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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors
Ironhouse Sanitary District
Oakley, California

We have audited the accompanying financial statements of the business-type activities of ironhouse Sanitary District
(the District) as of and for the year ended June 30, 2012, which comprises the District's basic financial statements as
listed in the table of contents. These financial statements are the responsibility of lronhouse Sanitary District's
management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America,
the State Controller's Minimum Auditing Requirements for California Special Districts and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and the significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the business-type activities, of Ironhouse Sanitary District, as of June 30, 2012, and the
respective changes in financial position and cash flows thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated October 26, 2012, on our
consideration of lronhouse Sanitary District's intemal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, grant agreements, and other matters. The purpose
of that report is to describe the scope of our testing of intemal control over financial reporting and compliance and
the results of that testing, and not to provide an opinion on the intemal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing Standards
and should be considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that the management's discussion
and analysis and schedules of funding progress on pages 2 through 7, and 24 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of the financial reporting for
placing the basic financial statements in an appropriate operational, economical, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management about the methods
of preparing the information and comparing the information for consistency with management's responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide use with sufficient evidence to express an opinion or provide any assurance.

Sacramento, Califomia
October 26, 2012

SacramENTO Orrice ® 2515 VENTURE Oaks Way, Sume 135 @ SacramenTo, CA 95833 @ 0. 916.929.0540 e £. 916.929.0541

WWW.MUNCPAS.COM
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The financial statements for the fiscal year 2012 are being issued in the format prescribed by the
provisions of Government Accounting Standards Board Statement 34 (GASB 34), which requires the
District to provide this overview of its financial statements for the fiscal year. Please read it in
conjunction with the Basic Financial Statements.

The Ironhouse Sanitary District (the District) provides wastewater collection, treatment and disposal
services to individuals and businesses within the City of Oakley, Bethel Island, and from other
unincorporated areas within the District’s service boundary. The District’s primary source of funding is
from fees and connection charges from users of the services provided by the District.

The following management discussion and analysis (MD&A) will discuss the results of the District’s
operations. Key financial information for the current fiscal year will be compared with those of the
prior year.

A. District Financial Highlights

The primary revenue resources of the District are service charges, fees and connection charges
from users of the services provided by the District which totaled $6,769,815 in fiscal 2012,
compared to $5,886,653 in fiscal 2011.

The assets of the District exceeded its liabilities at June 30, 2012 by $70,555,427 (net assets)
compared to $74,732,214 at June 30, 2011

As of the close of the current fiscal year, the District’s Proprietary Fund reported Unrestricted
Undesignated Net Assets of $6,399,382 compared to $4,687,421 for the prior fiscal year, and
Unrestricted Dedicated Reserves of $5,283,568 compared to $9,734,066 for the prior fiscal year.
Restricted Net Assets at June 30, 2012 were $5,600,243 compared to $2,585,379 at June 30,
2011.

The District’s cash and cash equivalent and investment balance at June 30, 2012 was
$17,012,406, representing a decrease of $589,490 from the June 30, 2011 balance of
$17,601,896.

The District had Operating Revenues of $10,017,563 for fiscal 2012 versus $10,437,682 for
fiscal 2011 and Operating Expenses of $13,910,280 for fiscal year 2012 versus $8,212,288 for
fiscal year 2011. Fiscal 2012 Operating Expenses included $2,494,185 of costs related to the
abandonment of the old waste treatment facility and an increase in depreciation expense of
$2,039,781 principally related to the new water recycling facility that went into service in July
2011.

There was $5,007,064 in capital outlays for property, plant and equipment for the fiscal year
ending June 30, 2012. Loss on impairment and disposal of the old waste treatment plant was
$1,855,181.
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B. Using the Annual Report

Management Discussion and Analysis

Management’s Discussion and Analysis are intended to serve as an introduction to the District’s
basic financial statements. The financial statements and notes to the financial statements
included in this report were prepared in accordance with GAAP applicable to governmental
entities in the United States of America for Proprietary Fund types.

Government-Wide Financial Statements

The government wide 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. They consist
of Comparative Statements of Net Assets, Comparative Statements of Activities and Budget
Comparison.

The Comparative Statements of Net Assets present information on all the District’s assets and
liabilities with the difference between the two reported as net assets. Increases or decreases in
net assets will serve as a useful indicator of whether the financial position of the District is
improving or deteriorating.

Comparative Statements of Activities present information showing how the District’s 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, regardless of the timing of related cash flows.
Thus, revenues and expenses are reported in this statement for some items that will result in
cash flows in future fiscal periods (e.g., depreciation and earned but unused vacation leave). In
other cases, cash received in the current year will not be reflected as revenues until the event for
which the revenues are earned has occurred (e.g. capacity fees for units to be added to the
system in future periods).

The government wide financial statements report on the District’s activities. As previously
stated, the activities are primarily supported by fees and connection charges. The District’s
function is to provide wastewater collection, treatment and disposal services to users within the
District’s area of operations. The financial statements can be found after this management
discussion and analysis.

Notes to Financial Statements

The Notes to Financial Statements provide additional information that is essential to a full
understanding of the data provided in the general purpose financial statements. The Notes to
Financial Statements can be found in this report after the basic financial statements.

C. Budgetary Highlights

For the fiscal year ended June 30, 2012, an agency-wide budget was prepared for the District.
The budget was primarily used as a management tool. The budget was prepared in accordance
with the accounting procedures prescribed by GAAP.

3
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D. Capital Assets and Debt Administration
Capital Assets:

As of June 30, 2012, the District’s investment in Capital Assets for its Proprietary Fund was
$103,883,628 (net of accumulated depreciation). This investment in Capital Assets includes
land, plant, collection system, buildings, and furniture and equipment. There was $5,007,064 of
major capital assets purchased during the fiscal year. Infrastructure donated by developers
capitalized for fiscal year 2012 was $1,424,906.

Additional information on the District’s Capital Assets can be found in Note 4 to the Financial
Statements included in this report.

Debt Administration:

The District began construction in April 2009 on a new 4.3 MGD water recycling facility. The
facility went into service in July 2011. The District entered into a project funding agreement
with the California State Water Resources Control Board under their Clean Water State
Revolving Fund Program. The District borrowed $58,754,010 for construction of the water
recycling facility. Repayment of the loan will be paid in twenty annual installments of
$2,937,701 commencing October 2012. The loan incurred no interest; however, in order to
borrow funds the District was required to provide 16.67% of the total loan amount. This portion
of the loan is reported as prepaid interest and is amortized at an effective interest rate of 1.8%.

Additional information on the District’s Debt can be found in Note 6 to the Financial Statements
included in this report.
E. Economic Factors and Next Year’s Budgets and Rates

The following factors were considered in preparing the District’s budget for Fiscal Year Ending
June 30, 2012:

The state of the economy.
The continued growth within the District’s area of operations.
The operational needs of the District.

Completion and operation of a new water recycling facility. The facility went into service
in July 2011.
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IRONHOUSE SANITARY DISTRICT
COMPARATIVE STATEMENT OF NET ASSETS

JUNE 30, 2012
ENTERPRISE FUND Percentage
Change
2012 2011
Assets:
Current Assets $ 17,660,628 $ 18,291,849 3.5) %
Net OPEB Asset 227,797 187,915 21.2
Prepaid Interest 8,237,109 8,160,495 0.9
Investment in Cattle Operations (net) 799,116 791,842 09
Capital Assets (net) 103.883.628 103,058,440 0.8
Total Assets $ 130,808,278 $ 130,490,541 0.2 %
Liabilities:
Current Liabilities $ 4391969 §$§ 2,287,774 92.0
Long-Term Liabilities 55,860,882 53,470,553 4.5
Total Liabilities $ 60.252.851 $ 55,758,327 8.1
Net Assets:
Invested in Capital Assets,
net of related debt 53,272,234 57,725,348 (7.7)
Unrestricted Net Assets:
Undesignated 6,399,382 4,687,421 36.5
Designated Reserves 5,283,568 9,734,066 (45.7)
Total Unrestricted 11,682,950 14,421,487
Restricted Net Assets 5.600.243 2.585.379 116.6
Total Net Assets $ 70555427 $§ 74,732,214 (5.6) %
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Revenues:
Service charges
Capacity fees
Fees Other
Mineral rights
Miscellaneous

Total operating revenues

Expenses:

Salaries, benefits and payroll taxes
Administrative expenses

Utilities

Operations and maintenance
Professional services

Insurance

Expansion related expenses

Depreciation

Total operating expenses
Operating income (loss)

Non-operating revenues:

Taxes
Cattle revenues
Interest income

Gain (Loss) on sale/disposal of assets
Capital Contributions
Total Non-Operating Revenues

Cattle operations expense

Interest Expense

Total Non-operating Expenses
Non-Operating Income (Loss)

Change in Net Assets

IRONHOUSE SANITARY DISTRICT
COMPARATIVE STATEMENT OF ACTIVITIES

JUNE 30, 2012
ENTERPRISE FUND Percentage
Change
2012 2011
$ 6,712,153 $ 5,808,923 155 %
2,326,198 3,558,004 (34.6)
57,662 77,730 (25.8)
20,465 66,741 (69.3)
901,085 926,284 (2.7)
10,017.563 10.437.682 (4.0)
4,132,641 3,694,706 11.9
316,553 276,887 14.3
627,180 471,454 33.0
1,325,285 1,190,759 11.3
705,313 651,121 8.3
87,195 86,874 0.4
2,878,218 42,373 6,692.6
3,837,895 1,798,114 113.4
13,910,280 8.212,288 69.4
$ (3.892,717) $ _ 2.225.394 (274.9)
$ 179,596 § 187,595 (4.3)
930,135 800,486 16.2
48,156 87,685 (45.1)
(1,820,780) 24,000 (7,686.6)
1.424.906 272,360 423.2
762,013 1,372,126 (44.5)
218,917 147,951 48.0
827.166 664,932 24.4
1,046,083 812.883 28.7
(284,070) 559,243 (150.8)
S (4,176,787 $ 2,784,637 (250.0) %
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F. The Economic Outlook

The District is dependent upon user service charges and connection charges for the funding of
operations. Future rate increases for capacity fees can only be implemented upon holding a
public hearing on the plan and approval by the Board. Future rate increases for service charges
in excess of $680 can only be implemented upon completing the State of California Proposition
218 process. This Proposition 218 process was completed by the District in 2007 for the year
ending June 30, 2007 and included a 5 year rate increase to a maximum of $680.00 per
equivalent service unit. Due to the treatment plant construction costs being lower than
anticipated, the District increased its various connection and user fees during fiscal year 2012 to
a lower rate than the estimated schedule of rate increases included in the Proposition 218 notice.
These rate increases are expected to increase revenues, capital assets and capital asset
replacement projects, fund other post employment benefits, increases in salaries, benefits, utility
and operating expenses.

In addition, the current economic downturn is of considerable interest to the District as slower
development will result in fewer connections and, therefore, annual revenue from service
charges will stagnate. Also, home foreclosures in the District’s service area have been
significant and the burden of paying the annual sewer use fee often transfers to the loan
institution for payment. The District collects the annual sewer use fee through the Contra Costa
County tax roll which provides payment of all annual sewer use fees regardless of status of
property ownership.

H. Requests for information

This financial report is designed to provide citizens, taxpayers, and creditors with a general
overview of the District’s finances and to show the District’s accountability for the money it
receives. Questions concerning any of the information provided in this report or request for
additional financial information should be addressed to the District’s Financial Officer at
Ironhouse Sanitary District, 450 Walnut Meadows Drive, Oakley, CA, 94561.
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IRONHOUSE SANITARY DISTRICT
STATEMENT OF NET ASSETS
JUNE 30, 2012

ASSETS

CURRENT ASSETS ‘
Cash and cash equivalents (Note 2)
Cash and cash equivalents - restricted (Note 2)
Accounts receivable
Related party receivable (Note 12)
Interest receivable
Supply inventory
Prepaid expenses

Total Current Assets
NON-CURRENT ASSETS

Net OPEB Asset (Note 10)
Prepaid interest (Note 6)

Investment in cattle (net of accumulated depreciation) (Note 3)
Land, structures and equipment (net of accumulation depreciation) (Note 4)

Total Non-Current Assets

$ 11,412,163
5,600,243

17,660,628

227,797
8,237,109
799,116
103,883,628

113,147.650

TOTAL ASSETS $_130.808.278
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts payable 358,869
Payroll related liabilities 110,891
Customer deposits payable 114,264
Compensated absences (Note 6) 360,210
Current portion of capital lease payable (Note 5) 49,920
Current portion of state revolving fund loan (Note 6) 2,937,701
Uneamed revenues (Note 7) 460.114
Total Current Liabilities 4,391,969
LONG TERM LIABILITIES
Capital lease payable (less current portion) (Note 5) 44,573
State revolving fund loan (Note 6) 55,816,309
Total Long-Term Liabilities 55,860,882
TOTAL LIABILITIES 60,252,851
NET ASSETS
Invested in capital assets, net of related debt 53,272,234
Unrestricted:
Undesignated 6,399,382
Designated reserves 5,283,568
Total Unrestricted 11,682,950
Restricted (Note 13) 5,600,243
TOTAL NET ASSETS 70,555,427

TOTAL LIABILITIES AND NET ASSETS

$_130.808.278

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

8
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IRONHOUSE SANITARY DISTRICT
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
FOR THE YEAR ENDED
JUNE 30, 2012

OPERATING REVENUES
Service charges $ 6,712,153
Fees 57,662
Mineral rights 20,465
Capacity fees (Note 7) 2,326,198
Miscellaneous 901,085
Total Operating Revenues 10,017,563
OPERATING EXPENSES
Salaries, benefits and payroll taxes 4,132,641
Administration expenses 316,553
Utilities 627,180
Operations and maintenance 1,325,285
Professional services 705,313
Insurance 87,195
Expansion and related costs 2,878,218
Depreciation 3.837.895
Total Operating Expenses 13,910,280
Operating loss (3.892.717)
NON-OPERATING REVENUES (EXPENSES)
Taxes 179,596
Cattle revenues 930,135
Interest income 48,156
Interest expense (827,166)
Loss on disposal of assets (Note 4) (1,820,780)
Cattle operation expenses (218.917)
Nonoperating revenues (expenses) (1.708,976)
INCOME BEFORE CONTRIBUTIONS (5.601,693)
Capital contributions 1,424 906
DECREASE IN NET ASSETS (4.176.787)
NET ASSETS, BEGINNING OF YEAR 74,732,214
NET ASSETS, END OF YEAR $ 70.555.427

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

9
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IRONHOUSE SANITARY DISTRICT
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED
JUNE 30, 2012

CASH FLOWS FROM OPERATING ACTIVITIES

Cash received from customers $ 9,903,171

Cash paid to employees and for benefits and payroll taxes (4,076,604)

Cash paid to suppliers and vendors (6.707.601)
Net cash flows used in operating activities (881,034)

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Taxes received 179,593

Net cash flows provided by noncapital financing activities 179,593
CASH FLOWS FROM CAPITAL RELATED FINANCING ACTIVITIES

Acquisition and construction of capital assets (5,007,064)
Proceeds on the disposition of assets 34,401
Sale of cattle 1,212,030
Acquisition of cattle (48,000)
Cattle operations expenses (546,377)
Proceeds from state revolving fund loan, net 4,495,837
Principal payments on capital lease (44,701)
Additional OPEB Contribution (39,882)

Net cash flows provided by capital and related financing activities 56,244

CASH FLOWS FROM INVESTING ACTIVITIES

Interest received on investment 55,707

Net cash provided by investing activities 55,707

NET DECREASE IN CASH (689.490)

CASH AND CASH EQUIVALENTS - JULY 1, 2011 (including $194,595 reported as
restricted) 17,601,896

CASH AND CASH EQUIVALENTS - JUNE 30, 2012 (including $5,600,243 reported as
restricted) $__17,012.406

SUPPLEMENTAL DISCLOSURE OF NONCASH CAPITAL
AND RELATED FINANCING ACTIVITIES

Developer contributions $ 1,424,906

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

10



IRONHOUSE SANITARY DISTRICT
STATEMENT OF CASH FLOWS (CONTINUED)
FOR THE YEAR ENDED
JUNE 30, 2012
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OPERATING LOSS

Adjustments to reconcile operating loss to net cash

used in operating activities:

$ (3,892,717)

Depreciation expense 3,837,895
Decrease in accounts receivable 7,134
Increase in prepaid expenses (2,282)
Decrease in supply inventory 29,328
Decrease in accounts payable (794,903)
Increase in accrued liabilities 4,847
Increase in compensated absences 51,190
Decrease in deposits payable (2,531)
Decrease in unearmed revenue (118,995)
Total adjustments 3,011,683
NET CASH USED IN OPERATING ACTIVITIES $ (881,034)

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

11
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IRONHOUSE SANITARY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Reporting Entity

Ironhouse Sanitary District (The District) provides sewage collection, treatment and disposal services to the City of
Oakley and the unincorporated area of Bethel Island, California. There are five members on the District's Board of
Directors. These members are elected to four year terms.

Ironhouse Sanitary District, formally known as the Oakley Sanitary District, was formed on August 27, 1945 under
the provisions of sections 6400-6907.5 of the California Health and Safety Code. On February 1, 1992 the District
annexed the territory of the former Contra Costa County Sanitation District Number 15 and received title to all of the
assets of the Contra Costa County Sanitation District Number 15 and the Oakley-Bethel Island Wastewater
Management District. The District also assumed all liabilities of the two entities.

Basis of Presentation

The basic financial statements of the Ironhouse Sanitary District (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.

Basis of Accounting

The Ironhouse Sanitary District follows the enterprise method of accounting practices and reporting methods
approved for waste disposal districts. An Enterprise type fund is a proprietary type fund used to account for
operations (a) 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 excluding depreciation) of providing goods and services to the
general public on a continuing basis be financed or recovered primarily through user charges; or (b) where the
governing body has decided that periodic determination of revenues eamed, expenses incurred, and net income is
appropriate for capital maintenance, public policy, management control, accountability or other purposes.

Revenues and expenses are recognized on the accrual basis. Revenues are recognized in the accounting period in
which they are earned and become measurable; expenses are recognized in the period incurred.

Operating revenues are those revenues that are generated from the primary operations of the District. All other
revenues are reported as non-operating revenues. Operating expenses are those expenses that are essential to the
primary operations of the fund. All other expenses are reported as non-operating expenses.

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.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989, generally are
followed in the proprietary fund financial statements to the extent that those standards do no conflict with or
contradict guidance of the Governmental Accounting Standards Board. Governments also have the option of
following subsequent private-sector guidance for their business-type activities and enterprise funds, subject to this
same limitation. The District has elected not to follow subsequent private-sector guidance.

Budgetary Reporting
The District prepares an operations and maintenance budget at the beginning of each year for the following fiscal

year. Capital budgets are adopted on a project basis. Formal budgetary integration is employed as a management
control device.

12



IRONHOUSE SANITARY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Cash and Cash Equivalents

For the purpose of the cash flows the District defines cash and cash equivalents to include all cash and temporary
investments with original maturities of three months or less from the date of acquisition.

Supply Inventory

Inventory is valued at average cost which approximates market. Inventory consists of expendable supplies held for
future consumption or capitalization. The cost is recorded as an expense as inventory items are consumed.

Fixed Assets

Purchased or constructed assets are recorded at actual cost or estimated historical cost if actual cost is unavailable.
Interest expense incurred during the development period is capitalized. Donated capital assets are recorded at
estimated fair value at the date of donation. The District established a threshold of $5,000 for capitalization of
depreciable assets. Depreciation has been provided using the straight-line method of accounting over the following
estimated useful lives of the assets:

Plant and conveyance system - 40 years
Vehicles, furniture and equipment - 5 to 10 years

Cattle Operations

During the fiscal year ended June 30, 1997, the district acquired several herds of cattle. These cattle were
purchased primarily to maintain the grass levels of the Jersey Island land owned by the District. It is the District's
intent to continue raising and selling these cattle. In accordance with SOP-85-3 Accounting by Agricultural Producers
and Agricultural Cooperatives, the cost of purchasing and raising these cattle is capitalized. Mature cattle are
depreciated over their useful lives which is considered to be 8 years. Immature cattle are capitalized and are
charged to cattle operations expense when sold.

Use of Estimates

The preparation of financial statements in accordance with generally accepted accounting principles requires
management to make estimates and assumptions that affect certain reported amounts and disclosures. Accordingly,
actual results could differ from these estimates.

NOTE 2: CASH AND CASH EQUIVALENTS

Cash and cash equivalents are reported in the accompanying financial statements as follows:

June 30, 2012

Cash and cash equivalents $ 11,412,163
Restricted cash and cash equivalents 5,600,243
Total 812,012,406

The restricted cash balance is restricted for the current portion of the State Revolving Fund Loan and trunkline
capacity. The restricted cash is also presented as restricted net assets in the statement of net assets.

13
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IRONHOUSE SANITARY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE 2: CASH AND INVESTMENTS (continued)

The components of the District's cash and cash equivalents at June 30, 2012 are as follows:

June 30, 2012

Cash on hand $ 100
Deposits with financial institutions 899,603
Local Agency Investment Fund 16,112,703

Total $_17.012406

Authorized Investments of the District

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 addresses interest rate risk, credit risk and
concentration of credit risk.

Maximum Maximum
Percentage of Investment in
Authorized Investment Type Maximum Maturity Portfolio One Issuer
U.S. Treasury Obligation 5 years None None
Banker's Acceptances 5 years None 40%
Commercial Paper 180 days 40% 10%
Negotiable Certificates of Deposit 5 years 30% 10%
Repurchase Agreements 1 year None None
Medium-Term Comorate Notes 5 years 30% None
Money Market Mutual Funds N/A 20% 10%
Mortgage Pass-Through Securities 5 years 20% None
Local Agency Investment Fund (LAIF) N/A None None

Disclosures Relating to Interest Rate Risk

Interest rate risk is the risk in the market rate changes that could adversely affect the fair values 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. One of the ways that the District manages its exposure to interest rate risk is by purchasing a
combination of shorter and longer term investments and by timing cash flows from maturities so that a portion of the

portfolio is maturing or coming close to maturity evenly over time as necessary to provide the cash flow and liquidity
needed for District operations.

As of June 30, 2012, the District had no investments other than its investment in the Local Agency Investment Fund.
The fair value of the District's investments in this pool is classified as a cash equivalent.

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of an
investment. This is measured by the assignment of a rating by a nationally recognized statistical rating organization.

As of June 30, 2012, the District's investments were in compliance with the rating required by the District's
investment policy.

14



IRONHOUSE SANITARY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE 2: CASH AND INVESTMENTS (continued)

Concentration of Credit Risk

The investment policy of the District contains no limitations on the amount that can be invested in any one issuer
beyond that stipulated by the California Government Code. As of June 30, 2012 there were no investments in any
one issuer (other than U.S. Treasury securities, mutual funds and external investment pools) that represent 5% or
more of the 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
possession of an outside party. The custodial credit risk for investments is the risk that, in the event of the failure of
the counter-party (e.g., broker-dealer) to a transaction, a government will not be able to recover the value of its
investments or collateral securities that are in the possession of another party. The California Government Code and
the District's investments policy do not contain legal or policy requirements that would limit the exposure of custodial
risk for deposits or investments, other than the following provision for deposits. The California Government Code
requires that a financial institution secure deposits made by state and 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 be equal to at least 100% of the total
amount deposited by public agencies. California law also allows financial institutions to secure District deposits by
pledging first trust deed mortgage notes having a value of 150% of the secured public deposits.

The Government Code requires California banks and savings and loan associations to secure the District's bank
balances not covered by federal deposit insurance. The banks must fully collateralize all bank balances by pledging
mortgages or government securities as collateral. The market value of the mortgages must equal at least 150% and
the market value of the government securities must equal at least 110% of the face value of the deposits. Such
collateral must be held in the pledging bank’s trust department or in a separate depository in an account for the
District.

The District's investments are carried at fair value, as required by generally accepted accounting principles. Fair
value equals fair market value, since all of the District's investments are readily marketable.

As of June 30, 2012, the deposits with financial institutions, in excess of the federal depository insurance limits, were
collateralized as required by law. As of June 30, 2012, the carrying amount of the District's bank deposits totaled
$899,603 and the bank balances totaled $1,299,954. The differences between the carrying amounts and the bank
totals are due to the normal deposits in transit and outstanding checks.

Investment in State Investment Pool
The District is a voluntary participant in the Local Agency Investment Fund (LAIF) that is regulated by the California

Government Code under the oversight of the Treasurer of the State of California. The fair value of the District's
investments in this pool is classified as a cash equivalent in the accompanying financial statements.
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IRONHOUSE SANITARY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2012
NOTE 3: INVESTMENT IN CATTLE

The following is a summary of the changes in investment in cattle for the year ended June 30, 2012:

Investment in cattle at July 1, 2011 $ 958,399

Activities of cattle operations, for the fiscal year ended June 30, 2012:

Purchases of cattle 48,000

Additional capital expenditures 327,460

Cost basis for cattle sold (373,949)

Investment in cattle at June 30, 2012

959,910

=S A EA R4 R OKE1

Accumulated depreciation on investment in cattle at June 30, 2012 (160,794)
Net investment in cattle at June 30, 2012 $ 799.116

NOTE 4: CAPITAL ASSETS

-
ﬁ Capital asset activity for the year ended June 30, 2012 is as follows:
- July 1, 2011 Additions Deletions Transfers June 30, 2012
i Capital assets not being
depreciated
™ Land and improvements  $ 9,458,221 $ 77992 $ - $ - $ 9,536,213
ﬁ Work in progress 61.021.515 4,820,578 (125.000) (65.409,160) 307,933
Total capital assets
- not depreciated 70,479,736 4,898,570 (125,000) (65,409.160) 9.844 146
| Capital assets being
depreciated
L] Plant and improvements 7,680,602 - (5,346,239) 48,568,208 50,902,571
N Collection System 51,672,178 1,424,906 (300) - 52,996,784
i Pipeline 1,409,798 - - - 1,409,798
Vehicles 1,492,805 22,432 - - 1,515,237
"~ Equipment 4,302,429 211,065 (356.211) 16,840,952 20,998,235
- Total capital assets
being depreciated 66.457,812 1,658,403 (5,702.750) 65,409,160 127,822,625
-
- Less: accumulated
depreciation
Plant and improvements (5,348,890) (1,311,502) 3,629,297 - (3,131,095)
' Collection System (23,363,107) (1,164,310) - - (24,527,417)
) Pipeline (487,585) (35,245) - - (522,830)
Vehicles (1,256,504) (84,544) - - (1,341,048)
Equipment (3.423,022) (1,155.999) 318,268 - (4,260,753)
Total accumulated
depreciation (33.879.108) (3.751,600) 3,847,565 - (33.783.,143)
g Capital Assets, net $__103,058440 § 2805373 $___(1.980185) $ - $ 103,883,628
g 16
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IRONHOUSE SANITARY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE 4: CAPITAL ASSETS (continued)

Certain capital assets were re-categorized in the July 1, 2011 balance to accurately reflect their asset type.
Depreciation expense for the year ended June 30, 2012 totaled $3,837,895, and includes $86,294 in depreciation
expense on investment in cattle.

A capital asset is considered impaired when its service utility has declined significantly and unexpectedly. The
District has evaluated events and changes in circumstances that may have affected the District's assets and has
determined that impairment of a capital asset did occur in one circumstance. The District's old Waste Water
Treatment Plant was de-commissioned as a result of placing in service a new Waste Water Treatment Plant in July
of 2011. The District incurred an impairment loss of $1,855,181 which is reported in the statement of revenues,
expenses and changes in net assets as a non-operating expense, net of $34,401 in proceeds from disposal of other

capital assets.

NOTE 5: CAPITAL LEASE

The District has entered into a lease agreement as lessee for financing the acquisition of equipment. The lease
agreement qualifies as a capital lease for accounting purposes and, therefore, has been recorded at the present

value of its future minimum lease payments as of the inception date.

The asset acquired through the capital lease is as follows:

Equipment $ 223,806
Less: Accumulated depreciation (156.664)
Total $ 67,142

The future minimum lease obligations and the net present value of these minimum lease payments as of June 30,
2012, were as follows:

2013 $ 49,920
2014 49,921
Total minimum lease payments 99,841
Less: amount representing interest (5,348)
Present value of minimum lease payments $ 94,493

Amortization of equipment under capital assets is included with deprecation expense.

NOTE 6: LONG-TERM LIABILITIES

A summary of long-term liability activity for the year ended June 30, 2012 is as follows:

Beginning Ending Due within

Balance Additions Reductions Balance One Year
State Revolving Fund Loan $ 53,354,393 $ 5,399,617 $ - $ 58,754,010 $ 2,937,701
Capital Lease (Note 5) 139,194 - (44,701) 94,493 49,920
Compensated Absences 309,020 43,096 - 360,210 360,210

Total $.53,802,607 $_5442713 $ (44,701) $59.208713 $ 3,347.831
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IRONHOUSE SANITARY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE 6: LONG-TERM LIABILITIES (continued)
State Revolving Fund Loan

The District entered into a project financing agreement with the California State Water Resources Control Board
under their Clean Water State Revolving Fund Program. The Program provides low-interest loan funding for
construction of publicly-owned wastewater treatment facilities. Ironhouse was approved for funding for its
Wastewater Treatment Plant Upgrade and Expansion Project. The cost for the Project was $58,754,020. The loan
was disbursed as costs were incurred. Repayment of the loan will be repaid in annual instaliments commencing
October 2012. Full repayment of the loan will be made by October of 2031. The loan bears no interest, however, in
order to participate in the zero interest loan program, the District was required to provide 16.667% of the total loan
amount. This portion (16.667%) of the loan represents interest expense and is reported on the Statement of Net
Assets as prepaid interest. Interest expense is amortized over the life of the loan at an effective interest rate of 1.8%.

Debt service requirements for the State Revolving Fund Loan are as follows:

For the Year Total Interest
Ending, June 30 Principal Payments Expense
2013 $ 2937,701 $ 2937,701 $ 784,486
2014 2,937,701 2,937,701 745,261
2015 2,937,701 2,937,701 706,037
2016 2,937,701 2,937,701 666,813
2017 2,937,701 2,937,701 627,589
2018 - 2022 14,688,505 14,688,505 2,549,579
2023 - 2027 14,688,505 14,688,505 1,568,971
2028 - 2032 14,688,505 14.688.505 588,364

Total $_.58.754020 $_ 58754020 § 8,237,100

NOTE 7: CAPACITY FEES AND UNEARNED REVENUES

Capacity fees and trunkline capacity fees are charged to each individual and business as they are hooked up to the
sewer lines in either the City of Oakley or the unincorporated area of Bethel Island.

The capacity fees and trunkline capacity fees are to be used exclusively for future capacity expansion of the plant or
infrastructure. They are not intended to be used for the normal operating expenses of the District. As of June 30,
2012, $2,662,542 had been eamed and designated for future expansion. During the year ended June 30, 2012,
$2,326,198 of capacity and trunkline capacity fees were earned. At June 30, 2012, $460,114 of capacity fee
amounts received are recorded as uneamed revenues. These amounts will not be recognized as earned revenues
until the individual homes are built and connected to the sewer lines.

NOTE 8: DEFINED BENEFIT PENSION PLAN

The following information conforms to the requirements of Govemnmental Accounting Standards Board (GASB)
Statement No. 27, Accounting for Pensions by State and Local Governmental Employers, as amended by GASB
Statement No. 50, Pension Disclosures:
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IRONHOUSE SANITARY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE 8: DEFINED BENEFIT PENSION PLAN (continued)

Description of Plan

The District's defined benefit pension plan, The Miscellaneous Plan of the Ironhouse Sanitary District (the Plan),
provides retirement and disability benefits, annual cost-of-living adjustments, and death benefits to plan members
and beneficiaries. The Plan is part of the Public Agency portion of the California Public Employees Retirement
System (CalPERS), an agent multiple-employer plan administered by CalPERS, which acts as a common
investment and administrative agent for participating entities within the state of California. Benefit provisions and all
other requirements are established by state statute and the District. CalPERS issues a separate comprehensive
annual financial report. Copies of CalPERS' annual financial report may be obtained from the CalPERS Executive
Office at 400 "P" Street, Sacramento, California 95814.

Funding Policy

Active plan members in the Plan are required to contribute 8 percent of their annual covered salary. The District is
required to contribute at an actuarially determined rate; the current rate is 18.029% percent of annual covered
payroll. The contribution requirements of plan members are established by State statute and the employer
contribution rate is established and may be amended by CalPERS.

Annual Pension Cost
For the year ended June 30, 2012 the District's annual pension cost of $506,886 was equal to the District's required

and actual contributions. The required contribution for fiscal year 2011/2012 was determined as part of the June 30,
2009 actuarial valuation. The significant actuarial assumptions used in the valuation of the plan are as follows:

Actuarial cost method Entry Age

Amortization method Level Percent of Payroll

Average remaining period 19 Years as of the Valuation Date
Asset valuation method 15 Year Smoothed Market

Actuarial assumptions:

Investment rate of return 7.75% (net of administrative expenses)
Projected salary increases  3.55% to 14.45% depending on Age, Service, and type of employment
Inflation rate 3.00%
Payroll growth 3.25%
Individual salary growth A merit scale varying by duration of employment coupled with an assumed

annual inflation growth of 3.00% and an annual production growth of 0.25%

Three-Year Trend Information for The Miscellaneous Plan of the Ironhouse Sanitary District

Fiscal Year Annual Pension Percentage of Net Pension
Ending Cost (APC) APC Contributed Obligation
6/30/10 402,373 100 0
6/30/11 424,740 100 0
6/30/12 506,886 100 0
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IRONHOUSE SANITARY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE 8: DEFINED BENEFIT PENSION PLAN (continued)

Funded Status and Funding Progress

The District is required by CalPERS to participate in a risk pool. The following information represents the entire pool,
not just the District. As of June 30, 2009, the most recent actuarial valuation date, the plan was 57.2 percent funded.
The actuarial accrued liability for benefits was $2,140,438,884, and the actuarial value of assets was
$1,224,530,092, resulting in a UAAL of $915,908,792. The covered payroll (annual payroll of active employees
covered by the plan) was $440,071,499, and the ratio of the UAAL to the covered payroll was 48.0 percent.

The schedule of funding progress, presented as RSI following the notes to the financial statements, presents
multiyear trend information about whether the actuarial value of plan assets is increasing or decreasing over time
relative to the actuarial accrued liability for benefits.

NOTE 9: DEFERRED COMPENSATION PLAN

During the fiscal year ended June 30, 1997 the District approved and established the Ironhouse Sanitary District
Deferred Compensation Plan ("the deferred compensation plan”) for its employees created in accordance with
Internal Revenue Code 457. The deferred compensation plan, administered by Hartford Life and available to all
permanent employees and Directors, permits them to defer a portion of their current salary until future years. The
deferred compensation, which is held in trust by Hartford Life, is not available to participants until termination,
retirement, death or unforeseeable emergency. During the past year, the employees contributed $58,340.

NOTE 10: POST-EMPLOYMENT BENEFITS OTHER THAN PENSIONS
Description of Plan

The District's defined benefit healthcare plan, Ironhouse Sanitary District Retiree Healthcare Plan (the Healthcare
Plan), provides health insurance benefits to participants and beneficiaries. The Healthcare Plan is part of the
California Employers’ Retiree Benefit Trust (CERBT), an agent multiple-employer plan administered by the California
Public Employees Retirement System (CalPERS), which acts as a common investment and administrative agent for
participating entities within the state of California. Benefit provisions and all other requirements are established by
state statute and the District. CalPERS issues a separate comprehensive annual financial report. Copies of
CalPERS' annual financial report may be obtained from the CalPERS Executive Office at 400 "P" Street,
Sacramento, California 95814.

Under the plan service or disability, retirees for all employees hired before August 1, 2006 and all employees with 20
years of District service hired after August 1, 2006 are eligible to receive post-retirement health insurance benefits.
Participants do not contribute to the Healthcare Plan.
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IRONHOUSE SANITARY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE 10: POST-EMPLOYMENT BENEFITS OTHER THAN PENSIONS (continued)

Funding Policy and Annual Pension Cost

The District's policy is to fully fund the annual required contribution, which is determined by an actuary. For the year
ended June 30, 2012 the District's annual required contribution (ARC) of $167,677 was less than the District's actual
contribution of $207,559. The difference was due to changes in actuarial assumptions used for the 2010/2011 ARC
calculation. The required contribution for fiscal year 2011/2012 was determined as part of the June 30, 2010
actuarial valuation. The significant actuarial assumptions used in the valuation of the plan are as follows:

Actuarial cost method Entry Age Normal
Amortization method Level Percent of Payroll
Average remaining period 30 Years as of the Valuation Date

Actuarial assumptions:

Discount rate 7.75%
Projected salary increases 3.00%
inflation rate 3.00%
Cap increase Healthcare 4.00% trend

Three-Year Trend Information for the Ironhouse Sanitary District Retiree Healthcare Plan

Fiscal Year Annual OPEB Actual Employer Percentage Net OPEB
Ending Cost Contribution Contributed Asset
6/30/10 426,000 426,000 100 0
6/30/11 167,677 355,591 212% 187,915
6/30/12 167,677 207,559 124% 227,797

Funded Status and Funding Progress

As of June 30, 2012, the plan was 70 percent funded. The actuarial accrued liability for benefits was $2,079,560, and
the market value of assets was $1,452,801, resulting in a UL of $626,759 estimated covered payroll (annual payroll
of active employees covered by the plan) was $2,156,000, and the ratio of the UL to the covered payroll was 29
percent.

Actuarial valuations for an ongoing plan involve estimates of the value of reported amounts and assumptions about
the probability of occurrence of events far into the future. Actuarially determined amounts are subject to continuous
revision as actual results are compared to past expectations and new estimates about the future are formulated.
Although the valuation results are based on values which the District’s actuarial consultant believes are reasonable
assumptions, the valuation results reflect a long-term perspective and, as such, are merely an estimate of what
future costs may actually be. Deviations in any of several factors, such as future interest rates, medical cost inflation,
Medicare coverage, and changes in marital status, could result in actual costs being less or greater than estimated.

The schedule of funding progress, presented as RSI following the notes to the financial statements, presents

multiyear trend information about whether the actuarial value of plan assets is increasing or decreasing over time
relative to the actuarial accrued liability for benefits.
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IRONHOUSE SANITARY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE 11: JOINT VENTURE - CALIFORNIA SANITATION RISK MANAGEMENT DISTRICT (CSRMA)

A joint venture is a legal entity or other organization that results from a contractual agreement and that is owned,
operated or governed by two or more participants as a separate and specific activity subject to joint control in which
the participants retain (a) an ongoing financial interest or (b) an on-going financial responsibility.

The District participates in a joint venture under a joint powers agreement (JPA) with the California Sanitation Risk
Management District (CSRMA). CSRMA was formed to provide common risk management and loss prevention
programs related to public liability, auto liability, public official's errors and omissions, property loss and workers'
compensation risk for member governmental agencies. CSRMA is not a component unit of the District for financial
reporting purposes but the District does retain an on-going financial responsibility in CSRMA. During the year ended
June 30, 2012, the District made $156,679 in insurance premium payments to CSRMA.

Condensed audited financial information for the year ended June 30, 2011 (the most recent available) was as
follows:

Total assets $ 31,453,997
Total liabilities 15,533,884

Total net assets $ 15920113

Total revenues $ 10,355,129
Total expenses 7,622,401
Increase in net assets $ 2,732,728

Complete financial statements for CSRMA can be obtained from the CSRMA, care of Alliant Insurance Services,
Inc., 600 Montgomery Street, 9th floor, San Francisco, Califomnia, 94111,

NOTE 12: RELATED PARTY

The General Manager, O&M Superintendent, and the District Engineer of the District are also the President,
Secretary, and Treasurer, respectively, of Reclamation District No. 830 (RD830). RD830 was established to maintain
the integrity of the levee system on Jersey Island. During the year ended June 30, 2012 the district paid $332,565 in
assessments to RD830. In addition, RD830 reimbursed the District in the amount of $322,960 for levee repairs
performed by Ironhouse employees and for the use of its equipment. Management believes these transactions were
consummated on terms equivalent to those that prevail in arms-length transactions.
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IRONHOUSE SANITARY DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE 13: NET ASSETS

As of June 30, 2012, net assets of the District consisted of the following:

Invested in capital assets, net of related debt $ 53,272,234
Unrestricted:
Undesignated 6,399,382
Designated reserve for expansion 2,986,682
Designated reserve for replacement 1,810,306
Designated reserve for Jersey Island use fees 38,220
Designated reserve for royalties 448,360
Total Unrestricted 11,682,950
Restricted
Debt service 2,937,701
Trunkline capacity 2,662,542
Total Restricted 5,600,243

Total Net Assets $__70,555427
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IRONHOUSE SANITARY DISTRICT
REQUIRED SUPPLEMENTARY INFORMATION

Schedule of Funding Progress for CalPERS

Annual
Valuation Accrued Actuarial Value Unfunded Funded Ratio Covered UL As a % of
Date Liabilities (AL) of Assets (AVA) Liabilities (UL)  (AVAJ/AL) Payroll Payroll/
6/30/06 1,280,157,040 1,069,546,974 210,610,066 83.6 304,898,179 69.1
6/30/07 1,627,025,950 1,362,059,317 264,966,633 83.7 376,292,121 70.4
6/30/08 1,823,366,479 1,529,548,799 293,817,680 83.9 414,589,514 70.9
6/30/09 2,140,438,884 1,674,260,302 446,178,582 78.2 440,071,499 105.9
6/30/10 2,297,871,345 1,815,671,616 485,199,729 79.0 434,023,381 111.1

Schedule of Funding Progress for the Ironhouse Sanitary District Retiree Healthcare Plan
(Rounded to the nearest thousand)

Actuarial Funded Annual
Valuation Year-End Accrued Value of Unfunded Ratio Covered ULAsa %
Date Date Liabilities (AL) Assets (AVA) Liabilities (UL) (AVA/AL) Payroll of Payroll
6/30/08 6/30/08 $2,909,000 $263,000 $2,646,000 9% $2,178,000 121%
6/30/08 6/30/09 $3,285,000 $452,000 $2,833,000 14% $2,285,000 130%
6/30/08 6/30/10 $3,285,000 $855,812 $2,429,188 26% $2,203,000 110%
6/30/10 6/30/11 $2,079,560 $1,359,887 $719,673 65% $2,156,000 33%
6/30/10 6/30/12 $2,079,560 $1,452,801 $626,759 70% $2,156,000 29%
24
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Ironhouse Sanitary District
Oakley, Califomnia

We have audited the financial statements of the business-type activities of lIronhouse Sanitary District, as of and for
the year ended June 30, 2012, which comprise Ironhouse Sanitary District's basic financial statements and have
issued our report thereon dated October 26, 2012. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America, the State Controller's Minimum Auditing Requirements for
California Special Districts and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Intemal Control Over Financial Reporting

In planning and performing our audit, we considered lronhouse Sanitary District's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on the financial
statements, but not for the purposes of expressing an opinion on the effectiveness of Ironhouse Sanitary District's
internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of ironhouse
Sanitary District's internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis.

Our consideration of intemal control over financial reporting was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in intemal control over financial reporting
that might be deficiencies, significant deficiencies, or material weaknesses. We did not identify any deficiencies in
internal control over financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Ironhouse Sanitary District’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts,
and grant agreements, 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 or other matters that are required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of the Board of Directors and management and is not
intended to be and should not be used by anyone other than these parties.

M AL CPAs

Sacramento, California
October 26, 2012

SacramenTo Ofrice ® 2515 Venture Oaxs Way, Sute 135 © SacramiNTo, CA 95833 @ 0. 916.929.0540 o r. 916.929.0541

WWW.MUNCPAS.COM

i MANN « URRUTIA « NELSON CPAs & ASSOCIATES, LLP
MUN CPAs GLENDALE o ROSEVILLE * SACRAMENTO e SOUTH LAKE TAHOE ¢ KAUAI, HAWAII



MANN « URRUTIA « NELSON CPAs & ASSOCIATES, LLP
MUN CPAs GLENDALE o ROSEVILLE ® SACRAMENTO e SOUTH LAKE TAHOE o KAUAI, HAWAII

October 26, 2012

To the Board of Directors
Ironhouse Sanitary District

We have audited the financial statements of the business-type activities of Ironhouse Sanitary District for the year
ended June 30, 2012. Professional standards require that we provide you with information about our
responsibilities under generally accepted auditing standards, as well as certain information related to the planned
scope and timing of our audit. We have communicated such information in our letter to you dated May 4, 2012.
Professional standards also require that we communicate to you the following information related to our audit.

Significant Audit Findings
Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by Ironhouse Sanitary District are described in Note 1 to the financial statements. No
new accounting policies were adopted and the application of existing policies was not changed during the year
ending June 30, 2012. We noted no transactions entered into by the governmental unit during the year for which
there is a lack of authoritative guidance or consensus. All significant transactions have been recognized in the
financial statements in the proper period.

Accounting estimates are an integral part of the financial statements prepared by management and are based on
management’s knowledge and experience about past and current events and assumptions about future events.
Certain accounting estimates are particularly sensitive because of their significance to the financial statements
and because of the possibility that future events affecting them may differ significantly from those expected. The
most sensitive estimate affecting the District's financial statements was:

Management’s estimate of the depreciation is based on useful life. We evaluated the key factors
and assumptions used to develop the depreciation in determining that it is reasonable in relation
to the financial statements taken as a whole.

The financial statement disclosures are neutral, consistent, and clear.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and completing our audit.
Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified during the audit,
other than those that are clearly trivial, and communicate them to the appropriate level of management.
Management has corrected all such misstatements. In addition, none of the misstatements detected as a result of
audit procedures and corrected by management were material, either individually or in the aggregate, to each
opinion unit’s financial statements taken as a whole.

Disagreements with Management

For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing
matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the
auditor’s report. We are pleased to report that no such disagreements arose during the course of our audit.

Management Representations

We have requested certain representations from management that are included in the management
representation letter dated October 26, 2012.
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Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting matters,
similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an accounting
principle to the governmental unit's financial statements or a determination of the type of auditor's opinion that
may be expressed on those statements, our professional standards require the consulting accountant to check
with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the governmental unit's auditors. However, these
discussions occurred in the normal course of our professional relationship and our responses were not a condition
to our retention.

Other Matters

With respect to the supplementary information accompanying the financial statements, we made certain inquiries
of management and evaluated the form, content, and methods of preparing the information to determine that the
information complies with accounting principles generally accepted in the United States of America, the method of
preparing it has not changed from the prior period, and the information is appropriate and complete in relation to
our audit of the financial statements. We compared and reconciled the supplementary information to the
underlying accounting records used to prepare the financial statements or to the financial statements themselves.

This information is intended solely for the use of the Board of Directors and management of Ironhouse Sanitary
District and is not intended to be, and should not be, used by anyone other than these specified parties.

Very truly yours,

P2 )PP

Mann, Urrutia, Nelson, CPAs and Associates, LLP



