NAPA SANITATION DISTRICT
AUDIT REPORT

FOR THE FISCAL YEAR ENDED JUNE 30, 2008



NAPA SANITATION DISTRICT

Table of Contents

_Page
FINANCIAL SECTION
Independent AUITOr' S REPOM. ........c.oiiiiiie e 1-2
Management’s Discussion and Analysis (Unaudited) ...........cooceeveneenenieninnenie e 37
Basic Financial Statements
StAEEMENT OF NEE ASSELS.......coeiice e r e 89
Statement of Revenues, Expenses and Changesin Net ASSELS........oovevvveenenieneeneene s 10
Statement Of Cas FIOWS ..o 11-12
Notes to BasiC Financial SEEEEMENTS..........ccooueiirierirerireeee e 13-26
Required Supplementary Information
FUNAiNg Status — CALPERS ..ottt et re e a e e e s neenne s 27

Other Report

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 STANTAITS...........ccoeiiiiiireee e 28-29



(AL LINAG

CERT

IFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR'S REPORT

Board of Directors
Napa Sanitation District
Napa, California

We have audited the accompanying basic financial statements of Napa Sanitation District

(the District) as of and for the year ended June 30, 2008, as listed in the table of contents. These
financial statements are the responsibility of the District’s management. Our responsibility isto
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform our audit to obtain reasonable assurance about whether the
financial statements are free of material misstatements. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the District’ sinternal control over financial reporting. Accordingly, we express
no such opinion. An audit also includes examining, on atest basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, based on our audit, the financial statements referred to above present fairly, in al
material respects, the financial position of the Napa Sanitation District, as of June 30, 2008, and
the changes in financial position and cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
December 18, 2008, on our consideration of the District’ sinternal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts
and grant agreements. The purpose of that report is to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide
an opinion on the internal control over financial reporting or on compliance. That report isan
integral part of an audit performed in accordance with Government Auditing Standards and
should be considered in assessing the results of our audit.



Board of Directors
Napa Sanitation District

The management’ s discussion and analysis and the schedule of funding progress are not a
required part of the basic financial statements, but are supplementary information required by
accounting principles generally accepted in the United States of America. We have applied
certain limited procedures, which consisted primarily of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information. However,
we did not audit the information and do not express an opinion on it.

Roseville, Caifornia
December 18, 2008



MANAGEMENT’SDISCUSSION AND ANALYSIS



NAPA SANITATION DISTRICT

Management’ s Discussion and Analysis (Unaudited)
June 30, 2008

This section of the District’s Annual Financial Statements presents our discussion and analysis of
the District’ s financial performance during the fiscal year ended June 30, 2008. Please read it in
conjunction with the District’s Financial Statements, which follow this section.

FINANCIAL HIGHLIGHTS

e TheDistrict’s assets exceeded liabilities at the close of the 2007-2008 fiscal year by
$129,394,068 (net assets). Of this amount, $5,344,249 (unrestricted net assets) may be
used to meet ongoing obligations to citizens and creditors, $9,956,816 is restricted for
debt service and capital projects and $114,093,003 isinvested in capital assets, net of
related debt.

e Current year results reflect operating income of $1,280,525, an increase of $715,695 from
prior year. Operating expenses increased by $1,574,199 while operations revenue
increased by $2,289,894.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysisis intended to serve as an introduction to the District’s Basic
Financial Statements. The Statement of Net Assets (pages 8-9), the Statement of Revenues,
Expenses, and Changesin Net Assets (page 10), and the Statement of Cash Flows (pages 11-12)
provide information about the activities of the District. The financial statements also include
various footnote disclosures, which further describe the District activities.

Napa Sanitation District
Condensed Statement of Net Assets

2008 2007
Assets
Current and other assets $ 20523414 $ 24,065,782
Capital assets 149,063,638 145,408,177
Total Assets 169,587,052 169,473,959
Liabilities
Current and other liabilities 3,093,914 3,695,379
Long term liabilities 37,099,070 38,281,203
Total Liabilities 40,192,984 41,976,582
Net Assets
Invested in capital assets, net 114,093,003 109,339,209
Restricted 9,956,816 8,996,685
Unrestricted 5,344,249 9,161,483
Total Net Assets $ 129,394,068 $ 127,497,377




NAPA SANITATION DISTRICT

Management’ s Discussion and Analysis (Unaudited)
June 30, 2008

During the fiscal year ended June 30, 2008, net assets increased by $1,896,691 with capital
assets, net of related debt increasing by $4,753,794, restricted net assets increasing by $960,131,
and unrestricted net assets decreasing by $3,817,234.

The District reports positive balances in al three components of net assets. Net assets invested in
capital assets, net of related debt continues to increase as aresult of further additions to the utility
plant. Restricted net assets increased due to excess connection fees collected over amounts used
for utility plant expansion.

Napa Sanitation District
Condensed Statement of Revenues, Expenses and Changesin Net Assets

2008 2007 Change % Change
Operating revenues
Sewer Charges $ 14051455 $ 12,003,390 $ 2,048,065 17.06%
Connection fees 2,867,635 2,637,593 230,042 8.72%
Other charges for services 296,230 284,443 11,787 4.14%
Total operating revenues 17,215,320 14,925,426 2,289,894 15.34%
Operating expenses
Wastewater collection, treatment and reclamation 4,410,654 3,527,393 883,261 25.04%
Depreciation 5,356,732 5,040,401 316,331 6.28%
Administration and genera 6,167,409 5,792,802 374,607 6.47%
Total operating expenses 15,934,795 14,360,596 1,574,199 10.96%
Operating Income (L0ss) 1,280,525 564,830 715,695 126.71%
Non-Oper ating Revenue (Expense)
Interest income 886,312 1,058,286 (171,974) -16.25%
Intergovernmental revenue -- 11,636 (11,636) -100.00%
Interest expense (1,755,331) (1,913,184) 157,853 -8.25%
Gain (loss) on asset disposal (9,656) 16,796 (26,452)  -157.49%
Other revenues (expenses) 475,951 868,409 (392,458) -45.19%
Total non-operating revenue (expense) (402,724) 41,943 (444,667) -1060.17%
Net income (loss) before capital contributions 877,801 606,773 271,028 44.67%
Capital contributions 1,018,890 784,810 234,080 29.83%
Changein net assets 1,896,691 1,391,583 505,108 36.30%
Total Net Assets - Beginning of Year 127,497,377 126,105,794 1,391,583 1.10%
Total Net Assets- End of Year $ 129,394,068 $ 127,497,377 $ 1,896,691 1.49%

For the fiscal year ended June 30, 2008, operating revenue increased by $2,289,894 while
operating expenses increased by $1,574,199 due to increased depreciation and administration
and general expenses. The increase in operating revenue is due to the second of three 15% Sewer
Service Charge increases authorized by the Board on August 2, 2006. It allowed the District to
eliminate its deficit and fully support the fiscal needs of the District in maintaining a safe,
healthy and reliable wastewater system.



NAPA SANITATION DISTRICT

Management’ s Discussion and Analysis (Unaudited)
June 30, 2008

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

The District has afive-year capital improvement program and publishes a capital budget
annually in conjunction with the District’ s budget process. The capital programisreviewed and
updated on an annual basis.

As of June 30, 2008, the District’ s investment in capital assets amounted to $149,063,638 (net of
accumulated depreciation), an increase of $3,655,461. Thisinvestment in capital assetsincludes
land, building and improvements, equipment, construction in progress, donated sewer lines and
other contributed assets.

The table below provides a comparison of the District’s capital assets for the current and prior
years.

Napa Sanitation District
Capital Assets, Net of Accumulated Depreciation

2008 2007 $ Change
Land $ 7436649 $ 7436649 $ -
Buildings and improvements 106,805,167 89,929,419 16,875,748
Equipment 5,303,254 4,407,607 895,647
Construction in progress 5,793,656 19,612,511 (13,818,855)
Donated sewer lines and other
contributed assets 23,724,912 24,021,991 (297,079)

$ 149,063,638  $ 145,408,177 $ 3,655,461

Major capital projects for the fiscal year include the following:
e Winter Biosolids Removal Project
e Stonecrest Pump Station
e Reservoir Cover and Spill Containment
e North Napa Pump Station Siphon and Upgrade

For additional information on capital assets, see Note 3 on page 20.



NAPA SANITATION DISTRICT

Management’ s Discussion and Analysis (Unaudited)
June 30, 2008

Long Term Obligations

At June 30, 2008, the District’ stotal long-term debt outstanding was $38,487,431, compared to
$39,644,966 in the prior year. This amount was comprised of $349,543 of compensated
absences, $28,286,953 of certificates of participation, $9,105,000 of variable rate demand bonds
and $745,935 in notes payable.

For additional information on long-term debt, see Note 4 on pages 20 and 21.

FUTURE PROJECTIONS

Revenue Projections

The Didtrict receives a variety of revenues from many sources, most of which must be accounted for
separately and their identity kept intact. Revenue projectionsillustrated in the FY 08/09 budget are
estimated using historical information, data collected from the Office of the Governor, the League of
Cdlifornia Cities, the Napa County Auditor-Controller, the State Controller, the State Department of
Finance and others. Trendsin regional development, environmenta factors, and interest rates are
examined. The Didtrict utilizes historical data, economic indicators, and in-house plans for service
delivery to help predict future revenues. When combined with County, State and other information
as noted above, areasonably good but financially conservative picture of the near future can be
produced.

Revenuesfor the entire District are expected to be $20,747,591. When compared to prior year
budget, revenues for the entire Didtrict are projected higher by $921,264. More specificaly,
Operating Fund revenueis projected higher by $1,900,031, Expansion Fund revenue is projected
higher by $119,839, and Rehabilitation Fund revenueis projected lower by $1,098,605.

Expense Projections

Overal, Operating and Capital expenses for the entire District are expected to be $25,260,434
(excluding transfers between funds). Therewill be anew set of Capital Projects, as programmed in
the 10-year Capital Program and Financia Master Plan, with the Rehabilitation Fund proposed to
spend $1,884,519 more than prior year budget, the Expansion fund proposed to spend $2,573,945
more than prior year budget, while the Operating Fund is proposed to spend $1,900,031 more than
prior year budget.

As previoudy mentioned, the Budget & so includes two proposed changes to the Position Control
Roster, which have been reviewed and recommended by the Personnel Committee:

e Reduce one Operator IT/I/11/111 position and add one Plant Maintenance Supervisor

Much of the treatment plant facilities were put into service in the early 2000s. Asthese
facilities age, more focus will be needed on maintenance, and monitoring the types and
frequencies of equipment failures will be moreimportant in order to strategically plan out the
work of the maintenance staff, and begin a* predictive maintenance program.” In addition,

6



NAPA SANITATION DISTRICT

Management’ s Discussion and Analysis (Unaudited)
June 30, 2008

the operation of the treatment plant is becoming more complex as the District approaches
capacity of some of the unit processes, and thiswill require more time by Operations, which
could result in less focus on maintenance. The opportunity exists now to address these
upcoming needs by utilizing avacant operator position for a Plant Maintenance Supervisor.
Thiswould be a“working supervisor” but would also have the time available to focus on
monitoring maintenance needs and predicting future needs for the Digtrict’ s equipment and
structures. The loss of an Operator position for the addition of a Plant Maintenance
Supervisor has been evaluated by both the Plant Manager and the Assistant General
Manager/Didtrict Engineer, and it isfelt that Operations would not suffer but would be
enhanced by increased focus on maintenance.

e Contract Administrator to Senior Accountant

The Contract Administrator position wasinitialy in the Technical Services Division (i.e.
Engineering). The duties of the position were to administer contracts with consultants,
contractors and vendors; the essentia duty of the position was procurement. With the hiring
of the Finance Manager, this position was brought into Finance. The District does not have a
Purchasing Officer, and staff throughout the District perform most of their own procurement
research. This decentralized approach is fine for some purchases, but the Digtrict could
achieve savingsif some of the procurement were centralized.

More importantly, thereis not day-to-day backup or a succession plan in place for the single
Accountant position. The recommendation is to upgrade the Contract Administrator position
to a Senior Accountant to provide backup and continued accounting servicesin the event the
single Accountant is unavailable, and to formally create a Procurement Office within
Finance in order to streamline purchasing and achieve better efficiencies, quicker turnaround
and reserve field staff’ stime for their own operation. It is anticipated that the Digtrict’s
current Accountant will be successful in promoting to the Senior Accountant position and
then would have increased overall responsibility and would provide general oversight of a
new Accountant.

REQUESTSFOR INFORMATION

The financial report is designed to provide a general overview of the District’ s finances for all
those with interest in them. Questions concerning any of the information provided in this report
or requests for additional information should be addressed to the Napa Sanitation District,

935 Hartle Court, P.O. Box 2480, Napa, California 94558.
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NAPA SANITATION DISTRICT

Statement of Net Assets
June 30, 2008

ASSETS
Current Assets:
Cash in County treasury $ 9,326,211
Imprest cash 300
Assessments receivable 32,990
Accounts receivable (net) 583,276
Interest receivable 53,580
Other receivable 23,411
Inventory 133,596
Total Current Assets 10,153,364
Restricted Cash and Investments:
Toilet retrofit program 22,171
With fiscal agent 3,167,253
Plant expansion account 6,789,563
Total Restricted Cash and Investments 9,978,987
Other Assets:
Deferred charges 391,063
Capital Assets:
Nondepreciable 13,230,305
Depreciable, net 135,833,333
Total Capital Assets 149,063,638
Total Assets $ 169,587,052
(continued)

The accompanying notes are an integral part of these financial statements.
8



LIABILITIES

Current Liabilities:
Accounts payable
Salaries and benefits payable

NAPA SANITATION DISTRICT

Statement of Net Assets (continued)
June 30, 2008

Current portion of compensated absences
Current portion of long-term debt

Total Current Liabilities

Current Liabilities Payable from Restricted Assets:

Interest payable

Non-Current Liabilities:

Liability for compensated absences
Long-term debt, net of unamortized original issue discount

Total Non-Current Liabilities

Total Liabilities

NET ASSETS

Invested in capital assets, net of related debt
Restricted for debt service and construction projects

Unrestricted

Total Net Assets

Total Liabilities and Net Assets

$ 898,140
219,439
196,763

1,191,598

2,505,940

587,974

152,780
36,946,290

37,099,070

40,192,984

114,093,003
9,956,816
5,344,249

129,394,068

$ 169,587,052

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

9



NAPA SANITATION DISTRICT

Statement of Revenues, Expenses and Changesin Net Assets
For the Y ear Ended June 30, 2008

Operating Revenues:

Sewer charges $ 14,051,455
Connection fees 2,867,635
Other charges for services 296,230
Total Operating Revenues 17,215,320
Operating Expenses:
Insurance 237,751
Salaries and benefits 5,481,972
Materias, supplies and repairs 1,811,778
Genera and administrative 378,284
Contractual services 1,457,083
Utilities 1,196,604
Depreciation 5,356,732
Amortization 14,591
Total Operating Expenses 15,934,795
Operating Income 1,280,525
Non-Oper ating Revenue (Expense):
Lease income 164,153
Taxes (29,412)
Gain (loss) on disposal of assets (9,656)
Interest income 886,312
Interest expense (1,755,331)
Other revenue (expense) 341,210
Total Non-Operating Revenues (Expenses) (402,724)
Income (L oss) Before Capital Contributions 877,801
Capital contributions 1,018,890
Changein Net Assets 1,896,691
Total Net Assets - Beginning of Year 127,497,377
Total Net Assets - End of Year $ 129,394,068

The accompanying notes are an integral part of these financial statements.
10



NAPA SANITATION DISTRICT

Statement of Cash Flows
For the Y ear Ended June 30, 2008

Cash Flows from Operating Activities:
Recei pts from customers
Paymentsto suppliers
Payments to employees
Net cash flows provided (used) for operating activities

Cash Flows from Noncapital Financing Activities:
Tax expense
Other revenue
Lease income
Net cash flows provided (used) for noncapital financing activities

Cash Flows from Capital and Related Financing Activities:
Payments of principal on long-term debt
Proceeds from sale of capital assets
Purchase of capital assets
Capital contributions
Interest paid
Net cash provided (used) for capital and related financing activities

Cash Flows from Investing Activities:
Interest Income
Net cash flows provided (used) for investing activities
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of the year

Cash and cash equivalents, end of the year

Reconciliation of Cash and Cash Equivalents to the Statement of Net Assets:

Cash and cash equivalentsin current assets
Cash and cash equivalents in restricted assets

Total Cash and Cash Equivalents

$ 16,997,119
(5,727,174)
(5,463,646)

5,806,299

(29,412)
341,210
164,153

475,951

(1,167,263)
67,200
(8,301,464)
250,000
(1,769,956)

(10,921,483)

886,312

886,312

(3,752,921)

23,058,419

$ 19,305,498

$ 9,326,511
9,978,987

$ 19,305,498

(continued)

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

11



Note 9:

NAPA SANITATION DISTRICT

Notes to Basic Financial Statements
June 30, 2008

New Accounting Pronouncements (continued)

GASB Statement No. 45 establishes standards for the measurement, recognition and
display of OPEB expenses/expenditures, related assets and liabilities, note disclosures
and, if applicable, required supplementary information in the financial reports of state and
local government employers. GASB Statement No. 45 will be effective for the fiscal year
ending June 30, 20009.

GASB Statement No. 47 provides guidance on how employers should account for
benefits associated with either voluntary or involuntary terminations. The requirements of
this Statement are effective in two parts. For termination benefits provided through an
existing defined benefit OPEB plan, the provisions of this Statement should be
implemented simultaneously with the requirements of GASB Statement No. 45. For all
other termination benefits, this Statement is effective for financial statements for periods
beginning after June 15, 2005.

26



NAPA SANITATION DISTRICT
Required Supplementary Information
For the Y ear Ended June 30, 2008
FUNDING STATUS—-CALPERS
Funded Status of CalPERS Plan
The funded status of the District’s plan, including the actuarial value of the plan’s assets and the

actuarial accrued liability, is no longer available, except on a pooled basis. Additional
information can be obtained from CalPERS, 400 Q Street, Sacramento, California 95811.

27



NAPA SANITATION DISTRICT

Statement of Cash Flows (continued)
For the Y ear Ended June 30, 2008

Reconciliation of Operating Income (L 0ss) to
Net Cash Provided (Used) by Operating Activities:
Operating income (10ss) $ 1,280,525

Adjustments to reconcile operating income to net cash provided by
operating activities:

Depreciation 5,356,732

Amortization 14,591

Changesin Assets and Liabilities:
(Increase) decrease in accounts receivable (205,461)
(Increase) decrease in inventory (10,778)
(Increase) decrease in other receivable (12,740)
Increase (decrease) in accounts payable (634,896)
Increase (decrease) in salaries and benefits payable 23,458
Increase (decrease) in compensated absences payable (5,132)
Total Adjustments to Operating Income 4,525,774
Net cash provided (used) by operating activities $ 5,806,299

Noncash, investing, capital and financing activities:
Contribution of capital assets $ 768,890

The accompanying notes are an integral part of these financial statements.
12



NOTESTO BASIC FINANCIAL STATEMENTS

The notes provided in the financial section of this report are considered an integral and essential
part of adequate disclosure and fair presentation of this report. The notes include a summary of
significant accounting policies for the District, and other necessary disclosure of pertinent
matters relating to the financial position of the District. The notes express significant insight to
the financial statements and are conjunctive to understanding the rationale for presentation of the
financial statements and information contained in this document.

13



Note 1:

NAPA SANITATION DISTRICT

Notes to Basic Financial Statements
June 30, 2008

Summary of Significant Accounting Policies

The financia statements of the Napa Sanitation District (District) are prepared in
accordance with Generally Accepted Accounting Principles (GAAP). The District applies
all relevant Government Accounting Standards Board (GASB) pronouncements.
Proprietary funds apply Financial Accounting Standards Board (FASB) pronouncements
and Accounting Principles Board (APB) opinions issued on or before

November 30, 1989, unless those pronouncements conflict with or contradict GASB
pronouncements, in which case, GASB prevails.

A. Reporting Entity

The Napa Sanitation District (District) was organized as a County Sanitation District
under the California Health and Safety Code in November 1945 to provide the
necessary sewerage service to the City of Napa as well as adjacent areas of Napa
County. The District is responsible for wastewater collection, treatment and
disposal/reuse within most of the city limits of the City of Napa as well as adjacent
areas of Napa County.

The District is not a component unit of the County of Napa. The District islegally
separate and fiscally independent of the County of Napa. The District includes all
activities (operations of its administrative staff and District officers) considered to be
apart of the District. Governmental Accounting Standards Board (GA SB) issued
Statement No. 14, relating to financial reporting entities to determination as to
whether they are financially accountable for other entities. The District has
determined that no other outside entity meets the criteriain Statement No. 14, and
therefore, no agency has been included as a component unit in the financial
statements. In addition, the District is not aware of any entity that would be
financially accountable for the District that would result in the District being
considered a component unit of that entity.

B. Basisof Presentation and Method of Accounting

The District accounts for its activities as a single enterprise fund, and the financial
statements are accounted for on a flow of economic resources measurement focus,
using the accrual basis of accounting. Revenues are recognized when earned and
expenses are recognized when the related liability isincurred, regardless of the
timing of related cash flows.

Operating revenues, such as charges for services, result from exchange transactions
associated with the principal activity of the fund. Exchange transactions are those in
which each party receives and gives up essentially equal values. Nonoperating
revenues, such as subsidies and investment earnings, result from nonexchange
transactions or ancillary activities.

14



NAPA SANITATION DISTRICT

Notes to Basic Financial Statements
June 30, 2008

Notel: Summary of Significant Accounting Palicies (continued)

B. Basisof Presentation and Method of Accounting (continued)

Nonexchange transactions, in which the District gives (or receives) value without
directly receiving (or giving) equal value in exchange, include grants, entitlements
and donations. In accordance with GASB No. 33, Accounting and Reporting for
Nonexchange Transactions, revenues from grants, entitlements and donations are
recognized in the fiscal year in which all eligible requirements have been satisfied.

C. Cash, Investmentsand Equivalents

The District has adopted Governmental Accounting Standards Board (GASB)
Statement No. 31, Accounting and Financial Reporting for Certain Investments and
External Investment Pools. The District’s cash is pooled with the County of Napa's
cash for investment purposes. It has been determined that the fair value of the
County’s cash in total compared to cost is not materially different, so that no
adjustment has been reported on these financial statements.

Cash, short-term investments and restricted investments are stated at cost, which
approximates current fair value.

For purposes of the statement of cash flows, the District considers all cash and
investments with original maturities of three months or less when purchased and
their equity in the County Treasurer’s Investment Pool, which is payable on demand,
as cash and cash equivalents.

D. Receivables

Receivables consist mostly of fees charged for sewer services and reclaimed water
sales. Management believesiits receivablesto be fully collectible, and accordingly,
no allowance for doubtful accountsis required.

E. Inventory

Inventories consist of operating materials and supplies held for consumption, and are
recognized as an expense at the time inventory is used. The District carries inventory
at the lower of cost or market, on afirst in, first out (FIFO) basis.

15



NAPA SANITATION DISTRICT

Notes to Basic Financial Statements
June 30, 2008

Notel: Summary of Significant Accounting Palicies (continued)

F. Deferred Charges

Deferred charges represent the cost of issuance of the 1998 certificates of
participation payable, and of the installment purchase contract entered into on
June 1, 2001 with the WateReuse Finance Authority.

G. Restricted Assets

Amounts shown as restricted assets have been restricted by either bonds, by law or
contractual obligations to be used for specified purposes, such as servicing bonded
debt and construction of capital assets.

Restricted assets include water and sewer connection fees. The resolution
establishing the authority for water and sewer connection fees restricts the use of
these fees to the construction, acquisition, or financing of capital assets.

H. Capital Assets

All purchased capital assets are valued at cost where historical records are available
and at an estimated historical cost where no historical records exist. Donated capital
assets are valued at their estimated fair market value on the date received. The
District’ s policy isto include in construction-in-progress capitalized interest costs of
related borrowings, net of interest earned on unspent proceeds of the related
borrowings, as well as capitalized amortization of deferred charges and original issue
discount. No interest costs or amortization were capitalized for the year ended

June 30, 2008.

The District defines capital assets as assets with aninitial individual cost of more
than $5,000 and an estimated useful life in excess of one year. The costs of normal
maintenance and repairs that do not add to the value of the asset or materially extend
asset life are not capitalized. Depreciation is computed using the straight-line method
over the estimated useful lives of the various classes of plant and equipment as

follows:
Useful Life
Years
Buildings and improvements 5-40
Equipment 5-50
Donated sewer lines and other contributed assets 50

16



NAPA SANITATION DISTRICT

Notes to Basic Financial Statements
June 30, 2008

Notel: Summary of Significant Accounting Palicies (continued)

Compensated Absences

Earned vacation may be accumulated by all personnel up to a maximum of twice
their annual vacation leave on June 30™. Sick leave is accumulated without
restriction as to maximum hours. District employees may not receive compensation
for accumulated sick leave upon termination of employment, but can convert up to
48 hours of sick leave to personal |eave after accumulated sick leave exceeds

500 hours. Any unused personal leave is forfeited on June 30™ for non-management
employees.

Management employees can accumulate up to a maximum of 96 hours by June 30™.
Earned management |leave time may be accumulated by management employees up
to a maximum of twice their annual management leave time on June 30"

Thetotal estimated contingent liability for vested compensated absences at

June 30, 2008 was $349,543. The current portion of the liability was determined as
100% of earned compensated time and personal leave, and 50% of earned vacation
and management leave.

Net Assets

The District’ sfinancial statements utilize a net assets presentation. Net assets
comprise the various net earnings from operating and non-operating revenues,
expenses and contributions of capital. Net assets are classified in the following three
components:. invested capital assets (net of related debt), restricted and unrestricted.

o Invested in Capital Assets, Net of Related Debt — This category groups all capital
assets, including infrastructure, into one component of net assets. Accumulated
depreciation and the outstanding balances of debt that are attributable to the
acquisition, construction or improvement of these assets reduce the balance in this
category.

o Restricted Net Assets — This category presents external restrictions imposed by
creditors, grantors, contributors or laws or regulations of other governments and
restrictions imposed by law through constitutional provisions or enabling
legislation. For the District, this category represents restrictions for debt service
and construction projects.

17



Note 1:

Note 2:

NAPA SANITATION DISTRICT

Notes to Basic Financial Statements
June 30, 2008

Summary of Significant Accounting Policies (continued)

J. Net Assets (continued)

e Unrestricted Net Assets — This category represents net assets of the District, not
restricted for any project or other purpose.

When both restricted and unrestricted net assets are available, unrestricted resources
are used only after the restricted resources are depleted.

K. Useof Estimates
Management of the District has made certain estimates and assumptions relating to
the reporting of assets and liabilities to prepare these financial statementsin
conformity with generally accepted accounting principles. Actual results could differ
from those estimates.

L. Amortization

Deferred charges and original issue discount related to the 1998 certificates of
participation are being amortized using the straight-line method over 30 years.
Amortization was capitalized until the Wastewater Project was completed on

April 17, 2002, and expended thereafter. Deferred charges related to the installment
purchase contract entered into on June 1, 2001 with the WateReuse Finance
Authority are being amortized using the straight-line method over 27 years.

Cash and Investments

Cash and investments shown in the statement of net assets represents the District’s share
of the County of Napa' s cash and investment pool and restricted cash held with fiscal
agents. The District voluntarily participates in the County’s cash and investment pool.
Interest earnings from this pool are transferred to the District on a quarterly basis based
on the District’ s average daily balance. The County has an investment committee, which
performs regulatory oversight for its pool as required by California Government Code
Section 27134.

Required disclosure information regarding categorization of investments and other
deposit and investment risk disclosures can be found in the County of Napa's
comprehensive annual financial report and may be obtained by contacting the County
Auditor-Controller’s Office at 1195 Third Street, Room B-10, Napa, California 94559.
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NAPA SANITATION DISTRICT

Notes to Basic Financial Statements
June 30, 2008

Note2: Cash and | nvestments (continued)

The District has adopted Napa County’ s investment policy.

At June 30, 2008, the District also had a $22,171 bank balance on deposit with afinancial
institution. Thisamount is fully insured by federal depository insurance.

At June 30, 2008, total cash and investments held by the District were as follows:

Unrestricted Restricted Total

Cashheldin County treasury  $ 9,326,211 $ 6,789,563 $ 16,115,774

Cash in bank -- 22,171 22,171
Petty cash 300 -- 300
Investments with fiscal agent -- 3,167,253 3,167,253

Total $ 9326511 $ 9,978,987 $ 19,305,498

Cash with fiscal agent investments were as follows:

Fair Weighted Average

Interest Rates Maturities Par Value  Book Vaue Vaue Maturity (Y ears)
Cash with Fiscal Agent
Westdeutsche term deposit Variable 5/1/2028 $ 798160 $ 798160 $ 798,237 19.84
Investment Agreement - AIG
Matched Funding Corp 5.771% 8/1/2008 2,228,250 2,228,250 2,228,250 0.09
Federated Mutual Funds Variable On Demand 140,843 140,843 140,843 --
Total $ 3,167,253 $ 3,167,253 $ 3,167,330 5.06

Required disclosures for the District’ s deposit and investment risks for the cash held in
the County Treasury at June 30, 2008, were as follows:

Credit risk Not rated
Custodial risk Not applicable
Concentration of credit risk Not applicable
Interest rate risk See disclosure above
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NAPA SANITATION DISTRICT

Notes to Basic Financial Statements
June 30, 2008

Note3: Capital Assets

Changesin the District’ s capital assets and accumulated depreciation for the year ended
June 30, 2008 is summarized as follows:

Transfers
Balance and Balance
June 30, 2007 Additions Retirements  Adjustments June 30, 2008

Capital assets, not being depreciated:

Land $ 7436649 $ - $ - % - $ 7,436,649

Construction in progress 19,612,511 1,455,946 -- (15,274,801) 5,793,656
Total capital assets, not being depreciated 27,049,160 1,455,946 (15,274,801) 13,230,305
Capita assets, being depreciated:

Structures and improvements 118,847,227 6,744,991 -- 13,807,616 139,399,834

Vehicles and equipment 9,381,520 425,168 (431,636) 1,161,239 10,536,291

Donated assets 48,354,434 768,890 -- - 49,123,324
Total capital assets, being depreciated 176,583,181 7,939,049 (431,636) 14,968,855 199,059,449
Less accumulated depreciation for:

Structures and improvements (28,917,808) (3,676,859) -- -- (32,594,667)

Vehicles and equipment (4,973,913) (613,904) 354,780 - (5,233,037)

Donated assets (24,332,443) (1,065,969) -- -- (25,398,412)
Total accumulated depreciation (58,224,164) (5,356,732) 354,780 - (63,226,116)
Total capital assets, being depreciated net 118,359,017 2,582,317 (76,856) 14,968,855 135,833,333
Total capital assets, net $ 145408177 $ 4,038263 $ (76,856) $ (305,946) $ 149,063,638

Note 4: L ong-Term Debt

Individual issues of Bonds, Notes and Certificates of Participation outstanding at

June 30, 2008:

Interest Annual Principa Origina Original Outstanding
Maturity Rates Installments Issue Date Issue 6/30/2008
1998 Certificates of Participation 2028  4.0%-5.0%  $555,000-$2,120,000  1/25/1999  $ 34,520,000 $ 28,580,000
Series A
Purpose: Wastewater Project
WateReuse Installment Not to
Purpose: Construction of Water 2028 exceed $265,000-$605,000 6/1/2001 $11,165,000 $ 9,105,000
Reservoir Facilities 12.00%
State Revolving Fund — SRF 2022 2.50% $34,421-$58,777 12/13/2003 $ 901,376 $ 745,935

Purpose: Summit Avenue/Ora Drive
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NAPA SANITATION DISTRICT

Notes to Basic Financial Statements
June 30, 2008

Note4: Long-Term Debt (continued)

The following represents the changes in long-term debt during the year:

Amounts
Balance Balance Due Within
July 1, 2007  Additions Retirement  June 30, 2008 OneYear

SRF Loan $ 786518 $ - $ (40583) $ 745935 $ 41,598
Somky 21,410 - (21,410) - -
WateReuse 9,430,000 - (325,000) 9,105,000 335,000
1998 COP 29,360,000 - (780,000) 28,580,000 815,000
Less: Unamortized Original
Issue Discount (307,638) -- 14,591 (293,047) --
Compensated Absences 354,675 282,928 (288,060) 349,543 196,763

$39,644965 $282,928 $(1,440,462) $ 38,487,431 $ 1,388,361

As of June 30, 2008, annual debt service requirements to maturity are as follows:

Business-type Activities

Y ear Ending SRF Loan WaterReuse 1998 COP
June 30: Principal Interest Principal Interest -a Principal Interest

2009 $ 41598 $ 18648 $ 335000 $ 250680 $ 815000 $ 1,392,800
2010 42,638 17,608 345,000 240,818 850,000 1,355,338
2011 43,704 16,542 355,000 230,671 890,000 1,315,075
2012 44,797 15,450 365,000 220,238 930,000 1,271,850
2013 45,917 14,330 375,000 209,519 975,000 1,226,606

2014-2018 247,386 53,846 2,070,000 873,663 5,635,000 5,351,850

2019-2023 279,895 21,338 2,425,000 548,094 7,185,000 3,758,125

2024-2028 -- -- 2,835,000 167,358 9,180,000 1,722,500

2029-2030 -- -- -- -- 2,120,000 53,000

$745935 $157,762 $ 9,105000 $2,741,041 $28580,000 $17,447,144

a) Interest was calculated using 2007-2008 rates.
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NAPA SANITATION DISTRICT

Notes to Basic Financial Statements
June 30, 2008

Note 5: District Employees Retirement Plan (Defined Benefit Pension Plan)

A. Plan Description

The Napa Sanitation District contributes to the California Public Employees
Retirement System (PERS), an agent multiple-employer public employees
retirement system that acts as a common investment and administrative agent for
participating public entities with the State of California. Copies of PERS annual
financial report may be obtained from their Executive Office — 400 P Street,
Sacramento, California 95814.

B. Funding Policy

The District makes the contributions required of District employees on their behalf
and for their account. The rates are set by statute and therefore generally remain
unchanged from year to year. The present actuarially determined rates of annual
covered payment are as follows:

Member Rates as a
Category Percentage of Wages

Loca miscellaneous members 8%

State statutes establish the contribution requirements of the plan members and the
employer contribution rate is established and may be amended by Cal PERS.

Annual Pension Cost

For the fiscal year ended June 30, 2008, the District’s annual pension cost was
$1,250,881 and the District actually contributed $1,250,881. The required
contribution for the fiscal year ended June 30, 2008 was determined as part of the
June 30, 2005 actuarial valuation using the entry age normal actuarial cost method
with the contributions determined as a percent of pay. The actuarial assumptions
include (a) 7.75% investment rate of return (net of administrative expenses);

(b) projected salary increases that vary by duration of service ranging from 3.25% to
14.45%; and (c) a 3.25% increase overall payroll. Both (a) and (b) included an
inflation component of 3.0%.

The actuarial value of the District’ s assets was determined using a technique that
smoothes the effect of short-term volatility in the market value of investments over a
two to five year period depending on the size of the investment gains and/or |osses.
The District’ s excess assets are being amortized as alevel percentage of projected
payroll on aclosed basis.
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NAPA SANITATION DISTRICT

Notes to Basic Financial Statements
June 30, 2008

Note5: District Employees Retirement Plan (Defined Benefit Pension Plan) (continued)

B. Funding Policy (continued)

Three-Y ear Trend Information

Fiscal Annual Percentage Net
Y ear Pension of APC Pension
Ending Cost (APC) Contributed Obligation

6/30/06 $ 870,470 100% $ --
6/30/07 1,231,374 100% --
6/30/08 1,250,881 100% --

C. Deferred Compensation Plan

All permanent employees of the District are eligible to participate in a District
sponsored deferred compensation plan (the Plan) created in accordance with Internal
Revenue Code Section 457. The Plan provides for the deferral of a portion of the
employees’ compensation until retirement, termination, or certain other covered
events. The funds are invested on behalf of the employees through an administrator
in various instruments including mutual funds, money market funds, and others.

Prior to 1999, al amounts of compensation deferred under the Plan, all property and
rights purchased with those amounts and all income attributable to those amounts
were (until paid or made available to the employee or other beneficiary) solely the
property and rights of the District (without being restricted to the provisions of
benefits under the Plan), and subject to the claims of the District’s general creditors.

Dueto achange in Federal law concerning deferred compensation plans, the Board
of Directors amended the Plan. In accordance with the new law, the District set up a
trust to hold assets and earnings of the deferred compensation plan for the exclusive
benefit of the participants.

Government Accounting Standards Board Statement No. 32, Accounting and
Financial Reporting for Internal Revenue Code Section 457 Deferred Compensation
Plans requires governments to report Section 457 plans in the financial statements if
the assets are held by a government unit in a trustee capacity or as an agent for
individuals. Currently, the District has minimal administrative involvement, does not
perform the investing function for the plan and, therefore, is not considered to have
fiduciary responsibility for the plan or hold the plan in atrustee capacity.

The County of Napa Auditor-Controller’s office prepares the District’ s payroll and
remits all required deposits to the third-party administrators.
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Notes to Basic Financial Statements
June 30, 2008

Note5: District Employees Retirement Plan (Defined Benefit Pension Plan) (continued)

D. Post-Employment Benefits

The District provides post-retirement health care benefits to eligible retirees as
stipulated by the District’ s health care provider.

Since the requirement to provide post-retirement health care benefitsis contingent
upon the District’ s continuing relationship with its current health care provider,
contributions for post-retirement health care benefits are recognized when paid.
Post-retirement health care benefits during the year ended June 30, 2008 were
provided to 35 former employees at cost of approximately $238,375 and included
health, vision and life insurance premiums.

Note 6: Related Party Transactions

Pursuant to an agreement between the County of Napa and the District, the County
provides Management Information Services to the District. During the year ended
June 30, 2008, the District paid the County the following amounts for this service:

Information Technology Services $ 233,824
Accounting Services 33,787

Note 7: Risk M anagement

The District is exposed to various risks of loss related to torts; thefts of, damage to and
destruction of assets; errors and omissions; injuries to employees and natural disaster.
The District joined together with other entities to form the Special District Risk
Management Authority (SDRMA), a public risk entity pool currently operating as a
common risk management and insurance program for 414 member entities. The purpose
of SDRMA isto spread the adverse effects of losses among the member entities and to
purchase excess insurance as a group, thereby reducing its cost. A Board composed of
one representative from each member agency governs SDRMA. The Board controls the
operations of SDRMA including selection of management and approval for operating
budgets, independent of any influence by member entities. A copy of the audit report may
be obtained from SDRMA at 1112 | Street, Suite 300, Sacramento, California 95814.

The District is also amember of the California Sanitation Risk Management Authority
(CSRMA) apublic risk sharing pool. The District’ s workers compensation claims are
handled by CSRMA. A Board composed of one representative from each member agency
governs CSRMA. The Board controls the operations of CSRMA including selection of
management and approval for operating budgets, independent of any influence by
member entities. A copy of the audit report may be obtained from CSRMA at the
Authority’ sweb site at www.csrma.org.
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Note 8:

Note 9:

NAPA SANITATION DISTRICT

Notes to Basic Financial Statements
June 30, 2008

Risk M anagement (continued)

In addition to SDRMA, the District also carries commercia insurance coverage for
generd liability and property damage. Settled claims for SDRMA or commercial
insurance have not exceeded coverage in any of the past three fiscal years.

The following is a summary of the insurance policies carried by the District for the fiscal

year ended June 30, 2008:

Comprehensive Business Policy

SDRMA — Specialty National Insurance Co.
SDRMA

SDRMA

SDRMA — Continental Casualty Co.
SDRMA

SDRMA
SDRMA
SDRMA
SDRMA
SDRMA — Fidelity and Deposit of Maryland

SDRMA — American Safety Indemnity Co.
Workers” Compensation Program
CSRMA — Employers Reinsurance Corp.
CSRMA — Employers Reinsurance Corp.
CSRMA — Employers Reinsurance Corp.

Pollution Legal Liability
Harbor Insurance Co.

Capital Contributions

General property $ 1,000,000,000

Special property coverage Various
General liability 10,000,000
Boiler and machinery 100,000,000
Auto, personal injury & property
damage liability 10,000,000
Uninsured/underinsured motorists 750,000
Errors and omissions liability 10,000,000
Employment practices liability 10,000,000
Employee benefits liability 10,000,000
Public employeeg/officials dishonesty
blanket coverage 400,000
Public officials personal liability 500,000
Initial workers compensation 750,000
Excess workers' compensation Statutory
Employer’sliability 1,000,000
5,000,000

A portion of the construction costs for sewer lines completed by the District were paid for
by outside parties. The donated portion of these assetsis recorded as capital

contributions.

New Accounting Pronouncements

The Governmental Accounting Standards Board (GA SB) recently released new
accounting and financial reporting standards. GASB Statement No. 45, Accounting and
Financial Reporting by Employers of Postemployment Benefits Other than Pensions
(OPEB), and GASB Statement No. 47, Accounting for Termination Benefits, may have a
significant impact on the District’ s financial reporting process.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERSBASED
ON AN AUDIT OF FINANCIAL STATEMENTSPERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Directors
Napa Sanitation District
Napa, California

We have audited the financial statements of the Napa Sanitation District as of and for the year
ended June 30, 2008, and have issued our report thereon dated December 18, 2008. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Napa Sanitation District’ s internal
control over financial reporting in order to determine 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 Napa Sanitation District’ sinternal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of Napa Sanitation
District’ s internal control over financial reporting.

A control deficiency 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
misstatements on atimely basis. A significant deficiency is a control deficiency, or a
combination of control deficiencies, that adversely affects Napa Sanitation District’ s ability to
initiate, authorize, record, process, or report financial datareliably in accordance with generally
accepted accounting principles such that there is more than aremote likelihood that a
misstatement of the entity’ s financial statements that is more than inconsequentia will not be
prevented or detected by the entity’ sinternal control.

A material weaknessis a significant deficiency, or a combination of significant deficiencies, that

results in more than aremote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity’ sinternal control.
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Board of Directors
Napa Sanitation District

Our consideration of internal control was for the limited purpose described in the first paragraph
and would not necessarily identify all deficienciesin internal control that might be significant
deficiencies or material weaknesses. In addition, because of inherent limitations in internal
control, including the possibility of management override of controls, misstatements due to error
or fraud may occur and not be detected by such controls. We did not identify any deficienciesin
internal control that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Napa Sanitation District’ s financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
could have adirect and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards.

We noted certain matters that we reported to management of Napa Sanitation District in a
separate letter dated December 18, 2008.

Thisreport isintended solely for the information and use of management, the Board of Directors,

others within the entity, and federal and state awarding agencies and is not intended to be and
should not be used by anyone other than these specified parties.

Roseville, Cdlifornia
December 18, 2008

29



