Agenda Item No. 5
SACRAMENTO LOCAL AGENCY FORMATION COMMISSION
1112 I Street, Suite #100

Sacramento, California 95814
(916) 874-6458

August 1, 2012
TO: Sacramento Local Agency Formation Commission
FROM: Peter Brundage, Executive Officer
RE: Rio Linda/Elverta Community Water District — Draft

Municipal Service Review — Report Back (LAFC 07-10)

RECOMMENDATION
Receive and file status report.
Overall the District continues to provide adequate water service to the community and

progress is being made to address the water supply and water quality issues. The
following summarizes the significant issues and concerns that continue to exist:

1. Difficulty related to Board meetings;

2. Minimal cash flow to build up a financial reserve;

3. Litigation and related legal costs; and

4. No insurance coverage for “employment practices”.
DISCUSSION

This report summarizes the actions, developments, and events related to the Rio
Linda Elverta Community Water District that have occurred since June 6, 2012.



L Board of Directors
No items to report.
1L Progress of Well and Pipeline Construction
Well No. 15

The District has completed drilling Well No. 15 and completed construction of the
pipeline. The pump building has recently been completed. The access road and fence
have been constructed. The pump has been installed. Fees have been paid to SMUD to
install the electrical service. It is anticipated that all work and the well will be on line by
October, 2012.

Well No. 14

The District has completed drilling the test well. The California Department of Water
Resources has taken water samples to determine the water quality. The District will be
meeting with the CDPH to review options. The test samples indicate that this well
exceeds the arsenic levels permitted by regulatory agencies.

The District has three options: 1) treat this well or the previously constructed well for
arsenic, 2) construct a storage facility, or 3) investigate other locations for possible well
sites. The District needs approval from CDPH to amend the scope of work for the
funding agreement. The Board of Directors has not taken any action on any of the
options. The preferred option of the District Engineer and General Manager would be to
use the first well which produces about 2,000 gpm and treat the water for arsenic.

Well No. 3

Repairs have been made to Well No. 3 in order to place this well into production. Water
samples have been taken for testing to determine if this well can be used. This well can
produce approximately 600 gpm.

I11. Status of CDPH Compliance Orders

The water quality and quantity continue to be satisfactory. Water pressure is subject to
variation because of leaks and equipment failures. However, generally, water pressures
remain adequate and comply with CDPH standards.

The District has satisfied one of the Compliance Orders issued by the CDPH related to
reporting requirements and staffing plans. The first Compliance Order related to water
supply and capacity has not been satisfied because well construction is not complete.



1V. Sacramento Suburban Water District Interconnection

No changes in the operation or status of the intertie with Sacramento Suburban Water
District. RLECWD and Sacramento Suburban Water District renewed this Agreement
during March, 2012. This intertie operates only if water pressure drops below 30 psi.
The District has used approximately 100,000 gallons. The District produces about 60
million gallons per month.

V. Status of District Operations
District Financial Condition

- No significant changes in the overall financial situation of the District. Cash Flow
remains tight. Accounts Payables are not current and the District is operating at a loss or
in the “red” for last several months. The financial condition of the District is not
improving and is actually beginning to erode at an increasing rate. The General Manger
will be recommending that the Board impose a rate hike. The District approved a rate
increase pursuant to Proposition 218 but did not increase rates to the maximum level.
The Board can increase rates to the maximum amount by Resolution.

It appears that the Board is reluctant to raise rates to meet the on-going financial needs
of the District. This could result in bankruptcy or Receivership proceedings

The FY 2010-11 financial audit is complete. A copy of the audit is attached. Note “J” in
the Audit Report indicates that the Auditor’s express concern regarding the District’s
continued operations as a “going concern” because it continues to operate at a loss. The
Auditor has indicated that the District needs to raise rates and impose a standby charge to
ensure adequate revenue for operations and capital improvement programs.
The FY 2011-12 audit will commence in August.

Staffing and Employee Relations

The Board of Directors no longer permits employees to take home District vehicles for on
call emergencies. This has had a negative impact on employee morale.

Urban Water Management Plan
The UWMP is in progress and should be complete by August/September 2012.
Liability Insurance
The Association of California Water Agencies (ACWA) has extended the District’s

liability coverage for a 6 month period; however, this amended policy does not cover
“employment practices”. The District has not been able to get coverage for this



exclusion. The General Manager has contacted ten (10) carriers. This could be a
significant issue

District Operations

The General Manager’s report for June 9, 2012 to July 3, 2012 is attached highlighting
the status of various district operations.

Pending Litigation as of July 16, 2012

Currently, the pending litigation is set forth as follows:

1.) CONFERENCE WITH GENERAL COUNSEL & JPIA COUNSEL - PUBLIC
EMPLOYEE DISCIPLINE/DISMISSAL/RELEASE - The Board of Directors will meet
in closed session pursuant to Government Code §

54957(b)(1).

2.) CONFERENCE WITH GENERAL COUNSEL & JPIA COUNSEL - The Board of
Directors will meet in closed session pursuant to Government Code § 54956.9(a).
Pending Litigation - Liz Myers - Federal Case CIV S-11-02671 EFB.

3.) CONFERENCE WITH GENERAL COUNSEL - The Board of Directors will meet in
closed session pursuant to Government Code § 54956.9(a). Pending Litigation - Joseph
Sherrill. Sac. Superior Court Case # 34-2011-00103481.

4.) CONFERENCE WITH GENERAL COUNSEL - The Board of Directors will meet in
closed session pursuant to Government Code § 54956.9(a). Pending Litigation - Joseph
Sherrill. Sac. Superior Court Case # 34-2012-8000-1135.

5.) CONFERENCE WITH GENERAL COUNSEL - The Board of Directors will meet in
closed session pursuant to Government Code § 54956.9(a). Pending Litigation - Liz
Myers — Fair Employment and Housing Matter.

6.) CONFERENCE WITH GENERAL COUNSEL — PENDING LITIGATION - The
Board of Directors will meet in closed session pursuant to Government Code §
54956.9(a) (Teamsters Local 150 v. RLECWD, PERB case # SA-CE-736M).

7.) CONFERENCE WITH GENERAL COUNSEL - The Board of Directors will meet in

closed session pursuant to Government Code § 54956.9(b)(3)(C). Potential Litigation -
Joseph Sherrill.

8.) CONFERENCE WITH GENERAL COUNSEL - The Board of Directors will meet in
closed session pursuant to Government Code § 54956.9(a). Pending Litigation - Joseph
Sherrill, Unemployment Insurance Hearing Case #'s 4194600 and 4194601.



9.) CONFERENCE WITH GENERAL COUNSEL - The Board of Directors will meet in

closed session pursuant to Government Code § 54956.9(a) Superior Case # 05CS01365 —
Michael Phelan.

10.) CONFERENCE WITH GENERAL COUNSEL - The Board of Directors will meet
in closed session pursuant to Government Code § 54956.9(a). Pending/Potential
Litigation. Cal OSHA v. RLECWD - Docket #R2D1-2288 to 2290).

VI. Summary of Issues
Overall the District is providing adequate water service to the community and progress is
being made to address the water supply capacity issue. However, there are several

concerns that continue to exist;

1. Difficulty related to Board meetings;

2. Minimal cash flow to build up a financial reserve and meet current
expenses;

3. Litigation and related legal costs; and

4. No liability insurance for “employment practices”.

VII. LAFCo Actions

At the request of Sacramento Suburban Water District, I attended their Board Meeting to
give a status report on Rio Linda Elverta Community Water District. At the meeting I
was requested to set up a meeting with the President and General Manager of RLECWD
and the President and General Manger of Sacramento Suburban Water District. The
meeting was held on June 26, 2012.

The purpose of the meeting was to introduce the Board President’s and provide an update
of the current status of operations. A number of issues were discussed. It was
acknowledged that progress has been made to address operational issues. Rob Roscoe
expressed concerns regarding funding a capital improvement program for annual pipeline
replacement and Jerry Trautman expressed concerns about high legal bills and its impact
on the overall financial condition of the District.

In addition, Mary Henrici expressed concerns about not being able to get liability

insurance coverage for “employment practices” and the potential exposure for the
District.

It was a good meeting and it was agreed that it may be beneficial to meet after the
election in November.



Also, on June 27, 2012, Mary Henrici, Jerry Trautman, and Cathy Hood met with
Commission Counsel and LAFCo staff to discuss what could be done to minimize legal
expenses. Jerry Trautman’s report is attached. Legal expenses have been running
$40,000 to 60,000 per month. While a number of solutions were suggested and discussed
it appears that based on the District’s contract for legal services, the District does not
have any ability to control its legal expenses and the District probably cannot terminate
the contract because there is a significant cost to the District.

VIII. Next Steps

LAFCo staff will continue to work with CDPH and the District to monitor the
situation. We will keep the Commission informed.

Respectfully Submitted,

SACRAMENTO LOCAL AGENCY FORMATION COMMISSION

t\%k/:&nw@?v

Peter Brundage,
Executive Officer

cc: Board of Directors and General Manager RLECWD
California Department of Public Health
Sacramento Grand Jury

Attachments



RIO LINDA / ELVERTA
COMMUNITY WATER DISTRICT

Board of Directors
Regular Meeting

Monday, July 16, 2012

Meeting will begin at 6:30 pm
Open Session to begin at 7:30 pm

. Meeting Location:
Visitor's / Depot Center
6730 Front St
Rio Linda, CA 95673

The next Regular Meeting is scheduled for
Monday, August 20, 2012
at 6730 Front Street, Rio Linda

Itis the intent of the Board that meetings shall remain as informal as reasonably possible consistent with the business needs of the District. The Board President or a
majority of the Board may invoke formal proceedings pursuant to Robert's Rules of Order should action be deemed necessary. The Board may discuss and take action on
any item listed on this agenda including items listed as information items. The Board may also listen to other items that do not appear on this agenda, but the board will
not discuss or take any action on those items, except for items determined by the Board pursuant to state law to be of an emergency or urgent nature requiring immediate
action. Copies of the agenda are posted at the Community Center, the District Office and on the District's Web Site at http://iwww.RLECWD.com. All documents relating to
items listed on this agenda are available for public inspection at the District office: 730 L Street, Rio Linda, California. The public will be given the opportunity to directly
address the Board on each listed item during the Boards consideration of that item. An opportunity for public comment on other items within the jurisdiction of the Board is
offered under the item “Public Comment" and such comments are welcomed. Reasonable time limitations may be imposed on each speaker by the Board President. The
Board may address any items in any order as approved by the Board.

Upon request, agendas and documents in the agenda packet will be made available in appropriate alternative formats to persons with a disability, as required by law. Any
such request must be made in writing to the Rio Linda/Elverta Community Water District, 730 L Street, or P.O. Box 400, Rio Linda, CA 95673. Requests will be valid for the
calendar year in which the request is received and must be renewed prior to January 1st of the next year. Persons needing disability-related modifications or
accommodations in order to participate in public meetings, including persons requiring auxiliary aids or services, may request such modifications or accommodations by
calling the Rio Linda/Elverta Community Water District at (916) 991-1000 at least 48 hours prior to the meeting.

Rio Linda/ Elverta Community Water District, Board of Directors

Jerry Trautman, President  Frank Caron, Director  Vivien Spicer-Johnson, Director General Manager/Secretary to the Board
Cathy Hood, Vice President Courtney Caron, Director Mary Henrici

CALL TO ORDER AND ROLL CALL The President will call the meeting to order and take roll.
PLEDGE OF ALLEGIANCE The President will lead the pledge of allegiance.

ANNOQUNCEMENTS

| Public comment for closed session items only: The public is
invited to comment on any item listed on the closed session
agenda. Each speaker is limited to 2 minutes.

The Board of Directors will convene to Closed Session to
iscuss the following items.

CLOSED SESSION 1.) CONFERENCE WITH GENERAL COUNSEL & JPIA
COUNSEL - PUBLIC EMPLOYEE
DISCIPLINE/DISMISSAL/RELEASE - The Board of Directors will
meet in closed session pursuant to Government Code §
54957(b)(1).
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Monday, July 16, 2012

CLOSED SESSION (Con't) . : 2.) CONFERENCE WITH GENERAL COUNSEL & JPIA

‘ » : COUNSEL - The Board of Directors will meet in closed session
pursuant to Government Code § 54956.9(a). Pending
Litigation - Liz Myers - Federal Case CIV $-11-02671 EFB.

3.) CONFERENCE WITH GENERAL COUNSEL - The Board of
Directors will meet in closed session pursuant to Government
Code § 54956.9(a). Pending Litigation - Joseph Sherrill. Sac.
‘| Superior Court Case # 34-2011-00103481.

4.) CONFERENCE WITH GENERAL COUNSEL - The Board of
Directors will meet in closed session pursuant to Government
Code § 54956.9(a). Pending Litigation - Joseph Sherrili. Sac.
Superior Court Case # 34-2012-8000-1135.

5.) CONFERENCE WITH GENERAL COUNSEL - The Board of
- |Directors will meet in closed session pursuant to Government

- |{Code § 54956.9(a). Pending Litigation - Liz Myers - Fair
Employment and Housing Matter.

~|6.) CONFERENCE WITH GENERAL COUNSEL - PENDING
LITIGATION - The Board of Directors will meet in closed session
|pursuant to Government Code § 54956.9(a) (Teamsters Local
1150 v. RLECWD, PERB case # SA-CE-736M).

7.) CONFERENCE WITH GENERAL COUNSEL - The Board of
Directors will meet in closed session pursuant to Government
Code § 54956.9(b)(3)(C). Potential Litigation - Joseph Sherrill.

8.) CONFERENCE WITH GENERAL COUNSEL - The Board of
Directors will meet in closed session pursuant to Government
Code § 54956.9(a). Pending Litigation - Joseph Sherrill,
“{Unemployment Insurance Hearing Case #'s 4194600 and
4194601.

9.) CONFERENCE WITH GENERAL COUNSEL - The Board of
Directors will meet in closed session pursuant to Government
-|{Code § 54956.9(a) Superior Case # 05CS01365 - Michael
Phelan. .

10.) CONFERENCE WITH GENERAL COUNSEL - The Board of
Directors will meet in closed session pursuant to Government
Code § 54956.9(a). Pending/Potential Litigation. Cal OSHA v.
~|RLECWD - Docket #R2D1-2288 to 2290).

Reconvene Open Session The President will reconvene the open session of the meeting.

Announcements from Closed Session The President will report on any actions taken in closed

session. Including any motion or resolution required as a result
of closed session discussions.

PUBLIC COMMENT : : Members of the public are invited to speak to the Board

: v regarding items within the subject matter jurisdiction of the
District that are not on the agenda or items on the consent
agenda. Each speaker may address the Board once under
Public Comment for a limit of 2 minutes. (Policy Manual §
2.01.160) The Board cannot act on items not listed on the
agenda and, therefore the Board cannot respond to
non-agenda issues raised during Public Comment other than to
provide general information.
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Monday, July 16, 2012

The Board will be asked to approve all Consent ltems at one time without discussion.
Consent Items are expected to be routine and non-controversial. If any Board member,
staff or interested person requests that an item be removed from the Consent ltems, it will

be conS|dered W|th the action items.

% |The Board will review and approve minutes of previous
-;meetings.

| The Board will review and approve the expenditures since the
“z:meeting of June 18, 2012.

~<{The Board will review and approve the credit card activity since

-z|the meeting of June 18, 2012.

| The Board will discuss and approve the 2010-2011 FY Audit.

" |The Board will discuss changing the August meeting date to
-~|August 13, 2012.

: The Board will receive additional information on Well #15
".:|Change Order #2. This is a no cost change order. The Board
ersjwill approve the change order.

|The Board will discuss and possibly approve the settliement
~-|agreement and release with Mary Harris for legal fees.

| The Board will be asked for direction on how to proceed with
+-|the project.

s The Board will discuss and approve Resolution 2012-12
.:/]accounting policies recommended in the 2009-10 Audit.

: The Board will discuss and approve Resolution 2012-13
. |Director Responsibilities.

|The Board will discuss, review and amend the General

Managers contract.

: The Board will discuss and approve Resolution 2012-14 District
; Vehicle Usage Policy.

Requested by G M Mary Henncl

~:{The Board will discuss and determine which method will be
“Jused to meet the UWMP the Best Management Practices

(BMP'S) requirement.

11 Meetmg wnth LAFCo and Sacramento Suburban o
Water Dlstrlct RS CUEEm

B Réqdesfed by G.M;; ‘M_'ary. Henrici

.| The Board will receive an update regarding a meeting with
2+ |LAFCo and Sacramento Suburban Water District.
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Monday, July 16, 2012

o ! The Board will receive an update regarding a meeting with
B L AF Co regarding Legal Costs.

The Board will discuss the location of Closed Session Memory
Chips.

The Board will discuss and approve the Risk Assessment Policy
| as recommended by District Auditor.

The Board will receive proposed solutions to pressure problem
Bland be asked to give directions on how to proceed.

B On or about June of each year the Board will perform their
lannual review of the General Counsel (GC). The Board is
8 requested to take action on each item listed below separately;

1a - Request an amendment of the contract to provide not to
| exceed an amount of $20,000/month.
B b - GC to provide clarification of travel costs.
%1c - Discuss the 2012-13 Legal Budget of $265,000 and how to
i control that budget.
#d - Discuss cost cutting measures including Board action to
8l require attorney to submit cost cutting suggestions.
e - Board action instruct attorney that GM is to handle all
| non-litigation items she feels she is capable of completing
(public records request, OSHA, unemployment claims,
routine labor matters, construction issues and former
8 cmployee health insurance).
8 \f - GC to create a standard form contract to minimize legal
|l review time.
ll0 - GC to provide written proposals on how to end each case
§  and bring to the next Board meeting.
| h - Request GC to comply with policy 2.05.200 regarding
B inquiries from Board Members.
fli - GC to provide name of ethics attorney who reviewed GC
8l current contract and ask for a copy of report provided.
£ - GC not to be paid for items not authorized to spend time on.

8 The Board is requested to take action on each item listed below
separately;

a - Board to instruct GM to send only items to attorney she
e feels she is not capable of handling.

B b - Request estimates on each new legal item which will be

ll compared to outside attorney costs estimate.

c Board to find pro bono attorneys to help defer costs.
f d - Board to approve President to communicate directly to
[ public member(s) regarding correct & cure issues.
B e - Board to curtail Director's contact with attorney except for
8| discussions at Board meetings.
S - Board to discuss the necessity of having GC attend all
Board meetings. Discuss alternative of having GC attend
electronically or retaining a Brown Act Parliamentarian.
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Monday, July 16, 2012

DISTRICT FINANCIAL REPORTS

Written reports attached

DISTRICT ACTIVITY REPORTS

Written reports attached

Per AB 1234 the Board of Directors will report on their meeting
*|activities.

Directors' and the General Manager may comment on matters
not on the agenda, but no action other than placing the matter
on a future agenda for discussion or a report from staff is
allowed by the Brown Act.

Any letters and correspondence to the Board from the
community and other entities.

ADJOURNMENT The President will adjourn the meeting.

50f5



‘Richardson & Company | 550 Howe Avenue, Suite 210

Sacramerito; California 95825

Telephone: {916):564-8727
FAX: (916) 564-8728

June 12,2012

. To the Board of Directors

Rio Linda/Elverta Commiunity Water District
Rio Linda, California.

" We have audited the financial statements of the Rio Linda/Elverta Co.mmuiﬁty Water District (the

District) for the year ended June 30, 2011; and have issued our report thereon dated June 12, 2012.
Professional standards require that we provide you with information about our responsibilities’ under

. generally accepted auditing standards as well as certain information related to the planned scope and

timing of our audit. We have communicated such information in our engagement letter dated November
4, 2010, Professional standards also require that we communicate to you the following information
related to our audit. -

Significant Audit Findines
Qualitative Aspects of Aecounting Practices

Management is responsible for the selection and use of approprlate accounting policies. The significant
accounting policies used by the District are. described in Note A to the financial statements. No new
accounting policies were adopted and the application of existing policies was not changed during the year.
However, the followmg items related to the application of accounting principles were noted in our prior

'year audit and still require your attention in the current year. Because of the pervasiveness of these items,
we disclaimed our opinion on the financial statements of the District.

» The District was required to implement Government Accounting Standards Board Statement No.
45, which requires that a liability be recorded for healthcare benefits provided to retirees:
Because the calculation of the liability is performed by an actuary and the District did not have an

_actuarial valuation performed, the District has not accrued this liability, The liability could be
significant, but the impact could not be determined.

¢ The District did not perform a physical inventory obsetvation of its supplies inventory, so the
“amount of inventory reflected as of June 30, 2011 is the same ds for June 30, 2010 and for June
30,2009, Because the District does not have a perpetual mventory system, the inventory balance
could not be deteriined by othér means.

« The District has disclosed that there have been allegations of fraud and that investigations by
outside organizations are being performed. Because we do not krow the outcome of those
investigations and the potential impact on the financial statements, this uncertainty is described in
the audit-opinion.

s Note L of the financial statements refers to the doubt about the District’s ability to continue as a
going concern, primarily related to the operating losses the District has been experiencing,



Board of Dn'ectors ’
Rio Linda/Elverta Community Water Dlstnct
Page?2

We noted no transaction entered into by the District during the year for which there is a lack of
authoritative guidance or consensus. We noted several transactions have been recognized in the financial
statements in a different period than when the transaction occurréd. However, audit adjustments were
made to ensure the transactions were recorded inthe proper period.

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 affectmg them may - differ
significantly from those expected. The most sensitive estimates affecting the financial statements were:

-depreciable lives and method used to-depreciate capital assets and the collectablhty of receivables, - We

évaluated the key factors and assumptions used to develop the estimates in detennmmg that they. are
reasonable in. relatlon to the financial statements:taken as a whole.

Difficilties _Encountered in Performing the Audit

The material weaknesses in internal control encountered in completing our audit as documented in the
internal control report and the large number of adjustments during the audit process resulted in significant
delays and additional time needed to complete the audit.

Corrected and Uncorrected Misstatemenits

Professional standards require us to accumulate all known and likely misstatements 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 except one minor amount. The aftached schedule
summarizes the uncorrected misstatement. Management has defermined that the effect is immaterial,
both individually and in the aggregate, to the financial statements taken as a whole. Audit adjustments
included 33 entries needed to correct balances of the accounts and transactions not reconciled or analyzed
prior to the start of our audit. This large number of ad_)ustments indicates that the District’s. reporting
processes and closing procedures need ‘to be- strengthened to ensure these types of adjustments are
identified and recorded prior to the start of the audit so they do not have a significant effect on the
District’s financial reporting process: A list of these adjustments is attached.

Disagreements With Management

* For purposes of this letter, professional standards define a disagreement with management as a matter,

whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing
‘matter that could be significant to the financial statements or the auditor’s report. We are pleased to
report that no such disagreemernts arose during the course of our audit.

Management Representations

We have requested certain representations from management that are included in the management
representation letter dated June 12, 2012.

Management Consultations With Other Indepehdent'Accb_untants

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.



Board of Directors
Rio Linda/Elverta Community Water District
Page3

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 Disfrict’s auditors. However, these
discussions oceurred 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 Boatd of Directors and management of the District
and is not intended to be and should not be used by anyone other than these specified parties.

June 12,2012 -



RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
AUDITED FINANCIAL STATEMENTS
June 30,2011
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Richardson & Company - 550 Howe Avenue, Suite 210

Sacrarmiento, California 95825

Telephone: (916) 564-8727
FAX: (916).564-8728

INDEPENDENT AUDITOR'S REPORT

To the Board of Diréctors

" Rio Linda/Elverta Community Water District

Rio Linda, California

'We have audited the accompanying basxc f nancial statements of the Rio Linda/Elverta Commumty Water District
(the District) as of June 30, 2011 and 2010 and for the years then ended, as listed in the table-of contents. These .
financial statements are the responsibility. of the District’s management. Our responsublllty is to express an opinion

onthese financial statements based on.our audrts

Except as dlscussed in the following ‘paragraphs, we conducted our audit in accordance with auditing standards
generally accepted in the United States of America, the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comiptroller General -of the United States and the Stafe Controller’s

Minimum Audit Requiremenits. for California Special Districts. Those standards require that we plan and perform
the audit fo obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts-and disclosures- in the basic financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluatmg the overall financial statement presentatlon We believe that our audit provides a
reasonable basis for-our opinion.

The District has not adopted Governmental Accounting Standards Board Statement (GASBS) No. 45, Accounting
and Financial Reporting by Employers for Postemployment Benefits: Other Than Pensions, and aceordingly has not
recorded a hablhty for post-employment benefits. Accounting principles generally accepted in the United States of
America require the liability to be recorded as of June 30, 2010, which would decrease net assets and increase
expenses of the District. The amount by which this departure would affect the et assets and expenses:of the District
is mot readily determinable. Disclosures required by generally accepted accounting principles related to the post-
employment benefits and related {iability has also been omitted:

In addition, the District did not perform a physical inventory at June 30, 2011 and 2010 and, accordingly, has not
adjusted the inventory balance since June 30, 2009. We were unable to satlsfy ourselves about the inventory
quantities by means of other audit procedures:

" The District has-disclosed that there have been allegations of fraud and that investigations by outside organizations

are being performed. The outcome of these investigations is not known.

The accompanying finaricial statements have been prepared.assuming that: the District will continue as a going
concern. As discussed in Note J to the financial statements, the District has suffered recurring losses from
operations, which raise: substantial doubt about its ability to continue as a going concern. Management’s plans
regarding those matters- alse aré described in Note J. The financial statements- do not include any -adjustments that
mxght result from the outcome of this uncertairity.

Because of'the srgmﬁcance of the matters described: in the precedmg paragraphs, we are unable. to express, and ‘we
do not express, an opinion on the financial statements referred to in the first paragraph.

In accordance with Government Auditing Standards, we have also issued our report on our consideration of the
Agency’s internal control over financial reporting and our tests of ity compliance with certain provisions: of laws,

1



To the Board of Directors ,
Rio: Linda/Elverta Community Water District

regulations, contracts and grants. The purpose of that report is-to describe the scope of our testing of internal control
over financial reporting and compliance and the results of the testing, and not to: provide and opinion on the internal
control over financial reporting or on compliance. That feport is an integral part of .an-audit performed in
accordance with Governmental Auditing Standards, and should be read in conjunction with this report in
considering the results of our audit.

The District has-not presented Management’s Discussion and Analysis that accounting principles generally accepted
in the United States has determined is necessary to supplement, although not reguired to be- part. of the basic:

financial statements. )
¥

“June 12, 2012

e’



RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT

BALANCE SHEETS
June 30,2011 and 2010
A 2011 2010-
ASSETS
CURRENT ASSETS

Cash and investments $ 280622 § 102,720

Accounts receivable 329,629 287,572

Accrued interest receivable 18 . 309

Inventory 45,894 45,894

Prepaid expenses _ : 18,708 27,708

TOTAL CURRENT ASSETS 674,871 464,203
RESTRICTED ASSETS -

Restricted cash.and investments 386,433 25 _1-,'26'4
CAPITAL ASSETS, NET 8,309,700 8,223,760
OTHER NONCURRENT ASSETS

Deferred bond isstance costs 173,557 181,641

TOTAL ASSETS § 9,544,561 § 9,120,868
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES

Accounts-payable $ 653,042 3 194,130

Accrued salaties and benefits 21,055 36,353 .

Acerued interest payable 24,719 25,169

Deposits payable 25922 30,489

Deferred revenue 22,032 22,032

Current portion of compensated absences 15,234 20,182

Current portion of bonds payable 95,000 90,000

’ TOTAL CURRENT LIABILITIES 857,004 418,355
LONG-TERM LIABILITIES -
Bonds payable 2,698,100 2,754,334
TOTAL LONG-TERM LIABILITIES 2,698,100 2,754,334
TOTAL LIABILITIES 3,555,104 3,172,689
NET ASSETS

Invested:in capital assets, net of related debt 5,516,600 5,357,179

Restricted for debt service 243,329 242,485

Restricted for capital improvements 143,104 8,779

Unrestricted 86,424 339,736

TOTAL NET ASSETS 5,989,457 5,948,179

$ 9,120,868

TOTAL LIABILITIES AND NET ASSETS § 9,,544,561_

The accompanying notes are an integral part.of these financial statements.



RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

For thie Years Ended June.30, 2011 and 2010

2011

2010
OPERATING REVENUES :
Water sales : $ 1,546,497 $ 1,420,153
Account service charges . 136,453 123,907
Other water service fees. : 2,955 2,180
Other 10,733 10,097
i TOTAL OPERATING REVENUES 1,696,638 . 1,556,337
OPERATING EXPENSES .
Personnel services ) 698,360 688,774
Professional services - 478,968 174,163
Fie¢ld operations: ' : )
Transmission and distribution 53,781 100,181,
Pumping " 190,191 176,198
Transportation : 16,450 17,695
Treatment : 20,198 15,611
Other 168,342 84,655
Conservation ) 1,896 3,505
Administration 217,313 184,078
Depreciation and:amortization . ’ 321,697 307,009
TOTAL OPERATING EXPENSES 2,167,196 1,751,869
NET (LOSS) INCOME FROM OPBRATIQNS - (470,558) . (195,532)
NON-OPERATING (EXPENSES)REVENUES : .
Surcharge ) 462,681 . 364,204
Interest income : . 575 1,469
Miscellanéous income : 3319 8,032
Property tax 63,296 63,348
Rental iricome - 69,464 58,859
Lawsuit:settlement - 102,057
Interest expense (186,898) (216,223)
Other non-operating expenses _ (2,658) {2,066)
' TOTAL NON-OPERATING REVENUES (EXPENSES) 511,836 277,623
CHANGE IN'NET ASSETS 41,278 §2,091
‘Net-assets, beginning of year 5,948,179 5,866,088

NET ASSETS AT END OF YEAR $ 5,989,457

$ 5,948,179

The accompanying notes are an integral part of these financial statements.
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RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT

STATEMENTS OF CASH FLOWS

For the Years Ended June 30, 2011 and 2010

CASH FLOWS FROM OPERATING ACTIVITIES
Cashireceipts from customers
Cashrpaid to suppliers for goods-and services
Cash:paid to employees for services
'NET CASH PROVIDED BY OPERATING ACTIVITIES

CASHFLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Miscellaneous income
Property taxes received
Rental income received
Non-operating expense paid
- Settlements received
NET CASH PROVIDED BY NONCAPITAL FINANCING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Swircharge received
Payments:on long-term debt
Purchase and-construction of properiy
Interest paid on long-term debt

NET CASH USED BY CAPITAL AND ~

RELATED FINANCING ACTIVITIES
CASHFLOWS FROM INVESTING ACTIVITIES
. Investment income received
NET CASH PROVIDED BY INVESTING ACTIVITIES
NET INCREASE (DECREASE) IN:CASH AND CASH EQUIVALENTS

Cash and cash equivalents at beginning of year

CASH AND CASH EQUIVALENTS AT END OF YEAR

- Cash and cash equivalents consist of the following:

Unrestricted
Restricted

(Continued)

2011

2010

¥ 1,663958 $ 1,557,225

(679,227) (686,537)
(718,606) _ (680,089)
. 266,125 190,599
3,319 8,032
63,296 63,348
69,464 , 58,859
{2,658) (2,066)
102,057 .
235,478 128,173
448,737 334,025
(90,000 - (85,000)
(399,553) (440,334)
(148,582)  (152,288)
(189,398) (343,597)
866 2,139
866 2,139
313,071 (22,686)
353,984 376,670
$ 667,055 § 353,984
$ 280,622 § 102,720
386,433 251,264
$ 667055 $ 353,984



RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT

STATEMENTS OF CASH FLOWS (Continued)

For thie Years Ended June-30, 2011 and 2010

RECONCILIATION OF NET INCOME FROM OPERATIONS TO
NET CASH PROVIDED BY OPERATING ACTIVITIES:
Net income from operations
Adjustments to reconcile net income from operations to
nét cash provided by-operating activities:
Depreciation and amortization
Changes in-assets and liabilities:
Accountsreceivable
Prepaid expenses and other assets
Accounts'payable
Accrued salaries and benefits
Deposits payable
-Compensated absences

2011 2010

$ (470558) § (195,532)

321,697 307,009
(28,113) 4,278
9,000 © (5,908)
458,912 75,457
(15,298) 36,090
(4,567) (3,390)

(4.948) (27,405)

NET CASH PROVIDED BY OPERATING ACTIVITIES § - 266,125 § 190,599

The accompanying notes are an integral part of these financial statements.




RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS
June 30,2011

NOTE A —~ REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The basic financial statements of the Rio Linda/Elverta Community Water District (District) have been prepared in
conformity with generally accepted accounting principles as applied to government units, The Govemnmental

- Accounting Standards Board (GASB) is the accepted standard setting body for establishing governmental

accounting and financial reporting principles. As allowed by the GASB, the District-has elected not to apply to.its
proprietary activities Financial Accounting Standards Board Statements and Interpretations, Accounting Principles
Board Opinions, and Accounting Research Bulletins of the Committee of Accounting Procedures issued after
November 30, 1989, The more significant of the District’s accounting policies-are described below.

Reporting Entity: The District was formed on November 9, 1948 and provided water and sewer services. Sewer
services were transferred to Sacramento County in 1976. The District no longer provides sewer service. The District
currently provides domestic water service and fire flows to approximately 4,610 metered accounts, including
procurement, quality, and distribution. The District is governed by a Board of Directors consisting of five directors
elected by residents of the District. ’ '

Basis of Presentation — Fund Accounting: The District’s resources are allocated to and accounted for in these basic
financial statements as an enterprise fund type of the proprietary fund group. The enterprise fund is used-to account
for operations that are financed and operated in a manner similar to private business enterprises, where'the intent of
the governing body is that the costs (expenses, including depreciation) of providing goods or services to-the general
public on a continuing basis be financed or recovered primarily through user charges; or where: the governing body
hag decided that periodic determination of revenues earned, expenses incurred, and/or-net income is appropriate for
capital maintenance, public policy, management control, accountability, or other policies. Net assets’ for the
enterprise fund represent the amount available for fiiture operations.

Basis of Accountiig: The accounting and financial reporting treatment applied to a fund is determined by its
measurement focus. The enterprise fund type is accounted for on a flow of economic resources measurement focus.
With this measurement focus, all assets. and all liabilities associated with the operation of this fund are included on

- the balance sheet. Net assets are segregated into ‘amounts invested in capital assets, niet of related debt, amounts

restricted and amounts unrestricted. Enterprise fund type operating statements: present increases (i.e., revenues) and
decreases (i.c., expenses) in net total assets, .

The District uses the accrual basis of accounting. Under this method; revenues are recorded. when earned and
expenses are recorded at the time liabilities are incurred. Eamed but unbi}led water services are accrued as révenus,

Operating revenues and expenses. consist of those revenues z_:_md expenses that resul from the ongoing principle
operations of the District. Operating revenues consist primarily of charges for services. Non-operating revenues
and expense consist of those revenues and expenses that are related to- financing and investing types'of activities and

- ‘result from nonexchatige transactions or ancillary activities.

When both restricted and unrestricted resources are available for use, it is the District’s policy fo use restricted
resources first, then unrestricted resources as they are needed.

Use of Estimates: The preparation of financial statements in conformity with generally accepted ‘accounting
‘priticiples requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date-of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Cash and Cash Equivalents: For purposes of the statement of cash flows; the District considers all highly liquid debt

_instruiments purchased with a maturity of three months or less to be cash equivalents. Cash and cash equivalents-
“held include bank deposits, Local Agéncy Investment Fund (LAIF), an investment pool managed by the State of

California, and money market mutual funds.

Restricted Assets: Certain proceeds of the District’s long-term debt are classified as restricted investments on the
balance sheet because their use is limited by applicable debt covenants and ordinances. In addition, proceeds from
the-surcharge levied.on customer accounts:are. restricted for capital improvements,

7



RIO LINDAZELVERTA COMMUNITY WATER DISTRICT
‘NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued)
June 30, 2011

NOTE A ~REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Investments: Investments are stated at their fair value, which represents the quoted or stated market value.
Investments that are not traded on a market, such as investments in external pools, are valued based on the stated falr
value as represented by the external pool. The District:does not-have a Board approved Investment Policy.

Inventory: Inventory consists primarily -of materials used in"the construction and maintenance of the water
distribution facilities and is-valued on a ﬁrst-m, first-out basis.

Capital Assets: Capital assets are recorded at historical cost. Donated assets are valued at estimated fair vaiue on
the date received. Self-constructed assets are'recorded based ‘on the amount of direct labor, material, and ceitain
ovethead charged to the asset'construction. Depreciation ig calculated:using the straight-line method over estimated
useful lives.of 8 to 60 years for transmission-and distribution and 3 to 50 years for general plant agsets. Depreciation
expense in the amount of $313,613 and $298,925 was recorded for the years ended June 30, 2011 and 2010,
respectively, andis mcluded with depreclatlon and amortization expense.

Maintenance and repairs are charged to operanons when incurred. It is-the District’s policy to: capitalize all capital
assets with: an initial cost'of more than $1,500 and an estimated useful life in excess of two years. Costs of assets
sold or retired (and the related amounts of accumulated deprecxatxon) are.eliminated from the balance sheet in the
year of sale or retirement, and the resultmg gain or loss is recognized in operations.

Accounts Receivable: The District issues water irivoices bismonthly based on meter readings. Delinquent water

invoices may have a lien placed on the property. The District does not provide for an allowance for uncollectible
accounts due to the lien process.

Bond Premiums and Deferred Bond Issuance Costs! Bond premiums, as ‘well as issuance costs, are deferred and
amortized over the lives of the bonds. Long-term liabilities are reported net of the apphcable bond premiums. Bond
issuance costs are reported as a component of Other Noncurrent Assets.

Deferred Revenues: Deferred revenue represents funds received for fiture sérvice installation and is recognized as
revenue when installations are performed.

Contributed Facilities: The District receives facilities (hydrant, pipes, valves, etc.) from developers resulting from
developers preparing the sites to connect to the District. The District records these items as capital assets and
depreciates them over their estimated useful life.

Property Taxes: Property tax in California is levied in accordance with Article XITIA of State Constltutxon at 1%:0f
countywide assessed valuations. The property taxes are placed in a pool and are then allocated to. the local
governmental units: based upon complex formulas, The Courty of Sacramento is responsible for collection of
property tax, and the District recognizes property taxes when received from or collected by the County. Amounts
levied but not collected at June 30 (delinquent property taxes) have not been reported since these amounts could not
be readily determined.

Compensated Absences: The District has a pohcy whereby employees can accrue up to a maximum of 240 hours of
vacation leave. All accrued vacation leave will be paid to the employee on teérmination of employment.
Accumulated unpaid vacation leave is accrued when earned. The District does:not-acerue sick leave.



RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued)
June 30,2011 ‘
NOTE B — CASH AND INVESTMENTS

Cash and investments as June 30, 2011 and 2010 are classified in the accompanying financial statements as follows:

2011 2010
Cash and cash-equivalents $ 28,0;622 $ 102,720
Restricted cash and investments 386433 251,264
Total cash and investments $ 667,055 § 353,984
Cash and investments as of June 30, 2011 :and 2010 consisted of the following:
2011 2010
Cash on hand ‘ $ .200 % 1,013
De¢posits with financial institutions - 408,126 95,107
’ : Total cash 408,326 : 96,120
Investments in Local Agency-,lnvestment Fund (LAIF) 15,400 15,379
Held by bond trustee: , ;
Money market mutual fund 34,608 34,844
LAIF 208,721 207,641
' Total investments 258,729 257.864

Total cash and investments _8_667,055  § 353,084

Investment policy: California statutes authorize districts to invest idle, surplus or reserve funds in a variety of credit
instruments as provided for in the California Government Code, Section: 53600, Chapter 4 - Financial Affairs. The
table below identifies the investment types that are authorized for the District by the- California Government Code
that address interest rate risk, credit risk, and concentration of credit risk; This table does.not address investments of
debt proceeds held by the bond trustee that are governed by the.provisions of debt agreements of thie District, rather
than the general provisions of the California Government Code or the District’s investment policy. During the year
ended June 30; 2011, the District’s permissible:investments included the following instrunients:

Maximum Maxiimim
Authorized Maximim Percentage Investment
“Tnvestment Type Maturity of Portfolio*  _in OneIssuer

Local Agency Bonds - None: None None
'U.S. Treasury Obligations 5 ‘None » None Norne
U.S. Agency Securities ' None Nore None
State of California obligations None None None
Bankers Acceptances 180 days 40% 30%
Commercial Paper - ‘ 270 days 40% 10%
Negotiable Certificates of Deposits None 30% None
Repurchase Agreements 92 days None None
Medium Term Corporate Notes Nong 30% None
Money Market Mutual Funds N/A 20% 10%
Mortgage pass-through securities 5 years 20% None
S LAIF N/A None Nong¢

*Excluding amounts held by the bond trustee that are not subject to California Government Code restrictions.
9



RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS‘(Continued_)
June 30,2011

NOTE B ~ CASH AND INVESTMENTS (Continued)

The District complied with the provisions of the California Government Code pertaining to'the types of investmerits
held, the institutions in which deposits were made and the security requirements, The District will continue to
monitor compliance with applicable statutes pertaining to public deposits-and investments.

Investments Authorized by Debt Agreements: Investments of debt proceeds held by the bond trustee are governed
by provisions of the debt agreements, rather than the general provisions of the California Government Code or the
District’s investment policy. The Water Revenues Refunding Bond agreements contain certain provisions that
address interest rate risk and credit risk, but not concentration of credit nsk

Interest rate risk: Interest rate risk is the risk-that changes in market interest rates will adversely affect the fair value
of an investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its fair value to
changes in market interest rates. One of the ways the Distriét ‘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 as necessary to provide the
cash flow and liquidity needed for operations. All of the District’s investments mature within 12 months.

Credit Risk: Generally, credit risk is the risk that an issuer of an ifnivestment will not. fulfill its obligation to the

holder of the investment. This is niéasured by the assignment of a rating by a nationally recognized statistical rating .
organization. Presented below is 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. '

Minimum i
Legal -Ratings as of Year End
Rating Total AAA _Not Rated
LAIF N/A $ 15400 $ 15,400
Held by bond trustee: ‘
Motey market mutual fond N/A 34,608 §$ 33,764
LAIF N/A 208,721 208,721

$ 258,729 $ = 33,764 % 224,121

- Custodial credit risk: Custodial credit risk for deposits is the risk that; in the event of the failure of a.depository

financial ‘institution, @ governinent will not be able to recover its deposits of 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
recoverithe value of its investment or-collateral securities that are‘in the possession.of another party. The:California
Governitient: Code: and the District’s irvestmient policy do not contain legal or policy requirements that would limit
the exposure to cistodial .credit risk for deposits, other than the following provision for deposits: The ‘California
Government Code requires that a financial institution secure deposits made by state or local governmental units. by
pledging securities in an undivided collateral -pool held by a depository regulated under state law (unless so waived
by the governmental unit). The market value of the pled‘ged securities. in ‘the collateral pool must equal dt least
110% of the total amount deposited by the public agencies. California law also allows- financial ‘institutions to

secure public agency deposxts by pledging first trust deed mortgage notes having a value of 150% of the secured
public deposits.
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RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued)
June 30, 2011

NOTE B — CASH AND INVESTMENTS (Continued)

At Tune 30, 2011, the carrying amount of the District’s deposits were $408,126 and the balances 'in financial
instititions were $405,389. ‘Of the balance in financial institutions, the entire amount of $405,389 was covered by
federal depository insurance. As of June 30,:2011, District investments in the following iivestment types were held
by the same broker-dealer {counterparty)-that-was used by the District to buy the securities:

Reported Investment Type . Amount
Money market mistual funds $ 34,608
LATF 208,721

Invéstment in LATF: LAIF is stated at amortized cost, which approximates fair value. The LAIF is a special fund of
the California.-State Treasury through which local governments may pool mvestments The total fair value amount
invested by all public agencies in LATF is $66,489,270,508 managed by the State Treasurer. Of that amount, 5.01%
is invested in structured:notes:and asset-back securities.» No amounts were invested in derivative financial products.
The Local Investment. Advisory Board (Board) has oversight responsibility-for LAIF. The Board consists of five
members as designated by State Statute. The fair value of the 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 LATIF 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:

NOTE C —~CAPITAL ASSETS

. Capital‘ asset activity for the years ended June 30,2011 and 2010 are as follows:

Balance Balance
-~ July 4 ' June 30,
-2010 Additions _ Disposals  Adjustments 2011
Capital ‘assets not being depreciated: ) '
Land : $ 410,723 . . $ 410,723
Construction in progress 631,313  § 387,769 1,019,082
Tota! capital assets, '
not being depreciated . - 1,042,036 387,769 - : 1,429,805
Capital assets being depreciated:
Transmission and distribution 11,273,400 11,784 . 11,285,184
General plant assets 792,013 . 792,013
Intangible assets 363,185 ) 363,185
Total capital assets,
being depreciated 12,428,598 11,784 12,440,382
Less acoumulated depreciation for:
Transmission and:distribition - (4387,197)  (271,823) (4,659,020)
General plant assets (693,772) (29,266) - (723,038)
Intangible-assets _ {165,905) (12,524) g (178,429)
Total accumulated depreciation (5,246,874) (313,613) : (5,560,487)
Total capital assets, . . '
being depreciated, net 7,181,724 (301,829). . _ 6,879,895
‘Capital assets, net $ 8,223,760 $ 85,940 $ - & - B 8,309,700



RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
NOTES TO THE-BASIC FINANCIAL STATEMENTS (Continued)

June 30,2011
NOTE C —~ CAPITAL ASSETS (Continued)
Balance . Balance
July 1, June 30,
- 2009 Additions Disposals  Adjustment 2010
Capital assets riot being depreciated:
Land . - $ 410,723 $ 410,723
Construction in progress 200,975 $ 430,338 ] 631,313
Total capital assets; . . o
not being depreciated 611,698 430,338 ) 1,042,036
Capital assets being depreciated:
Transmission and dlstnbutlon 11,273,400 11,273,400
‘General plan assets 782,017 9,996 - 792,013
Intangible assets 363,185 , 363,185
Total capital assets, ' A
being depreciated 12,418,602 9,996 . __12,423,598
Less accumulated 'depreciaﬁon for: - - '
Transmission-and distribution (4,117,026) (270,171) (4,387,197)
General plan assets (681,894) (11,878) (693,772)
Intangible assets {149,029) (16,876) (165,905)
Total accumulated depreciation (4,947,949) (298,925) __(5,246,874)
Total capital assets, t
being depreciated, net 7,470,653 (288.929) . 7,181,724
Capital assets, net . $8,082351. § 141,409 § - 8 - % 8,223,760

NOTE D - LONG-TERM LIABILITIES

2003 Water Revenue Refunding Bonds: On January 22, 2003, the District issued $3,970,000 of Water Revenug
Refunding Bonds with inferest ranging from 3.25% to 4.75%. These 2003 Bonds were issued to: finarice cerfain
capital improvements to the District's water system. Annual principal payments, ranging from $95,000 to '$235,000
are due on November 1 through November 1, 2032 and semi-annual interest payments, ranging from $5,581 to
$74,156 are due on May 1 and November 1 through November 1, 2032,
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RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued)
e , June 30, 2011

NOTE D - LONG-TERM LIABILITIES (Continued)

The activity of the District®s long-term liabilities during the years-ended Jyne 30, 2011 and 2010 was.as follows:

Balance ) Balance
July 1, June 30, Due Within
2010 Additions  (Reductions) 2011 ...One Year
2003 Water Revenue Refunding Bonds ~ $:3,400,000 ' $ (90,000) $3,310,000 “$ - 95,000
Less: Deferred amount on refunding (555,666) 38,766 (516,900)
. 2,844,334 (51,234) 2,793,100 95,000
Compensated absences ‘ 20,182 ' (4,948) 15234 15,234
32864516 8 - E__Q_G_}.E%)_ 32808334 § 110234
Balance .. Balance
July 1, : June 30,  Due'Within
2009 Additions  (Reductions) 2010 .. OneYear
2003 Water Revenue Bonds '$ 3,485,000 $  (85,000) $3,400,000 § 90,000
Less: Déferred amount on refunding (594,432) 38,766 (555,666)
2,890,568 (46,234) 2,844,334 ' 90,000
- Compensated absences . 47,587 (27,405) - 20,182 20,182
'8 2,938,155 § - $ !73,639) 3 2,864,516 § 110,182

The advance refunding of the 1999 Certificates of Participation with the 2003 Water Revenue Refunding Bonds
resulted in differences between the reacquisition price and the net carrying amount of the outstanding debt of
$854,898 at June 30, 2011 and 2010, net of accumulated amortization of $337,998 and $299,232, respectively. This
deferred amount on refunding, reported in the accompanymg financial statements as a deduction from long-term
debt, is being charged to operations over the remaining; hfe of the 2003 Water Revenue Bonds.

‘The annual requirements to amortize the outstanding debt as of June 30, 2011 are as follows:

2003 Water Revenue Refunding Bonds

- For the Year Ended June 30: Principal Interest. Total
2012 $ 95,000 $ - 146,769 $ 241,769
2013 95,000 143,562 238,562
2014 . 100,000 140,087 240,087
2015 105,000 136,175 241,175
2016 110,000 131,875 241,875
2017-2021 605,000 588,206 1,193,206
2022-2026 765.000 334,044 1,099,044
2027-2031 o 975,000 229,781 1,204,781
2032-2034 - 460,000 . 22,087 482,087

$ 3,310,000 $ 1,872,586 S 5,182,586
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RIOLINDA/ELVERTA COMMUNITY WATER DISTRICT
NOTES TO THE BASIC FINANCIAL-STATEMENTS (Continued)
“June 30, 2011

NOTE D - LONG-TERM LIABILITIES (Continued)

Pledoed Revenue: The District pledged future water system revenues, net-of specified expenses, to repay the 2003
Water Revenue Refunding Bonds in the original amount of $3,970,000, Proceeds of the Bonds funded the
acquisition and construction of certain facilities, as indicated above. The Bonds are payable solely from water
customer net revenues and -are payable through November, 2032. Annual principal and interest payments on the
Bonds are expected to require less than 80% of net revenues. Total principal and interest remaining to be paid on
the Bonds was $5,182,586 and $5,523,250 at June 30, 2011 ‘and 2010, respectively.

Total principal and interest paid on all debt payable from net revénues Was $239,663 and $237,288 and: the total
‘water System net:revenues were $450,474 and $716,442 for the years ended June 30, 2011 and 2010, respectively,
At June 30, 2011 and 2010, the Distriet’s net revenues were 188% and 302% of debt service payments, respectively.

NOTE E — ARBITRAGE REBATE LIABILITY

Section 148(f) of the Infernal Revenue Code requires issuers of tax-exempt state and local bonds to remit to the
federdl government amounts equal to (2) the excess.of the actual amounts eared on,all “Non-purpose. Investinerits”™
allocable to “Gross Proceeds” of an issie of mutiicipal obligations less the ambount that would have been earned if
the investments. bore a rate equal to the amount that would have been earned if the.investments bore a rate-equal to
the yield-on the issue, plus (b) all income attributable to the excess. Issuers:must make rebate payments at least once

every five years and upon final retirement or redemption of the bonds. There was no arbmage liability at-June 30,
2011 and 2010.

NOTE F~NET ASSETS

Restrictions: Restricted net assets consist of constraints placed on net asset use through external requirements
imposed by creditors (such as through debt covenants), grantors, contributors, or laws and regulations of other
governments or constraints by law through constitutional provxsnons or enablmg legislation. Restricted net asssts
consisted of the following at June 30:

2011 _ 2010
" Debt service reserve on 2003 Water Revenue Refunding Bonds $ 243329 § 242,485
Restricted for capital improvement projects - _ 143,104 8,779

Total restricted netassets § 386433 § 251,2‘6.4

The restrictions for debt service represent debt service and other reserves required by the related debt covenants,

The restriction: for capltal improvement projects represents surcharges: collected under Ordinarice No. 2009-03
passed by the Board in May 2009 to fund projects to comply with a State of California Departmient of Public Health
Compliance. Order.” As.of June 30, 2011, the District owes the restricted. for capital improvement projects account,
$145,902 from its ‘unrestricted net assets because not all:of the surcharge revenues were deposited in this account:
and certain expenditures were paid out of this account that.do not appear to qualify for theuse of these funds.

NOTE:G-—DEFINED BENEFIT PENSION PLAN

Plan description: The Disttict contributes to the California Public Einployeés Retirement System (PERS), a cost

sharing. ‘multiple-employer public employee defined benefit pension plan. The District participates in the

miscellaneous 2% at 55 risk pool. PERS provides retirement and disability benefits, annual cost-of-living
adjustments, and death benefits 1o plan members and beneficiaries. PERS acts as ‘a common investment and.
administrative agent for paiticipating public employers within the State of California. CalPERS require agencies
with less than 100 active members in the plan to participate in the risk pool. All full and part-time District
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RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS (Contimied)
June 30, 2011

NOTE G —~ DEFINED BENEFIT PENSION PLAN (Continued)

employees working at least 1,000 hours per year are eligible to participate in PERS. Under PERS, benefits vest after
five years of service. Upon retirement, participants are entifléd to an annual retirement benefit, payable for life, in
an'amount equal to a benefit factor times the monthly average salary of their highest twelve consecutive months-full-
time equivalent monthly pay. A menu of benefit provisions as well as other requirements s established by State
statutes within the Public Employees’ Retirement Law. The Plan selects optional beriefit provxsxons from the benefit.

“menu- by contract with PERS: and adopts those benefits through District resolution. PERS issues a separate
‘comprehensive annual finaneial report. Copies of the PERS’ annual financial report may be- obtained from the

PERS Executive Office - 400.P Street - Sacramento, California 95814.

Funding policy: Active plan members were required to contribute 7% of their annual covered salary. The District
made contributions required of District employees on. their behalf and: for their account up through October 2009:
The coniribution made by the District on behalf of the employees was $6,449 for the year ended June 30, 2010. No
amounts were paid-on the employees’ behalf during the year ended June 30, 2011. The District is required to
contribute:at an actuarially determined rate. The required employer contribution rate for 2010/11 and 2009/10 was:
12.813% and 13.097%, respectively. The contribution requirements of the plan members and the District are
established and may be amended by PERS. 'The District’s.contributions for the years June 30, 2011, 201¢"and 2009
were $40,146, $39,513, and $88,291, respectively, which were equal to the required contributions each year.

NOTE H-COMMITMENTS AND CONT]NGENCIES

The District is party to various claims, Jega! actions, and complaints: that arise in the normal course of business.
Management and the District’s legal counsel believe that there are no material loss contingencies that would have a
material adverse impact on the financial position of the District. In June 2012, the District settled several lawsuits

with a former employee, for which the District will be required to pay

The District entered into two construction contracts and two other contracts subsequent to: June 30, 2011, The

comimitment amounts on these contracts total $2,302,430. In addition, unexpended commitments on contracts in

place as.of June 30, 2011 totaled $142,073.

NOTE I - INSURANCE

‘The District participates in the Association of California Water Agerncies Joint Powers Insurance Authority

(ACWA/IPIA) a public entity risk pool of California water agencies, for general and auto liability, public officials
liability, property-damage and. fidelity insurance. ACWA/JPIA provndes insurance through the- pool up fo:a certain
level, beyond which group:purchased commercial excess-insurance is-obtained. -

The District pays an annual premium to ACWA/JPIA that includes its pro-rata share of excess insurance. premiums,
charges for the pooled. risk; claims adjusting and legal costs, and. administrative and other costs o operate the

ACWA/IPIA. The District’s deductibles-and maximum coverage are as follows:

Commercial .

Coverage ACWA/IPIA = Insurance Deductible
General and Auto Liability $ 1,000,000 $ 60,000,000 None
(Includes Public Officials Liability) o
Property Damage ' 50,000 100,000,000 $ 500 - 25,000
Fidelity 100,000 ’ 1,000

The District continues to carry commercial insurance for all other risks of lossto cover all claims for risk of loss to
which the District is exposed. Settled claims resulting from these risks have not exceeded commercial insurance
coverage in any of the pastthree fiscal years.
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RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued)
June 30, 2011

NOTEJ~ GOING CONCERN

The finaricial statements for the years in question have been prepared assuming that the District will continue as'a
going concern, which contemplates the realization of assets and satisfaction of liabilities in the normal course of
business: The District has suffered reoccuring operating losses and diniinishing working ¢apital since- 2007 through
the period ended June 30, 2009. In addition, although the balance sheet shows unrestricted net assets of $86,424 as
of June 30, 2011, because $145,902 is owed fo the restricted for capital 1mprovements as discussed in Note: F,

unrestricted met assets has a deficit of $59,478 after considering this amourt that is owed. As a result of these
factors, there is doubt about the District’s ability to continue as a going concem. “The District has reduced personnel
expénses, plans to increase:tévenue through an increase in the capital surcharge and in water rates, and has obtained
4 State safe drinking water loan to finance additional wells. The District is addressing reorganization, receivership
and other options, but the outcome cannot be.assured at this time;

NOTE K - SUBSEQUENT EVENTS

On November 19; 2007 the District received the California Department of Public Health Compliance Order 01-09-
07-CO-004 with a full compliant date of December 31, 2008. The Compliance Order documents finding or facts
about the water source capacity and low-pressure problems observed in the District, and includes nine Directivesto
accurately characterize the problems, evaluate solution options, and implément interim measures towards the:
complete resolution of the water source capacity and low-pressure problems. On October 13, 2008, the District
requested and received an extension to March 31, 2009 from the Department of Public ‘Health to become fully
compliant with Compliance Order No. 01-09-07-C0-004, On November 23, 2010, the District’s application was

~accepted for a $7,499,045 State safe drinking water loan to fimance the drilling of new wells to meet the

requirements stipulated in the Department of Public Health Compliance Orders. As of the date of this report, loan

- proceeds totaling $695,455 have been received. The District was required to adopt an increase in water rates of
$5.46 per month per connection ‘effective ‘within two years after the date of execution of the funding dgreement: fo
tepay the loan. Payments on the loan will be covered by the surcharge collected from the-custoiners. The loan will
‘be required to be repaid over 20 years, starting after completion of the project. “The interest rate on the loan will be

2.5707 percent, with seri-annial payments-of $240,959 required.
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RiChardSOIl & Company 550 Howe Avenue, Suite’ 210

- Sacramento, California 95825

' Telephorie: (916) 564-8727
FAX: (916) 564-8728

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED-ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Rio Linda/Elverta Community Water District -
Rio Linda, California .

We have audited the financial statements of the Rio Lmda/Elverta Community Water District (the District) as of and
for the year ended June 30; 2011 and have issued our report thereon dated June 12, 2012. We did not eXpress an
opinion on the District because of the. departures from generally accepted accounting principles and uncertainties
described in the audit opinion. Bxceptas discussed in the preceding sentence; we conducted our audit in accordance
with audifing standards generally accepted in the United States of America and the standards applicable to financial

-audits contamed in: Government Auditing Standards, issued by the Comptroller General of the United States.

Intemnal Coritrol Over Financial Reporting

Management of the District is responsible for establishirig and miaintaining effective internal control over financial
reporting. In planning and performing our audit, we considered the District’s internal control over financial
reporting 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
over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the District’s internal
control over financial reporting,

‘Our consideration of internal control over financial reporting was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in infernal control over financial reporting that might be
defi cxencles, or- material weaknesses and therefore, there can be no assurance: that all- deficiencies, significant
deficiencies, or material weaknesses have been identified. However, as described in the accompanying schedule of
findings, we identified certain deficiencies in internal control over financial reporting, that we consider to be
material weaknesses.

A defi cxency 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 tlmely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control such that there is a reasonable possibility that a material misstatement of the entity’s financial statemerits will
not be prevented, or detected and corrected on a timely basis. We consider the deficiencies described in the
dccompanying schedule of findings to be material -weaknesses,

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regalations, contracts and grant’
agreements, noncompliance ‘with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on comphance with those provisions was not an objective of our
audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no instances of:
noncomphance or other matters that are required to be reported under Government Auditing Standards.
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To the Board of Directors
Rio Linda/Elverta Community Water District

We noted certain other matters that we reported to management of the District in a separate. letter dated June 12,
2012. o

This report is intended solely for the information and use of the Board of Directors, management and the State .of
California and is not intended to be and should not be used by anyone other than these specified parties.

Rikosstom ¢ ooy

June 12,2012
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RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
SCHEDULE OF FINDINGS
June 30,2011

Finding 2011-1: Payroll Accounting Entries

The District recorded salary expense net of withholdings starting in November 2010, resulting in payroll-related.
transactions being recorded in the incorrect expense or liability account. We :also noted the District did not have
separate accounts set up for'some of the necessary payroll-related ekpenses or-accrual entries. These items resulted
in numerous adjusting journal entries to correct the mispostings. We recommend the District revise its entries for
posting ‘payroll transactions, establish ‘separate expense and accrual accounts for the individual payroll-related
entries and reconcile the payroll register with the general ledger accounts after'each payroll period.

Finding 2011-2: Year:end Payroll Acerual

The District did not accrue for five days for payroll expenses at the end of Junie that were not paid until July 15 in

“the next fiscal year. We recommend the District include this accrual into theiryear-end closing checklist.

Finding 2011-3: Internal Control and Management Review

Management review :and -oversight is an“important- internal control. During fiscal year 2010711, the District had
three general managers, with most of the fiscal year the District’s legal counsel ‘was functioning as the interim
general ‘manager. We noted several areas where review by mianagement was not performed, or at least not
documented during fiscal year 2010/11:

a. Management was not reviewing or approving journal entries prepared and entered into the:general
ledger by the bookkeeper.

b. The General Manager was ot reviewing and approving the timesheets for supetvisors,
c. There is no indication of review of the payroll registers by the General Manager.

-d, Many of the invoices did not have initials indicating approval by the General Manager. In addition,
several check: coples could not be located.

We recommend the General Manager review these various documents and initial them to docament review and

approval, and that original checks be maintained.

Finding 2011—4: Account Reconciliations

. The District had not recorded several smaller miscellaneous water billing system accounts into the general ledger

accounts thereby understating water revenues. This oversight resulted in an audit adjustment to correct the revenue
and receivable account balances. We recommend the billing system amounts and general ledger be compared
monthly to ensure all revenues are being correctly recorded in the general ledger. We understand that the District
has estabhshed this process in fiscal year 2011/12.
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RIO-LINDA/ELVERTA.COMMUNITY WATER DISTRICT
SCHEDULE OF PRIOR YEAR FINDINGS
June 30,2011

Finding 2010-1: OtherPost-Employnient Benefits Accrual

Condition: In April 2004, the Governmental Accounting Staridards Board issued Statement No. 45, Accouriting and
Financial Reporting by Employers for Post-Emplayment Benefits Other than Pensions, which wis required to be
implemented during the year ended June 30, 2010. The Statement requires that the District establish a liability for
other post-employment benefits (OPEB) to be measured and reported according to certain parameters, Because the

‘District did not have-an.actuarial study performed an OPEB liability could not be recorded at June 30,2010, Since

the District is ¢utrently ‘expensing the premiums pald for retirees as they are paid, the implementation of this
Statement will result in the District being required to-accrue an OPEB liability;, which could be a significant amount.
This Statement. does not require the plan to be funded. In orderto comply with generally accepted accounting
principles, the District will need fo- have an actuarial valuation performed fo determine the amount of liability to
accrue.

Status “The District has not yet had the dctuarial study performed, so an: OPEB liability is not recorded as of June

30, 2011.

Finding 2010:2: Year-end Closing Procedures and Account Reconciliations

Condition: This year’,é audit and the District’s closing process was delayed because of turnover in "p¢rsonn,e'l, the
lack of central oversight and the lack of resources dedicated to the close<oiit of thé gereral ledger and preparing for
- the audit. The:results. were delays in producing closing entries, trial balances, -schedules, reconciliations, account

analyses, and other financial reports needed by management and the auditors. and resulted in numerous audit
adjustments. The large number of adjustments identified during the course of the audit indicates that the District
does not have the internal controls in place to prevent or detect migstatements on 4 timely bisis.. To facilitate the

Closing process, a closing procedures checklist should be developed to ensure the District has all closing entries

prepared before the start of the audit. The District needs to ensure that all balance sheet reconciliations and account
balance analyses are prepared and reviewed. Areas where accounts-and transactions were not adequate]y reconciled

"and evaluated for proper recording prior to the start of the. audit fieldwork and areas that: fequire improvement

included the following:

a, In preparing the reconcﬂlatlons of accounts receivable and deposits payable’ from:the billing system to the
general ledger at June 30, 2010, the District had unreconciled differences of $5,984 in accounts receivable
and $3,417 in deposits payable. In addition, the billing system showed. a:credit balarice of $5,444 ini the
surcharge. receivables, which would indicate overpayments ‘were: made, that needs to be investigated.
Reconciliation of the billing system to the general ledger should be performed throughout the year and ‘at
'year-end so that such differences can be jdentified and corrected on a timely basis. Evaluation of the need
for an allowance for doubtful accounts also needs to be performed at least annually. At June 30, 2010,
receivables over 120-days past due totaled $10,800.

b.  Until recently, the District had niot been entering invoices in the accounts payable module as they were
received; ‘only as they were paid. As a result, the District had no way of knowing the amounts owed to
vendors as.of a given point in time. TheDistrict entered the invoiced owed but unpaid as of June 30,2010
in preparation for the audit. Going forward, the District needs 1o generate an accounts payable trail balance
-and compare it fo the general ledger on a regular basis.

©. Procedures for accounting for long-term debt and related accounts needs fo be established including: .
calculation and recording of interest payable on long-term debt, maintaining supportmg documentation for.
the amounts recorded for the amortization of deferred amount on refunding and issuance:costs:related to-the
debt issuances of the District.

d. The restricted net asset balances were: not adjusted to agree to the corresponding restricted cash accounts.
~ Procedures need to be established for adjusting restricted net assets to their proper balances.

e, The District received land for well #14, but this land was not valued and recorded as an asset and
" ‘contributed capital reveriue in the general ledger. ‘Procedures: for identifying and quantifying donated assets
need 1o be established.

20



Finding 2010-3: Internal Controls and Separation of Duties

RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
SCHEDULE OF PRIOR YEAR FINDINGS (Continued)
June 30,2011

f. We noted that not all twelve months of cell tower lease revenue was recorded, The District needs to ensure -
" the proper tracking of cell tower lease payments o' ensure amounts are received on a timely basis or are
acerued to ensure completeness of revenue,

g. Prepaid expenses had not been adjusted since the prior fiscal year end. Procedures need to be established to
ensure prepaid balances are‘expensed over the period for which the services were provided.

h.. The District had not performed a physncal inventory: count of its supplies invéntory since June 30, 2009;
Since a perpetual inventory system is not maintained, the inventory balance as of June 30, 2010 has not
been revised. The District needs to ensure that a physxcal inventory count is performed at least annually so
that'the gerieral ledger balance tan be adjusted.

i A pumber of accrual adjustments were not reflected in the general ledger prior to the audit. ‘These
* ‘adjustments include-accruing a receivable for the portion of the July water billings that relate to June, and
May, accruing a liability for compensated absences and accruing the PERS retirement payments owed as of

- June 30.

‘We recommend that the District:develop an acmxinting procedures manual to ensure continuity in' processes when

staff turnover occurs. Procedures: should be in place to prepare the required reconciliations at year-end and
throughout the year and post entries needed to close the books prior to the start of the audit.

Status: The District has addressed items b, £ and'i, for-the fiscal 'year 2010/11 audit: Unreconciled differences
were.noted between the billing system and the general ledger for the. fiscal year 2010/11; however, we understand a:
reconciliation process has been put in place in fiscal year 2011/12. 'We:also understand that a physical inventory of
supplies has been taken during fiscal year 2011/12 to address item h. The remaining items- still need to be
addressed.

Condition: Certain procedures, which should be separated, are performed by the same ‘person. due to the District’s

small number of accounting staff. The lack of consistent segregation of duties is not unusual for small water

districts; however, compensating controls need to be put in place to reduce the risk of misstatement or fraud The:

following areas were 1dentxﬁed where interial control deficiencies exist;

a. The bookkeeper processes 1nv01ces, enters them into the accounts payable system, writes checks, has:
access to the general ledger, and receives the bank statements and reconciles the bank accounts, whick is
not an adequate segregation of duties. The previous long-time bookkeeper was also able to sign checks,
To compensate for' this lack of segregatlon of duties, the General Manager should receive all bank
statements unopened and review them prior to forwarding to the bookkeeper. After completion of the
monthly bank reconciliations by the bookkeeper, they should be reviewed and approved by the General
Manager. Complete listings of checks wriften should be provided to the Board for review on & monthly
basis.

b. After accounts payable checks have been sighed, they are returned to the bookkeeper, who prepares the:
checks for mailing. Signed checks should be mailed by someone not associated with the accounts payable
function.

c. Billing preparation, processing of customer payments, posting billing and payment information to customer
accounts,-making customer. billing adjustments and follow-up ofi ‘billing questions are all accomphshed by
. the same.employee, which is not an adequate segregation of duties. While a procedure s in place whereby
the General Manager is'to approve billing adjustments over $100, the billing clerks have the ability to make
these adjustments in the system without approvals. A review of all billing adjustments should ‘be
performed. by the. General Manager using the adjustment report genérated from the system. The.
documentation of the authorization of billing write offs or adjustments needs to be maintainied to document
‘this approval.
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SCHEDULE OF PRIOR YEAR FINDINGS (Continued)
-June 30, 2011

d. Currently all bank deposits are being made by the billing clerk, but this person also has access to the
accounts receivable module, which is not an adequate segregation of duties. While it may not be feasible
for physical bank depositsto be miade by an individual who does not have access to the-accounts receivable
module, the bookkeeper, who does not:have access to: the billing system, should review the documents to
enisure agreemerit of the deposit amourit to the postings to customer accounts in the billing system and then
compare the deposit slip fo the bank statement.

. We noted that entries made to the payroll system, such as changes to the pay. rates, were not being
reviewed: We recommend that any payroll system changes be reviewed and approved by the General
Manager. In addition, the General Manager should be reviewing the payroll tégisters and/or check stubs
and documenting this review with an initial.

f. Regular staff meet‘in_gs should be held to identify and resolve issues and provide sound guidance.

The District needs:to re-evaluate its intemal control system to ensure-adequate segregation of duties are in:place; and
reconciliation and review functions are taking place.

Status: Due to the timing of when this finding was first reported the fiscal year was already past; so. these internal
controls have not:yet been put into place.

Finding 2010-4: Financial Reporting

Condition: The District needs to establish 2 financial reporting system that includes the reportmg of financial
information to the Board on a regular basis. The District also needs to ensure that it complies with the California
Government Code with regard to its investment reporting. The Government Code calls for quarterly teports on the
District’s financial holdings, a statement of complxance with the policy and. a statement conceming the District’s
ability to meet its cash flow needs in the ensuing six months, We did not see where these investment reports were
provided.

Status: ‘Financial reports were: not provided during fiscal year 2010/11 however, we understand that reports are
being provided in fiscal year 20 11/ 12.

Fmdmg 2010-5: Organization of Accounting Records

Condition: We noted that the District’s accounting records were disorganized making records difficult to locate for
the audit, partly because of the records bemg confiscated by the District Attorney’s Office. As aresult; the District
was not able fo locate supporting invoices for 19 out of the 85 samples.of expenses we selected for testing. We
recommend the District develop accounting, procedures for: proper filing and storing of invoices and other
accountmg documentation,

Status: We noted an improvement in the maintaining of accounting records.

Finding 2010-6: Capital Asset Accounting

Condition: The District was unable to locate its capital asset listing and depreciation schedule and had to credte one
from the listing prepared by the prior auditor. The District needs to ensure it majntains its own capital asset listing -
and depreciation schedule; and that updates to the listing be made throughout the year.

The District records its capital assef additions as expenses instead of capital assets. The District needs to establish
procedures to identify and record capital asset additions, including construction in progress, on the asset listing on a
timely basis, to record depreciation expense and to track and record fixed asset disposals. We noted two vehicles

were sold in fiscal year 2009/10, ‘but these vehicles were not removed from. the -asset list. ‘We also: noted the
District’s capital asset listing still contained assets that had been disposed of years earlier and in several cases only a

portion of the cost and accumulated depreciation of the assets was removed, Periodic inspections of capital assets
need to:be performed to-ensure that recorded assets still exist. Reconciliations.of the capital asset list 1o the general
ledger need to be performed on a periodic basis, and adjustments to the general ledger need to be made timely.
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June 30,2011 °

We-noted that the District’s capital asset listing did not include intangible assets or land. As aresult, amortization of
the intangible assets was not caloulated -and recorded in the general ledger, which resulted in:an audit adjustment

‘being required. The District needs to ensure that a list of all: fand holdings, including those that were donated, and.

mtangnble assets is maintained as part of the capital asset listing.

Status: During the 2011 audit, we noted the District has now updated their capxtal asset hstmg However, ds part of
the cloging: process, the District riceds to reclassify capital assets from expense to:capital assets and to include land

_and intangible assets on its asset listing;

Fmdmg 2010-7: Surcharge Cash Account

Condition; We noted the District borrowed cash tdtaling $37,500 from the restricted surcharge bank account to

cover low or negative balances in the operating bank account. While we notéd the funds ‘were paid back to thie
surcharge account, any use or transfers of restricted funds should be revxewed and -approved by management or the
Board of Directors. .

Currently when the capxtal improvements surchargs is collected, it is deposited mto the operating bank:account
before being transferred to the surcharge bank account. Because revenues received in fiscal year2010 exceeded the
total funds deposited into the surchatge account by $16,130, this implies that not all of the funds have been:
transferred from the operating bank account to-the surcharge bank account. -We recommend the surcharge amount
collected for capital improvements be deposited directly into the surcharge bank account; if practicable to do so, or
at a minimum, there be a-quarterly reconciliation performed that compares. revenuss collected for the capital
improvement surcharge with amounts ‘deposited into the surcharge bank account to ensure surcharge receipts are
recorded correctly, or whether a transfer needs to be made.

Status: The District believes it:is not practical to deposit daily receipts into the surcharge account, but the District
has plans to implement a process béginning in fis¢al year 2011/12 where monthily, the billing system amounts ate
reconciled with the general Jedger and the surcharge receipts for the month are transferred into the surcharge account
from the District’s. operating account. In our fiscal year 2010/11 -audit, we noted that revenues: of approximately

. $17,729 have not been recorded in the surcharge account. In addition, $105,856 of expenditures: were paid out of
. the surcharge account that do not-appear 16 be qualifying expendltures As a result, the operating account owes the

surcharge account $145,903 as of June 30, 2011.

Finding 2009-1: Organization of the District

Condition: The prior auditors observed the structure and the roles of the Board, management and employees and the

. effectiveness of the District’s lines of communication. The prior auditors believed the District needs to review the

tasks that have been assigned to the employees to ensure their completion but overall responsibilities of employees
have not been formalized or properly defined, The prior auditors believed the District needs to rebalance the-current
workloads to ensure that the proper functions are performed by the proper employee, therefore ensuring proper
internal control. Additionally, balanced workloads will ensure that employees have the appropriate time to dedicate
to the accurate completion of their tasks and will also improve employee morale.

Status: - The organization structure and workloads do not appear to have been revised since the prior audit. Spesial
attention needs to be given to addressing the internal control issues identified in Finding 2010-3 a5 far as woikioad .

- re-assignments;

Finding 2009-2: Develop:an Orgajiization Chart

Condition: “The District does not have an otganization chart. There is-a natural tendenty to dismiiss the need for an’
organization chart in a small business where management deals more or less directly with each employee, and where
all personnel know each -other and are generally aware of each other’s area of responsibility. However, without an:
organization chart; there may be confusion about who is really accountable for particular areas. ‘and to whom
employees are responsible. The result could be that some areas of operations do ot receive adequate -attention or

23



e’

RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
. SCHEDULE OF PRIOR YEAR FINDINGS (Continued)
June30, 2011

that duplicative or contradictory actions are téken. A good organization chart can prevent such misunderstandings:
and also increase administrative efficiency and control in the following ways:

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

’ Indica'te whether there is an adequate separation of duties.

s Informmanagement, n_ew-employées, and others of the District’s management and operating style.

¢  Provide informatilon for management: to ‘monitor and inquire into operations and procedures, assign new

duties or responsibilities that may arise, or make reassignments when.-employee turnover, promotlons,

" operational needs, desire for better separation of dutles, or other circumstances call for it.

The prior-auditor recommended that management prepare and maintain a chart of organization in sufﬁclent detail to
indicate the District’s major areas of operations, the person responsible for each area, and who each supervnsor
reports to as well as which employees report 10 each supetvisor. The ¢hart should be updated whenever there i iy
significant-employee turnover or-changes in operations.

Status: An organization chart was not in place as of June 30, 2011. However, we noted management has recently
developed an organization chart for Board approval.

Finding 2008-3: Budget

Condition: The auditor’s opinions for the past three fiscal years have been issued with the contingency of a going:
concern. This states to the readers of the District’s financial statements that the District’s auditors have found
substantial doubt about the District’s ability to maintain operations at sufficient levels to remain in business. In
fesponse to their concerns, foimer management provided several updated budgets which ‘were unclear in nature
therefore ineffective. The fundamental purpose of budgetary control i§ to. plan beforshand. the most efficient
operation and then maintain: operations according to the budget.

Budgefs stimulate early identification of operational problems and help ensure that timely decisions are made for
resolvmg the problems. Budgetary control also results in better coordination and control of the District’s efforts and
in more effective use of the District’s resources.

‘We believe that the District-could more accurately evaluate operanonal performance by revising current budgeting
procedures:to provide for the following:

»  Obtaining estimates of future operational data from field operations, and administrative personnel.
» Updating the currerit year’s budget at least quarterly for operational changes.

¢ Communijcating operational performance to appropriate petsonnel,

Itis understood that the nature of the District’s operations, as well as the uncertainties inherent in economic activity,

makes predlcatlons of the future subject to frequent change. Thus, werecommend that the District perform periodic
reviews for variances between actual and budgeted results and document the variances between actual.and budgeted
results. Budget variarices may indicate: possible problems that can be identified quickly and followed-up. Variances

can aiso be caused by erroneous assumptions, not business or economic factors. If investigations of budget

variances suggest that the budget is inaccurate, or if business conditioris vary from expectations, the budget should
be revised to reflect current conditions or more reasonable estimates.

Status: The District has been through numerous management changes over the past few years such that there has not
been continuity in the managers preparing the budget and monitoring variances throughout the fiscal year. As
discussed in the Finding.2010-4, the District needs to ensure it has an adequate financial reporting systent in place:

such that sound management decisions can be made.
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RIO LINDA/ELVERTA COMMUNITY WATER DISTRICT
SCHEDULE OF PRIOR YEAR FINDINGS (Continued)
June 30,2011

Finding 2007-2: Accounting Policies

‘Condition: The prior auditor’s review of internal controls brought to their attention the fact that the Disirict has no

current formal accounting policies' and procedures. Having an up-to-date ‘accounting policies and procedures
manual will provide for efficient training of new staff, :effective and timely financial reporting and consistency
within the Administrative department. “We recommend the District prepare an ‘accounting policies manual that
should address management’s risk factors in relation to financial reportmg

Statusi. Because the District does not‘have an accounting policies and procedures manual, the departure of the long-

" time bookkeeper has made it difficult for successor bookkeepers to ensure continuity in acoountmg functions and to
follow the work of the predecessor bookkeeper.
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RiChaI'dSOIl & Company ‘ ) ' 550 Howe Avenue, Shite 210

Sacramento, California 95825

Telephone: (916) 564-8727
FAX: (916) 564-8728

To the Board of Directors and Management
Rio Linda/Elverta Community Water District
Rio Linda, California.

In planning and performing our audit of the financial statements of the Rio Linda/Elverta Community
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.

However, during. our laudit, we became aware of the following matter that is an opportunity for

 strengthening the financial position of the District and has been included in this letter for your

consideration. A separate report dated June 12, 2012, contains our report on material weaknesses in the
District’s internal control. This leiter does not affect our report dated June 12, 2012 on the financial
statements of the District. .

Bank recoﬁciliatibns
We noted that one bank account, the LAIF account and the investments held by trustee Bank of New

Yotk Mellon, did pot reconcile to the bank statements within immaterial amounts. 'We: recommend that
the District ensure that any unreconciled differences be researched and/or adjusted in the general ledger.

 Standby

We recommend the Distriet institute a policy ta bill a standby fee to those properties connected to the
District but which currently do not’take any District water to ensure a consistent revenue stream for
repayment of debt service. If the District were to charge the surcharge amount as a standby fee, an
additional $14,000 of revenue could be generated annually.

The following are our prior year findings that continue to be opportunities to strengthen internal controls

- and operating efficiencies:

Fraud Reporting Procedures

We recommend the District develop and adopt a Fraud Prevention/Whistle Blower Policy. The policy or
procedures should include a discussion of what types of activities constitute fraud or ‘contracting
improprieties, how an employee should report such suspected fraud or contracting improprieties and to
whom or where an employee should report such activities, including reporting procedures if an.
employee’s supervisor or a member of senior management is suspected of these ‘activities.



To the Board of Directors

Rio Linda/Elverta Commumty Water Dlstrlct

Page 2

Risk Assessment Plan

We recommend that the District develop a risk assessment plan to identify those risks within the District
that could result in fraud or material misstatement of the financial statements, and theri to implement
internal controls o mitigate those identified risks. This risk assessment plan should identify potential risk
argas and then ensure controls or processes are in place to mitigate those risks. This risk -assessment

should be perforied on a periodic basis and can be incorporated into existing staff and management

meetings.

Investment Policy

. The District- does not have an approved investment policy ‘as required by Govertiment Code Section

53600.3. This policy and any changes must be considered at least annually by the Board at a public
meeting. We understand that a policy was developed in fiscal year 2011/12.

¥ %k ¥ ¥ %

This report is intended solely for the information and use of the Board of Directors, management, and
others within the organization and is not intended to be and should not be used by anyone other than these

specxﬁed parties.

' June 12, 2012



Weekly Managers Report

From June 9 thru July 3, 2012

June 12, 2012 | met with lim Crowley and Jim Carson onthe Urban Water Management Plan and
determined what data would need to be acquired for the update. '

OnJune 14, 2012 Michelle:Ammond and l'werit'to PERS employer training and learned the newest
changes to their employer side of the program.

On June 15 I met with Vic Shada and went over the vehicle usage policy questions and-answers that had
been discussed with the Board. 1 was told the union may still grieve this policy. We also discussed the
job descriptions that the Board had approved at their last meeting.

On June 19, 2012 { met with Doris of California Bank and Trust. They had changed bankers at the branch
and our surcharge account agreement had gone missing. When | provided her a copy.of our agreement
she had determined that we were set up with the wrong type of accounts by their branch and these
should be interest bearing accounts. | amtold she will be closing these accounts and open interest
bearing accounts for us.

On June 20, 2012 | met Sara Rogers, Jim Carson, Pat Goyet, Mr. Domenichelli and Pat Dunn regarding
well 14a status. There is a small amount of arsenic in well 14 that would require treatment, We
discussed-options for proceeding with the project. A report on this topic will be presented at the next
meeting of the Board, We also discussed the need for an updated capacity study there is actual data
that can be used instead of the estimates that were originally used to determine the amount-of water
needed to lift the moratorium. A new capacity study could reduce the:amount:of water needed to lift
the moratorium. Laterthat day | had a discussion with Dustin Hardwick of the Utility Resource
Insurance Services Group. He reported that they have been turned down by 4 carriers for the District’s
Employment Practices/Directors and Officers insurance. |asked if they had ¢contacted a high risk insurer
such as Lloyds of London. He said they have and there have been no offers to insure our agency.

On June 21, 2012 | had a meeting with the Elverta Specific Group, Jim Carson and Jim Crowley discussing
history of their project and whiat will be needed to be included in'the UWMP report. Later thatday )
wentto SAWWA and watched a presentation on the RWA Water Efficiency Program. |alsosent notices
of contract cancelfation to our computer maintenance provider and Neopost.

On June 22, 2012 | had discussions with J. Crowley and Jim Carson on Best Management Practices in
Urban Water Management plan-and-determined a report will be presented 10 the Board at the next
meeting regarding this item. 1 also walked the construction project the building shell has been
constructed, pipeline installed and the fence is currently being put.up:

On June 25, 2012 | met with the District’s engineers and Koch and Koch Construction, We discussed the
construction schedule, there plastic tank specification and county traffic control. They are connecting



the gas line this week and said there will be a pause in the work schedule while awaiting the pump and
generator from the manufacturers. They are also waiting on Tesco to complete the electrical panels.

On June 26, 2012 | met with Peter Brundage and Don Lockhart of Lafco, the President and Manager of
Sacramento Suburban Water District (SSWD)-and our President at a meeting requested by'the SSWD
Board of Directors. Please see the staff report regarding this meeting which will be included in the July
Board packet.

On June 27, 2012 | met with Peter Brundage, Don Lockhart, Nancy Miller, Cathy Hood and President
Trautman regarding the current status of the District and General Counsel’s:contract:

On June 28, 2012 the valves at well #3 have been installed. The motor control panel will be gone
through and startup will proceed the week of July 11",

On July 3,.2012 | spoke with Dustin Hardwick of Utility Resource Insurance Services. He informed me
that he has found an additional carrier that seems interested in covering our agencies insurance needs.
Further information was given to him on our loss runs. Later that day | met with Jim De Hart of Affinity
Engineering to go over the Air Quality Management application and assoclated paperwork for well #15.
The air quality permit is not.in the scope of the Dominichelli Engineering contract'so Affinity is
performing this work for the District.

I will be off July 5 and 6% so this is the end of the report for this week.



Staff Report

Lafco Meeting June 27, 2012 Re Legal Costs

As a follow up to the meeting of June 26, 2012, Peter Brundage of Lafco arranged a
meeting with the Lafco attorney, Nancy Miller to discuss our attorney contract and our
legal costs. In attendance was Peter Brundage and Don Lockhart of Lafco, Nancy Miller,
Lafco outside counsel, Mary Henrici, Jerry Trautman and Cathy Hood of RLECWD. The
following suggestions were discussed.

1.

10.

11.

12.
13.

14.

The contract provides for an annual review o n.or about June each year. Take-
advantage of this and have a board motion to request that, in the interest of the
District, that the contract be amended to state a not to exceed $20,000 per
month.

Also in connection with the annual review, clarify how travel time is being
charged. The $305 an hour should only be for professional time.

Tnvite Greenfield to attend a closed session to discuss the JPIA cases and out
attorney’s role. Also clarify if our insurance policy has a “reservation of rights”.
By Board action, request our attorney for suggestions on how to cut and how to
find cheaper ways to do things.

Instruct the General Manager that nothing goes directly to our attorney. The
General Manager will determine if we need legal help.

Have the General Manager handle most non litigation items such as public
records requests, OSHA, unemployment claims, routine labor matters,
construction issues and former employee health insurance.

Adopt a form contract so that it is not necessary to spend much time on legal
review,

By Board action, request written settlement offers for each case from the
attorney. :
Request estimates for each new item to be handled by the attorney. Then also
ask an outside attorney for a similar estimate and compare.

See if we can put together a group of pro bono attorneys to-assist.us on some
matters.

By Board action, request our attorney to provide us with the name of the ethics
attorney who reviewed his contract for him and that he reported the results of
the review to the Board.

Have the Board talk directly to the public member, either in closed session or
thru an ad hoc committee of the Board regarding the cure and correct issues.
Curtail all Director contact with the attorney except for discussions at Board
meetings where all board members participate.

Do not pay for anything that the attorney has not been authorized to spend time
on.



STAFF REPORT
MEETING OF JUNE 26, 2012

WITH LAFCO AND SACRAMENTO:SUBURBAN WATER DISTRICT

The Sacramento Suburban Water District Board of Directors requested a meeting with Peter Brundage
and Don Lockhart of Lafco, the President and Manager of (SSWD), myself and our President. This
meeting was called to gather information an the current status of our District and to introduce the
current Board presidents to each other. The history of our two agencies was discussed, the current
state of gur District and the condition of the District-a year ago were also discussed.. It was made clear
that SSWD is not interested in taking over our water district and would not pursue this idea unless asked
by LAFCO or the State of California to.do so. The SSWD Manager said he has been directed by his Board
to help our district in any way possible if asked to do'so by our agency.

Peter Brundage felt that the public safety issues of water pressure and fire flow were being resolved. He
was still concerned over financial matters and the potential loss of our insurance coverage. The SSWD
Manager was concerned about the District not having a long term capital improvement plan. He said
that based on SSWD experience, that RLECWD should have an annual capital budget of $1,500.000. it
was noted by President Trautman that the legal bills should be much less when the current litigation is
resolved. President Trautman felt that a rate increase would not be necessary if these legal costs were
under control. Then additional staff could be hired and more money could be put into reserves.

There was considerable discussion regérding what would happen to the District if it did lose its insurance
and was not able to procure other coverage. | was asked to contact the State Health Department and
ask what would happen if the agency lost its coverage and staff left the agency due to the lack of
insurance and personal liability exposure. | was also asked to contact ACWA and ask if they did cancel
our insurance would they give some kind of cancellation notice before the cancellation took effect. The
last policy cancellation took effect immediately after the Monterey Board meeting where the decision to
terminate coverage was made. | have spoke with Andy Sells CEO of ACWA and he has said that 30 to 60
days would probably be given although it is up to the Executive Board to decide such matters. Thereis
no provision in the MOU of a:specific cancellation time line. it was noted thatlack of insurance-coverage
is teason for a public entity to no longer exist. | informed the group that | have tried to procure
insurance through other agents and had no success to date.

It was decided to possibly meet again after the election and see if further actions should be considered
at that time.



