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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.



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

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.



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

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



EGAN & EGAN

CERTIFIED PUBLIC ACCOUNTANTS

20910 MARTINEZ STREET
WOODLAND HILLS, CALIFORMNIA 1364
218) 348-2026 Fax B8] 704-8009

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.



KINNELOA IRRIGATION DISTRICT
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

FOR THE YEARS ENDED DECEMBER 31, 2004 AND 2003

Operating revenues
Water sales and service fees

Operating expenses
Operating and maintenance
Administration and general
Depreciation

Total operating expenses
Operating loss
Non-operating revenues (expenses)
Interest
Bond assessments

Interest expense
Bond administration expenses

Total non-operating revenue
Change in net assets
Net assets, beginning of year

Contributed assets

Net assets, end of year

2004 2003
$ 858,044 822,712
434,449 515,707
225,347 242,214
116,119 112,900
775,915 870,821
83,029 (48,109)
7.817 13,848
(3,080) 4,503
(3,200) (6,400)
(4,249) (1,681)
(2,712) 10,270
80,317 (37,839)
2,853,088 2,890,927
1,186,605 =
$_4120010  _2.853,088

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



KINNELOA IRRIGATION DISTRICT
STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2004 AND 2003

Cash flows from operating activities: 2004 2003
Cash received from customers $ 855,341 823,964
Cash payments to employees for services (252,790) (261,005)
Cash payments for services and goods (391,874) (491,817)

Net cash provided by operating activities 210,677 71,142

Cash flows from capital and related financing

Cash paid for construction and acquisition of capital (395,395) (279,981)
Principal paid on debt (40,000) (40,000)
Payments on capital lease obligation (1,778) (5,556)
Customer deposits (5,439) 1,359
Assessments received 214 4,398
Bond administrative expenses (4,249) (1,681)
Interest and redemption expenses paid (3,200) (6,400)

Cash used by capital and related financing activities (449,847) (327,861)

Cash flows from investing activities:

Interest received 7,817 15,373
Cash provided by investing activities 7,817 15,373
Net decrease in cash and cash equivalents (231,353) (241,346)

Cash and tempory investments, beginning of the year 678,984 920,330
Cash and tempory investments, end of the year $ 447,631 678,984

SUMMARY OF BALANCE SHEET CASH and CASH EQUIVALENTS

Cash 3 66,373 67,916
Temporary investments 381,258 611,068
Total cash $ 447,631 678,984

The accompanying notes are an integral part of the financial statements.
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KINNELOA IRRIGATION DISTRICT
STATEMENTS OF CASH FLOWS (CONTINUED)
FOR THE YEARS ENDED DECEMBER 31, 2004 AND 2003

Racantfillatmr! _"ff operating income to net cash 2004 2003
operating activities:
Operating income (loss) $ 83,029 (48,109)

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

Depreciation 116,119 112,900
Decrease (increase) in receivables (3.603) 2,672
(Increase) decrease in prepaid expenses (118) 8,011
Decrease in accounts payable and accrued expenses 15,250 (4,332)
Net cash provided by operating activities $__ 210677 71,142

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

11



KINNELOA IRRIGATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004 AND 2003

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Kinneloa Irrigation District (the "District") is a special district organized in 1953 under the
provisions of Division 11 of the Water Code of the State of California. The District delivers water to the
residents in a specific area of Los Angeles County, northeast of the City of Pasadena. This District is
not a subdivision of a larger governmental organization.

The District is governed by an elected Board of Directors. At December 31, 2004, The Board of
Directors were as follows:

Name Title
Mr. Richard L. Barkhurst Chairman
Mr. Steven Sorell Treasurer
Mr. Robert Brain Director
Mr. Jay Stock Director
Mr. Maurice Pickard Secretary

The Improvement District No. 1 was formed to service the bonded debt. Properties within the
Improvement District are assessed $.80 per $100 of property value. The bonds related to this
Improvement District were fully paid at December 31, 2004.

The accounting policies of the District conform to generally accepted accounting principles as
applicable to governmental enterprise funds. The District applies Governmental Accounting Standards
Board ("GASB") pronouncements and Financial Accounting Standards Board ("FASBE")
pronouncements issued on or before November 30, 1989, unless those pronouncements conflict or
contradict GASB pronouncements. The more significant policies reflected in the financial statements
are summarized as follows:

a.  Fund Accounting

The District's accounts are organized on the basis of funds, each of which is considered a
separate accounting entity. The operations of each fund are accounted for with a set of self-balancing
accounts that comprise its assets, liabilities, retained earnings, revenues and expenses. The District
has one fund, which is presented in the accompanying financial statement as a Proprietary Fund

category, Enterprise Fund type.
b. Basis of Accounting

The District uses the accrual method of accounting. Revenues are recorded when earned and
expenses are recorded when the related liability is incurred. Unbilled receivables are not reflected in
the accompanying financial statements because the amounts are not material.

The District is required to apply the Governmental Accounting Standards Board (GASBE)
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. GASB 34 requires,
among other things, that the difference between assets and liabilities be reported as net assets, not
equity; that a Management’s Discussion and Analysis (M, D & A) section precede the basic financial:

12



KINNELOA IRRIGATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004 AND 2003

that the statements of cash flows use the direct method, and that plant assets be capitalized and
depreciated over their useful lives. As the District has historically capitalized its assets and recorded
depreciation, the only significant changes made in order to comply with the new requirements were the
MD & A section and the reporting of the details of net assets.

In conjunction with the adoption of GASB 34, the District has also adopted the provisions of
GASB No 37, “Basic Financial Statements-and Management's Discussion and Analysis-for State and
Local Governments: Omnibus”, and GASB No. 38, “Certain Financial Statement Note Disclosures.”

C. ili lan

Utility plant is stated at cost. The District capitalizes applicable overhead costs in
connection with self-constructed assets. Depreciation of all exhaustible utility plant is charged as an
expense in the accompanying statements of income. Depreciation is provided over the estimated
useful lives of the asset using the straight-line method. Estimated useful lives are as follows:

Water system 5 to 50 years
Autos and trucks 3 to 5 years
Office equipment 5to 10 years
Office and production facilities 10 to 40 years

d. Restricted Assets and Liabilities

Tax assessments received by the District from customers located in Improvement District
No. 1 are restricted assets for the purpose of repaying general obligation serial bonds.

e. Uncollectible Accounts
The District's management estimates that accounts receivable are collectible. However, an

allowance for uncollectible accounts at December 31, 2004 and 2003 is $988, respectively. Unpaid
water accounts receivable become a lien on the property and must be paid upon the sale of the

property.
f. Cash and Cash Equivalents
The District defines cash and cash equivalents as demand account balances and cash on hand.

The District invests cash in excess of its operating requirements primarily with the State
Treasurer's Local Agency Investment Fund (LAIF).

13



KINNELOA IRRIGATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004 AND 2003

g. Investments

All investments are stated at fair value as required by GASB Statement No. 31, “Accounting and
Financial Reporting for Certain Investments and for External Investment Pools”. Fair value is based on
market price or contract amount.

h. Materials and Supplies

Materials and supplies are stated at cost and consist of expendable supplies held for
consumption or future additions to Utility Plant.

i. Concentration of Credit Risk
The District's receivables are from consumers within a specific geographic area.

J- Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles 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.

k. Budgetary Process

Each year, the District adopts a budget which provides for its general operations. Budgets are
prepared on the accrual basis of accounting. The District follows these procedures in establishing the
budget for the fiscal year:

i. Formal budgetary integration is employed as a management control device during the
year for the General Activity.

ii. The Board approves the total budget for the year for the General Activity. The Board
is authorized to make any budget adjustments during the year.

iii. Unused appropriations lapse at the end of the year unless extended into the
subsequent year by a vote of the Board of Directors.

l. Income Taxes

The District is exempt from income taxes under provisions of the Internal Revenue Code and
related California statutes; accordingly, no provision for income taxes is required.

m. Compensated Absences

It is the District’s policy to permit employees to accumulated paid time off for either vacation or
illness in accordance with the terms expressed in its employee handbook. Upon termination, retirement
or death of an employee, the District pays eligible accrued time in a lump-sum payment

14



KINNELOA IRRIGATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMEBER 31, 2004 AND 2003

to the employee or beneficiary. Accumulated paid time off is recorded as an expense and a liability at
the time the benefit is earned.

NOTE 2. Cash Deposits and Investments

The District is permitted by State law and Board policy to invest in obligations deemed prudent.
Such investments include interest bearing savings accounts, collateralized certificates of deposit, direct
obligations of the United States Government and various federal agencies, approved money market
funds and investment agreements, and various other approved investments. As mandated by state
law, the District annually adopts its investment policy that defines allowable investments, restrictions on
investment concentrations and maximum maturity periods, and other specific investment-related
policies. The District has contracted with an investment advisor and given him authorization to make
trades on the District's behalf, following the above guidelines. Currently, a majority of the District's cash
deposits and investments are held at a single financial institution.

The District's cash deposits at December 31, 2004 were entirely covered by Federal depository
insurance or by pledged collateral pools of either U.S. Government securities or mortgages. California
Government Code requires California banks and savings and loan associations to secure a local
agency's deposits by pledging 110% of government securities as collateral. California law also allows
financial institutions to secure local agency deposits by pledging first trust deed mortgage notes having
a value of 150% of a local agency's total deposits. Such collateral, however, is not held specifically in
the name of the District.

Investments of governmental agencies, in accordance with GASB No. 3, are classified in
three categories to give an indication of the level of custodial risk assumed by the entity. Category
1 consists of investments that are insured or collateralized with securities held by the District or its
agent in the District's name. Category 2 includes investments collateralized with securities held by
the pledging institution's trust department or by its agent in the District's name. Category 3 consists
of investments collateralized with securities held by the pledging institution, or by its trust
department or agent, but not in the District's name.

2004
Category
1 2 3 Total
Pooled cash $ 381,258 381,258
Interest bearing
Demand accounts 66,373 - 66,373
US Treasury securities
Federal agency securities - - - -
Total cash and investments $ 447,631 0 0 447,631

15



KINNELOA IRRIGATION DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMEBER 31, 2004 AND 2003

Pooled cash

Interest bearing

Demand accounts

US Treasury securities
Federal agency securities

Total cash and investments $ 678,984

NOTE 3. Capital Assets

2003
Category
1 2 3 Total
$ 611,068 611,068
67,916 - 67,916
0 0 678,984

Capital asset activity for the years ended December 31, 2004 and 2003 was as follows:

2004
Balance Balance
January 01 Additions Transfers  December 31

Land $ 96,700 - - 96,700
Water rights 52,060 - - 52,060
Buildings, wells and
distribution system 2,779,012 1,711,871 - 4,490,883
Machinery and equipment 407,335 - 407,335
Construction in progress 129,871 (129,871) 0

3,464,978 1,711,871 (129,871) 5,046,978
Less accumulated (1,321,858) (116,119) - (1,437,977)
Total capital assets $ 2,143,120 1,695,762 (129,871) 3,609,001

16




KINNELOA IRRIGATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004 AND 2003

NOTE 3. Capital Assets, continued

2003

Balance Balance
January 01 Additions Transfers  December 31

Land $ 86,700 - - 96,700
Water rights 52,060 - - 52,060

Buildings, wells and
distribution system 2,677,971 101,041 - 2,779,012
Machinery and equipment 373,103 34,232 - 407,335
Construction in progress - 129,871 - 129,871
3,199,834 265,144 - 3,464,978
Less accumulated  (1,208,956) 112,902 - (1,321,858)
Total capital assets $__ 1,990,878 1 52!242 - 2,1 43!12{)

Note 4 - Bonds Payable

The District issued $600,000 of general obligation serial bonds in February 1975 to provide funds for
the purchase and upgrade of Improvement District Number 1. The bonds bear interest at 8% per
annum, payable semi-annually on January 1 and July 1. The bonds mature serially until July 1, 2004,
in annual amounts. At December 31, 2004, the bonds were paid in full.

The bonds were repaid through tax assessments made on the land included in the Improvement District
No. 1 in sufficient amounts, annually, to pay the interest and bond principal maturities during the year
including a cash reserve.

Note 5 - Obligation Under Capital Lease

On June 1, 1999, the District entered into a capital lease for a 1999 Ford truck. Payments of $506.39
are due monthly. The lease provides for a purchase option at termination. Payments on the obligation
were $1,778 during the year December 31, 2003. The lease was paid in full during the year ended
December 31, 2004.

17



KINNELOA IRRIGATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004 AND 2003

MNote 6 - Pension Plan

Plan Description

The District contributes to the State of California Public Employees Retirement System ("PERS"), an
agent multi-employer public employee defined benefit pension plan. PERS provides retirement and
disability benefits, annual cost-of-living adjustments, and death benefits to plan members and
beneficiaries. PERS acts as a common investment and administrative agent for participating public
entities within the State of California. Benefit provisions and all other requirements are established by
statute and city ordinance. Copies of PERS' annual financial report may be obtained from their offices
located at 400 P Street, Sacramento, CA 95814.

All full time employees are eligible to participate as members of PERS. Benefits vest after five years of
service. District employees are eligible to retire upon attaining age 60. Annual retirement benefits are
determined based upon the age at retirement, the length of membership service and the amount of
earnings based upon the highest twelve consecutive months average.

Funding Policy

For the years ended December 31, 2004 and 2003, participants were required to contribute 7 % of their
annual covered salary. For an exempt employee, the District contributed the amount as an employee
benefit. The District is required to contribute at an actuarially determined rate. The contribution
requirements of plan members and the District are established and may be amended by PERS.

Annual Pension Cost

Annual pension cost was 2.568% for the year ended December 31, 2004. The District made a
$2192.99 contribution for the year ended December 31, 2004 and did not contribute during the year
ended December 31, 2003. The District does not have a Net Pension Obligation.

arial umpti an

The actuarial valuation is computed using the entry age normal actuarial cost method. The actuarial
assumptions include: (a) an investment rate of return of 8.25% compounded annually (b) projected
annual salary increases that vary by duration of service, and (c) payroll cost-of-living adjustments of
3.75%. The rates used in (a) and (b) are compounded annually at 3.5%. The actuarial value of PERS
assets was determined using techniques that smooth the effects of short-term volatility in the market
value of investments over a three-year period. Initial unfunded liabilities

18



KINNELOA IRRIGATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004 AND 2003

are amortized over a specific period that depends upon the plan's date of entry into PERS. Subsequent
plan amendments are amortized as a level percentage of projected payroll over a closed 20-year
period. The District does not have an unfunded liability.

The following presents a short history of the funded status of the plan, covered payroll and related
actuarial information:

(A) (8] (A)-(B)  (BMA) € [A-(BYC)
Actuarial  Entry Age Unfunded Unfunded
Valuation Normal Actuarial Liability or Annual Actuarial
Date Accrued Value of (Excess Funded Covered Accrued Liability
iabili Assels Assets) Status Payroll as a % of
Covered Payroll
6/30/00 355,223 493,286 (138,063) 138.9% 135,623 (101.799)%
06/30/01 369,707 504,368 (134,661) 136.4% 144,579 (93.140)%
06/30/02 412,527 484,307 (71,780) 117.4% 149,907 (47.9)%
06/30/02 438,105 483,281 (45,176) 110.3% 162,160 (27.9)%

NOTE 7. |nsurance Pools

The District is a member of the Joint Powers Insurance Authority (*JPIA”), which pools together
members of the Association of California Water Agencies for the purpose of paying group property,
general liability and workers' compensation claims. Premiums are remitted directly to the JPIA by its
members. The property portion is entirely self-funded, and the general liability self-funded portion is
capped at $500,000. Excess liability insurance in the amount of $29,500,000 has been purchased by
the Authority, bringing the total liability coverage to $30,000,000.

To date, the District and its counsel are not aware of any material claims incurred through the
period ended December 31, 2004 regarding these insurance plans.

NOTE 8. Net Assets

GASB 34 requires that the difference between assets and liabilities be reported as net assets,
not equity. Net assets are classified as either restricted, unrestricted or invested in capital assets, net
of debt.

Net assets that are invested in capital assets, net of debt consist of capital assets, net of

accumulated depreciation and amortization, and reduced by the outstanding balances of any bonds,
notes or other borrowings attributable to the acquisition or construction of those assets.

19



KINNELOA IRRIGATION DISTRICT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2004 AND 2003

Restricted net assets are those net assets that have external constraints placed on them by
creditors, grantors, contributors, or laws or regulations of other governments, or imposed by law
through constitutional provisions of enabling legislation.

Unrestricted net assets consist of net assets that do not meet the definition of “restricted” or
“invested in capital assets, net of debt." Unlike the restricted net assets, the Board has discretion in
determining the use and establishing minimum/maximum balance requirements for the unrestricted
cash and investment portion of net assets. The Board may at any time change or eliminate amounts
established for these purposes.

NOTE 9 - Contingencies

The District is the subject of certain claims and assessment arising in the normal course of its
operations. These include a proposed assessment by the California Regional Water Quality Control
Board relating to certain environmental matters which the District vigorously opposes. Management of
the District does not believe that the resolution of these matters will have a material adverse affect on
the District's financial condition.
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KINNELOA IRRIGATION DISTRICT

SCHEDULE OF OPERATING EXPENSES
FOR THE YEARS ENDED DECEMBER 31, 2004 AND 2003

Operating & Maintenance
Power $
Emergency water

Labor

Engineering

Maintenance supplies
Signal service

Water analysis

Qutside contractors

Truck maintenance
Equipment rental
Insurance

Safety equipment
Raymond Basin study
Other

$

Administrative and General
Administrative salaries $
Office labor

Payroll taxes

CalPERS retirement

Outside services

Legal fees

Professional dues

Board meetings

Office expense

Telephone

Accounting fees

Permits and operational fees
Information systems
Uncollectible accounts

$
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2004
87,536
30,228

158,656

2,265
12,972
817
15,231
42,783
16,133

(437)

58,102
975
4,243
4,945

434,449

_

72,206
40,740
21,036
6,991
16,187
10,394
4,789
6,800
23,949
11,984
5,900
507
3,774

225,347

2003
100,410
552
112,683
32,868
50,217
3,069
17,356
131,797
13,301
1,697
46,521

5,236

515707

72,778
38,330
20,203
4,956
18,828
24187
3,746
2,621
30,309
11,906
4,900
0
9,450

242 214



