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BUDGET MESSAGE

May 20, 2015

To the Los Osos Community Services District Board of Directors,

It is my privilege to present to you the Proposed Fiscal Year
2015/2016 Budget for the Los Osos Community Services District
(District). The Proposed Budget reflects the decisions made between
District staff and myself guided by the policy and priority direction of
the Board of Directors for the District. Submitted is the Proposed Budget for Fiscal Year
2015/2016. The budget is a financial plan and a communication instrument. As a financial plan,
the budget contains fund summaries and line item detail. The fund summaries provide the Board
and reader with an understanding of the financial condition of the many funds within the budget,
while the line detail explains the expenses. As a communication instrument, the budget includes
an organizational chart, statistics and narratives to better explain the function, responsibilities and
concerns related to each fund.

Fiscal Year 2014/2015 saw the Board of Directors and staff facing many challenges while the
District faced several opportunities to actively manage the on-going drought conditions. Those
challenges and opportunities included on-going reconciliation of the financial books and write-off
of those items related to the bankruptcy; extensive analysis of the wastewater fund, on-going debt
payments, improvement bond reserve repayment plan and improvement bond bank account
reconciliations; establishment of new reserves, identification of cash balances and update with
Standard and Poor’s; increases in water rates including authorization for emergency drought
rates; development of water shortage contingency plan and outdoor water conservation program;
release of the updated Basin Management Plan; auditing for compliancy with the State of
California Governor's Executive Orders; implementation of the Record Management and
Retention Schedule and adoption of the Capital Improvement Program.

The fiscal year began with the District adopting water conservation regulations. This action was
taken by the Board on August 7, 2014, by Resolution No. 2014-15 in response to the emergency
regulations issued by the State Water Resources Control Board on July 15, 2014 by Resolution
No 2014-0038. The actions taken by the State Water Board were intended to reduce outdoor
urban water use throughout the State. In response the District adopted four very basic mandatory
restrictions:

1. The use of potable water for irrigation of lawns, landscape plantings, groundcovers,
and shrubs shall be limited to a total of 15 minutes (per station or per yard).

2. lrrigation shall occur only during dark/nighttime hours.

3. lrrigation even numbered addresses shall occur only on Wednesday and Sunday.

4. Irrigation for odd numbered addresses shall occur only on Tuesdays and Saturday.

Community recreation facilities have been exempted from this regulation by the District Board at
that time. These regulations remained in effect until the District adopted a water shortage and
conservation plan.

In September 2014, adopting by Resolution, the Board found that further actions were necessary
based on the lack of rainfall. Staff presented to the Board a Water Shortage Contingency Plan.
The Plan was intended to present additional measures developed in order to protect the
community’s water supply and halt seawater intrusion, reduce pumping needs, ensure the indoor
water demand is equal to or less than 50 gallons per person per day consistent with San Luis



Obispo County Water Conservation Program for Los Osos, Estero Area Plan and the Basin
Management Plan and establish stages with respective triggers for each stage. At that time the
Board adopted Stage 2. At the Board Meeting of April 2, 2015, the Board took the appropriate
action and adopted Stage 3. Stage 3 includes additional restrictive use of water measures
including allowing the Board to potentially adopt emergency drought rates. A copy of the Water
Shortage Contingency Plan chart outlining Stages 1 through 5 is included.

During this same period, based on recommendations from the Utilities Advisory Committee
(UAC), the Board adopted a dual phased public outreach Outdoor Water Conservation Plan. The
UAC recommended the District focus on outdoor conservation since the County was focusing on
indoor conversation. The intent behind the program is to make, a significant impact on the
community regarding the severe drought conditions and the droughts impacts on the single water
supply in Los Osos. This is an on-going campaign as staff works to maximize our limited
resources and reach our target audience. Through this program the District provides at no cost
to the residents low flow devices such as faucet aerators, outdoor garden nozzles, shower heads
and three-minutes shower timers. Through the use of multi-media including direct mail notices,
street fairs and other events, the District has handed out thousands of low flow products. Until
the drought halts, this is a very important program in the District’s goal to reduce water usage and
retard sea water intrusion. A recap of the campaign today is included as additional information.

The District obtained grant funding from the California Department of Public Health to implement
a nitrate removal system on the District’s existing South Bay Upper Aquifer Well. The nitrate
removal system allows the upper aquifer to be used domestically. The project includes
construction of a 168 square foot pre-engineered building that houses the skid-mounted ion
exchange unit, and a 5,000 gallon tank for brine storage. This allows the upper aquifer to be
blended and treated with the existing lower aquifer well water prior to introduction into the water
supply distribution system. This project was completed during FY 2014/2015 and the District will
realized a full year of operation in FY 2015/2016.

In February 2015, the Board of Directors adopted a water rate increase including the option to
institute drought rates should the current weather situation continue. One of the goals associated
with the Water Fund 500 is to.keep the fund operating in a positive direction. Emergency drought
rates were included to support the operations of the water fund should implementation become
necessary. The goals of the Water Rate Study were as follows:

* Provide for the prudent planning of capital infrastructure, including water supply projects
and implementation of the Basin Plan, as outlined in the Capital Improvement Program
approved by the Board in August, 2014
Account for current and future operations, maintenance, and replacement expenses

e Fund reserve accounts in accordance with adopted policies, and revisit reserve policies
where prudent

e Prepare for future reductions in revenue due to decreased water sales from conservation
efforts and the delivery of recycled water

o Recommend emergency rates necessary to support District operations during various
drought stages as defined in the Water Shortage Contingency Plan (Plan) adopted by the
Board in 2014, or recommend changes to the Plan if necessary.

e Consider alternative rate structures that would encourage increased conservation.

e Comply with the requirements of Proposition 218

The Basin Management Plan was an unknown at the completion of the prior rate study with rates
implemented in 2012. The capital projects within the updated Basin Plan were taken into
consideration in the most recent District authorized water rate study. Staff is currently researching
the need for supplemental support for the emergency drought rates recently adopted by the Board
in light of the initial ruling in the San Juan Capistrano court case. As previously stated the Board
adopted a Water Shortage Contingency Plan. Any implementation of the Water Shortage
Contingency Plan stages or triggers potentially creates a loss of revenue as the restrictions



increase with each stage. Emergency Drought Rates were included within the 2015 adopted
rates; however, the Board has chosen not to implement drought rates at this time.

The severe drought currently experienced throughout California, as well as in Los Osos, has a
negative impact on the District ability to continue to pump water at the prior levels. Through
extensive marketing efforts the District is working to educate the residents regarding various
conservation options. Conservation is a must to reduce overdraft of the Basin and inland
movement of the seawater front. Together with other parties in the 1SJ, the District is funding
Seawater Intrusion studies twice yearly. The I1SJ participants based on the results learned in the
first intrusion study conducted since 2009, confirms the critical water supply situation in Los Osos
and the need to expedite both conservation and other physical solutions contemplated in the
Basin Plan in order to halt seawater intrusion.

Since the initial complaint was filed by the District in February 2004, the District has been involved
in litigation with Golden State Water Company. Currently there are four parties involved in the
resolution of the case: San Luis Obispo County, Golden State Water Company, S & T Mutual
Water Company and the District. The District together with the other parties, are dedicated to
taking the steps necessary for finalization of the Interlocutory Stipulate Judgment (I1SJ) legal
action. The ISJ parties released an updated Basin Management Plan during this past year.
Recently the District was party to a case management conference and in the very near future all
parties will be before the court in an effort to secure the 1SJ decree from the court and move to
the next phase of the partnership in managing the basin.

After the adoption of FY 2014/2015 budget, the Board of Directors adopted a long-term Capital
Improvement Program which included projects from the Basin Management Plan. The District’s
infrastructure requires millions of dollars to improve. Staff devised a way to make the majority of
the pipeline replacement projects without destroying or further destroying the roads. Staff
together with the Board recognized that it will be necessary in the near future to borrow money to
make the necessary infrastructure pipe replacement installations. During this year and continuing
through the next, staff is working on several capital improvement projects including the Intertie
Project with Golden State, renovation of the Corp facilities and preparing shovel ready projects
for potential grant opportunities.

The Proposed Budget outlines, according to Funds, opportunities where the Board needs to
provide policy direction. Several tough financial decisions were made last year as a result of the
former Wastewater Project. Debt was written off the financial books, reconciliation in concert with
US Bank representatives was initiated, reserves reconciled and established.

e There remains in the District’s Fund 600 an on-going debt repayment for the premature
borrowing of funds from the Bond Reserve Account to make the bond payment. The
Board in 2006 borrowed $714,267.50 for the Debt Service Reserve Fund (now
Improvement Bond Reserve) to make the semi-annual payment to the bond holders.
This item is outlined in Fund 600 and the respective progress staff made during the
prior fiscal year to assure the proper allocation of Administrative Charges and
replenishing the improvement bond reserve.

e Under the Fund 600, staff is working on the analysis of prepaid assessments for the
Wastewater 2002 Bond Assessment. Presently the District has prepaid funds on hand
for a portion of the prepayment of the debt. Staff expects to have resolution of the
item prior to June 2016 with the recommended action to the Board of Directors.

After careful review of the Proposed Budget, | believe the Board recognizes there are two funds
with Revenue shortfalls. Those funds are Vista de Oro Fund 400 and Wastewater Fund 600.
Regarding Fund 400, as | stated in my prior Budget Message it is important to understand this
fund will continue to reflect a deficit until the septic system conversion occurs and over a period
of years the District will recoup its prior costs for maintaining the system. The Wastewater Fund
continues to incur yearly charges associated with the bond accounting. This Fund 600 requires
dollars to cover legal claims that are continually filed by residents in an effort to receive a refund



for prepaid assessments. All other information is outlined in the Summary information for the
Fund 600.

Last year staff developed, for the Board’s review, several methods for attributing expenses
through a Cost Allocation Plan (Allocation of Administrative Expenses) for funding of the
Administration Fund 100. The Board of Directors selected the Allocation Plan based on staff's
hourly work in the various funds. Administrative staff updated the relative schedules based on
the prior fiscal year work demands for the current fiscal year. In preparing this year’s budget the
Board adopted methodology for Fiscal Year 2013/2014 was applied. A copy of the Allocation of
Administrative Costs is enclosed for FY 2014/2015 and FY 2015/2016.

Long before the current economic downturn, the issue of public pensions and the viability of
individual plans was a much-debated topic; events since 2009 have only intensified the spotlight
on this mounting problem. Management and those charged with governance struggled to find
solutions to the underfunding that many governmental plans face. Many of these plans are
defined—benefit retirement plans promising pre-determined monthly retirement benefits to
employees. The Governmental Accounting Standards Board (GASB) was fully aware of the tide
of unfunded retirement obligations, and in January 2006 this board added the project on pension
accounting and reporting to their research agenda. In April 2008, GASB moved the project to the
agenda for resolution. The goal was to improve the existing standards with the focus on improving
the information as well as the accountability and transparency in employer reporting of retirement
information. In June 2012, GASB issued Statement 68. Statement 68 brings the governmental
employer accounting and reporting standards closer in line with the private sector requirements.
There are numerous changes in reporting which are the new standards intended to provide a
more comparable and visible information reflected in the annual financial statements of
governments that provide defined benefit pensions. The changes include pension liability,
discount rate, cost-sharing plans, special funding situations, actuarial methods, measurement
frequency and valuation requirements and other changes relating to disclosure. GASB No. 68,
Accounting and Financial Reporting for Pensions is effective for years ending on or after June 30,
2015. CalPERS implemented this requirement and effective FY 2014/2015 will be preparing the
information at a cost to the District.

Similar to the process outlined above for GASB No. 68, the Governmental Accounting Standards
Board listed another project on their agenda. It is their intent to discuss Other Postemployment
Benefits (OPEB) accounting and reporting in light of these recent changes to pension accounting
and reporting. OPEB is other than pension benefits provided to retired employees by state and
local governments. These benefits principally involve health care benefits, but also may include
life insurance, disability, legal and other services that are not provided through a trust as defined
in GASB No. 68. For definition purposes the District is considered a local government. It is
anticipated GASB will suggest the changes for OPEB accounting and reporting be effective in
2016 and 2017.

For your reference again this year staff included a Glossary of Terms within the Proposed Budget
document. It is staff's hope this will help should the Board or any person needing a definition of
terms. Also, in the Adopted Budget staff will include a Table of Contents to help the reader find
the respective information. This is the last item prepared as during the budget process, page
numbers change as information is revised or added.

A governmental entity's reports and statements, both financial and operational, ideally should
contain the information necessary for all users. These users include management, electorate,
creditors, grantors and community members. These statements allow all parties the opportunity
based on the information to form an opinion on the effectiveness of the stewardship exercised by
the responsible public officials. The responsibility for providing such information is that of
management. This budget presents a realistic depiction of the financial picture facing the Board
Members and management in the continued operations of the District.



The Proposed Budget is a work in progress. Current staff continues to review the account titles
and group those expenditures to conform appropriately to standard government accounting
practices and procedures. Staff continues extensive implementation and creation of new reports
to attain more consistency with the District’s financial audits and government standards. With the
modernization of the accounting system and full implementation of the financial software, staff
provided timely and accurate information expenditure information on a monthly basis. This year,
through a collaborative process and support from other staff who played a key role in developing
and being responsive to questions, the District managed to prepare a very concise and
informative document for your consideration. Through the monthly reports staff shares
fluctuations in revenue to the Board on a quarterly cycle along with any significant operational
adjustments. It is anticipated that mid-year budget adjustments will be necessary as labor
negotiations should be concluded and benefit variations accounted for by that time.

| would like to take this opportunity to publicly thank the staff of the Los Osos Community Services
District and CAL Fire for their unwavering support and unswerving assistance during this very
difficult and wearisome time. Without their hard work and solid commitment to excellence this
document would still be a dream and not a reality. | also wish to thank the Board of Directors for
their firm support, enduring patience and continuous assistance during this stressful period.

On behalf of the District, it is my honor to present and submit the Proposed Budget for Fiscal Year
2015 - 2016.

Respectfully,

%@&ﬂ %w%

Kathy A. Kivley
General Manager
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Cost Allocation Plan for FY 2015/2016

Vista de

BASED ON ADMINISTRATION STAFF'S TIME: Fire Water Solid Waste Oro Bayridge Drainage Wastewater TOTALS
General Manager 22.56% 61.20% 0.37% 2.34% 3.72% 8.65% 1.15% 100.00%
Administrative Sec./Acctg Asst. Il 18.95% 73.76% 0.14% 0.72% 1.01% 4.04% 1.38% 100.00%
District Accountant 15.58% 70.15% 0.32% 2.02% 2.37% 7.50% 2.07% 100.00%
Total Time 57.08% 205.11% 0.84% 5.07% 7.10% 20.19% 4.61% 300.00%
Average % Time Spent by Fund 19.03% 68.37% 0.28% 1.69% 2.37% 6.73% 1.54% 100.00%
Projected Expenditures FY 2015-2016 $579,701.00
TOTAL AMOUNT TO BE ALLOCATED $579,701.00 110,306.17 396,344.17 1,616.41 9,798.80 13,711.63 39,016.84 8,906.99 579,701.00

110,306 396,344 1,616 9,799 13,712 39,017 8,907 579,701

Print Date: 5/15/2015



Cost Allocation Plan for FY 2014/2015

Vista de

BASED ON ADMINISTRATION STAFF'S TIME: Fire Water Solid Waste Oro Bayridge Drainage Woastewater TOTALS
General Manager 22.27% 57.11% 6.20% 2.60% 2.59% 7.50% 1.73% 100.00%
Administrative Sec./Acctg Asst. Il 15.00% 68.85% 5.77% 0.00% 0.00% 4.04% 6.34% 100.00%
District Accountant 15.00% 57.69% 10.38% 0.00% 0.00% 5.77% 11.16% 100.00%
Total Time 52.27% 183.65% 22.35% 2.60% 2.59% 17.31% 19.23% 300.00%
Average % Time Spent by Fund 17.42% 61.22% 7.45% 0.87% 0.86% 5.77% 6.41% 100.00%
Projected Expenditures FY 2014-2015 $626,310.00

TOTAL AMOUNT TO BE ALLOCATED $626,310.00 109,124.08 383,406.11 46,660.10 5,428.02 5,407.14 36,138.09 40,146.47 626,310.00

109,124 383,406 46,660 5,428 5,407 36,138 40,146

Print Date: 5/15/2015



Revenues
Property Taxes

Total Property Taxes
Grant Revenue

Total Grant Revenue
Service Charges & Fees

Total Service Charges & Fees
Special Taxes & Assessments

Total Special Taxes & Assessments
Other Revenues

Total Other Revenues
Use of Money & Property

Total Revenues

Expenditures

Personnel
Salaries/Wages
Payroll Taxes & Benefits
Employment Services

Total Personnel

Services and Supplies
Clothing & Uniform
Contract Services
Equipment & Tools
Financial Services
Insurance, Licenses & Regulatory Fees
Legal & Professional

LOS 0SOS COMMUNITY SERVICES DISTRICT

(In Whole Numbers)

Statement of Revenues and Expenditures - Unposted Transactions Included In Report

Unaudited Total Revised Total Proposed Percentage
Actuals Actuals Budget Budget Difference in Difference in
FY 2012/2013 FY 13/14 FY 14/15 FY 15/16 Budgets Budgets

1,718,911 1,839,726 1,832,969 1,869,635 36,666 2.00%
1,718,911 1,839,726 1,832,965 1,869,635 36,666 2.00%
62,814 48,915 1,500 2,500 1,000 66.67%
62,814 48,915 1,500 2,500 1,000 66.67%
1,766,718 2,179,166 1,926,400 1,973,100 46,700 2.42%
1,766,718 2,179,166 1,926,400 1,973,100 46,700 2.42%
1,808,522 1,807,878 1,839,608 1,853,347 13,739 0.75%
1,808,522 1,807,878 1,839,608 1,853,347 13,739 0.75%
242,708 3,700,620 78,834 73,234 (5,600) (7.10)%
242,708 3,700,620 78,834 73,234 (5,600) (7.10)%
4,748 43,348 2,968 3,963 995 33.52%
5,604,420 9,619,653 5,682,279 5,775,779 93,500 1.65%
681,658 760,220 772,086 834,042 61,956 8.02%
215,881 227,498 231,554 243,577 12,023 5.19%
42,404 26,330 46,334 21,675 (24,659) (53.22)%
939,944 1,014,048 1,049,974 1,099,294 49,320 4,70%
12,567 5,737 7,700 6,200 (1,500) (19.48)%
1,744,146 1,756,064 1,859,986 2,081,530 221,544 11.91%
63,649 63,450 54,898 93,450 38,552 70.22%
33,367 22,069 6,400 8,300 1,900 29.6%%
112,250 113,866 132,445 123,768 (8,677) (6.55)%
307,422 5,282,985 295,340 368,140 72,800 24.65%



Office/Operations

Other Expense

Rent & Utilities

Repairs & Maintenance

Travel & Training

Vehicle Maintenance & Repair
Total Services and Supplies

Capital Qutlay

Total Capital Outlay
Debt Service

Total Debt Service
Reserves

Total Reserves
Transfers

Total Transfers
Total Expenditures

Net Revenues over Expenditures

Date: 5/15/15 01:41:32 PM

LOS 0S0OS COMMUNITY SERVICES DISTRICT
Statement of Revenues and Expenditures - Unposted Transactions Included In Report

(In Whole Numbers)

Unaudited Total Revised Total Proposed Percentage
Actuals Actuals Budget Budget Difference in Difference in
FY 2012/2013 FY 13/14 FY 14/15 FY 15/16 Budgets Budgets

52,947 66,431 77,940 74,370 (3,570) (4.58)%
30,905 22,817 6,400 33,100 26,700 417.19%
176,753 183,649 263,530 338,490 74,960 28.44%
80,499 82,486 138,374 65,924 (72,450) (52.36)%
8,806 10,863 12,750 9,525 (3,225) (25.29)%
13,049 20,100 24,550 23,800 (750) (3.05)%
2,636,361 7,630,519 2,880,313 3,226,597 346,284 12.02%
814,190 448,967 207,700 200,000 (7,700) (3.71)%
814,190 448,967 207,700 200,000 (7,700) (3.71)%
1,428,206 1,424,366 1,456,762 1,458,516 1,754 0.12%
1,428,206 1,424,366 1,456,762 1,458,516 1,754 0.12%
810,593 254,099 237,206 145,000 (92,206) (38.87)%
810,593 254,099 237,206 145,000 (92,206) (38.87)%
(44,454) (1,405,977) 0 0 0 0.00%
(44,454) (1,405,977) 0 0 0 0.00%
6,584,839 9,366,021 5,831,955 6,129,407 297,452 5.10%
(980,419) 253,631 (149,676) (353,628) (203,952) 136.26%




RESERVE STATEMENT
Effective January 1, 2015

Beginning Adopted Projected
Account BALANCE BudgetFY Gain/ (Use)FY SubtotalFY  BudgetFY  Gain/ (Use) Ending
Code Category & Fund 06/30/2013 2013/2014  2013/2014 20132014 2014/2015  FY 2014/2015 BALANCE
100 - Administration
3111 General Contingency Reserve 20,918 20918 (17,947) 2,97
3164  Information Technology Reserve 28,741 28,741 175 28,916
3166  Septic Maintenance Reserve (Fire Station) 15,801 15,801 15,801
Total - 100 - Administration $65,460 $0 $0 $65,460 ($17,947) $175 $47,688
200 - Bayridge Estates
3109 Septic System Decommission Reserve 0 $8,000 $8,000 $8,000 21 $16,021
301 - Fire
3110 Replacement Reserve - Vehicle, Equip & Fire Engines 247 962 109,099 35,792 392,853 92,441 485,294
3111 General Contingency Reserve 61,381 61,381 1,942 63,323
3115  Public Facilities Fee Reserve 51,193 51,193 153 3 51,346
3160 Capital Outlay Reserve 613,873 613,873 613,873
Total - 301 - Fire  $974,409 $109,099  $35792 $1,119,300  $92,441 $2,095  $1,213,836
400 - Vista de Oro
3193  Reserve - Intemal Loan 1,517.00 2 $30,000 $31,517 $31,917
500 - Water
3050 Water Quality Trust Reserve (0331) 91,517 91,517 91,517
3110 Replacement Reserve - Vehicle, Equip & Fire Engines 42197 42197 (42,197) 0
3111 General Contingency Reserve 178,783 25,000 (30,000) 173,783 25,000 (30,478) s 168,305
3160 Capital Qutlay Reserve 493,407 65,000 665 559,072 65,000 (60,000) 564,072
3163 Water Stabilization Reserve 128,856 32,000 160,856 32,000 192,856
3165 Basin Management Plan Reserve 39,288 39,288 39,288
3167  Water Conservation Reserve 25,031 25,031 (20,000) 5,031
Total - 500 - Water ~ $999,079 $122,000 ($29,335) $1,091,744 $122,000 ($152,675)  $1,061,069
600 - Wastewater
3091 Restricted-2002 Bond Redemption Reserve 726,664 1 25,000 6,435 758,100 25,000 783,100
3120 LOCSD Community Fund 0 4 173,995 173,999 173,999
3159  Prepaid Assessment Reserve 142,670 142,670
3161 Disputed Reserve Fund 103,013 103,013
3191  Restricted Funds-SRF 1,407,913 (1,405,977) 1,936 1,936
Total - 600 - Wastewater $2,134,577 $25,000 ($1,225,547) $934,035 $25,000 $245,683 $1,204,717
650 - Solid Waste
3111 General Contingency Reserve $185,486 7 ($21,605) $283  $164,164 ($46,660) $529 $118,033
800 - Drainage
3111 General Contingency Reserve 27,238 5,000 32,238 5,000 553 37,791
3160 Capital Outlay Reserve 184,995 10,000 60 195,055 10,000 205,055
Total - 800 - Drainage  $212,233 $15,000 $60  $227,293 $15,000 $553 $241,620

Re{rised as of March 5, 2015
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Print Date: 5/15/2015




RESERVE STATEMENT
Effective January 1, 2015

Beginning Adopted Projected
Account BALANCE BudgetFY Gain/(Use)FY Subtotal FY  BudgetFY  Gain (Use) Ending
Code Category & Fund 06/30/2013 201312014 201372014  2013/2014  2014/2015  FY 2014/2015 BALANCE
900 - Parks & Recreation
3090  Restricted Pool Funds $303,838 5 $0 s918  $304,756 $0 $0 $304,756
$3,946,270 $4,239,258

1 Managed by US Bank - ongoing analysis

2 Internal Loan from Water Reserves

3 CD Matures 03/18/2016

4 Managed by Community Foundation

5 Beginning Balance adjusted based on LAIF deposit
6 Authorized use: $32,803; interest: $2,325

7 Balance Bankruptcy franchise fee transfer

Revised as of March 5, 2015 Print Date: 5/15/2015



