














VANDENBERG VILLAGE COMMUNITY SERVICES DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2018

As management of the Vandenberg Village Community Services District (District), we offer this overview and analysis of the
financial activities of the District for the fiscal year ended June 30, 2018 (FYE 18). It should be considered in conjunction with the
information within the body of the audited financial statements and accompanying notes. All amounts, unless otherwise indicated,
are expressed in whole dollars.

MISSION STATEMENT

To efficiently provide dependable drinking water delivery and wastewater collection services to Vandenberg Village residents, with
a commitment to customer service.

FINANCIAL HIGHLIGHTS

o During FYE 18, the District’s net position (excess of assets over liabilities, formerly entitled net assets) increased to $25 million.
Of this amount, $9.55 million (unrestricted net assets) may be used to meet the District’s ongoing obligations to ratepayers and
creditors.

e  When compared to FYE 17, operating revenues increased by 6% to $4.6 million and operating expenses increased by 8% to
$3.5 million.

e  Total change in net position was $1 million.

OVERVIEW OF FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the District’s basic financial statements which are comprised
of three components: 1) government-wide financial statements, 2) fund financial statements, and 3) notes to the basic financial
statements. This report also contains other supplementary information in addition to the basic financial statements themselves.

1) Government-Wide Financial Statements. The Government-Wide Financial Statements provide readers with a broad overview
of the District’s finances, combining both the water and wastewater enterprise funds data and can be found on pages 9-11 of this
report.

The Statement of Net Position presents information on all assets and liabilities, with the difference between the two reported as net
position. Over time, increases or decreases in net position indicate whether the financial position of the District is improving or
deteriorating.

The Statement of Activities presents information showing how the net position changed during the fiscal year. In accrual based
accounting, which the District utilizes, changes in net position are reported when the event causing the change occurs (i.e., an
expense that is incurred on June 30, but is paid for in July, is reported as a decrease to net position in June).

The District charges a fee to customers to cover all or most of the costs of certain services it provides. The District’s water and
wastewater operations are reported as business-type activities on the Statement of Activities.

2) Fund Financial Statements. A fund is a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. The District, like other state and local governments, uses fund accounting to
ensure and demonstrate compliance with finance related legal requirements. The District has no general fund; therefore, all of the
funds of the District can be categorized as proprietary funds.

Proprietary funds. The District maintains a single type of proprietary fund: enterprise funds. Enterprise funds are used to report the
same functions presented as business-type activities in the Government-Wide Financial Statements. The District uses enterprise

funds to account for its water and wastewater operations.

Proprietary funds provide the same type of information as the government-wide financial statements, only in more detail. The
proprietary fund financial statements provide separate information for the water and wastewater operations.

The Fund Financial Statements provide readers with a detail view of the District’s water and wastewater enterprise funds data and
can be found on pages 12-16.

The Statement of Net Position — Proprietary Funds presents information on assets and liabilities for each enterprise fund.

The Statement Revenues, Expenses, and Changes in Net Position — Proprietary Funds presents information showing how the net
position changed during the fiscal year for each enterprise fund.
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The Statement of Cash Flows — Proprietary Funds gives an overview of cash received and cash paid out during the fiscal year,
separated by activity type (operating, capital/financing, non-capital/financing, and investing).

3) Notes to Basic Financial Statements. The Notes to Basic Financial Statements provide additional information for a more
complete understanding of the data provided in the basic financial statements and can be found on pages 17-32 of this report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS
The government-wide financial analysis contains comparative information from the prior year.
Net Position

Net position may serve over time as a useful indicator of a government’s financial position. Assets exceeded liabilities by
$25 million as of June 30, 2018. This is an increase of $1 million from fiscal year ended June 30, 2017.

Business-type activities

2018 2017

Current and Other Assets 11,399,515 11,001,015
Capital Assets 23,190,031 22,171,722
Total Assets $34,589,546 $33,172,737
Deferred pensions 523,656 471,085
Deferred Outflows of Resources $523,656 $471,085
Current Liabilities 1,458,298 1,202,789
Noncurrent Liabilities 8,610,040 8,413,885
Total Liabilities $10,068,338  $9,616,674
Deferred pensions 43,647 43,359
Deferred Inflows of Resources $43,647 $43,359
NET POSITION

Invested in Capital Assets, net of related debt 15,299,503 14,231,266
Restricted 151,638 173,628
Unrestricted 9,550,076 9,578,895
Total Net Position $25,001,217 $23,983,789

The largest portion of the net position reflects investment in capital assets (i.e. land, easements, water rights, wells and pumps,
mains and distribution systems, buildings and improvements, vehicles, furniture and equipment, and construction in progress). The
District uses these capital assets to provide services to the residents of Vandenberg Village; consequently, these assets are not
available for future spending.

The next largest portion of the net position is reserved for future spending. This portion is cash and investments. Cash and
investments increased in FYE 18 by $409,706 primarily due to conservative expenditure. Expenses were 17% under budget, saving
$0.77 million.

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

o Current and Other Assets increased $398,500.

o Capital Assets increased by $1,018,309. The most notable additions to Capital Assets were replacement valves and hydrants, a
new administrative staff vehicle, and pump and well rehabilitation. Ongoing projects with significant expenditures include the
test well, new administrative office, and booster station #5 rehabilitation.

e  Regular straight-line depreciation for the fiscal year ended June 30, 2018 decreased non-current assets by $729,110.

e On April 4, 2006, the Board of Directors approved Resolution 176-06 updating the District’s Reserve Policy and establishing
a goal equal to the sum of capital, operating, and emergency reserve requirements. As of June 30, 2018, the District has a
balance of approximately $10.2 million. The reserve goal fluctuates from year to year based on the accumulated depreciation
expense, the current operating budget, and the value of capital assets. Based on the criteria set forth by the resolution, the
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District’s goal was $14.6 million in reserves at fiscal year-end. The goal per the FY 18-19 budget for June 30, 2019 is $13.9
million. See the following table for the June 30, 2018 goal calculations.

Resolution 176-06 Reserve Requirement using the FYE 18 Budget

Category Requirement Water Wastewater
Capital Reserves Accumulated Depreciation + 25% operating budget $3,809,302 $6,294,953
Operating Reserves 25% operating budget 409,025 700,198
Emergency Reserves 10% capital assets 975,991 2,473,106

$5,194,318 $9,468,257

Total = $14,662,575

Current Balance (as of June 30, 2018) $2,221,655 $7,964,379
Total = $10,186,034"

Activities

The District’s financial position results from operating activities, investment activities, the acquisition and disposal of capital assets,
and the depreciation of capital assets.

Business-type activities

2018 2017
Charges for Services 4,586,732 4,341,593
Capital Grants and Contributions 0 429,450
Investment Earnings 85,795 64,486
Other Revenues/Connection Fees 20,115 13,300
Total Revenues $4,692,642 $4,848,829
Operating Expenses 3,476,408 3,213,661
Non-operating Expenses 198,806 415,606
Total Expenses $3,675,214  $3,629,267
Transfers 0 0
Change in Net Position $1,017,428  $1,219,562
Net Assets, beginning of year 23,983,789 23,982,567
Prior Period Adjustments 0 <1,218,340>
Net Assets, end of fiscal year $25,001,217  $23,983,789

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

o Charges for Services include $1.78 million in water use and service charges; $1.63 million in wastewater service charges;
and $1.17 million in LRWRP upgrade charges.

e  Other Revenues include unbudgeted revenues of $20,115.

e Non-Operating Revenues and Expenses: There is non-operating LRWRP interest of $180,058 and non-operating loss of
$18,748 for disposal of surplus assets.

e Revenues are estimated based on current rates and average number of customers per calendar year. Water revenues are
based on a five-year average water usage. For FYE 18, unrestricted operating revenues exceeded projections by 3%.

* The cash available for reserves does not include Developers' Connection Fees ($108,284) nor Developers' Conservation Funds ($15,852), as these two accounts are designated to be
used solely for Developer-related asset purchases and Water Conservation expenditures. The bank account which holds employee payroll deductions for Flex Spending health benefits
accounts ($2,462) and the account which holds funds designated for the maintenance of Lot 54 (25,040) are also withheld from the cash available for reserves. By adding the Developers’
Connection Fees, the Developers’ Conservation Funds, the employee flex spending account, and the current balance available for reserves, we balance to the Cash and investments on the
Statement of Net Position ($108,284 + $15,852+ $2,462 + $25,040 + $10,186,034 = $10,337,672).
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Operating Expenses
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The charts below reflect major categories of actual FYE 18 operating expenses and revenues. On the revenue side, water and
wastewater service charges account for 98% ($4.59 million) of the District’s revenues. Interest income and unbudgeted revenues
account for the remaining 2% ($105K). On the expense side, employee salaries and benefits are 38.5% ($1.3 million) of the total
operating expenses. Wastewater treatment is also a major component of operating expenses. It accounts for 14% ($0.5 million) of
the total annual expenses. Water pumping and treatment accounts for 14% ($0.48 million).
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FUND FINANCIAL STATEMENT ANALYSIS

As noted earlier in this report, the District uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. The District does not have a general fund but separates all revenues and expenses into their specific water or
wastewater enterprise fund, based on either actual fund expenditures or, as in the case of administrative salaries, an estimated
percentage. During this fiscal year, the District made no transfers between funds and both of the District’s enterprise funds ended
the year with positive fund balances.

Water Fund

The water fund’s net position decreased by $0.06 million. Unrestricted water revenues exceeded projections by $93,369, a 5%
variance. Total unrestricted water revenues were $1.8 million with $1.34 million (75%) collected from residential customers and
the remaining $0.45 million (25%) collected from commercial, bulk residential, irrigation, and other. Water fund operating expenses
of $1.87 million were 10% over budget and primarily consist of salaries (26%), administration (33%), pumping (19%), and
depreciation (10%).

Operating Revenue
Water Fund
(in millions)

$2.00
$1.50 +—
$1.00 +——
$0.50 +——

2017 2018

Budget ® Actual

Operating Expenses
Water Fund
(in millions)

$2.00
$1.50 +——
$1.00 +——
$0.50 +——

2017 2018

Budget ® Actual

Wastewater Fund

The wastewater fund’s net position increased by $1.08 million. Unrestricted wastewater revenues exceeded projections by $53,373,
a 2% variance. Wastewater fund expenses of $1.6 million were 19% under budget and primarily consist of wastewater treatment
(31%), salaries (14%), administration (18%), and depreciation (34%). The total volume of wastewater for FYE 18 increased by

1.9%; 147.6 million gallons compared to 144.8 million gallons last fiscal year.
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CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

Capital assets include public domain (infrastructure) general fixed assets consisting of certain improvements including pumping
and treatment equipment, water and wastewater transmission and distribution lines, and construction work in progress. At the end
of FYE 18, the District had $31.1 million invested in a broad range of capital assets, including land, buildings, equipment, furniture,
vehicles, and infrastructure. Major capital asset events during the current fiscal year are discussed on page 4 of this report and in
Note 4 to the financial statements.

Debt Administration

At fiscal year end, the long-term debt reported by the District consisted of payments owed to the City of Lompoc for the District’s
portion of the State Revolving Fund loan obtained to finance the LRWRP upgrade project. Additional information on the District’s
long-term debt can be found in Notes 7 and 8 to the financial statements.

ECONOMIC OUTLOOK

The District expects the number of customers to increase slightly as new homes are permitted and built within the Falcon Heights
(Clubhouse Estates), Oak Hills Estates, and Villas on Oak Hill projects.

Interest rates have started to increase slightly, but the interest earnings on the District’s conservative investments will probably be
less than 3% for the foreseeable future.

The Board of Directors increased employee salaries using the CPI-W, West B/C, published by US Department of Labor, Bureau of
Labor Statistics, as the basis for the annual cost of living adjustment. The California Public Employees’ Retirement System
(CalPERS) recently changed their amortization and smoothing policies which is expected to increase the District’s employer
contribution rates by 1.1% per year, for five years, beginning fiscal year 2016-17.

Effort is shifting toward the maintenance of both the water distribution and wastewater collection systems. For water capital projects,
the Valve and Hydrant replacement projects are continuing this fiscal year and rehabilitation of Wells and Tanks is planned. Design
work on the Lift Station #1 Replacement Project is almost complete.

The District is continuing to work with the State Lands Commission and California Department of Fish and Wildlife on
obtaining additional land to drill replacement wells in the future. The County gave the District permission to drill a test well
on the old County Fire Station 51 property, and a test well was drilled there in May 2017. Water quantity there was excellent
but it exceeded the maximum contaminant level for arsenic. The District is investigating options for arsenic removal. The
search for a new well site continues to be a time-consuming and costly endeavor.

An opportunity to move to a larger, more customer-friendly office presented itself when the Rabobank building was offered
for sale. The District purchased the building in August 2015 and hired Ravatt, Albrecht, and Associates in December 2015 to
redesign the interior to better fit the needs of our customers and staff. Building permits were issued by the County of Santa
Barbara in June 2017. The project was recently completed by Newton Construction, and the new office opened for business
on September 4, 2018.

REQUESTS FOR INFORMATION

This financial report is designed to provide the District’s ratepayers, stakeholders, and other interested parties with an overview of
the District’s financial operations and financial condition. Should the reader have questions regarding the information included in
this report or wish to request additional financial information, please contact the District’s General Manager at 3745 Constellation
Road, Lompoc, CA 93436 or by calling (805) 733-2475.




















































































