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GLEMNMN BURDETTE

CERTIFIED PUBLIC ACCOUNMTANMTS

Independent Auditors’ Report

To the Board of Directors of
Mission Hills Community Services District

Report on the Financlal Statements

We have audited the accompanying financial statements of the business-type activities of Mission Hills Community
Services District {the District) as of and for the year ended June 30, 2019, and the related notes to the financial
statements, which collectively comprise the District’s basic financial statements as listed in the table of contents.

IManagement’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepled in the United States of America; this includes the design, implementation,
and maintenance of internal control refevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility .

Our responsibllity 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 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 ahout whether
the financial statements are free from material misstatement.

An audit Involves parforming procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditors’ judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error, In making those risk assessments,
the auditer considers internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion,
An audit also includes evaluating the appropriateness of accounting pelicies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements,
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion,

Opinion

In our opinion, the financial statements referred to abave prasent fairly, in all material respects, the financial position
of the business-type activities of the Mission Hills Community Services District as of June 30, 2019, and the changes in
its net position and its cash flows for the year then ended in accordance with accounting principles generally accepted
in the United States of America.

Other Matters

Required Stpplementary Information

Accounting principles generally accepted in the United States of America requira that the management’s discussion
and analysis be presented to supplement the basic financlal statements. Such information, although not part of the
basic financial statements, is required by the Governmental Accounting Standards Board, who considers it to be an
essential part of financial reperting for placing the basic financial statements in an appropriate operational, econemic,
or historical context. We have applied certain limited procedursas 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’é responses to our inguiries, the haslc financial statements, and other knowledge we obtained during
our audit of the basic financial statements. We do net exprass an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an opinion or
provide any assurance.

Other Information

Our audit was conducted for the purpese of forming opinions on the financial statemants that collectively comprise
the Missien Hills Community Services District’s basic financial statements, The schedule of directors is presented for
purposes of additional analysis and is not a required part of the basic financial statements. The schedule of directors
has not been subjected to the auditing procedures applied in the audit of the basic financial statements and,
accordingly, we do not express an apinion or provide any assurance on them.

Other Reporting Required by Government Auditing Standurds

In accordance with Government Auditing Standards, we have also issued our report dated December 19, 2019, on our
cansideration of the District’s intarnal control over financial reperting and on our tests of its compliance with certain
pravisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results of that
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testing, and not to previde an opinion on the internal control over financial reporting or on compliance. That report is
an Integral part of an audit performed in accordance with Government Auditing Standords In considering Mission Hills
Community Services District’s internal control over financial reporting and compliance.

6 LENM BU?W‘T’Y& ﬂTfﬂT Ci}fﬁﬁdq,rnﬂ

Glenn Burdette Attest Corporation
San Luis Obispo, California

December 19, 2019



Mission Hills Community Services District
Management’s Discussion and Analysis
For the Fiscal Year Ended June 30, 2019

Our Management’s Discussion and Analysis of the Mission Hills Community Services District’s financial performance
provides an overview of the District’s financial activities for the year ended June 30, 2019. It should be considered in

conjunction with the information within the body of the audited financial statements.

Mission Statement

The Mission Hills Community Services District is committed to providing the residents within the District reliable, high
quality water and wastewater services in an efficient, cost-effective and environmentally safe manner.

Basic Financial Statements

The basic financial statements provide readers with a broad overview of the District’s finances, comhbining the water,
sewer, and street sweeping enterprise fund data.
The District’s financial statements include four compeonents:

e Statement of Net Position
# Statement of Revenues, Expenses and Changeas in Net Position
s Statement of Cash Flows

e Notes io Financial Statements

The Statement of Net Position includes all of the District’s assets and liahilities, with the difference between the two
reported as net position. The Statement of Net Position provides the basis for evaluating the capital structure of the
District and assessing its liquidity and financial flexibility.

The Statement of Revenue, Expenses and Changes in Net Position present information which shows how the District’s
position changed during the year. All of the year's revenues and expenses are recerded when the underlying transaction
occurs, regardless of the timing of the related cash flows. The Statement of Revenue, Expenses and Changes in Net
Position measure the success of the District’'s operations during the year and determine whether the District has
recovered its costs through user feas and other charges,

The Statement of Cash Fiows provides information regarding the District’s cash receipts and cash disbursements during
the year. This statement reports cash activity in three categories:

s Operating
¢ (Capital and Related Financing

s [nvesting
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This statement gifferentiates from the Statement of Revenues, Expenses and Changes In Net Position by only accounting
for transactions that result in cash receipts or cash dishursements.

The basic financial statements can be found on pages 11 to 13,

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

The notes to the financial statements can be found on pages 14 to 22.

Financial Highlights

e Total assets weare 59,545,056 on June 30, 2018,

& Operating revenue was $1,988,865, which consisted of Water Charges, Wastewater Charges, Street Sweeping
Charges and Service Charges.

e Total Expensas were $1,888,042, which consisted primarily of Salaries, Benefits, Depreciation, Government
Charges, Contractual Services, Engineering Services, Operating Expenses, Utilities and Repairs and
iviaintenance.

Basic Financial Analysis

Net Position
Net position may serve over time as a useful indicator of the District’s financiat position. Assets exceeded liabilities by
49,386,315 as of June 30°", 2019,

The largest portion of net position reflect investment in capital assets {.e. land, easements, wells and pumping, mains
and distribution systems, bulldings and Improvements, vehicles, furniture, and equipment). The District uses these

capital assets to provide services to residents; consequently, these assets are net available for future spending.

The next largest portion of net position Is reserved for future spending. This portion includes cash and investments,
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Please see Tahle A below for a current year to previous year comparison of the district’s assets and liabillties.

Table A
Statement of Net Position
June 30, 2019
2019 2018 % Change
Assets:
Current assets S 1,592,099 S 815,540 95.2%
Investments, non-current 1,646,894 2,104,566 -21.7%
Capital assets 6,306,063 6,411,581 -1.6%
Total assets 9,545,056 9,331,687 2.3%
Liabilities:
Current liabilities 157,744 129,789 21.5%
Long-term liabilities 997 5,608 -82.2%
Total liabilities 158,741 135,397 17.2%
Net Position:
Invested in capital assets 6,306,063 6,411,581 -1.6%
Unrestricted 3,080,252 2,784,709 10.6%
Total net position $ 9,385,315 % 9,196,290 2.1%

The following are significant current fiscal year transactions that have an impact on the Statement of Net Position:

s Current assets have increased while non-current assets have decreased due fo District investments
approaching maturity.

s Liahilities increased due to an increase in accounts payable.

e Regular straight-line depreciation for the fiscal year ending June 30", 2019 decreased capital assets by
$335,923.

Revenues, Expenses, and Changes in Net Position

The District’s financial position results from operating activities, investment activities, the acquisition and disposal of
capital assets, and the depreciation of capital assets.
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Please see Tahle B below for a current year to previcus year comparison of the districts revenues, expenses and changes
in net position.

Table B
Statement of Revenues, Expenses and Changes in Net Position
June 30, 2019
2019 2013 % Change
Operating revenues S 1,988,865 § 1,919,677 4%
Nonoperating revenues 89,202 (1,823) -4993%
Total revenues 2,078,067 1,917,854 8%
Depreciation expense 335,923 325,270 3%
Other operating expenses 1,552,119 1,429,089 9%
Total operating expenses 1,888,042 1,754,359 8%
Change in net position 190,025 163,495 16%
Beginning net position 9,196,290 9,032,795 2%
Ending net position § 9,386,315  § 9,196,290 2%

The following are significant current fiscal year transactions that have had an impact on the statement of revenues,
expenses and changes in net position:

+  Water utilities fell below projections for current fiscal year by $37,737, Wastewater utilities exceeded revenue
projections for the current fiscal by 518,859,

¢ Nonoperaiing revenues increased by $91,025 due to an increase in interest income and the fair market value
of Investments.

s Total expensés were $133,683 higher than last fiscal year, and $77,631 lower than projected. The majority of
the unspent budgeted amountis in Salaries & Benefits and was a result of position vacancies and staff turnover.

Economic Outlook

Mission Hills Community Services District (Mission Hills €5D) has incrementally increased revenues beginning with our
2016 Rate Study. The Rate Study included a review and analysis of the water and wastewater enterprise revenue based
on the cost of service principles and industry methods that resulted in fair and equitable rates for water and wastewater
users following the State of California’s Proposition 218 procedures.
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In 2018, Mission Hills CSD retained the professional services of NBS to update our water and wastewater capacity
charges {connection fees) ta reflect the cost of infrastructure needed to serve futura customers. The NBS Study was
completed in February of 2019 and gives the Mission Hills CSD legally defensible connection fees that can help maintain
quality water and wastewater utilities for the propesed future growth while recognizing the District’s commitment not
to harm existing ratepayers.

In combination with our new Rate and Capacity Charge Study, Mission Hills CSO created a Board approved,
comprehensive Capital Improvement Plan. This Capital Improverment Plan (CIP} contains capital projects, equipment
purchases, and significant future rate studies for Mission Hills CSD. The CIP provides a working blueprint for sustaining
and improving the District’s infrastructure. It will also help identify, prioritize, and optimize the financing of capital
projects to align with operations and maintenanca.

Mission Hills CS® works with the State Water Board to help protect water quality in the Lompoc Uplands and Lompoc
Basin. The State Water Board oversees the implementation of programs throughout the state and coordinates its efforts
via Regicnal Water Quality Control Boards. Mission Hills CSD worked cooperatively with our Reglonal Water Quality
Control Board to renew our Waste Discharge Requirements {WDRs). This renawal requires making modifications to our
existing wastewater treatment process, and a portion is included in this year’s Capital improvement Plan and extended
to our five-year draft Operaticns and Maintenance Plan,

Mission Hills CSP is also participating in the Western Management Area Groundwater Sustainability Agency. This Agency
is responsible for implementing the requirements of California’s Sustainable Groundwater Management Act {SGMA).
This District will continue to work with Regional Water Quality Control Board, the Groundwater Sustainablity Agency in
our area, and to participate and support all applicable local and regional efforts that have the potential to influence and
kanefit Mission Hills CSD.

Contacting the District

This financial report is designed to provide the District’s customers and other interested parties with an overview of the
District’s financial operations and financial condition. Questions concerning any of the information in this report or
requests for additional information should be addressed to the General Manager, Mission Hills Community Services
District, 1550 Burten Mesa Boulevard, Lompoc, CA 93436,

10



Mission Hills Community Services District
Statement of Net Position
June 30, 2019

Assets
Current assets:
Cash and cash equivalents
Accounts receivable, net of allowance
Investments
Prepaids and deposits
Total current assets

Property and equipment, net of accumulated depreciation

Other assets:
Investments

Total assets

Liahilities
Current liabilities:
Accounts payable and accrued liabilities
Accrued payroll
Compensated absences
Customer and developer deposits and advances
Total current liabilities

Total liabilities
Net Position
Net Investment in capital assets

Unrestricted

Total net position

The accompanying notes are an integral part of these financial statements.
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§ 1,027,147

49,253
472,170
43,529

1,592,099

6,306,063

1,646,894

9,545,056

64,284
10,961
36,460
47,036
158,741

158,741

6,306,063

3,080,252

S 9,386,315



Misston Hills Community Services District
Statement of Revenues, Expenses and Changes in Net Position
Year Ended June 30, 2019

Operating revenues:

Service charges S 1,944,862
Late charges and other revanue 44,003
Total operating revenues 1,988,865
Operating expenses:
Chemicals 37,411
Contractual services 58,100
Depreciation 335,523
Directors' fees 18,250
Engineering services 61,477
Eguipment rentals 6,729
Government charges 80,585
Insurance 29,648
Mermberships and dues 15,968
Miscellaneous expense 1,142
Office expense 19,468
Operating supplies 10,685
Printing and publications 4,310
Professional services 26,121
Repairs and maintenance 175,925
Research and monitoring 27,352
Safety expense 4,227
Safaries, benefits and payroll taxes 766,291
Travel and meetings 21,242
Utilities 164,735
Vehicle expense 22,449
Total operating expenses 1,888,042
Operating income 100,823
Nonoperating revenues and expenses:
Increase in falr value of investments 11,2591
Investment income, net of fees 85,019
Loss on disposition of property and equipment (7,108)
Total nonoperating revenues and expenses 89,202
Increase In net positicn 180,025
Net position - beginning of year ___9156,230
Net position - end of year $ 9,386,315

The accompanying notes are an integral part of these financial statements.
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Mission Hills Community Services District
Statement of Cash Flows
Year Ended June 30, 2019

Cash flows from operating activities:
Cash received from customers
Cash payments to suppliers for goods and services
Cash payments to employees for services
Net cash provided hy operating activities

Cash flows from capital and related financing activities:
Purchases of property and equipment
Net cash used in capital and financing activities

Cash flows from investing activities:
Preceads from sale of investments
Investment income
Net cash provided hy investing activities

Met increase in cash
Cash and cash equivalents - beginning of year

Cash and cash equivalents - end of year

Reconciliation of operating income to nat cash
provided by operating activities;
Operating incame
Adjustments to reconcile operating Income o net cash
provided by operating activities:
Depreciation
Changes in operating assets and liabilities:
Accounts receivable, net of allowance
Prapaids and deposits
Accounts payable and accrued liabilities
Accrued payroll
Compensated absences
Custamer and developer deposits and advances
Total adjustments

Net cash provided by operating activities
Supplemental disclosures of cash flow information:

Noncash transactions:
Increase in fair value of investments

The accompanying notes are an integral part of these financial statements.
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1,989,804
(766,008)

(770,710}

(237,513)

100,000
85,018

335,923

(3,871)
(3,133)
22,953
82
(4,501)
4,810

9

$

5

453,086

(237,513)

185,019
400,552

626,555

1,027,147

100,823

352,263

453,086

11,291



Mission Hills Community Services District
Motes to Financial Statements
June 30, 2019

Note 1: Nature of Business

The Mission Hills Community Services District (the District) began operations in November of 1979, under the
authorization of Section 61000, et. seq., of the Government Code of the State of California, for the purpose of
providing water and wastewater disposal services. Prior to the formation of the District, these services were provided
by Park Water Company. The District is a political subdivision of the State of California and operates under a Board of
Directors — Manager form of government.

Note 2: Summary of Significant Accounting Policies

Basis of Presentation

For financial reporting purposes, the District is considered a special-purpose government engaged only in business-
type activities. The accompanying financial statements have been prepared using the economic resources
measurement focus and the accrual basis of accounting in accordance with accounting principles generally accepted in
the United States of America as prescribed by the Governmental Accounting Standards Board (GASB). Under the
accrual basis, revenues are recognized when earned and expenses are recognized when incurred.

The principal operating revenues of the District are sewer and water usage charges and other related income. Interest
income is considered non-eperating revenue. When both restricted and unrestricted revenues are available for an
expense, the District’s policy Is to use restricted revanues first, and then unrestricted fees as they are needed,

Budgets and Budgetary Accounting

An znnual budget is adopted by the Board of Directors at the start of each fiscal year. Any changes or revisions to that
budget throughout the year must be approved by the Board of Directors.

Estimates

The preparatien of financiat statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affoect certain reported amounts and
disclosures, Accordingly, actual results could differ from those estimates.

Cash and Cash Equivalents

The District considers all unrestricted highly-liquid investments with an initial maturity of thres manths or less to be

cash equivalents for purposes of the Statement of Cash Flows. Cash equivalents held by brokers at year-end pending
long-term rainvestment are considered investments,

14
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Note 2: Summary of Significant Accounting Policies (Continued)

Investments

Investments are reported at fair value. Marketable securities’ fair values are based on quoted market prices from
independent sources. Short-term investments may consist of equity securities, epen-ended mutual funds, certificates
of deposit and U.S. government and municipal obligations with an original maturity date of cne year or less, and U.S.

government and municipal obligations with a maturity date of one year or less,

Investment income consists of interest and dividends. The amounts are presented net of investrent management
and custodian feas,

Services and Interest Receivable

The District’s accounts receivable is primarily comprised of water, wastewater, and street sweeping fees billed on a
monthly basis. Customer receivables are written off in full when the receivable is deemed uncollactible, The
allowance for uncollectible services is based on prior experience and management’s analysis of possible bad debts, At
June 30, 2019, the allowance for uncoliectible servicas receivable was 50.

Prepaids and Deposits

Payments made to vendors for services that will benefit any period beyond June 30, 2019 are recorded as prepald
expenses or deposits.

Property and Equipment

Depraciation is provided for on a straight-line basis over the estimated useful iives of the assets. The estimated useful
lives of the assets are as follows:

Office furniture and fixtures 5-15 years
Machinery and equipment 2-25 years
Supply distribution system 10-75 years
Building and improvements 10- 40 years
Treatment collection system 10-100 years
Vehicles 7 years

All purchased fixed assets are valued at historical cost. Donated fixed assets were recorded at their estimated net
book value when the District was formed. Other donated fixed assets are valued at their estimated fair value on the
date received. 1f is the policy of the District to capitalize assets that have a unit cost of more than $5,000.

15
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Note 2: Summary of Significant Accounting Policies {Continued)

Net Position

The District’s net position is required to be classified for accounting and reporting purpases into the following nat
position categories:

o Netinvestmentin capital assets includes capital assets net of accumulated depreciation and amortization,
deferred outflows of resources, less the cutstanding principal balances of debt atiributable to the acquisition,
construction, or improvement of those assets.

s Restricted consists of net position which s restricted as to use by the terms and conditlons of agreements
with outside parties, governmental regulations, laws, or other restrictions which the District cannot
unllaterally alter. The District does not have any assets in this category.

e Unrestricted consists of all other categories of net position. Unrestricted may be designated for use by
management of the District. These designations limit the area of operations for which expenditures of net
position may be made and require that unrestricted net position be used to support future operations in
these areas.

The District has adopted a policy of utilizing restricted, expendable funds, when available, prier to unrestricted funds,
Fair Value Measurements

As defined in GASE Statement No. 72, Fair Value Measurement and Application, fair value is the price that would be
raceived to sell an asset or paid to transfer a [fability in an orderly transaction between market participants at the
measurement date. The District uses valuation technigues that are appropriate under the circumstances and for
which sufficient data are available to measure fair vaiue. Valuation techniques maximize the use of relevant
observable inputs and minimize the use of unohservable inputs.

GASB Statement MNo. 72 establishes a hierarchy of inputs to valuation technigues used to measure fair value. That
hierarchy has three levels:

Level 1 — Quoted prices (unadjusted) in active markets for identical assets or liahilities;
Level 2 — Observable inputs, other than Level 1 prices, for the asset or liability, either directly or indiractly;

Level 3 — Unobservable inputs for the asset or liability.

For fiscal year ended June 30, 2019, the application of valuation techniques applied to the District’s financial
statements has been consistent.

16
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Note 2: Summary of Significant Accounting Policies (Continued)

Reclassifications

Certain reclassifications have been made to prior year balances to conform to current year presentation. These
reclassifications had no effect on the Company’s results of operations or financial position.

Naote 3: Cash and Cash Equivalents

Cash and cash equivalents at June 30, 2019, consisted of the following:

Cash in bank $ 724,664
Cash in Local Agency Investment Fund {LAIF} 302,483

s 1,027,147

Custodial Credit Risk-Deposits

Custodial credit risk is the risk that in the event of a bank fallure, the District's deposits may not be returned to it The
District does not have a formal deposit policy for custodial credit risk in addition to the California Government Code
coliateral requirements. Cash balances held in bank are insured up ta $250,000 by the National Credit Union
Association. All deposits hald by financial institutions are fully insured or collateralized with securlties, held by
pledging financial institutions’ trust departments in the District’s name.

The Board has recommended certain restrictions on cash for purposes including capital replacement, emergency and
operating reserves.

Local Agency Investment Fund (LAIF)

The District maintained investments with the State of California Local Agency Investment Fund (LAIF). The LAIF is an
external investment pool sponsorad by the State of California. These pooled funds appraximate fair value. The
administration of the LAIF is provided by the California State Treasurer and regulatory oversight is provided by the
Pooled Monay Investment Board and the Local Investment Advisory Board. State statutes, bond resolutions, and LAIF
investment policy reselutions allow investments in United States government securities, negotiable certificates of
deposit, bankers' acceptances, commercial paper, corporate bonds, bank notes, mortgage loans and notes, other debt
securities, repurchase agreements, raverse repurchase agreements, equity securities, real estate, mutual funds and
other investments. The LAIF's report discloses the required information in accordance with Governmental Accounting
Standards Board Statements No. 3 and 40. Pooled investments are not required to be categorized by risk category.

17
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Note 4: Investments

At lune 30, 2019, investments comprised the following;

Current Noncurrent Total
Corporate bonds S 55,323 5 334,618 $ 389,941
Treasury bends 416,847 1,312,276 1,729,123
Tota! s 472,170 S 1,646,894 § 2,119,064

Investment Policies

The District’s Board of Directors (Board) oversees the management of its investments and establishes investment
policy. The Board has delegated the implementation of the investment policy to staff. The Board advises on
investment guidelines and selection of investment managers. The District prohibits investmentis that jeopardize the
safety of principal concept, while maintaining a market rate of return and providing sufficient liquidity to enable the
District to meet its cash flow requirements,

Investment Risk Factors

Interest Rate Risk:

Interest rate risk is the risk that fixed income securities will decline because of rising interest rates. The District
manages Interest rate risk by maintaihing large coupons with shart durations within its porifolio. This practiceis
utilized to assist the District with a positive total return,

Credit Risk:

Fixed income securities are subject to credit risk, which is the chance that a band issue will fall to pay interest or
principal in a timely manner, or that negative perceptions of the issuer’s ability to make these payments will cause
security prices to decline. The District maintains policies to manage credit risk which include requiring minimum

credit ratings issued by nationally recognized statistical rating organizations, including Standard and Poor’s or Moody’s

Investor Services, for certain investments.

18



Mission Hills Community Services District
Notes to Financial Statements

June 30, 2019

Page 6

Note 4: Investments {Continued)

The weighted average duration and average credit ratings of the District’s fixed income securities held in investments
at lune 30, 2019 were as follows:

Weighted
Average Duration Average
Fair Value {in years) Rating
Corporate bonds 5 389,941 2.1 A
Treasury bonds 1,729,123 1.6 AAA

Tota! S 2,115,064

Concentration of Credit Risk:

Concentration of credit rislc is the risk associated with a lack of diversification, such as having substantial investments
in a few individual issuers; thereby exposing the organization to greater risks resulting from adverse conditions or
developments. GASB requires disclosure of investments in any one individual issuer that represent 5% or more of
total investments, AtJune 30, 2019, the District had no investments that exceeded this threshold.

Custodial Rist:

Custodial risk Is the risk that in the event of the failure of the custodian, the investments may not be returned.
Substantially all of the District’s investments are issued, registered or held in the name of the District by custodian
banks and brokers, as Its agent.

Equity Securities Risk:

Equities are subject to both unsystematic and systematic risk. Unsystematic risk is the risk of a price change due to
the unique circumsiances of a specific security or greup of related securities. Equity securities are alse subject to
systematic risk or market risk. Systematic risk recognizes that equity securities, as an asset class, can change invalue
as a result of such factors as inflation, exchanges rates, political instability, war, economic conditions and interest
rates. This type of risk is not specific to a particular company er industry and cannot be substantially mitigated by
diversification. The District does not have any equity securitles at this time, but is not prohibited by their investment
policy to invest in equity securities.

Investment Fuir Vaiues:

The District categorizes Its falr value measurements within the fair value hierarchy established by generally accepted
accounting principles. The Districts invesiments are all classified in Level 1 of the fair value hierarchy, which valuas
investments at the unadjusted quoted prices for identical assets in active markets that the District has the ability to

alCess.
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Note 5: Property and Equipment ‘

At June 30, 2019, property and equipment consisted of the following:

Balance Decreases/ Balance
June 30, 2018 Increases Transfers June 30, 2019
l.and 5 431,163 $ 193,699 5 5 624,862
Plant and equipment 11,566,383 43,814 {52,173) 11,558,024
11,997,546 237,513 {52,173} 12,182,886
Less accumulated depreciation (5,585,965} {335,923) 45,065 {5,876,823)
Property and equipment, net S 6,411,581  § (98,410) S (7,108) S5 6,305,063

Note 6: Long-Term Liabilities - Compensated Absences

At June 30, 2019, long-term liabilities consisted of the following:

Balance Balance Current
June 30, 2018 Additions Reductions June 30, 2019 Portion
Compensated absences S 35,353 g 44,940 S (43,833) S 36,460 S 35,460

MNote 7: Service Revenues

The operations of the District are primarily funded through the collection of service fees for connection fees, water,
wastewater, and street sweeping services provided for by the District. Revenues earned by type during the year
ended June 30, 2019, were as follows:

Water charges S 1,090,118
Wastewater charges 836,671
Street sweeping charges 18,073
Total g 1,944,862

Note 8: Deferred Compensation Plan

The District is currently participating in an FTJ FundChoice governmental eligible 457 plan administered by Bayhill
Advisors, Inc. effective January 1, 2007. The Mission Hills CSD 457 Plan is a deferred compensation plan and covers all
employees of the District. Employees may elect to contribute a portion of their salary to the plan with no limitations
other than those legally imposad. An employee can also elect to contribute their sacial security taxes in lieu of paying
into social security and the District contributes the employer portion as well. All other District contributions are
discretionary and all contributions are vested 100% immediately. Assets are held separately from the District's funds.

Total District contributions were $35,431 for the year ended lune 30, 2019,
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Note 9: Risk Management

The District Is a mernber of the Association of California Water Agencies Joint Powers Insurance Authority
(ACWA/IPIA), which was organized for the purpose of providing general liabllity, automobile, errors and omission, and
property loss insurance coverage to water agencies. The ACWA/IPIA is financed through premium charges to each
member. The ACWA/IPIA does not meet the reporting entity criteria and is therefore not included in the
accompanying financial statements.

The ACWA/IPIA is administered by a board of directars, consisting of one member of each participating water agency.
In addition, the water agencies’ board members and staff are eligible to participate on the various committees and
subcommittees of the ACWA/IPIA. The board is responsible for establishing premium rates and making budgeting

decisions.

Coverage under current policies provide for the District ta pay for the first 52,500 of property loss for buildings,
personal property, fixed equipment, and mobile equipment and the agency to pay for the next $497,500. Thereisa
$1,000 deductible for licensed vehicles. The auto and general fiability program has no deductible. Property losses are
limited to the value of the property as assessed by the ACWA/IPIA. The ACWA/IPIA is self-insured for the first
$500,000. Claims over the self-insured amounts are covered by a group purchased commercial insurance policy. Each
member district is assessed a premium In accordance with the IPIA agreement, creating the ACWA/IPIA,

Condensed financial information of the ACWA/IPIA was as follows:

September 30, 2018 *

Total assets and deferred outflows 5 189,442,532
Total liabllities and deferred inflows 102,975,928

Net assets $ 86,465,604
Total operating revenues S 176,044,304
Total nonoperating revenues 294,925
Total operating expenses {165,196,299)

Net increase in net position $ 11,142,930

* Latest information available,
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Note 10: Operating Lease

The District leases equipment with a two-year term expiring in Agril 2021. Monthly lease payments are 5561, The
total operating lease expense was $6,729 for the year ended June 30, 2019.

At June 30, 20189, future minimum lease payments were as follows:

For the Year Ending June 30,

2020 5 6,729
2021 5,608
Total $ 12,337

Note 11: Commitments and Contingencies

Santa Ynez River Valley Basin Western Management Area Groundwater Sustoinability Agency

Effective January 11, 2017, the District entered Into a Memorandum of Agreement [MOA) with various parties within
the Santa Ynez River Water Conservation District under the Sustainable Groundwater Management Act to create the
Santa Ynez River Valley Basin Wastern Management Area Groundwater Sustainability Agency {GSA). The parties
agreed to cooperate under the MIOA to create the GSA and for the GSA to create a Groundwater Sustainability Plan
(GSP) on or before January 30, 2022. Under the MOA, the District will have one voting member on the board of eight.
Costs incurred to create and implement the GSP will be sharad by the voting parties as agreed to by the voting parties,
On February 2, 2017, the parties filed a notice to become a GSA with the California Department of Watar Resources,
Sustainable Groundwater Management Section. For the year ended June 30, 2019, the District contributed $43,000 to
the project and anticipates their share of additional expenditures will be $44,000.

Litigation

From time to time, in the normal course of operations, the District may become involved in litigation for which the
District has insurance coverage. Management does not believe these will result in a material impact to the financial
statements,

Note 12: Subsequent Events

Events subsequent to June 30, 2019, have been evaluated through December 19, 2019, which is the date the financial

statements were available to be issued. Management did not identify any subsequent events that required disclosure.
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GLENN BURDETTE

CERTIFIED PUBLICGC ACCOUNTANTS

Repart on Internal Control Over Financial Raporting 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 of
Misslon Hills Community Services District

We have audited, in accordance with the auditing standards generally accepted in the United States of Amerlca, and
the standards applicable to financial audits contained in Governrnent Auditing Standards issued by the Compiroller
General of the United States, the business-type activities of Mission Hills Community Services District, as of and for the
year ended June 30, 2019, and the related notes to the financial statements, which coliectively comprise Mission Hills
Community Services District’s basic financial statements and have issued our report thereon dated December 19,
2019.

Internal Control Over Financial Reporting

In ptanning and performing our audit, we considered Mission Hills Community Services District's internal control over
financlal reporting (internal control) to determine the audit procedures that are appropriate in the circumstances for
the purpose of expressing cur opinion on the financial statements, but not for the purpose of exprassing an opinion
on the effectiveness of Mission Hills Community Services District's internal control, Accordingly, we do not express an
opinion on the effectiveness of Mission Hills Community Services District’s internal control.

A deficiency in internal controf 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
misstatemnent on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control such thet there is & reasonable possibility that a material misstatement of the entity's financial statements will
not be preveated, or detected and corrected on a timely basis, A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough to
rnerit attention by those charged with governance,

Our consideration of internal control was for the fimited purpose described in the first paragraph of this section and
was not designed to identify all deficiencies in internal controt that might be material weaknesses or significant
deficiencies and therefore, material weaknesses or significant deficlencies may exist that rave not been identified.
we did identify a certain deficlency In internal control, described in the sccompanying schedule of findings and
guastions costs as 19.001 that we conslder to be a material wegkness,
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Mission Hills Community Services 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 provisiens
was not an objective of our audit and, accordingly, we do not express such an opinlon. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reperted under Government
Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the entity’s internal control and compliance. Accordingly, this communication is nat suitable for any
other purpose

6(mq BU?W‘I’TQ ﬂmﬁn Cafﬁmmw

Glenn Burdette Attast Corporation
San Luis Obispo, California

December 19, 2019
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Mission Hills Community Services District
Schedule of Findings and Recommendations
Year Ended June 30, 2019

Finding 19.001: Inadequate Segregation of Duties (Material Weakness)

Finding:

There are genarally four phases for an accounting process or operation: authorization, custody, record keeping and
reconciliation. A well-designed system of internal control contemplates the allocation of duties among personnel such
that each of these four functions would be performed by a different person. During our audit, we noticed that, due to
the small size of the District staff, many of these duties are being performed by the same Individuals and that the
majority of the empleyees have access to the cash drawer.

Management has informed us that based upon the size of the District, they believe the cost to employ a sufficient
number of employees with sufficient education and training to accomplish this would be cost prehibitive. While the
District does not have all four phases of their accounting processes segregated, they have designed their controls to
limit the potential of a material misstatemant by having mitigating controls in place to detect any material
misstatements that might occur. This includes detail oversight review of the trial balance on a monthly basis by both
the General Manager and District Accountant.

The effect on the District of not fully segregating these functions could be to have a misappropriation of assets,
although the District has mitigated the impact by the controls discussed above.

Recommendation:

We recommend that the District continue to evaluate the assignment of responsibilities and authority in the
accounting department and segregate duties to the best of their ability given the size of the District and the resources
avallable.
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Walter Fasold

Myron Heavin

Karina Naughton

Bruce Nix

Stephen Dietrich

See independent auditors' report.

Mission Hills Community Services District
Schedule of Directors
June 30, 2019

President

Vice President

Finance Officer

Alternate Finance Officer

Director
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