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WARREN D. WILLIAMS
General Manager-Chief Engineer

1995 MARKET STREET
RIVERSIDE, CA 92501
951.955.1200

FAX 951.788.9965
www.rcflood.org

RIVERSIDE COUNTY FLOOD CONTROL
AND WATER CONSERVATION DISTRICT

November 17, 2008

To the Members of the Board of Supervisors and Citizens served by the Riverside County Flood Control and Water
Conservation District:

State law requires that every general-purpose local government publish within six months of the close of each fiscal year a
complete set of audited financial statements. The Riverside County Flood Control and Water Conservation District (the
District) is a blended component unit of the County of Riverside, California (the County). This report is published to fulfill
that requirement for the fiscal year ended June 30, 2008.

Management assumes full responsibility for the completeness and reliability of the information contained in this report, based
upon a comprehensive framework of internal control that it has established for this purpose. Because the cost of internal
control should not exceed anticipated benefits, the objective is to provide reasonable, rather than absolute, assurance that the
financial statements are free of any material misstatements.

Teaman, Ramirez & Smith, Inc., Certified Public Accountants, have issued an unqualified (“clean™) opinion on the District’s
financial statements for the year ended June 30, 2008. The independent auditor’s report is located at the front of the financial
section of this report.

Management’s discussion and analysis (MD&A) immediately follows the independent auditor’s report and provides a
narrative introduction, overview, and analysis of the basic financial statements. MD&A complement this letter of transmittal
and should be read in conjunction with it.

Profile of the Government

The District, formed in 1945 by an Act of the State Legislature, is located in the southern part of the state within the County
of Riverside, which is considered to be the fastest growing county in California and the third fastest growing county in the
United States. The District currently occupies 2,100 square miles and serves a population of approximately 1.7 million. The
District is divided into seven geographic zones and is empowered to levy property or special assessment tax on both real and
personal property located within the boundaries of each zone. Taxes collected within each zone must be spent for flood
control projects within, or proportionally beneficial to, that zone.

The County of Riverside, Board of Supervisors (the Board), ex officio, has been the District’s governing body since 1945.
Policy making and legislative authority are vested in the Board consisting of five members elected on a non-partisan basis.
Board members serve staggered four-year terms with member seats being open for election on an alternating basis. The
Board appoints the District’s General Manager-Chief Engineer, who in turn appoints the heads of the various divisions within
the District. Additionally, the Board appoints three Zone Commissioners to each zone. The Zone Commissioners act as an
advisory body to the Board by prioritizing the need for new flood control facilities within a zone based on requests from
citizens, cities and other agencies within the zone boundaries and making budget recommendations for new or pending
projects in the upcoming fiscal year.

The District provides a full range of services including the design and construction of flood control facilities; regulatory
services which fulfill legal requirements associated with federal and state programs that relate to District activities; surveying
and mapping services; planning services that relate to land development and provide for the public’s health and safety by
contributing to orderly development and growth within the County; the operations and maintenance of the District’s fleet and
facilities, land interests, and encroachment issues; information technology services which provide technical support to the
District’s staff; and administrative services which provide clerical, financial and personnel support to the District’s staff.



The Board is required to adopt by resolution a final budget for the County, including all districts, agencies and authorities
governed by the Board, by no later than October 2 of each year pursuant to Sections 29080 through 29092 of the Government
Code. The Board adopted the District’s 2008 fiscal year budget on July 17, 2007. The annual budget serves as the
foundation for the District’s financial planning and control. The District’s budget is prepared by fund and appropriation class
(e.g. salaries and benefits, services and supplies). The District may transfer resources between appropriation classes within
the same fund at their discretion and with approval by the County of Riverside, Executive Office. Increase of resources or
establishment of a new appropriation class requires approval by the Board.

Local Economy

The District oversees the western portion of the County which includes sixteen cities and unincorporated county communities
west of the San Jacinto and Santa Rosa Mountains. The County is part of a larger area known as Southern California’s Inland
Empire. It is a 28,000 square mile region comprised of San Bernardino County, Riverside County, and the eastern tip of Los
Angeles County. One of the important drivers of the Inland Empire’s economy is its role in international trade. The area
plays a major role in the handling of imported goods entering the country through the ports of Los Angeles and Long Beach.
Also, the volume of exported goods originating from the area has begun to grow." Major industries located within the County
include government, retail trade, general manufacturing of medical devices, recreational vehicles and musical instruments,
educational and health services, leisure and hospitality, and construction.

In August 2008, the State of California, Employment Development Department estimated that the Inland Empire was down
25,000 jobs — or 2.0% from August 2007. This estimate represents the worst economic performance in at least 44 years. The
region’s 9.2% unemployment rate in August 2008 was the highest level since September 1994 in the aftermath of Southern
California’s post-Cold War defense shutdown. The job loss is consistent with the economic decline brought on by the
evaporation of housing demand, high gasoline prices and the mortgage crisis. Currently, the Inland Empire is facing its most
challenging economy in over four decades. As of January 1, 2008, the California State Department of Finance estimated the
County’s population at a little more than 2 million people, making Riverside County the state’s fourth largest of fifty-eight
counties. This amounts to about 5 percent of California’s total population. ?

During the past ten years, the District’s expenses related to the construction and maintenance of flood control facilities have
not only increased in amount, but have decreased as a percentage of total expenses (a ten-year increase of 6 percent and a ten-
year decrease of 15 percent, respectively). The reason for this relative decrease in construction and maintenance costs as a
percentage of total expenses is due to the increase of total expenses by 38 percent over a ten year period. Maintenance costs
for the current fiscal year ended have increased by less than 1 percent when compared to the prior year.

During this same ten-year period, charges for services, while continuing to vary in amount, have actually decreased as a
percentage of total revenue (a ten-year decrease of 19 percent). The reason for this relative decline is the relative decrease in
expenses related to development and construction that are not supported by contributions from other entities.

Long-term Financial Planning

Timely project development is facilitated by the District’s five-year Capital Improvement Plan (CIP) which provides a long-
range plan for funding of designated flood control and drainage infrastructure projects. The CIP details revenues and
expenditures anticipated for each project for a five-year period. The CIP is an internal document and is provided as
information in the District’s annual budget. The CIP does not contain all projects that need to be completed rather those that
will be initiated during the prescribed five-year period.

Relevant Financial Policies

The District’s cash and investments, stated at fair value, are on account with and pooled with other governmental agencies by
the County of Riverside Treasurer for the purpose of increasing income through investment activities. U.S. Bank Corporate
Trust Services serves as the District’s fiscal agent for special assessment debt and cash reserves. See Note 3 in the Notes to
Financial Statements section of this report for more detailed information.

! Source: Western Riverside Council of Government (WRCOG), Oct 2008.
2 Source: State of California, Employment Development Department (EDD), 2008



Major Initiatives

The District is in the process of developing a conceptual landscape for the District office site, which will incorporate design
elements, materials, and vegetation and maintenance practices consistent with Board Policy H-25, Water Efficient Landscape
Policy for County Facilities. This conceptual landscape will include drought-tolerant, California native plants and will set the
standard for water conservation landscape. Additionally, the District will be remodeling its Market Street entrance and
constructing a security wall along Market Street. The conversion of our yard at Market Street into a Low Impact
Development (LID), Best Management Practices (BMP) Demonstration and Monitoring Facility is being partially funded by
a $475,000 State grant under Prop 50 and will be administered through Santa Ana Watershed Project Authority (SAWPA).
The grant will fund the conversion of a portion of the existing parking areas in the back half of our compound to porous
pavement, redirect roof runoff to planter boxes, and add additional bio-swales or rain gardens serving portions of the
remaining impervious parking areas. The grant will also fund long-term monitoring of the performance of the features
constructed under the grant so that meaningful data can be gathered to guide future design in the arid southwest. Also
planned is a satellite maintenance yard in the southerly part of the County.

Further, the following flood control facilities were completed or were under construction at the end of the current fiscal year:

Facilities Projected Construction Cost
Corona Drains Lines 1-G, 1-H, & 1-J $2.2 million
Hemet MDP Line D Stage 4 $4.0 million
Murrieta Creek (C.O.E) $4.7 million
Hemet MDP Line D Stage 5 $3.5 million

Awards and Acknowledgements

The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement for Excellence in Financial
Reporting to the District for its comprehensive annual financial report (CAFR) for the fiscal year ended June 30, 2008. This
was the seventeenth consecutive year that the District published an easily readable and efficiently organized CAFR that
satisfied both generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current CAFR continues to meet the
Certificate of Achievement Program’s requirements and we are submitting it to the GFOA to determine its eligibility for
another certificate.

The preparation of this report would not have been possible without the efficient and dedicated service of the entire staff of
the finance and administration divisions. We wish to express our appreciation to all members of the District who assisted and
contributed to the preparation of this report. A special thanks to Jeanine Rey-Hawkins, Assistant Finance Director, and
Sunita Jain, Senior Accountant, for their efforts in the preparation of this report. Credit must be given to the Board of
Supervisors for their unfailing support for maintaining the highest standards of professionalism in the management of the
District’s finances.

Respectfully submitted,

A DA _Suaeae

Warren D. Williams Ivan M. Chand
General Manager-Chief Engineer Finance Director
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Riverside County Flood Control and Water Conservation District
Notes to Financial Statements

June 30, 2008
(Amounts Expressed in Thousands)

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

D) Fund Financial Statements - Continued

Proprietary fund operating revenues, such as charges for services, result from exchange transactions associated with
the principal activity of the fund. Exchange transactions are those in which each party receives and gives up
essentially equal values. Nonoperating revenues, such as subsidies and investment earnings, result from
nonexchange transactions or ancillary activities.

The District reports the following as a major governmental fund:

The General Fund is used to account for all revenues and expenditures necessary to carry out basic
governmental activities of the District that are not accounted for through other funds. For the District, the
General Fund includes such activities as general government and capital outlay.

Zones 1 through 7 are special revenue funds established to account for revenues and expenditures related to
providing flood control in each geographical zone. These funds are financed primarily by ad valorem property
taxes, developer fees, local cooperative agreements, federal monies, and monies from other local governments.

NPDES Whitewater is a special revenue fund used to account for revenues and expenditures related to the
National Pollutant Discharge Elimination System (NPDES) in the Whitewater assessment area. Primarily the
benefit assessment area finances this fund.

NPDES Santa Ana is a special revenue fund used to account for revenues and expenditures related to the
National Pollutant Discharge Elimination System (NPDES) in the Santa Ana assessment area. Primarily the
benefit assessment area finances this fund.

NPDES Santa Margarita is a special revenue fund used to account for revenues and expenditures related to the
National Pollutant Discharge Elimination System (NPDES) in the Santa Margarita assessment area. Primarily
the benefit assessment area finances this fund.

The Flood Control Capital Project Fund was established to account for financial resources to be used for the
acquisition or construction of major capital facilities other than those financed by proprietary fund types.

The District reports the following major enterprise fund:

¢

The Subdivision Operations Fund accounts for various services needed by developers in the construction of
projects within the County. Revenues are primarily for charges for services.

The District reports the following additional fund types:

¢

Internal Service Funds account for the District’s Hydrology Services, Garage, Project Maintenance, Mapping
Services, Data Processing, and Photography, on a cost-reimbursement basis.

The Agency Funds account for assets held by the District as an agent for individuals, private organizations,

boards, commissions and other governmental entities or funds not part of the District’s reporting entity, but for
which the District acts in a fiduciary capacity.
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Riverside County Flood Control and Water Conservation District
Notes to Financial Statements

June 30, 2008
(Amounts Expressed in Thousands)

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

E)

F)

Basis of Accounting

The government-wide 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 property taxes,
special assessments, grants, entitlements and donations. On an accrual basis, revenue from property taxes is
recognized in the fiscal year for which the taxes are levied. Revenues from grants, entitlements and donations are
recognized in the fiscal year in which all eligibility requirements have been satisfied.

Governmental fund type financial statements are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. Under this method, revenues and other governmental fund type
financial resources are recognized when they become susceptible to accrual — that is, when they become both
measurable and available. Revenues are considered to be available when they are collectible within the current
period or soon enough thereafter to pay liabilities of the current period. Property taxes are considered available and
are accrued when received within sixty days after fiscal year-end. Revenue received from expenditure driven (cost-
reimbursement) grants, contracts and other nonexchange transactions, as defined by GASB Statement No. 33,
Accounting and Financial Reporting for Nonexchange Transactions, are considered available and accrued if
expected to be received within twelve months after fiscal year-end.

For its government-wide and proprietary fund financial statements, the District has elected under GASB Statement
No. 20, Accounting and Financial Reporting for Proprietary Funds and Other Governmental Entities That Use
Proprietary Fund Accounting, to apply all applicable GASB pronouncements as well as any applicable
pronouncements of the Financial Accounting Standards Board (FASB), 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. The GASB periodically updates its codification of the existing Governmental
Accounting and Financial Reporting Standards, which along with subsequent GASB pronouncements (Statements
and Interpretations), constitutes Generally Accepted Accounting Principles (GAAP) for governmental units. Under
GASB 20, the District has elected not to apply FASB pronouncements issued after November 30, 1989 for its
government-wide and enterprise fund financial statements.

Cash and Investments and Cash and Investments with Fiscal Agents

The District’s cash from operations is deposited in the County Treasury. The County pools its funds with other
government agencies in the County and invests them as prescribed by the California Government Code. The
District’s deposits in the County pool may be accessed at any time. The District is allocated interest income on
monies deposited with the County based on its proportional share of the pooled investments. All pooled investments
and investments with fiscal agent are carried at fair value. The fair value of participants’ position in the pool is not
the same as the value of the pooled shares.

In December 1994, the Board of Supervisors created an Investment Oversight Committee to work with the County
Treasurer to oversee County, to include District, investment policies. The Committee reviews the County’s
investment strategy and the status of the County’s investments and reports its finding to the Board. The Investment
Oversight Committee has reviewed and approved investment policies for funds held outside the County Treasury.
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Riverside County Flood Control and Water Conservation District
Notes to Financial Statements

June 30, 2008
(Amounts Expressed in Thousands)

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

F)

G)

H)

Cash and Investments and Cash and Investments with Fiscal Agents - Continued

For purposes of the statement of cash flows, the District considers all highly liquid investments with a maturity of
three months or less when purchased to be cash equivalents.

Property Taxes

Under California law, property taxes are assessed and collected by counties for up to 1 percent of assessed value,
plus other increases as approved by affected voters. Property tax revenues are pooled and then allocated based on
assessed valuation. Property taxes on the secured rolls are payable in two installments, November 1 and February 1.
Property tax payments become delinquent after December 10 and April 10, respectively. Remittance of property
taxes to the District is accounted for within each appropriate fund. Under the Teeter Plan, the District receives its
current-year tax from the County without regard for the delinquency factors.

Property taxes are assessed and collected each fiscal year according to the following property tax calendar:

Lien Date January 1

Levy Date July 1 to June 30

Due Date November 1 - 1st Installment
February 1 - 2nd Installment

Delinquent Date December 10 - 1st Installment
April 10 - 2nd Installment

Under California law, property taxes are assessed and collected by the counties up to 1% of assessed value, plus other
increases approved by the voters. The property taxes go into a pool, and are then allocated to the agencies based on
complex formulas prescribed by the state statutes.

Inventories

Inventories, which consist of materials and supplies held for consumption, are valued at the lower of cost (on a first-
in, first-out basis) or market in the proprietary funds. Inventories for all governmental funds are valued at average
cost. The consumption method is used to account for inventories. Under the consumption method, inventories are
recorded as expenditures when consumed rather than when purchased. Material amounts of inventory are reported
as assets of the respective fund.

Capital Assets

Capital assets, which include property (e.g. land and easements), plant (e.g. buildings, improvements), equipment
(e.g. vehicles, computers, office equipment) and infrastructure (e.g. drainage systems, flood control, and similar
structures), are reported in the applicable governmental or business-type activities columns in the government-wide
financial statements and in the proprietary funds statement of net assets. Capital assets are recorded at historical cost
or estimated cost if purchased or constructed. Donated capital assets are recorded at estimated fair value at the date
of donation.
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Riverside County Flood Control and Water Conservation District
Notes to Financial Statements

June 30, 2008
(Amounts Expressed in Thousands)

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

)

J)

K)

L)

Capital Assets - Continued
The costs of normal maintenance and repairs that do not add to the value of the assets or materially extend asset
lives are not capitalized. The capitalization thresholds are $5 for equipment and all buildings, improvements and

infrastructure capitalized.

Capital assets are depreciated using the straight-line method over the following estimated useful lives:

Infrastructure: Flood Channels and Levees 99 years
Dams/Basins 99 years
Storm Drains 65 years
Structure and Improvements: Buildings 50 years
Building improvements 50 years
Equipment: Autos, personal computers and equipment valued at less than $25 3 years
Computer items, small trucks and equipment valued between $25 and $75 5 years
Large trucks and equipment valued at greater than $75 7 years

Compensated Absences

Permanent District employees earn from 10 to 20 vacation days annually, depending upon their length of
employment, and 12 sick days a year. Employees can carry forward up to a maximum of three times their annual
vacation accrual and an unlimited number of sick days for use in subsequent years.

Upon termination or retirement, District employees are entitled to receive compensation at their current salary for all
unused vacation time. If an employee retires from the District with at least five years of service, the employee is
entitled to receive from 10 percent to 50 percent of the value of any unused sick leave up to 120 days.

Long-term Debt

The District reports long-term debt of governmental funds at face value in the government-wide statement of net
assets. Certain other governmental fund obligations not expected to be financed with current available financial
resources are also reported in the government-wide statement of net assets. Long-term debt and other obligations
financed by the proprietary fund types are reported as liabilities in the appropriate proprietary fund types and in the
government-wide statement of net assets.

Operating/Nonoperating Revenues and Expenses

The District defines its operating revenues as revenues derived from charges for services. All other revenue that is
not derived directly from charges for services, including interest income and gain/loss on sale of assets, is classified
as nonoperating in the accompanying statement of revenues, expenses, and changes in fund net assets.

Consistent with the treatment in the accompanying statement of cash flows, all expenses, with the exception of

interest expense, are treated as operating expenses on the accompanying statement of revenues, expenses and
changes in fund net assets.
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