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KINNELOA IRRIGATION DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2004 AND 2003

Our discussion and analysis of the financial performance of Kinneloa Irrigation District (the “District”)
provides an overview of the District's financial activities for the fiscal year ended December 31, 2004.
Please read it in conjunction with the District's financial statements, which begin on page 8.

FINANCIAL HIGHLIGHTS

The District is required to apply the Governmental Accounting Standards Board (“GASB")
Statement No. 34, “Basic Financial Statements-and Management'’s Discussion and Analysis-for
State and Local Governments” (“GASB 34") for periods beginning after June 15, 2003. This
new standard has minor impacts upon the financial reporting and accounting performed by the
District.

The District's operating revenues, consisting primarily of water sales increased by 4.4% to
$858,944,

Total expenses including depreciation decreased by 10.9% to $775,915.

The District's total net assets increased by 44.4% to $4,120,010 due to project completions and
a contribution of assets in the Kinneloa Ridge project by the developer.

SIC FINANCIAL STATEMENT

The District operates as a utility enterprise and its annual report consists of a series of financial
statements presented on the full accrual basis of accounting. The Balance Sheets and the
Statements of Revenues, Expenses and Changes in Net Assets (on pages 8 and 9) provide
information about the District as a whole and present a longer-term view of the District's
finances.



KINNELOA IRRIGATION DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2004 AND 2003

CONDENSED FINANCIAL INFORMATION

The following condensed financial information provides an overview of the District’s financial
activities for the year ended December 31, 2004 and 2003.

NET ASSETS
2004 2003

Capital assets, net $3,609,001 $2,143,120
Other assets, net 564,837 802,163
Total assets 4,173,838 2,945,283
Long-term liabilities - -
Other liabilities 53,828 92,195
Total liabilities 53,828 92,195
Invested in capital assets, net of debt 3,609,001 2,143,120
Restricted for debt service - 41,600
Unrestricted 511,009 668,368
Total net assets $4,120,010 $2,853,088

Capital and other assets — The change in capital assets is net of an increase of $1,266,922
primarily capital improvement projects.

Net assets — Unrestricted net assets increased from the prior year due to the increase in capital
assets. Unrestricted net assets consist of net assets that do not meet the definition of
“restricted” or “invested in capital assets, net of related debt”.



KINNELOA IRRIGATION DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2004 AND 2003

HANGES IN N ETS
2004 200
Total operating revenues $ 858,944 822,712
Total non-operating revenues 4737 18,351
Total revenues 863,681 841,063
Total operating expenses 775,915 870,821
Total non-operating expenses 7,449 8,081
Total expenses 783,364 878,902
Change in net assets 80,317 (37,839)
MNet assets, beginning of year 2,853,088 2,890,927
Contributed assets 1,186,605 -
MNet assets, end of year $ 4120,010 2,853,088

Revenues — Water usage increased 4.85% over 2003 to 756 acre-fee or 2.46 million gallons
and total operating revenue increased 4.4% over 2003 to $858,944. The net increase is
attributed primarily to a hotter, drier summer and a $.05 per CCF increase in the water
commodity rate. The District's conservation efforts may have reduced the magnitude of the
increase. For 2004, the primary source of the District's non-operating revenues is interest
earmed on its investments. The amount of the District's investments at year end was $381,258
and $611,068 in 2004 and 2003. The decrease is attributed to expenditures for capital and
planned maintenance projects. The District eamed $4,737 and $18,351 in non-operating
revenues, respectively.

Expenses — The District’s operating expenses decreased by $94,906, before depreciation, due
primarily to the reduced use of outside contractors for system maintenance and bookkeeping
services, reduced legal and professional services expense and reduced maintenance supplies

expense.
BUDGET ANALYSIS AND VARIANCES

Revenues from water sales for 2004 were $852,381 which was greater than the budgeted
amount for 2004 of $792,000 and the 2003 actual amount of $822,712. Weather conditions
during the summer of 2004 are the primary reason for the increase. Since water sales are so
dependent on weather conditions during the year, the revenue from water sales has been
budgeted conservatively in prior years.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
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BUDGET ANALYSIS AND VARIANCES (continued)

Overall, the net revenue surplus was $224,413, not including depreciation, as compared to the
budgeted amount of $97,160 which is a favorable result as compared to budget. This allowed
capital and planned maintenance projects in the amount of $422,629 to be completed with a net
reduction of reserves of $198,215 which is a favorable result of $62,593 less than the budgeted
reserve drawdown of $260,808.

Each year the District budgets amounts for capital projects and planned maintenance based on
its expected operations and available reserves. In 2004, the majority of the expenditures were
for two major projects: (1) A replacement pipeline for the K-3 Well, and (2) Recoating of the
Holly Tanks. The first project provides a permanent crossing of the Eaton Wash and will reduce
future pumping costs by allowing greater flow through the new larger pipeline. The second
project extends the lifetime of the Holly Tanks through better protection from corrosion.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets — At December 31, 2004 and 2003, the District had investments in land,
buildings, wells and distribution systems, machinery and equipment, and construction in
progress as follows).

2004 2003
Land $ 96,700 96,700
Water rights 52,060 52,060
Buildings, wells and distribution system 4,490,883 2,779,012
Machinery and equipment 407,335 407,334
Construction in progress - 129,871
Totals $ 5,046,978 3,464,978

e e

CONOMIC FACTOR ¢ ETS AND RATES

Inflation as measured by the consumer price index for all urban consumers was 3.3% for the 12
months ended December 2004.

The District expects to serve an additional 15 new or remodeled homes in 2005.

The Board of Directors approved a $0.10 per CCF rate increase effective with the February
billing for water used in January 2005.

These factors when combined are anticipated to have a positive effect on the District’s operations
through increased water sales. However, possible increased power costs and need to purchase
additional water or lease additional pumping rights if water sales increase would moderate the
benefit to the District. Weather conditions will continue to play a significant role in determining
water sales for 2005.
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CONTACTING THE DISTRICT'S FINANCIAL MANAGEMENT

This financial report is designed to provide our purveyors, taxpayers, customers, investors and creditors
with a general overview of the District’s finances and to show the District's accountability for the money
it receives. If you have any questions about this report, or need additional financial information, contact
the District's finance office at 1999 Kinclair Dr., Pasadena, CA 91107
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INDEPENDENT AUDITORS' REPORT

The Board of Directors
Kinneloa Irrigation District
Pasadena, California

We have audited the accompanying balance sheets of Kinneloa Irrigation District (the "District") as of
December 31, 2004 and 2003, and the related statements of revenues, expenses and changes in net
assets and cash flows for the years then ended. These financial statements are the responsibility of the
District's management. Our responsibility is to express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An auditincludes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Kinneloa Irrigation District as of December 31, 2004 and 2003 and the results of
its operations and its cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The accompanying supplementary information presented on page 21 for the years
ended December 31, 2004 and 2003 is presented for purposes of additional analysis and is not
required as part of the basic financial statements. Such supplementary information has been subjected
to the auditing procedures applied in the audit of the basic financial statements and in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a whole.

575

March 15, 2005

MEMBER OF AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS



KINNELOA IRRIGATION DISTRICT
BALANCE SHEETS
DECEMBER 31, 2004 AND 2003

2004 2003
ASSETS
Current assets
Cash $ 66,373 67,916
Temporary investments 381,258 611,068
Receivables
Water sales, net of allowance for doubtful accounts 67,081 63,478
Other receivables 8,850 18,544
Prepaid expenses 21,275 21,157
Materials and supplies 20,000 20,000
Total current assets 564,837 802,163
Capital assets, net of accumulated depreciation 3,609,001 2,143,120
TOTAL ASSETS $__4,173.838 2,945 283
LIABILITIES AND NET ASSETS
Current liabilities
Current portion of lease payable 3 - 1,778
Current portion of bonds payable - 40,000
Accounts payable and accrued expenses 16,807 24,731
Accrued bond interest payable - 6,400
Accrued payroll and payroll taxes 29,973 6,799
Customer deposits 7,048 12,487
Total current liabilities 53,828 92,195
Net assets
Invested in capital assets, net of related debt 3,609,001 2,143,120
Restricted for debt service - 41,600
Unrestricted 511,009 668,368
Total net assets 4,120,010 2,853,088
TOTAL LIABILITIES AND NET ASSETS $__4,173.838 2,945,283

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



