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INDEPENDENT AUDITOR'S REPORT

Board of Directors
San Lorenzo Valley Water District
Boulder Creek, California

We have audited the accompanying financial statements of San Lorenzo Valley Water District as of June
30, 2010 as listed in the table of contents. These financial statements are the responsibility of San
Lorenzo Valley Water District’s management. Our responsibility is to express an opinion on the financial
statements based on our audit. The financial statement of San Lorenzo Valley Water District as of June
30, 2009, were audited by other auditors whose report dated September 30, 2009, expressed an
unqualified opinion on those statements.

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 the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the 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 audit provide a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of San Lorenzo Valley Water District as of June 30, 2010, and results of its operations

and cash flows 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 November 8,
2010, on our consideration of the District’s internal control over financial reporting and on our test of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. 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 internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in

accordance with Government Auditing Standards and should be considered in assessing the results of our
audit.
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Management’s Discussion and Analysis information as listed the table of contents is not a required part of
the basic financial statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information presented on pages 33 through 36 is presented for purposes of supplementary
information, and is not a required part of the basic financial statements. Such information for the year
ended June 30, 2010 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.

BERGER/LEWIS ACCOUNTANCY CORPORATION

Santa Cruz, California .
November 8, 2010




SAN LORENZO VALLEY WATER DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

June 30, 2010 and 2009

The following Management's Discussion and Analysis (MD&A) of activities and financial performance of the San
Lorenzo Valley Water District ("District") provides an introduction to the financial statements of the District for
the fiscal years ended June 30, 2010 and 2009. We encourage readers to consider the information presented here
in conjunction with the transmittal letter in the Introductory Section and with the basic financial statements and
related notes, which follow this section.

Financial Highlights

The District's net assets increased 0.9% or $226,225 to $26,615,686 in 2010. In 2009, the District's net assets
increased 3.9% or $995,260 to $26,389,461.

The District's operating income increased 11.9% or $476,955 in fiscal year 2010. In 2009, the District's operating
income increased 15.7% or $544,764.

The District's operating expenses increased 0.1% or $40,986 in 2010. In 2009, the District's operating expenses
decreased 5.0% or $221,447.

Required Financial Statements

This annual report consists of a series of financial statements. The Statement of Net Assets, Statement of
Revenues, Expenses and Changes in Net Assets and Statement of Cash Flows provides information about the
activities and performance of the District using accounting methods similar to those used by private sector

The District's statements consist of two funds, the Water Fund and the Sewer Fund. The District's records are
maintained on an enterprise basis, as it is the intent of the Board of Directors that the costs of providing water and
sewer to the customers of the District are financed primarily through user charges.

The Statement of Net Assets includes all of the District's investments in resources (assets) and the obligation to
creditors (liabilities). It also provides the basis for computing a rate of return, evaluating the capital structure of
the District and assessing the liquidity and financial flexibility of the District. All of the current year's revenue
and expenses are accounted for in the Statement of Revenues, Expenses and Changes in Net Assets. This
statement measures the success of the District's operations over the past year and can be used to determine if the
District has successfully recovered all of its costs through its rates and other charges. This statement can also be
used to evaluate profitability and credit worthiness. The final required financial statement is the Statement of
Cash Flows, which provides information about the District's cash receipts and cash payments during the reporting
period. The Statement of Cash Flows reports cash receipts, cash payments and net changes in cash resulting from
operations, investing, non-capital financing, and capital and related financing activities and provides answers to
such questions as where did cash come from, what was cash used for, and what was the change in cash balance
during the reporting period.




SAN LORENZO VALLEY WATER DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

June 30, 2010 and 2009

Financial Analysis of the District

One of the most important questions about the District's finances is, "Is the District better off or worse off as a
result of this year's activities?" The Statement of Net Assets and the Statement of Revenues, Expenses and
Changes in Net Assets report information about the District in a way that helps answer the question. These
statements include all assets and liabilities using the accrual basis of accounting, which is similar to the accounting
used by most private sector companies. All of the current year's revenues and expenses are taken into account
regardless of when the cash is received or paid.

These two statements report the District's net assets and changes in them. You can think of the District's net assets
(the difference between assets and liabilities), as one way to measure the District's financial health, or financial
position. Over time, increases or decreases in the District's net assets are one indicator of whether its financial
health is improving or deteriorating. However, one will need to consider other non-financial factors such as
changes in economic conditions, population growth, zoning and new or changed governmental legislation, such as
changes in Federal and State water quality standards.

Notes to the Basic Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the basic
financial statements. The notes to the basic financial statements can be found following the financial statements.

Statement of Net Assets

Condensed Statements of Net Assets
2010 2009 Change
Assets:
Current Assets 11,463,724 11,257,505 206,219
Non-Current Assets 223,597 248,848 (25,251)
Capital Assets, Net 25,825,976 26,536,981 (711,005)
Total Assets 37,513,297 38,043,334 (530,037)
Liabilities:
Current Liabilities 1,538,132 1,571,600 (33,468)
Non-Current Liabilities 9,359,479 10,082,273 (722,794)
Total Liabilities 10,897,611 11,653,873 (756,262)
Net Assets:
Net Investment in Capital Assets 15,991,991 15,999,096 (7,105)
Restricted for Debt Service 935,665 940,077 4,412)
Unrestricted 9,688,030 9,450,288 237,742
Total Net Assets 26,615,686 26,389,461 226,225
Total Liabilities and Net Assets 37,513,297 38,043,334 (530,037)




SAN LORENZO VALLEY WATER DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

June 30, 2010 and 2009

Statement of Net Assets (Continued)

As noted earlier, net assets may serve over time as a useful indicator of a government's financial position. In the
case of the District, assets of the District exceeded liabilities by $26,615,686 and $26,389,461 as of June 30, 2010
and 2009, respectively.

By far the largest portion of the District's net assets (60% as of June 30, 2010 and 61% as of June 30, 2009,
respectively) reflects the District's investment in capital assets (net of accumulated depreciation) less any related
debt used to acquire those assets that are still outstanding. The District uses these capital assets to provide services
to customers within the District's service area; consequently, these assets are not available for future spending.

At the end of fiscal year 2010 and 2009, the District showed a positive balance in its unrestricted net assets of
$9,688,030 and $9,450,288, respectively, which may be utilized in future years.

Statement of Revenues, Expenses and Changes in Net Assets

Condensed Statements of Revenues, Expenses and Changes in Net Assets

2010 2009 Change
Revenues:
Operating Revenues ' $ 4481,317 $ 4,004,362 $ 476,955
Non-Operating Revenues 1,775,049 1,156,042 619,007
Total Revenues 6,256,366 5,160,404 1,095,962
Expenses: :
Operating Expenses 4,275,569 4,234,583 40,986
Depreciation and Amortization 1,379,615 1,245,221 134,394
Non-Operating Expenses 374,957 519,333 (144,376)
Total Expenses 6,030,141 5,999,137 31,004
Net Gain (Loss) Before Capital Contributions 226,225 (838,733) 1,064,958
Capital Contributions 0 1,833,993 (1,833,993)
Changes in Net Assets 226,225 - 995,260 (769,035)
Net Assets, Beginning of Year 26,389,461 25,394,201 995,260
Net Assets, End of Year $ 26,615,686 $ 26,389,461 $ 226,225

The statement of revenues, expenses and changes in net assets shows how the District's net assets changed during
the fiscal years. In the case of the District, net assets increased by $226,225 and $995,260 for the fiscal years
ended June 30, 2010 and 2009, respectively.




SAN LORENZO VALLEY WATER DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS

June 30, 2010 and 2009

Statement of Revenues, Expenses and Changes in Net Assets (Continued)

A closer examination of the sources of changes in net assets reveals that:

In 2010, the District's total revenues (operating and non-operating) increased by $1,095,962, primarily due to an
increase in operating revenues of $476,955 due primarily from having a full fiscal year addition of the Felton
system customers which were added to the system in early fiscal year 2008-2009, and an increase in non-operating
revenue of $619,007 due primarily from settlements and purchase agreements of $711,712, the largest part which
is the reimbursements from the Bank of the West/Manana Woods Annexation Agreement, which includes
reimbursements from July 1, 2006 through June 30, 2010. Total expenses increased by $31,004, including an
increase in depreciation expense of $134,394 and a decrease in interest expense of $144,376. In addition capital
contributions decreased by $1,833,993 due to the 2008-2009 contribution of the Felton water system.

In 2009, the District's total revenues decreased by $610,425, primarily due to an increase in operating revenues of
$544,764 from the addition of the Felton system customers, coupled with a decrease in non-operating revenues of
$1,155,189 primarily from not receiving the $1,073,977 legal settlement in the prior year. In addition, total
expenses increased by $31,781, due primarily from the increase in depreciation expense.

Capital Asset Administration

At the end of fiscal year 2010 and 2009, the District's investment in capital assets amounted to $25,825,976 and
$26,536,981, respectively (net of accumulated depreciation). This investment in capital assets includes land,
transmission and distribution systems, reservoirs, tanks, pumps, buildings and structures, equipment, vehicles and
construction-in-progress, etc. Major capital assets additions during the year included upgrades to the District's
pumping plant, transmission and distribution system, and for the meter upgrade project. The Felton water system
addition was recorded in fiscal year 2008-2009. See Note 5 for further capital asset information.

Changes in Capital Asset Amounts for the Year as Follows:

Balance 2009 Additions Transfers/Deletions ~ Balance 2010
Capital Assets:
Non-Depreciable Assets $ 5,392,246 $ 153,033 $ 5,545,279
Depreciable Assets 39,501,480 517,963 $  (136,233) 39,883,210
Accumulated Depreciation and \
Amortization (18,356,745) (1,378,846) 133,078 (19,602,513)
Total Capital Assets, Net $ 26,536,981 $§ (707,850) $ (3,155) $§ 25,825,976
Balance 2008 Additions Transfers/Deletions ~ Balance 2009
Capital Assets:
Non-Depreciable Assets $ 3,508,545 $ 1,855488 § 28,213 $ 5,392,246
Depreciable Assets 29,998,416 9,748,212 (245,148) 39,501,480
Accumulated Depreciation and :
Amortization (13,191,650) (5,343,153) 178,058 (18,356,745)
Total Capital Assets, Net $ 20,315,311 $ 6,260,547 $ (38,877) $ 26,536,981




SAN LORENZO VALLEY WATER DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

June 30, 2010 and 2009

Debt Administration

Changes in Long-Term Debt Amounts for the Year Ended June 30, 2010 Were As Follows:

Balance 2009 Additions Principal Payments ~ Balance 2010

Long-Term Debt
Lease Payable $ 95,000 $ (20,000) $ 75,000
Notes Payable 8,100,012 (464,590) 7,635,422
Bonds Payable 645,000 (80,000) 565,000
Certification of Participation 1,697,873 (139,310) 1,558,563
Total Long-Term Debt $ 10,537,885 $ - $ (703,900) $ 9,833,985

Changes in Long-Term Debt Amounts for the Year Ended June 30, 2009 Were As Follows:

Balance 2008 Additions Principal Payments ~ Balance 2009

Long-Term Debt
Lease Payable $ 115,000 $ (20,000) $ 95,000
Notes Payable 5,747,652 $ 2,832,215 (479,855) 8,100,012
Bonds Payable 720,000 (75,000) 645,000
Certification of Participation 1,831,443 (133,570) 1,697,873
Total Long-Term Debt $ 8,414,095 $ 2,832,215 $ (708,425) $ 10,537,885

See Note 6 for further long-term debt service information.
Conditions Affecting Current Financial Position

The District continues to incur net operating losses, those losses for the years ended June 30, 2010 and 2009 were
offset by non-operating and capital contributions. Continued operating losses may require the District to consider
rate increases in order to provide long term funding for needed capital repair, replacement projects or expansion
projects.

Requests for Information

This financial report is designed to provide the District's funding sources, customers, stakeholders and other
interested parties with an overview of the District's financial operations and financial condition. Should the reader
have questions regarding the information included in this report or wish to request additional financial
information, please contact the District at 13060 Highway 9, Boulder Creek, California 95006 or the Finance
Department at (831) 430-4620.




SAN LORENZO VALLEY WATER DISTRICT

STATEMENTS OF NET ASSETS

June 30, 2010 and 2009

ASSETS
CURRENT ASSETS:

Cash and Cash Equivalents (Note 3)

Investments (Note 3)

Restricted - Investments (Note 3)

Accrued Interest Receivable

Accounts Receivable - Water Sales and Services, Net (Note 4)
Accounts Receivable - Property Taxes

Accounts Receivable - Settlement Agreement (Note 13)
Accounts Receivable - Other

Materials and Supplies Inventory

Total Current Assets
NON-CURRENT ASSETS:
Deferred Charges, Net .
Capital Assets - Not Being Depreciated (Note 5)
Capital Assets - Being Depreciated, Net (Note 5)

Total Non-Current Assets

TOTAL ASSETS

See Independent Auditor's Report and Accompanying Notes to Financial Statements

2010 2009

829,861 775,598
8,472,558 8,901,048
935,665 940,077
54,850 57,153
334,424 294,246
70,397 29,210

557,712 -
11,501 1313
196,756 258,860
11,463,724 11,257,505
223,597 248,848
5,545,279 5,392,246
20,280,697 21,144,735
26,049,573 26,785,829
37513297 $ 38,043,334
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SAN LORENZO VALLEY WATER DISTRICT

STATEMENTS OF NET ASSETS
(Continued)

June 30, 2010 and 2009

LIABILITIES AND NET ASSETS

2010 2009
CURRENT LIABILITIES:
Accounts Payable and Accrued Expenses 204,866 390,730
Accrued Wages and Related Payables 91,820 62,086
Customer Deposits 35,630 48,382
Connection and Construction Deposits 232,880 175,550
Accrued Interest Payable on Long-Term Debt 99,768 108,801
Long-Term Liabilities Due Within One Year:
Compensated Absences (Note 6) 87,978 82,610
Long-Term Debt (Note 6) 785,190 703,441
Total Current Liabilities 1,538,132 1,571,600
NON-CURRENT LIABILITIES:
Long-Term Liabilities Due In More Than One Year:
Compensated Absences (Note 6) 266,509 247,829
Long-Term Debt (Note 6) ' 9,048,795 9,834,444
Net Other Postemployment Benefits Obligation (Note 9) 44,175 -
Total Non-Current Liabilities 9,359,479 10,082,273
Total Liabilities 10,897,611 11,653,873
NET ASSETS (Note 7):
Net Investment in Capital Assets 15,991,991 15,999,096
Restricted for Debt Service 935,665 940,077
Unrestricted 9,688,030 9,450,288
Total Net Assets 26,615,686 26,389,461
TOTAL LIABILITIES AND NET ASSETS $ 37,513,297 $ 38,043,334

See Independent Auditor's Report and Accompanying Notes to Financial Statements
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SAN LORENZO VALLEY WATER DISTRICT

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

For the Years Ended June 30, 2010 and 2009

OPERATING REVENUES:
Water Consumption Sales
Wastewater Service
Assessments
Meter Sales
Charges and Penalties
Miscellaneous

Total Operating Income

OPERATING EXPENSES:
Salaries and Benefits
Professional Services
Materials and Supplies
Utilities and Telephone
Insurance
LAFCO Fees

Vehicle and Equipment Maintenance

Building Maintenance

Repairs

Collection Fees and Charges
Travel, Meals and Conferences
Auto Allowance

Office Expenses

Rental and Permits
Miscellaneous

Total Operating Expenses

Operating Income (Loss) Before Depreciation

Depreciation

NET OPERATING INCOME (LOSS)

See Independent Auditor's Report and Accompanying Notes to Financial Statements

2010 2009
4,093,942 3,694,064
89,519 81,466
121,763 127,544
41,298 43,764
57,114 48,810
77,681 8,714
4,481,317 4,004,362
2,711,784 2,576,530
491,701 597,152
173,537 161,438
409,703 431,455
46,972 59,514
6,238 5,685
87,464 106,087
30,647 54,676
131,713 44,873
3,188 47,645
7,223 8,798
4,200 4,200
57,254 44,985
34,469 32,370
79,476 59,175
4,275,569 4,234,583
205,748 (230,221)
(1,379,615) (1,245,221)

(1,173,867)

(1,475,442)
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SAN LORENZO VALLEY WATER DISTRICT

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
(Continued)

For the Years Ended June 30, 2010 and 2009

2010 2009
NON-OPERATING REVENUES (EXPENSES):
Property Taxes $ 504,342 $ 527,421
Interest and Investment Earnings 532,957 603,405
Rental Revenue 26,038 25,216
Interest Expense - Long-Term Debt ’ (349,705) (455,204)
Amortization of Deferred Charges (25,252) (25,252)
Gain (Loss) on Disposition of Capital Assets ' - (38,877)
Settlement and Purchase Agreements ’ ’ 711,712 -
Total Non-Operating Revenues, Net 1,400,092 636,709
NET INCOME (LOSS) BEFORE CAPITAL CONTRIBUTIONS 226,225 (838,733)
CAPITAL CONTRIBUTIONS:
Felton Purchase - 1,833,993
Total Capital Contributions : - 1,833,993
CHANGE IN NET ASSETS 226,225 995,260
NET ASSETS, at Beginning of Year 26,389,461 25,394,201
NET ASSETS, at End of Year $ 26,615,686 $ 26,389,461

See Independent Auditor's Report and Accompanying Notes to Financial Statements
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SAN LORENZO VALLEY WATER DISTRICT

STATEMENTS OF CASH FLOWS

For the Years Ended June 30, 2010 and 2009

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash Receipts From Customers for Water and Wastewater Sales and Services $ 4,460,529

Cash Paid to Vendors and Suppliers for Materials and Services
Cash Paid to Employees for Salaries and Wages

NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES

CASHFLOWS FROM NON-CAPITAL FINANCING ACTIVITIES:
Proceeds from Property Taxes
Proceeds from Rental Revenue
Proceeds from Purchase Agreement

NET CASH PROVIDED BY NON-CAPITAL FINANCING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES:
Acquisition and Construction of Capital Assets
Acquisition of Felton Systems
Principal Paid on Long-Term Debt
Interest Paid on Long-Term Debt

NET CASH FLOWS USED FOR CAPITAL AND RELATED
FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from Sale of Investments
Purchases of Investments
Proceeds from Investment Earnings -
NET CASH FLOWS PROVIDED BY INVESTING ACTIVITIES
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

See Independent Auditor's Report and Accompanying Notes to Financial Statements

2010 2009
$ 3,983,703
(1,672,545) (2,421,638)
(2,613,827) (1,740,022)
174,157 (177,957)
463,155 523,725
26,038 25216
154,000 -
643,193 548,941
(668,611) (1,666,200)
(1,173,361)
(703,900) (708,425)
(358,738) (425,344)
(1,731,249) (3,973,330)
4,456,203 6,483,000
(4,023,301) (5,590,278)
535,260 647,200
968,162 1,539,922
54,263 (2,062,424)
775,598 2,838,022
$ 829,861 $ 775,598
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SAN LORENZO VALLEY WATER DISTRICT

STATEMENTS OF CASH FLOWS

(Continued)

For the Years Ended June 30, 2010 and 2009

RECONCILIATION OF OPERATING LOSS TO NET CASH USED
BY OPERATING ACTIVITIES:

Operating Loss

Adjustments to Reconcile Loss to Net Cash Provided (Used )
by Operating Activities:

Depreciation
Changes in Assets and Liabilities:
(Increase) Decrease in Assets -

Accounts Receivable
Materials and Supplies Inventory

Increase (Decrease) in Liabilities:
Accounts Payable and Accrued Expenses
Accrued Wages and Related Payables
Accrued Compensated Absences
Net Other Postemployment Benefits Obligation
Other Liabilities
Total Adjustments

NET CASH FLOWS PROVIDED (USED) BY OPERATING ACTIVITIES

See Independent Auditor's Report and Accompanying Notes to Financial Statements

$ (1,173,867)

$ (1,475,442)

1,379,615 1,245,221
(50,366) (20,659)
62,104 (6,656)
(185,864) 31,406
29,734 (10,127)

24,048 42,943

44,175 -

44,578 15,357
1,348,024 1,297,485
$ 174157 $  (177.957)
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SAN LORENZO VALLEY WATER DISTRICT
NOTES TO FINANCIAL STATEMENTS

June 30, 2010 and 2009

REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Organization and Operations of the Reporting Entity - The San Lorenzo Valley Water District is an
independent special district established in 1941, pursuant to Section 30,000 et seq. of the California
Water Code for the purpose of developing and providing water for domestic use, fire protection, and
recreation in the San Lorenzo Valley. Additionally, the District provides sewer service to the Bear
Creek Estates area within the District. The District utilizes separate water and sewer funds to
account for District operations. The District is governed by a five member Board of Directors
elected by the voters in the area to four-year terms. The District provides water and sewer service to
approximately 7,300 customers within its service area.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Basis of Accounting and Measurement Focus - The District reports its activities as an enterprise fund,
which is used to account for operations that are financed and operated in a manner similar to a private
business enterprise, where the intent of the District is that the costs of providing water and sewer
services to its customers on a continuing basis be financed or recovered primarily through user charges
(water and sewer service fees). Revenues and expenses are recognized on the full accrual basis of
accounting. Revenues are recognized in the accounting period in which they are earned and expenses
are recognized in the period incurred, regardless of when the related cash flows take place.

Operating revenues, such as water and sewer fees, result from exchange transactions associated with
the principal activity of the District. Exchange transactions are those in which each party receives and
gives up essentially equal values. Non-operating revenues, such as property taxes and investment
income, result from non-exchange transactions, in which, the District gives (receives) value without
directly receiving (giving) value in exchange.

The District recognizes revenue from water and sewer service charges based on cycle billings
performed every month. The District accrues revenues with respect to water and sewer service sold but
not billed at the end of a fiscal period.

Financial Reporting - The District’s basic financial statements are presented in conformance with the
provisions of Government Accounting Standards Board (GASB) Statements No. 34 “Basic Financial
Statements — and Management’s Discussion and Analysis — for State and Local Governments
(GASB No. 34). This statement established revised financial reporting requirements for state and
local governments throughout the United States for the purpose of enhancing the understandability
and usefulness of financial reports.

GASB No. 34 and its related GASB pronouncements provide for a revised view of financial
information and restructure the format of financial information provided prior to its adoption. A
statement of net assets replaces the balance sheet and reports assets, liabilities, and the difference
between them as net assets, not equity. A statement of revenues, expenses and changes in net assets
replaces both the income statement and the statement of changes in retained earnings and contributed
capital. GASB No. 34 also requires that the statement of cash flows be prepared using the direct
method. Under the direct method, cash flows from operating activities are presented by major
categories.
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SAN LORENZO VALLEY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS
(Continued)

June 30, 2010 and 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Financial Reporting (Continued) — Under GASB No. 34, enterprise funds, such as the District, have
the option of consistently following or not following pronouncements issued by the Financial
Accounting Standards Board (FASB) subsequent to November 30, 1989. The District has elected
not to follow FASB standards issued after that date, unless such standards are specifically adopted
by GASB.

Use of Estimates — The preparation of the basic 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 disclosures of contingent assets and liabilities at the
date of the financial statements and the reported changes in net assets during the reporting period.

Cash and Cash Equivalents — Substantially all of the District’s cash is invested in interest bearing
accounts. The District considers all highly liquid investments with a maturity of three months or less
at the time of purchase to be cash equivalents.

Investments and Investment Policy — The District has adopted an investment policy directing the
District Manager to deposit funds in financial institutions. Changes in fair value that occur during a
fiscal year are recognized as investment income reported for that fiscal year. Investment income
includes interest earnings, changes in fair value, and any gains or losses realized upon the liquidation
or sale of investments.

Accounts Receivable — The District extends credit to customers in the normal course of operations.
When management deems customer accounts uncollectible, the District uses the allowance method
for the reservation and write-off of those accounts.

Property Taxes and Assessments — The Santa Cruz County Assessor’s Office assesses all real and
personal property within the County each year. The Santa Cruz County Tax Collector’s Office bills
and collects the District’s share of property taxes and assessments. The Santa Cruz County
Treasurer’s Office remits current and delinquent property tax collections to the District throughout
the year. Property tax in California is levied in accordance with Article 13A of the State
Constitution at one percent (1%) of countywide assessed valuations.

Property taxes receivable at year-end are related to property taxes collected by the Santa Cruz
County Tax Collector which have not been credited to the District’s cash balance as of June 30. The
property tax calendar is as follows:

Lien Date January 1

Levy Date ' March 1

Due Dates November 1 and February 1
Collection Dates December 10 and April 10
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SAN LORENZO VALLEY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS
(Continued)

June 30, 2010 and 2009

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Inventory — Inventory consists primarily of materials used in construction and maintenance of the
water and sewer system and is stated at cost using the average-cost method.

Capital Assets — Capital assets acquired and/or constructed are capitalized at historical cost. District
policy has set the capitalization threshold for reporting capital assets at $500. Contributed assets are
recorded at estimated fair market value at the date of contributions. Upon retirement or other
disposition of capital assets, the cost and related accumulated depreciation are removed from the
respective balances and any gains or losses are recognized. Depreciation is recorded on a straight-
line basis over the estimated useful lives of the assets as follows:

Buildings 30 to 40 years
Improvements 20 to 30 years
Reservoirs and Tanks 50 years
Mains 40 years
Wells 30 years
Equipment 5 to 20 years

Deferred Charges — Bond issuance costs are deferred and amortized using the straight-line method
based on the term of the related debt service.

Compensated Absences — The District’s policy is to permit employees to accumulate earned vacation
and sick leave. The liability for vested vacation and sick leave is recorded as an expense when
earned.

Upon termination or retirement, permanent employees are entitled to receive compensation at their
current base salary rate for all unused vacation leave hours and half of all unused sick leave hours,
except for those employees that have not completed the probationary period.

Construction Advances and Deposits — Construction deposits are collected by the District to cover the

cost of construction projects within the District. Funds in excess of project costs are refunded to the
customer.

Prepaid Connection Fees — Connection fees are collected by the District to cover the cost of service
connections within the District. Funds in excess of connection costs are refunded to the customer.

Water and Sewer Sales — The District recognizes water and sewer services charges based on cycle
billings rendered to the customers each month.
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SAN LORENZO VALLEY WATER DISTRICT

NOTES TO FINANCIAL STATEMENTS
(Continued)

June 30, 2010 and 2009

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Capital Contributions — Capital contributions represent cash and capital asset additions contributed
to the District by property owners or real estate developers desiring services that require capital
expenditures or capacity commitment.

Budgetary Policies — The District adopts a one year non-appropriated budget for planning, control,
and evaluation purposes. Budgetary control and evaluation are affected by comparisons of actual
revenues and expenses with planned revenues and expenses for the period. Encumbrance

accounting is not used to account for commitments related to unperformed contracts for construction
and services.

Net Assets — The financial statements utilize a net assets presentation. Net assets are categorized as
follows:

Net Investment in Capital Assets — This component of net assets consists of capital assets, net
of accumulated depreciation and reduced by any outstanding debt against the acquisition,
construction or improvement of those assets.

Restricted Net Assets — This component of net assets consists of constraints placed on net
assets use through external constraints imposed by creditors, contributors, or laws or
regulations of other governments or constraints imp