






































INDEPENDENT AUDITOR’S REPORT 

Board of Directors 
Novato Sanitary District 
Novato, California 

Report on Financial Statements 

We have audited the accompanying financial statements of the business-type activities and the fiduciary 
fund of Novato Sanitary District (District), California, as of and for the years ended June 30, 2018 and 
2017, and the related notes to the financial statements, which collectively comprise the District’s basic 
financial statements as listed in the Table of Contents. 

Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with accounting principles generally accepted in the United States of America; this includes 
the design, implementation, and maintenance of internal control relevant to the preparation and fair 
presentation of the financial statements that are free from material misstatement, whether due to fraud or 
error. 

Auditor’s Responsibility 

Our responsibility is to express an opinion on these financial statements based on our audit.  We 
conducted our audit in accordance with auditing standards generally accepted in the United States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free from material misstatement.   

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the financial statements. The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.  
In making those risk assessments, the auditor considers internal control relevant to the District’s 
preparation and fair presentation of the financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of 
the District’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating 
the appropriateness of accounting policies used and the reasonableness of significant accounting estimates 
made by management, as well as evaluating the overall presentation of the financial statements.   

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 

Opinions 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of the business-type activities and the fiduciary fund of the District as of June 30, 2018 
and 2017, and changes in the financial position and; where applicable cash flows thereof for the years 
then ended in accordance with accounting principles generally accepted in the United States of America. 
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NOVATO SANITARY DISTRICT 
NOTES TO BASIC FINANCIAL STATEMENTS 

For the Years Ended June 30, 2018 and 2017 

NOTE 4 – CAPITAL ASSETS (Continued) 

Changes in capital assets for the prior fiscal year were as follows: 

Balance Deletions/ Balance
June 30, 2016 Additions Transfers June 30, 2017

Non-depreciable assets:
Land and land rights $2,773,507 $2,773,507
Easements 2,172,075 $200 2,172,275
Construction-in-process 2,382,202 415,942 ($649,742) 2,148,402

Total non-depreciable assets 7,327,784 416,142 (649,742) 7,094,184

Depreciable assets:
Sewer system improvements 160,750,335 244,130 160,994,465
Sewer collection and outfall system 51,645,722 1,600,449 53,246,171
Sewer facilities equipment 24,834,788 142,341 24,977,129
Equipment 1,733,478 46,803 (77,723) 1,702,558

Total depreciable assets 238,964,323 2,033,723 (77,723) 240,920,323

Accumulated depreciation:
Sewer system improvements (42,360,611) (4,088,268) (46,448,879)
Sewer collection and outfall system (15,322,244) (652,325) (15,974,569)
Sewer facilities equipment (7,583,962) (770,383) (8,354,345)
Equipment (1,012,493) (233,135) 77,723 (1,167,905)

Total accumulated depreciation (66,279,310) (5,744,111) 77,723 (71,945,698)

Total depreciable assets, net 172,685,013 (3,710,388) 168,974,625

Total capital assets, net $180,012,797 ($3,294,246) ($649,742) $176,068,809

Major capital assets additions during the year include construction of the District's new recycled 
water facility and other buildings, structures and improvements. 

B. Construction-In-Process

The District is involved in various construction projects throughout the year. Once completed,
projects are capitalized and depreciated over the life of the asset.

Construction-in-process consists of the following projects as of June 30:

Projects 2018 2017 2016

Collection system improvements $343,605 $166,057 $634,528
North Bay Water Reuse Authority 841,768 759,967 689,431

Hamilton Wetlands Outfall Monitoring 69,460 69,246 69,053
Novato Creek Watershed 100,835 100,834 100,443

Administrative building updates 759,538 759,538 753,953
RWF Expansion 1,232,073 215,590 59,553

Various other minor projects <$50,000 209,168 77,170 75,241

Total $3,556,447 $2,148,402 $2,382,202
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NOVATO SANITARY DISTRICT 
NOTES TO BASIC FINANCIAL STATEMENTS 

For the Years Ended June 30, 2018 and 2017 

NOTE 10 – PENSION PLANS (Continued) 

In determining the long-term expected rate of return, CalPERS took into account both short-term 
and long-term market return expectations as well as the expected pension fund cash flows. Using 
historical returns of all the funds’ asset classes, expected compound returns were calculated over 
the short-term (first 10 years) and the long-term (11-60 years) using a building-block approach. 
Using the expected nominal returns for both short-term and long-term, the present value of 
benefits was calculated for each fund. The expected rate of return was set by calculating the 
single equivalent expected return that arrived at the same present value of benefits for cash flows 
as the one calculated using both short-term and long-term returns. The expected rate of return was 
then set equivalent to the single equivalent rate calculated above and rounded down to the nearest 
one quarter of one percent.  

The table below reflects the long-term expected real rate of return by asset class. The rate of 
return was calculated using the capital market assumptions applied to determine the discount rate 
and asset allocation. These rates of return are net of administrative expenses.   

Asset Class
New Strategic

Allocation
Real Return

Years 1 - 10(a)
Real Return
Years 11+(b)

Global Equity 47.0% 4.90% 5.38%

Global Fixed Income 19.0% 0.80% 2.27%

Inflation Sensitive 6.0% 0.60% 1.39%

Private Equity 12.0% 6.60% 6.63%

Real Estate 11.0% 2.80% 5.21%

Infrastructure and Forestland 3.0% 3.90% 5.36%

Liquidity 2.0% -0.40% -0.90%

Total 100%

(a) An expected inflation of 2.5% used for this period.

(b) An expected inflation of 3.0% used for this period.

Sensitivity of the Proportionate Share of the Net Pension Liability to Changes in the Discount 
Rate – The following presents the District’s proportionate share of the net pension liability for the 
Pension Plan, calculated using the discount rate for the Plan, as well as what the District’s 
proportionate share of the net pension liability would be if it were calculated using a discount rate 
that is 1-percentage point lower or 1-percentage point higher than the current rate: 

Miscellaneous

All Tiers

1% Decrease 6.15%
Net Pension Liability $8,562,416

Current Discount Rate 7.15%

Net Pension Liability $5,544,711

1% Increase 8.15%

Net Pension Liability $3,045,393
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