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The intent of the management’s discussion and analysis is to provide highlights of the Highland Water District’s financial activities for the year ended December 31, 2008.  Readers are encouraged to read this section in conjunction with the accompanying financial statements.

SUMMARY STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS

The following statements of revenues, expenses, and changes in net assets present the annual surplus or deficiency of revenues over expenses (the change in net assets):


2008
2007
Revenues

Water Operating Revenue
$
676,971
$
636,918

Interest Income

33,111

53,340

Total Revenues
$
710,082
$
690,258
Expenses

Water Operations & G&A Expenses
$
720,308
$
680,692

Public Works Trust Fund & State


Revolving Fund Interest

39,547

35,393

Department of Agriculture Interest

48,650

46,477
Bond Anticipation Loan Interest and Fees

63,106

3,921

Total Expenses
$
871,611
$
766,483



Income (Loss) Before Contributions
$
(161,529)
$
(76,225)

Capital Contributions

16,830

377,957


Change in Net Assets
$
(144,699)
$
301,732

Total Net Assets, January 1
$
4,165,768
$
3,864,036
Total Net Assets, December 31
$
4,021,069
$
4,165,768

Analysis of Changes in Revenues and Expenses in 2008 as Compared to 2007

In 2008 the district experienced a decrease in net assets of $144,699, which was $446,431 lower than 2007.  The primary reason for this decrease was that the district collected $361,127 less in capital contributions than it did in 2007, partly due to a refund of $72,000 made in 2008 from a 2007 local facility charge.  Depreciation expense increased by $26,273 due to construction projects being placed in service.  Interest expense was higher in 2008 by $65,512 due to additional borrowings on the Bond Anticipation note and the U.S.D.A. loans.  The district did have an increase in water sales of $40,000 in 2008.  Overall the district’s financial position improved due to the improvements and expansion in the system.  

SUMMARY STATEMENTS OF NET ASSETS

The following summary statements of net assets present the assets of the district and show the mix of liabilities and net assets used to acquire these assets:


2008
2007
Assets


Current Assets
$
644,389
$
699,423


Noncurrent Assets:



Utility Plant - Net

9,721,151

8,981,970



Other

403,165

453,078


Total Assets
$
10,768,705
$
10,134,471
Liabilities


Current Liabilities
$
3,137,840
$
2,194,147


Noncurrent Liabilities:



Long-Term Debt

3,604,939

3,771,408



Other

4,857

3,148




Total Liabilities
$
6,747,636
$
5,968,703

Net Assets


Invested in Capital - Net of Related Debt
$
3,052,966
$
3,110,939


Restricted for Debt Service

411,105

455,088


Restricted for Capital Projects

420,921

495,252


Unrestricted

136,077

104,489



Total Net Assets
$
4,021,069
$
4,165,768
Assets - Current assets decreased by approximately $55,000 largely due to decreases in the cash balance in the construction funds and maintenance funds.  Cash balances in these funds vary from year to year based on the income from operations as well as transfers into other funds. Cash balances in the construction funds also vary based on the amount of loan proceeds borrowed and expenditures for various capital projects.  

Significant capital spending of $944,674 increased net utility plant (including construction in progress). The district has been upgrading and replacing mains and making other system improvements.    

Liabilities - Current liabilities increased by approximately $944,000 over 2007.  The main reason for this increase was due to short-term debt borrowing in the amount of $838,258 on a bond anticipation note line of credit.  The current portion of long-term debt increased by $18,726.  Accounts payable increased by $68,323.  The amount of these costs varies annually with the invoices received from vendors.  Retainage was $18,825 higher in 2008 than 2007.

Long-Term Debt - The long-term debt decreased in 2008 by approximately $166,000.  The decrease is the result of principal payments on the various loans.

Net Assets - Net assets are the portion of the assets of the district no longer financed with revenue bonds or other liabilities.  Net assets decreased by $144,699 in 2008.



2008
ASSETS

Current Assets:

Maintenance Fund:


  - Cash & Cash Equivalents


$
116,304


  - Accrued Interest Receivable



1


Receivables (Net):



Customer Accounts Receivable



61,532


Restricted Assets:



Construction Fund:



  - Cash & Cash Equivalents



419,114



  - Accrued Interest Receivable



1,807



Assessments Receivable - Friar Creek - Current Portion


7,940
Inventories



29,155

Prepayments



8,536




Total Current Assets


$
644,389

Noncurrent Assets:


Restricted Assets:


U.L.I.D. Assessments Receivable


$
19,737



Assessments Receivable - Friar Creek (Net of Current Portion)


383,428


Capital Assets (Net)



9,721,151



Total Noncurrent Assets 


$
10,124,316



Total Assets


$
10,768,705








2008
LIABILITIES

Current Liabilities:


Accounts Payable - Maintenance


$
25,292


Current Portion of Long-Term Debt



275,182

Payables from Restricted Assets:



Accounts Payable - Construction



104,393



Bond Anticipation Note Line of Credit - BOA



2,563,375



Accrued Interest Payable



49,302



Retainage



97,999



Developer Extension Deposits



22,297



Total Current Liabilities


$
3,137,840

Noncurrent Liabilities:


Department of Agriculture Loans


$
1,024,481


Public Works Trust Fund Loans



2,293,572


State Revolving Fund Loan



562,068


Less Current Portion of Long-Term Debt



(275,182)


Vested Benefits



4,857



Total Noncurrent Liabilities


$
3,609,796


Total Liabilities


$
6,747,636

NET ASSETS



Invested in Capital Assets, Net of Related Debt


$
3,052,966



Restricted for Debt Service



411,105



Restricted for Capital Projects



420,921



Unrestricted



136,077




Total Net Assets


$
4,021,069


2008

Operating Revenues

Water Sales


$
660,866


Penalties




12,789


Miscellaneous Revenue



3,316


Total Operating Revenues


$
676,971

Operating Expenses (Schedule)


$
720,308



Operating Income (Loss)


$
(43,337)

Nonoperating Revenues (Expenses)


Interest on Investments


$
33,111


Loan Fees and Bond Fees



(9,200)

Interest Expense



(142,103)





Total Nonoperating Revenues (Expenses)


$
(118,192)

Income (Loss) Before Contributions


$
(161,529)

Capital Contributions



16,830

Change in Net Assets


$
(144,699)

Total Net Assets, January 1


$
4,165,768
Total Net Assets, December 31


$
4,021,069


2008

Cash Flows From Operating Activities

Cash Received From Customers


$
667,996


Cash Paid to Suppliers



(364,039)


Cash Paid to Employees



(182,419)



Net Cash Provided by Operating Activities


$
121,538
Cash Flows From Capital & Related
Financing Activities


Acquisition and Construction of Capital Assets


$
(828,552)


Principal Received on Public Works



Trust Fund Loans



10,000


Principal Received on Bond Anticipation Loan



838,258


Principal Received on Dept. of Agriculture Loans



117,089


Principal Payments on Public Works


Trust Fund Loans



(187,225)


Principal Payments on State Revolving Fund Loan



(56,207)


Principal Payments on Dept. of Agriculture Loans



(32,373)


Interest Paid on Long-Term Debt



(142,258)


Capital Contributions



60,813

Developer & Other Deposits



(8,510)



Net Cash (Used) by Capital




& Related Financing Activities


$
(228,965)

Cash Flows From Investing Activities

Interest Received on Investments


$
34,226


Net Cash Provided by Investing Activities


$
34,226

Net (Decrease) in Cash & Cash Equivalents


$
(73,201)

Cash & Cash Equivalents at Beginning of Year



608,619
Cash & Cash Equivalents at End of Year


$
535,418
Noncash Investing, Capital and Financing Activities


Contributions of Capital Assets from Developers

$
0



2008

Reconciliation of Net Operating Income

to Net Cash Provided by Operating Activities

Net Operating Income (Loss)


$
(43,337)

Adjustments to Reconcile Net Operating

Income to Net Cash Provided by

Operating Activities
Depreciation


$
205,493

Change in Assets & Liabilities:


(Increase) Decrease in Accounts Receivable



(8,975)
(Increase) Decrease in Prepaid Expenses



(473)


(Increase) Decrease in Inventory



(3,904)
Increase (Decrease) in Accounts Payable



- Maintenance Fund



(28,975)

Increase (Decrease) in Vested Benefits



1,709



Total Adjustments


$
164,875



Net Cash Provided by Operating Activities


$
121,538
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES


The accounting policies of Highland Water District conform to generally accepted accounting principles (GAAP) as applicable to proprietary funds of governments.  The Governmental Accounting Standards Board (GASB) is the accepted standard setting body for establishing governmental accounting and financial reporting principles.  The following is a summary of the most significant accounting policies of the District.

a.
Reporting Entity

Highland Water District is a municipal water district governed by an elected 3 member board.  The District operates principally as a purveyor of water in Snohomish County, Washington.  The District was formed effective April 1, 1998 under the authority of Highland Water District Resolution No. 98-001, after the Snohomish County Canvassing Board certified that the special election held March 10, 1998 overwhelmingly voted for the formation of Highland Water District. The District merged with the Friar Creek Water Users Association on January 9, 2003.  As part of the merger agreement, the properties in the Friar Creek Water Users Association will bear the total expense for, and repayment of, the U.S. Department of Agriculture Rural Development loan to Highland Water District for the new system and additional fire protection.  As required by generally accepted accounting principles, management has considered all potential component units in defining the reporting entity.  The District has no component units.

b.
Basis of Accounting and Presentation


The accounting records of the District are maintained in accordance with methods prescribed by the State Auditor under the authority of Chapter 43.09 RCW.  The District uses the uniform system of accounts for water utilities as prescribed by the National Association of Regulatory Utility Commissioners.


The District uses the full-accrual basis of accounting where revenues are recognized when earned and expenses are recognized when incurred with the exception that interest income on assessments is recorded as received.  This exception is not in accordance with generally accepted accounting principles.  Capital asset purchases are capitalized and long-term liabilities are accounted for in the appropriate funds.  Unbilled utility service receivables are recorded at year end.  

c.
Cash and Cash Equivalents


For purposes of the statement of cash flows, the district considers all highly liquid investments (including restricted assets) with a maturity of three months or less when purchased to be cash equivalents.

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

d.
Capital Assets


Utility plant in service is recorded at cost.  Donations by developers are recorded at the contract price.  Depreciation is calculated on the straight-line method over the estimated useful lives of the properties.    The assets and liabilities of the Highland Water Association were transferred to the District on April 1, 1998.  The costs associated with the formation of the District have been capitalized.


Repairs and maintenance are expensed as incurred, while major renewals, replacements and betterments are capitalized.


Preliminary planning and design costs incurred for proposed projects are deferred pending construction of the facility.  Costs relating to projects that are ultimately constructed are transferred to capitalized utility plant.  Costs relating to those projects abandoned are charged to expense when it is determined that they will not be completed.  


See Note 3.

e.
Restricted Funds

In accordance with bond resolutions and Public Works Trust Fund loan agreements, separate restricted funds are required to be established.  The assets held in these funds are restricted for specific uses, including construction and debt service requirements.

f.
Receivables


Receivables consist primarily of amounts due from water customers.  All receivables are recorded when earned.  No allowance for uncollectible accounts is provided since the district has power to record liens for its receivables and, generally, does not experience significant uncollectible amounts.

g.
Inventories


Inventory of materials is recorded at cost on the first-in/first-out basis and a physical inventory is taken at the end of each calendar year.

h.
Investments


Investments are recorded at cost which generally approximates market value.  See Note 2.

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

i.
Compensated Absences


Compensated absences are absences for which employees will be paid, such as vacation and sick leave.  The district records unpaid leave for compensated absences as an expense and liability when incurred.

NOTE 2 - DEPOSITS & INVESTMENTS

The District’s deposits and certificates of deposit are entirely covered by federal depository insurance (FDIC) or by collateral held in a multiple financial institution collateral pool administered by the Washington Public Deposit Protection Commission (PDPC). 


All investments are under the management of the Snohomish County Treasurer.  As required by state law, all investments of the District’s funds are obligations of the U.S. Government, U.S. agency issues, obligations of the state of Washington, general obligations of Washington State municipalities, the State Treasurer’s Investment Pool, or certificates of deposit with Washington State banks and savings and loan institutions.


The District’s cash and investment balances at year end are shown below.  Carrying amount and market value are the same.



12/31/08


Petty Cash Fund
$
211



Bank Deposit Accounts - FDIC Insured

115,235



Cash on Deposit with Snohomish




County Treasurer

29,980



Investment in State Investment Pool

389,992




Total Cash & Investments
$
535,418
NOTE 3 - CAPITAL ASSETS
Capital assets activity for the year ended December 31, 2008 was as follows:


Beginning


Ending


Balance
Increase
Decrease
Balance
Capital assets not being depreciated:


Land
$
99,147
$
-
$
-
$
99,147


Construction in Progress

2,277,577

890,711

2,508,945

659,343
Total capital assets not being


depreciated

2,376,724

890,711

2,508,945

758,490
Capital assets being depreciated:


Plant

7,823,944

2,522,223

-

10,346,167


Machinery & Equipment

52,065

29,727

-

81,792


Intangibles

171,623

10,958

-

182,581
Total capital assets being


depreciated

8,047,632

2,562,908

-

10,610,540
Less accumulated depreciation for:


Plant

1,320,870

180,120

-

1,500,990


Machinery & Equipment

33,072

5,905

-

38,977


Intangibles

88,444

19,468

-

107,912
Total accumulated


depreciation

1,442,386

205,493

-

1,647,879
Total capital assets being

depreciated, net

6,605,246

2,357,415

-

8,962,661
TOTAL CAPITAL


ASSETS, NET
$
8,981,970
$
3,248,126
$
2,508,945
$
9,721,151
NOTE 4 - SHORT-TERM DEBT


The District received a Bond Anticipation Note from Bank of America due on June 30, 2009.  The District is authorized to borrow up to $3,584,000 at an interest rate of 65% of the bank’s prime rate minus .91%.  The purpose of the loan is to provide interim financing of the District’s water system improvements prior to USDA-RD take-out financing.  The District plans to receive a permanent USDA RD loan to retire this short-term debt before it’s maturity date.  As of December 31, 2008 the District had drawn $2,563,375 against this note.

NOTE 5 - LONG-TERM DEBT
a.
Department of Agriculture Loans

The District has entered into agreements with the United States Department of Agriculture to receive the following loans:


2008

1996 loan - payable at $1,826 monthly (including

interest at 5.5% per annum) through the year 2036
$
310,262

2003 loan - payable at $29,858 annually (including

interest at 4.625% per annum) through the year 2033

437,379

2003 loan - payable at $27,016 annually (including

interest at 4.5% per annum) through the year 2014

276,840


$
1,024,481

The annual requirements to amortize all Department of Agriculture loans outstanding as of December 31, 2008, including interest, are as follows:




Principal
Interest
Total




2009

$
49,123
$
49,627
$
98,750





2010


51,403

47,347

98,750





2011


53,788

44,962

98,750





2012

56,285

42,465

98,750





2013

58,899

39,851

98,750





2014 - 2018

190,794

162,016

352,810





2019 - 2023

131,167

127,683

258,850





2024 - 2028

167,427

91,423

258,850





2029 - 2033

214,693

44,157

258,850





2034 - 2036

50,902

3,678

54,580





$
1,024,481
$
653,209
$
1,677,690
NOTE 5 - LONG-TERM DEBT (Continued)
b.
Public Works Trust Fund Loans

The District has entered into agreements with the Department of Community, Trade and Economic Development of the State of Washington to receive the following Public Works Trust Fund loans:





2008
2000 loan - payable at $4,931 annually through

the year 2020, plus interest at .5% per annum



$
59,174

2000 loan - payable at $8,644 annually through

the year 2020, plus interest at .5% per annum




103,733
2002 loan - payable at $73,786 annually through

the year 2022, plus interest at .5%





1,033,000

2004 loan - payable at $13,253 annually through

the year 2024, plus interest at .5%





282,736

2005 loan - payable at $3,000 annually through

the year 2011.  The interest rate is 0%.




61,500

2005 loan - payable at $90,523 annually through 

the year 2010, plus interest at 2%






240,074

2005 loan - payable at $6,040 annually through 

the year 2025, plus interest at .5%





513,355











$
2,293,572


The annual requirements to amortize all Public Works Trust Fund loans outstanding as of December 31, 2008, including interest, are as follows:




Principal
Interest
Total


2009
$
169,852
$
14,761
$
184,613



2010

169,852

13,803

183,655



2011

169,852

12,844

182,696



2012

149,352

11,856

161,208



2013

149,352

10,927

160,279



2014 - 2018

746,758

40,257

787,015



2019 - 2023

632,246

16,496

648,742



2024 - 2026

106,308

1,389

107,697



$
2,293,572
$
122,333
$
2,415,905

NOTE 5 - LONG-TERM DEBT (Continued)
c.
Drinking Water State Revolving Fund Loan

The District has entered into an agreement with the Department of Community, Trade and Economic Development of the State of Washington to receive the following Drinking Water State Revolving Fund loan:

1997 loan - payable at $56,207 annually through

the year 2018, plus interest at 4% per annum


$
562,068

The annual requirements to amortize the Drinking Water State Revolving Fund loan outstanding as of December 31, 2008, including interest, are as follows:




Principal
Interest
Total


2009
$
56,207
$

22,482
$
78,689



2010

56,207

20,234

76,441



2011

56,207

17,986

74,193



2012

56,207

15,738

71,945



2013

56,207

13,490

69,697



2014 - 2018

281,033

33,724

314,757



$
562,068
$
123,654
$
685,722

d.
Changes in Long-Term Debt

During the year ended December 31, 2008, the following changes occurred in long-term debt:



Balance


Balance
Due Within



1/1/08
Additions
Reductions
12/31/08
One Year

U.S. Department of 


Agriculture Loans
$
939,765
$
117,089
$
32,373
$
1,024,481
$
49,123


Public Works Trust


Fund Loans

2,470,798

10,000

187,226

2,293,572

169,852


Drinking Water


State Revolving


Fund Loan

618,275

-

56,207

562,068

56,207

Total Long-Term


Debt

$
4,028,838
$
127,089
$
275,806
$
3,880,121
$
275,182
NOTE 6 - RISK MANAGEMENT


The District is a member of Enduris.  Chapter 48.62 RCW authorizes the governing body of any one or more governmental entities to form together into or join a pool or organization for the joint purchasing of insurance, and/or joint self-insuring, and/or joint hiring or contracting for risk management services.  An agreement to form a pooling arrangement was made pursuant to the provisions of Chapter 39.34 RCW, the Interlocal Cooperation Act.  Enduris was formed July 10, 1987, when two (2) counties and two (2) cities in the State of Washington joined together by signing an Interlocal Government Agreement to pool their self-insured losses and jointly purchase insurance and administrative services.  As of August 31, 2008, there are 427 Enduris members representing broad range of special purpose districts.


Enduris allows members to jointly purchase excess insurance coverage, share in the self-insured retention, establish a plan for total self-insurance, and provide excellent risk management services and other related services.  Enduris provides “occurrence” policies for all lines of liability coverage including Public Official’s Liability.  The Property coverage is written on an “all risk” basis, blanket form using current Statement of Values.  The Property coverage includes mobile equipment, electronic data processing equipment, valuable papers, building ordinance coverage, property in transit, extra expense, consequential loss, accounts receivable, fine arts, inventory or appraisal cost, automobile physical damage to insured vehicles.  Boiler and machinery coverage is included on a blanket limit of $100 million for all members.  Enduris offers employee dishonesty coverage up to a liability limit of $1,000,000.


Members make an annual contribution to fund Enduris.  Enduris acquires insurance from unrelated underwriters that are subject to a “per occurrence” $500,000 deductible on liability loss, $100,000 deductible on property loss, and $5,000 deductible on boiler and machinery loss.  The member is responsible for the first $1,000 of the deductible amount of each claim, while Enduris is responsible for the remaining $499,000 on liability losses, $99,000 on property loss, and $4,000 on boiler and machinery loss.  Insurance carriers cover all losses over the deductibles as shown to the policy maximum limits.  Since Enduris is a cooperative program, there is a joint liability among the participating members.


The contract requires members to continue membership for a period of not less than one (1) year and must give notice 60 days before terminating participation.  The Intergovernmental Contract is automatically renewed after the initial one (1) full fiscal year commitment.  Even after termination, a member is still responsible for 
contributions to Enduris for any unresolved, unreported, and in-process claims for the period they were a signatory to the Intergovernmental Contract.

NOTE 6 - RISK MANAGEMENT (Continued)


Enduris is fully funded by its member participants.  Claims are filed by members with the Washington Governmental Entity Pool, and are administered in house.


A Board of Directors consisting of seven (7) board members governs Enduris.  Its members elect the Board and the positions are filled on a rotating basis.  The Board meets quarterly and is responsible for conducting the business affairs of Enduris.

NOTE 7 - USE OF ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during the reporting period.  Actual results could differ from those estimates.
SUPPLEMENTARY INFORMATION

SCHEDULE I



2008

Operating Expenses


Water Purchases


$
96,222


System Maintenance and Repair



9,295


Equipment Repair & Tools



640


Safety Equipment



50


Locates




155


Water Testing Fees



2,588


Permits & Fees



3,370


Equipment Rent



1,005


Maintenance Supplies



5,189


Contract Labor



3,345


Field Labor



43,851


Depreciation Expense



205,493


Vehicle Expense



10,624


Administrative Equipment Maintenance



2,591
Office Supplies & Equipment



12,206


Printing




1,924


Bank Fees




3,171


Office Utilities & Telephone



9,859


Postage




8,876


Miscellaneous Expense



81


Computer Hardware & Software



3,855


Building Maintenance



304


Engineering



16,530


Legal Expense



54,037


Accounting & State Auditor



26,390


Insurance & Bonds



12,106


Educational Expenses



1,855


Administrative Wages



105,531


Commissioner Meeting Fees



7,518


Election Costs



395


Travel & Professional Dues



2,524


Outside Services and Emergency Backup Services



6,577


Business Taxes



34,923


Payroll Taxes & Benefits



27,228


Total Operating Expenses


$
720,308
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