL WATER DISTRICT
Operations & Maintenance (O&M) Budget Comparison Report
For the Fiscal Year Ended June 30, 2011

The Operations and Maintenance (O&M) Budget Comparison Report was designed to compare
the expenses of the District to the budget and/or the adjusted budget figures used by the District to
monitor performance during the year. For FY 2011, the District adopted an O&M budget of
$54,239,553 and subsequently adjusted the budget for additional appropriations of $225,955 for a
total adopted appropriation amount of $54,465,509.
$48,452,783 or 89% of the adjusted budget. The Notes to the O&M Budget Comparison Report
provides explanations for major variances in this report.

Description
Accounting Services

Annual Audit

Member Agencies O&M - District's Portion
Director's Fees

Dues and Memberships

Election Expense/Registrar of Voters'
Consulting Services

Equipment Rental

Gasoline and Qil

Insurance — General

Insurance — Workers' Comp/Unemp.
Insurance - Life, Dental, Health & Disability
Legal Services — General Counsel

Legal Services — Outside Counsel
Management Information Systems
Operating Supplies — Main Office
Community Relations/Conservation Supplies
Operating Supplies — Field Office

Other

Contracts & Agreements — Equipment Repairs
Contracts & Agreements — Facilities Repairs
Retirement Program

Safety Equipment and Supplies

Salaries

Non-Capitalized Equipment

(Small Tools)

SOCWA O&M

Special Assessments

Tax Collection Charges

Training and Education

Trave! and Meetings

Utilities

Water Purchases

Meter Purchases

Contingency

Adopted

Budget
$ 206,100
43,500
1,112,392
168,000
73,041
45,000
295,000
132,730
239,525
435,763
392,320
1,589,800
150,000
100,000
409,500
387,510
374,000
344,021
71,250
1,208,645
2,123,300
1,854,305
66,180
7,504,995

32,252
8,353,340
202,775
60,000
91,830
64,250
2,101,920
23,766,459
40,000
200,000

$.54,239,553
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Actual

Adjusted Expense
Budget for FYE 2011
$ 203,650 $ 162,413
43,500 41,627
1,244,392 1,052,202
168,000 121,890
74,234 65,862
45,000 34,042
256,635 119,150
131,130 102,691
239,375 248,078
435,763 408,356
390,820 209,927
1,589,800 1,463,035
150,000 257,462
100,000 129,747
430,305 262,383
385,461 362,827
372,679 191,548
411,846 399,887
79,400 80,532
951,920 873,648
2,220,007 1,995,507
1,948,260 1,824,443
78,741 67,645
7,544,995 7,393,645
43,135 35,717
8,443,340 7,854,408
196,775 238,738
60,000 54,803
78,976 30,891
74,480 73,920
2,106,430 1,395,575
23,766,459 20,854,048
40,000 56,334
160,000 -

54465509 $ 48452783

During the year, the District spent

Remaining
Budget
$ 41,237
1,873
192,190
46,110
8,372
10,958
137,485
28,439
(8,703)
27,407
180,893
126,765
(107,462)
(29,747)
167,922
32,834
181,131
11,959
(1,132)
78,272
224,500
123,817
11,097
151,350

7,418
588,932

(41,963)
5,197
48,084
560
710,855
2,912,412
(16,334)
60,000

$ 6,012,726



MOULTON NIGUEL WATER DISTRICT
Notes to the Operations & Maintenance (O&M) Budget Comparison Report
For the Fiscal Year Ended June 30, 2011

The following denotes explanations for some of the major variances between actual and budgeted
costs for the Operations and Maintenance budget comparison report:

1)

2)

3)

4)

5)

6)

7)

Member Agencies O&M - District’s Portion — This expense represents the District's share of
costs for participation in joint powers agreements with regional water districts. During the fiscal
year, the District requested an appropriation $132,000 to provide for the additional costs
related to the East Orange County Feeder #2. For additional information regarding the
District's joint ventures agreements please refer to Note 12 Joint Powers Authorities and Joint
Ventures in the Notes to the Financial Statements in the financial section of this document.

Insurance — Workers Comp/Unemployment — The District has an extensive safety program
in place and as a result has been able to benefit through refunds from ACWA/JPIA for prior
years’ premiums. Premiums are determined on a MOD factor, which determines the risk level
of the District, and past claims. The District has an extremely low MOD factor and as a result
received a refund of $51,222 from ACWA/JPIA. Additional information on ACWA/JPIA can be
found on Note 12 Joint Powers Authorities and Joint Ventures in the Notes to the Basic
Financial Statements in the financial section of this document.

Legal Services — General Counsel — The additional expenditure in this line item relates to the
legal costs associated with the 3A ETM relocation project.

Legal Services — Outside Counsel — Related to Personnel/Employee Association matters.

Retirement Program — During the fiscal year, the District requested an appropriation of
$93,955 to provide for funds needed for the Annual Required Contribution (ARC) for the
District's OPEB liability. During the fiscal year, the Board of Directors changed the funding
methodology from a 30 year amortization period to a 20 year amortization period and from an
expected 7.75% rate of return to 5.00% rate of return on funds invested in the trust. For
additional information on the District OPEB liability please refer to Note 9 Other Post
Employment Benefits (OPEB) in the Notes to the Financial Statements in the financial section
of this document.

Special Assessments — Property Tax Administrative Costs also known as Senate Bill (SB)
2557 became law in 1989-90 to provide a formula for counties to be reimbursed for their costs
for assessing, billing, collecting, and distributing property taxes. Revenue and Taxation Code
Sections 95.2 and 95.3 authorize the counties to recover these costs from all taxing agencies
except schools and ERAF. The cost collected in FYE 2011 for the 2009-2010 property tax
distribution was $156,610. This equates to approximately .0096 of the amount collected for
property tax revenue in FY 2009-2010. The cost is based on the District's pro-rata share of the
total property tax collected by the County for the District's service area and therefore varies
year to year.

Meter Purchases — Meter purchases corresponds with meter sales. The District purchases
meters based on the amount of new meters that are sold to customers and/or replaced by the
District. Meter sales amounted to $50,441 for FYE 2011.
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8) Contingency — The contingency account was established to provide for unanticipated costs
that will materially affect the budget. The Board of Directors authorized the General Manager
and/or Director of Finance to reallocate the funds from contingency to various other expenses
in this report. For FY 2011 the transfer of funds from the contingency amount are as follows:

a. In order to complete the GIS program, additional District labor was required. A transfer
of $40,000 was approved from Contingency to provide for these costs.

9) Additional Appropriations — During the fiscal year, the Board of Directors approved two
appropriations that would increase the original adopted budget by $225,955:

a. Member Agencies O&M - District's Portion — An additional $132,000 was appropriated
to provide for the additional costs related to the East Orange County Feeder #2.

b. Retirement Program — An additional $93,955 was appropriated to provide for additional
funding of the Annual Required Contribution (ARC) for the District's OPEB liability.
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