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INDEPENDENT AUDITOR’'S REPORT

Board of Directors
Nevada County Sanitation District No. 1
Nevada City, California

We have audited the accompanying basic financial statements of the Nevada County Sanitation
District No. 1 (a component unit of the County of Nevada, California) (District), as of and for the
year ended June 30, 2006, as listed in the table of contents. These financial statements are the
responsibility of the District’s management. Our responsibility isto 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 about whether the
financial statements are free of material misstatement. An audit includes consideration of
internal control over financia reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the District’s internal control over financial reporting. Accordingly, we express
no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and
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 opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the District as of June 30, 2006, and the changes in financial position
and cash flows 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 a report dated
November 9, 2006, on our consideration of the District’ s internal control over financial reporting
and our tests of its compliance with certain provisions 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 testing, and not
to provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

1 1520 Eurckn Boad, Suite 100, Boseville, U4 95661 -3040
tel: 916 T4 . FROO w fax: 016 7847850 » wwwgallina.com



Board of Directors
Nevada County Sanitation District No. 1

The Management’s Discussion and Analysis, as listed in the table of contents, is not a required
part of the basic financial 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 consisted principally of inquiries of management regarding the
methods of measurement and presentation of the supplementary information. However, we did
not audit the information and express no opinion on it.

Our audit was made for the purpose of forming an opinion on the financia statements that
collectively comprise the District’ s basic financial statements. The supplementary information is
presented for purposes of additional analysis and is not a required part of the basic financial
statements. The supplementary information has been subjected to the auditing procedures
applied in the audit of the basic financia statements and, in our opinion, is fairly stated in all
material respectsin relation to the basic financial statements taken as awhole.

BARTIG, BASLER & RAY, LLP
A Gallina LLP Company

@»&3 éma/a,al, LLP

Roseville, Caifornia
November 9, 2006
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NEVADA COUNTY SANITATION DISTRICT NO. 1

Management’ s Discussion and Analysis
For the Fiscal Y ear Ended June 30, 2006

MANAGEMENT’S DISCUSSION AND ANALYSIS

The following Management’s Discussion and Analysis (“MD&A”) of the County of Nevada
Sanitation District No. 1 (the “District”) financial performance provides an introduction to the
financial statements for the year ended June 30, 2006. The information contained in this MD& A
should be considered in conjunction with the information contained in the District’s financial
Statements.

OVERVIEW OF THE FINANCIAL STATEMENTS

The District’s financial statements are prepared on the accrual basis of accounting in accordance
with generally accepted accounting principles promulgated by the Governmental Accounting
Standards Board. The District is structured as an enterprise operation with multiple funds to
segregate the various geographical operations known as zones. The District’s revenues are
recognized when earned, not when received. Expenses are recognized when incurred, not when
paid. Capital assets are capitalized and with the exception of land, are depreciated over their
useful lives. See the notes to the financial statements for a summary of the District’s significant
accounting policies. Following this discussion and analysis are the basic financia statements of
the District.

The District’s basic financial statements are designed to provide readers with a broad overview
of the District’ sfinancia status.

The Statement of Net Assets presents information on all of the District’s assets and liabilities,
with the difference between the two reported as net assets. Over time, increases or decreases in
net assets may serve as a useful indicator of the District’ s financial position.

The Statement of Revenues, Expenses and Changes in Net Assets presents information showing
the change in the Digtrict’ s net assets during the fiscal year. All changes in net assets are reported
as soon as the underlying event occurs, regardless of timing of related cash flows. Thus, revenues
and expenses are recorded and reported in this statement for some items that will result in cash
flows in future periods.

The Statement of Cash Flows relates to the flows of cash and cash equivalents. Consequently,
only transactions that affect the District’s cash accounts are recorded in this statement. A
reconciliation of the Statement of Cash Flows is provided at the bottom to assist in the
understanding of the difference between cash flows from operating activities and operating
income.

The Notes to the Financial Statements provide additional information that is essential to a full
understanding of the data provided in the basic financial statements.



NEVADA COUNTY SANITATION DISTRICT NO. 1

Management’ s Discussion and Analysis
For the Fiscal Y ear Ended June 30, 2006

FINANCIAL HIGHLIGHTS

On June 30, 2006, the assets of the District exceeded its liabilities by $14,657,402 (net assets).
Of this amount, $676,284 (unrestricted net assets) may be used to meet the government’s
ongoing obligations to citizens and creditors and $13,981,118 is invested in capital assets, net of
related debt.

The District’s long-term liabilities, in the form of Specia Assessment bonds, State and County
loans increased by $224,555 during the current fiscal year to $941,028. This net increase was the
difference between new borrowing and the paying down of existing debt of scheduled principal
payments.

Financial Position

Analysis of the District as a Whole — Government Wide Financial Statements

Sanitation District’s Net Assets
June 30, 2006 and 2005

2006 2005 Variance (%) Variance ($)
Current and other assets $ 2207762 $ 2,403,956 -82% $ (196,194)
Capital Assets 14,678,380 12,255,467 19.8% 2,422,913
Total Assets 16,886,142 14,659,423 15.2% 2,226,719
Current liabilities 1,287,712 901,598 42.8% 386,114
Long-term liabilities 941,028 716,473 31.3% 224,555
Total Liabilities 2,228,740 1,618,071 37.7% 610,669
Net Assets.
Invested in capital assets,
net of related debt 13,981,118 11,950,812 17.0% 2,030,306
Restricted 0 0 0.0% 0
Unrestricted 676,284 1,090,540 -38.0% (414,256)
Total net assets $ 14657402 $ 13,041,352 1239% $ 1,616,050

As shown in the schedule above, at June 30, 2006, the District’s total assets are $16,886,142.
The total assets held increased 15.2% from the June 30, 2005 balance of $14,659,423. The total
liabilities increased by $610,669 or 37.7% from the prior year. The District’s net assets at
June 30, 2006 increased from the prior year by 12.4% or $1,616,050.

Unrestricted net assets of the District at June 30, 2006 amounted to $676,284. This was a
decrease from the prior year's amount of $1,090,540. In relation, the investment in capital
assets, net of related debt, increased to $13,981,118 from the prior year amount of $11,950,812.
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NEVADA COUNTY SANITATION DISTRICT NO. 1

Management’ s Discussion and Analysis
For the Fiscal Y ear Ended June 30, 2006

The largest portion of the District’s net assets reflects its investment in capital assets (e.g., land,
infrastructure and equipment), less any related debt used to acquire those assets that is still
outstanding. The District uses these capital assets to provide services to citizens; consequently
these assets are not available for future spending. Although the District’s investment in its
capital assetsis reported net of related debt, it should be noted that the resources needed to repay
this debt must be provided from other sources, since the capital assets themselves cannot be used
to liquidate the liabilities.

Changesin Net Assets
For the Years Ended June 30, 2006 and 2005

2006 2005 Variance (%) _ Variance ($)
Revenues
Operating $ 3509905 $ 3,818,931 -81% $ (309,026)
Non-operating 685,190 155,227 341.4% 529,963
Total Revenues 4,195,095 3,974,158 5.6% 220,937
Expenses
Operating Expenses 4,007,487 3,251,627 23.2% 755,860
Non Operating Expenses 33,993 44,275 -23.2% (10,282)
Total Expenses 4,041,480 3,295,902 22.6% 745,578
Income (l0ss) 153,615 678,256 -171.4% (524,641)
Capital contributions 1,462,435 0 100.0% 1,462,435
Changein net assets 1,616,050 678,256 138.3% 937,794
Net Assets —restated beginning _ 13,041,352 12,363,096 5.5% 678,256
Net Assets—ending $ 14,657,402 $ 13,041,352 124% $ 1,616,050

Revenues — The District’s revenues for Fiscal Year 2005-06 decreased by 8.1% or $309,026.
This is primarily due to the reclassification of the special assessment charges related to the
financing of the capital improvements to the Capital contributions line. The increase of 341.4%
or $529,963, in the non-operating category is primarily due to the insurance reimbursement
related to the emergency repairs at the Cascade Shores plant.

Expenditures — The District’s expenditures for Fiscal Year 2005-06 increased by 22.6% or
$745,578. The operating expenditures increased $755,860 or 23.2% from the prior fiscal year.
This increase was primarily due to emergency repairs totaling $563,656 that resulted from a
landslide in May 2005.



NEVADA COUNTY SANITATION DISTRICT NO. 1

Management’ s Discussion and Analysis
For the Fiscal Y ear Ended June 30, 2006

Capital Assetsand Debt Administration

Capital Assets — The District’s investment in capital assets as of June 30, 2006 amounted to
$13,981,118 (net of accumulated depreciation and debt). This investment in capital assets
includes land, infrastructure, buildings and improvements, and equipment. This $2,030,306
increase is due to the capital improvements being made to the systems of the Lake Wildwood
and Lake of the Pines zones.

Additional information on the District’s capital assets can be found in Note 3 on page 16 of this
report.

Long-term debt — At June 30, 2006, the District’s had total debt outstanding of $1,021,473. Of
this amount, $80,445 is due within one year. The long-term debt consists of two voter-approved
bonds, aloan from the State of California and loans from the County. The two bonds, North San
Juan Sewer Assessment and Penn Valley Sewer Assessment are being repaid through a restricted
revenue source. A special assessment charge is placed on the tax bills of the parcels within the
specific zone that benefited from the borrowing. The Cascade Shores Rehabilitation Loan is
being repaid with operating revenues from the specific zone that received the |oan proceeds.

Additional information on the District’s long-term debt can be found in Note 5 on page 17-19 of
this report.

Economic Factorsand Next Year’s Budget

The District operates and maintains sewage collections systems and treatment facilities for
Nevada County Sanitation District No. 1. There are ten (10) zones within the District with
facilities that collect and treat 1,247,000 gallons of wastewater each day. The Sanitation District
provides sewer service to 5,590 accounts in western Nevada County with a population of 14,000.
Another zone is expected to be added to the District by the end of the 2006-07 fiscal year.

Three major improvement projects will continue for the Lake Wildwood (LWW), Lake of the
Pines (LOP) and Cascade Shores facilities. The multi-year capital improvement projects have
estimated costs of $14,979,000; $23,250,000; and $6,440,000 respectively. Of these total
amounts, approximately $13,000,000 will be expended on each of the LWW and the LOP
projects during the next phase in the 2006-07 fiscal year. Rate payers of each zone will bear the
majority share of the cost through their annual sewer charges. Grants and other government
sponsored funding are being sought. In addition to the capital project at the Cascade Shores
facility, the plant has been undergoing emergency repairs due to a May 2005 landslide. The
necessary repair work has been estimated at a cost of $800,000 and $775,000 of this cost is to be
reimbursed from insurance proceeds.



NEVADA COUNTY SANITATION DISTRICT NO. 1

Management’ s Discussion and Analysis
For the Fiscal Y ear Ended June 30, 2006

Request for Information

This financia report is designed to provide a general overview of the County’s finances for
al those with an interest in the County’s finances. Questions concerning any of the
information provided in this report or requests for additiona financial information
should be addressed to the Office of the Nevada County Auditor-Controller, Marcia L. Salter,
950 Maidu Avenue, Nevada City CA 95959. This entire report is avallable online at
http://new.mynevadacounty.com/auditor/.
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NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Net Assets
June 30, 2006

ASSETS
Current assets:
Cash and investments $ 2,109,974
Accounts receivable 92,449
Due from County 5,339
Total current assets 2,207,762
Noncurrent assets:
Capital assets, net 14,678,380
Total noncurrent assets 14,678,380
Total Assets 16,886,142
LIABILITIES
Current liahilities:
Accounts payable 288,625
Salaries and benefits payable 53,108
Due to County 62,271
Interest payable 79,493
Compensated absences 123,770
Line of credit 600,000
Bonds and loans payable 80,445
Total current liabilities 1,287,712
Noncurrent liabilities;
Advances from County 618,211
Bonds and |oans payable 322,817
Total noncurrent liabilities 941,028
Total Liabilities 2,228,740
NET ASSETS
Invested in capital assets, net of related debt 13,981,118
Unrestricted 676,284
Total Net Assets $ 14,657,402

The accompanying notes are an integral part of these financial statements.
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NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Revenues, Expenses and
Changesin Fund Net Assets
For the Y ear Ended June 30, 2006

OPERATING REVENUES
Charges for other services

OPERATING EXPENSES
Salaries and benefits
Fuel
Maintenance and repairs
Parts and supplies
Outside services
Administrative and office
Utilities
Insurance
Depreciation
Rentals and |lease payments
Miscellaneous expenses

Total Operating Expenses

Operating Income (L 0ss)
NON-OPERATING REVENUES/(EXPENSES)
Investment earnings
Interest expense
Nonoperating revenue
Capital contributions - special assessments

from taxpayers
Sale of assets

Total Nonoperating Revenues (Expenses)

Net Income (L oss) Befor e Contributions

Capita contributions
Changein Net Assets
Net Assets - Beginning

Net Assets - Ending

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

$ 3,509,905

1,588,662
16,683
760,842
6,505
542,424
355,140
259,022
7,563
421,930
37,810
10,906

4,007,487

(497,582)

57,041
(33,993)
628,549

1,376,933
(400)

2,028,130

1,530,548

85,502

1,616,050

13,041,352

$ 14,657,402




NEVADA COUNTY SANITATION DISTRICT NO.

Statement of Cash Flows
For the Y ear Ended June 30, 2006

Cash Flows from Operating Activities:
Receipts from customers
Payments to suppliers
Payments to employees

Net Cash Provided (Used) by Operating Activities

Cash Flows from Non-Capital Financing Activities:
Other revenue (expense)
Net operating subsidies and transfers
Net Cash Provided (Used) by Non-Capital
Financing Activities

Cash Flows from Capital and Related
Financing Activities:
Purchase of capital assets
Proceeds from borrowings from line of credit
Capital grants
Proceeds of capital-type specia assessments
Principal payments on debt
Interest payments on debt
Net Cash Provided (Used) by Capital and Related
Financing Activities

Cash Flows From Investing Activities:
Interest on investments

Net Increase (Decrease) in Cash
Cash at Beginning of Y ear
Cash at End of Year

Reconciliation of operating income (loss) to net cash
provided (used) by operating activities:
Operating income (l0ss)
Adjustmentsto reconcile net operating income to net
cash provided (used) by operating activities:
Depreciation expense
Changes in assets and liahilities:
Receivables, net
Accounts and other payables
Net Cash Provided (Used) by Operating Activities

The accompanying notes are an integral part of these financial statements.
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$ 3,513,129
(1,829,306)

(1,588,662)

95,161

620,451
56,934

677,385

(2,845,245)
500,000
85,502
1,376,933
(119,191)

(25,895)

(1,027,896)

57,041

(198,309)

2,308,283

$ 2,109,974

$  (497,582)

421,930

3,224
167,589

$ 95,161



NOTESTO FINANCIAL STATEMENTS

The notes provided in the financial section of this report are considered an integral and essential
part of adequate disclosure and fair presentation of this report. The notes include a summary of
significant accounting policies for the District, and other necessary disclosure of pertinent
matters relating to the financia position of the District. The notes express significant insight to
the financial statements and are conjunctive to understanding the rationale for presentation of the
financial statements and information contained in this document.



Note 1:

NEVADA COUNTY SANITATION DISTRICT NO. 1

Notes to Financia Statements
For the Fiscal Y ear Ended June 30, 2006

Summary of Significant Accounting Policies

A. Description of the Reporting Entity

The Nevada County Sanitation District No. 1, a component unit of the County of
Nevada, Caifornia (Didtrict), is a public agency and is reported as a business-type
activity in the County’s basic financial statements. The District was formed on
August 2, 1965, by order of the Nevada County Board of Supervisors pursuant to
provisions of the California Health and Safety Code. Eleven additional zones have
been annexed into the District since its formation. The District is a public entity,
separate and distinct from the County of Nevada (County), its primary government.

The District, for financial purposes, includes all of the activity relevant to the
operations of the District in eighteen cost centers, as follows:

Wastewater Management System
SD Zone 1 Lake Wildwood O& M
Lake Wildwood Capitd Project

SD Zone 8 Cascade Shores O& M
SD Zone 2 Lake of the PinesO&M
SD Zone6 PennVdley O&M

No. San Juan Sewer Assessment
Penn Vdley Sewer Assessment

SD Zone 4 North San Juan O&M
Lake of the Pines Capitd Project
SD Zone 5 Gold Cresk O&M

SD Zone 7 Mt. Lake Estates O&M
SD Zone 9 Eden Ranch O&M

SD Zone 10 Dark Horse O& M

SD Zone 11 HigginsVillage O&M
SD Zone 12 Vdley Oak Court O&M
Cascade Shores I nsurance Proceeds
Cascade Shores Capitd Projects

The District is considered to be a component unit of the County of Nevada under criteria
set by Governmental Accounting Standards Board (GASB) Statement No. 14. These
entities are legally separate from each other. The County elected officials have a
continuing full or partial oversight responsibility over and accountability for fiscal
matters of this entity. The criteria used to determine the scope of the reporting entity
for financial reporting purposes are (1) exercise of oversight responsibility over such
agencies by the governmental unit’s elected officials, (2) selection of governing
authority, (3) designation of management, (4) ability to significantly influence
operations, and (5) accountability for fiscal matters.

11



Note 1:

NEVADA COUNTY SANITATION DISTRICT NO. 1

Notes to Financia Statements
For the Fiscal Y ear Ended June 30, 2006

Summary of Significant Accounting Policies (continued)

A. Description of the Reporting Entity (continued)

Reporting component units on the District’s financia statements can be blended or
discretely presented. Blended component units, although legally separate entities, are
in substance, part of the government’s operations. Blended component units are an
extension of the District and so data from these units are combined with data of the
primary government. Discretely presented component units, on the other hand, are
reported in a separate column in the combined financial statements to emphasize
they are legally separate from the District.

At June 30, 2006, the District did not report any component units, either blended or
discretely presented.

Basis of Accounting

The financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned and
expenses are recorded at the time liabilities are incurred, regardless of when the
related cash flows take place. Nonexchange transactions, in which the District gives
(or receives) value without directly receiving (or giving) equal value in exchange,
include grants, entitlements and donations.

The District has elected, under Governmental Accounting Standards Board (GASB)
Statement No. 20, Accounting and Financia Reporting for Proprietary Funds and
Other Governmental Entities That Use Proprietary Fund Accounting, to apply all
applicable pronouncements as well as any applicable pronouncements of the
Financial Accounting Standards Board, the Accounting Principles Board or any
Accounting Research Bulletins issued on or before November 30, 1989, unless those
pronouncements conflict with or contradict GASB pronouncements. Governments
also have the option of following subsequent private-sector guidance for their
business-type activities and enterprise funds, subject to the same limitation. The
District has elected not to follow subsequent private-sector guidance. The GASB
periodically updates its codification of the existing Governmental Accounting and
Financial reporting Standards which, aong with subsequent GASB pronouncements
(Statements and Interpretations), constitutes accounting principles generaly
accepted in the United States of America (GAAP) for governmental units.

Proprietary funds distinguish operating revenues and expenses from nonoperating
items. Operating revenues and expenses generally result from providing services and
producing and delivering goods in connection with a proprietary fund's principal
ongoing operations. The principal operating revenues of the enterprise funds are
charges to customers for sewer and water services.

12



Note 1:

NEVADA COUNTY SANITATION DISTRICT NO. 1

Notes to Financia Statements
For the Fiscal Y ear Ended June 30, 2006

Summary of Significant Accounting Policies (continued)

B. Basisof Accounting (continued)

Operating expenses for enterprise funds include the cost of sales and services,
administrative expenses, and depreciation on capital assets. All revenues and
expenses not meeting this definition are reported as non-operating revenues and
expenses.

Assets, Liabilities, and Equity

Cash and Cash Equivalents

For the purposes of the accompanying statement of cash flows, the enterprise funds
considers all highly liquid investments with a maturity of three months or less when
purchased, and their equity in the County Treasurer’s investment pool, to be cash
equivalents.

Cash and Investments

All of the District’s cash is ultimately deposited in the County Treasury. The County
maintains a cash and investment pool that is available to all funds for which the
County Treasury is the depository, for the purpose of increasing interest earnings
through investment activities. The District’s share in the pool is displayed in the
accompanying financial statements as cash and investments. Investment income from
pooled investments is allocated to al funds in the pool. Interest is allocated on the
basis of average daily end cash balance amounts for each fund as a percentage of the
total balance.

In accordance with the requirements of the California State Government Code, a
Treasury Oversight Committee has been formed to provide oversight for the County’s
investment policy, and arranges for the annual audit of the cash and investment pool.
Copies of the Treasurer-Tax Collector’s monthly reports and the annual audit report
can be obtained from the Treasurer-Tax Collector’s Office.

Investments are reported in the accompanying balance sheet and Statement of Net
Assets at fair value which is determined using selected bases annually. Short term
investments are reported at cost, which approximates fair value. Securities traded on a
national or international exchange are valued at the last reported sales price at current
exchange rates. Cash deposits are reported at carrying amount which reasonably
estimates fair value. Managed funds not listed on an established market are reported at
the egtimated fair value as determined by the respective fund managers based on
quoted sales prices of the underlying securities.

13



NEVADA COUNTY SANITATION DISTRICT NO. 1

Notes to Financia Statements
For the Fiscal Y ear Ended June 30, 2006

Notel: Summary of Significant Accounting Policies (continued)

C. Assets, Liabilities, and Equity (continued)

Cash and Investments (continued)

Under Section 53601 of the California Government Code, as amended, the collateral
underlying a government entity’s investments must be “delivered” to the entity. If
U.S. Treasury Bills are used as the underlying collateral, delivery may be made by
book entry only. For all other collateral, the security must be physically delivered,
either to the entity or athird-party custodial agent.

Under California Senate Bill No. 2115, passed by the California Legislature in 1986,
when a bank is used as a third-party custodial agent, the bank is permitted to
maintain the underlying securities in either a “ Trust Department” or a “ Safekeeping
Department”. All of the District’s investments are maintained in the “ Safekeeping
Departments” of applicable banks.

Receivables

Receivables consist of al revenues earned at year-end and not yet received.
Business-type activities report user fees and interest earnings as their major
receivables. Management believes its receivables to be fully collectible, and
accordingly, no alowance for doubtful accountsis required.

Due to/From Nevada County

During the course of operations, numerous transactions occur between The District
and other funds within the County of Nevada that may result in amounts owed
between funds. Those related to goods and services type transactions and short term
loans are classified as “due to and from County” of Nevada. Long-term interfund
loans (noncurrent portion) are reported as “advances from and to County” of Nevada.

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets
(wastewater treatment facility and collection system), are defined by the District as
assets with a cost of more than $5,000 for equipment, $25,000 for infrastructure and
an estimated useful life of more than two years. Such assets are recorded at historical
or estimated historical cost. Contributed capital assets are recorded at estimated fair
market value at the date of donation.

The cost of normal maintenance and repairs that do not add to the value of the asset
or materially extend the life of the asset are not capitalized.

14



Note 1:

NEVADA COUNTY SANITATION DISTRICT NO. 1

Notes to Financia Statements
For the Fiscal Y ear Ended June 30, 2006

Summary of Significant Accounting Policies (continued)

C. Assets, Liabilities, and Equity (continued)

Capital Assets (continued)

Depreciation of all exhaustible capital assets is recorded as an expense in the Statement
of Revenues, Expenses and Changes in Net Assets, with accumulated depreciation
reflected in the Statement of Net Assets. Depreciation is provided over the assets
estimated useful lives using the straight-line method of depreciation. The range of
estimated useful lives by type of asset isasfollows:

Depreciable Asset Estimated Lives
Equipment 3-25 years
Structures and improvements 5-50 years
Infrastructure 20-75 years

Maintenance and repairs are charged to operations when incurred. Betterments and
major improvements which significantly increase values, change capacities or extend
useful lives are capitalized. Upon sale or retirement of fixed assets, the cost and
related accumulated depreciation are removed from the respective accounts and any
resulting gain or loss is included in the results of operations.

Compensated Absences

The District’s policy regarding vacation is to permit employees to accumulate earned
but unused vacation leave, which will be paid to employees upon separation from the
Digtrict. The liability for these compensated absences is recorded as long-term. The
current portion of this debt is estimated based on historical trends. The District
includes its share of social security and medicare taxes payable on behalf of the
employees in the accrual for compensated absences. The cost of vacation is recorded
in the period accrued.

Net Assets
Net assets are displayed in three components:

e Invested in capital assets, net of related debt — Consists of capital assets
including restricted 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.

15



Note 1:

Note 2:

NEVADA COUNTY SANITATION DISTRICT NO. 1

Notes to Financia Statements
For the Fiscal Y ear Ended June 30, 2006

Summary of Significant Accounting Policies (continued)

C. Assets, Liabilities, and Equity (continued)
Net Assets (continued)

¢ Restricted net assets — Consists of net assets with constraints placed on the use
either by (1) externa groups such as creditors, grantors, contributors or laws
or regulations of other governments, or (2) law through constitutiona
provisions or enabling legidlation.

e Unrestricted net assets — All other net assets that do not meet the definition of
“restricted” or “invested in capital assets, net of related debt.”

When both restricted and unrestricted net assets are available, restricted resources are
used only after the unrestricted resources are depl eted.

D. Estimates

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

Cash and | nvestments

The District holds unrestricted cash and investments with the Treasurer of the County of
Nevada in a cash and investment pool. On a quarterly basis the Treasurer allocates
interest to participants based upon their average daily balances. Required disclosure
information regarding the categorization of investments can be found in the County of
Nevada's financial statements. The Nevada County Treasury Oversight Commission
oversees the Treasurer's compliance with the County investment policy. The County’s
audit report discloses the required information in accordance with Governmental
Accounting Standards Board Statement No. 3 (GASB No. 3).

Required disclosures for the District’ s deposit and investment risks at June 30, 2006, were
asfollows:

Credit risk Not rated
Custodial risk Not applicable
Concentration of credit risk Not applicable
Interest rate risk 336 days average maturity

Investments held in the County’ s investment pool are available on demand and are stated
at fair value.
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NEVADA COUNTY SANITATION DISTRICT NO. 1

Notes to Financia Statements
For the Fiscal Y ear Ended June 30, 2006

Note3: Capital Assets

Capital assets activity for the year ended June 30, 2006, was as follows:

Balance Balance
July 1, 2005 Additions Retirements  June 30, 2006

Capital assets, not being depreciated:

Land $ 1,304,187 $ - $ - $ 1,304,187
Construction in progress 1,776,214 2,772,820 -- 4,549,034
Total capital assets, not
being depreciated 3,080,401 2,772,820 -- 5,853,221
Capital assets, being depreciated:
Infrastructure 16,388,500 -- -- 16,388,500
Equipment 859,673 72,023 - 931,696
Total capital assets, being
depreciated 17,248,173 72,023 -- 17,320,196
Less accumulated depreciation for:
Infrastructure (7,527,005) (358,007) - (7,885,012)
Equipment (546,102) (63,923) - (610,025)
Tota accumulated depreciation (8,073,107) (421,930) -- (8,495,037)
Total capital assets, being
depreciated 9,175,066 (349,907) - 8,825,159
Capital assets, net of accumulated
depreciation $ 12255467 $2422913 $ -- $ 14,678,380
Depreciation expense was charged to the zones as follows:
Wastewater Management System $ 51,585
SD Zone 1 Lake Wildwood O& M 152,885
SD Zone 8 Cascade Shores O&M 53,255
SD Zone 4 No. San Juan O& M 9,320
SD Zone 2 Lake of the Pines O&M 75,345
SD Zone 6 Penn Valey O&M 56,120
SD Zone 7 Mt. Lakes Estates O& M 15,599
SD Zone 5 Gold Creek O& M 3,058
SD Zone 9 Eden Ranch O&M 4,763

Total Depreciation Expense — Business-Type Functions $ 421,930
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Note 4:

Note 5:

NEVADA COUNTY SANITATION DISTRICT NO. 1

Notes to Financia Statements
For the Fiscal Y ear Ended June 30, 2006

Short-Term Liabilities

The following is a summary of short-term liabilities transactions for the year ended
June 30, 2006:

Balance Balance
July 1, 2005 Additions Retirements  Adjustments  June 30, 2006

Line of Credit $ 100,000 $ 500,000 $ - $ - $ 600,000
Total $ 100,000 $ 500000 $ - % - $ 600,000

Description of Debt

The District entered into aline of credit agreement with Bank of the West for the purpose
of financing project costs for the Lake Wildwood Wastewater Treatment and Disposal
Facility in October 2004. The line of credit caps at $2,500,000 and is payable solely from
Lake Wildwood Zone 1 enterprise revenues, and no other funds or revenues of the
District, its other zones, or the County. The Agreement includes a covenant by the
District to institute proceedings for the issuance and sale of revenue bonds, certificates of
participation, other short-term notes or interim financing in an amount sufficient to pay
the principal and interest on the loan. Advance requests must be for $100,000 or more.
Interest is payable semi-annually on each re-payment date and shall accrue on the unpaid
principal balance at arate of 2.90% per annum. Repayment dates are January 1 and July 1
of each year, through October 1, 2007, whereupon the term of the agreement ends and any
unpaid principal and interest will be due at that time. For the year ended June 30, 2006,
the District received an advance in the amount of $500,000.

Long-Term Liabilities

The following is a summary of all long-term liabilities transactions for the year ended
June 30, 2006:

Amounts
Baance Balance Due Within

July 1, 2005 Additions Retirements  June 30, 2006 OneYear
Loans payable $ 105453 $ - $ (8191 $ 97,262 $ 8,445
Bonds payable 417,000 -- (111,000) 306,000 72,000
Compensated absences 121,717 2,053 -- 123,770 123,770
Total $ 644,170 $ 2053 $ (119,191) $ 527,032 $ 204,215
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Note 5:

NEVADA COUNTY SANITATION DISTRICT NO. 1

Notes to Financia Statements
For the Fiscal Y ear Ended June 30, 2006

Long-Term Liabilities (continued)

A description of long-term debt at June 30, 2006 follows:

Loans
Annual Origina
Interest Principal Issue Outstanding at
Description of Debt Maturity Rates Installments Amount June 30, 2006
Sanitation District No. 1 Facilities
Rehabilitation Loan 1/22/2016 3.1% $8,445-$11,116 $ 170,367 $ 97,262
Tota Loan Payable $ 170,367 $ 97,262

As of June 30, 2006, annual debt service requirements of loans are as follows:

Fisca Year Loans
June 30 Principal Interest

2007 $ 8445 $ 3,015
2008 8,707 2,753
2009 8,977 2,483
2010 9,255 2,205
2011 9,542 1,918

2012-2016 52,336 4,967
Total $ 97262 $ 17,341

Special Assessment Debt with Gover nment Obligation

Annual Origina
Interest Principal Issue Outstanding at
Description of Debt Maturity Rates Installments Amount June 30, 2006
No. San Juan Sewer Assessment 9/2/2018 5.0%  $1,000-$3,000 $ 76,130 $ 31,000
Penn Valley Assessment 9/2/2009  6.2-7.1% $35,000-$75,000 1,264,703 275,000
Total Special Assessment Debt
with Government Obligation $ 1340833 $ 306,000
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NEVADA COUNTY SANITATION DISTRICT NO. 1

Notes to Financia Statements
For the Fiscal Y ear Ended June 30, 2006

Note5: Long-Term Liabilities (continued)

As of June 30, 2006, annual debt service requirements of Special Assessment bonds with
County Commitment are as follows:

Special Assessment Debt

Fiscal Year with County Commitment
June 30 Principal Interest

2007 $ 72,000 $ 18,445
2008 62,000 13,795
2009 72,000 9,110
2010 77,000 3,863
2011 2,000 1,100

2012-2016 12,000 3,900

2017-2018 9,000 675
Total $ 306000 $ 50,888

Note6: Reated Party Transactions

The following is a summary of advances from the County of Nevada as of June 30, 2006:

SD Zone 8 Cascade Shores O& M $ 109,211
SD Zone 6 Penn Valley O&M 55,000
SD Zone 9 Eden Ranch O& M 4,000
Cascade Shores Capital Projects 450,000

Total $ 618211

Operating receivables and payables between related parties are classified as due from or
due to County. The following are due to/from balances as of June 30, 2006:

Due From County of Nevada $ 5339
Due To County of Nevada $ 62271

Note7: Employee Benefits

Post-Employment Benefits

The District employees are considered to be County employees for retirement purposes.
Complete information on the County retiree benefits can be found in the County of
Nevada s audited financial statements.

20



Note 7:

Note 8:

Note 9:

Note 10:

NEVADA COUNTY SANITATION DISTRICT NO. 1

Notes to Financia Statements
For the Fiscal Y ear Ended June 30, 2006

Employee Benefits (continued)

457 Plan

The District employees are considered to be County employees for purposes of the
457 Plan. Information on the County 457 Plan can be found in the County of Nevada's
audited financial statements.

| nsurance

Because of the close relationship the District has with the County of Nevada, the District’s
coverage is provided by the County of Nevada. Disclosure of complete information on
risk management can be found in the County of Nevada' s financial statements.

Significant Event

On May 9, 2005, of the prior fiscal year, a landslide occurred at the Cascade Shores
substation. The estimated cost of the necessary repairs is $800,000 with $775,000 of this
cost to be reimbursed from insurance proceeds. As of June 30, 2006, the District had
incurred a total of $698,147 in emergency repair and maintenance costs and had received
$702,067 in insurance proceeds, a portion of which represents an advance reimbursement
of costs not yet incurred.

Subseguent Event

In August 2006, loan agreements were approved in the amounts of $8,500,000 and
$8,000,000 relating to the Lake Wildwood and Lake of the Pines wastewater treatment
plant projects, respectively. The loan proceeds will also be used to pay off the Bank of the
West line of credit in the amount of $600,000.
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NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Net Assets by Zone
June 30, 2006

Sd Zone 1 Sd Zone 8
Penn Valley Wastewater Lake Cascade
Sewer Management Wildwood Shores
Assessment System O&M O&M
ASSETS
Current assets:
Cash and investments $ 73564 120859 $ 490546 % 3,057
Accounts receivables -- 324 -- --
Due from other funds -- 343,522 224,357 131
Due from County -- 5,339 -- --
Total current assets 73,564 470,044 714,903 3,188
Noncurrent assets:
Capital assets, net -- 199,823 3,363,318 1,514,374
Total noncurrent assets -- 199,823 3,363,318 1,514,374
Total Assets 73,564 669,867 4,078,221 1,517,562
LIABILITIES
Current liabilities:
Accounts payable -- 11,948 31,413 4,570
Salaries and benefits payable -- 53,108 -- --
Due to other funds -- 395,966 165,634 55,949
Due to County -- 21,757 13,317 5,298
Interest payable -- -- -- 70,334
Compensated absences -- 123,770 -- --
Line of credit -- -- -- --
Bonds, notes, loans payable 70,000 -- -- 8,445
Tota current liabilities 70,000 606,549 210,364 144,596
Noncurrent liabilities:
Advances from County -- -- -- 109,211
Bonds, notes, loans payable 205,000 -- -- 88,817
Total noncurrent liabilities 205,000 -- -- 198,028
Total Liabilities 275,000 606,549 210,364 342,624
NET ASSETS
Invested in capital assets, net of related debt -- 199,823 3,363,318 1,417,112
Unrestricted (201,436) (136,505) 504,539 (242,174)
Total Net Assets $ (201436) $ 63318 $ 3867857 $ 1174938
continued
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NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Net Assets by Zone (continued)
June 30, 2006

SD Zone 2 SD Zone 6
Lake of Penn North Mt. Lake
the Pines Valley San Juan Estates
O&M O&M O&M O&M
ASSETS
Current assets:
Cash and investments $ 661,396 $ 15,806 $ 18474 $ 25,250
Accounts receivables -- -- 29 --
Due from other funds 139,268 322 8,599 3,768
Due from County -- -- -- --
Total current assets 800,664 16,128 27,102 29,018
Noncurrent assets:
Capital assets, net 2,141,596 1,818,174 386,749 483,444
Total noncurrent assets 2,141,596 1,818,174 386,749 483,444
Total Assets 2,942,260 1,834,302 413,851 512,462
LIABILITIES
Current liabilities:
Accounts payable 31,719 4,824 29 --
Salaries and benefits payable -- -- -- --
Due to other funds 109,267 33,928 6,885 2,491
Due to County 7,977 2,612 454 262
Interest payable -- -- -- --
Compensated absences -- -- -- --
Line of credit -- -- -- --
Bonds, notes, loans payable -- -- -- --
Total current liabilities 148,963 41,364 7,368 2,753
Noncurrent liabilities:
Advances from County -- 55,000 -- --
Bonds, notes, loans payable -- -- -- --
Total noncurrent liabilities -- 55,000 -- --
Total Liabilities 148,963 96,364 7,368 2,753
NET ASSETS
Invested in capital assets, net of related debt 2,141,596 1,818,174 386,749 483,444
Unrestricted 651,701 (80,236) 19,734 26,265
Total Net Assets $ 2,793,297 $ 1,737,938 $ 406483 $ 509,709

continued
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NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Net Assets by Zone (continued)
June 30, 2006

ASSETS

Current assets:
Cash and investments
Accounts receivables
Due from other funds
Due from County

Total current assets

Noncurrent assets:
Capital assets, net
Total noncurrent assets

Total Assets

LIABILITIES
Current liabilities:
Accounts payable
Salaries and benefits payable
Dueto other funds
Due to County
Interest payable
Compensated absences
Line of credit
Bonds, notes, loans payable
Tota current liabilities

Noncurrent liabilities:
Advances from County
Bonds, notes, loans payable
Total noncurrent liabilities
Total Liabilities
NET ASSETS
Invested in capital assets, net of related debt
Unrestricted

Total Net Assets
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Lake Lake of
No San Juan Wildwood the Pines

Sewer Capital Capital
Assessment Project Project

$ 13,406 $ 98,517 $ 261,766

- 2,974 1,602

13,406 101,491 263,368

-- 1,648,397 2,364,014

-- 1,648,397 2,364,014

13,406 1,749,888 2,627,382

-- 47,975 53,692

- 4,978 4,937

- 2,932 2,244

-- 600,000 --

2,000 -- --

2,000 655,885 60,873

29,000 -- --

29,000 -- --

31,000 655,885 60,873

-- 1,048,397 2,364,014

(17,594) 45,606 202,495

$ (17594) $ 1,094,003 $ 2,566,509

continued



NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Net Assets by Zone (continued)

ASSETS

Current assets:
Cash and investments
Accounts receivables
Due from other funds
Due from County

Total current assets

Noncurrent assets:
Capital assets, net
Total noncurrent assets

Total Assets

LIABILITIES
Current liabilities:
Accounts payable
Salaries and benefits payable
Dueto other funds
Due to County
Interest payable
Compensated absences
Line of credit
Bonds, notes, loans payable
Tota current liabilities

Noncurrent liabilities:
Advances from County
Bonds, notes, loans payable
Total noncurrent liabilities

Total Liabilities
NET ASSETS
Invested in capital assets, net of related debt
Unrestricted

Total Net Assets

June 30,

25

2006
SD Zone5 SD Zone 9 SD Zonel0  SD Zonell
Gold Eden Dark Higgins
Creek Ranch Horse Village
O&M O&M O&M O&M
$ 5488 $ 1304 $ 14683 $ 96,836
1,262 1,602 10,568 6,283
56,147 2,906 25,251 103,119
53,243 168,625 -- --
53,243 168,625 -- --
109,390 171,531 25,251 103,119
-- 80 -- --
1,007 936 570 2,021
28 105 -- 415
-- 259 -- --
1,035 1,380 570 2,436
-- 4,000 -- --
-- 4,000 -- --
1,035 5,380 570 2,436
53,243 168,625 -- --
55,112 (2,474) 24,681 100,683
$ 108,355 $166151 $ 24681 $ 100,683
continued



NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Net Assets by Zone (continued)
June 30, 2006

Cascade Cascade SD Zone 12
Shores Shores Valley
Insurance Capital Oak CT
Proceeds Projects O&M Total
ASSETS
Current assets:
Cash and investments $ 93,733 $ 63,801 $ 2001 % 2,109,974
Accounts receivables 92,096 -- -- 92,449
Due from other funds -- 185,612 -- 929,870
Due from County -- -- -- 5,339
Total current assets 185,829 249,503 2,001 3,137,632
Noncurrent assets:
Capital assets, net -- 536,623 -- 14,678,380
Total noncurrent assets -- 536,623 -- 14,678,380
Total Assets 185,829 786,126 2,001 17,816,012
LIABILITIES
Current liabilities:
Accounts payable -- 102,375 -- 288,625
Salaries and benefits payable -- -- -- 53,108
Due to other funds 143,225 2,076 -- 929,870
Due to County -- 4,870 -- 62,271
Interest payable -- 8,900 -- 79,493
Compensated absences -- -- -- 123,770
Line of credit -- -- -- 600,000
Bonds, notes, loans payable -- -- -- 80,445
Tota current liabilities 143,225 118,221 -- 2,217,582
Noncurrent liabilities:
Advances from County -- 450,000 -- 618,211
Bonds, notes, loans payable -- -- -- 322,817
Total noncurrent liabilities -- 450,000 -- 941,028
Total Liabilities 143,225 568,221 -- 3,158,610
NET ASSETS
Invested in capital assets, net of related debt -- 536,623 -- 13,981,118
Unrestricted 42,604 (318,718) 2,001 676,284
Total Net Assets $ 42604 $ 217905 % 2001 $ 14,657,402
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NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Revenues, Expenses and
Changesin Net Assets by Zone

OPERATING REVENUES
Charges for other services

OPERATING EXPENSES
Salaries and benefits
Fuel
Maintenance and repairs
Parts and supplies
Outside services
Administrative and office
Utilities
Insurance
Depreciation
Rentals and lease payments
Miscellaneous expenses

Total Operating Expenses

Operating Income (L 0ss)

NON-OPERATING REVENUES (EXPENSES)
Investment earnings (expense)
Interest expense
Nonoperating revenue
Capital contributions - special assessments
from taxpayers
Sale of assets

Total Nonoperating Revenues
(Expenses)

Net Income (L oss) Before Contributions
and Transfers

Capital contributions

Transfersin

Transfers out
Changein Net Assets
Net Assets - Beginning

Net Assets- Ending

June 30, 2006
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Sd Zone 1 Sd Zone 8
Penn Valley Wastewater Lake Cascade
Sewer Management Wildwood Shores
Assessment System O&M O&M

$ 93461 $ 5921 $ 1726919 $ 108,097

- 1,588,662 - -

- 16,076 607 -

- 70,625 68,219 568,951

- 1,446 3,315 67

1,917 (1,845,340) 1,090,070 130,575

- 130,997 173,590 10,508

- 4,584 116,738 14,687

- 7,563 - -

- 51,585 152,885 53,255

- 35,694 936 -

7,212 3,026 - -

9,129 64,918 1,606,360 778,043
84,332 (58,997) 120,559 (669,946)
1,724 2,333 5,589 (227)
(24,320) - - (7,986)

5 1,481 10,215 349
(22,591) 3,814 15,804 (7,864)
61,741 (55,183) 136,363 (677,810)

- - - 563,917

61,741 (55,183) 136,363 (113,893)

(263,177) 118,501 3,731,494 1,288,831

$ (201436) $ 63318 $ 3867857 $ 1,174,938
continued



NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Revenues, Expenses and
Changesin Net Assets by Zone (continued)
June 30, 2006

SD Zone 2 SD Zone 6
Lake of Penn North Mt. Lake
the Pines Valley San Juan Estates
O&M O&M O&M O&M
OPERATING REVENUES
Charges for other services $ 1139183 $ 262417 $ 38892 $ 16,581
OPERATING EXPENSES
Salaries and benefits - - - -
Fuel - - - -
Maintenance and repairs 36,121 10,205 1,006 1,234
Parts and supplies 1,414 263 -- --
Outside services 724,032 267,355 64,151 20,407
Administrative and office 25,519 11,673 1,008 499
Utilities 104,098 14,855 3,530 -
Insurance -- -- -- --
Depreciation 75,345 56,120 9,320 15,599
Rentals and lease payments 81 -- 1,099 --
Miscellaneous expenses -- -- -- 119
Total Operating Expenses 966,610 360,471 80,114 37,858
Operating Income (L 0ss) 172,573 (98,054) (41,222) (21,277)
NON-OPERATING REVENUES (EXPENSES)
Investment earnings (expense) 24,671 (170) 1,012 708
Interest expense -- -- -- --
Nonoperating revenue 938 274 58 25
Capital contributions - special assessments
from taxpayers -- -- -- --
Sale of assets (400) -- -- --
Total Nonoperating Revenues
(Expenses) 25,209 104 1,070 733
Net Income (L oss) Before Contributions
and Transfers 197,782 (97,950) (40,152) (20,544)
Capital contributions -- -- -- --
Transfersin - - - -
Transfers out (600,000) -- -- --
Changein Net Assets (402,218) (97,950) (40,152) (20,544)
Net Assets - Beginning 3,195,515 1,835,888 446,635 530,253
Net Assets - Ending $ 2793297 $ 1737938 $ 406483 $ 509,709
continued
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OPERATING REVENUES
Charges for other services

OPERATING EXPENSES
Salaries and benefits
Fuel
Maintenance and repairs
Parts and supplies
Outside services
Administrative and office
Utilities
Insurance
Depreciation
Rentals and lease payments
Miscellaneous expenses

Total Operating Expenses

Operating Income (L 0ss)

NON-OPERATING REVENUES (EXPENSES)
Investment earnings (expense)
Interest expense
Nonoperating revenue
Capital contributions - special assessments
from taxpayers
Sdle of assets

Total Nonoperating Revenues
(Expenses)

Net Income (L oss) Before Contributions
and Transfers

Capital contributions

Transfersin

Transfers out
Changein Net Assets
Net Assets - Beginning

Net Assets- Ending

NEVADA COUNTY SANITATION DISTRICT NO. 1
Statement of Revenues, Expenses and
Changesin Net Assets by Zone (continued)
June 30, 2006
Lake Lake of SD Zone 5
No San Juan Wildwood the Pines Gold
Sewer Capital Capital Creek
Assessment Project Project O&M
$ 4,309 $ -- $ -- $ 6,379
- - - 4,474
183 -- -- 6,625
- - - 999
- - - 3,058
447 -- -- --
630 -- -- 15,156
3,679 -- - (8,777)
279 2,011 8,093 1,417
(1,575) -- - --
- - - 8
-- 587,399 725,678 --
(1,296) 589,410 733,771 1,425
2,383 589,410 733,771 (7,352)
-- -- 600,000 --
2,383 589,410 1,333,771 (7,352)
(19,977) 504,593 1,232,738 115,707
$ (17594) $ 1,094,003 $ 2,566,509 $ 108,355
continued
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NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Revenues, Expenses and
Changesin Net Assets by Zone (continued)
June 30, 2006

SD Zone 9 SD Zonel1l0 SD Zonell Cascade
Eden Dark Higgins Shores
Ranch Horse Village Insurance
O&M O&M O&M Proceeds
OPERATING REVENUES
Charges for other services $ 13681 $ 12000 $ 80065 $ -
OPERATING EXPENSES
Salaries and benefits - - - -
Fuel - - - -
Maintenance and repairs 5 -- 2 --
Parts and supplies -- -- -- --
Outside services 11,575 4,019 66,855 -
Administrative and office 347 - - -
Utilities 530 - - -
Insurance -- -- -- --
Depreciation 4,763 -- -- --
Rentals and lease payments -- -- -- --
Miscellaneous expenses -- -- 102 --
Total Operating Expenses 17,220 4,019 66,959 --
Operating I ncome (L 0ss) (3,539) 7,981 13,106 --
NON-OPERATING REVENUES (EXPENSES)
Investment earnings (expense) 58 281 1,981 5,215
Interest expense (112) -- -- --
Nonoperating revenue 10 72 43 615,071
Capital contributions - special assessments
from taxpayers -- -- -- --
Sale of assets -- - - --
Total Nonoperating Revenues
(Expenses) (44) 353 2,024 620,286
Net Income (L oss) Before Contributions
and Transfers (3,583) 8,334 15,130 620,286
Capital contributions -- -- -- --
Transfersin - - - -
Transfers out -- -- -- (611,097)
Changein Net Assets (3,583) 8,334 15,130 9,189
Net Assets - Beginning 169,734 16,347 85,553 33,415
Net Assets - Ending $ 166151 $ 24681 $ 100683 $ 42,604
continued
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OPERATING REVENUES
Charges for other services

OPERATING EXPENSES
Salaries and benefits
Fuel
Maintenance and repairs
Parts and supplies
Outside services
Administrative and office
Utilities
Insurance
Depreciation
Rentals and lease payments
Miscellaneous expenses

Total Operating Expenses

Operating Income (L 0ss)

NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Revenues, Expenses and
Changes in Net Assets by Zone (continued)

June 30, 2006

NON-OPERATING REVENUES (EXPENSES)

Investment earnings (expense)

Interest expense
Nonoperating revenue

Capital contributions - special assessments

from taxpayers
Sdle of assets

Total Nonoperating Revenues

(Expenses)

Net Income (L oss) Before Contributions

and Transfers
Capital contributions
Transfersin
Transfers out
Changein Net Assets
Net Assets - Beginning

Net Assets- Ending
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Cascade SD Zone 12
Shores Valley Total
Capital Oak CT Enterprise
Projects O&M Funds
-- $ 2000 $ 3,509,905
- - 1,588,662
- - 16,683
- - 760,842
- - 6,505
- - 542,424
- - 355,140
- - 259,022
- - 7,563
- - 421,930
- - 37,810
-- -- 10,906
-- -- 4,007,487
-- 2,000 (497,582)
2,065 1 57,041
- - (33,993)
- - 628,549
63,856 - 1,376,933
- - (400)
65,921 1 2,028,130
65,921 2,001 1,530,548
85,502 - 85,502
611,097 - 1,775,014
(563,917) -- (1,775,014)
198,603 2,001 1,616,050
19,302 -- 13,041,352
217,905 $ 2001  $ 14,657,402




NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Cash Flows by Zone

Cash Flows from Operating Activities:
Receipts from customers
Payments to suppliers
Payments to employees
Net Cash Provided (Used) by Operating
Activities

Cash Flows from Non-Capital Financing Activities:
Other revenue (expense)
Net operating subsidies and transfers
Net Cash Provided (Used) by Non-Capital
Financing Activities

Cash Flows from Capital and Related
Financing Activities:
Purchase of capital assets
Proceeds from borrowings on line of credit
Capital grants
Proceeds of capital-type special assessments
Principal payments on debt
Interest payments on debt

Net Cash Provided (Used) by Capital and Related

Financing Activities

Cash Flows From Investing Activities:
Interest on investments

Net I ncrease (Decrease) in Cash
Cash at Beginning of Year
Cash at End of Year

Reconciliation of operating income (loss) to net cash
provided (used) by operating activities:
Operating income (l0ss)
Adjustments to reconcile net operating income to net
cash provided (used) by operating activities:
Depreciation expense
Changes in assets and liabilities:
Receivables, net
Accounts and other payables
Net Cash Provided (Used) by Operating
Activities

June 30, 2006

Sd Zone 1 Sd Zone 8
Penn Valley Wastewater Lake Cascade
Sewer Management Wildwood Shores
Assessment System O&M O&M

$ 93461 $ 12593 $ 1726919 $ 109,777
(9,129) 1,578,468 (1,459,146) (717,593)

-- (1,588,662) -- --
84,332 2,399 267,773 (607,816)
5 1,481 10,216 (7,637)

-- 49,701 (20,074) 622,844

5 51,182 (9,858) 615,207

- (400) (6,514) -

(110,000) - - (8,191)
(24,320) -- -- --
(134,320) (400) (6,514) (8,191)
1,724 2,333 5,589 (227)
(48,259) 55,514 256,990 (1,027)
121,823 65,345 233,556 4,084

$ 73564 $ 120859 $ 490546 % 3,057
$ 84332 $ (58997) $ 120559 $ (669,946)
- 51,585 152,885 53,255

- 6,672 - 1,680

-- 3,139 (5,671) 7,195

$ 84332 % 2399 $ 267,773 $ (607,816)
continued
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NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Cash Flows by Zone (continued)
June 30, 2006

SD Zone 2 SD Zone 6
Lake of Penn North Mt. Lake
the Pines Valley San Juan Estates
0&M 0&M O&M 0&M
Cash Flows from Operating Activities:
Receipts from customers $ 1139183 $ 262417 $ 3883 $ 16,581
Payments to suppliers (876,662) (303,389) (72,881) (23,817)
Payments to employees -- -- -- --
Net Cash Provided (Used) by Operating
Activities 262,521 (40,972) (34,018) (7,236)
Cash Flows from Non-Capital Financing Activities:
Other revenue (expense) 939 274 58 25
Net operating subsidies and transfers (605,804) 38,666 (3,122) (501)
Net Cash Provided (Used) by Non-Capital
Financing Activities (604,865) 38,940 (3,064) (476)
Cash Flows from Capital and Related
Financing Activities:
Purchase of capital assets (65,511) -- -- --
Proceeds from borrowings on line of credit -- -- -- --
Capital grants -- -- -- --
Proceeds of capital-type special assessments -- -- -- --
Principal payments on debt -- -- -- --
Interest payments on debt -- -- -- --
Net Cash Provided (Used) by Capital and Related
Financing Activities (65,511) -- -- --
Cash Flows From Investing Activities:
Interest on investments 24,671 (170) 1,012 708
Net Increase (Decrease) in Cash (383,184) (2,202) (36,070) (7,004)
Cash at Beginning of Year 1,044,580 18,008 54,544 32,254
Cash at End of Year $ 661396 $ 15806 $ 18474 $ 25250
Reconciliation of operating income (loss) to net cash
provided (used) by operating activities:
Operating income (loss) $ 172573 $ (98,054) $ (41,222) $ (21,277)
Adjustments to reconcile net operating income to net
cash provided (used) by operating activities:
Depreciation expense 75,345 56,120 9,320 15,599
Changes in assets and liabilities:
Receivables, net -- -- (29 --
Accounts and other payables 14,603 962 (2,087) (1,558)
Net Cash Provided (Used) by Operating
Activities $ 262521 $ (40972) $ (34018 $ (7,236)
continued

33



NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Cash Flows by Zone (continued)
June 30, 2006

Cash Flows from Operating Activities:
Receipts from customers
Payments to suppliers
Payments to employees
Net Cash Provided (Used) by Operating
Activities

Cash Flows from Non-Capital Financing Activities:
Other revenue (expense)
Net operating subsidies and transfers
Net Cash Provided (Used) by Non-Capital
Financing Activities

Cash Flows from Capital and Related
Financing Activities:
Purchase of capital assets
Proceeds from borrowings on line of credit
Capital grants
Proceeds of capital-type special assessments
Principal payments on debt
Interest payments on debt
Net Cash Provided (Used) by Capital and Related
Financing Activities

Cash Flows From Investing Activities:
Interest on investments

Net I ncrease (Decrease) in Cash
Cash at Beginning of Year
Cash at End of Year

Reconciliation of operating income (loss) to net cash
provided (used) by operating activities:
Operating income (l0ss)
Adjustments to reconcile net operating income to net
cash provided (used) by operating activities:
Depreciation expense
Changes in assets and liabilities:
Receivables, net
Accounts and other payables
Net Cash Provided (Used) by Operating
Activities

Lake Lake of SD Zone 5
No San Juan Wildwood the Pines Gold
Sewer Capital Capital Creek
Assessment Project Project O&M
$ 4,309 $ -- $ - $ 6379
(630) (236,424) 53,207 (22,227)
3,679 (236,424) 53,207 (5,748)
-- -- -- 8
-- (1,799) 599,404 (590)
-- (1,799) 599,404 (582)

- (820,536)  (1,501,464) -

- 500,000 -
- 587,399 725,678 -
(1,000) - - -
(1,575) - - -
(2,575) 266,863 (775,786) -
279 2,011 8,093 1,417
1,383 30,651 (115082)  (4,913)
12,023 67,866 376,848 59,798

$ 13406 $ 98517 $ 261766 $ 54885

$ 3679 $ - $ - $ (8777)

- - - 3,058

- (236,424) 53,207 (29)

$ 3679 $ (236424) $ 53207 $ (5,748)

continued



NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Cash Flows by Zone (continued)
June 30, 2006

SD Zone 9 SD Zonel0 SD Zonell Cascade

Eden Dark Higgins Shores
Ranch Horse Village Insurance
0&M Oo&M Oo&M Proceeds
Cash Flows from Operating Activities:
Receipts from customers $ 13681 $ 12000 $ 80065 $ (5099
Payments to suppliers (12,580) (4,019) (67,408) --
Payments to employees -- -- -- --
Net Cash Provided (Used) by Operating
Activities 1,101 7,981 12,657 (5,099)
Cash Flows from Non-Capital Financing Activities:
Other revenue (expense) (102) 72 43 615,071
Net operating subsidies and transfers (1,330) (10,412) 459 (521,454)
Net Cash Provided (Used) by Non-Capital
Financing Activities (1,432) (10,340) 502 93,617
Cash Flows from Capital and Related
Financing Activities:
Purchase of capital assets -- -- -- --
Proceeds from borrowings on line of credit -- -- -- --
Capital grants -- -- -- --
Proceeds of capital-type special assessments -- -- -- --
Principal payments on debt -- -- -- --
Interest payments on debt -- -- -- --
Net Cash Provided (Used) by Capital and Related
Financing Activities -- -- -- --
Cash Flows From Investing Activities:
Interest on investments 58 281 1,981 5,215
Net I ncrease (Decrease) in Cash (273) (2,078) 15,140 93,733
Cash at Beginning of Year 1,577 16,761 81,696 --
Cash at End of Year $ 1304 $ 14683 $ 96836 $ 93733

Reconciliation of operating income (loss) to net cash
provided (used) by operating activities:
Operating income (10ss) $ (35399 $ 7981 $ 13106 $ -
Adjustments to reconcile net operating income to net
cash provided (used) by operating activities:

Depreciation expense 4,763 -- -- --
Changes in assets and liabilities:
Receivables, net -- -- -- (5,099)
Accounts and other payables (123) -- (449) --
Net Cash Provided (Used) by Operating
Activities $ 1100 $ 7981 $ 12657 $ (5,099

continued
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NEVADA COUNTY SANITATION DISTRICT NO. 1

Statement of Cash Flows by Zone (continued)
June 30, 2006

Cascade SD Zone 12
Shores Valley
Capital Oak CT
Projects O&M Total
Cash Flows from Operating Activities:
Receipts from customers $ - $ 2000 $ 3513129
Payments to suppliers 334,824 -- (1,829,306)
Payments to employees -- -- (1,588,662)
Net Cash Provided (Used) by Operating
Activities 334,824 2,000 95,161
Cash Flows from Non-Capital Financing Activities:
Other revenue (expense) -- -- 620,453
Net operating subsidies and transfers (89,056) -- 56,932
Net Cash Provided (Used) by Non-Capital
Financing Activities (89,056) -- 677,385
Cash Flows from Capital and Related
Financing Activities:
Purchase of capital assets (450,820) -- (2,845,245)
Proceeds from borrowings on line of credit -- -- 500,000
Capital grants 85,502 -- 85,502
Proceeds of capital-type special assessments 63,856 -- 1,376,933
Principal payments on debt -- -- (119,191)
Interest payments on debt -- -- (25,895)
Net Cash Provided (Used) by Capital and Related
Financing Activities (301,462) -- (1,027,896)
Cash Flows From Investing Activities:
Interest on investments 2,065 1 57,041
Net I ncrease (Decrease) in Cash (53,629) 2,001 (198,309)
Cash at Beginning of Year 117,520 -- 2,308,283
Cash at End of Year $ 63891 $ 2001 $ 2109974

Reconciliation of operating income (loss) to net cash
provided (used) by operating activities:
Operating income (10ss) $ - $ 2000 $ (497,582
Adjustments to reconcile net operating income to net
cash provided (used) by operating activities:

Depreciation expense -- -- 421,930
Changes in assets and liabilities:
Receivables, net - - 3,224
Accounts and other payables 334,824 -- 167,589
Net Cash Provided (Used) by Operating
Activities $ 334824 $ 2000 $ 95,161
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERSBASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

Board of Directors
Nevada County Sanitation District No. 1
Nevada City, California

We have audited the financial statements of the Nevada County Sanitation District No. 1
(acomponent unit of the County of Nevada, California) (District), as of and for the year ended
June 30, 2006, and have issued our report thereon dated November 9, 2006. 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 Genera of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the District’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our
opinions on the financia statements and not to provide assurance on the internal control over
financial reporting. Our consideration of the internal control over financia reporting would not
necessarily disclose all matters in the internal control over financial reporting that might be
material weaknesses. A material weakness is a reportable condition in which the design or
operation of one or more of the internal control components does not reduce to a relatively low
level the risk that misstatements caused by error or fraud in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted no
matters involving the internal control over financial reporting and its operation that we consider
to be material weaknesses.

Compliance and Other M atters

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

1520 Eurckn Boad, Suite 100, Boseville, U4 95661 -3040
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Board of Directors
Nevada County Sanitation District No. 1
Nevada City, California

This report is intended for the information and use of the audit committee, management, Board
of Directors and federal awarding agencies and pass-through entities and is not intended to be
and should not be used by anyone other than the specified parties.

BARTIG, BASLER & RAY, LLP
A Gallina LLP Company

(3»223, /ﬁw&tx/b&, LLpP

Roseville, Cdlifornia
November 9, 2006
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