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BnnrLE,TT, PnINGLE, & VoIr, LLP
CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

INDEPENDENT AUDITOR'S REPORT

To the Board of Directors of
Montecito Sanitary District:

Report on the Fínøncial Statements

We have audited the accompanying basic financial statements ofthe Montecito Sanitary District (the
"District") as of and for the years ended June 30,2018 and 2017, and the related notes to the
financial statements, which collectively comprise the District's basic financial statements as listed in
the table of contents.

Mønøgement's Resp ons ibilíty for th e Fínøncíøl Støtements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America as well as
the accounting systems prescribed by the State Controller's Office and state regulations governing
special districts; this includes the design, implementation and maintenance of internal control
relevant to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or enor.

A udíto r's Resp o ns íb ílíty

Our responsibilify is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted inthe United States of
America and the State Controller's Minimum Audit Requirementsfor Califurnia Special Districts.
Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment ofthe risks of material misstatement of the financial statements, whether due to fraud or
effor. In making those risk assessments, the auditor considers intemal control relevant to the
District's preparation and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the pulpose of expressing an opinion
on the effectiveness of the District's intemal control. Accordingly, we express no such opinion. An
audit also includes evaluating the appropriateness of accounting policies used and the reasonableness
of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.
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We believe that the audit evidence we have obtained is suff,rcient and appropriate to provide a basis
for our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the District as of June 30,2018 and 2017, and the respective changes in its
financial position and cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America, as well as accounting systems prescribed by the
State Controller's Office and state regulations governing special districts.

Empltusis of Matter

As discussed inNote 2 andNote 12 to the basic financial statements, Montecito Sanitary Districthas
implemented GASB Statement No. 75, Accounting and Financial Reporting.for Postemployment
BeneJìts Other Than Pensions,duringfiscal year ending June 30, 2018. The adoption ofthis standard
required retrospective application resulting in a $ 109,640 reduction of net position as of July 1,2017 .

Our opinion is not modified with respect to this matter. Because all of the information required to
restate the prior year was not available at the time the financial statements were available to be
issued, prior year values are not presented in a comparable manner.

Other Mutters

Re quir e d Supp I eme nt ary Inþ r mat i o n

Accounting principles generally accepted in the United States of America require that the
Management's Discussion and Analysis on pages 4 through 14,the California Public Employees'
Retirement System Schedule of Montecito Sanitary District's Proportionate Share ofthe Net Pension
Liability on page 43,the California Public Employees' Retirement System Schedule of Montecito
Sanitary District's Contributions on page 44,andthe Other Postemployment Benefits (OPEB) Plan-
Schedule of Changes in the Net OPEB Liability and Related Ratios on page 45 be presented to
supplement the basic hnancial statements. Such information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board who considers it
to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied ceftain limited procedures
to the required supplementary information in accordance with auditing standards generally accepted
in the United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management's
responses to our inquiries, the basic financial statements, and other knowledge we obtained during
our audit of the basic financial statements. We do not express an opinion or provide any assurance on
the information because the limited procedures do not provide us with sufficient evidence to express
an opinion or provide any assurance.
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Suppl eme nt ary Infor mat i o n

Our audits were conducted for the purpose of forming an opinion on the f,rnancial statements that
collectively comprise the Montecito Sanitary District's basic financial statements. The list of the
Board of Directors and the Schedule of Operating Expenses - By Department on pages 46 through
48 are presented for purposes ofadditional analysis and are not a required part ofthe basic financial
statements.

The Schedule of Operating Expenses - By Department is the responsibility of management and was
derived from and relates directly to the underlying accounting and other records used to prepare the
basic financial statements. Such information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and ceftain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare
the basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America.
In our opinion, the Schedule of Operating Expenses - By Department is fairly stated, in all material
respects, in relation to the basic financial statements as a whole.

The list of board of directors on page 46has not been subjected to the auditing procedures applied in
the audit of the basic financial statements, and accordingly, we do not express an opinion orprovide
any assurance on it.

Mil(fr-,/r,,,Eü*nlrt) (
LLP

S anta B arb ar a, Cal i forni a

November 26,2018
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MONTECITO SANITARY DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

This Management's Discussion and Analysis (MD&A) is a key element of the District's annual
audited financial statements that are prepared in accordance with the Governmental Accounting
Standards Board Statement No. 34 (GASB 34). The purpose of the MD&A is to provide an overview
of the District's financial condition and to highlight important changes and activities with fiscal
implications that occured during the fiscal years (FY) 20ll-2018 and 2016-2017. We encourage
readers to consider the information presented here in conjunction with the District's financial
statements and related notes, which follow this section.

District Overview

The Montecito Sanitary District (the District) is an independent special district voted into existence
in 1947 by the residents of Montecito to provide for the collection, treatment and disposal of
wastewater. The District's mission has always been and continues to be o'to protect public health and
safety and to preserve the natural environment through the collection, treatment and disposal of
wastewater in the most cost-effective way possible."

In 1961 , the District constructed a wastewater treatment plant capable of processing 750,000 gallons
per day. The infrastructure includes an ocean outfall pipeline (located 1,500 feet offshore) and sewer
collection system pipeline and pumping system. In 1981 the voters approved $3.1 million in revenue
bonds to incorporate new technology, and double the plant's capacity to 1.5 million gallons per day.
Today, the treatment plant capacity remains at 1.5 million gallons per day (mgd). The average daily
flow for FY 2017-2018 was approximately 616,000 gallons per day (gpd).

In March 2007 the District issued Certificates of Participation (COPs) in the amount of $ 14,765,000.
These funds were used for capital replacement/improvement projects including a new testing
laboratory and a maintenance building, over 25 miles of sewer main rehabilitation, lift station
refurbishment and a new sewer force main.

In May 2017 the District refunded the COPs by using $1,121 ,862 available cash, S957,824 reserve
funds, and issuing new 2017 Sewer Refunding Revenue Bonds in the amount of $ 1 0,020,000. This
refunding will result in savings of approximately $4 million due to favorable interest rates obtained,
elimination of the need for a reserve fund, and shortening of the term of the debt by seven years,

Inthe early morning hours of January 9tt',2018, Montecito experienced the devastating Thomas Fire
Debris Flow event, which destroyed property, closed the freeway, and claimed 23 lives. On January

llth,20l8 the Board of Directors held an Emergency Meeting and declared a District emergency. At
this emergency meeting the Board approved unanimously to authorize General Manager Gabriel to
issue purchase orders specific to this emergency in excess of $ 10,000, to be ratified by the Board at

following Board meetings.

$ 1,500,000 was transferred from LAIF reserves to the District's operating accountto pay for disaster

relatedexpenses. Aclaimintheamountof$l,5TT,SlSwasmadetoFEMAfordocumenteddisaster
related expenses. All reimbursement amounts are to be deposited back into the LAIF reserve

account upon receipt.

The District currently serves 3,034 residential connections and 38 commercial/institutional
connections.
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MONTECITO SANITARY DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

Management and Governance

The District is governed by a f,rve-member Board of Directors. The Directors are elected on an at-
large basis for four-year terms. In 2001, the Board voted to align its elections with the Statewide
General Elections to increase voter turnout and achieve a substantial cost savings. At the Board's
discretion anOrganizational Meeting is held at least every other year to assign officers' duties and to
appoint the standing Committee Representatives. This process generally results in a rotation of duties
among the Board members. The established Committees meet on an as-needed basis. If necessary,
Ad Hoc Committees are formed for special projects. The Board of Directors approves the annual
operating and capital budgets and authorizes expenditures of the District's funds.

The District employs a General Manager as the chief executive. The General Manager reports
directly to the Board of Directors and is responsible for the overall operation and administration of
the District. The District's Management Staff also includes a District Administrator who is the chief
administrator, an Operations Manager, an Engineering Manager and a Lab and Pretreatment
Manager. The District had 16 full-time authorized positions in FY 2017-2018 and 15 in FY 2016-
2017.

Financial Statements

This discussion and analysis provides an introduction and a brief description of the District's
financial statements, including the relationship of the statements to each other and the signif,rcant
differences in the information they provide. The District's financial statements include four
components:

c Statement of Net Position
. Statement of Revenues, Expenses and Changes in Net Position
o Statement of Cash Flows
o Notes to the Financial Statements

The statement of net position includes all the District's assets and defened outflows and liabilities
and deferred inflows, with the difference reported as net position. Net position is categorized as

follows:

Net Investment in Capital Assets
All property not easily converted to cash and held for a long period of time (real estate,

equipment, etc.)
Restricted

Assets/Cash needed to pay liabilities and may be restricted according to law or
regulation.

Unrestricted
Any asset that is not restricted, i.e., cash

The statement of net position includes all of the District's investments in resources (assets) and the
obligations to creditors (liabilities). It also provides the basis for computing rate ofretum, evaluating
the capital structure ofthe District and assessing the liquidity and financial flexibility of the District.

a

o
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MONTECITO SANITARY DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

The statement of revenues, expenses and changes in net position presents information which shows
how the District's net position changed during the year. All of the current year's revenues and
expenses are recorded when the underlying transaction occurs, regardless of the timing ofthe related
cash flows. The statement of revenues, expenses and changes in net position measures the success of
the District's operations over the past year and determines whether the District has recovered its costs
through user fees and other charges.

The statement of cash flows provides information regarding the District's cash receipts and cash
disbursements during the year. This statement reports cash activity in four categories:

o Operations
o Non-capitalfinancing
o Capital and related financing
o Investing

This statement differs from the statement of revenues, expenses and changes in net position because
the statement of cash flows accounts only for transactions that result in cash receipts or cash
disbursements.

The notes to the financial statements provide a description of the accounting policies used to prepare
the financial statements and present material disclosures required by generally accepted accounting
principles that are not otherwise present in the financial statements.

Financial Highlights

The District's net position increased 8.63% or 52,205,695 to $27,771,485 in fìscal year 2017-
2018. In the prior year, the District's net position increasedT.SI%or $1,853,027 to525,565,790.
The District's operating revenues decreased by 3.06% and operating expenses increased by
5.78% in FY 2017 -2018. In the prior year, operating revenues increased by 45.I7% and operating
expenses increased by 5.06%.

o

o
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MONTECITO SANITARY DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

Financial Analysis of the District

The following is a summary of the District's statement of net position

June 30,2018 June 30,2017 June 30,2016

Assets:

Current assets

Noncurrent assets:

Restricted assets

Capital assets

Total Assets 42,611,871 42,255,678 38,849,197

Deferred Outflows of Resources:

Deferred pensions 801,283 612,510

o/o Change

FY 2017-
2018 and
2016-2017

7o Change

FY 2016-
2017 and
2015-2016

$ 14,770,800 S 12,218,080 $ 10,791,655

1,819,022

26,022,049

4,036,623

26,000,975
1,605,053

26,452,489

20.89%

-s4.94%

0.08%

13.22%

151.49%

-t.71%

0.84% 8.77%

1 90,1 56 30.82% 222,11%

Liabilities:
Curuent liabilities
Long term liabilities

Total Liabilities

Deferued Inflows of Resources:

Deferred pensions

Deferred gain on refunding debt

Total Deferred Inflows

Net Position:

Net investment in capital assets

Restricted

Unrestricted

Total Net Position

269,86t 317,648 302,327 -15,04%

15,609,587

3,083,962

12,287,846

4,504,523

12,480,227

805,236

14,219,027

-3154%
-1.54%

459.40%

-12.23%

15,371,808 16,984,7 50 75,024,263 -9.50% 13.05%

171 ,451
98,404

211,044

106,604
302,327 -18.76%

-7.69%

-30.19%

100.00%

5.07%

14,054,681

388,975

11,122,134

14,179,964

871,745

9,662,154

11.06%
-100.00%

9.35%

-0.88%

-55j8%
28.40%12,161,898

s 27,771,485 $ 25,565,790 S 23,712,763

% Change calculated by current year less prior year ttutnber and divided by prior year nunrber

FY 2017-18 Restricted Assets consist ofMiraurar Lift Station construction funds.

8.63% 7.81%
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MONTECITO SANITARY DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

The following is a summary of the District's statement of revenues, expense and changes in net
position for the years ended June 30,2018 and 2017:

Fiscal Year
Ended

June 30, 2018

Fiscal Year
Ended

June 30, 2017

Fiscal Year
Ended

June 30, 2016

%o Change
FY 2017-
2018 and
2016-2017

%o Change

FY 2016-

2017 and
2015-2016

4s.17%
s.06%

$ ó,ó50,774 $

5,095,375

6,960,'704 $

4,807,497

4,725,993

4,576,039
-3.06%

5.78%

Operating revenues

Operating expenses

Operating income

Nonoperating revenue

Nonoperating expense

Non-operating income

Excess ofrevenue over expenses

Capital contributions

Change in net position

Net position, beginning of year

Prior period adjustment

Net position, beginning of year,

as restated

Net position, end of year

1,565,399 2,053,207 149,954 -23.76% 1269.22%

1,984,768

7,649,039

617,874

838,802

614,636

176,512

221.23%

96.48%
0.s3%

375.21%

336,729 (220,928) 438,124 252.42% -150.43%

1,902,128

413,207

2,315,335

1,832,279

20,748

3.81% 211.51%

18915s% -66.94%

1,953,027 650,842 24.95% 184.71%

588,078

62,764

25,565,790

( I 09,640)

23,712,763 23,061,921 7.81%

-100.00%

2.82%

0.00%

25,456,150 23,712,163 23,061,921 73s% 2.82%

s 27,771,485 S 25,565,790 S 23,712,763 8.63% 7.81%

FY 2017-18 Nonoperating revenues include accrued FEMA rei¡nbursenrellts for January 9, 2018 Debris Flow disaster, property tax allocation, and
interest.

FY 2017-18 Nonoperating expenses include January 9, 2018 Debris Flow disaster expenditures. Certain costs related to the disaster such as salaries
and professional services are included operathrg expenses.

FY 2017-18 Capital contributions include sewer main extension rei¡nbursernents for Sierra Vista and Romero Canyon, and accrued FEMA
reirnbursernent on capital repairs.

FY 2017-18 Prior period adjustment for GASB75 irnplernentation of OPEB reporting requirements
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MONTECITO SANITARY DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

Sources of Revenue

The following is a table of the Districts revenues broken down by major source:

Revenue Category 2017-20t8 2016-2017 20t5-2016

o/o Change
ßY 2017-
2018 and
2016-2017

7o Change
FY 2016-

2017 and
2015-2016

Service charges

Connection fees

Other services

Operating revenue

Investment income
Property taxes

Other revenue

Grant revenue for disaster costs

Nonoperating revenue

Total revenue

6 650 714 6,860,704 4,725,993

s 6,224,822

346,379

79,573

82,045
590,994

1,311,729

1,984,769

$ 8,635,542

I 5,766,321

1,042,193
52,190

s 4,516,762

177,439
31,793

8.0%

-66.8%

52.s%

27.7%
487.4%

64.2%
-3.1% 45.2%

64,341

553,521

75,919
520,131

18,586

275%
6.8%
0.0%

100.0%

-15.2%
6.4%

-100.0%

0.0%
611,874

s 7,478,578

614,636

_ïJ349,62e_

2212% 0.s%

15.5% 40.0%

Grant revenue for disaster costs in 2017-2018 includes accrued FEMA reimbursernent for January 9, 2018 Debris Flow disaster

Sewer Service Charge (SSC)

The major source of revenue for the District is the Sewer Service Charges (SSC). The fiscal year
(FY) 2017-2018 sewer service charges revenue increased approximately 8.0% from the prior FY
2016-2017. The District's total annual SSC revenue for FY 2011-2018 was 56,224,822; which
amonnted to 72.1%o of the total revenues and 93.6% of the total operating revenue. The District's
total annual SSC revenue for FY 2016-2017 was $5,766,321; which amounted to 77 .l%o of the total
revenues and84.0Yo of the total operating revenue.

The District maintains a Teeter Plan agreement with the County of Santa Barbara. Under this
agreement, the District receives the total guaranteed amounts of SSC revenue reported to the County
each year and the County collects these funds from the District's customers on their annual property
tax statements.

Future Rate Increases

On May 9,2016 the Board of Directors approved a3-year planned rate increase structure that went
into effect beginning in FY 2016-17 and will run through FY 2018-19. All rate increases were
validated and approved by following the procedures and requirements of Proposition2lS. At this
time there are no future planned rate increases.
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MONTECITO SANITARY DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

Connection Fees

The connection fees collected on District permits are charges for connection to the District's sanitary
sewer system, necessary to cover or recoup infrastructure costs incurred to provide service.
Connection fees collected for the FY 2017-2018 and FY 2016-2011were $346,319 and[l,042,193,
respectively. The decrease in connection fees received in FY 2017 -2018 is reflected in decreased
operating revenues on page 8. The increase in connection fees in FY 2016-2017 from FY 2015-2016
was due to payments related to large projects such as Casa Dorinda and Miramar Rosewood Resort.

The District's Governing Board of Directors voted to increase the connection fees to $8,400 per
dwelling unit effective January 1,2018 with Resolution No. 2017-906.

Investment Income

The District's current approved investment policy, under ResolutionNo. 2013-883, states that it shall
be the policy of the District to invest funds, with maximum security through diversification and
prudence, in a manner which will provide the highest investment return, while meeting the daily cash
flow demands of the entity and conforming to all statutes governing the investments of District
funds.

In keeping with that policy, the District Board chose to distribute the District's monies between two
investment vehicles: the Santa Barbara County Investment Pool, and the Local Agency Investment
Fund (LAIF) which is a State of California controlled investment pool. Funds are readily available
from either pool. The Santa Barbara County Pool consists of Sewer Service Charges, Properly Tax
Income, and Interest. The LAIF account consists of originally funded reserves and interest. District
practice has been to draw from the Santa Barbara County Pool for operating funds, however
$1,500,000 in funding for the January 9,2018 Debris Flow disaster was drawn from the LAIF
reserve to be used for disaster related expenses. All disaster reimbursements from FEMA and
CaIOES will be transferred back into LAIF upon receipt.

Interest revenues received within FY 2017-2018 from the two investment pools was $155,463.
Interest earned from the COP monies was $318. Investment income for the FY 2017-2018 also
reflects afaft market value adjustment of ($73,736) from the two investment pools.

Property Tax

The District receives one half of lo/o of the total property tax revenue that is collected by the County
of Santa Barbarafor parcels within its service area whether or not they are a customer ofthe District.
The property tax revenue is inclusive of secure, unsecured, unitary, and supplemental property taxes.
In FY 2017-2018 this property tax revenue amounted to $590,994.

Operating Expenses

The District's operating expenses (not including depreciation) for FY 2017-2018 were 53,903,742
and for FY 2016-2017 were $3,682,017. This is an overall increase for FY 2017-2018 in actual
operating expenses of 6.0o/o. For FY 2016-2017 there was an increase in actual operating expenses of
6.6%. Depreciation expense for FY 2017-2018 was $1,i81,633 and for FY 2016-2017 was
$ 1,125,480.

- 10 -



MONTECITO SANITARY DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

Expenditure increases ordecreases in fiscal year2017-2018 versus fiscal year2016-2017 were as

follows:

Dxpcnse Cateqory

Expenses

FY
201712018

Expenses
F'Y

201612017

FY 2017t2018
Expense
Increase

(Decrease) Difference Com m ents/Justi fication

Personnel (Salaries,

Payroll Taxes, WC
Insurance, and Benefits)

$ 2,792547 s 2,555,497 s 237,0s0 9.3%
Increase in FY17-18 GASB68
Pension calculation and

unfunded liability payment

Pooled Liability and

Other CSRMA Insurance
Programs

73,010 63,130 9,280 14.60/0
Deductible payment on

insurance claim

Maintenance, Repairs,

Operating
Supplies/Equip, and

Contracted Services

546,125 610,615 (64,490) -10.6%
FYI 6-17 included computer
upgrades not in current year

Utilities, Telephone, Fuel

and Oil
183,575 188,603 (5,028) -2.7%

Thomas Fire Debris Flow
evacuations/generator usage

Research & Monitoring 3l ,605 22,206 9,399 42.3Yo
New incubators and suspended

solids meter

Offi ce Expenses, Special

Projects, and Misc.
Administrative Costs

30,692 22,150 8,542 38.6Yo
Sewer System modeling
project

Professional Services,

Administrative Fees, and

Memberships

210,263 181,580 28,683 ts.8%
Upgrade exchange server;

Engineering services following
Debris Flow

Training, Safety and

Travel Expenses
35,925 37,636 (1,71l) -4.sYo Less stafftravel

Subtotals 3,903,742 3,682,017 221,725 6.0o/o

Depreciation 1,191,633 1,125,490 56, I 53 s.0% New assets added

Totals $ 5,085,375 $ 4,807,497 $ 277,878 5.8o/o
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MONTECITO SANITARY DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

Expenditure increases or decreases in fiscal year 2016-2017 versus fiscal year 2015-2016 were as

follows:

[xpense Category

Expenses

FY
2016t201'/

Expenses

FY
2015t2016

FY 2016/2017

Expense
Increase

(Decrease) Difference Comments/Justification

Personnel (Salaries,

Payroll Taxes, WC
Insurance, and Benefits)

$ 2,555,497 $ 2,305,614 $ 249,883 10.8%
Hiring of Engineering

Manager, COLA increases

Pooled Liability and

Other CSRMA Insurance

Programs

63,730 61,616 2,714 3.4% Slight increase in premiums

Maintenance, Repait's,

Operating
Supplies/Equip, and

Contracted Services

610,615 574,785 35,830 6.2o/o

Computer upgrades including
Autocad, GIS, remote desktop

applications

Utilities, Telephone, Fuel

and Oil
188,603 182,633 5,970 3.3%

Increase in water bill, cell
phone reimbursements

Research & Monitoring 22,206 33,557 (11,351) -33.\Yo
Decrease in lab consumables

and small equipment

Offi ce Expenses, Special

Projects, and Misc.
Administrative Costs

22,150 64,090 (41,940) -65.4%
FY15-16 included Sewer

Service Rate Study

Professional Services,

Administrative Fees, and

Memberships

181,580 190,766 (e,1 86) -4.\Vo
Decrease in legal and

engineering services

Training, Safety and

Travel Expenses
37,636 41,769 (4,133) -99% Decrease in

certification/licensing fees

Subtotals 3,682,017 3,454,830 227,187 6.60/0

Depreciation 7,125,490 1,l2l,2og 4,271 0.4% Comparable

Totals s 4,807,497 s 4,576,039 $ 231,458 5.lo/o
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MONTECITO SANITARY DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

CertifTcates of Participation (COPs) - California Special Districts Association (CSDA)
Finance Corporation -2007 Series UU

Due to an urgent need for capital improvement project funds in FY 2006-07 the District worked with
CSDA to seek funding through the issuance of COPs. The Board and General Manager saw this as a

means to ensure the District would have the funds necessary to complete a list of capital projects
deemed to be mission critical to the District's efforts to provide the service expected and mandated
by federal and state regulations, and to ensure the environmental health and safety ofthe community
which the District serves. On March 1,2007 the CSDA Finance Corporation issued Certificates of
Participation (COPs) in the amount of $14,765,000 (see Note 6). The Acquisition Fund was
established from these funds in2007 with a beginning balance of $10,533,493. All of those funds
were spent on Board approved Mission Critical Projects by June 30,2016. The COPs were refunded
in May 2017, and therefore there is no liability for them on the balance sheet at year end 2018.

2017 Sewer Refunding Revenue Bonds - California Special Districts Association (CSDA)
Finance Corporation

The2007 Certificates of Participation (COPs) used for capital improvement projects became eligible
for "Current Refunding" after the initial call date in April 2017 .In January 2017 the District engaged

Fieldman, Rolapp & Associates, independent financial advisors, to analyze the opportunity for
refunding the 2007 COPs. The analysis showed the District could decrease the maturity term by
seven years, remove the requirement for a reserve fund, and take advantage of lower interest rates,

resulting in savings of approximately $4 million. In May 2017 the District refunded the COPs by
using $I,I21,862 available cash, $957,824 reserve funds, and issuing new 2017 Sewer Refunding
Revenue Bonds in the amount of $10,020,000 (see Note 6). During the fiscal year ending June 30,
2078, the District made principal payments totaling $595,000 against the debt. As of June 30, 2018
the remaining principal balance was $9,425,000 and unamortized premium balance was $889,059.

Annual Depreciation Funding

On May 26,2009, the Board authorized the creation of a separate fund for depreciation. Effective
July 1, 2009, the County Auditor-Controller's office established a fund titled Montecito Sanitary
Capital Replacement Fund and as of June 3 0, 20 1 8 there was 56,427 ,539 in this fund. Annually the
Board considers additional contributions to this fund. Typically the amount contributed is based on
the prior yeaî anîrral depreciation expense. The District may withdraw monies from the Capital
Replacement Fund at any time to fund Capital projects or to meet operational, maintenance or any
type of financial need of the District.

Annual Audited Financial Statements

At the end of each fiscal year, the District is audited by an independent certified public accounting
firm qualified to perform government accounting audits. The financial statements consist of a series

of financial statements and notes to those statements. The statements are organized so the reader can

understand the District's entire financial position. These statements provide a detailed look at
specific financial activities. This annual report consists of two parts -management's discussion and
analysis (this section) and a series of basic financial statements.
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MONTECITO SANITARY DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS

The basic financial statements include the Statement of Net Position, Statement of Revenues,
Expenses and Changes in Net Position, and a Statement of Cash Flows, followed by various and

specific notes to those financial statements.

Additionally, the financial report includes required supplementary information, as well as other
supplemental information as noted in the table of contents.

Contacting the District's "['inancial Management

This financial report is designed to provide the District's customers, creditors, and other interested
parties with a general overview of the District's finances and to demonstrate the District's
accountability of the money it receives. If you have any questions about this reporl or need additional
financial information, contact Toni M. McDonald, District Administrator/Clerk to the Board, at 1042
Monte Cristo Lane, Santa Barbara, CA 93108, or by telephone at (805) 969-4200.

-14-



MONTECITO SANITARY DISTRICT
STATEMENT OF NET POSITION

June 30,2018 and 2017

2018 2017

ASSETS

Cun'ent Assets:

Cash and investments (Note 2 and 3)

Receivables

Grant receivable (net of allowance of $55,000)
Prepaid insurance

Total current assets

Restricted Assets:

Cash and investments (Note 2 and 3)

Total restricted assets

Capital Assets:

Depreciable:
Plant and equipment
Less accumulated depreciation

Non-depreciable:
Construction in progress

Land and improvements

Net capital assets (Note 2 and 4)

Total Assets

DEFERRED OUTFLOWS OF RESOURCES

Deferred pensions (Note 8)

Deferred post-employment health care benefits (Note 9)

Total deferred outflows of resources

Total assets and deferred outflows ofresources

$ 13,056,662

1 95,052

1,460,27 |

12,139,200

39,7 47

68 815 39,133

14,170,800 12,218,090

1,819,022 4,036,623

1,819,022 4,036,623

45,935,386
(20,138,205)

44,561,287
(18,982,407)

25,797 ,187 25,578,874

1 18,369

106,500

3 15,601

106,500

26,022,049 26,000,975

42,671,871 42,255,679

772,653
28,630

612,510

801,283 612,510

$ 43,413 ts4 $ 42,868 ,188

See accompanying notes
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MONTDCITO SANITARY DISTRICT
STATEMENT OF NET POSITION

June 30, 2018 and2017

2018 2017

LIABILITIES

Current Liabilities:
Accounts payable

Accrued salaries and benefits
Accrued interest
Customer deposits

Current portion of long-term debt (Note 6)

Miramar project deposit (Note I 1)

Total current liabilities

Long-Term Liabilities :

Compensated absences payable (Note 5)

Long-term debt, net of current portion (Note 6)

Net pension liability (Note 8)

Post-employment health care benefits liability (Note 9)

Total long-term liabilities

Total Liabilities

DEFERRED INFLOWS OF RESOURCES

Deferred pensions (Note 8)

Deferred gain on refunding debt

Total defered inflows of resources

Total liabilities and deferred inflows of resources

NET POSITION

Net investment in capital assets

Restricted

Unrestricted, designated for retirement beneflrts obligation

Unrestricted, designated for capital replacement

Unrestricted

Total Net Position

1 10,651

75,199
372,375
131,1 l5
575,000

1,879,022

53,3 l0
62,285
60,280

86,000

595,000

3,647,649

$$

3,083,962 4,504,523

211,667

9,739,059
2,122,293

202,193
10,3 88,147

1,801,193

88,694214 82',1

12,287,846 12,480,227

15,37 | ,808 16,984,150

171,457

98,404
211,044
106,604

269,861 317,648

15,641,669 17,302,398

15,609,587

132,053

6,427,539
5,602,306

14,054,681

3gg,g75
116,651

5,399,643

5,605,840

$ 27 ,771 ,485 s 25,565,790

See accontpanying notes
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MONTDCITO SANITARY DISTRICT
STATEMENT OF REVENUES, EXPENSDS AND CHANGES IN NET POSITION

For the Fiscal Years endctl June 30, 2018 and2017

2018 2017
Operating Revenues:

Selvice charges

Connection fees

Other services

Total opelating revenues

Operating Expenses:

Sewage collection
Sewage treatment

Sewage disposal

Administrative

Total operating expenses

Income from operations

Nonoperating Revenue (Expense):

Investment income

Property taxes

Other income (expense)

Disastel relief and recovery expense

Glant leimbursements for disaster relief and recovery

Intel'est expense

Total non-operating levenue (expense)

Excess of revenue ovel' expenses

Capital contributions
Contlibuted subsul'face I ines

Grant leimbutselnents for emergency capital costs

Total capital contributions

Change in net position

Net position, beginning of year, as pleviously stated

Effect of prior period adjustment as a result of a change

in accounting policy (Note l2)

Net position, beginning ofyear, as restated

Net position, end of year'

s 6,224,822
346,379

79,573

$ 5,766,321

1,042,193

52 190

774 6,860,704

1,712,932
2,175,941

46,944

1,614,504

2,760,597

48,245

I,t49,558 984 161

5,095,375 4,807,497

2,053,207

82,045

590,994
(62,667)

(1,3 14,885)

1,311,729

64,347

553,527

(225,77 4)

87) (613,028)

336,729 (220,928)

128 7,932,279

264,665
148,542

20,748

413,207 20,748

2,315,335 1,953,027

23,712,76325,565,790

(109,640)

25,456,1 50

s 27 ,77 | ,485 s 25,565,790

See accompanying notes
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MONTDCITO SANITARY DISTRICT
STATEMENT OF CASH FLOWS

For the Fiscal Years ended June 30, 2018 and 2017

2018 2017

Cash Flows from Operating Activities:
Cash received from customers

Cash payments to vendors for goods and services

Cash payments for ernployees services and benefits

Net cash provided by operating activities

Cash Flows from Noncapital Financing Activities
Property taxes

Payments for disaster reliefand recovery
Other

ß 4,743,024
(771,441)

(2,6 68,526)

7,303,057 6,655,867

590,994
(1,314,995)

553,527

65 (22s ,77 4)

(188,934) 327,753

$ 10,520,807

(1,313,632)
(2,55 1,309)

Net cash provided (used) by noncapital financing activities

Cash Flows from Capital and Related Financing Activities
Purchase of capital assets

Proceeds on disposal

Interest payments

Extension reimbursements

Principal payments on long term debt

Issuance of long term debt

Net cash used by capital and related fìnancing activities

Cash Flows from lnvesting Activities
Investment income received

Net cash provided by investing activities

Net increase (decrease) in cash and restricted cash

Cash and restricted cash - beginning ofyear

Cash and restricted cash - end ofyear

Reconciliation to Statement of Net Position

Cash and investments

Restricted cash and investments

(673,966)

18,649
(618,3 58)

20,749
( 12,895,000)

10,983,147

(1,875,241) (3,164,790)

60,979 58,728

60,979 58,728

(1,300,139) 3,877 ,569

16,1 75,823 12,298,255

$ 14,875,684 _$___Ms,823_

$ 13,056,662 s 12,139,200

4,036,6231,81 9,022

$ 14,875,684 s 16,175,823

(1,193,233)
) 17\

(354,048)

264,665
(595,000)

See accontpanying notes
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MONTECITO SANITARY DISTRICT
STATEMENT OF CASH FLOWS

For the Fiscal Years entletl June 30, 2018 and 2017

Reconciliation ofopelating income to net cash provided by operating activities

Operating income

Adjustments to leconcile operating incorne to net cash

provided by opelating activities:
Depreciation expense

Gain on disposal

Change in assets and liabilities:
Accounts l'eceivable
Prepaid insurance

Deferred pension outflow
Accounts payable

Accrued salaries and benefits

Acclued interest

Customer deposits

Milarnal restricted deposit

Compensated absences

Net pension liability
Post-employment health care benefits

Defelred pension inflow

Net cash provided by operating activities

See accompanying notes
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2018 2017

$ 1,565,399 $ 2,053,207

1,181,633 I,125,480
( I 8,64 e)

(8,896)

34,088

(422,354)

4,857

2,939
(226,0s7)

40,000

3,647,648
19,737

493,729

1,520

(91,282)

$ I,303,057 _$___qÉI$Éz_

(124,239)
(29,682)

(1 55,877)

57,341.

l3,sl4
312,095

45,1 l5
(1,828,626)

9,474
32 1,1 00

(1 6,403)
(47,787)



MONTECITO SANITARY DISTRICT

NOTES TO THE FINANCIAL STATEMENTS

Note L- ReportinsEntity

Montecito Sanitary District was organizedinlg4T,pursuant to the Sanitary District Actof 1923,
to provide sewage collection and treatment for residents within the District's geographical
boundaries.

The District is governed by a board of directors consisting of five members elected at large. The
Directors receive fees for attendance at Board and Committee meetings. The District employs a
General Manager/District Engineer and such other personnel as are required to meet its
responsibilities.

Note 2 - Summarv of Accountinp Policies

Accounting Policies

The accounting policies of the District conform to accounting principles generally accepted in the
United States of America as prescribed by the Governmental Accounting Standards Board and
the American Institute of Certified Public Accountants (AICPA).

Accounting Basis

The District reports its activities as an enterprise fund, which is used to account for operations
fhat are financed and operated in a manner similar to a private business enterprise, where the
intent of the District is that the costs, including depreciation, ofproviding goods and services on
a continuing basis be financed or recovered primarily through user charges. The accounts are
maintained and these financial statements are presented on the accrual basis of accounting. Under
the accrual basis of accounting, revenues are recognized when they are earned and expenses
recognized when they are incurred. An enterprise fund is accounted for on the "flow of economic
resources" measurement focus. This means that all assets and liabilities, whether current or long
term, are included on the statement of net position.

The District distinguishes operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and the producing and delivering
of goods in connection with the District's principal ongoing operations. All revenues and
expenses not meeting this definition are reported as non-operating revenues and expenses.

The financial statements of the District have been prepared in conformity with Generally
Accepted Accounting Principles (GAAP) as applied to government units. The Governmental
Accounting Standards Board (GASB) is the accepted standard setting body for establishing
governmental accounting financial reporting principles.

Budget

The District prepares an annual budget which estimates major sources of revenue to be received
during the fiscal year, as well as estimated expenditures needed for operation of District
facilities. The budget is filed with Santa Barbara County (the County). The Board of Directors
has the power to amend the budget during the year.
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MONTECITO SANITARY DISTRICT

NOTES TO THE FINANCIAL STATEMENTS

Note 2 - Summary of Sisnifïcant Accountins Policies (Continued)

Cash and Cash Equivalents

For purposes of the statement of cash flows, cash and cash equivalents include restricted and
unrestricted cash and restricted and unrestricted certificates of deposit with original maturities of
three months or less.

Receivables

Receivables are primarily comprised of sewer service fees collected by the County of Santa
Barbara and interest earned on investments but not yet paid.

Property. Plant and Equipment

Capital assets purchased by the District are recorded at cost. Contributed or donated capital
assets are recorded at fair value when acquired. Interest incurred during the construction period
ofan asset is capitalized as part ofthe cost.

Depreciation

Capital assets purchased by the District are depreciated over their estimated useful lives (ranging
from 5-80 years) under the straight-line method of depreciation.

Accumulated Vacation, Compensated Time Off and Sick Leave

Accumulated unpaid employee vacation, compensated time off, and sick leave benefits are
recognized as liabilities of the District.

Deferred Outflows and Inflows of Resoulces

Pursuant to GASB Statement No. 63, "Financial Reporting of Deferred Outflows of Resources,
Deferred Inflows of Resources, and Net Position," and GASB Statement No. 65, "Items
Previously Reported as Assets and Liabilities," the District recognizes deferred outflows and
inflows of resources.

In addition to assets, the Statement of Net Position reports a separate section for defened
outflows of resources. A deferred outflow of resources is defined as a consumption of net
position by the District that is applicable to a future reporting period.

In addition to liabilities, the Statement of Net Position reports a separate section for defened
inflows of resources. A deferred inflow o1'resources is defìned as an acquisition of net position
by the District that is applicable to a future reporting period,

Net Position

Net position represents the difference between assets and deferred outflows, and liabilities and
defened inflows, and is classified into three components as follows:
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MONTECITO SANITARY DISTRICT

NOTES TO THE F'INANCIAL STATEMENTS

Note2- Summarvof t Accountinp Policies (Continued)

Net Position (Continued)

Net investment in capital assets - This component of net position consists ofcapital assets, net of
accumulated depreciation and reduced by the outstanding balances of any borrowings used for
the acquisition, construction or improvement of those assets. Net investment in capital assets
excludes unspent debt proceeds.

Restricted - This component of net position consists of assets which are legally restricted by
outside parties for use for a specific purpose.

Unrestricted - This component of net position consists of net position that does not meet the
definition of "restricted" or o'net investment in capital assets." Dedicated net position represents
unrestricted assets which are segregated by the Board of Directors for specific future uses.

V/hen an expense is incurred for purposes for which both unrestricted and restricted resources are
available for use, it is the District's policy to apply restricted assets first, then unrestricted
resoufces.

Revenue Recognition - Property Taxes¡rrd Serylaes Qhatges

Property taxes and user sewer service charges are collected on the tax rolls of the County of
Santa Barbara. The District receives an allocation of general property taxes. Sewer service
charges are based upon the total number of equivalent residential units (ERU's) connectedto the
sewers of the District. Commercial properties are charged based upon loading factors and water
consumption. The property taxes and service charges are recognized when they have been
collected by the County and are available for distribution to the District.

Property taxes in the State of California are administered for all local agencies at the county
level, and consist of secured, unsecured, and utility tax rolls. The following is a summary of
major policies and practices relating to property taxes:

Property Valuations - are established by the Assessor of the County of Santa Barbara
(County) for the secured and unsecured property tax rolls; the utility property tax roll is valued
by the State Board of Equalization. Under the provisions of Article XIIA of the State
Constitution (Proposition 13 adopted by the voters on June 6,I979),properties are assessed at
100% of full value. From the base assessment, subsequent annual increases in valuation are
limited to a maximum of 2%o. However, increases to full value are allowed for property
improvements or upon change in ownership. Personal property is excluded from these
limitations, and is subject to annual reappraisal.

Tax Collections - are the responsibility of the County Tax Collector. Taxes and assessments
on secured and utility rolls which constitute a lien against the property, may be paid in two
installments: the f,rrst is due on November 1 of the fiscal year and is delinquent if not paid by
December 10; and the second is due on March 1 of the fiscal year and is delinquent if not paid
by April 10. Unsecured personal property taxes do not constitute a lien against real property
unless the taxes become delinquent. Payment must be made in one installment, which is
delinquent if not paid by August 31 of the fiscal year. Significant penalties are imposed by the
County for late payments.
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MONTECITO SANITARY DISTRICT

NOTES TO THE FINANCIAL STATEMENTS

Note2- Summarvof t Accountins Policies (Continued)

Revenue Recognition - Property Taxes and Sçryrccs tharees (Continued)

During the fiscal year ended June 30, 1994,the District adopted the o'Teeter Plan" as deflrned
in the Revenue and Taxation Code. Under this plan, the District is guaranteed99.60/o of the
secured property taxes each year. The District is also assured of receiving 95% of the
unsecured property taxes for each fiscal year by July 31 of the following fiscal year. The
remaining 5o/o is placed in a Tax Loss Reserve Fund which will be used to offset future tax
sale losses incurred by the County. Additionally, the District is assured of receiving 100% of
its sewer service charges for each fiscal year.

Tax Levy Apportionments - Due to the nature of the District-wide maximum levy, it is not
possible to identify general purpose tax rates for specif,rc entities. Under State legislation
adopted subsequent to the passage of Proposition 13, apportionments to local agencies are
made by the County Auditor-Controller based primarily on the ratio that each agency
represented of the total District-wide levy for the three years prior to fiscal year 1979.

Property Tax Administration Fees - The State of California FY 90-91 Budget Act, authorized
counties to collect an administrative fee for collection and distribution of property taxes.
Property taxes are recorded as net of aclministrative fees withheld during the fiscal year.

Tax Levies - are limitedto Io/o of full value which results in a tax rate of $1.00 per $100
assessed valuation, under the provisions of Proposition 13. Tax rates for voter-approved
indebtedness are excluded from this limitation.

Tax Levy Dates - arc attached annually on January I preceding the fiscal year for which the
taxes are levied. The fiscal year begins July 1 and ends June 30 of the following year. Taxes
are levied on both real and unsecured personal property as they exist at that time. Liens
against real estate, as well as the tax on personal property, are not relieved by subsequent
renewal or change in ownership.

Annual Appropriations l-jlail

The District is exempt from the annual appropriations limit required by Senate Bill 813 (Chapter
1025, Statutes of 1987) in accordance with California Constitution Article XIII B. This
exemption is based on a tax rate not greater fhan I2-l 12 cents per $ 1 00 of assessed valuation in
1978.
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MONTECITO SANITARY DISTRICT

NOTES TO THE FINANCIAL STATEMENTS

Note 2 - Summary of SisnifTcant Accountins Policies (Continued)

Grant Receivable and Revenue

The District recognizes grant revenue when the qualifying expenditures are incurred, all
eligibility requirements have been met, and collection of the grant funds is probable. Receipt of
funds under the grant is dependent on the approval of submitted expenditures. An allowance for
estimated disallowed costs is reflected in the receivable balance. Grant revenue and receivable is

related to the disaster assistance as a resuit of the Montecito Debris Flow event.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America, as prescribed by the GASB and the AICPA, 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 ofthe financial statements
and the reported amounts of revenues and expenses during the reported period. Significant
estimates used in preparing these financial statements include useful lives of capitalized assets
and the liability for pension and postretirement healthcare benefits. It is at least reasonably
possible that the significant estimates used will change within the next year.

Pensions

For purposes of measuring the net pension liability and deferred outflows/inflows of resources
related to pensions, and pension expense, information about the fiduciary net position of
Montecito Sanitary District's CalifomiaPublic Employees' Retirement System (CaIPERS) plans
(Plans) and additions toldeductions from the Plans' fiduciary net position have been determined
on the same basis as they are reported by CaIPERS. For this purpose, benefit payments
(including refunds of employee contributions) are recognized when due and payable in
accordance with the benefit terms. Investments are reported at fair value.

Postemployment Benefits Other Than Pensions (OPEB)

For purposes of measuring the net OPEB liability, deferred outflows of resources and deferred
inflows of resources related to OPEB, and OPEB expense, information about the total OPEB
liability of the District and additions toldeductions from the District's OPEB liability have been
determined on the same basis. For this purpose, MSD recognizes benefit payments when due
and payable in accordance with the benefit terms.

Implementation of New Accounting Pronouncements

For the year ended June 30, 2018, the District implemented Statement No. J5 Accounting and
Financial Reportingfor Postemployment Benefits Other Than Pensions. This Statementreplaces

the requirements of Statement No. 45 and establishes standards for recognizing and measuring
liabilities, deferred outflows of resources, deferred inflows of resources, and expenses.
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MONTECITO SANITARY DISTRICT

NOTES TO THE FINANCIAL STATEMENTS

Note 2 - Summary of Sisnificant Accountins Policies (Continued)

Implementation of New Accounting Pronouncements (Continued)

For defined benefit other postemployment benefits (OPEB), this Statement identifies the
methods and assumptions that are required to be used to project benefit payments, discount
projected benefit þayments to their actuarial present value, and attribute that present value to
pcriods of employee service. Note disclosure and required supplementary information
requirements about defined benefit OPEB also are addressed. The provisions of this Statement
were effective for fiscal years beginning after June 15, 2017 .

Future Governmental Accounting Standards Board (GASB) Pronouncements

The Governmental Accounting Standards Board Statements listed below will be implemented in
future financial statements. These statements will be evaluated by the District to determine if
they will have a material impact to the financial statements once effective.

Statement No. 83

Statement No. 84 "Fiduciary Activities"

Statement No. 87 "Leqses"

"Certain Asset Retirentent
Obligøtions"

"Certain Disclosures Related to Debt,

Including Direct Borrowings and
Direct Placenxents"

"Accounting for Interest Cost Incurred
Before the End of a Construction
Period"

The requirements of this statement are effective
for periods beginning after June 15, 2018. (FY
I 8/l 9)

The requirements of this statement are effective
for periods beginning after December 15, 2018.
(FY 19120)

The requirements of this statement are effective
for periods beginning after Decemb er 15, 2019.
(FY 20/2t)

The requirements of this statement are effective
for periods beginning after June 15, 2018. (FY
1 8/l 9)

The requirements of this statement are effective
for periods beginning after December 15, 20'l 9.

(FY 2012t)

Statement No. 88

Statement No. 89

Note 3 - Cash and Investments

Cash and investments are classiflred in the accompanying financial statements at June 30, 2018
and2017 as follows:

June30,2018 June30,2017

Unrestricted:

Cash and investments, undesignated

Cash designated for retirement benefits

Cash designated for capital replacement

Restricted cash for capital replacement

Restricted cash for Miramar Project

Total cash and investments

1,819,022

s 6,497,070

132,053

6,427,539

s 6,622,906

lI6,65l
5,399,643

3gg,g75

3,647,648
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MONTECITO SANITARY DISTRICT

NOTES TO THE FINANCIAL STATEMENTS

Note 3 - Cash and Investments (Continued)

Cash and investments as of June 30,2018 and 2017 consist of the following:

June 30,2018 June30,2017

Cash on hand

Deposits held with financial institutions

Cash with fiscal agent

Local Agency Investment Fund

Santa Barbara County Investment Pool

Total cash and investments

$ $250
2,015,226

756,T25

187,463

rr,916,620

250

3,945,974

664,986
1,666,02I

9 898 692

$ 14,875,684 $ 16,175,823

Investments Authorized by the District's Investmenl Policy

The District's investment policy authorizes investments selected on the basis of credit
worthiness, financial strength, experience, and minimal capitalization. The District shall select
only licensed brokers and dealers in good standing with the California Department of Securities,
the Securities and Exchange Commission, the National Association of Securities Dealers, or
other applicable self-regulatory organizations. The District is prohibited fi'om investing in any
funds in inverse floaters, range notes, interest-only strips derived from mortgage pools, or any
investment which may result inazero interest accrual if held to maturity. It is the Districtpolicy
to diversifu its investment portfolio to eliminate the risk of loss resulting from over concentration
of assets in a specific maturity, a specific issuet, or a specific class of securities.

The primary objectives of the District's investment activities in priority order are: safety,
liquidity, and return on investments. Investments shall be chosen with judgment and care,

considering the probable safety of their capital as well as the probable income to be derived.
Although the District has pre-authorized investment categories per Resolution No. 2013-883, the
only investments in practice are those in the local government investment pool administered by
the State of California Local Agency Investment Fund (LAIF) and the Santa Barbara County
Investment Pool.

Investments

The District participates in LAIF and the Santa Barbara County Investment Pool. LAIF and the
Santa Barbara County Investment Pool are regulated by the California Government Code.

The District's investment in LAIF is reported in the accompanying financial statements at
amounts based on the District's pro-rata share of the value provided by LAIF for the entire LAIF
portfolio. The balance available for withdrawal is based on the accounting records maintained by
LAIF, which is recorded on the amortized cost basis. LAIF invests some of its portfolio in
derivatives. Detailed information on derivative investments held by this pool is not readily
available. The fair value of LAIF is approximately equal to the value of the pool shares.
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MONTECITO SANITARY DISTRICT

NOTES TO THE FINANCIAL STATEMENTS

Note 3 - Cash and Investments (Continued)

The District's investment in the Santa Barbara County Investment Pool is reported in the
accompanying financial statements at the amounts based upon the District's pro-rata share of the
value provided by the Santa Barbara County Investment Pool for the entire Santa Barbara County
Investment Pool portfolio, which is recorded on the amortized cost basis. The balance available
for withdrawal is based on the accounting records maintained by the Santa Barbara Investment
Pool. The fair value of the Santa Barbara Investment Pool is approximately equal to the value of
the pool shares.

Custodial Credit Risk

The custodial credit risk for deposits is the risk that, in the event of the failure of a depository
financial institution, a government will not be able to recover its deposits or will not be able to
recover collateral securities that arc in the possession of an outside party. The California
Government Code requires that a financial institution secure deposits made by state or local
governmental units by pledging securities in an undivided collateral pool held by a depository
regulated under state law (unless so wai',¡ed by the governmental unit). The fair value of the
pledged securities in the collateral pool must equal at least 110% of the total amount deposited
by the public agencies. California law also allows f,rnancial institutions to secure the District's
deposits by pledging first trust deed mortgage notes having a value of I50o/o of the secured public
deposits.

None of the District's deposits with financial institutions in excess of federal depository
insurance limits were held in uncollateralized accounts.

The custodial credit risk for investments is the risk that, in the event of the failure of the
counterparty (e.g., broker-dealer) to a transaction, a government will not be able to recover the
value of its investment or collateral securities that are in the possession of another party. The
California Government Code and the District's investment policy do not contain legal or policy
requirements that would limit the exposure to custodial credit risk for investments. 'With 

respect
to investments, custodial credit risk generally applies only to direct investments in marketable
securities. Custodial credit risk does not apply to a local government's indirect investment in
securities through the use of mutual funds or government investment pools (such as LAIF and
the Santa Barbara County Investment Pool).

Disclosures Relating to Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair
value of an investment. Generally, the longer the maturity of an investment, the greater the
sensitivity of its fair value to changes in market interest rates. The District did not have any
investments that are considered highly sensitive to changes in interest rates at June 30, 2018 and
2017.

Information about the sensitivity of the fair values ofthe District's investments to market interest
rate fluctuations is provided by the following table that shows the distribution of the District's
investments by maturity as of June 30, 2018 and 2017:
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Note 3 - Cash and Investments (Continued)

Disclosures Relating to Interest Rate Risk (Continued)

June 30,2018
Carrying

Amount
12 Months

or Less

13-24

Months

25-60

Months

More than

60 MonthsInvestment Tyþe

Local Agency Investment Fund

Santa Barbara County Investment

Pool

$ 187,463 $ 187,463 $

11,916,620 11 ,916,620

$ $

Total Investlnents $ 12,104,083 $ 12,104,083 $ $$

June 30 2017

Carrying
Amount

l2 Months

or Less

t3-24
Months

25-60

Months

More than

60 MonthsInvestment Type

Local Agency Inveshnent Fund

Santa Barbara County Investurent

Pool

s 1,666,021 s 1,666,021 $

g,ggg,692

$ $

g,ggg,692

Total Investments $ 11, 564.713 s 11,564,713 $ $

Concentration of Credit Risk

The investment policy of the District contains no limitations on the amount that can be invested
in any one issuer beyond that stipulated by the California Government Code. There are no
investments in any one issuer that represenf 5o/o or more of total District investments.

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligationto the
holder of the investment. This is measured by the assignment of rating by a nationally recognized
stati stical rating or ganization.

Presented below is the minimum ratiîg required by the California Govemment Code and the
District's investment policy, and the actual rating as of June 30, 2018 and 2017 for each
investment type.

$
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Note 3 - Cash and Investments (Continued)

201 8

Carrying

Amount

Minirnum
I-egal

Rating

Exempt

From

Disclosure

Rating as of Fiscal Year End

AAA AA Not Rated

$

Investrnent Type

Local Agency Investment Fund

Santa Batbara County Investrrent
Pool

Investment Type

Local Agency Investment Fund

Santa Barbara Couuty Investrrent
Pool

$ 187,463

11,916,620

Total L.rvestments $ 12,104,083

$ 187,463 $

11,916,620

N/A

N/A

$

$ 12,104,083 $ $ $

2017

Carrying

Amount

Minimum
Legal
Rating

Exempt

Frorn

Disclosure

Rating as of Fiscal Year End

AAA AA Not Rated

$ I ,666,021

9,898,692

Total lnvestments $ 11,564,713

s 1,666,021 $

9,898,692

N/A

N/A

$ $

$ I 1,564,713 $ $ $

Fair Value of Investments

The following investments are recognized at amortized cost at June 30,2018 and 2017,
respectively.

June 30,2018 June 30,2017
Local Agency Investment Fund

Santa Barbaru County Investment

Pool

Iotal Investments

$ 1 g7 ,463 $ 1,666,021

9,898,692

_$_!4q1!Ë_ $ 11,564,713

11 9r6 620
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Note 4 - Schedule of Carrital Assets

A schedule ofchanges in capital assets and depreciation for the fiscal year ended June 30, 2018,
is shown below:

Balance

July 1,2017 Additions Deletions Transfers

Balance

June 30,2018
Subsurface Lines

Collection Facilities
Treatment Facilities
Disposal Facilities
Admini strative Facil ities

Construction in Progress

Land and Improvements

Subsurface Lines

Collection Facilities

Treatment Facilities

Disposal Facilities

Administrative Facilities

s26,774,194
3,979,300

12,949,171

532,466

326,144

$27,377,364
4,252,686

13,446,726

532,466

326,144

s 263,402

41,772

24,290

(t4,773)
(1r,062)

$ 339,768

246,397

484,321

$

44,56t,281 329,464 (25,835) 1,070,476 45,935,396

Accumulated Depreciation (18,982,407) ( 1,181,633) 25,835 (20,138,205)

25,578,874 (852,169) 1,070,476 25,797,191

31 5,601

106,500

873,243 (1,070,476)

Additions Deletions Transfers

I 18,368

106,500

Net capital assets $26,000,975 S 21,074 $ $ s26,022,049

A schedule ofchanges in capital assets and depreciation for the fiscal year ended June 30, 2017 ,
is shown below:

Balance

July 1,2016
Balance

June 30, 2017

$26,697,39r
4,342,603

12,810,654

532,466

579,874

$ $

(363,303)

(143,039)

$ 76,803

281,562

$26,714,194

3,979,300

12,949,177

532,466

326,144(253,730)

44,962,988 (760,072) 358,365 44,56t,281

Accumulated Depreciation (18,676,999) (1,125,480) 760,072

26,345,989 (1,125,480)

Construction in Progress

Land and Improvements

673,966

106,500

$26,452,489 $ (451,514)

(18,982,401)

358,365 25,578,874

(3 58,365) 315,601

106,500

$Net capital assets
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Note 5- Compensated Absences

Employees are entitled to accumulate up to 120 working days of sick leave, at the rate of eight
hours per month for full time employees, and pro-rated for part-time employees. If employees
retire under the District's retirement program, or voluntarily resign after twenty or more years of
service, they would receive full compensation for any unused sick leave, paid at their curent
salary level. If employees voluntarily resign with less than twenty years of service, they would
receive one-halfto three quarters oftheir unused sick leave, depending on the years ofservice
completed.

Employees are also entitled to accumulate vacation leave at a rate of two to five weeks per year,
depending on the number of years of service completed. Such accumulated leave cannot exceed
two times the employee's annual entitlement. Employees are entitled to accumulate Personal
Time Off (PTO) at a rate of six days per year. Accumulated PTO cannot exceed six days.
Vacation and PTO leave is fully vested at all times and will be paid to employees upon
termination of employment.

Eligible employees may request the option of selecting compensatory time off (CTO) for
overtime hours worked during any workweek in lieu of overtime pay. All CTO hours will be
subject to payout at the time of employment separation.

In accordance with accounting principles generally accepted in the United States of America, the
liability is reflected on the statement of net position and the current fiscal year allocation has
been expensed.

Note6- Lons-TermDebt

The long-term debt liabilities of the District are as follows:

Balance

June 30,

20r7 Additions
Retirements/

Amortization

Balance

June 30,

2018

2017 Sewer Refunding
Revenue Bonds

Unamortized premiums

T ofal 2017 Sewer Refunding

Revenue Bonds

10,020,000 $

963,r47
$ (595,000) $

(74,088)
$ 9,425,000

889,059

1.0983,147 (66e,088) 10,314,059

Net long-term debt $ 10,983,147 $ $ (669,088) $ 10,314,059

CSDA Finance Corporation Certif,rcates of Participation 2007 Series UU

The CSDA Finance Corporation Certificates of Parlicipation 2007 Series UU ("2007 COPs")
were issued March 1,2007 in the aggregate principal amount of $14,765,000.
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Note 6 - Lons-Term Debt (Continued)

CSDA Finance Corporation Certificates of Participation 2007 Series UU (Continued)

Interest was payable semi-annually each January 1 and July 1, commencing July 1,2007 , During
the fiscal year ended June 30, 2017, interest expense was $558,078.

On May 3,2017 the District deposited 512,797,633 with an escrow agentto provide forpayment
when due (through July I,2017) of all principal and interest with respect to the 2007 COPs. The
deposit amount was obtained by using 5I,121,862 available cash, $957,824 reserve funds, and
through the issuance of new 2017 Sewer Refunding Revenue Bonds. On July 1,2017 , the final
payment from the escrow account was made, and the entire outstanding aggregate principal
amount and interest of the 2007 COPs was refunded.

2017 Sewer Refunding Revenue Bonds

The 2017 Sewer Refunding Revenue Bonds (*2017 Bonds") were issued May 7,2017 in the
aggregate principal amount of $10,020,000 and a premium of $963,i47. The costs of issuance
and the underwriter's discount were $165,000 and $100,200, respectively. The Bonds consist of
serial certificates in the principal amount of $ 10,020,000 bearing interest rates ranging from 2-
5%o, with the final installment payment due July I ,2030.Interest is payable semi-annually each
January 1 and July 1 , commencing July 1,2017 .

The District is required to use the proceeds from the bonds to 1) prepay the District's obligations
under the installment purchase contract, dated as of March 1,2007 , between the District and the
CSDA Finance Corporation, and 2) to pay certain costs of issuing the 2017 Bonds.

The refunding resulted in decreased total debt service payments from $19,409,316 to
$12,805,980. This decreased cash flow created an economic gain of approximately $2,091,000
when discounted at the 2017 Bonds' effective interest rate of 2.7436644Yo. ToÍal annual
requirements to amortizethe20lT Bonds are as follows:

Fiscal Year Principal Interest Total

FY 2018-2019
FY 2019-2020
FY 2020-2021
FY 202r-2022
FY 2022-2023

FY 2023-2024

through 2027-2028

FY 2028-2029
through 2030-2031

Total

$ 575,000
590,000
605,000
635,000
655,000

2,640,000

$ 353,625
336,1 50
315,200
290,400
264,600

120,300

928,625
926,150
920,200
925,400
919,600

2,760,300

$

3,725,000 864,300 4,589,300

$ 9,425,000 $ 2,544,575 S 1r,969,575

Debt service payments in any one fiscal year will not exceed $940,200

-32-



MONTECITO SANITARY DISTRICT

NOTES TO THE F'INANCIAL STATEMENTS

Note 7 - Deferred Comnensation Plan

The District offers its employees a deferred compensation plan created in accordance with
Internal Revenue Code Section457. The plan, available to all District employees, permits them
to defer a portion of their salary until future years. The deferred compensation is not available to
employees until termination, retirement, death, or unforeseeable emergency. The District makes
no employer contributions into this plan.

All amounts of compensation deferred under the plan, all property and rights purchased with
those amounts, and all income attributable to those amounts, property, or rights are (until paid or
made available to the employee or other beneficiary) solely the property and rights of the
employees and therefore are not reflected in the financial statements of the District.

Note 8 - Defïned Benefit Pension Plan

General Information about the Pension Plans

Plan Descrìptíons - All eligible full time employees are required to participate in Montecito
Sanitary District's Miscellaneous Employee Pension Plans, cost-sharing multiple employer
defined benefit pension plans administered by the California Public Employees' Retirement
System (CaIPERS). Benefit provisions under the Plans are established by State statute and local
government resolution. CaIPERS issues publicly available repofts that include a full description
ofthe pension plans regarding benefit provisions, assumptions and membership information that
can be found on the CaIPERS website. Eligible employees hired after January 1,2013 that are
considered new members as defined by the Public Employees' Pension Reform Act (PEPRA) are
participating in the PEPRA Miscellaneous Plan.

BeneJits Provìded - CaIPERS provides service retirement and disability benefits, annual cost of
living adjustments and death benefits to plan members, who must be public employees and
beneficiaries. Benefits are based on years of credited service, as discussed above. Members with
five years of total service are eligible to retire at age 50 or 52 if in the PEPRA Miscellaneous
Plan with statutorily reduced benefits. An optional benefit regarding sick leave is included in the
District retirement contract with CaIPERS. Any unused sick leave accumulated at the time of
retirement will be converted to credited service af arute of 0.004 years of service for each day of
sick leave.

All members are eligible for non-duty disability benefits after 10 years of service. The system
also provides for the Optional Settlement 2W Death Benefit, as well as the 1959 Survivor
Benefit. The cost of living adjustments for all plans are applied as specified by the Public
Employees' Retirement Law.
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Note 8 - DefTned Benefit Pension Plan (Continued)

The Plans' provisions and benefits in effect at June 30, 2018 and 2017 are summarized as
follows:

Fol the Year Ended June 30, 2018 For the Year Ended June 30, 2017

Miscellaneous Plan Miscellaneous Plan

I-Iile clate

Benefit formula

Benefit vesting dchedute

Benefit payments

Retirement age

Monthly benefits, as a % of eligible
compensation

Required employee contlibution
rates

Required ernployer contribution
l'ates

Required employer contribution
rates for payment on all UAL
amortization bases

Prior to January 1,

2013

2%@ss
5 years of service

monthly for life
50 - Minimum

1.4o/o to 2.4o/o

7.00%

8.92%

On or after

January 1,2013

2o/o @62
5 years ofservice

monthly for life
52 - Minimum

1.jYoto 2.5%o

6.25%

6.53%

0.13o/o

Prior to January 1,

2013

2%@5s
5 years ofservice

monthly for life

50 - Minimum

On or after

January 1,2013
2%@62

5 years ofservice

monthly for lile
52 - Minimum

1.4%o To 2.4%o

7.00%

8.88%

1.0%;oto 25%

6.25%

6.560/o

5.44o/o 4.85Yo 0.00Yo

Contríbutíons - Section 20814(c) of the California Public Employees' Retirement Law requires
that the employer contribution rates for all public employers be determined on an annual basis by
the actuary and shall be effective on the July 1 following notice of a change in the rate. Funding
contributions for both Plans are determined annually on an acl:larial basis as of June 30 by
CaIPERS. The actuarially determined rate is the estimated amount necessary to finance the costs
of benefits earned by employees during the year, with an additional amount to finance any
unfunded accrued liability. Montecito Sanitary District is required to contribute the difference
between the actuarially determined rate and the contribution rate of employees.

The District's contribution to the Plan for the years ended June 30,2018 and 2077 were
5227,170 and5207,913, respectively. Of the total contributions made for the years ended June
30, 2018 and 2017, 580,292 and $63,362, respectively, were required contributions for the
unfunded liability.

Pensíon Lìabílítíes, Pensíon Expenses and Deferred Outflows/Inflows oÍResources Reløted to
Pensions

The District's net pension liability for all Plans is measured as the proportionate share of the net
pension liability. As of June 30, 2018 and 2017 , the District reported a liability of 52,122,293
and $1,801,193, respectively, for its proportionate shares of the net pension liability of all Plans.
The net pension liability of all of the Plans is measured as of June 30,2017 , and the total pension
liability for all Plans used to calculate the net pension liability was determined by an actuarial
valuation as of June 30,2016 rolled forward to June 30,2017 using standard update procedures.
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Note 8 - DefTned Benefït Pension Plan (Continued)

For the year ended June 30, 2018, the net pension liability of all of the Plans is measured as of
June 30, 2017, and the total pension liability for all Plans used to calculate the net pension
liability was determined by anactuaúal valuation as of June 30,2016 rolled forward to June 30,
2017 using standard update procedures.

The District's proportion of the net pension liability was based on a projection oftheir long-term
share of contributions to the pension plans relative to the projected contributions of all
participating employers, actuarially determined.

The District's proportionate share of the net pension liability for all Plans with an actuarial
valuation date of June 30, 2016 and 2015 (and measurement date of June 30,2017 and2016,
respectively) were as follows:

For the Year Ended June 30, 2018

Miscellaneous

Proportion - June 30,2016
Proportion - June 30,2017
Change - Increase (Decrease)

0.05185%

0.05384%
0.00t99%

For the Year Ended June 30, 2017

Miscellaneous

Proportion - June 30,2015
Proportion - June 30,2016
Change - Increase (Decrease)

Pension contributions subsequent to
rneasurement date

Diffelences between actual and expectecl

experience

Changes in assumptions

Changes in ernployer's plopoltion and

difference between the ernployer' s

conh ibutions and the ernployer''s
propoltionate share of contributions

Nct differences betweeu projected and

actual earnings on plan investlnents

0.04766%

0.0518s%

0.00419%

For the years ended June 30, 2018 and 20ll ,the District recognized pension earnings (expense)
of $348,539 and $188,006, respectively.At June 30,2018 and 2017, the District reported
deferred outflows of resources and deferred inflows of resources related to pensions from the
following sources:

June 30,2018 June 30, 2017

Deferled Outflows

of Resoulces

Deferred Inflows
of Resources

Deferred Outflows
ofResources

Deferred Inflows
of Resources

$ 227,170 $

? sss

367,184

92,298

83,042

(42,3e8)

(27,eeg)

( l0 r,061)

207,913

4,990

80,866

318,741

(61,241)

( r 49,803)

$$

s 772,6s3 $ (171,457) $
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Note 8 - Defined Benefït Pension Plan (Continued)

Employer contributions of 5227,170 reported at June 30, 2018 as deferred outflows of resources
related to contributions made subsequent to the measurement date will be recognized as a
reduction of the net pension liability in the year ended June 30, 2019. During the fiscal year
ended June 30, 2018,5207,913 of employer contributions that was reported in defened outflows
of resources was recognized as a reduction to the net pension liability.

Other amounts reported as deferred outflows of resources and deferred inflows of resources
related to pensions will be recognized as pension expense as follows:

Year Ended June 30: Amount

$ 62,333
228,983
132,0r2
(49,302)

$ 374,026

Actuørial Assumptíons - The total pension liabilities in the June 30, 2016 and2015 actuarial
valuations were determined using the following actuarial assumptions:

For the Year Ended June 30, 201 8 For the Year Ended June 30,2017

Miscellaneous Miscellaneot¡s

20r9
2020
2021

2022
2023

Thereafter

Valuation Date

Measurernent Date

Achral Cost Method

Achrarial Assurnptions:

Discount Rate

hrflation
Payloll Growth
Projected Sâlary Inctease

Inveshnelrt Rate of Retunì

Mortality
Post Retirernent Benefi t

Increase

3O-Jun-l 6

3O-Jun- I 7

Enhy-Age Nollral Cost Methocl in accordance witlì tlìe
requirenrents of GASB Statenent No. 68

1.15%
2.7s%

3.00%
Varìes by enhy age and service (l )

7.1s%

Derived using CaIPERS' Mernbelship Data fol all Fuuds

Contract COLA up to 2.75% until Purchasilg Power

Protection Allowance Floor on Purchasing Power applies,
2 .7 5o/o lhercafrer

30-Jul-l 5

3O-Jun-l 6

Entry-Age Nonnal Cost Method in accordance with the
requilemerrts of GASB Staternent No. 68

7.65%
2.7 5o/o

3.00%
Varies by entry age and sewice (1 )

7.65%
Derived using CaIPERS' Mcmbership Data for all Fuuds

Co¡rtract COLA up to2.'75%otnttil Purchasing Power

Plotection Allowance Floor on Purchasiug Power applies,
2.75% thereafter'

(l) Depending on age, service and type ofernploylnent
(2) Net ofpension plan investrnent expenses, including inflation

The actuarial assumptions used in the June 30, 2016 and 2015 valuations were based on the
results of an actuarial experience study for the period 1997 to 2011, including updates to salary
increase, mortality and retirement rates. The discount rate was reduced from 7.65% to 7.I5o/o
during the measurement period ended June 30, 2017 . Defered outflows and inflows ofresources
for changes in assumptions represent the unamorlized poftion of the changes in assumptions
related to prior measurement periods. Further details of the Experience Study can be found on the
CaIPERS website.

-36-



MONTECITO SANITARY DISTRICT

NOTES TO THE FINANCIAL STATEMENTS

Note 8 - DefTned Benefit Pension Plan (Continued)

Discount Rate - The discount rate used to measule the total pension liability was 7. 15 percent
for all Plans. To determine whether the municipal bond rate should be used in the calculation of a
discount rate for all plans, CaIPERS stress tested plans that would most likely result in a discount
rate that would be different from the actuariallyassumed discount rate. Based on the testing,
none of the tested plans run out of assets. Therefore, the current 7.15 percent discount rate is
adequate and the use of the municipal bond rate calculation is not necessary. The long term
expected discount rate of 7.15 percent will be applied to all plans in the Public Employees
Retirement Fund, including PERF C. The stress test results are presented in a detailed report that
can be obtained from the CaIPERS website.

The long-term expected rate of return on pension plan investments was determined using a
building-block method in which best-estimate ranges of expected future real rates of return
(expected returns, net of pension plan investment expense and inflation) are developed for each
major asset class.

In determining the long-term expected rate of return, CaIPERS took into accountboth shorl-term
and long-term market return expectations as well as the expected pension fund cash flows. Using
historical returns of all the funds' asset classes, expected compound returns were calculated over
the short-term (first 10 years) and the long-term (1 1-60 years) using a building-block approach.
Using the expected nominal returns for both short-term and long-term, the present value of
benefits was calculated for each fund. The expected rate of return was set by calculating the
single equivalent expected return that arrived at the same present value of benefits for cash flows
as the one calculated using both short-term and long-term returns. The expected rate of return
was then set equivalent to the single equivalent rate calculated above and rounded down to the
nearest one quarter ofone percent.

The rate of return was calculated using the capital market assumptions applied to determine the
discount rate and asset allocation.

The table below reflects the long-term expected real rate ofreturn by asset class at June 30, 201 8
and 20 17, respectively.

For the Year Ended June 30, 20 I I For the Year Ended June 30,2017

Net Strategic

Asset CIass Allocation
Real Returrr

Years l-10(a)
Real Retr¡rn

Years l1+ (b)
Net Strategic

Allocation
Real Return

Years 1-10 (a)
Real Return

Years I l+ (b)

Global Equity

Global Fixed Income

Inflation Sensitive

Private Equity

Real Estate

Infrastructure and Forestland

Liquidity

47.00%

19.00%

6.00%
12.00%

fi.00%
3.00%
200%

4.90%

0.80%

0.60%

6,60%

2.80%

3.90%
-0.40%

5.38%

2.27%

1.39%
6.63%

5.21%

5.36%
-0.90%

51.00%
20.00%

6.00%

10.00%
r0,00%

2.00%
L0jo/n

5.25%

0.99%

0.45%
6.83o/o

4.s0%

4.50o/o

-0.55%

5.11%

2.43%

3.36%

6.95%

5.13%

5.09%
.t.0s%

(a) An expected inflation of2.5% Lrsed for this period

(b) An expected inflation of3.0% used for this period
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Note 8 - Defïned BenefÏt Pension Plan (Continued)

Sensítívity of tlte Proportionate Sltøre of tlte Net Pensíon Líubility to Chønges inthe Díscount
Rute - The following presents Montecito Sanitary District's proportionate share of the net
pension liability for all Plans, calculated using the discount rate for all Plans, as well as what
Montecito Sanitary District's proportionate share of the net pension liability would be if it were
calculated using a discount rate that is 1-percentage point lower or 1-percentage point higher than
the current rate:

For the Yeat Ended June 30 201 I For the Year Ended June 30, 2017

Miscellaneous Miscellaneous

17o Decrease

Net Pension Liability

Current Discount Rate

Net Pension Liability

loZ Increase

Net Pension Liability

$

6.6s%

2,873,866

7.6s%

I ,90 1,1 93

8.6s%

914,682

Pensíon Plan Fiduciary Net Posìtíon - Detailed information about all pension plan fiduciary net
positions is available in the separately issued CaIPERS financial reports.

Note 9 - Post-Emnlovment Health Care Renefits

Plan Description

For employees hired before July 1, 2010, the District provides retiree medical coverage to
eligible current employees and one dependent as defined by the plan. Under the Plan, retired
employees who attain age 55 with at least ten years of service are eligible to receive benefits until
reaching age 65. The District pays 100% of the health insurance benefits' monthly premium. The
dependent of an eligible retiree is also eligible to receive benefits from this plan, and benefits
continue until they are Medicare eligible or are no longer considered a dependent under the
Patient Protection and Affordable Care Act (PPACA). When the retired employee reaches age 65
the retired employee and the dependent are no longer covered. In accordance with Montecito
Sanitary District Board of Directors action taken on June 4,2010, any employee hired by the
District after July 1,2010 is not eligible for post-employment health care benef,rts.

Employees Covered

As of the June 30, 2017 actuarial valuation, the following current and former employees were
covered by the benefit terms under the OPEB Plan:

Participating active employees

Inactive employees currently receiving benef,rts

Total

1olo Decrease

Net Pension Liability

Current Discount Rate

Net Pension Liability

1olo Increase

Net Pension Liability

$

s

$

$

$

6.15%
3,332,635

7.15%
2,122,293

8.15%
1,1 19,885

J

J

6
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Note 9 - Post-Emnlovment Health Care Renefits (Continued)

Funding Policy

The contribution requirements of plan members and the District are established and may be
amended by the District and its board of directors. The required contribution is based on
projected pay-as-you-go financing requirements. Currently, the District has $132,053 of
designated net position set aside to be used to fund the post-employment health care obligation,
and plans to set aside $ 1 5,000 each July until adequate funds have been established, The District
pays 100% of costs on behalf of the eligible participants.

Actuarial Assumptions

The total OPEB liability in the June 30, 2017 actuarial valuation was determined using the
following acfuarial assumptions, applied to all periods included in the measurement, unless
otherwise specified:

The actuarial assumptions used in the June 30, 2017 valuation were based on the results of an
actuarial experience study for the period of July I,2016 through June 30, 2017.

OPEB Plan

Actual Cost Method

Actuarial Assumptions :

Discount Rate

Inflation
Salary Increases (l)
Investment Rate of Return

Mortality

Pre-Retirement Turnover

Healthcare Trend Rate

(1) Benefits are not dependent upon salary

Entry-Age Actuarial Cost Method in accordance with the
requirements of GASB Statement No. 75

3.50%

2.75%

2.7s%

3.50%

2009 CaIPERS Active Mortality for Miscellaneous
Employees; 2009 CaIPERS Retiree Mortality for
Mi scellaneous Employees

2009 CaIPERS Turnover for Miscellaneous Employees

4o/o per yeat
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MONTECITO SANITARY DISTRICT

NOTES TO THE FINAi\CIAL STATEMENTS

Note 9 - Post-Employment Health Care Benefïts (Continued)

Discount Rate

The discount rate used to measure the total OPEB liability as3.5%o. The projection of cash flows
used to determine the discount rate assumed that District contributions will be sufficient to fully
fund the obligation over a period not to exceed 30 years. Based on those assumptions, the OPEB
Plan's fiduciary net position was projected to be available to make all projected OPEB payments
for current active and inactive employees and beneficiaries. Therefore, the long-term expected
rate of return on OPEB plan investments was applied to all periods ofprojected benefit payments
to determine the total OPEB liability.

ln et

The District accrued the net OPEB obligation of 5214,827 and $88,694 as of June 30, 2018 and
2017, which is included on the Statement ofNet Position with accrued salaries and benefits. The
following table shows the components of the District's annual OPEB cost for the year, the
amount actually contributed to the plan, and the changes in the District's net OPEB obligation for
plan benefits for the years ended June 30,2018 and 2017:

Total OPEB
Liability

(a)

Plan Fiduciary
Net Position

(b)

Net OPEB
Liabilify/(Asset)

(a) - (b)
Balance at June 30,2017
(Measurement Date June 30, 2016)

Changes Recognized for the Measurement Period

Service cost
Interest on Total OPEB Liability
Contributions - Employer
Net investment income
Administrative expense

Benefit Payments & Refunds

Net Changes

Balance at June 30, 2018
(Meøsurement Date June 30, 20I7)

s 231,230 $ s 231,230

8,823
1,668

(32,894)
(16,403)

8,823

7,669
(32,894)32,894

(32,894)
(16,403)

s 214,827 $ 2t 827
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MONTECITO SANITARY DISTRICT

NOTES TO THE FINANCIAL STATEMENTS

Note 9 - Post-Emplovment Health Care Benefïts (Continued)

Sensitivity of the Net OPEB Liabilitv to Changes in the Discount Rate

The following presents the net OPEB liability of the District if it were calculated using a discount
rate that is one percentage point lower or one percentage point higher than the current rate, for
measurement period ended June 30, 2017.

Net OPEB Liability

1olo Decrease

Current
Discount Rate

(3.s%))

1olo Increase
(4.s%)(2.s%

$ 226 ,4445214,827$203,569

The following presents the net OPEB liability of the District if it were calculated using health
care cost trend rates that are one percentage point lower or one percentage point higher than the
current rate, for measurement period ended June 30, 2017.

Net OPEB Liability
Trend lo/o

Lower
Valuation

Trend
(4.0%)

Trend 1%

Higher
(s.o%)(3 .0%)

s 205,940 $ 214,827 $ 221,844

OPEB Expense and Deferred Outflows/Inflows of Resources Related to OPEB

For the fiscal year ended June 30, 2018, the Districtrecognized OPEB expense of $16,403. Gains
and losses related to changes in total OPEB liability and fiduciary net position are recognized in
OPEB expense systematically over time. At June 30,2018, the District reported deferued
outflows of resources of $28,630 related to contributions made subsequent to the measurement
date. This will be recognized as a reduction of the net OPEB liability in the year ended June 30,
2019.

Note 10 - Risk Manasement

The District is exposed to various risks of loss related to torts, theft of, damage to, and
destruction of assets, errors and omissions, injuries to employees, and natural disaster.

The District participates in the California Sanitation Risk Management Authority (CSRMA),
which affanges for and provides general liability, property damage, workers' compensation and
employee dishonesty liability insurance to its member agencies. The District pays a premium
commensurate with the level of coverage requested.
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MONTECITO SANITARY DISTRICT

NOTES TO THE FINANCIAL STATEMINTS

Note 11" - Commitments and Contingencies

During the year, the District entered into an agreement to manage the construction costs for a lift
station to serve the Miramar property. The construction cost is estimated to be approximately
$5,695,000. This cost is being paid out of a separate account which has been funded by the
Miramar property (see Note 3 for restricted cash amounts related to the Miramar Project). The
District has recorded an offsetting liability in the same amount. As of June 30, 2018, expenses
incurred for this project were approximately $3,995,000.

In the ordinary course of conducting business, various legal matters may be pending, however, in
the opinion ofthe District's management, the ultimate disposition of these matters will have no
significant impact on the financial position of the District.

Note L2 - Prior Period Adiustment as a Result of a Change in Accounting Principle

A prior period adjustment was made to beginning net position to reflect the prior period costs
related to the implementation of GASB Statement No. 75 Accounting and Financial Reporting
for Postemployment Benefits Other Than Pensions,

The restatement of beginning net position is summarized as follows:

$ 25,565,790

(t42,s35)
32,895

(109,640)

$ 25,456,150

Because all of the information required to restate prior year was not available at the time the
financial statements were available to be issued, prior year values are not presented in a
comparable manner.

Note L3 - Reclassifïcations

Certain reclassifications have been made to prior year amounts in order to conform to current
year presentation.

Note 14 - Subsequent Events

Subsequent events have been evaluated through November 26,2018 the date that the financial
statements were available to be issued.

Net position at July 1,2077, as originally stated

Prior period adjustments:
Post-employment health care benefits liability
Deferred outflow of post-employment benefits

Net prior period adjustment

Net position at July 1,2017, as restated
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MONTECITO SANITARY DISTRICT
A COST-SHARING MULTIPLE-EMPLOYER DEFINED BENBF'IT PENSION PLAN

LAST 10 YEÄRS*

CALIFORNIA PUBLIC EMPLOYEES' RETIRBMENT SYSTEM
SCHEDULE OF MONTECITO SÄNITARY DISTRICT'S PROPORTIONÄTE

SHARE OF THE NET PENSION LIABILITY

2018 2017 2016 2015

Valuation date June 30,2016 June 30,2015

Measurement date June 30,2017 June 30,2016

Proportion of the net pension liability 0,0214% 0,0208%

Proportionate share of the net pension liability $ 2,122,293 $ 1,801,193 $

Covered payroll S 1,669,379 $ 1,534,968 $

Proportionate share ofthe net pension liability as

percentage ofcovered payroll 127.13% 117.34%

Plan f,rduciary net position as a percentage ofthe
total pensìon liability 75.88% 71.39%

Notes to Schedule:

* Fiscal year 2015 was the l st year of implementation, therefore only four yeats are shown.

June 30, 2014

June 30,2015

0.0190%

1,307,464

1,450,799

June 30,2013

June 30, 2014

0.0198%

$ 1,229,008

s 1,065,779

90.12% 115.32%

82,57% 83.46%

Net Pension liability as a percentage ofcovered payroll demonstrates the relative size ofthe unfunded liability by expressing it
in terms ofcurrent personnel expenditures.
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MONTDCITO SANITARY DISTRICT
A COST.SHARING MULTIPLE-EMPLOYER DEFINED BENEFIT PENSION PLAN

LAST 10 YEARS*

CALIFORNIA PUBLIC EMPLOYEES' RETIREMENT SYSTEM
SCHDDULE OF MONTECITO SANITARY DISTRICT'S CONTRIBUTIONS

As ofJune 30,

2018

Contlactually requiled contribution (actuarially determined) S 227,170

Contributions in relation to the actuarially deterrnined contributions $ 227,170

Conh'ibution defi ciency (excess)

Covered payroll S 1,729,391

Contributions as a percentage ofcovered payroll 13.14%

Notes to Schedulc:

* Fiscal year 2015 was the lst yeal ofin-rplernentatiou, therefole only four yeals are shown.

2017 2016 2015

$

$

207,913

207,913

s 1,669,379 $

12.45%

1,534,968 $

1 1.80%

140,543

140,543

l,4s0,789

9.69%

$

$

181,148

181,148

$

$
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MONTECITO SANITARY DISTRICT
OTHER POSTEMPLOYMENT BENEFITS PLAN

SCHEDULE OF CHANGES IN THE NET OPEB LIABILITY AND RELATED RATIOS
FOR THE YEAR ENDED JUNE 30, 2018

LAST 10 YEARS*

2018

Total OPEB liability:
Service cost

Interest on the total OPEB liability
Benefit payments

Net change in total OPEB liability
Total OPEB liability - beginning

Total OPEB liability - ending (a)

Fiduciary Net Position

Employer contributions

Net investment income

Administrative expense

Benefit payments

Net change in fiduciary net position

Total fiduciary net position- beginning

Total fiduciary net position - ending (b)

Net OPEB asset - ending (a) - (b)

Plan fiduciary net position as a percentage of the total OPEB liability

Covered - employee payroll

Net OPEB asset as a percentage of covered-employee payroll

Measurement date

Valuation date

$ 8,823

7,668

(32,894)

$

s 32,894

(16,403)

231,230

8 214,827

(32,894)

s 214,821

0.00%

s 384,664

5s.8s%

06130n7

06130111

Notes to Schedule:
* Historical information is required only for measurement periods for which GASB 75 is applicable.

Future year's information will be displayed up to 10 years as information becomes available.
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MONTECITO SANITARY DISTRICT

BOARD OF ÐIRECTORS

NAME TERM EXPIRES

Judith M. Ishkanian President December 2018

Robert Williams Vice President December 2018

.Ieff Kerns Secretary December 2020

Thomas I(ern Treasurer December 2020

Warner Owens Director December 2020

On November 14,2018 Thomas Bollay was appointed to fill the vacancy created by the October 15,
201 8 resignation of Director Warner Owens. Mr. Bollay will serve out the rest of Mr. Owens term to
December 2020.
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MONTDCITO SANITARY DISTRICT
STATEMENT OF OPERATING EXPENSES - BYDEPARTMtrNT

For the Fiscal Year trnded June 30,2018

Collection Treatment Disposal Administrative 2018 20t7

Salaries and Benefits:

Salaries

Stand-by pay

Overtime
Retirement contribution
Payloll tax
Group insulance

Total Salaries and Benefits

Supplics and Services:
Insulance

Maintenance

Opelating supplies

Office supplies

Membelships

Empl oyee/Community goodwi I I

Miscellaneous

Office expense

Legal services

Consulting services

NPDES permit expenses

Othel plofessional services

Administrative fees

Resealch and monitoring
Contlact selvices

Publications and notices

Minol equipment pulchases

Training and safety

Travel and meeting costs

Fuel and oil
Utilities and telephone

Special projects

Depleciation

'Iotal Supplies and Services

Totals, June 30,2018

Totals, June 30,2017

s s34,646
16,470

8,457

159,870

44,904

132,645

$ 66r,047 $

16,470

78,644

15 1,45 1

42,001

115,247

$ 1,799,681 S 1,704,763

32,940 32,762

27,398 22,701

451,470 292,211

135,957 127,526

345,161 376,134

$ 603,988

297

140,089

49,052

97,269

896,992 1,004,960 890,695 2,792,547 2,555,497

26,004

82,854
2,540
4,399

1,335

194

40,989

279,541

4,534

3,435
1,3 35

6,Q17

4,233

1,203

9,049
37,541

347

73,010
366,628

8,277

16,973

34,211

541

63,730

433,847

6,936
15,923

34,680

4,370

136

I,359

6,2r5
25,709

48,399

46,198

20,979

22,206

133,411

422

36,421

23,023

74,613

15,529

173,07 4

28 47

37,258

950

12,002

29,761

61,769

17,970

1,025

12,002

29,761

37,259
74,232

22,799

3 1,605

144,905

510

26,3t5
24,779

11,747

16,247

167,328

71,743

1,l8l,633

13,063

3,316

61,526

6,652

9,403

8,904

29,044

6,000

560,688

14,179

5,743

25,436

1,5 13

31,605

34,684

3,692

17,127

2,446

7,343

124,105

9,823

510

15,981

4,248

8,701

38,972

587,437 8,072

815,940 1,171,081 46,944 259,963 2,292,929 2,252,000

1,125,480

s 4,807,497

$ l,7l ) ct?.') s 2,175,941 fi 46,944 $ 1,1 49,558 $ 5,085,375

$ 1,614,504 $ 2,160,587 s 48,245 $ 984,161
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MONTECITO SANITÄRY DISTRICT
STATEMENT OF OPERATING EXPENSES - BY DEPARTMENT

For the Fiscal Year Ended June 30, 2017

Collection Treatment Disposal Administrative 2017

$ 549,916$ 536,532

16,230

3,855
gg,6g6

44,351
1 60,1 83

$ 618,315

16,532

18,246

104,366

48,058

l 40,880

s 1,704,763

32,762

22,101

292,211
127,526

376,134

s 1,592,666

64,266

l1,996

166,310

121,052

349,324

2016

Salaries and Benefïts:

Salaties

Stand-by pay

Oveltime

Retirernent contribution
Payroll tax
Group insurance

Total Salalies and Benefits 860,837 946,397

$

88,1 59

35,177

7 071

748,263 2,555,497 2,305,614

Supplies and Services:
Insurance

Maintenance

Operating supplies

Office supplies

Membelships
Employee/Cornrnunity goodwi I I

Miscellaneous

Office expense

Legal scrvices

Consulting selvices

NPDES permit expenses

Othel professional services

Administlative fees

Research and monitoling
Contract services

Publications and notices

Minol equipment purchases

Tlaining and safety

Travel and meeting costs

Fuel and oil
Utilities and telephone

Depreciation

Total Supplies and Services

4,797

8,002

3,190

70,444

28,815

520,910

2,694

422

29,104

6,556

7,958

26,606

92,2r7
2,779

2,504

1,204

183

39

47

3 1,08 I

336,544

3,299
2,051

1,317

48,399

1,061

22,206

41,968

) <)(l

8,465

3,465
5,085

130,957

57 5,714

6,043

5,092
8s8

11,369

32,759
4,127

97

1,254

6,275
25,709

45,076

17,680

13,302

20,794

63,730

433,847

6,936
15,923

34,680

4,310

136

1,359

6,215
25,709

48,399

46,198
20,979

22,206

133,411

422

36,421

23,023

14,613

15,529

173,07 4

1,125,490

61,616

426,953

7,657

15,730

33,698

4,33 8

47,976

1,521

10,769

29,542

43,169

53,930

19,759

33,557

128,590

585

11,595

29,752

12,077

13,892

168,7 41

1,127,209

58

1,122

2,238

48,576 40,773

8,072

753,667 1,214,190 48,245 235,ggg 2,252,000 2,270,425

Totals, June 30,2017

Totals, June 30,2016

$ 1,614,504 $2,160,587 $ 48,245

$ 1,603,014 $ 1 $ 46,386

$ 994,161 S 4,907,497

$ 860,148 $ 4,576,039
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