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INDEPENDENT AUDITOR'S REPORT

Board of Directors
Coachella SanitaryDistrict
Coachella, California

We have audited the accompanying basic fmancial statements of the Coachella Sanitary District (a
component unit of the City of Coachella),as of and for the year ended June 30, 2005,as listed in the
table of contents. These financial statements are the responsibility of the management of the
Coachella Sanitary District. Our responsibilityis to expressan opinion on thesefinancial statements
based on our audit. The prior year summarized comparative information has been derived from the
District's 2004 fmancial statements and, in our report dated December 15, 2004 we expressed an
unqualifiedopinion on those financialstatements.

We conducted our audit 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, evidencesupportingthe amounts and disclosuresin the fmancial
statements. An audit also includes assessingthe accountingprinciplesused and significantestimates
made by management, as well as evaluatingthe overall financialstatement presentation. We believe
that our audit providesa reasonablebasis for our opinion.

In our opinion, the fmancial statements referred to above present fairly, in all material respects, the
fmancial position of Coachella Sanitary District as of June 30,2005, and the changesin its financial
position and its cash flows for the year then ended in conformity with accounting principles
generallyacceptedin the United Statesof America.

The Management's Discussion and Analysis is not a required part of the basic fmancial statements,
but is supplementary information required by the accounting principles generally accepted in the
United States of America. We have applied certain limited procedures, which consistedprincipally
of inquiriesof management regarding the methods of measurementand presentation of the required
supplementary information. However, we did not audit the information and expressno opinion on
it.

December 23, 2005

MEMBER
California Society of

Certified Public Accountants

MEMBER
American Institute of

Certified Public Accountants



MANAGEMENT'S DISCUSSION AND ANALYSIS

Our discussionand analysis of the Coachella Sanitary District's (District) fmancial performancefor
the fiscal year ended June 30, 2005 provides a comparison of current year to prior year ending
results based on the District's fmancial statements, an analysis on the District's overall financial
position and results of operations. This is provided to assist readers in evaluating the District's
financialposition and significantchangesthat occurred during the year. In addition, it describesthe
activitiesthat occurredduring the year affectingthe District's capital assets and long-term debt. We
finish our discussion and analysis with a description of currently known facts, decisions, and
conditions that are expected to have a significant effect on the financial position or results of
operations. Please read it in conjunctionwith the CoachellaSanitaryDistrict's financial statements.

FINANCIAL mGHLIGHTS

. The CoachellaSanitaryDistrict's net assets increased$3.6 million, or 59.7 percent.

. During the year, the District had revenues of $6.34 million and expenses of $2.84 million.
Revenuesexceededexpensesas reportedby the Districtby $3.5million for the fiscalyear.

. The District's revenues increased $2.54 million, or 66.8 percent from the prior year, while
expensesincreased$.32million,or 12.6percent.

USING TillS ANNUAL REPORT

This annual report consistsof a seriesof financial statements, notes to the fmancial statements, the
Statement of Net Assets and the Statement of Activities. The Statement of Net Assets and
Statementof Activities(on pages3 and 4) provide informationabout the activitiesof the District as a
whole and present a long-termview of the District's finances.

REPORTING THE DISTRICT AS A WHOLE

The Statement of Net Assets and the Statement of Activities:

Our analysis of the District as a whole begins on page 3 (Table 1)beginning with The Statementof
Net Assets. The Statement of Net Assetspresents information on the districts assets and liabilities,
with the differencebetween the two reported as net assets. Over time, increasesor decreasesin net
assets may serve as a useful indicator of whether the financialposition of the district is improvingor
deteriorating.

The Statement of Activities (Table 2) presents information showing how the District's assets
changed duringthe most recent fiscalyear 2004-05.
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REPORTING THE DISTRICT'S FINANCIAL STATEMENTS

District Financial Statements:

The Coachella Sanitary District operates as a utility enterprise fund and presents its basic fmancial
statements using the economicresourcesmeasurementfocus and the full accrual basis of accounting
which is similar to the accounting used by most private-sectorcompanies. Under the accrual basis
of accounting all current year revenues and expensesare accounted for regardless of when cash is
receivedor paid.

District revenues are principally supported by taxes and user fees for services that are intended to
recoverall or a significantportion of their costs. The City of Coachella is financiallyaccountablefor
the District; howeverthe City reports its financialinformationseparatelyfrom the District.

The District's fmancial statements are comprised of two main components: The basic fmancial
statements and the notes to the fmancial statements. These financial statements are designed to
provide readers with a broad overview of the District's fmances in a manner similar to a private-
sector business.

THE DISTRICT AS A WHOLE

The District's net assets increased over the prior year $3.65 million from $6.10 million to $9.75
million. Our analysisbelow focuseson both the net assets (Table I) and changes in net assets (Table
2) of the District's activities.

The District's Net Assets are made-up of three components: Investment in Capital Assets, Net of
Related Debt, RestrictedNet Assetsand UnrestrictedNet Assets. Unrestricted Net Assets, the part
of net assets that can be used to finance day-to-day operations, decreased from $.57 million to
$(3.68)million, or (743.9)percent.
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Table 1
Net Assets

Percentage
Change

FY2004-05 FY2oo3-04 FY04 - FY05

Cummt and other assets $ 3,387,664 $ 1,609,128 110.5%

Capital assets 14,809,887 8,260,282 79.3%
Total assets 18,197,551 9,869,410 17.8%

Long-tenn debt outstanding 5,259,900 3,060,184 71.<)010

Other liabilities 3,186,816 703,555 353.0%
Total liabilities 8,446,716 3,763,739 5.8%

Net assets:

Invested in capital assets, net of
related debt 11,079,915 5,100,098 II 7.2%

Restricted 2,355,128 432,605 444.4%
Unrestricted (3,684,208) 572,968 -743.0%

-
Total net assets $ 9,750,835 $ 6,105,671 59.7%



Total assets increased by $8.3 million primarily due to the increase in capital assets. During the
same period total liabilities increasedby $4.69million, the majority of the increase was due to the
issuingof new debt.

Table2
Changes in Net Assets

FY2004-05 FY2003-04

Percentage
Change

FY04-FY05

Revenues:

Operating revenues:
Charges for services $
Connection fees
Other Income

Non-Operating Revenues
Taxes
Interest
Transfers In

Total revenues

Expenses:
Operating expenses
Other expenses

Non-Operating Expenses
Interest expense
Transfers Out

Total expenses

INCREASE (DECREASE) IN Nfl
ASSETS $

Total revenues increased from $3.8 million to $6.34 million, a 66.8 percent increase (see table 2).
The major factor that contributed to the increase was the increase in connection fees, charge for
servicesand transfersin from reimbursementof certain expenses.

The followingschedulerepresentsthe net cost of providingservices:
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2,329,473 $ 2,057,923 13%
2,084,738 1,640,099 27%

126,774 36,709 245%

37,635 44,245 -15%
24,537 20,776 18%

1,734,260 - 100010

6,337,417 3,799,752 66.8%

2,237,757 2,113,201 5.9%
323,448 165,034 96.0%

274,776 241,444 13.8%
0.0%

2,835,981 2,519,679 12.6%

3,501,436 $ 1,280,073 173.5%



THE DISTRICT'S FUNDS

Budgetary Highlights

During the year, with the recommendation from the District's staff, the District's Board revised the
District budget several times. Adjustments were made on a monthly basis as the District's staff
requested additional appropriations to cover the cost of projects that either had change orders for
additional work, or the estimated cost at the beginning of the project was under-estimated.At mid-
year, adjustments were made as department heads requested increases or decreases to their budgets
to maintain their current level of services. At year-end, budgets were adjusted for unanticipated
expenditures. The District's Board approves all adjustments that either increase or decrease
appropriations.

Formal budgetary integrationis employedas a managementcontrol deviceduring the year.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

At the end of 2005, the District had $14.8 million (net of accumulated depreciation) invested in a
broad range of capital assets, including land, buildings and improvements, machinery and
equipment, and construction in progress (See Table 4). This amount represents a net increase
(includingadditions and deductions)of $6.55million,or 79.3percent over last year.
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Table 3

Net (Expense) Revenue

FY 2004-05 FY 2003-04

General revenue $ 6,337,417 $ 3,799,752

Operating expenses (2,561,205) (2,278,235)

Interest on long-term debt (274,776) (241,444)

Total net cost $ 3,501,436 $ 1,280,073



Table 4
Capital Assets at Year-End

(Net of Accumulated Depreciation)

This year increasesin capital assetspertained to the installationof a sewer trunk line, designof sewer
treatment plant, and aeration upgrades.

Debt

At year-end, the District had $5.36 million in outstanding debt which is an increase of 69.8 percent
over last year.

Table 5

Outstanding Debt at Year-End

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS

In preparing the 2005-2006 budget, management looked at several economic factors such as
increased labor cost's and employee benefits, increased energy costs and increased professional
monitoring and testing fees. In addition, the District is in the fmal stagesof a serviceand connection
fee study.
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Percentage
Change

FY 2004-05 FY 2003-04 FY04-FY05

Land $ 334,001 $ 334,001 0.0%

Buildings & improvements 4,468,316 4,566,369 -2.1%

Equipment 2,912,981 3,016,762 -3.4%

Construction-in-progress 7,094,589 343,150 1967.5%

Total capital assets $ 14,809,887 $ 8,260,282 79.3%

Percentage
Change

FY 2004-05 FY 2003-04 FY 04-FY 05

Certificates of participation $ - $ 3,340,000 -100.0%

Revenuerefundingbonds 5,725,000 - 100.0%
discount
on refunding (258,053) (179,816) 43.5%

Unamortizedbonddiscount (102,047) - 100.0%
Total outstanding debt $ 5,364,900 $ 3,160,184 69.8%



-. ..- . ... - ... . _ . _ _ _ h

As the District continues to grow with new residentialand commercialdevelopment, the demand for
increased levelsof serviceswill grow accordingly. To meet this demand the District has committed
to a $24million treatment plant expansion.

The District's conservative approach has provided a high level of service. During the 2005-2006
fiscalyear the Districtwill continue its commitment to provide a high levelof customer service.

CONTACTING THE DISTRICT'S FINANCIAL MANAGEMENT

This fmancial report is designed to provide our citizens, taxpayers, customers, and investors and
creditors with a general overviewof the District's fmances and to show the District's accountability
for the money it receives. If you have questions about this report or need additional fmancial
information, contact the City's Finance Department, at the City of Coachella, 1515 6thStreet,
CoachellaCA, 92236.
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BASIC FINANCIAL STATEMENTS
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COACHELLA SANITARYDISTRICT

BalanceSheet

For the year ended June 30, 2005with comparativetotals
for the year ended June 30, 2004

ASSETS 2005 2004
Current Assets:

Cash and investments (Note B) $ 14,590 $ 1,025,973
Accounts receivable (Net of allowance for

uncollectible of $6,481) 500,534 52,823
Prepaid expenses 166,290
Interest receivable 53 31397

Total Current Assets 681,467 1,082,193

Restricted Assets:
Cash and investments:

Revenue bond reserve account (Note B) 2,382,801 432,605
PERS reserve 73,833 73,833

Total Restricted Assets 2,456,634 506,438

Deferred Charges 249,563 20,497

Property, Plant and Equipment, at cost: (Note C)
Land 334,001 334,001
Buildings 481,913 481,913
Improvements other than buildings 6,979,013 6,979,013
Machinery and equipment 5,173,045 5,168,575
Construction-in-progress 7,094,589 343,150

Total Property, Plant and Equipment 20,062,561 13,306,652

Less: Accumulated Depreciation (5,252,674) (5,046,370t

Net Property, Plant and Equipment 14,809 ,887 8,260,282

Total Assets $ 18,197,551 $ 9,869,410



See accompanyingnotes to the basic fmancialstatements.
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LIABILITIES 2005 2004

Current Liabilities (payable from current assets):
Accounts payable $ 45,387 $ 414,469
Accrued payroll 11,337

Compensated absences payable 88,077 129,821
Current portion of certificates of participation

payable (Note D) 105,000 100,000
Total Current Liabilities (payable from

current assets) 249,801 644,290

Current Liabilities (payable from restricted
cash and investments):

Accrued interest payable 60,216 59,265
Due to other funds 2,876,799

Total Current Liabilities (payable from
restricted assets) 2,937,015 59,265

Long Term Liabilities:

Revenue refunding bonds (Note D) 5,364,900 3,160,184
Less: Current portion (105,000) (100,000)

Total Long Term Liabilities 5,259,900 3,060,184

Total Liabilities 8,446,716 3,763,739

NET ASSETS

Invested in capital assets, net of related debt 11,079,915 5,100,098
Restricted:

Capital projects 2,000,000
Debt Service 355,128 432,605

Unrestricted (3,684,208) 572,968

Total Net Assets, end of year $ 9,750,835 $ 6,105,671



COACHELLA SANITARY DISTRICT

Statement of Revenues, Expenses and
Changes in Net Assets

For The Year Ended June 30,2005 with comparative total
for the year ended June 30,2004.

2005 2004
OperatingRevenues:

Charges for services $ 2,329,473 $ 2,057,923
Connectioncharges 2,084,738 1,640,099
Other 126,774 36,709

TOTAL OPERATINGREVENUES 4,540,985 3,734,731

OperatingExpenses:
Salariesand benefits 734,068 509,449
Administrativecosts 56,477 29,673
Professional services 658,077 656,605
Materialsand supplies 126,766 81,323
Repairsand maintenance 8,516 71,195
Equipmentrental 12,120 37,708
Utilities 307,518 267,368
Insurance - 41,107
General office 14,189 13,163
Depreciation and amortization 320,026 405,610
Other 323,448 165,034

TOTAL OPERATING EXPENSES 2,561,205 2,278,235

OPERATING INCOME 1,979,780 1,456,496

Non-Operating Revenues (Expenses):
Taxes 37,635 44,245
Interest revenue 24,537 20,776
Interest expense and fiscal charges (274,776) (241,444)

TOTAL NON-OPERATING REVENUES
(EXPENSE) (212,604) (176,423)

Income (Loss) Before Transfers 1,767,176 1,280,073

Transfers In 1,734,260

Change in Net Assets 3,501,436 1,280,073

Net Assets, beginning of year as restated (Note G) 6,249,399 4&25,598

Net Assets, end of year $ 9,750,835 $ 6,105671---------L

See accompanying notes to the basic financial statements.
10



See accompanyingnotes to the basic financialstatements.
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COACHELLA SANITARY DISTRICT

Statement of Cash Flows

For the Year Ended June 30, 2005 with comparative totals
for the year ended June 30, 2004.

2005 2004

Increase (decrease) in cash and cash equivalents:

Cash flows from operations:
Receipts from customers $ 6,973,417 $ 3,737,925
Payments to suppliers (2,761,676) (1,610,739)

Net cash Provided by Operating Activities 4,211,741 2,127,186

Cash flows from noncapital fmancingactivities:
Taxes 37,635 44,245
Transfers in 1,734,260

Net cash provided by noncapital fmancingactivities 1,771,895 44,245

Cash flows from capital and related fmancingactivities:
Purchase of equipment (4,470)
Payment for construction in progress (6,751,439)
Payment for improvements other than buildings - (3,052,348)
Proceeds from issuance of long term debt 5,358,207
Principal paid on long-term debt (3,340,000) (95,000)
Interest paid on long term debt (266,858) (241,444)
Premium paid on retirement of refunded debt (64,800)

Net cash provided by capital and related
fmancingactivities (5,069,360) (3,388,792)

Cash flows from investing activities:
Interest on investments 24,537 20,776

Net cash provided by investing activities 24,537 20,776

Net increase (decrease) in cash and cash equivalents 938,813 (1,196,585)

Cash and cash equivalents, beginningof year 1,458,578 2,655,163

Cash and cash equivalents, end of year 2,397,391 1,458,578

ClassifiedAs:
Current Assets 14,590 1,025,973
Restricted Assets 2,382,801 432,605

Totals $ 2,397,391 $ 1,458,578



See accompanyingnotes to the basic financialstatements.
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COACHELLA SANITARYDISTRICT

Statementof Cash Flows

For the Year Ended June 30, 2005with comparativetotals
for the year ended June 30,2004.

(Continued)

2005 2004

Reconciliation of Operating Income to
Net Cash Provided by Operations:

Operating income $ 1,979,780 $ 1,456,496

Adjustments not affecting cash:
Depreciation and amortization 320,026 405,610

Prior year adjustments 44,330

Change in assets and liabilities:
(Increase) decrease in accounts receivable (447,711) 3,194

(Increase) decrease in interest receivable 3,344 3,722

(Increase) decrease in prepaid expenses (166,290)
Increase (decrease) in accounts payable (369,082) 280,904

Increase (decrease) in accrued payroll 11,337 (4,944)

Increase (decrease) in compoabsences payable (41,744) (16,335)
Increase (decrease) in interest payable 951 (1,461)
Increase (decrease) due to other funds 2,876,799

Total Adjustments 2,231,960 670,690

Net cash provided by operations $ 4,211,740 $ 2,127,186



NOTES TO BASIC FINANCIAL STATEMENTS



COACHELLA SANITARYDISTRICT

NOTES TO FINANCIAL STATEMENTS

June 30, 2005

A. SUMMARYOF SIGNIFICANT ACCOUNTING POLICIES:

Nature of Organization

The Coachella Sanitary District's (the "District") General Fund is classified as an Enterprise
Fund in the City of Coachella's (the "City") general purpose fmancial statements. The City's
council membersserveas the Board of Directors for the District.

An EnterpriseFund is used to account for operations that are financed and operated in a manner
similar to a private business enterprise where the intent is that the costs of providing goods or
services to the general public on an accounting basis are recovered primarily through user
charges.

Basis of Accounting

On July 1, 2002, the District adopted the provisions of GASB Statement No. 34 ("Statement
34") of the Governmental Accounting Standards Board, "Basic Financial Statements - and
Management's Discussion and Analysis - For State and Local Governments". Statement 34
established standards for external financial reporting for all state and local government entities
which includesa balance sheet, a statement of revenues, expensesand changes in net assetsand
a statement of cash flows. It requires the classificationof net assets into three components
investedin capital assets,net of related debt; restricted;and unrestricted.

The District's basic fmancial statements are presented on the full accrual basis of accounting
and conform to accounting principlesgenerallyaccepted in the United States of America. The
District has elected under GASB Statement No. 20, Accounting and Financial Reporting for
Proprietary Funds and Other GovernmentalActivitiesThat Use Proprietary Fund Accounting,
to apply all applicableGASBPronouncements as well as any applicablepronouncements of the
Financial Accounting Standards Board, the Accounting Principles Board, or any Accounting
Research Bulletins issued on or before November 30, 1989, unless these pronouncements
conflictwith or contradictGASB pronouncements.

The accounts of the District are organized on the basis of proprietary fund type, specificallyan
enterprisefund. The activitiesof this fund are accounted for with a separate set of self-balancing
accounts that comprise the District's assets, liabilities, net assets, revenues and expenses.
Enterprise Funds account for activities(i) that are financedwith debt that is secured solelyby a
pledge of the net revenues from feesand chargesof the activity;or (ii) that are requiredby laws
or regulations that the activity's costs of providing services, including capital costs (such as
depreciation or debt service),be recovered with fees and charges, rather than with taxes or
similar revenues; or (iii) that the pricing policies of the activity establish fees and charges
designedto recover its costs, includingcapital costs(such as depreciation or debt service).

The accounting and fmancial reporting treatment applied to the District is determined by its
measurement focus. The transactions of the District are accounted for on a flow of economic
resources measurement focus. With this measurement focus, all assets and all liabilities
associatedwith the operationsare includedon the statementsof net assets. Net assets(i.e. total

13



COACHELLA SANITARYDISTRICT

NOTES TO FINANCIAL STATEMENTS

June 30, 2005

assets net of total liabilities)are segregatedinto; invested in capital assets, net of related debt;
restricted for debt service;and unrestrictedcomponents.

Management of the Districthas made certainestimatesand assumptionsrelating to the reporting
of assets and liabilities and revenues and expenses to prepare these fmancial statements in
conformity with generallyaccepted accounting principles. Actual results may differ from those
estimates.

Cash and Investments

Effective July 1, 1997, the District adopted the provisions of Governmental Accounting
Standards Board (GASB) Statement No. 31, "Accounting and Financial Reporting for Certain
Investments and External Pools", which require governmental entities to report certain
investmentsat fair value in the balance sheet and recognizethe correspondingchange in the fair
value of investments in the year in which the change occurred. In accordance with GASB
Statement No. 31, the District has stated certain investmentsat fair value. The District adopted
a revised investmentpolicyon July 9,2003. This policy allowsthe District to investmentsurplus
monies in the State's Local Agency Investment Fund and in obligations of the U.S. Treasury.
The type of investmentcomplieswith state laws.

The District's cash and investments are in short-term highly liquid instruments, with original
maturities of three months or less. For purposes of the statement of cash flows all cash and
investments are considered to be short term and, accordingly, are classifiedas cash and cash
equivalents.

The District's funds are pooled with the City of Coachella cash and investments in order to
generate optimum interest income. The information required by GASB Statement No. 40 is
describedin the notes the Financial Statements.

Inventories

Inventories are recorded as expenses when the items are purchased. The District does not
maintain material inventory levelsto warrant recording the inventorieson the District's balance
sheet.

Capital Assets

The cost of additions to the utility plant and major replacements of retired units of property is
capitalized. The District defines capital assetsas assets with an initial, individual cost of more
than $5,000. Cost includesdirect labor, outsideservices,materials and transportation, employee
fringebenefits, overhead, and intereston funds borrowed to finance construction. The cost and
accumulated depreciation of property sold or retired is deducted from capital assets, and any
profit or loss resultingfrom the disposalis creditedor charged in the non-operatingsectionof the

14



COACHELLA SANITARYDISTRICT

NOTES TO FINANCIAL STATEMENTS

June 30,2005

A. SUMMARYOF SIGNIFICANT ACCOUNTING POLICIES: (Continued)

statements of revenues, expenses and changes in net assets. The cost of current repairs,
maintenance, and minor replacementsis charged to expense. Construction-in-progressprimarily
relates to ongoingprojectsthat have not been placed into serviceat year end.

Depreciation has been provided over estimated useful lives of the assets using the straight-line
method. The estimated useful livesare as follows:

Building
Machinery
Officeequipment
Sewerimprovements

45 years
5-30years
5-10years

45-65years

Long-Term Debt and Costs

Long-term debt is reported at face value, net of applicable discounts and deferred loss on
refunding. Costs related to the issuanceof debt are deferred and amortized over the lives of the
various debt issues. Losses occurring from advance refunding of debt are deferred and
amortized as interest expense over the remaining life of the old bonds, or the life of the new
bonds, whicheveris shorter.

Operating Revenues and Expenses

Operating revenues and expensesconsist of those revenuesthat result from the ongoingprincipal
operations of the District. Operating revenues consist primarily of charges for services. Non-
operating revenues and expenses consist of those revenues and expenses that are related to
fmancing and investingtype of activitiesand result from non-exchangetransactions or ancillary
activities. When an expense is incurred for purposes for which there are both restricted and
unrestrictednet assetsavailable, it is the District's policy to applythose expensesto restrictednet
assets to the extent such are availableand then to unrestrictednet assets.

Compensated Absences Payable

The District accounts for compensated absences which reflect a liability for vacation, sick pay
and other benefitsdue to employees. Unpaid compensation absencesare recorded as a liability
as the vestedbenefitsto the employeeaccrue.

Allowance for Doubtful Accounts

The District charges doubtful accounts arising from sanitary receivables to bad debts expense
when it is probablethat the accountswillbe uncollectible.
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COACHELLA SANITARYDISTRICT

NOTES TO FINANCIAL STATEMENTS

June 30, 2005

Net Assets

Net assetscomprisethe various net earningsfrom operatingincome, non-operatingrevenuesand
expenses,and capital contributions. Net assetsare classifiedin the followingthree components:

Invested in capital assets, net of related debt - This component of net assets consists of capital
assets, net of accumulated depreciation and reduced by the outstanding balances of any bonds,
mortgages, notes or other borrowings that are attributable to the acquisition, construction or
improvement of those assets. If there are significantunspent related debt proceeds at year-end,
the portion of the debt attributable to the unspent proceeds is not included in the calculation of
invested in capital assets, net of related debt. Rather, that portion of the debt is included in the
same net assetscomponent as the unspent proceeds.

Restricted - This component of net assets consistsof constraints imposed by creditors (such as
through debt covenants), grantors, contributors,or laws or regulations of other governments or
constraints imposedby law through constitutionalprovisionsor enabling legislation.

Unrestricted net assets - This component of net assetsconsistsof net assets that do not meet the
definitionof "restricted" or "investedin capitalassets,net of related debt."

B. CASH AND INVESTMENTS:

Cash and investments reported in the accompanying fmancial statements consisted of the
followingat June 30, 2005:

Cash and investments, at fair value
Unrestricted

Cash and investments
Restricted

Bond cash reserves

Total cash and investments at fair value

Cash and investments as of June 30, 2005 consist of the following:

Deposits with governmental agencies
Investments

$ 7,420
2,389,971

Total cash and investments at fair value $ 2,397,391
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$ 14,590

2,382,801

$ 2,397,391



COACHELLA SANITARY DISTRICT

NOTES TO FINANCIAL STATEMENTS

June 30, 2005

B. CASH AND INVESTMENTS(CONTINUED):

Investments Authorized by the District's Investment Policy

The table below identifiesthe investment types that are authorized by the District's investment
policy. This table does not address investmentsof debt proceeds held by the bond trustee that
are governed by the provisions of debt agreements of the District, rather than the general
provisionof the District's investmentpolicy.

*Excluding amounts held by bond trustee that are not subject to California government Code Restrictions.

Investments Authorized by debt Agreements

Investments 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 table below identifiesthe investment types that are authorized
for investmentsheldby the bond trustee.

Authorized
Investment Type

Maximum

Maturity

Maximum

Percentage
Portfolio

Maximum
Investment

in One Issuer

Money Market Mutual Funds N/A None None

Interest Rate Risk

Interest rate risk is the riskthat changesin market interestrates will adverselyaffectthe 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 interestrates. One of the ways that the District managesits
exposure to interest rate risk is by purchasing a combination of shorter term and longer term
investments and by timing cash flows from maturities so that a portion of the portfolio is
maturing or comingcloseto maturity evenlyover time as necessaryto provide the cash flowand
liquidityneeded for operations.
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Maximum Maximum
Authorized Maximum Percentage Investment

Investment T Maturity Portfolio in One Issuer

Demand deposits N/A None None

Certificates of deposit N/A 30% $ 99,000
Money market funds N/A 10% $ 2 Million

Local Agency Investment Fund N/A $ 30 Million $ 30 Million



COACHELLA SANITARY DISTRICT

NOTES TO FINANCIAL STATEMENTS

June 30,2005

B. CASH AND INVESTMENTS(CONTINUED):

Investment Type

Local Agency Investment Fund (LAIF)
Certificates of deposit
Held by bond trustee:

Money market funds

Investments with Fair Values Highly Sensitive to Interest Rate Fluctuation

The District did not have any investments considered to be highly sensitive to interest rate
fluctuationsas of June 30, 2005.

CreditRisk

The District's investmentpolicy, or debt agreementsand the actual rating as of the year-end for
each investmenttype are as follows:

The investment policy of the District contains no limitations on the amount than can be invested
in anyone issuer beyond that stipulated by the California Government Code. Investments in
anyone issuer (other than U.S. Treasury securities, mutual funds, and external investment
pools) that represent 5% or more of the total District's investments are as follows:
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Amount Maturi!! Date

$ 7,170 None
None

2,382,80I Daily

$ 2,39,971

Minimum Exempt Rating as of Year End
Legal From Not

Investment Type Amount Ratine Disclosure AAA AA Rated

Local Agency
Investment Fund (LAIF) $ 7,170 N/A $ - $ - $ - $ 7,170

Certificatesof deposit
held by bond trustee:

Money market funds 2,382,801 A - 2,382,801

$ 2,389,971 $ 2,382,801 $ - $ 7,170-

Concentration of Credit Risk



COACHELLA SANITARYDISTRICT

NOTES TO FINANCIAL STATEMENTS

June 30, 2005

B. CASH AND INVESTMENTS(CONTINUED):

Investment Type Amount Issuer

Money market funds $ 2,382,801 Blackrock Institutional Fund

Custodial Credit Risk.

Deposits are exposed to custodial risks if they are uninsured and uncollateralized. Custodial
credit risk for deposits is the risk that, in the event of the failure of a depository financial
institution, the District 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. Investment securities are
exposed to custodial credit risk if the securitiesare uninsured, are not registeredin the name of
the District and are held by either the counterparty or the counterparty's trust department or
agentbut not in the District's name.

All cash and certificates of deposit are entirely insured or collateralized. The California
Government Code requires California banks and savings and loans associations to secure
District depositsby pledging government securities,which equal at least 110%of the District's
deposits. California law also permits financial institutionsto secure District depositsby pledging
first trust deed mortgage notes in excess of 150% of the District's deposits. Collateral
requirements may be waived for deposits that are fully insured up to $100,000by the Federal
Deposit Insurance Corporation (FDIC).

All of the District's investmentsare held in the name of the District with the District's custodial
Bank or by the District's counterparty's trust department.

Investment in State Investment Pool

The District is a voluntary participant in the Local Agency Investment Fund (LAIF) that is
regulatedby the CaliforniaGovernment Code under the oversightof the Treasurer of the State
of California. The fair value of the District's investment in this pool is reported in the
accompanying fmancial 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. LAIF invests some of its
portfolio in derivatives.Detailed information on derivative investments held by this pool is not
readily available.
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COACHELLA SANITARYDISTRICT

NOTES TO FINANCIAL STATEMENTS

June 30, 2005

C. CAPITAL ASSETS

Balance
June 30, 2005

$ 334,001
481,913

6,979,013
5,173,045
7,094,589

20,062,561

(5,252,674)

$ 14,809,887

Depreciationexpensein the amount of $206,304is includedas part of the operatingexpenses.

D. LONG-TERM LIABILITIES:

Long-termliabilityactivityfor the year ended June 30, 2005,was as follows:

Beginning
Balance Additions Reductions

Ending
Balance

Amounts
Due Within
One Year
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A summary of changesin capital assetsat June 30, 2005is as follows:
Balance

JulY..12004 Additions Retirements

Land $ 334,001 $ - $
Buildings 481,913
Improvements other

than buildings 6,979,013
Machinery and equipment 5,168,575 4,470
Construction-in-progress 343,150 6,751,439

Total 13,306,652 6,755,909

Accumulated depreciation (5,046,370) (206,304)

Capital asests, net $ 8,260,282 $ 6,549,605 $

Certificateof participation $ 3,340,000 $ - $ (3,340,000) $ - $
Revenue refundingbonds - 5,725,000 - 5,725,000 105,000

3,340,000 5,725,000 (3,340,000) 5,725,000 105,000

Less:unamortized deferred
amount on refunding (179,816) (85,297) 7,060 (258,053)

Less:unamortizedbond discount - (102,904) 857 (102,047)

Total Long-TermLiabilities $ 3,160,184 $ 5,536,79 $ (3,332,083) $ 5,364,900 $ 105,000



COACHELLA SANITARYDISTRICT

NOTES TO FINANCIAL STATEMENTS

June 30, 2005

D. LONG-TERM LIABILITIES(CONTINUED):

On March 30, 2005; the Sanitary District issued $5,725,000in revenue refunding bonds, series
2005A with an average interest rate of 4.20% for the early refunding of $3,340,000 of
outstanding 1995revenue certificatesof participationwith an average interest rate of 7.08%.The
carrying amount of the 2005A bonds reflected on the balance sheet as of June 30, 2005, is
comprisedas follows:

Revenue refunding bonds at June 30,2005

Less: Unamortized discount on bonds and
deferred amount on refunding

Carrying amount of revenuerefunding bonds

$ 5,725,000

(360,100)

$ 5,364,900

The annual requirements to amortize revenue refunding bonds including principal and interest
payments are as follows:

YearEnding
June 30,

2006
2007
2008
2009
2010

2011-2015
2016-2020
2021-2025
2026-2030
2031-2035

Total principaland interest

Less: Interestpayments

Total principaldue

$ 345,863
351,019
352,869
349,569
351,269

1,756,188
1,757,036
1,760,176
1,760,319
1,757,780

$

10,542,087

(4,817,087)

5,725,000
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COACHELLA SANITARYDISTRICT

NOTES TO FINANCIAL STATEMENTS

June 30, 2005

E. ADVANCE REFUNDING OF DEBT:

On April 1, 2005, the City issued $5.725 million in wastewater revenue refunding bonds with
interest rates rangingbetween 3.00%and 4.50%.The City issuedthe bonds to advance refund of
$3.340 million of the outstanding series of 1995bonds with 6.30% interest rate. The City used
the net proceeds along with other resources to purchase U.S. government securities. These
securities were deposited in an irrevocable trust to provide for all future debt service on the
refunded portion of the 2005seriesof bonds. The outstanding balance of the refundingbonds is
$5,725,000at June 30, 2005.

The advance refunding reduced total debt service payments over the next 20 years by nearly
$4.80million. This results in an economicgain (differencebetween the present valuesof the debt
servicepayments on the old and new debt)of$1.14 million.

F. PRIOR YEAR DEFEASANCE OF DEBT:

On September1, 1995,the Sanitary Districtdefeasedcertain revenue certificatesof participation
by placing the proceeds of new certificates in irrevocable trust to provide for all future debt
servicepayment on the old certificates. Accordingly,the trust account assetsand the liabilityfor
the defeased certificates are not included in the District's financial statements. On June 30,
2005,$795,000in certificatesoutstanding are considereddefeased.

G. RESTATEMENT OF BEGINING NET ASSETS:

During the year ended June 30, 2005, the District made the following adjustments to the
beginningnet assets:

Net assets at beginning of the year $ 6,105,671

To adjust for voided check
To adjust cash with fiscalagent
To adjust accumulated depreciation
To adjust compensated absences liability

1,391
1,195

99,398
41,744

6,249,399Net assets at beginning of the year as restated $

H. PRIOR YEAR SUMMARIZED INFORMATION:

The basic financial statements include certain prior year summarized comparative information
in total but not at the level of detail required for a presentation in conformity with generally
accepted accounting principals. Accordingly, such information should be read in conjunction
with the District's Financial Statements for the year ended June 30, 2004, from which the
summarized information was derived.
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