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HERITAGE RANCH COMMUNITY SERVICES DISTRICT
MANAGEMENT DISCUSSION AND ANALYSIS
Fiscal Year Ending June 30, 2010

The Management Discussion and Analysis of the Heritage Ranch Community Services District’s financial
performance provides an overall review of the District’s financial activities for the fiscal year ended June
30, 2010. The intent of this discussion and analysis is to look at the District’s financial performance as a
whole. Readers should review this Management Discussion and Analysis in conjunction with the basic
financial statements as well as the notes to the basic financial statements to enhance their understanding
of the District’s financial performance.

Financial Highlights

Key financial highlights for fiscal year 2010 are as follows:

Total net assets decreased by $334,693, which represents a 3.9% decrease in total net assets.

The District incurred a loss before contributions and transfers of $405,989. This loss surpassed the
prior year, which indicated a loss of $242,880 before contributions and transfers. '

The District’s enterprise business-type activities operating revenues decreased by $55,557, or 4.1%.
The operating expenses increased by $3,290, or 0.15%. With the exception of the Gas Station Fund,
all District funds showed an increase in revenue for the year. Effective January 1, 2010, a utility rate
adjustment impacted the District’s Water and Sewer Funds for half of the fiscal year.

Total non-operating revenue and expenses, in the form of property taxes, standby assessments,

- investment income, interest expense, and sale of assets decreased by $104,262, or 19.35%. The loss

of property tax revenue and return on investment continues to impact the funds that depend on these
revenue sources.

Water and sewer connection revenue increased by $23,311, or 48.6%.

The water fund recorded $644,259 in total operating revenues and the sewer fund recorded $370,403
in total operating revenues, which represents a 1.75% and 5.48% increase over 2009 fiscal year
operating revenues, respectively.

The District's water treatment plant, long-term debt principal was reduced by $55,601.

The gas station project produced $25,808 in operating income, which was sufficient to pay off the
water fund interfund balance of $6,567. The gas station experienced its lowest fiscal year sales
volume on record. Future profits from the gas station will now be used to fund the closing of the
facility, pursuant to the Government Code.

Total net solid waste franchise fees received by the District were $32,576. This represents a 6.83%
increase over the prior 2009 fiscal year.

During the fiscal year, the remaining $49,240 contract receivable principal and interest were paid by
the Heritage Ranch Owners Association (HROA). This completed the boat dock project and
ownership was subsequently transferred to the HROA.



HERITAGE RANCH COMMUNITY SERVICES DISTRICT
MANAGEMENT DISCUSSION AND ANALYSIS
Fiscal Year Ending June 30, 2010

Using the Basic Financial Statements

This annual report consists of a series of financial statements and notes to those statements. These
statements are organized so the reader can understand the District as a financial whole, an entire operating
entity. These statements then proceed to provide an increasingly detailed look at specific financial
activities. This annual report consists of two parts — management’s discussion and analysis (this section)
and the basic financial statements.

The basic financial statements include two kinds of statements that present different views of the District:

*  The first statements are the government-wide financial statements that provide both long-term and
short-term information about the District’s overall financial status.

e The remaining Statement of Cash Flows is a required fund financial statement that focuses on
individual parts of the government unit, reporting the District’s operations in more detail than the

government-wide statements.

The financial statements also include notes that explain some of the information in the financial
statements and provide more detailed information.

The following explains the structure and content of these financial statements.

Government-wide

The government-wide financial statements (i.e. the Statement of Net Assets and the Statement of
Revenues, Expenses and Changes in Fund Net Assets) report information on all of the activities of the
District. For the most part, the effect of interfund activity has been removed from these statements.
Business-type activities, which rely to a significant extent on fees and charges for support, are the only
type of statement reported by the Heritage Ranch Community Services District.

The government-wide financial statements report the District’s net assets and how they have changed.
Net assets are the difference between the District’s assets and liabilities and are one of the ways to
measure the District’s financial health or position.

e Over time, increases or decreases in the District’s net assets are an indicator of whether its
financial health is improving or deteriorating, respectively.

¢ To assess the overall health of the District, you need to consider additional non-financial factors,
such as increases in the District’s customer base, facility condition, and other factors.

i



HERITAGE RANCH COMMUNITY SERVICES DISTRICT
MANAGEMENT DISCUSSION AND ANALYSIS
Fiscal Year Ending June 30, 2010

The supplemental statements provide more detailed information about the District’s funds. Funds are
accounting devices that the District uses to keep track of specific sources of funding and spending for
particular purposes.

The District’s proprietary funds are; the water fund, sewer fund, gas station fund, solid waste fund, and
the boat dock fund.

e Water Fund. This fund provides for the operation, maintenance, and improvements to the
District’s water system. The system includes the two million gallon per day water treatment
plant, five storage tanks, six pump stations, and over sixteen miles of pipeline. As of June 30,
2010, there were 2,087 water connections, of these 1,761 are active. The water fund receives
revenue from user fees, standby revenue, property taxes, and interest income.

e Sewer Fund. This fund provides for the operation, maintenance, and improvements to the
District’s sewer system. The system includes nine lift stations, one pump station, two initial
treatment ponds, three secondary treatment areas and many miles of pipeline. As of June 30,
12010, there were 1,592 active sewer connections. The sewer fund receives revenue from user
fees, standby revenue, property taxes, and interest income.

e Gas Station Fund. This fund provides for the operation, maintenance, and improvements to the
District’s retail gas station. The station includes one 20,000 gallon tank (split between premium
and regular gas), two double pumps, and one air compressor. The station operates on a self
service basis with a credit card payment mechanism. The station sold 63,697 gallons of gasoline
in fiscal year 2010. The gas station fund receives revenue from user fees. Government Code
Section 61105(c) is the enabling legislation that allows the District to operate a retail gas station.
The authority granted by this legislation expires when a private person opens and operates a gas
station in Heritage Ranch.

e Solid Waste Fund. This fund administers and acts as the franchiser for the solid waste agreement.
The fund supports the Franchisee, San Miguel Garbage Company, in customer issues and the
contractual agreement for solid waste removal at Heritage Ranch. The solid waste fund receives
revenue from 6% of all solid waste fees.

* Boat Dock Fund. This fund administers and acts as the lessor for the agreement with the Heritage
Ranch Owners Association (HROA) for the 80 space boat dock. The District financed and
managed the construction of the project. HROA provides all maintenance, repairs and
administration of the boat slip rentals. The boat dock fund receives lease revenue and reimburses
HROA for all costs incurred, and pays the balance of the principal and interest owed to the water
fund. The Agreement continues until principal and interest are paid in full to the District. HROA
paid the remaining principal and interest of $49,240 in August 2009 and the District transferred
ownership of the docks to the HROA.
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HERITAGE RANCH COMMUNITY SERVICES DISTRICT
MANAGEMENT DISCUSSION AND ANALYSIS
Fiscal Year Ending June 30, 2010

Financial Analysis of the District as a Whole
Table 1 provides a summary of the District’s net assets for fiscal year 2010 compared to 2009.

Table 1- Net Assets

| FYE 2009 FYE 2010 % Change |
Assets
Cash and investments $3,496,154 $3,138,722 (10.22%)
Restricted cash and investments 111,394 111,673 0.25%
Accounts receivable (net) 117,363 153,490 30.78%
Contract receivables 45,752 0 (100.00%)
Other 69,734 59,459 (14.73%)
Capital assets (net of depreciation) 6,310,144 6,312,359 0.04%
Total Assets $10,150,541 $9,775,703 (3.69%)
Liabilities
Long-term liabilities $1,469,594 $1,412,212 (3.90%)
Other liabilities 176,470 193,707 9.77%
Total Liabilities $1,646,064 $1,605,919 (2.44%)
Net Assets
Invested in capital assets, net of debt $4,784,949 $4,842,765 1.21%
Restricted 111,394 111,673 0.25%
Unrestricted 3,608,134 3,215,346 (10.89%)
Total Net Assets $8,504,477 $8,169,784 (3.94%)

Total net assets decreased between fiscal years ending 2010 and 2009, by 3.94% to $8,169,784. The
majority of the District’s net assets are not restricted either by the purposes they can be used for or are
invested in capital assets. .

Figure 1 Change in Net Assets
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HERITAGE RANCH COMMUNITY SERVICES DISTRICT

MANAGEMENT DISCUSSION AND ANALYSIS

Fiscal Year Ending June 30, 2010

Enterprise Activities

Operating revenues decreased last fiscal year by 4.1%. All funds had an increase in operating revenue
except for the gas station, which incurred a historic low sales volume. The boat dock fund pays all
revenue to the outstanding principal and cost of operations and is not considered an asset. Total expenses
increased by 0.15%. Non-operating revenues decreased by 19.35% due to; reduced property tax values, a
shift of taxes to the State, and low interest earnings on investments. Total net assets decreased by

$334,693, which represents a 3.9% decrease.

Table 2 Enterprise Activities

Revenues, Expenses and Change in Net Assets

L FYE 2009 FYE 2010 % Change
Operating Revenues
Water fund $633,180 $644,259 1.75%
Sewer fund 351,173 370,403 5.48%
General fund 4,629 14,559 214.52%
Gas station fund 334,788 236,908 (29.24%)
Solid waste fund 30,492 32,576 6.83%
Total operating revenues $1,354,262 $1,298,705 (4.10%)
Non-Operating Revenues
Water fund $344,605 $280,097 (18.72%)
Sewer fund 147,055 117,300 (20.23%)
General fund 46,192 36,724 (20.50%
Gas station fund 975 444 (54.46%)
Total non-operating revenues (expenses) $538,827 $434,565 (19.35%)
Capital contributions all funds $0 $0 n/a
Connection fees water & sewer funds 47,985 71,296 48.58%
Total capital contributions $47,985 $71,296 48.58%
Operating Expenses
Water fund $886,530 $850,653 (4.05%)
Sewer fund 459,476 500,757 8.98%
General fund 472,803 576,749 21.99%
Gas station fund 317,160 211,100 (33.44%)
Solid waste fund 0 0 (100.00%)
Total expenses $2,135,969 $2,139,259 0.15%
Decrease in net assets ($194,895) ($334,693) 71.73%
Total net assets — beginning $8,699,372 $8,504,477 (2.24%)
Total net assets — end $8,504,477 $8,169,784 (3.94%)




HERITAGE RANCH COMMUNITY SERVICES DISTRICT
MANAGEMENT DISCUSSION AND ANALYSIS
Fiscal Year Ending June 30, 2010

Figure 2 Sources of Revenues and Expenses for Fiscal Year 2010
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HERITAGE RANCH COMMUNITY SERVICES DISTRICT
MANAGEMENT DISCUSSION AND ANALYSIS
Fiscal Year Ending June 30, 2010

Capital Assets and Debt Administration

At the end of fiscal year 2010, the District had invested $12,548,652 in a broad range of capital assets,
including land, equipment, buildings, and infrastructure. This amount represents a net increase (including
additions and deductions) of $404,860, or 3.33% over the last fiscal year.

Table 3 Capital Assets at June 30, 2010

l FYE 2009 FYE 2010 Percentage Change |
Land $56,938 $56,938 0.00%
Construction in progress 41,474 41,997 1.26%
Total non depreciable $98,412 $98,935 0.53%
Buildings $956,720 $962,701 0.63%
Plants and facilities 10,166,017 10,509,347 3.38%
Vehicles and equipment 843,117 898,666 6.59%
Gas station 177,938 177,938 0.00%
Total depreciable ~ $12,143,792 $12,548,652 3.33%
Less accumulated depreciation ($5,932,060) ($6,335,228) 6.80%
Net capital assets $6,310,144 $6,312,359 0.04%

The 2010 fiscal year included several major capital projects and equipment purchases and many other
smaller projects and equipment purchases. The Tract 1990 developer has completed the water and sewer
improvements, however most of Phase II has still not yet been accepted by the District. The following is
a summary of the major capital improvements and other District funded projects during the year:

$203,000 for implementing an Automatic Meter Read (AMR) system and purchase of water meters.
This three year project replaces all of the District's old water meters with new AMR meters.

$16,450 for the purchase of an emergency generator for the office and effluent pump station.

$89,700 for purchase and installation of a new Programmable Logic Control (PLC) and Supervisory
Control and Data Acquisition (SCADA) systems for the water treatment plant.

$21,600 for analysis of District water/sewer rates for adjustment to meet costs.

$30,160 for replacement of the lab building with a new larger building.

The 2010 fiscal year budget estimates spending to be $642,750 for capital projects and equipment
purchases. Projects and equipment include; purchase of new AMR water meters, closure of the gas
station, preparation of plans and specifications for improvements to the water treatment plant to meet
water quality standards, improvements to the valves in the streets in conjunction with the HROA road
overlay project, and pursuit of an emergency water supply source. The District has no plans to issue
additional debt to finance these projects. Rather, we will use existing capital reserves for funding. More
detailed information about the District’s capital assets is presented in Note 4 to the financial statements.
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HERITAGE RANCH COMMUNITY SERVICES DISTRICT
MANAGEMENT DISCUSSION AND ANALYSIS
Fiscal Year Ending June 30, 2010

Long-Term Debt

The District obtained a $2,179,398 loan from the State of California Department of Water Resources
under the Safe Drinking Water Bond Law of 1984 for the construction of a water treatment plant and
modifications to the well and booster pumps. The loan is payable over 35 years with a maturity date of
2029, and bears interest at 3.1775% per annum. The June 30, 2010, principal balance is $1,469,594.
More detailed information about the District’s long-term liabilities is presented in Note 6 of the basic
financial statements.

Figure 3 Principal Balance Water Treatment Plant Loan
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Contract Receivable

The District entered into an agreement June 4, 1999, with the Heritage Ranch Owners’ Association
(HROA) to replace the existing boat docks at Heritage Ranch. The District purchased the docks and the
HROA manages the project and transfers dock fees to the District until an amount equal to the
outstanding principal balance plus interest is paid. The project cost was $267,189. HROA deducts all
dock maintenance, repairs and operations costs from the fees collected. The HROA paid off all the
outstanding principal balance plus interest, as of June 30, 2010. The District has been fully reimbursed
and this project is now complete.

Figure 4 Principal Balance Boat Dock Project
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HERITAGE RANCH COMMUNITY SERVICES DISTRICT
MANAGEMENT DISCUSSION AND ANALYSIS
Fiscal Year Ending June 30, 2010

Interfund Balance

The District constructed a retail gas station in November of 1999 in response to health and safety
concerns of the community. The construction was funded through an interfund transfer from the water
fund. The gas station became operational in February of 2000 with a project cost of $173,729. Revenue
from the gas station is used to repay the water fund until an amount equal to the principal balance has
been repaid. The remaining interfund balance of $6,567 was paid to the water fund as of June 30, 2010.
Income will now be used to close the facility in fiscal year 2011.

Figure 5 Balance Gas Station Project
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Current Financial Issues and Concerns

The District is financially stable despite increasing costs, decreasing revenues, and new regulatory
requirements. The new water and sewer fee schedule should recover the cost of operations. Methods to
reduce costs must be pursued and all options to reduce personnel cost should be reviewed. New operating
income to offset costs has not materialized because of the downturn in the California real estate market
and the resulting vacant lots in Tract 1990. The District remains dependent on both property taxes and
standby assessments to fund the water/sewer operations. These sources of revenue have fallen with the
decrease in property values and historic low interest rates on investments.

Minor cost increases are projected for labor, utilities, maintenance, and supplies. The District currently
has $1,469,594 in long-term principal and interest payments due on the water treatment plant loan. The
debt must be closely monitored before further debt is incurred. The District has added no new major
programs to the 2010 fiscal year. However, new regulatory requirements in both water treatment and
wastewater discharge may require major plant upgrades in the future.

Contacting the District’s Financial Management

This report is designed to provide our ratepayers with a general overview of the District’s finances and to
demonstrate the District’s accountability for the money it receives. If you have any questions about this
report or need additional financial information, contact John D’Ornellas, General Manager, Heritage
Ranch Community Services District, at 4870 Heritage Road, Paso Robles, CA 93446, the phone number
is (805) 227-6230.
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CrosBY Q@MPANY? CERTIFIED PUBLIC ACCOUNTANT

1457 MARSH STREET, SUITE 100 - San Luis Osispo, CA 93401
PHONE: (805)543-6100 Fax: (805)858-9505

Independent Auditor’s Report

Board of Directors
Heritage Ranch Community Services District
Paso Robles, California

I have audited the accompanying financial statements of the business-type activities of the Heritage Ranch
Community Services District as of and for the year ended June 30, 2010, which collectively comprise the
organization’s basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the District's management. My responsibility is to express an opinion on these financial
statements based on my audit.

I conducted my audit in accordance with U.S. generally accepted auditing standards. Those standards
require that | 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. | believe that my audit provides a reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the business-type activities of the Heritage Ranch Community Services District as of
June 30, 2010, and the respective changes in financial position and cash flows, where applicable, for the year
then ended in conformity with U.S. generally accepted accounting principles.

The Management's Discussion and Analysis (MD&A) on pages i through ix is not a required part of the basic
financial statements but is supplementary information required by U.S. generally accepted accounting
principles. | have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the supplementary information. However, | did
not audit the information and express no opinion on it.

My audit was made for the purpose of forming an opinion on the basic financial statements taken as a whole.
The supplemental schedules listed in the table of contents are presented for the purposes of additional
analysis and are not a required part of the basic financial statements. The supplemental schedules have
been subjected to the auditing procedures applied in the audit of the basic financial statements, and in my
opinion, are fairly stated in all material respects in relation to the basic financial statements taken as a whole.

FOLA 525, CPa

CROSBY COMPANY
Certified Public Accountant

October 11, 2010



HERITAGE RANCH COMMUNITY SERVICES DISTRICT

STATEMENT OF NET ASSETS

PROPRIETARY FUNDS
As of June 30, 2010

ASSETS
Current assets:
Cash and cash equivalents
Taxes receivable
Accounts receivable
Interest receivable
Inventory

Total current assets

Noncurrent assets:
Investments:
Restricted cash and investments

Capital assets:
Land and construction in progress
Property plant and equipment, net accumulated depreciation

Total noncurrent assets

Total assets

LIABILITIES
Current liabilities:
Accounts payable
Accrued payroll expenses
Interest payable
Compensated absences
Note payable - current portion

Total current liabilities

Noncurrent liabilities:
Note payable - less current portion

Total noncurrent liabilities

Total liabilities

NET ASSETS
Invested in capital assets - net of related debt
Restricted for debt service
Unrestricted

Total net assets

The accompanying notes are an integral part of these financial statements

-3-

$ 3,138,722
30,156
153,490
4,382

24,921

3,351,671

111,673

98,935
6,213,424

6,424,032

$ 9,775,703

$ 31,696
7,507

11,706
85,416
57,382

193,707

1,412,212

1,412,212

$ 1,605,919

$ 4,842,765
111,673
3,215,346

$ 8,169,784




HERITAGE RANCH COMMUNITY SERVICES DISTRICT

STATEMENT OF REVENUES, EXPENSES, AND
CHANGES IN FUND NET ASSETS
PROPRIETARY FUNDS
As of June 30, 2010

Operating revenues:
Charges for services
Miscellaneous
Total revenue
Operating expenses:
Salaries and wages
Employee benefits and taxes
Publicity
Chemicals and gases
Engineering
Fuel and oil
Lab testing
Licenses and fees
Repairs and maintenance
Small tools and supplies
Uniforms and laundry
Alarm
Computer expenses
Dues and publications
Insurance
Office expense
Professional services
Telephone and utilities
Training
Travel
Merchant fees
Gas purchases
Plan check inspection
Tax collection
Depreciation
Total operating expenses
Operating loss
Non-operating revenues (expenses):
Taxes and assessments
Standby assessments
Investment income
Interest expense
Total non-operating revenues (expenses)

Loss before contributions
Capital contributions - connection fees

Change in net assets
Net assets-beginning balance

Net assets-ending balance

The accompanying notes are an integral part of these financial statements
-4-

$ 1,269,201
29,504

1,298,705

606,702
352,411
1,610
45,431
101,137
15,896
21,499
24,887
66,077
23,937
2,440
3,210
428
9,655
18,738
11,669
28,026
190,993
4,769
6,852
12,771
180,278
420
6,255
403,168

2,139,259
(840,554)

229,526

230,986
21,637

(47,584)

434,565

(405,989)

71,296

(334,693)
8,504,477

$ 8,169,784




HERITAGE RANCH COMMUNITY SERVICES DISTRICT

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
As of June 30, 2010

Cash flows from operating activities:
Receipts from customers and users
Payments to suppliers
Payments to employees
Net cash used by operating activities

Cash flows from capital and related financing activities:
Interest paid on capital debt
Principal paid on capital debt
Acquisition of capital assets
Capital contributions
Net cash used by capital and related financing activites

Cash flows from non-capital and related financing activities:
Taxes and assessments
Standby assessments
Net cash provided by non-capital and related financing activities

Cash flows from investing activities:
Investment income
Net cash provided by investing activities

Net change in cash and cash equivalents
Cash and cash equivalents-beginning
Cash and cash equivalents-ending

Reconciliation of operating income to net cash
used by operating activities:
Operating loss
Adjustments to reconcile operating loss to net cash used
by operating activities:

Depreciation

Change in operating assets and liabilities
Decrease in taxes receivable
Increase in accounts receivable
Decrease in interest receivable
Increase in inventory
Decrease in contract receivable
Increase in accounts payable
Decrease in accrued payroll
Decrease in interest payable
Increase in compensated absences

Net cash used by operating activities

The accompanying notes are an integral part of these financial statements

-5-

$ 1,262,527
(2,279,616)
615,059

(402,030)

(47,584)

(55,601)

(405,383)
71,296

(437,272)

229,526
230,986

460,512

21,637

21,637

(357,153)
3,607,548

$ 3,250,395

$ (840,554)

403,168

1,957
(36,127)
8,440
(122)
45,752
3,003
(8,357)
(443)
21,253

$  (402,030)




HERITAGE RANCH COMMUNITY SERVICES DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2010

NOTE 1: ORGANIZATION

Heritage Ranch Community Services District began operations on February 26, 1990. The
District operates under the direction of a board of directors who are elected by the residents of
Heritage Ranch. The District provides water, wastewater disposal, solid waste services,
recreational services, and a gas station.

The District is a Community Services District as defined under State Code Section: 61000. A
Community Services District is a public agency (State Code Section: 12463.1) which is a state
instrumentality (State Code Section: 23706). State instrumentalities are exempt from Federal
and State income taxes.

There are no component units included in this report which meet the criteria of GASB Statement
No. 14, The Financial Reporting Entity, as amended by GASB Statement No. 39.

Reporting Entity

The Heritage Ranch Community Services District complies with U.S. Generally Accepted
Accounting Principles and all relevant U.S. Governmental Accounting Standards Board
pronouncements. These technical pronouncements establish criteria for determining the
organization's activities and functions that are included in the financial statements of a
governmental unit. The proprietary funds apply Financial Accounting Standards Board (FASB)
pronouncements and Accounting Principles Board (APB) opinions issued unless those
pronouncements conflict with or contradict GASB pronouncements, in which case GASB
prevails.

The District is a member of the Special District Risk Management Authority Joint Powers
Agency, which was organized for the purpose of providing general liability, automobile, errors
and omissions, and property loss insurance coverage to special districts. This organization is
financed through premium charges to each member.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Proprietary Fund Type (Enterprise Funds)

Heritage Ranch Community Services District accounts for its operations as an Enterprise Fund.
Enterprise Funds are used to account for operations which are financed and operated in a
manner similar to private business enterprises. The intent of the governing body is that the costs
(expenses, including depreciation) of providing goods or services to the general public on a
continuing basis be financed or recovered primarily through user charges.

See Auditor’s report
-6-































































