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 INDEPENDENT AUDITOR'S REPORT 
 
 
To the Board of Directors 
Fair Oaks Water District 
Fair Oaks, California 
 
 
We have audited the accompanying balance sheets of the Fair Oaks Water District as of December 
31, 2006 and 2005 and the related statements of revenues, expenses and changes in net assets and 
cash flows for the years then ended.  These financial statements are the responsibility of the 
District's management.  Our responsibility is to express an opinion on these financial statements 
based on our audits.   
 
We conducted our audits in accordance with auditing standards generally accepted in the United 
States of America.  Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free of material misstatement.  An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements.  An audit also includes assessing the accounting principles used and the significant 
estimates made by management, as well as evaluating the overall financial statement presentation.  
We believe that our audits provide a reasonable basis for our opinion. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of the District as of December 31, 2006 and 2005 and the results of its operations 
and cash flows for the years then ended in conformity with accounting principles generally accepted 
in the United States of America. 
 
The Management=s Discussion and Analysis, as listed in the accompanying table of contents, is not a 
required part of the basic financial statements but is supplementary information required by the 
Governmental Accounting Standards Board.  We have applied certain limited procedures, which 
consisted principally of inquiries of management regarding the methods of measurement and 
presentation of the supplementary information.  However, we did not audit the information and 
express no opinion on it. 
 
In accordance with Government Auditing Standards, we have also issued a report thereon dated 
March 6, 2007 on our consideration of the District=s internal control over financial reporting and on 
our tests of its compliance with certain provisions of laws, regulations, and contracts.  The purpose 
of that report is to describe the scope of our testing of internal control over financial reporting and 
compliance and the results of that testing, and not to provide an opinion on the internal control over 
financial reporting or on compliance.  That report is an integral part of an audit performed in 
accordance with Government Auditing Standards and should be read in conjunction with this report 
in considering the results of our audit. 

1 

Richardson & Company  
550 Howe Avenue, Suite 210 

 Sacramento, California 95825 
  

Telephone: (916) 564-8727 
FAX: (916) 564-8728 



To the Board of Directors 
Fair Oaks Water District 
 
 
Our audit was conducted for the purpose of forming an opinion on the basic financial statements 
taken as a whole.  The Additional Information listed in the table of contents is presented for the 
purposes of additional analysis and  is not a  required part  of the basic financial statements.  Such 
information has been subjected to the auditing procedures applied in the audit of the basic financial 
statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial 
statements taken as a whole. 
 
The Introductory and Statistical Sections listed in the table of contents are presented for purposes of 
additional analysis and is not a required part of the basic financial statements.  Such additional 
information has not been subjected to the auditing procedures applied in the audit of the basic 
financial statements and, accordingly, we express no opinion on it. 

 
March 6, 2007 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
 
As management of the Fair Oaks Water District (the District), we offer the readers of the 
District financial statements this narrative overview and analysis of the financial 
activities for the District for the year ended December 31, 2006.  We encourage readers 
to consider the information presented here in conjunction with additional information that 
we have furnished in our letter of transmittal and the audited financial statements. 
 
Financial Highlights 
 

• The assets of the District exceeded its liabilities at the close of the most recent 
fiscal year by $30,922,479 (net assets).  Of this amount, $10,315,265 of 
unrestricted net assets may be used to meet the District’s ongoing obligations to 
citizens and creditors.   

• The District has designated $8.0 million dollars for future investment in capital 
assets, emergency and rate stabilization.   

• The District has invested $1.5 million dollars of unrestricted net assets in water 
capacity entitlements. 

• The District’s total net assets increased by $3,741,672. 
• The District’s total debt decreased by $773,800 during the fiscal year due to 

scheduled principal payments. 
• Water sales increased by $41,918, while other operating revenues decreased by 

$26,847 during the fiscal year. 
• Maintenance and Operation costs had a net decrease of $4,118 and customer 

service had a net decrease of $32,883, and administration and general costs had a 
net increase of $30,725. 

 
Overview of the Financial Statements 
 
This discussion and analysis is intended to serve as an introduction to the District’s basic 
financial statements which are comprised of the financial statements and the notes to the 
financial statements.  This report also contains other supplementary information in 
addition to the basic financial statements themselves. 
 
Financial Statements 
 
The financial statements are designed to provide readers with a broad overview of the 
District’s finances, in a manner similar to a private-sector business.  The revenues and 
expenses for 2004 and 2005 have been reclassified to conform to the 2006 presentation.  
 
The statement of net assets presents information on all of the District's assets and 
liabilities, with the difference between the two reported as net assets.  Over time, 
increases or decreases in net assets may serve as a useful indicator of whether the 
District's financial position is improving or deteriorating. 
 
The statement of revenues, expenses and changes in net assets presents information 
showing how net assets changed during the most recent fiscal year.  All changes in net 
assets are reported as soon as the underlying event giving rise to the change occurs, 
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regardless of the timing of related cash flows.  Thus, revenues and expenses are reported 
in this statement for some items that will only result in cash flows in future fiscal periods 
(i.e. uncollected water sales and amounts due to vendors). 
 
Since the District's primary function is to provide water delivery to its customers, with 
recovery of all the costs through user fees and charges, the financial statements only 
include business-type activities.   
 
The accounts of the District are organized on the basis of fund accounting.  A fund is a 
grouping of related accounts that is used to maintain control over resources that have 
been segregated for specific activities or objectives.  Because the District provides water 
delivery and recovers these costs through user fees and charges, the District’s funds are 
accounted for as an enterprise fund type of the proprietary fund group. 
 
The District has determined that the Fair Oaks Water District Financing Corporation 
(Financing Corporation) meets the requirements for inclusion within the financial 
reporting entity and has, therefore, included the Financing Corporation as a blended 
component unit in the District’s financial statements. 
 
The financial statements can be found on pages 12 to 15. 
 
Notes to Financial Statements 
 
The notes provide additional information that is essential to a full understanding of the 
financial data provided in the financial statements.  The notes to the financial statements 
can be found on pages 16 to 31 of this report. 
 
Other Information 
 
In addition to the basic financial statements and accompanying notes, this report also 
presents certain supplementary information regarding the District’s debt service rate 
covenant compliance.  This information can be found on page 32.  The report also 
includes a statistical section of selected financial information over a 10 year period.  This 
information can be found on pages 35 to 41 of this report. 
 
Financial Analysis 
 
As noted earlier, net assets may serve as a useful indicator of a government’s financial 
position over time.  In the case of the District, assets exceeded liabilities by $30,922,479 
at the close of the most recent fiscal year. 
 
The largest portion of the District’s net assets (62 percent) reflects its investment in 
capital assets (e.g., land, buildings, machinery, and equipment), less any related debt and 
unused proceeds used to acquire those assets that are still outstanding.  The District uses 
these capital assets to provide water service delivery to its users.  Consequently, these 
assets are not available for future spending.  Although the District's investment in its 
capital assets is reported net of related debt, resources are needed to repay this debt and 
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must be provided from other sources, since the capital assets themselves cannot be used 
to liquidate these liabilities. 

 
 

Fair Oaks Water District Net Assets  
            

         2006           2005          2004 
     

Current assets   $13,205,713  $14,558,485  $12,157,565  
Other assets       3,160,664       3,276,531      3,392,030      
Capital assets     21,571,276    17,063,510   16,444,818    
 Total assets    37,937,653    34,898,526    31,994,413   
 
Long-term liabilities    $ 3,234,969   $ 4,004,554   $ 4,763,211      
Other liabilities      3,780,205      3,713,165      3,377,948      
 Total liabilities     7,015,174      7,717,719     8,141,159      
 
Net assets: 
Invested in capital assets, 
  Net of related debt    19,041,276   13,938,510    12,744,821      
  Restricted       1,565,938     2,052,570     1,389,828         
  Unrestricted     10,315,265   11,189,727     9,718,605    
       Total net assets $30,922,479            $27,180,807            $23,853,254 
  
 
The increase in net assets is largely due to meter installations, work on the Town and 
Heather Wells projects and the purchase of land for new administration building.   
 
A portion of the District's net assets (approximately 5 percent) represents resources that 
are subject to external restrictions on how they may be used.  Of the unrestricted portion, 
14 percent of the District's net assets have been invested in water pipeline capacity 
entitlements, net of related debt (see footnote D, page 26).  The District has also 
designated $8.0 million dollars for future investment in capital assets, emergency and rate 
stabilization (see footnote F, pages 28-29).     
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Fair Oaks Water District Changes in Net Assets 

 
 

                                2006               2005                  2004 
Operating Revenues: 
    Water Sales           $7,723,313        $7,681,395          $7,052,897  
    Water Services          113,255  146,794       57,657 
    Other               118,046             111,354       77,506  
Total Operating Revenues                 7,954,614          7,939,543  7,188,060    
 
Non-Operating Revenues: 
    Interest Revenue                   610,556             354,769           170,533 
    Grant Revenue                          15,000        30,000 
    (Loss) Gain on Disposal of Capital      
  Assets             11,570    12,190                  (4,614)  
Total Non-Operating Revenues       622,126             381,959      195,919  
 
Capital Revenues: 
    Contributed Assets                                8,000     289,839   
    Capital Grant Revenue      1,030,162         63,257        
    Connections and Annexation Fees        169,901             695,200     158,188 
Total Capital Revenues      1,200,063             766,457      448,027 
 
Total Revenues       9,776,803            9,087,959   7,832,006 
 
Operating Expenses: 
    Water Supply and Pumping       1,321,268           1,285,208   1,333,038     
    Operations and Maintenance              1,401,320         1,405,438   1,785,638  
    Customer Service          399,124            432,007      337,202 
    Administrative and General        994,004            963,279      972,740     
     Depreciation and Amortization         1,711,211         1,441,207   1,279,989  
Total Operating Expenses                 5,826,927         5,527,139   5,708,607 
 
Non-Operating Expenses: 
     Interest Expense                       208,204           233,267                 223,590    
Total Non-Operating Expenses       208,204               233,267                 223,590 
 
Total Expenses      6,035,131        5,760,406              5,932,197 
 
 
Increase in net assets                 3,741,672         3,327,553  1,899,809 
  
 
Net assets January 1                27,180,807        23,853,254          21,953,445           
Net assets December 31             $30,922,479      $27,180,807        $23,853,254         
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• Water sales increased by $41,918 (less than 1 percent) in 2006 and by $628,498 

(9 percent) in 2005.  The District did not increase water rates in 2006.  The 
District increased water rates in 2005 by 10 percent.      

• Interest income increased by $255,787 in 2006 and increased by $ 184,236 in 
2005 due to market interest rates fluctuation.  

• Capital grant revenue increased by $966,905 due to reimbursable expenses from 
Town and Heather Wells projects from the Department of Water Resources 
Proposition 13 grant. 

• Connections and annexation fees decreased by $525,299 in 2006.  The District 
collected approximately $595,000 from Gum Ranch development in 2005.  The 
District did not have any significant development in 2006. 
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• The operations and maintenance had a net decrease of $4,118.  The net decrease is 

due to a net decrease in salaries and benefits of $10,132 and a net increase in 
system repairs and maintenance of $6,014. 

• Customer service had a net decrease of $32,883 due to one vacant position.  
• Administration and general expenses had a net increase of $30,725.  The increases 

in administrative and general are due to increases in legal fees of $92,818; 
decreases in other professional fees of $61,181. 

• Water supply costs increased by $36,060 due to increased wholesale water cost.  
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Capital Asset and Debt Administration 
 
The District's investment in capital assets as of December 31, 2006, amounts to 
$21,571,276 (net of accumulated depreciation).  This investment in capital assets includes 
land, buildings, system and distribution construction and improvements, machinery and 
equipment, wells, tanks, office equipment, and vehicles.  The total net increase in 
investment in capital assets for the current fiscal year was 26 percent. 
 
Major capital asset events during the current fiscal year included the following: 
 

• The District began construction on Heather and Town Wells in 2005.  The District 
incurred expenses totaling $2,060,323 for both wells in 2006 ($1,086,798 for 
Heather and $973,525 for Town Wells).  The total cost for both wells for 2005 
and 2006 is $2,186,836.  The District has grant funding from the Department of 
Water Resources up to $1,103,904 for the well projects.  The District received 
$440,900 of grant revenue in 2006 and expects to receive the remaining grant 
funding of $659,000 in 2007.  The District anticipates completing the well 
projects in 2007 with the projected remaining costs of $1,939,000. 

• The District installed 947 meters and 1,192 AMR (Automatic Meter Read) units 
on customer service connections at a cost of approximately $1.9 million as part of 
the Metering Implementation Program (MIP) in 2006. 

• The District completed construction on Watkins Drive Main Replacement at a 
cost of $292,000. 

• The District completed the North Winding Way project with a total cost of 
$373,950.   

• The District completed main replacement on Timothy Way for a total cost of 
$298,252. 

• Approximately $176,000 was spent on various individual service line and hydrant 
upgrades in 2006. 

• The District purchased: one Backhoe for $82,242; one Service truck for $37,497; 
two Dodge Dakota vehicles totaling $28,911 in 2006.      

• The administrative building was budgeted in 2005 for $1,500,000 in building 
costs, but only $5,480 was expended.  The District incurred $804,604 in 2006 for 
the purchase of land for the new building.  The project will continue in 2007 and 
2008. 
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Fair Oaks Water District Capital Assets, net of depreciation 
 

      2006                  2005               2004        
Capital Assets, not being depreciated: 
Land              $1,128,565      $323,961     $323,961    
Construction in Progress             2,286,979        229,929         54,214        
    Total Capital Assets, not being 
         depreciated                          3,415,544       553,890       378,175      
 
Capital Assets, being depreciated: 
Wells and Pumps           52,171          69,492        82,020              
Transmission and Distribution System        13,471,192   11,395,551 10,486,664      
Maintenance Equipment          56,716          41,168        52,410          
Trucks, Trailers, and Mobile      
  Equipment             407,538        386,857         460,708         
Buildings                     99,922        121,278         132,339          
Office Equipment and  
  Furnishings              102,102        258,474         357,879              
Contributed Distribution Systems   3,805,537     4,034,269   4,254,733      
Water Tank and Pumping           160,554        202,531         239,890            
     Total Capital Assets, being 
         depreciated             18,155,732   16,509,620    16,066,643    
 
Total               $21,571,276       $17,063,510    $16,444,818      
 
Additional information on the capital assets can be found in Note C on pages 24 to 25 of 
this report. 
 
Long-Term Debt  
 
At the end of the current fiscal year, the District had total debt outstanding of $4,088,912.  
Of this amount, $2,530,000 is comprised of certificates of participation debt secured 
solely by pledged water revenues.   These certificates were issued to advance refund 
outstanding 1989 and 1991 certificates of participation.  The reacquisition price of the 
1999 certificates compared to the net carrying value of the 1989 and 1991 certificates is 
deferred and is systematically amortized over the remaining life of the refinanced 
certificates.  The remaining debt represents a capacity entitlement agreement between the 
District and San Juan Water District for the District to pay a portion of principal and 
interest payments related to San Juan’s certificates of participation debt for to the 
acquisition of capacity water rights in a transmission pipeline. 
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         2006                2005           2004           
  

Certificates of Participation  $2,530,000   $3,125,000      $3,700,000        
Capacity Entitlement Agreement   1,558,912     1,737,712        1,912,787 
Total Debt      4,088,912     4,862,712        5,612,787 
       
Unamortized Difference    (144,621)     (173,544)         (202,467)        
 
Total     $3,944,291    $4,869,168     $5,410,320  
 
Total debt decreased during the fiscal year by $773,800 due to payments of scheduled 
principal made during the year.  The District maintains an “AAA” rating by Moody’s and 
“AAA” rating by Fitch and Standard & Poor’s on the certificates of participation debt.  
Additional information on the District’s long-term debt can be found in Note E on pages 
26 to 28 of this report. 
 
Economic Factors and assumptions in preparing the 2007 Budget and Rates 
 

• The unemployment rate for the greater Sacramento County in which the District 
resides averaged 4.3% in 2006, up from an average 4.1 % in 2005. 

• The District is largely built out, serving approximately 14,467 customers. 
• Inflationary trends in the region are comparable to national indices.  
• The District continues to face increasing regulatory requirements that ultimately 

add new costs to delivering the water service (i.e. security measures, new water 
quality tests, etc.) 

• There will be no rate increases in 2007. 
• Health benefit costs are expected to increase another 10% in 2007. 
• The District must continue to install water meters for its residential customers to 

meet the Federal and State mandates.  In order to meet the time deadline, the 
District plans to install 1,141 meters in 2007.  These costs are extensive and 
factored into the budget. 

• The District intends to use the reserve to fund for the shortfall of revenues in 
2007. 

  
 
All of these factors were considered in preparing the District’s budget for the 2007 fiscal 
year. 
 
 
Requests for Information 
 
This financial report is designed to provide a general overview of the District’s finances.  
Questions concerning any of the information provided in this report or requests for 
additional financial information should be addressed to Senior Financial Analyst, Fair 
Oaks Water District, 10317 Fair Oaks Boulevard, Fair Oaks, CA 95628. 



 

 
 
 
 
 
 
 
 
 
 
 
 

 BASIC FINANCIAL STATEMENTS 



FAIR OAKS WATER DISTRICT

2006 2005
ASSETS

CURRENT ASSETS
Cash and cash equivalents 9,766,886$   11,335,598$  
Restricted cash and cash equivalents 1,565,938 2,052,570
Accounts receivable 840,518 170,293
Water service receivable 157,678 162,212
Interest receivable 143,944 110,595
Inventory 588,217 577,963
Prepaid expenses 142,532 149,254

TOTAL CURRENT ASSETS 13,205,713     14,558,485
NON-CURRENT ASSETS

Dues on deposit 74,810 77,928
Capital assets, net 21,571,276 17,063,510
Unamortized bond expenses, net 69,214 83,057
Capacity entitlements, net 3,016,640 3,115,546

TOTAL NON-CURRENT ASSETS 24,731,940 20,340,041

TOTAL ASSETS 37,937,653$ 34,898,526$  

LIABILITIES

CURRENT LIABILITIES
Accounts payable 470,333$      315,835$      
Accrued expenses 32,825 10,204
Accrued payroll expense 95,467 103,569
Accrued interest expense 48,069 51,347
Deposits 24,975 15,500
Unearned revenue 2,304,149 2,442,910
Current portion of long-term debt 804,387 773,800

TOTAL CURRENT LIABILITIES 3,780,205      3,713,165      
LONG-TERM LIABILITIES

Long-term debt 3,139,904 3,915,368
Compensated absences 95,065 89,186

TOTAL LONG-TERM LIABILITIES 3,234,969      4,004,554      

TOTAL LIABILITIES 7,015,174    7,717,719      

NET ASSETS
Invested in capital assets, net of related debt 19,041,276 13,938,510
Restricted:

Connection and annexation fees 907,683 1,392,095
Certificates of participation 658,255 660,475        

Unrestricted 10,315,265 11,189,727
TOTAL NET ASSETS 30,922,479    27,180,807    

TOTAL LIABILITIES AND NET ASSETS 37,937,653$ 34,898,526$  

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

BALANCE SHEETS

December 31, 2006 and 2005
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FAIR OAKS WATER DISTRICT

2006 2005

OPERATING REVENUES
Water sales 7,723,313$     7,681,395$     
Water services 113,255 146,794
Other 118,046 111,354

TOTAL OPERATING REVENUES 7,954,614       7,939,543       

OPERATING EXPENSES
Water supply and pumping 1,321,268 1,285,208
Operations and maintenance 1,401,320 1,405,438
Customer service 399,124 432,007
Administrative and general 994,004 963,279
Depreciation and amortization 1,711,211 1,441,207

TOTAL OPERATING EXPENSES 5,826,927       5,527,139       

NET INCOME FROM OPERATIONS 2,127,687       2,412,404       

NON-OPERATING REVENUES (EXPENSES)
Interest revenue 610,556 354,769
Grant revenue 15,000
Gain on disposal of capital assets 11,570 12,190
Interest expense (208,204) (233,267)

TOTAL NON-OPERATING REVENUES (EXPENSES) 413,922          148,692          

NET INCOME BEFORE CAPITAL CONTRIBUTIONS 2,541,609       2,561,096       

CAPITAL CONTRIBUTIONS
Contributed assets 8,000
Connection and annexation fees 169,901 695,200          
Capital grant revenue 1,030,162 63,257

TOTAL CAPITAL CONTRIBUTIONS 1,200,063       766,457          

CHANGE IN NET ASSETS 3,741,672       3,327,553       

Net assets at beginning of year 27,180,807     23,853,254     

NET ASSETS AT END OF YEAR 30,922,479$   27,180,807$   

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

For the years ended December 31, 2006 and 2005

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
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2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES

Cash receipts from customers 7,729,906$    8,046,083$     
Cash paid to suppliers (1,918,239)     (2,266,608)     
Cash paid to employees (2,026,113)     (1,883,571)     

NET CASH PROVIDED BY OPERATING ACTIVITIES 3,785,554      3,895,904       

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Proceeds from disposal of capital assets 39,600           12,190            
Principal payments on long-term debt (773,800)        (750,075)        
Interest payments on long-term debt (182,559)        (177,795)        
Grants received 459,893         15,000            
Connection and annexation fees received 169,901         695,200          
Purchases of capital assets (6,134,258)     (1,939,150)     

 NET CASH USED BY RELATED FINANCING ACTIVITIES (6,421,223)     (2,144,630)     

CASH FLOWS FROM INVESTING ACTIVITIES
Interest received 577,207         307,566          
Dues on deposit received 3,118             2,750              

NET CASH PROVIDED BY INVESTING ACTIVITIES 580,325         310,316          

NET CHANGE IN CASH AND CASH EQUIVALENTS (2,055,344)     2,061,590       

Cash and cash equivalents at beginning of year 13,388,168    11,326,578     

CASH AND CASH EQUIVLENTS AT END OF YEAR 11,332,824$  13,388,168$   

COMPONENTS OF CASH AND CASH EQUIVALENTS
Cash and equivalents 9,766,886$    11,335,598$   
Restricted cash and cash equivalents 1,565,938      2,052,570       

TOTAL CASH AND CASH EQUIVALENTS 11,332,824$  13,388,168$   

                                                                                  (Continued)
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FAIR OAKS WATER DISTRICT

STATEMENTS OF CASH FLOWS

For the years ended December 31, 2006 and 2005



2006 2005

RECONCILIATION OF NET INCOME FROM OPERATIONS TO
   NET CASH PROVIDED BY OPERATING ACTIVITIES:

   Net income from operations 2,127,687$    2,412,404$     
   Adjustments to reconcile net income from operations to
    net cash provided by operating activities:

  Depreciation and amortization 1,711,211      1,441,207       
  Changes in assets and liabilities:

Accounts receivable (99,956)          (51,108)          
Water service receivable 4,534             (12,668)          
Inventory (10,254)          (343,896)        
Prepaid expenses 6,722             178,802          
Accounts payable 154,498         92,119            
Accrued expenses 22,621           4,521              
Accrued payroll expense (8,102)            17,987            
Deposits 9,475             3,525              
Unearned revenue (138,761)        166,791          
Compensated absences 5,879             (13,780)          

NET CASH PROVIDED BY OPERATING ACTIVITIES 3,785,554$    3,895,904$     

SUPPLEMENTAL DISCLOSURE OF NON-CASH ACTIVITIES
Receipt of contributed assets 8,000$            

The accompanying notes are an integral part of these financial statements.
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 FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
NOTE A--REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES 
 
The basic financial statements of the Fair Oaks Water District (the District) have been prepared in 
conformity with generally accepted accounting principles as applied to government units.  The 
Governmental Accounting Standards Board (GASB) is the accepted standard setting body for 
establishing governmental accounting and financial reporting principles.  As allowed by the GASB, the 
District has elected not to apply to its proprietary activities Financial Accounting Standards Board 
Statements and Interpretations, Accounting Principles Board Opinions, and Accounting Research 
Bulletins of the Committee of Accounting Procedures issued after November 30, 1989.  The more 
significant of the District's accounting policies are described below. 
 
Reporting Entity:  The District was formed March 26, 1917 under the provisions of the California Water 
Code.  The District is governed by a five member Board of Directors elected by the voters within the 
District for staggered, four-year terms, every two years.  The District provides water to retail customers 
in the Fair Oaks area.  The accompanying basic financial statements present the District and its 
component unit.  The component unit discussed below is included in the District=s reporting entity 
because of the significance of its operational and financial relationship with the District. 
 
The District has created the Fair Oaks Water District Financing Corporation (the Financing Corporation) 
to provide assistance to the District in the issuance of debt.  Although legally separate from the District, 
the Financing Corporation is reported as if it were part of the primary government because it shares a 
common Board of Directors with the District and its sole purpose is to provide financing to the District 
under the debt issuance documents of the District.  Debt issued by the Financing Corporation is reflected 
as debt of the District in these financial statements.  The Financing Corporation has no other transactions 
and does not issue separate financial statements. 
 
Jointly Governed Organization:  The District is a signatory to the Regional Water Authority=s (the 
RWA) Joint Powers Agreement, formally known as Sacramento Metropolitan Water Authority.  The 
mission of the RWA is to serve and represent the regional water supply interest, and to assist the 
members of the RWA in protecting and enhancing the reliability, availability, affordability and quality 
of water resources.  The goals of the RWA are to assist in voluntary consolidation of services provided 
by existing industry associations; develop and provide subscription-based support services; and 
coordinate and implement regional water master planning, grant-funding acquisition, and related 
planning efforts. 
 
The RWA carries out its missions and goals, yet does not exercise governing or regulatory authority 
over its members.  The relationship between the District and the RWA is such that the RWA is not a 
component unit of the District for financial reporting purposes.  Additionally, the District does not have 
an ongoing financial responsibility to the RWA and therefore is considered a jointly governed 
organization.  Separate financial statements are available from RWA. 
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FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued) 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
NOTE A--REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES (Continued) 
 
Basis of Presentation--Fund Accounting:  The District=s resources are allocated to and accounted for in 
these basic financial statements as an enterprise fund type of the proprietary fund group.  The enterprise 
fund is used to account for operations that are financed and operated in a manner similar to private 
business enterprises, where the intent of the governing body is that the costs (expenses, including 
depreciation) of providing goods or services to the general public on a continuing basis be financed or 
recovered primarily through user charges, or where the governing body has decided that periodic 
determination of revenues earned, expenses incurred, and/or net income is appropriate for capital 
maintenance, public policy, management control, accountability, or other policies.  Net assets for the 
enterprise fund represents the amount available for future operations. 
 
Basis of Accounting:  The accounting and financial reporting treatment applied to a fund is determined 
by its measurement focus.  The enterprise fund type is accounted for on a flow of economic resources 
measurement focus.  With this measurement focus, all assets and all liabilities associated with the 
operation of this fund are included on the balance sheet.  Net assets is segregated into amounts invested 
in capital assets, net of related debt, amounts restricted and amounts unrestricted.  Enterprise fund type 
operating statements present increases (i.e., revenues) and decreases (i.e., expenses) in net total assets.  
 
The District uses the accrual basis of accounting.  Under this method, revenues are recorded when 
earned and expenses are recorded at the time liabilities are incurred.  Earned but unbilled water services 
are accrued as revenue.  Water lines are constructed by private developers and then dedicated to the 
District, which is then responsible for their future maintenance.  These lines are recorded as capital 
contributions when they pass inspection by the District and the estimated costs are capitalized as part of 
the distribution system. 
 
Operating revenues and expenses consists of those revenues and expenses that result from the ongoing 
principal operations of the District.  Operating revenues consist primarily of charges for services.  Non-
operating revenues and expense consist of those revenues and expenses that are related to financing and 
investing types of activities and result from nonexchange transactions or ancillary activities. 
 
When both restricted and unrestricted resources are available for use, it is the District=s policy to use 
restricted resources first, then unrestricted resources as they are needed. 
 
Budgetary Principles:  The Board of Directors does not operate under any legal budgeting constraints.  
Budget integration is employed  as  a  management  control  device.   Budgets  are  formally  adopted  by 
 the  Board  and  take effect on each January 1. 
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FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued) 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
NOTE A--REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES (Continued) 
 
Use of Estimates:  The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported 
amounts  of  assets  and liabilities and  disclosure of contingent  assets and liabilities  at the date  of the 
financial statements and the reported amounts of revenues and expenses during the reporting period.  
Actual results could differ from those estimates. 
 
Cash and Cash Equivalents:  For purposes of the statement of cash flows, the District considers all 
highly liquid debt instruments purchased with an initial maturity of three months or less to be cash 
equivalents, including restricted assets.  Cash in banks, deposits in the State of California Local Agency 
Investment Fund (LAIF) and deposits with fiscal agents are considered to be cash and cash equivalents. 
 
Water Service Receivable and Deferred Revenue: Customers that are invoiced on a flat rate basis have 
the options of making payments annually, semi-annually, or bimonthly.  Advanced collections on water 
services invoiced in the current year for service in the following year are recorded as deferred revenue 
since these collections have not been earned as of December 31.  Customers who are invoiced on a 
metered basis receive their bills bimonthly in arrears of the service provided.  Unpaid amounts as of 
December 31 are recorded as water service receivable.  Water invoices that  remain unpaid when the 
new water invoices are issued may have a lien placed on the property. 
 
Capital Assets: Capital assets are recorded at historical cost.  Contributed assets are valued at estimated 
fair value on the date received.  Depreciation is calculated using the straight line method over the 
following estimated useful lives: 

 
 Estimated 
          Description                    Life      
Wells and Pumps 5-30 years 
Transmission and distribution system 30 years 
Maintenance Equipment 5-30 years 
Trucks, Trailers, and Mobile Equipment 5-10 years 
Buildings 5-30 years 
Office Equipment and Furnishings 3-5 years 
Contributed distribution systems 30 years 
Water Tank and Pumping 5-10 years 
 

Maintenance and repairs are charged to operations when incurred.  It is the District=s policy to capitalize 
all capital assets with a cost of $500 or more.  Costs of assets sold or retired (and the related amounts of 
accumulated depreciation) are eliminated from the balance sheet in the year of sale or retirement, and the 
resulting gain or loss is recognized in operations. 
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FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued) 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
NOTE A--REPORTING ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES (Continued) 
 
Inventory:  Inventories are stated at the lower of cost, on a first-in, first-out method, or market.  
Inventories consist of materials and supplies. 
 
Issuance Costs: Bond issuance costs are deferred and amortized over the life of the bonds.  Bond 
issuance costs are reported as unamortized bond expenses, a component of Other Assets. 
 
Compensated Absences:  The District=s policy allows employees to accumulate earned but unused 
vacation and administrative leave which will be paid to employees upon separation from the District=s 
service, subject to a vesting policy.  The cost of vacation and administrative leave is recorded in the 
period accrued. 
 
Reclassifications: Certain reclassifications have been made to the 2006 financial statements to conform 
to the current presentation.  These reclassifications had no effect on previously reported change in net 
assets. 
 
NOTE B--CASH AND INVESTMENTS 
 
Cash and investments as of December 31, 2006 and 2005 are classified in the accompanying financial 
statements as follows: 
 
        2006             2005        

 
      Cash and cash equivalents $   9,766,886 $  11,335,598
       Restricted cash and cash equivalents      1,565,938       2,052,570

  
Total cash and investments $ 11,332,824 $  13,388,168

 
Cash and investments as of December 31, 2006 and 2005 consisted of the following: 
 
       2006                2005      
   
   Cash on hand $         1,387   $           950 
   Deposits with financial institutions     2,285,905      1,691,788 

Total cash     2,287,292      1,692,738 
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 FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued) 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
NOTE B--CASH AND INVESTMENTS (Continued) 
 
       2006      .          2005      .  

 
   Mutual funds   $           255 $             594 
   Investments in Local Agency Investment Fund (LAIF)      9,045,277    11,694,836 

Total investments      9,045,532    11,695,430 
   

Total cash and cash equivalents $ 11,332,824 $ 13,388,168 
 
Investment policy:  California statutes authorize districts to invest idle or surplus funds in a variety of 
credit instruments as provided for in the California Government Code, Section 53600, Chapter 4 - 
Financial Affairs.   The table below identifies the investment types that are authorized for the District by 
the California Government Code (or the District’s investment policy, where more restrictive) that 
address interest rate risk, credit risk, and concentration of credit risk.  This table does not address 
investments of debt proceeds held by the bond trustee that are governed by the provisions of debt 
agreements of the District, rather than the general provisions of the California Government Code or the 
District’s investment policy.  During the year ended December 31, 2006, the District’s permissible 
investments included the following instruments: 
      Maximum    Maximum 

Authorized    Maximum     Percentage   Investment 
                           Investment Type                        Maturity    Of Portfolio *  In One Issuer

    
Local Agency Bonds 5 years None None 
U.S. Treasury Obligations 5 years None None 
U.S. Agency Securities 5 years None None 
Bankers Acceptances 180 days 40% 30% 
Commercial Paper 270 days 25% 10% 
Negotiable Certificates and Time Deposits 5 years 30% None 
Repurchase Agreements 92 days 20% None 
Medium Term Corporate Notes 5 years 30% None 
Mutual Funds N/A 20% 10% 
LAIF N/A None None 

*Excluding amounts held by the bond trustee that are not subject to California Government Code 
restrictions.  
 
The District complied with the provisions of the California Government Code pertaining to the types of 
investments held, the institutions in which deposits were made and the security requirements.  The 
District will continue to monitor compliance with applicable statutes pertaining to public deposits and 
investments.  
 
 
 

20 



 

 FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued) 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
NOTE B--CASH AND INVESTMENTS (Continued) 
 
Investments Authorized by Debt Agreements: Investment of debt proceeds held by the bond trustee are 
governed by provisions of the debt agreements, rather than the general provisions of the California 
Government Code or the District’s investment policy.  The 1999 Revenue Certificates of Participation 
debt agreement contains certain provisions that address interest rate risk and credit  risk, but not 
concentration of credit risk. 
 
      Maximum    Maximum 

Authorized    Maximum     Percentage   Investment 
                           Investment Type                        Maturity     Of  Portfolio   In One Issuer

    
Local Agency Bonds None None None 
U.S. Treasury Obligations None None None 
U.S. Agency Securities None None None 
Bankers Acceptances 360 days None None 
Commercial Paper 270 days None None 
Negotiable Certificates Deposits None None None 
Investment Agreements None None None 
Repurchase Agreements None None None 
Mutual Funds N/A None None 
LAIF N/A None None 

 
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.  Information about the sensitivity of the 
fair values of the District’s investments (including investments held by bond trustee) to market interest 
rate fluctuations is provided by the following table that shows the distribution of the District’s 
investments by maturity: 
 
    Remaining    

    Maturity   
   12 Months 
         Total             or less     
   
LAIF $    8,387,277 $    8,387,277 
Held by bond trustee:   
    LAIF          658,000          658,000 
    Mutual funds                 255                 255 
   
                                                   Total $    9,045,532 $    9,045,532 
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FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued) 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
NOTE B--CASH AND INVESTMENTS (Continued) 
 
Credit Risk: Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation 
to the holder of the investment.  This is measured by the assignment of a rating by a nationally 
recognized statistical rating organization. Presented below is the minimum rating required by (where 
applicable) the California Government Code, the District’s investment policy, or debt agreements, and 
the actual rating as of year end for each investment type. 
 
        Ratings as  
    Minimum        of Year  
        Legal           End    
       Total           Rating            AAA      Not Rated   
     
LAIF $   8,387,277          N/A  $   8,387,277 
Held by bond trustee:     
    LAIF         658,000          N/A          658,000 
    Mutual funds                255         AAA       $          255                        
     
                              Total $   9,045,532     $          255 $   9,045,277 
 
Concentration of Credit Risk: The investment policy of the District limits the amount that can be 
invested in any one issuer to the California Government Code.  There are no investments in any one 
issuer (other than external investment pools) that represent 5% or more of total District investments. 
 
Custodial credit risk: 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 are in the possession of an outside party.  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 deposits, other than the following provision for deposits: 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 waived by the governmental unit).  The market 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 financial institutions to secure public agency deposits by pledging first trust deed mortgage notes 
having a value of 150% of the secured public deposits.  
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FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued) 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
NOTE B--CASH AND INVESTMENTS (Continued) 
 
At December 31, 2006, the carrying amount of the District’s deposits were $2,285,905 and the balances 
in financial institutions was $2,457,206.  Of the balance in financial institutions, $100,000 was covered 
by federal depository insurance and $2,357,206  was  collateralized  as  required  by  State  law 
(Government Code Section 53630), by the pledging financial institution with assets held in a common 
pool for the District and other governmental agencies, but not in the name of the District.  At December 
31, 2005, the carrying amount of the District’s deposits were $1,691,788 and the balances in financial 
institutions was $1,769,269.  Of the balance in financial institutions, $100,000 was covered by federal 
depository insurance and $1,669,269 was collateralized. 
 
Investment in LAIF:  LAIF is stated at amortized cost, which approximates fair value.  The LAIF is a 
special fund of the California State Treasury through which local governments may pool investments.  
The total amount invested on December 31, 2006 by all public agencies in LAIF is $57,120,735,065 
managed by the State Treasurer.  Of that amount, 96.8 percent is invested in non-derivative financial 
products and 3.2 percent in derivative financial products and structured financial instruments.  The Local 
Investment Advisory Board (Board) has oversight responsibility for LAIF.  The Board consists of five 
members as designated by State Statute. The fair value of the District’s investment in this pool is 
reported in the accompanying financial statements at amounts based upon the District’s pro-rata share of 
the fair value provided by LAIF for the entire LAIF portfolio (in relation to the amortized cost of that 
portfolio).  The balance available for withdrawal is based on the accounting records maintained by 
LAIF, which are recorded on an amortized cost basis. 
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FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued) 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
NOTE C--CAPITAL ASSETS  

 
    Balance   Transfers     Balance 
    January 1         And December 31,
       2006      Additions Disposals Adjustments        2006     
      
Capital assets not being depreciated       
   Land $      323,961 $    804,604   $ 1,128,565 
   Construction in progress         229,929    2,454,539  $  (397,489)    2,286,979 
Total capital assets not being depreciated         553,890    3,259,143      (397,489)    3,415,544 
      
Capital assets being depreciated:      
   Wells and pumps     1,156,162  $      (833)      1,155,329 
   Transmission and distribution system   18,548,042    2,646,475       397,489   21,592,006 
   Maintenance equipment        208,635         35,449    (15,698)                 228,386 
   Trucks, trailers and mobile equipment     1,199,956       181,919  (118,155)              1,263,720 
   Buildings        702,156           1,575               703,731 
   Office equipment and furnishings        917,601         10,531    (114,358)         813,774 
   Contributed distribution system     6,861,935            6,861,935 
   Water tank and pumping        416,292                                                              416,292 
  Total capital assets being depreciated, net   30,010,779    2,875,949  (249,044)     397,489   33,035,173 
 
Less accumulated depreciation for:      
  Wells and pumps    (1,086,670)     (16,488)             (1,103,158)
  Transmission and distribution system    (7,152,491)   (968,323)      (8,120,814)
  Maintenance equipment       (167,467)    ( 19,235)      15,032        (171,670)
  Trucks, trailers and mobile equipment       (813,099)   (154,097)    111,014        (856,182)
  Buildings       (580,878)     (22,931)         (603,809)
  Office equipment and furnishings       (659,127)   (146,680)      94,135        (711,672)
  Contributed distribution system    (2,827,666)   (228,732)      (3,056,398)
  Water tank and pumping       (213,761)     (41,977)                                         (255,738)
     Total accumulated depreciation  (13,501,159)  (1,598,463)    220,181                     (14,879,441)
      
    Total capital assets being depreciated, net    16,509,620  1,277,486   ( 28,863)     397,489    18,155,732 
      
    Capital assets, net book value $ 17,063,510 $ 4,536,629  $ ( 28,863)                    $ 21,571,276 
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FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued) 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
NOTE C--CAPITAL ASSETS (Continued) 
 
Capital asset activity for the years ended December 31, 2006 and 2005 are as follows: 
 
    Balance   Transfers     Balance 
    January 1         And December 31
       2005      Additions Disposals Adjustments        2005     
Capital assets not being depreciated      
  Land $     323,961     $    323,961
  Construction in progress          54,214 $    175,715                                        229,929
     Total capital assets not being depreciated        378,175       175,715          553,890
      
Capital assets being depreciated:      
  Wells and pumps      1,151,968           4,194                     1,156,162
  Transmission and distribution system    16,942,172    1,605,870     18,548,042
  Maintenance equipment         201,257           7,378          208,635
  Trucks, trailers and mobile equipment      1,131,635         68,321                   1,199,956
  Buildings         692,316           9,840          702,156
  Office equipment and furnishings         892,513         63,357 $ (38,269)         917,601
  Contributed distribution system      6,853,935           8,000       6,861,935
  Water tank and pumping         411,771           4,521                                          416,292
    Total capital assets being depreciated    28,277,567    1,771,481    (38,269)     30,010,779

 
Less accumulated depreciation for:      
  Wells and pumps  $ (1,069,948) $    (16,722)   $ (1,086,670)
   Transmission and distribution system    (6,455,508)     (696,983)      (7,152,491)
   Maintenance equipment       (148,847)       (18,620)         (167,467)
   Trucks, trailers and mobile equipment       (670,927)     (142,172)         (813,099)
   Buildings       (559,977)       (20,901)         (580,878)
   Office equipment and furnishings       (534,634)     (162,762) $   38,269        (659,127)
   Contributed distribution system    (2,599,202)     (228,464)      (2,827,666)
   Water tank and pumping       (171,881)       (41,880)                                         (213,761)
      Total accumulated depreciation  (12,210,924)  (1,328,504)      38,269                  (13,501,159)
      
Total capital assets being depreciated, net    16,066,643      442,977                                     16,509,620 
      
Capital assets, net book value $ 16,444,818 $   618,692 $                               $ 17,063,510 
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FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued) 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
NOTE D--CAPACITY ENTITLEMENTS 
 
In 1993, the District participated with four other water districts in a cooperative transmission pipeline 
project for the construction of additional transmission pipeline facilities.  As a result of this project, the 
District participated with San Juan Water District (SJWD) to finance their share of the pipeline costs.  
The District=s share of these pipeline costs totaled $3,956,248.  The Capacity Entitlements asset 
represents the capacity rights the District has purchased in the cooperative transmission pipeline project 
with SJWD.  The asset will be amortized over the pipeline=s estimated useful life of forty years.  At 
December 31, 2006 and 2005, accumulated amortization was $939,608 and $840,702, respectively.  In 
addition, the District has entered into an agreement with SJWD to pay for its share of these transmission 
pipeline facilities costs (see Note E). 
 
 
NOTE E--LONG-TERM LIABILITIES 
 
The activity of the District’s long-term liabilities during the years ended December 31, 2006 and 2005 
are as follows: 
       Balance       Balance  
      January 1,   December 31, Due Within 
         2006           Additions        Repayments         2006      One Year 
      
1999 Revenue Certificates      
    of Participation $  3,125,000  $   (595,000) $  2,530,000 $  620,000 
      
Capacity entitlement agreement     1,737,712       (178,800)     1,558,912     184,387 
      
Total     4,862,712  $   (773,800)     4,088,912 $  804,387 
      
Deferred amount on refunding      (173,544)        (144,621)  
      
Less: Current portion of      
    long-term debt      (773,800)        (804,387)  
      
 $  3,915,368   $  3,139,904  
      
Compensated absences $       89,186      $ 5,879  $       95,065  
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FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued) 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
NOTE E--LONG-TERM LIABILITIES (Continued) 
 
       Balance        Balance  
      January 1,     December 31,    Due Within 
         2005          Additions          Disposals          2005           One Year .   
1999 Revenue Certificates      
    of Participation      $ 3,700,000  $ (575,000)    $  3,125,000    $ 595,000 
      
Capacity entitlement agreement     1,912,787     (175,075)     1,737,712       178,800 
      
Total 5,612,787  $ (750,075) 4,862,712     $ 773,800 
      
Deferred amount on refunding   (202,467)        (173,544)  
      
Less: Current portion of      
    long-term debt     (750,075)       (773,800)  
      
 $ 4,660,245   $ 3,915,368  
      
Compensated absences $    102,966  $   (13,780) $      89,186  

 
Long-term debt consists of the following: 
 
1999 Certificates of Participation:  On January 13, 1999, the District issued $6,580,000 of Revenue 
Certificates of Participation (Certificates) with interest ranging from 3.875% to 4.25%.  These 1999 
Certificates were issued to advance refund outstanding 1989 and 1991 Certificates.  The repayment of 
the debt is secured by a pledge of and first lien on the revenue of the District=s water system.  Annual 
principal payments, ranging from $270,000 to $690,000 are due on December 1 through December 1, 
2011 and semi-annual interest payments, ranging from $5,737 to $51,744 are due on June 1 and 
December 1 through December 1, 2011.  On or after December 1, 2007, the Certificates are subject to 
prepayment at the option of the District.  
 
The following is a schedule of maturities for the certificates of participation: 
 

Year Ending December 31,                Principal              Interest                  Total      
  2007 $    620,000  $  103,488  $    723,488 
  2008 650,000  78,688  728,688 
  2009 690,000  52,688  742,688 
  2010 300,000  24,225  324,225 
  2011       270,000       11,475        281,475 
      
 $ 2,530,000  $ 270,564  $ 2,800,564 

 
The District is required by its 1999 Revenue Certificates of Participation to collect rates and charges 
from its water system that will be sufficient to yield net revenues equal to 115% of debt service 
payments on any future debt issued. 
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FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued) 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
NOTE E--LONG-TERM LIABILITIES (Continued) 
 
The advance refunding of the 1989 and 1991 Certificates of  Participation resulted in differences 
between the reacquisition price and the net carrying amount of the outstanding debt of $376,005 at 
December 31, 2006 and 2005, net of accumulated amortization of $231,384 and $202,461, respectively. 
 This deferred amount on refunding, reported in the accompanying financial statements as a deduction 
from long-term debt, is being charged to operations over 13 years. 
 
Capacity entitlement agreement:  On November 8, 1993, the District’s Board of Directors passed 
Resolution No. 9313 requesting SJWD to acquire and construct additional pipeline facilities to 
supplement the existing transmission facilities which served the District.  The water rate to be charged to 
the District, under its contract with SJWD which ends in 2013, will include installment payments 
relating to Certificates of Participation executed and delivered by SJWD to acquire the project.  The 
District=s share of the amount borrowed for the project is $3,235,163 (37.25%), with interest rates 
ranging from 2.0% to 4.25%.  On or after February 1, 2013, the Certificates with stated maturities on or 
after February 1, 2014 are subject to prepayment prior to their respective stated maturities. 
 
Future estimated debt requirements for the agreement as of December 31, 2006 are as follows: 
    

Year Ending December 31,                 Principal              Interest                  Total      
  2007 $     184,387  $    49,673  $    234,060 
  2008 188,113  43,145  231,258 
  2009 195,562  36,938  232,500 
  2010 201,150  31,476  232,626 
  2011 206,737  25,357  232,094 
  2012-2013       582,963       25,954        608,917 
      
 $ 1,558,912  $ 212,543  $ 1,771,455 

 
 
NOTE F--NET ASSETS 
 
Restrictions: Restricted net assets consist of constraints placed on net asset use through external 
requirements imposed by creditors (such as through debt covenants), grantors, contributors, or laws and 
regulations of other governments or constraints by law through constitutional provisions or enabling 
legislation.  Restrictions include connection and annexation fees collected for future water system 
capacity and debt service reserves on the 1999 Certificates of Participation. 
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FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued) 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
NOTE F--NET ASSETS (Continued) 
 
Designations: Designations of unrestricted net assets may be imposed by the Board of Directors to 
reflect future spending plans or concerns about the availability of future resources.  Designations may be 
modified, amended or removed by Board action.  The following is a summary of designated net asset 
balances at December 31: 
                   2006                          2005      
    
Designated for Emergency: For unanticipated expenditures $1,000,000    $    990,531 
Designated for Fixed Asset Replacement: For future improvements,    
  acquisition and replacement of the water distribution system,    
  well sites, tank sites, vehicles, and equipment as identified in    
  the annual budget and rate process 4,033,604  4,537,290 
Designated for Rate Stabilization: To offset the estimated impact    
  of revenue fluctuations and lag effects in converting to meter    
  based billing 1,710,759  1,324,630 
Designated Administrative Facility Reserve: For future administrative    
  facility improvements and acquisitions     1,265,567      1,994,520 
    
Total Designated Net Assets $  8,009,930  $  8,846,971 
 
 
NOTE G--EMPLOYEES' RETIREMENT PLAN 
 
Plan Description:  The District contributes to the California Public Employees Retirement System 
(PERS), a cost-sharing multiple-employer public employee defined benefit pension plan.  PERS 
provides retirement and disability benefits, annual cost-of-living adjustments and death benefits to plan 
members and beneficiaries.  PERS acts as a common investment and administrative agent for 
participating public employers within the State of California.  All full and part time District employees 
working at least 1,000 hours per year are eligible to participate in PERS.  Under PERS, benefits vest 
after five years of service.  Upon retirement, participants are entitled to an annual retirement benefit, 
payable for life, in an amount equal to a benefit factor times the monthly average salary of their highest 
twelve consecutive months full-time equivalent monthly pay.  Copies of the PERS annual financial 
report may be obtained from their Executive Office, 400 P Street, Sacramento, CA 95814. 
 
Funding Policy:  Active plan members are required to contribute 7% of their annual covered salary.  The 
District makes the contributions required of District employees on their behalf and for their account. 
Contributions made on behalf of District employees total $133,167 and $124,128 for the years ended 
December 31, 2006 and 2005, respectively.  The District is required to contribute to an actuarially 
determined rate; the rate for January 1 to June 30, 2006 was 4.44% and for July 1 to December 31, 2006 
was 5.287%.  The rate for January 1 to June 30, 2005 was zero and for July 1 to December 31, 2005 was 
4.44%.  The contribution requirements of plan members and the District are established and may be 
amended by PERS. 
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FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued) 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  

 
NOTE G--EMPLOYEES' RETIREMENT PLAN (Continued) 
 
Annual Pension Cost:  For the years ending December 31, 2006 and 2005, the District incurred an 
annual pension cost of $95,772 and $40,861, respectively.  The required contribution was determined as 
part of the June 30, 2004 actuarial valuation using entry age actuarial cost method.  The actuarial 
assumptions included (a) 7.75% investment rate of return (net of administrative expenses); (b) projected 
salary increases that vary in duration of service ranging from 3.25% to 14.45% and (c) 3.25% cost of 
living adjustment.  Both (a) and (b) include an inflation component of 3.0%.  The actuarial value of the 
plan=s assets was determined using techniques that smooth the effects of short term volatility in the 
market value of investments over a three year period (smoothed market value).  The plan’s excess assets 
are being amortized as a level percentage of projected payroll on a closed basis.  The remaining 
amortization period at June 30, 2005 was 15 years. 
 
 

Three-Year Trend Information for the District 
Fiscal  Annual  Percentage 
Year  Pension  Of APC 

Ending  Cost (APC)  Contributed 
     
December 31, 2004  $    0  100% 
December 31, 2005 
December 31, 2006 

      $ 40,861 
     $ 95,355 

 100% 
100% 

 
The funded status information for the risk pool in which the District belongs is as follows: 
 

Required Supplementary Information -  Funded Status of Plan 
         Entry Age           Excess   Excess Assets 

Actuarial          Actuarial           Assets   (Unfunded Liability) 
Valuation Actuarial         Accrued       (Unfunded Funded Covered As a % of 

Date Assets Value        Liability            Liability)  Ratio Payroll Covered Payroll 
       
June 30, 2003 $ 2,372,879,034 $ 2,596,966,545 $ (224,087,511) 91.4% $ 725,020,458 (30.9%) 
June 30, 2004 2,460,944,656 2,746,095,668 (285,151,012) 89.6% 743,691,970 (38.3%) 
June 30, 2005 2,588,713,000 2,891,460,651 (302,747,651) 89.5% 755,046,679 (40.1%) 
 
 
 
NOTE H--INSURANCE 
 
The District participates in the Association of California Water Agencies Joint Powers Insurance 
Authority (ACWA/JPIA) a public entity risk pool of California water agencies, for general and auto 
liability, public officials liability property damage and fidelity insurance.  ACWA/JPIA provides 
insurance through the pool up to a certain level, beyond which group-purchased commercial excess 
insurance is obtained. 

    
    
   30



 

FAIR OAKS WATER DISTRICT 
 
 NOTES TO THE BASIC FINANCIAL STATEMENTS (Continued) 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
NOTE H--INSURANCE (Continued) 
 
The District pays an annual premium to ACWA/JPIA that includes its pro-rata share of excess insurance 
premiums, charges for the pooled risk, claims adjusting and legal costs, and administrative and other 
costs to operate the ACWA/JPIA.  The District's deductibles and maximum coverage are as follows: 
 
     Commercial  
Coverage    ACWA/JPIA      Insurance         Deductible    
General and Auto Liability    
  (includes public officials liability)   $   1,000,000 $   49,000,000                None 
Property Damage             50,000      50,000,000 $500 to 25,000 
Fidelity           100,000                 1,000 
Workers Compensation        2,000,000         Statutory                None 
Employers liability        2,000,000         Statutory                None 
 
The District continues to carry commercial insurance for all other risks of loss to cover all claims for 
risk of loss to which the District is exposed.  Settled claims resulting from these risks have not exceeded 
commercial insurance coverage in any of the past three fiscal years. 
 
 
NOTE I--COMMITMENTS AND CONTINGENCIES 
 
The District has developed a meter implementation plan that will entail installing meters at a cost of over 
$17,314,000 for all District customers by approximately 2011.  As of December 31, 2006, the estimated 
remaining cost to install meters is approximately $10,910,000. 
 
The District has the following capital project commitments as of December 31, 2006: 
 

Town Well Project $   836,643   
Heather Well Project   1,102,213   
    
Total $1,938,856   

 
 
NOTE J--ECONOMIC DEPENDENCY 
 
The District purchases approximately 97% of its water supplies from SJWD.  During the years ended 
December 31, 2006 and 2005, the District=s total water purchases from SJWD were $1,062,505 and 
$1,071,645, respectively.  
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 FAIR OAKS WATER DISTRICT 
 
 DEBT SERVICE RATE COVENANT 
 
 December 31, 2006 and 2005 
                                                                                                                                                                  
 
In conjunction with the 1999 Certificate of Participation, the District has covenanted to fix, prescribe 
and collect rates and charges for the water service which will be sufficient to yield during the year net 
revenues equal to 115% of the debt service paid during the year.  For purposes of this calculation, net 
revenues equals net income plus depreciation and amortization expenses.  The debt service requirement 
for 2006 and 2005 is as follows: 
 
        2006                2005      
    
Operating Income        $  2,127,687   $   2,412,404 
Add:    
  Depreciation and Amortization 1,711,211       1,441,207 
  Interest Revenue 610,556  354,769 
  Unrealized loss on investments 4,662  26,968 
  Gain on disposal of capital assets          11,570            12,190 
  Net Revenue 4,465,686  4,247,538 
    
Debt Service    
  Principal 773,800  750,075 
  Interest        208,204          233,267 
    
     Total Debt Service $     982,004  $      983,342 
    
Calculated Coverage 455%  432% 
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Richardson & Company 

 
 
 

550 Howe Avenue, Suite 210 
 Sacramento, California 95825 
  

Telephone: (916) 564-8727 
FAX: (916) 564-8728

 
 
 REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER  
 FINANCIAL REPORTING BASED ON AN AUDIT OF 
 FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH 
 GOVERNMENT AUDITING STANDARDS 
 
 
Board of Directors 
Fair Oaks Water District 
Fair Oaks, California 
 
 
We have audited the basic financial statements of the Fair Oaks Water District (the District) of and for 
the year ended December 31, 2006 and have issued our report thereon dated March 6, 2007.  We 
conducted our audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States.  
 
Compliance 
 
As part of obtaining reasonable assurance about whether the District=s financial statements are free of 
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, 
contracts, and grants, noncompliance with which could have a direct and material effect on the 
determination of financial statement amounts.  However, providing an opinion on compliance with those 
provisions was not an objective of our audit and, accordingly, we do not express such an opinion.  The 
results of our tests disclosed no instances of noncompliance that are required to be reported under 
Government Auditing Standards.   
 
Internal Control Over Financial Reporting 
 
In planning and performing our audit, we considered the District=s internal control over financial 
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the 
basic financial statements and not to provide assurance on the internal control over financial reporting.  
Our consideration of the internal control over financial reporting would not necessarily disclose all 
matters in the internal control over financial reporting that might be material weaknesses.  A material 
weakness is a condition in which the design or operation of one or more of the internal control 
components does not reduce to a relatively low level the risk that misstatements in amounts that would 
be material in relation to the basic financial statements being audited may occur and not be detected 
within a timely period by employees in the normal course of performing their assigned functions.  We 
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Board of Directors 
Fair Oaks Water District 
 
noted no matters involving internal control over financial reporting and its operation that we consider to 
be material weaknesses.  However, we noted other matters involving the internal control over financial 
reporting, which we have reported to management of the District in a separate letter dated March 6, 
2007. 
 
This report is intended solely for the information and use of the Board of Directors, management, and 
the federal and state awarding agencies and is not intended to be and should not be used by anyone other 
than these specified parties. 

 
March 6, 2007 
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FAIR OAKS WATER DISTRICT
Schedule of Net Assets by Component

(Accrual Basis of Accounting)
Last Nine Years

1998 1999 2000 2001 2002 2003 2004 2005 2006
Net Assets:

Invested in Capital Assets, Net of Related Debt 7,505,734$         7,265,293$      7,587,801$       8,435,962$         9,044,398$         10,711,397$     12,744,821$    13,938,510$   19,041,276$    
Restricted 1,706,960           971,783           868,747            921,109              1,079,144           1,230,338         1,389,828        2,052,570       1,565,938        
Unrestricted 4,512,401           6,260,016        7,451,378         8,454,256           9,289,608 10,011,710 9,718,605 11,189,727 10,315,265

Total Net Assets 13,725,095$       14,497,092$    15,907,926$     17,811,327$       19,413,150$       21,953,445$     23,853,254$    27,180,807$   30,922,479$    

1997 information not available

Source:
District Finance Department
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FAIR OAKS WATER DISTRICT
Schedule of Changes in Net Assets (a)

(Accrual Basis of Accounting)
Last Ten Years

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Operating Revenues:

Water Sales 3,552,718$         3,639,761$         4,248,439$    5,068,311$    5,780,430$         6,025,807$         6,569,055$   7,052,897$    7,681,395$    7,723,313$    
Water Service and Other 171,883              92,271                193,919         145,872         234,725              284,925 263,387 135,163 258,148 231,301

Total Operating Revenues 3,724,601           3,732,032           4,442,358      5,214,183      6,015,155           6,310,732           6,832,442     7,188,060      7,939,543      7,954,614      

Non-Operating Revenues:
Interest Revenue 400,634              430,522              391,062         510,144         464,309              265,141 192,194 170,533 354,769 610,556
Grants 30,000 15,000 0
Gain (Loss) on Disposal 1,887                  582                     3,631             2,219             2,200                  4,555 10,709 (4,614) 12,190 11,570

Total Non-Operating Revenues 402,521              431,104              394,693         512,363         466,509              269,696              202,903        195,919         445,216         622,126         

Capital Revenues:
Connection Fees and Annexation Fees 263,323 158,188 695,200 169,901
Capital Contributions -                      -                      -                -                235,800              295,000              504,800        289,839         8,000             -                
Capital Grant Revenue -                      -                      -                -                -                      -                      -               -                63,257           1,030,162      

Total Capital Revenues -                      -                      -                -                235,800              295,000              768,123        448,027         703,200         1,200,063      

Total Revenues 4,127,122$         4,163,136$         4,837,051$    5,726,546$    6,717,464$         6,875,428$         7,803,468$   7,832,006$    9,087,959$    9,776,803$    

Operating Expenses:
Water Supply and Pumping 784,952$            817,910$            855,186$       893,682$       987,537$            987,140$            1,066,372$   1,333,038$    1,285,208$    1,321,268$    
Operations and Maintenance 899,735              860,315              917,542         1,042,020      1,275,303 1,698,240 1,496,583 1,785,638 1,405,438 1,401,320
Customer Service 337,202 432,007 399,124
Administrative and General 963,978              969,087              1,075,638      1,082,505      1,069,037 996,913 1,248,202 972,740 963,279 994,004
Depeciation and Amortization 734,646              1,111,811           1,037,935      1,014,439      1,102,859 1,247,291 1,219,006 1,279,989 1,441,207 1,711,211

Total Operating Expenses 3,383,311           3,759,123           3,886,301      4,032,646      4,434,736           4,929,584           5,030,163     5,708,607      5,527,139      5,826,927      

Non-Operating Expenses:
Interest Expense 587,890              555,056              406,023         435,066         379,327 344,021 233,010 223,590 233,267 208,204

Total Non-Operating Expenses 587,890              555,056              406,023         435,066         379,327              344,021              233,010        223,590         233,267         208,204         

Total Expenses 3,971,201$         4,314,179$         4,292,324$    4,467,712$    4,814,063$         5,273,605$         5,263,173$   5,932,197$    5,760,406$    6,035,131$    

Changes in Net Assets 155,921$            (151,043)$           544,727$       1,258,834$    1,903,401$         1,601,823$         2,540,295$   1,899,809$    3,327,553$    3,741,672$    

(a)   The 2004 through 2005 revenues and expenses have been reclassified to reflect the current 2006 classification for comparative purposes.
The 2003 and prior were not adjusted for these reclassifications.

Source:
District Finance Department
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FAIR OAKS WATER DISTRICT
Water Sales by Type of Customers (a)

Last Ten Years

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Water Sales:

Residential 3,552,718$          3,639,761$        4,248,439$          5,068,311$          5,780,430$          5,302,791$        5,721,390$       6,112,407$    6,757,231$    6,844,879$    
Commercial -                       -                     -                       -                       -                       723,016             847,665            940,490          924,164          878,434          

Total Water Sales 3,552,718$          3,639,761$        4,248,439$          5,068,311$          5,780,430$          6,025,807$        6,569,055$       7,052,897$    7,681,395$    7,723,313$    

Total Water Deliveries (AF) 14,253                 12,515               14,423                 14,377                 15,148                 14,067               12,574              14,153            12,453            12,024            

Rate per Acre Foot (AF) 249.26$               290.83$             294.56$               352.53$               381.60$               428.36$             522.43$            498.33$          616.83$          642.32$          

(a)   The 2001 and prior years' Commercial Revenues have been included under Residential.

Source:
District Finance Department
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FAIR OAKS WATER DISTRICT
Principal Rate Payers

Current Year and Two Years Prior

Revenues Percent of Revenues Percent of 
Rate Payers Collected Total Water Sales Collected Total Water Sales
San Juan School District 81,814$                 1.06% 68,444$            0.89%
Fair Oaks Park/Recreation District 45,647                   0.59% 27,153              0.35%
Bre Properties 45,167                   0.58% 47,770              0.62%
Rollingwood, LLC 31,901                   0.41% 64,600              0.84%
Fountains of Fair Oaks 27,135                   0.35% 20,662              0.27%
Madision Hills 23,339                   0.30% 27,275              0.36%
Village @ Fair Oaks 20,698                   0.27% 19,024              0.25%
The Lakes at Fair Oaks 16,859                   0.22% 16,426              0.21%
Huntcliff Apartments 15,449                   0.20% 15,415              0.20%
Fair Oaks Lake Apartments 15,140                   0.20% 14,217              0.19%
Total 323,150$               4.18% 320,986$          4.18%

Total Water Sales 7,723,313$            7,681,395$       

Information prior to 2004 was not available.

2006 2004
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FAIR OAKS WATER DISTRICT
Ratios of Outstanding Debt by Type and Number of Connections

Last Ten Years

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Debt:

1999 Revenue Certificates of Participation -$                     -$                     6,265,000$          5,790,000$          5,300,000$          4,785,000$      4,255,000$       3,700,000$    3,125,000$    2,530,000$    
Capacity Entitlement Agreement 2,905,500            2,788,163            2,667,100            2,540,450            2,408,213            2,270,388        2,119,525         1,912,787      1,737,712      1,558,912      

Total Debt 2,905,500$          2,788,163$          8,932,100$          8,330,450$          7,708,213$          7,055,388$      6,374,525$       5,612,787$    4,862,712$    4,088,912$    

Number of Service Connections 12,952                 12,988                 13,090                 13,217                 13,441                 13,588              13,554              13,577            13,544            14,467            

Debt Per Capita 224.33                 214.67                 682.36                 630.28                 573.49                 519.24              470.31              413.40            359.03            282.64            

Source:
District Finance Department
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FAIR OAKS WATER DISTRICT
Schedule of Debt Service

Last Ten Years

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Net Revenue 1,075,936$          1,515,825$          1,979,985$          2,703,739$          3,139,387$          2,894,134$          3,195,488$       2,910,576$    4,247,538$    4,465,686$    

Debt Service 657,402               1,017,393            1,183,246            976,591               972,643               971,923               942,298            1,021,028      983,342         982,004         

Coverage 164% 149% 167% 276% 323% 298% 339% 285% 432% 455%

Source:
District Finance Department
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FAIR OAKS WATER DISTRICT
Operating Function

Last Nine Years

1998 1999 2000 2001 2002 2003 2004 2005 2006
Water Services:

Number of Service Connections 12,988                13,090             13,217             13,441                13,588                13,554               13,577             13,544            14,467             
Annual Demand in AF 12,515                14,423             14,377             15,148                14,067                12,574               14,153             12,453            12,024             
Average Daily Demand in MGD 11.17                  12.88               12.83               13.52                  12.56                  11.22                 12.63               11.12              10.73               
Maximum Day Demand in MGD 21.23                  24.46               24.38               25.69                  23.86                  21.33                 24.00               21.12              20.39               
Meters:

New Installations 295                     383                  446                  457                     410                     484                    1,025               816                 947                  
Replacement -                      2                      -                   -                      -                      -                    13                    454                 103                  

Leaks:
Water Main 16                       3                      15                    18                       24                       9                        21                    17                   16                    
Service 54                       15                    54                    54                       70                       145                    92                    89                   66                    

Hydrants:
New Installations 1                         2                      2                      6                         3                         4                        3                      -                  2                      
Upgrades 1                        2                    10                  9                       13 21 23 19 14

Main Line Valves:
New Installations 10                       8                      10                    26                       33                       56                      18                    15                   17                    
Replacement 8                         2                      1                      8                         6                         12                      14                    9                     14                    

Services:
New Installations 7                         4                      3                      18                       5                         16                      4                      3                     18                    
Replacement 36                       66                    88                    146                     323                     483                    612                  548                 857                  

Personnel (FTE) 29                       29                    29.5                 29                       29                       35.5                   39                    35.50              38                    

1997 information not available

Source:
District Finance Department
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