COUNTY OF SAN BERNARDINO
SPECIAL DISTRICTS
COUNTY SERVICE AREA No. 70
ZONE S-3

REPORT ON AUDIT

JUNE 30, 2008



County of San Bernardino Special Districts
County Service Area No. 70
Zone S-3
Table of Contents

Exhibit Page

INDEPENDENT AUDITOR’S REPORT 1
BASIC FINANCIAL STATEMENTS
Statement of Net Assets A 2
Statement of Revenues, Expenses and Change

in Net Assets B 3
Statement of Cash Flows C 4
Statement of Fiduciary Assets and Liabilities - Agency

Funds D 5

Notes to Financial Statements 6-13






ASSETS
Current Assets:

Cash and cash equivalents
Accounts receivable, net
Interest receivable

Total Current Assets

Noncurrent Assets:

Capital assets:

Utility plant in-service

County of San Bernardino Special Districts
County Service Area No. 70 - Zone S-3
Statement of Net Assets

June 30, 2008

Structures and improvements to structures

Vehicles
Equipment

Accumulated depreciation
Total Noncurrent Assets

Total Assets

LIABILITIES

NET ASSETS

Invested in capital assets

Unrestricted

Total Net Assets

Exhibit “A”

$ 497,191
108,870
5,072

611,133

3,394,459
290,374
14,385
71,452

(2,304,271)

1,466,399

2,077,532

1,466,399
611,133

$ 2,077,532

The accompanying notes are an integral part of these financial statements.
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County of San Bernardino Special Districts
County Service Area No. 70 - Zone S-3
Statement of Revenues, Expenses and Change in Net Assets
For the Year Ended June 30, 2008

OPERATING REVENUES
Sanitation services
Connection fees
Permits and inspection fees

Total Operating Revenues

OPERATING EXPENSES
Professional services
Salaries and benefits
Services and supplies
Utilities
Depreciation

Total Operating Expenses

Operating (Loss)

NONOPERATING REVENUES
Investment earnings
Property taxes
Special assessments
Penalties
Other
Total Nonoperating Revenues

Change in Net Assets
Net Assets - beginning

Net Assets - ending

$

Exhibit “B”

487,350
6,193
219

493,762

10,880
411,517
95,278
18,990
96,393

633,058

(139,296)

26,510
848
18,034
9,375
2,641

57,408

(81,888)

2,159,420

$

2,077,532

The accompanying notes are an integral part of these financial statements.
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County of San Bernardino Special Districts
County Service Area No. 70 - Zone S-3
Notes to Financial Statements
June 30, 2008

NOTE 2: CASH AND DEPOSITS

Cash and cash equivalents includes the cash balance of monies deposited with the County
Treasurer which are pooled and invested for the purpose of increasing earnings through
investment activities. Interest earned on pooled investments is deposited to the District's account
based upon the District's average daily deposit balance during the allocation period. Cash and

cash equivalents are shown at the fair value as of June 30, 2008.

See the County of San Bernardino’s Comprehensive Annual Financial Report (CAFR) for details
of their investment policy and disclosures related to investment credit risk, concentration of
credit risk, interest rate risk and custodial credit risk, as required by GASB Statement No. 40.

NOTE 3: ACCOUNTS RECEIVABLE

At June 30, 2008, the accounts receivable was composed of the following:

Accounts receivable $ 120,116

Less: allowance for uncollectibles 11,246

Total accounts receivable, net $ 108,870
NOTE 4: CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2008 was as follows:

Beginning Ending
Balance Additions Deletions Balance
Capital assets:
Utility plant in-service $3,394459 $ - $ - $ 3,394,459
Structures and improvements to
structures 290,374 - - 290,374
Vehicles 14,385 - - 14,385
Equipment 71,452 - - 71,452
Total capital assets 3,770,670 - - 3,770,670
Less accumulated depreciation for:
Utility plant in-service (1,998,502) (84,796) - (2,083,298)
Structures and improvements to
structures (147,271) (6,453) - (153,724)
Vehicles (10,389) (2,397) - (12,786)
Equipment (51,716) (2,747) (54,463)
Total accumulated depreciation (2,207,878) (96,393) - (2,304,271)
Total capital assets, net $ 1,562,792 $ (96,393) $ - $ 1,466,399




County of San Bernardino Special Districts
County Service Area No. 70 - Zone S-3
Notes to Financial Statements
June 30, 2008

NOTE 5: REFUNDING OF 1915 ACT BONDS

On June 30, 1994, the County's Assessment District 94-2 issued a Limited Obligation Refunding
Bond (the Assessment Bond) under the provisions of the Refunding Act of 1984 for 1915
Improvement Act Bonds for the purpose of refunding eleven prior series of assessment district
bonds of the County. The prior series assessment bonds of Assessment District No. 82-1
amounting to $345,000 were refunded. The Assessment Bond is payable from reassessment
payments, collected on assessed parcels within Assessment District 94-2, of which Assessment
District No. 82-1 is a subarea. Exhibit “D” shows the cash and cash equivalents in Assessment
District No. 82-1 reserve funds at June 30, 2008.

The CSA has no obligation to advance funds to pay debt service on the Assessment Bond in
the event collections are insufficient. However, the CSA may, at its option and in its sole
discretion, elect to advance available surplus funds of the CSA in the amount of any delinquent
payments to pay debt service on the Assessment Bond.

NOTE 6: RETIREMENT PLAN

Plan Description

The San Bernardino County Employees’ Retirement Association (SBCERA) is a cost-sharing
multiple-employer defined benefit pension plan (the “Plan”) operating under the California
County Employees Retirement Act of 1937 (“1937 Act”). It provides retirement, death, and
disability benefits to members. Although legally established as a single employer plan, the City
of Big Bear Lake, the City of Chino Hills, the California State Association of Counties, the San
Bernardino County Law Library, Crest Forest Fire Protection District, Mojave Desert Air Quality
Management District (MDAQMD) and the South Coast Air Quality Management District
(AQMD), were later included, along with the County of San Bernardino (the “County”), and are
collectively referred to as the “Participating Members.” The plan is governed by the San
Bernardino Board of Retirement under the 1937 Act. Employees become eligible for
membership on their first day of regular employment and become fully vested after 5 years.
SBCERA issues a stand-alone financial report, which may be obtained by contacting the Board
of Retirement, 348 W Hospitality Lane - 3" floor, San Bernardino, California 92415-0014.

Fiduciary Responsibility

The Retirement Association is controlled by its own board, the Retirement Board, which acts as
a fiduciary agent for the accounting and control of member and employee contributions and
investment income. The Retirement Association publishes its own Comprehensive Annual
Financial Report and receives a separate independent audit. The Retirement Association is
also a legally separate entity from the County and not a component unit. For these reasons, the
County’s Comprehensive Annual Financial Report excludes the Retirement Association pension
trust fund as of June 30, 2008.
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County of San Bernardino Special Districts
County Service Area No. 70 - Zone S-3
Notes to Financial Statements
June 30, 2008

NOTE 6: RETIREMENT PLAN (continued)

Funding Policy

Participating members are required by statute (Sections 31621, 31621.2 and 31639.25 of the
California Government Code) to contribute a percentage of covered salary based on certain
actuarial assumptions and their age at entry to the Plan. Employee contribution rates vary
according to age and classification (general or safety). General members are required to
contribute 8.97% - 12.84% and safety members 11.14% - 15.09% of their annual covered
salaries, of which the County pays approximately 7%. County of San Bernardino employer
contribution rates are 12.03% for general members and 24.84% for safety members. All
employers combined are required to contribute 14.46% of the current year covered payroll. For
2008, the County’s annual pension cost of $203,712,000 was equal to the County’s required
and actual contributions. Employee contribution rates are established and may be amended
pursuant to Articles 6 and 6.8 of the 1937 Act. Employer rates are determined pursuant to
Sections 31453 of the 1937 Act.

The County’s annual pension cost and prepaid asset, computed in accordance with GASB 27,
Accounting for Pensions by State and Local Governmental Employers, for the year ended June
30, 2008, were as follows (in thousands):

Annual Required Contribution (County fiscal year basis) $ 203,712

Interest on Pension Assets (32,917)
Adjustment to the Annual Required Contribution 47,803
Annual Pension Cost 218,598
Annual Contributions Made 203,712
Increase/(Decrease) in Pension Assets (14,886)
Pension Assets, Beginning of Year 828,602
Pension Assets, End of Year $ 813,716

The following table shows the County’s required contributions and percentage contributed for
the current year and two preceding years:

Annual Contributions Made
(in thousands)

Year Ended Percentage

June 30, SBCERA County Contributed
2006 $ 197,343 $ 166,614 100%
2007 $ 239,857 $ 194,130 100%
2008 $ 241,721 $ 203,712 100%
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County of San Bernardino Special Districts
County Service Area No. 70 - Zone S-3
Notes to Financial Statements
June 30, 2008

NOTE 6: RETIREMENT PLAN (continued)

The County, along with the AQMD, issued Pension Refunding Bonds (the “Bonds”) in November
1995 with an aggregate amount of $420,527,000. These Bonds were issued to allow the
County and the AQMD to refinance each of their unfunded accrued actuarial liabilities with
respect to retirement benefits for their respective employees. The Bonds are the obligations of
the employers participating in the Plan, and the assets of the Plan do not secure the Bonds.
The County’s portion of the bond issuance was $386,266,000. In April 2008, the County
refunded a portion of the Bonds. The current amount outstanding at June 30, 2008 is
$432,767,000.

On June 24, 2004, the County issued its County of San Bernardino Pension Obligation Bonds,
Series 2004 A (Fixed Rate Bonds), its County of San Bernardino Pension Obligation Bonds,
Series 2004 B (Auction Rate Bonds), and its County of San Bernardino Pension Obligation
Bonds, Series 2004 C (Index Bonds) in respective aggregate principal amounts of
$189,070,000, $149,825,000, and $125,000,000. The Bonds were issued to finance the
County’s share of the unfunded accrued actuarial liability of the SBCERA. In April 2008, the
County refunded a portion of the Series 2004 A and all of the 2004 Series B. The current
amount outstanding at June 30, 2008 is $301,595,000.

In April 2008, the County of San Bernardino issued its $160,900,000 in Pension Obligation
Refunding Bonds (POB), Series 2008 (the “Series 2008 Bonds”). The current amount outstanding
at June 30, 2008 is $160,900,000.

NOTE 7: FEDERAL AND STATE GRANTS

From time to time the CSA may receive funds from various Federal and State agencies. The
grant programs are subject to audit by agents of the granting authority, the purpose of which is
to ensure compliance with conditions precedent to the granting of funds. Any disallowed claims,
including amounts already collected, may constitute a liability of the applicable funds. The
amount, if any, of expenditures which may be disallowed by the grantors cannot be determined
at this time, although the CSA expects such amounts, if any, to be immaterial.

NOTE 8: RISK MANAGEMENT

The CSA is insured through the County’s self-insurance programs for public liability, property
damage, unemployment insurance, employee dental insurance, hospital and medical malpractice
liability and workers' compensation claims. Public liability claims are self-insured for up to $1
million per occurrence. Excess insurance coverage over the Self-Insured Retention (SIR) up to
$35 million is provided through a Risk Pool Agreement with California State Association of
Counties Excess Insurance Authority (CSAC EIA) Liability Program 1l. Workers' compensation
claims are self-insured up to $2 million per occurrence and covered by CSAC EIA for up to $10
million for employer's liability and up to $50 million for workers' compensation per occurrence.
Property damage claims are insured on an occurrence basis over a $25,000 deductible, and
insured with CSAC EIA Property Program.
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County of San Bernardino Special Districts
County Service Area No. 70 - Zone S-3
Notes to Financial Statements
June 30, 2008

NOTE 8: RISK MANAGEMENT (continued)

The County supplements its self-insurance for medical malpractice claims with CSAC EIA, which
provides annual coverage on a per claim basis with an SIR of $1 million for each claim. Maximum
coverage under the policy is $11.5 million per claim with an additional $10 million in limits provided
by the CSAC EIA General Liability Il Program.

All public officials and County employees are insured under a blanket Comprehensive
Disappearance, Destruction, and Dishonesty policy covering County monies and securities, also
with CSAC EIA with a $100,000 deductible, and excess limits up to $10 million per occurrence.

The activities related to such programs are accounted for in the County’s Risk Management Fund
(an Internal Service Fund) except for unemployment insurance and employee dental insurance,
which are accounted for in the County’s General Fund. The IBNR (Incurred But Not Reported) and
IBNS (Incurred But Not Settled) liabilities stated on the Risk Management Fund’s balance sheet
are based upon the results of actuarial studies, and include amounts for allocated and unallocated
loss adjustment expenses. The liabilities for these claims are reported using a discounted rate of
2.75%. lItis the County’s practice to obtain actuarial studies on an annual basis.

The total claims liability of $149.3 million reported at June 30, 2008 is based on the requirements of
GASB Statement No. 10, Accounting and Financial Reporting for Risk Financing and Related
Insurance Issues, which requires that a liability for claims be reported if information prior to the
issuance of the financial statements indicates that it is probable that a liability has been incurred at
the date of the financial statements, and the amount of the loss can be reasonably estimated.

Changes in the claims liability amount in fiscal years 2007 and 2008 were:

Current Year

Beginning of Claims and
Fiscal Year Changes Claims End of Fiscal
Liability in Estimates Payments Year Liability
Fiscal Year (in thousands) (in thousands) (in thousands) (in thousands)
2006-07 $ 127,233 $ 34,312 $ (31,862) $ 129,683
2007-08 $ 129,683 $ 51,702 $ (32,064) $ 149,321
NOTE 9: CONTINGENCIES

As of June 30, 2008, in the opinion of the CSA Administration, there are no outstanding matters,
which would have a significant effect on the financial position of the CSA.
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