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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of the business-type activities of the Morro Bay-Cayucos Wastewater Treatment Facility Joint Powers Agreement as of
June 30, 2018 and 2017, and the changes in its net position and its cash flows for the year then ended in accordance
with accounting principles generally accepted in the United States of America.
Other Matters
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis be presented to supplement the basic financial statements. Such information, although not part of the
basic financial statements, is required by the Governmental Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate operational, economic,
or historical context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we obtained during
our audit of the basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an opinion or
provide any assurance.
Other Information
Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the Morro Bay-Cayucos Wastewater Treatment Facility Joint Powers Agreement’s basic financial statements. The
schedule of member balance due accounts is presented for purposes of additional analysis and is not a required part
of the basic financial statements. The schedule of member balance due accounts has not been subjected to the
auditing procedures applied in the audit of the basic financial statements and, accordingly, we do not express an
opinion or provide any assurance on them.
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This section of the City of Morro Bay/Cayucos Sanitary District Wastewater Treatment Plant (Facility) audit
report presents a narrative overview and analysis of the financial activities of the Facility, for the fiscal year
ended June 30, 2018 and 2017. This discussion and analysis has been prepared by the City of Morro Bay’s
(City) Finance department. Please read it in conjunction with the accompanying basic financial statements.
Ownership and Operation of the Facility
The Facility is located within the incorporated City of Morro Bay city limits on parcels owned by the City and
parcels owned by the Cayucos Sanitary District (District). Its purpose is the receiving, processing and
disposing of wastewater and bio-solids.
The Facility is operated under a Joint Powers Agreement (JPA), dated October 25, 1982, which replaced the
1953 JPA, as amended. In this Agreement, ownership of the Facility’s capital assets, as well as the real
property on which the Facility is located, is defined as 60% City and 40% District. Capital expenditures and
operational expenditures are based on the measurement of the flow of wastewater into the Facility. The
District has two flow meters on its trunk line into the Facility at the southerly boundary line of the
unincorporated Cayucos Township, and the City has one at the Facility. The flow split averages City 75%,
District 25%; however, operations are billed on a quarterly basis, and the cost is determined by the quarterly
average monthly flow, as specified in the agreement.
In 2003, the City and District began work efforts to replace the existing Facility, agreeing to share in the costs
of studying, planning and designing a new facility to be constructed at the existing site. Activities continued
until January 2013, when the California Coastal Commission voted to deny the Coastal Development Permit
for the Facility at its existing location.
The two entities attempted to work together to build a jointly-owned facility at a different site. In March
2015, the City presented a draft Memorandum of Understanding, stating its desire to own and operate the
new facility, with the District as a wholesale wastewater customer, not a joint owner. On April 30, 2015, the
District issued Resolution 2015-1, declaring its intention to suspend consideration of participation in a jointlyowned wastewater treatment facility. The City and District continue to move forward with each of their own
facilities, but the City expressed its interest in the District joining in on the project.
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In April 2016, the City sent a letter to the District, again expressing its preference to include the District as a
potential customer in a regional facility. The District issued a response, respectfully declining to pursue this
project with the City.
The current Facility remains operational and is being maintained to remain compliant with discharge
regulations until the District and the City construct separate wastewater treatment facilities. In 2018 the
District broke ground on their new treatment plant and the City proceeded through the Proposition 218
process to establish new rates to support construction on their new Wastewater Reclamation Facility (WRF).
In addition, the City has approved the Environmental Impact Report and identified the preferred location of
the WRF on South Bay Boulevard.
Financial Highlights
The Facility utilizes two funds, one for operations and one for capital improvement spending. Both funds are
proprietary or business-type activities.
In the 2017/18 fiscal year, no new statements from the Governmental Accounting Standards Board (GASB)
were required to be implemented in the Facility’s statements.
The following outlines financial highlights for the year:
•

At June 30, 2018, the Facility’s net position decreased by $5,555 due to depreciation. Net position
is now at zero as all assets have been fully depreciated.

•

Operating expenditures decreased during the 2017/18 fiscal year by $178,400. There were fewer
maintenance and repair projects in 2017/18 than 2016/17, labor costs have decreased due to
retirements of staff with long seniority being replaced with new staff at the beginning of the salary
scale, prorated management costs and a decline in insurance costs.

•

There was no major maintenance spending included in operating expenditures.

•

At this time, the existing Facility is being maintained and repaired to ensure compliance with the
Regional Water Quality Control Board requirements for discharge. As stated above, the Facility
will operate until either separately-owned wastewater treatment facilities are constructed and
operational.
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Overview of the Financial Statements
This discussion and analysis is intended to serve as an introduction to the Facility’s financial statements.
Under Governmental Accounting Standards Board (GASB) Statement No. 34, component units of the primary
government (City), which have only business activities, may present enterprise fund financial statements as
follows: 1) statements of net position; 2) statements of revenue, expense and changes in net position; and
3) statements of cash flows.
The Facility’s basic financial statements are prepared on an accrual basis of accounting, in accordance with
generally accepted accounting principles. The basic financial statements begin on page 12 of this report. The
notes to the financial statements provide additional information that is essential to a full understanding of
the data provided in the government-wide and fund financial statements. The notes to the financial
statements begin on page 15 of this report.
Condensed Statements of Net Position
The following table presents the condensed net position of the Facility as of the fiscal years ending June 30:
Condensed Statement of Net Position
June 30, 2018, 2017 and 2016
2018

Assets:
Current assets
Capital assets, net of accumulated depreciation
Total assets

$

Liabilities:
Current liabilities
Total liabilities
Net Position:
Net investment in capital assets

2017

87,776

$

87,776

123,850
5,555
129,405

87,776
87,776

123,850
123,850

455,878
455,878

5,555

14,457

-

Total net position

$

8

2016

-

$

5,555

$

$

455,878
14,457
470,335

14,457
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Net position. At June 30, 2018, the Facility’s net position decreased by $5,555. Net position of the Facility
equals net capital assets. The Facility’s operations and capital expenditures are fully funded by its members.
The decrease in net position is due depreciation expense. The Facility assets are now fully depreciated, with
only required maintenance being performed to remain in compliance with discharge requirements. Once
the new, separately-owned facilities are built and functional, or a joint-owned facility is built and functional,
the Facility will be decommissioned.
At June 20, 2017, the Facility’s net position decreased by $8,902 due to depreciation expense. Further
discussion of the Facility’s capital assets is included later in this discussion and analysis.
Condensed Statements of Changes in Net Position
The following table presents the condensed changes in net position of the Facility as of the fiscal years ending
June 30:
Condensed Statement of Changes in Net Position
June 30, 2018, 2017 and 2016
2018
Operating revenues
Operating expenditures
Operating income (loss)

$

Nonoperating revenue (loss)
Change in net position
Net position - beginning of year
Net position - end of year

$

2017

1,949,984
1,928,798
21,186

$

2,110,458
2,107,198
3,260

2016
$

2,196,274
2,209,800
(13,526)

(26,741)

(12,162)

(589,313)

(5,555)

(8,902)

(602,839)

5,555

14,457

617,296

-

$

5,555

$

14,457

Operating revenues and expenditures. Operating revenues decreased during the 2017/18 fiscal year by
$160,474 and expenditures decreased during the 2017/18 fiscal year by $178,400. Revenues go down
correspondingly as fewer expenses are billed to the joint venture partners. The difference between operating
revenues and operating expenses is the timing of expense reimbursement on minor items and depreciation
expense.
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Non-operating revenue and expense. The expense of $26,741 represents the cost allocation charged to the
facility from the Information Technology Internal Service Fund. The increase of $14,579 between years
represents the cost providing full service information technology support, including personnel, equipment
and maintenance support. In the 2015/16 fiscal year the $589,313 represented the transfer of 100% of the
construction in progress costs on the new wastewater treatment facility to the city of Morro Bay’s sewer
fund.
The significant items in the operating expense reductions from the 2016/17 fiscal year are in personnel costs
(salaries, employee costs and other allocated employee costs) decreasing overall by $17,596. Maintenance
and supplies decreased $123,622, insurance costs decreased $32,786 and depreciation expense decreased
by $3,347. There were no large repair projects Included in operating expenditures in the current year. Of
note is the increase in line item “Other Allocated Employee Costs” of $76,494 which represents crosstraining/sharing of sewer collection department personnel to wastewater operator functions. These costs
were borne in salaries expense in prior years. (See detailed Statement of Revenues, Expenses and Changes
In Net Position on page 13.)
Operating revenues decreased from fiscal years 2015/16 to 2016/17 by $85,816 (4%) as the reimbursement
billings went down based on reduced operating expenses. Operating expenditures decreased from fiscal
years 2015/16 to 2016/17 by $102,602 (5%). The largest reductions were in contractual services of $148,469
as major maintenance upgrades were deferred due to new facilities being designed, insurance costs reduced
by $39,160 and depreciation reduced by $3,974. Personnel costs went up from fiscal years 2015/16 to
2016/17 by $36,788 due to early retirement incentives and compensable leave payouts at the end of calendar
year 2016. Depreciation expense has gone down from fiscal years 2015/16 to 2016/17 to 2017/18 as no new
replacement equipment was added to fixed assets. As of June 30, 2018, all depreciable assets have been fully
expensed.
Major repair and maintenance projects completed during the previous three fiscal years were:
2017/18
•

None

2016/17
•

Biofilter distributor arms replacement: $47,700

•

Valve replacement: $30,000
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2015/16
•

Interstate vault/blending valve: $105,000

•

Repairs to Biofilter #2: $67,000

Capital Assets
The Facility’s investment in capital assets, as of June 30, 2018, is at zero, net of accumulated depreciation.
This investment in capital assets includes the building, machinery and equipment, and vehicles.
Capital Assets
June 30, 2018, 2017 and 2016

Plant
Machinery and equipment
Vehicles
Less accumulated depreciation
Capital assets, net of accumulated depreciation

2018

2017

2016

$ 12,764,471
1,499,740
64,517
(14,328,728)

$ 12,764,471
1,499,740
64,517
(14,323,173)

$ 12,764,471
1,499,740
64,517
(14,314,271)

$

$

$

-

5,555

14,457

As mentioned above, the capital assets of the facility are declining in value. Repairs to the Facility capital
assets are ongoing, on an as needed basis, to keep the Facility operational and compliant, until the new
separately-owned facilities are built and operational. Once the Facility is no longer needed, it will be
decommissioned. Additional information on capital assets can be found in Note 4 on page 18.
Next Year’s Budget and Plans
•

The total 2018/19 budget is $2.2 million for operations of the Facility.

•

For the 2018/19 fiscal year, no major maintenance spending was identified.

Requests for Information
This financial report is designed to provide a general overview of the Treatment Plant’s finances. Questions,
concerning any of the information provided in this report, or requests for additional financial information,
should be addressed to:
City of Morro Bay
Finance Department
595 Harbor Street
Morro Bay, CA 93442
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2018

Assets

Current assets:
Accounts receivable
Due from members
Prepaid expenses
Total current assets

$

2017

13,174
64,797
9,805
87,776

$

Capital assets, net of accumulated depreciation

11,833
102,319
9,698
123,850
5,555

Total assets

87,776

129,405

60,008
27,768

98,031
25,819

87,776

123,850

Liabilities

Current liabilities:
Accounts payable
Accrued liabilities
Total liabilities

Net Position

Net investment in capital assets

5,555

-

Total net position

$

The accompanying notes are an integral part of these financial statements.
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2017

2018

Operating revenues:
Fees

$

Operating expenses:
Salaries
Employee costs
Other allocated payroll costs
Operating supplies
Depreciation
Repairs and maintenance
Contractual services
Professional services
Communications
Utilities/waste disposal
Insurance
Licenses, fees and permits
Total expenses
Operating income (loss)
Nonoperating revenue and expenses
Transfers out
Total nonoperating revenue and expenses
Change in net position
Net position - beginning of year
Net position - end of year

$

The accompanying notes are an integral part of these financial statements.
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1,949,984

$

2,110,458

459,520
343,278
133,812
306,988
5,555
42,598
232,652
20,495
6,039
204,832
139,349
33,680
1,928,798

581,405
315,483
57,318
376,858
8,902
96,350
229,118
27,465
4,846
201,815
172,135
35,503
2,107,198

21,186

3,260

(26,741)
(26,741)

(12,162)
(12,162)

(5,555)

(8,902)

5,555

14,457

-

$

5,555
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2018

Cash flows from operating activities:
Cash received from members
Payments to employees
Other payments
Net cash provided by operating activities

$

Cash flows from non-capital financing activities:
Transfers to other funds
Net cash used in non-capital and financing activities

2017

1,986,165
(457,571)
(1,501,853)
26,741

$

2,439,007
(649,148)
(1,777,697)
12,162

(26,741)
(26,741)

(12,162)
(12,162)

Net change in cash

-

-

Cash and cash equivalents - beginning of year

-

-

Cash and cash equivalents - end of year
Reconciliation of operating income to net cash
provided by operating activities:
Operating income
Adjustments to reconcile operating Income to net cash
provided by operating activities:
Depreciation
Changes in operating assets and liabilities:
Accounts receivable
Due from members
Prepaid expense
Accounts payable
Accrued liabilities
Net cash provided by operating activities

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

-

$

-

$

21,186

$

3,260

5,555

8,902
112
328,437
3,479
(264,285)
(67,743)

(1,341)
37,522
(107)
(38,023)
1,949
$

26,741

$

12,162

Morro Bay-Cayucos Wastewater Treatment Facility
Joint Powers Agreement
Notes to Financial Statements
June 30, 2018
Note 1: Nature of Business
The Morro Bay-Cayucos Wastewater Treatment Facility (Facility) began operations in 1953 under the authorization of
a joint construction and operation agreement dated June 16, 1953 between City of Morro Bay (City) and Cayucos
Sanitary District (District). This agreement has subsequently been amended by both parties, and the current
authorization is under a joint powers agreement for the ownership, operation, and maintenance of the wastewater
treatment facilities dated October 25, 1982, for the purpose of providing treatment for each member's wastewater.
Operating expenses are allocated to each member based on actual wastewater flow percentages. The Facility is
governed jointly by the City Council of Morro Bay and the Board of Directors of the Cayucos Sanitary District. The
Facility is considered a joint venture between the City and the District.

Note 2: Summary of Significant Accounting Policies
Reporting Entity
For financial reporting purposes, the Facility operates under a joint powers agreement and is engaged only in
business-type activities. The accompanying financial statements have been prepared using the economic resources
measurement focus and the accrual basis of accounting in accordance with accounting principles generally accepted in
the United States of America as prescribed by the Governmental Accounting Standards Board (GASB). Under the
accrual basis, revenues are recognized when earned and expenses are recognized when incurred.
The Facility accounts for its operation as an Enterprise Fund. Enterprise Funds are used to account for operations
which are financed and operated in a manner similar to private business enterprises. The intent of the governing body
is that the costs of providing goods or services to the general public on a continuing basis be financed or recovered
primarily through user charges, which are collected by each member of the joint powers agreement and contributed
to the Facility based upon actual quarterly wastewater flow percentages.
Financial Records
The books and records of the Facility are maintained by the City.
Budgets and Budgetary Accounting
An annual budget is adopted by the governing bodies at the start of each year. Any changes or revisions to that
budget throughout the year must be approved by the governing bodies.
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Note 2: Summary of Significant Accounting Policies (Continued)
Estimates
The preparation of financial statements, in conformity with accounting principles generally accepted in the United
States of America, requires management to make estimates and assumptions that affect certain reported amounts
and disclosures. Accordingly, actual results could differ from those estimates.
Cash and cash equivalents
All Facility transactions are made through the City’s pooled cash account. A year-end net position allocation
adjustment is made to the members due to/from accounts so that the Facility does not record any cash balances in
the financial statements at year end.
Accounts Receivable
The Facility’s accounts receivable is primarily comprised of receivables from the entities that will be used to pay
liabilities incurred. Accounts receivable are written off in full when the receivable is deemed uncollectible.
Management assessed the need for an allowance for uncollectible accounts receivable, based on prior experience and
management’s analysis of possible bad debts, and determined that no allowance was necessary at June 30, 2018 and
2017.
Capital Assets
All capital assets are valued at historical cost, or estimated historical cost if actual costs are not available. Depreciation
has been provided over the estimated useful life of the asset using the straight-line method. The estimated useful
lives are as follows:
Treatment Facilities

30 years

Equipment

5-19 years

Compensated Absences
The accrual for vacation time earned but not taken by staff employees was calculated based on actual vacation days
and applied to the individual employees' hourly rate.
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Note 2: Summary of Significant Accounting Policies (Continued)
Net Position
The Facility’s net position is required to be classified for accounting and reporting purposes into the following net
position categories:
•

Net investment in capital assets includes capital assets net of accumulated depreciation and amortization,
deferred outflows of resources, less the outstanding principal balances of debt attributable to the acquisition,
construction, or improvement of those assets.

•

Restricted consists of net position which is restricted as to use by the terms and conditions of agreements
with outside parties, governmental regulations, laws, or other restrictions which the Facility cannot
unilaterally alter. The Facility does not have any assets in this category.

•

Unrestricted consists of all other categories of net position. Unrestricted may be designated for use by
management of the Facility. These designations limit the area of operations for which expenditures of net
position may be made and require that unrestricted net position be used to support future operations in
these areas. The Facility does not have any assets in this category.

As the Facility does not have any unrestricted funds they have not adopted a policy of utilizing restricted, expendable
funds, when available, prior to unrestricted funds.

Note 3: Due From/To Members
Amounts due from/(to) members at June 30, are as follows:
2018

Members:
City of Morro Bay
Cayucos Sanitary District
Total

17

2017

$

(10,370)
75,167

$

(32,167)
134,486

$

64,797

$

102,319
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Note 4: Capital Assets
At June 30, 2018, capital assets consisted of the following:

Depreciable capital assets
Plant
Machinery and equipment
Vehicles
Total depreciable assets

Balance
June 30, 2017
$

Less accumulated depreciation

12,764,471
1,499,740
64,517
14,328,728

$

(14,323,173)

Net depreciable capital assets
Capital assets, net

Increases

5,555

$

Balance
June 30, 2018
$

(5,555)

5,555
$

Decreases

12,764,471
1,499,740
64,517
14,328,728
(14,328,728)

(5,555)
$

(5,555)

$

-

$

At June 30, 2017, capital assets consisted of the following:

Depreciable capital assets
Plant
Machinery and equipment
Vehicles
Total depreciable assets

Balance
June 30, 2016
$

Less accumulated depreciation

$

(14,314,271)

Net depreciable capital assets
Capital assets, net

12,764,471
1,499,740
64,517
14,328,728

Increases

14,457
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$

Balance
June 30, 2017
$

(8,902)

14,457
$

Decreases

(14,323,173)

(8,902)
$

(8,902)

12,764,471
1,499,740
64,517
14,328,728

5,555
$

-

$

5,555
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Note 5: Commitments and Contingencies
On April 30, 2015, after various attempts on the part of both parties to the joint powers agreement to work on either
replacing or relocating the existing facility, the District adopted Resolution No. 2015-1 – A Resolution of the Board of
Directors of the Cayucos Sanitary District Declaring its Intentions to Independently Pursue Alternatives for Wastewater
Treatment and Water Reclamation (Resolution). The Resolution asserts the District’s intention to suspend
consideration of participation in the new Morro Bay Water Reclamation Facility Project and independently pursue
alternatives for wastewater treatment and reclamation of water the will maximize its resources and provide the
greatest benefit to the Cayucos community. The District continues to make progress toward building their own facility
including procuring property and hiring project management. The City has also continued to make progress on
building their own facility and none of those costs are reflected in these financial statements.
The City and District have continued to pay for their share, as specified in the existing joint powers agreement, of the
operation and maintenance expenses of the existing facility. As both parties move forward with their own plans, there
may be a time when the existing facility and potentially this joint power agreement will be dissolved but management
anticipates this to be more than 5 years in the future. To date no decisions have been made as to who will bear the
cost of the plant decommissioning and no liability has been recorded in these financial statements for this. In
November 2016, the GASB issued Statement No. 83, Certain Asset Retirement Obligations that addressed accounting
and financial reporting for certain asset retirement obligations. This statement is effective for reporting periods
beginning after June 15, 2018. Management has not determined the impact of this pronouncement on their financial
statements.

Note 6: Subsequent Events
Events subsequent to June 30, 2018, have been evaluated through January 14, 2019, which is the date the financial
statements were available to be issued. Management did not identify any subsequent events that required disclosure.
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Schedule of Member Balance Due Accounts
For the Period July 1, 2017 through June 30, 2018
Operating costs are allocated to the City of Morro Bay and the Cayucos Sanitary District based on actual average quarterly flow percentages. The average quarterly flow
percentages, and the average quarterly operating costs charged to the City of Morro Bay and the Cayucos Sanitary District for the period July 1, 2017 through June 30,
2018 are presented below. Capital and other costs are allocated based on the contractual percentage.

City of
Morro Bay

Percentage
Cayucos
Sanitary
District

Balance due from/(to) members at June 30, 2017, net
Operating Expenditures:
July 1 - September 30, 2017
October 1 - December 31, 2017
January 1 - March 31, 2018
April 1 - June 30, 2018
Subtotal

City of
Morro Bay

Total
$

75.87%
76.74%
74.88%
76.52%

24.13%
23.26%
25.12%
23.48%

100.00%
100.00%
100.00%
100.00%

(32,167)

Expenditures
Cayucos
Sanitary
District
$

251,714
386,886
370,328
478,649
1,487,577

Other costs:
Funds advanced by City at year end to cover negative cash position
Net cash transfer after assigning long term leave liability to City of Morro Bay
Receivable accrual for land lease income and/or pending payments at year end
Miscellaneous timing adjustments
Adjusted fourth quarter billing

134,486

Total
$

80,056
117,266
124,234
146,872
468,428

331,770
504,152
494,562
625,521
1,956,005

(8,098)
33,305

Total expenses July 1, 2017 through June 30, 2018
Amounts reimbursed July 1, 2017 through June 30, 2018, net
Total change in balance due from/(to) members at June 30, 2018
Balance due from/(to) members at June 30, 2018, net

$

See independent auditors' report.
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102,319

(3,409)
(3,797)

(24,973)
(1,058)
(1,165)

(8,098)
33,305
(24,973)
(4,467)
(4,962)

1,505,578
(1,483,781)
21,797

441,232
(500,551)
(59,319)

1,946,810
(1,984,332)
(37,522)

(10,370)

$

75,167

$

64,797

