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INDEPENDENT AUDITORS’ REPORT

The Honorable Mayor and City Council
City of Del Rey Oaks
Del Rey Oaks, California

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of the City of Del Rey Oaks, as of
and for the year ended June 30, 2014, and the related notes to the financial statements, which
collectively comprise the City’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 financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express our opinions 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 and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. 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 entity’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
entity’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 opinions.
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, each major fund, and the
aggregate remaining fund information of the City of Del Rey Oaks as of June 30, 2014, and the
respective changes in financial position 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 on pages 4 — 8, the Schedule of Funding Progress of Other
Post Employee Benefits on page 30 and the Budgetary Comparison Schedule on pages 31 — 32 be
presented to supplement the basic financial statements. Such information, although not a 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 Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
May 26, 2015 on our consideration of the City of Del Rey Oaks’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is
to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on internal control
over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the City of Del
Rey Oaks’s internal control over financial reporting and compliance.

//W Qw% LLP

May 26, 2015

HAYASHI | WAYLAND



CITY OF DEL REY OAKS
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)
JUNE 30, 2014

The discussion and analysis of the City of Del Rey Oaks’ (the City) financial performance provides
an overview and analysis of the City’s financial activities for the fiscal year ended June 30, 2014.
It should be read in conjunction with the accompanying basic financial statements.

FINANCIAL HIGHLIGHTS

e The assets of the City of Del Rey Oaks exceeded its liabilities at the close of the year ended
June 30, 2014 by $3 million. However, $6.5 million is a net investment in capital assets and
$240,000 is restricted for street/road purposes, leaving an unrestricted deficit of $3.6 million.

e The City of Sand City’s total net position decreased by $1.5 million.

e At the close of the year ended June 30, 2014, the City of Del Rey Oaks’s governmental funds
reported combined ending fund balance deficit of $1 million. The net change in fund
balances was a decrease of $1 million.

e The beginning net position was restated by $3.8 million and the beginning fund balances were
restated by $(319,000).

OVERVIEW OF THE FINANCIAL STATEMENTS

The discussion and analysis serves as an introduction to the City's financial statements. The City’s
financial statements are comprised of three components: 1) government-wide financial
statements; 2) fund financial statements; and 3) notes to the financial statements. This report
also contains other supplementary information in addition to the basic financial statements
themselves.

Government-wide Financial Statements — The government-wide financial statements are
designed to provide readers with a broad overview of the City’s finances, in a manner similar to a
private-sector business.

The Statement of Net Assets presents information on all of the City’s assets and liabilities, with
the difference between the two reported as net assets. Over time, increases and decreases in net
assets may serve as a useful indicator of whether the financial position of the City is improving or
deteriorating. The Statement of Net Assets combines and consolidates governmental funds’
current financial resources (short-term spendable resources) with capital assets and long-term
obligations. Other nonfinancial factors should also be taken into consideration, such as changes
in the City's property tax base, the condition of the City’s infrastructure (i.e. roads, drainage
improvements, storm and sewer lines, etc.} and redevelopment projects, to assess the overall
health or financial condition of the City.

The Statement of Activities presents information showing how the City’s net assets changed
during the most recent fiscal year. All of the current year’s revenues and expenses are taken into
account regardless of when cash is received or paid. Thus, revenues and expenses are reported
in this statement for some items that will only result in cash flows in future fiscal periods (e.g.,
uncollected taxes).
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OVERVIEW OF THE FINANCIAL STATEMENTS (Continued}

The government-wide financial statements include all the governmental activities of the City.
The governmental activities of the City include public safety, streets, parks, planning, community
development and general administration. The City does not operate any business-type activities.

The government-wide financial statements can be found on pages 9 and 10 of this report.

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 fund
financial statements provide detail information about the most significant funds, not the City as a
whole. The City, like other local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legai requirements. All of the City’s funds are governmental fund
types. Fund financial statements report essentially the same functions as those reported in the
government-wide financial statements. However, unlike the government-wide financial
statements, fund financial statements focus on near-term inflows and outflows of spendable
resources, as well as on balances of spendable resources available at the end of the fiscal year.

Because the focus of the governmental fund is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental funds
with similar information presented in the government-wide financial statements. Both the
governmental fund Balance Sheet and the governmental fund Statement of Revenues,
Expenditures and Changes in Fund Balances provide a reconciliation to facilitate the comparison
between the governmental fund and government-wide statements.

The City maintains five individual governmental funds. information is presented separately in the
Balance Sheet and the Statement of Revenues, Expenditures and Changes in Fund Balances for
the General Fund, Capital Projects Fund and the Gas Tax Fund all of which are considered to be
major funds. Data from the other two governmental funds is combined into a single, aggregated
nonmajor fund presentation.

The fund financial statements can be found on pages 11 through 13 of this report.

Notes to Basic Financial Statements — The notes 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 basic financial statements can be found on pages 14 through 29 of
this report.



GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net position may serve over time as a useful indicator of the City’s financial
position. The City’s net position decreased by $1.5 million in fiscal year 2013—2014 from fiscal
year 2012-2013. The City’s net investment in assets of $6.5 million is used to provide services to
citizens; consequently, these assets are not available for future spending, leaving the City with a
deficit for operating purposes.

Summary of Net Position (Rounded to the nearest $1,000)

As of June 30
Increase
2014 2013 {Decrease)

Current and other assets S 398,000 $ 922,000 5 (524,000)
Capital assets 12,269,000 12,300,000 {31,000)
Total assets 12,667,000 13,222,000 (555,000)
Current and other liabilities 1,419,000 925,000 494,000
Long-term liabilities 8,084,000 7,583,000 501,000
Total liabilities 9,503,000 8,508,000 995,000
Net invested in capital assets 6,514,000 6,516,000 (2,000)

Restricted for —
Streets/Roads 240,000 191,000 49,000
Unrestricted (3,590,000) (1,993,000) (1,597,000)
Total net assets $ 3,164,000 S 4,714,000 $(1,550,000)

Current assets decreased mainly due to a write-off of a receivable from a developer and a
decrease in LAIF.

Capital assets decreased due to depreciation offset by ADA improvements made during the
current year.

Current and other liabilities increased due to an increase in accounts payable and the current
amount due on a Settlement Agreement.

Long-term liabilities increased to an addition to the Federal Development loan as part of the
Settlement Agreement.

Restricted for Streets/Roads increased due to the current year Gas Tax monies received.

Unrestricted net position decreased due to the change in net position, which is described on the
following page.



GOVERNMENT-WIDE FINANCIAL ANALYSIS {Continued)

Change in Net Position (Rounded to the nearest $1,000)
For the Year Ended June 30

Increase
2014 2013 {Decrease}

Revenue:
Program revenue:

Charges for services S 450,000 $ 400,000 $ 50,000

Operating grants and contributions 119,000 100,000 19,000

Capital grants and contributions 29,000 - 29,000
General revenues:

Property taxes 512,000 477,000 35,000

Sales tax 316,000 318,000 (2,000)

Transaction tax 382,000 381,000 1,000

Other taxes 142,000 148,000 {6,000}

Investment earnings 1,000 — 1,000

Total revenue 1,951,000 1,824,000 127,000

Expenses:

General government 671,000 681,000 (10,000)

Public safety 1,303,000 1,283,000 20,000

Public works 155,000 149,000 6,000

Community development 529,000 4,000 525,000

Parks 45,000 53,000 (8,000)

Interest on long-term debt 48,000 3.000 45,000

Total expenses 2,751,000 2,173,000 578,000

Extraordinary item-Settlement

Agreement {750,000) = {750,000)
Change in net assets (1,550,000} (349,000) (1,201,000}
Net assets, beginning of year 4,714,000 5,063,000 (349,000)
Net assets, end of year $ 3164000 § 4714000 $ (1550,000)

The increase in charges for services is due to an increase in licenses and permits, and developer
fees.

The increase in operating grants and contributions is due to an increase in the COPS grant.
The increase in capital grants and contributions is due to an ADA grant received.
The increase in property taxes is due to an increase in collections by the County.

The increase in expenses is due to a write-off of a receivable from a former developer and
accrued interest on long-term debt.



CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets — The City's investment in capital assets as of June 30, 2014, amounted to $12
million (net of accumulated depreciation). This amount included land, buildings, improvements,
furniture, equipment, and vehicles. This amount represents a net decrease of $5,000 from the
prior fiscal year due to new purchases less current year depreciation.

Debt Administration — At fiscal year end, the City had 52 million in general obligation debt. New
debt for the year was $557,000 and retirements were made in the amount of $57,000, for a net
increase of $500,000.

FINANCIAL ANALYSIS OF THE GOVERNMENTAL FUNDS

The focus of the City’s governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources. Such information is useful in assessing the City’s
financing requirements.

At the end of the current fiscal year, the City's governmental funds reported a total fund balance
deficit of $1,012,000. During the current fiscal year, the fund balance of the City’s General Fund
decreased 51,578,000.

FUND BUDGETARY HIGHLIGHTS

General Fund — The original budgeted general fund revenues were not changed.

The original budget for the general government expenditures were increased by $54,000 due to
unanticipated litigation expenses.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET

The economic downturn that has persisted throughout the country has started to lessen and we
are seeing increases in taxable sales and property values, which we anticipate will improve the
financial condition of the City in the coming fiscal year.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the City’s finances for all those
with an interest. Questions concerning any of the information provided in this report or requests

for additional financial information should be addressed to the City of Del Rey Oaks, 650 Canyon
Del Rey Road, Del Rey Oaks, California 93940.
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CITY OF DEL REY OAKS
STATEMENT OF NET POSITION
JUNE 30, 2014

ASSETS

Cash and equivalents
Investments
Receivables, net
Receivables from other governments
CDBG loans receivable
Capital assets, net:
Nondepreciable
Depreciable

Total assets
LIABILITIES

Accounts payable
Accrued liabilities
Accrued interest
Prepaid business licenses
Prepaid RV rentals
Noncurrent liabilities:

Due within one year

Due in more than one year
Land value due to FORA

Total liabilities
NET ASSETS
Net investment in capital assets
Restricted for —
Streets/roads
Unrestricted

Total net position

See Notes to Basic Financial Statements.
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107,851
15,579
17,766

185,897
71,500

11,879,700
388,978

12,667,271

967,557
289,613
38,705
122,073
1,245

250,111
2,168,623
5,665,100

9,503,027

6,514,434

240,237
(3,590,427)

S 3,164,244



CITY OF DEL REY OAKS
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2014

FUNCTIONS/PROGRAMS

Governmental activities:
General government
Public safety
Public works
Community development
Parks
Interest on long-term debt

Total governmental
activities

GENERAL REVENUES

Taxes:
Property taxes
Sales tax
Transaction tax
Franchise taxes
Gas taxes
Investment earnings

Total general revenues

Extraordinary item —
Settlement agreement

CHANGE IN NET POSITION

NET POSITION, BEGINNING OF YEAR
RESTATED

NET POSITION, END OF YEAR

Program Revenues

Net (Expenses)

Operating Capital Revenues and

Charges Grants and Grants and Changes in

Expenses for Services  Contributions Contributions _Net Position
S 670,619 § 208,836 § 1,263 S 29,448 S  {431,072)
1,302,894 94,602 117,785 - (1,090,507)
155,161 26,179 — - (128,982)
528,799 84,554 - - (444,245)
44,997 36,140 - - (8,857)
47,937 - = - (47,937)

S 2,750,407 S 450,311 S 119,048

See Notes to Basic Financial Statements.
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S 29,448 {2,151,600)

511,538
315,835
381,599
86,946
55,263
757

1,351,938

{750,000}

(1,549,662)

4,713,906

S 3,164,244



CITY OF DEL REY OAKS
BALANCE SHEET — GOVERNMENTAL FUNDS

JUNE 30, 2014

Capital Other
General Projects GasTax  Governmental
Fund Fund Fund Funds Total
ASSETS
Cash and equivalents S - S - S 232,327 S - S 232,327
Investments 15,579 - - - 15,579
Receivables, net 17,766 - - - 17,766
Receivables from other governments 177,987 - 5,958 1,952 185,897
CDBG loans receivable — - = 71,500 71,500
Total assets 211,332 — 238,285 73,452 523,069
LIABILITIES, DEFERRED INFLOWS AND FUND BALANCES
Liabilities:
Cash overdraft 124,476 - - - 124,476
Accounts payable 959,557 8,000 = e 967,557
Accrued liabilities 289,613 - - - 289,613
Prepaid business licenses 122,073 = = = 122,073
Prepaid RV rentals 1,245 = - = T 1,245
Total liabilities 1,496,964 8,000 - — 1,504,964
Deferred inflows:
Deferred tax revenue 12,623 - - - 12,623
Deferred grant revenue 17,496 - = - 17,496
Total deferred inflows 30,119 - = — 30,119
Fund balances:
Nonspendable -
Noncurrent receivables - - - 71,500 71,500
Restricted —
Streets and roads - - 238,285 - 238,285
Unassigned (1,315,751) (8,000) = 1,952 _{1,321,799)

Total fund balances
Total liabilities, deferred inflows
and fund balances

FUND BALANCES —
TOTAL GOVERNMENTAL FUNDS
Amounts reported in the Statement of Net Position are different because:

Capital assets used in governmental activities are not financial resources and
therefore are not reported in the funds

Other assets are not available to pay for current period expenditures and
therefore are deferred in the funds

Long—term liabilities are not due and payable in the current period and therefore
are not reported in the funds

NET POSITION
See Notes to Basic Financial Statements.
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{1,315,751) (8.000) _ 238,285 73452 _(1,012,014)
$ 211,332 § — _$ 238285 $ 73452 523,069

(1,012,014)

12,268,678
30,119

(8,122,539)
164,244



CITY OF DEL REY OAKS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2014

Capital Other
General Projects GasTax  Governmental
Fund Fund Fund Funds Total
REVENUES:

Property taxes $ 507,121 $ - S - $ - $ 507,121

Sales tax 312,059 - - - 312,059

Transaction tax 382,311 - - - 382,311

Franchise taxes 86,946 — -~ - 86,946

Business licenses 187,888 - - - 187,888

Licenses and permits 55,559 - = = 55,559

Fines, forfeits and penalties (17) - - 8,253 8,236

Charges for current services 79,285 - - - 79,285

Revenue from other agencies 161,423 - 55,263 - 216,686

Developer fees 26,295 - - - 26,295

Investment earnings 757 - = = 757

QOther revenue 62,625 - - _ = 62,625

Total revenues 1,862,252 - 55,263 8,253 1,925,768
EXPENDITURES:
Current:
General government 651,849 - - - 651,849
Public safety 1,222,384 - - - 1,222,384
Public works 151,523 - - - 151,523
Community development 514,049 11,000 - - 525,049
Parks 36,140 - = — 36,140
Debt service:
Principal 56,685 - - - 56,685
Interest and other charges 9,232 - - - 9,232
Capital outlay 26,516 - - - 26,516
Total expenditures 2,668,378 11,000 = - 2,679,378
EXCESS (DEFICIENCY) OF REVENUES

OVER EXPENDITURES {806,126) (11,000) 55,263 8,253 (753,610)
OTHER FINANCING SOURCES {USES):

Transfers in 21,080 542,683 - - 563,763

Transfers out {542,683) - {12,000) (9,080) (563,763}

Total other financing sources {uses) {521,603) 542,683 {12,000) (9,080) -
EXTRAORDINARY ITEM —

Settlement agreement {250,000) - = - {250,000)
NET CHANGE IN FUND BALANCES (1,577,729} 531,683 43,263 {827) _(1,003,610)
FUND BALANCES,

BEGINNING OF YEAR RESTATED 261,978 {539,683) 195,022 74,279 (8,404)
FUND BALANCES,

END OF YEAR ${1,315751) § _ (8,000) § 238,285 $ 73452 5(1,012,014)

See Notes to Basic Financial Statements.
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CITY OF DEL REY OAKS

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES — GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2014

NET CHANGE IN FUND BALANCES

Amounts reported in the Statement of Activities are different
because:

Governmental funds report capital outlay as expenditures.
However, in the Statement of Activities, the cost of those assets
is allocated over their estimated useful lives and reported as
depreciation expense. In the current period these amounts are:

Capital outlay
Current year depreciation

Revenues in the Statement of Activities that do not provide
current financial resources are not reported as revenue in the
funds.

The issuance of long-term debt provides current financial
resources to governmental funds, while the repayment of the
principal of long-term debt consumes the current financial
resources of governmental funds. However, neither transaction
has any effect on net assets. In the current period these
amounts are:

Principal payments on long-term debt
Accrued interest

Some expenses reported in the Statement of Activities do not
require the use of current financial resources and, therefore, are
not reported as expenditures in governmental funds:

Compensated absences
OPEB costs
Settlement agreement

CHANGE IN NET POSITION

See Notes to Basic Financial Statements.
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$ (1,003,610)

26,516
(58,333)

24,977

56,685
(38,705)

(27,992)
(29,200)
(500,000)

$  (1,549,662)




CITY OF DEL REY OAKS
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2014

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity — The City of Del Rey Oaks (the City), California, was incorporated as a general
law city on September 3, 1953. The City operates under a city councii — manager form of
government and provides a wide range of municipal services. The City is not financially
accountable for any other organization.

Basis of Presentation and Accounting — The basic financial statements inciude both government-
wide and fund financial statements. The government-wide financial statements (i.e., the
statement of net position and the statement of activities) report information on all of the
activities of the primary government. The effect of interfund activity has been removed from
these statements.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or identifiable activity is offset by program revenues. Direct expenses are those that are
clearly identifiable with a specific function or identifiable activity. Program revenues inciude 1)
charges to customers or applicants who purchase, use, or directly benefit from goods, services, or
privileges provided by a given function or segment and 2) grants and contributions that are
restricted to meeting the operational or capital requirements of a particular function or
identifiable activity. Taxes and other items not properly included among program revenues are
reported instead as general revenues.

Separate fund based financial statements are provided for governmental funds. The City has no
proprietary or fiduciary funds. Major individual governmental funds are reported as separate
columns in the fund financial statements. The nonmajor funds are combined in a column in the
fund financial statements.

The government-wide focus is more on the sustainability of the City as an entity and the change
in aggregate financial position resulting from the activities of the fiscal period. The focus of the
fund financial statements is on the major individual funds. Each presentation provides valuable
information that can be analyzed and compared to enhance the usefulness of the information.

Measurement Focus and 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 when a liability is incurred,
regardless of the timing of related cash flows. Property taxes are recognized as revenues in the
year for which they are levied. Grants and similar items are recognized as revenue as soon as all
eligibility requirements have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered to be available when
they are collected within the current period or soon enough thereafter to pay liabilities of the
current period. For this purpose, the City considers revenue to be available if they are collected
within 60 days of the end of the current fiscal period with the following exception, revenue
received as part of the Accounting for Local Revenue Realignments Adopted in the 2004-2005
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NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

State of California Budget. These revenues are considered available if collected within seven
months of the end of the current fiscal period. Expenditures generally are recorded when a
liability is incurred, as under accrual accounting. However, debt service expenditures as well as
expenditures related to compensated absences and claims and judgments, are recognized only
when payment is due. Capital asset acquisitions are reported as expenditures in governmental
funds. Proceeds of general long-term debt are reported as other financing sources.

Ad valorem, franchise and sales tax revenues are recognized under the susceptible to accrual
concept. Licenses and permits, charges for services, fines and forfeitures, contributions, and
miscellaneous revenues are recorded as revenues when received in cash as the resulting
receivable is immaterial. Investment earnings are recorded as earned since they are measurable
and available. In applying the susceptible to accrual concept to intergovernmental revenues, the
legal and contractual requirements of the numerous individual programs are used as guidance.
There are, however, essentially two types of these revenues. In one, monies must be expended
for the specific purpose or project before any amounts will be paid to the City; therefore,
revenues are recognized based upon the expenditures recorded. In the other, monies are
virtually unrestricted as to purpose of expenditure and are usually revocable only for failure to
comply with prescribed compliance requirements. These resources are reflected as revenues at
the time of receipt or earlier if the susceptible to accrual criteria are met.

The City reports the following major governmental funds:

a. General Fund, accounts for the City’s primary services {(Public Safety, Public Works, Parks, etc.)
and is the primary operating unit of the City.

b. Capital Projects Fund, accounts for financial resources to be used for administrative
expenditures related to redevelopment projects and for the acquisition or construction of
major capital facilities and infrastructure improvements.

¢. Gas Tax Fund, accounts for financial resources required to be used on street/road projects.

Cash, Cash Equivalents and Investments — The City follows the practice of pooling cash and
investments of all funds. Investments of the pooled cash consist of deposits with the Local
Agency Investment Fund and are accounted for at fair market value. Interest earned as a result of
pooling is distributed to the appropriate funds utilizing a formula based on the average daily
balance of cash of each fund. The City considers highly liquid investments with an original
maturity of three months or less when purchased to be cash equivalents.

Receivables and Deferred Inflows of Resources — Receivables are amounts due representing
revenues earned or accrued in the current period. Receivables which have not been remitted
within 60 days subsequent to year end are offset by deferred inflows of resources, and
accordingly have not been recorded as revenue in the governmental fund. When the revenue
becomes available, the revenue is recognized in the governmental fund. Deferred inflows are
detailed on the Balance Sheet.

All receivables that historically experience uncollectible accounts are shown net of an allowance

for doubtful accounts. The allowance is based on an assessment of the current status of
individual accounts. At June 30, 2014, the allowance was estimated to be zero.
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NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Capital Assets — Property, facilities, equipment, and infrastructure purchased or acquired are
carried at historical cost or estimated historical cost. Contributed fixed assets are recorded at
estimated fair market value at the time received. Infrastructure fixed assets consisting of roads,
bridges, curbs and gutters, streets and sidewalks, drainage systems and lighting systems have
been capitalized on a prospective basis, from July 1, 2003. Prior to July 1, 2003, infrastructure
assets were not capitalized. Capital assets are defined by the City as assets with an initial,
individual cost of more than $5,000 for equipment, 525,000 for facilities and improvements,
$150,000 for infrastructure, all land, and an estimated useful life in excess of one year.

Property, facilities, equipment, and infrastructure are depreciated using the straight-line method
over the following estimated useful lives:

Assets:

Buildings 40 Years
Improvements 5—-20Years
Equipment 5—10Years
Vehicles 8 Years
Furniture and Fixtures 10 Years
Infrastructure 20-50Years

Compensated Absences — Unused vacation may be accumulated up to 160 hours and is paid at
the time of termination from City employment. Vacation is accrued when incurred in the
government-wide financial statements. A liability for these amounts is reported in governmental
funds only if they have matured, for example, as a result of employee resignations and
retirements.

Interfund Activity — During the course of operations, transactions occur between individual funds
that result in amounts owed between funds, which are classified as “due to/from other funds.”
Eliminations have been made on the government-wide statements for amounts due to/from
within the governmental fund.

Long-Term Obligations — In the government-wide financial statements, long-term debt and other
fong-term obligations are reported as liabilities in the applicable governmental activities. Bond
premiums and discounts, as well as issuance costs, are deferred and amortized over the life of the
bonds using the effective interest method. Bonds payable are reported net of the applicable
bond premium or discount. Bond issuance costs are reported as deferred charges and amortized
over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and
discounts, as well as bond issuance costs, during the current period. The face amount of debt
issued is reported as other financial sources. Premiums received on debt issuance are reported as
other financing sources while discounts on debt issuance reported as other financing uses.
Issuance costs, whether or not withheld from the actual debt proceeds received, are reported as
debt service expenditures.
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NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

Net Position — The Statement of Net Position presents the City's assets and liabilities, with the
difference reported as net position. Net position is reported in three categories.

» Net investment in capital assets consists of capital assets, net of accumulated
depreciation and reduced by outstanding balances for bonds, notes and other debt
attributable to the acquisition, construction, or improvement of those assets.

e Restricted results when constraints placed on net positions use are either externally
imposed or imposed by law through constitutional provisions or enabling legislation.

» Unrestricted consist of net position not meeting the definition of the two preceding
categories. Unrestricted net position often has constraints on resources imposed by
management which can be removed or modified.

Fund Balances — Fund balance classifications are based primarily on the extent to which the City
is bound to honor constraints on the use of the resources reported in each governmental fund.

The City reports the following classifications:

¢ Nonspendable — Nonspendable fund balances are amounts that cannot be spent
because they are either {a) not in spendable form, such as long term receivables or (b)
legally or contractually required to be maintained intact, such as a trust that must be
retained in perpetuity.

» Restricted — Restricted fund balances are restricted when constraints placed on the
use of resources are either {a) externally imposed by creditors, grantors, contributors,
or laws or regulations of other governments or (b) imposed by law through
constitutional provisions or enabling legislation.

* Unassigned — This fund balance is the residual classification for the General Fund. It
is also used to report negative fund balances in other governmental funds.

When restricted and other fund balance resources are available for use, it is the City’s policy to
use restricted resources first, followed by committed, assigned and unassigned amounts,

respectively.

The City Council has not yet established a formal policy for defining funds as committee or
assigned. All other funds which do not meet the definition of non-spendable or restricted are
presented as unassigned.

Property Tax Levy, Collection and Maximum Rates — State of California (State) Constitution
Article 13 provides for a maximum general property tax rate statewide of $1 per $100 of assessed
value. Assessed value is calculated at 100% of market value as defined by the above referenced
Article 13. The State Legislature has determined the method of distribution of receipts from $1
tax levy among counties, cities, schools and other districts. Counties, cities and school districts
may levy such additional tax rate as is necessary to provide for voter approved debt service.
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NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

The County of Monterey assesses properties, bills for and collects property taxes, as follows:

Secured Unsecured
Valuation dates January 1 January 1
Lien/levy dates July 1 July 1
Due dates 50% on November 1 July 1
50% on February 1
Delinquent as of December 10 (for November) August 31

April 10 (for February)

The term “Unsecured” refers to taxes on personal property other than land and buildings. These
taxes are secured by liens on the property being taxed.

Property tax revenues are recorded in governmental funds as receivables and deferred revenues
at the time the tax levy is billed. Current year revenues are those collected within the current
period or soon enough thereafter to pay current liabilities, generally within sixty days of year—
end. No allowance is provided for delinquent taxes as the lien is considered an enforceable legal
obligation.

Use of Estimates — The preparation of the financial statements in accordance with accounting
principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect the amounts reported. Actual results could differ from
those estimates.

Subsequent Events — Subsequent events have been evaluated through May 26, 2015, which is
the date the financial statements were available to be issued.

18



NOTE 2.

NOTE 3.

DEPOSITS AND INVESTMENTS

Custodial Credit Risk - Deposits - Custodial credit risk is the risk that in the event of a bank failure,
the City's deposits may not be returned to it. The City has a deposit policy that complies with
California Government Code Section commencing with 53630 {Public Deposits). As of June 30,
2014 S —0— of the City's bank balance of $210,171 was exposed to custodial credit risk as
uninsured and collateralized by the pledging bank's trust department not in the Agency's name.

Investments — The City’s investments consist of the State Treasurer’s Local Agency Investment
Fund. All investments are recorded at fair market value. The California Government Code
requires that a financial institution secure deposits made by state or local governmental units by
pledging securities in an undivided collateral pool held by a depository regulated under state law.
The market value of the pledged securities in the collateral pool must equal 110% of the total
amount deposited by the public agencies. The investment of state pooled funds is governed by
state law, by polices adopted by the Pooled Money Investment Board (PMIB) and by accepted
norms for prudent fiduciary management of investments. PMIB funds may be invested in a wide
range of interest bearing securities, such as Treasury notes, prime commercial paper, certain
California municipal and agency obligations, highly rated corporate bonds, obligations of such
agencies as Fannie Mae, and negotiable certificates of deposit. Also allowed are time deposits in
California banks, savings and loans, and credit unions that have not less then a “satisfactory” CRA
rating. The value of each participating dollar equals the fair value divided by the amortized cost.
The City’s fair value of the position in the pool is the same as the value of the pool shares.
Investments at June 30, 2014 consisted of the following:

Local Agency Investment Fund S 15,579

RECEIVABLES

Receivables at June 30, 2014 for the City’s individual major funds and nonmajor fund in the
aggregate are as follows:

Other
Gas Governmental
General Tax Funds Total

Receivables, net S 17,766 & - S - S 17.766
Other Governments:

Property taxes S 4417 S - ) - 5 4,417

Sales tax 57,035 - - 57,035

Transaction tax 64,190 - - 64,190

Gas tax - 5,958 - 5,958

Fines, forfeits and penalties = - 1,952 1,552

Grants 52,345 - — 52,345

Total S 177,987 s 5,958 3 1,952 § 185,897
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NOTE 4.

NOTE 5.

CDBG LOANS RECEIVABLE

The City has outstanding loan balances from interest free loans, which were given for
rehabilitation and emergency repairs of older housing located within the City. These loans were
provided by a grant from the State of California, Department of Housing and Community
Development. The loans are not due until the homeowners sell their property. The balance of
the loans at June 30, 2014 was $71,500.

CAPITAL ASSETS

Capital assets activity for the year ended June 30, 2014, was as follows:

Balance Additions Deletions Balance
6/30/13 Transfers Transfers 6/30/14
Capital assets not being
depreciated —
Land $ 11879700 S - S = $ 11,879,700
Total capital assets not being
depreciated 11,879,700 - - 11,879,700
Capital assets being depreciated
Buildings and improvements 511,831 26,516 - 538,347
Furniture and equipment 203,281 - - 203,281
Structures and improvements 75,000 - - 75,000
Vehicles 348,638 = - 348,638
Total capital assets being
depreciated 1,138,750 26,516 = 1,165,266
Less accumuiated depreciation for:
Buildings and improvements 302,723 12,326 = 315,049
Furniture and equipment 114,639 19,699 - 134,338
Structures and improvements 41,250 3,750 - 45,000
Vehicles 259,343 22,558 = 281,901
Total accumulated depreciation 717,955 58,333 - 776,288
Total capital assets being
depreciated —net 420,795 (31,817) - 388,978
Capital assets —net $ 12,300,495 S (5301) S - S 12.268,678
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NOTE 5.

NOTE 6.

CAPITAL ASSETS (Continued)

Depreciation expense was charged to functions/programs of the primary government as follows:

General government S 3,644
Public safety 41,805
Public works 277
Community development 3,750
Parks and recreation 8,857

Total depreciation expense S 58,333

LONG-TERM DEBT

Ford Motor Credit Company — The City has noncancelable capital lease agreements with Ford
Motor Credit Company to finance the acquisition of vehicles. The leases qualify as capital leases
for accounting purposes and therefore have been recorded at the present value of future
minimum lease payments at the date of the inception of the lease. Assets under the leases total
545,482 with accumulated depreciation of $9,803 at June 30, 2014. The terms of the leases are as
follows:

2008 Crown Victoria — Principal and interest payments of $3,070 with interest at 6.25% are to
be made semi-annually beginning February 18, 2013 and continuing until November 18, 2016.

2009 Crown Victoria — Principal and interest payments of $4,332 with interest at 6.3% are to be
made semi-annually beginning May 21, 2012 and continuing until February 21, 2015.

PNC Equipment Finance — The City has a noncancelable capital lease agreement with PNC
Equipment Finance to finance the acquisition of radio equipment. The lease qualifies as a capital
lease for accounting purposes and therefore has been recorded at the present value of future
minimum lease payments at the date of the inception of the lease. Assets under the lease total
$98,489 with accumulated depreciation of $29,547 at June 30, 2014. The terms of the lease are
principal and interest payments of $5,398 with interest at 3.8% to be made quarterly beginning
December 7, 2012 and continuing until September 7, 2017.

Monterey Bay Area Self Insurance Authority (MBASIA) — The City has a loan with MBASIA dated
April 26, 2010, which was restructured on April 22, 2013, for worker compensation premiums for
the fiscal years 2010-2011 and 2012-2013. The total amount of the revised loan is $194,327, with
interest at 1.75%. Monthly payments of $3,385 are due beginning September 1, 2013 and
continuing until August 1, 2018.
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NOTE 6.

LONG-TERM DEBT {Continued}

Fort Ord Reuse Authority (FORA) — The City has a Memorandum of Understanding {MOU) with
FORA dated July 1, 2013 concerning repayment to FORA of a pollution legal liability insurance
loan for the City of Del Rey Oaks former Fort Ord property. The original term of the MOU is two
full calendar years, beginning on the effective date of July 1, 2013 and ending on June 30, 2015,
unless sooner terminated or renewed as provided for in the MOU. The amount remaining to be
paid on the loan as of June 30, 2014 is $715,768, the full amount of the loan and all accrued
interest at a rate of 5% is due upon termination of the MOU or upon the execution of an
Agreement with a developer for the former Fort Ord property, whichever is earlier. Subsequent
to year end the City and FORA entered into an amended MOU dated October 10, 2014 which
extended the payments on the loan until June 30, 2018 and calls for a partial payment of the loan
in the amount of $162,806, including 5% interest, by November 30, 2014.

Federal Group International, LLC — the City has a promissory note with Federal Group
International, LLC in the amount of $1,200,000, $700,000 of the note is the City's obligation to
pay for funds loaned by Federal/JER Associates I, LLC to the former Redevelopment Agency of the
City of Del Rey Oaks, the remaining $500,000 of the note evidences the City's obligation to pay
the holder as settlement of claims between the City and Bellmont Rock Holdings, LLC. Interest is
accrued at 5% per annum on the $700,000, but not on the settlement payment, beginning June 1,
2014 until the entire outstanding loan amount, plus interest, is paid in full. Payments on the note,
once they commence, shall be for a five year period, however if the note is not paid in full at the
end of the five year term it shall automatically renew, once, for an additional five year term. No
payment shall be due under this loan until commencement of construction on the Fort Ord
property and are based on an increase of 50% of City revenue associated with the development
of the entire property.

General long-term debt balances and transactions for the fiscal year ended June 30, 2014 are as
follows:

Balance Balance Due Within
June 30, 2013 Additions Retirements June 30, 2014 One Year
Capital leases:
Vehicles S 35,084 [ = 5 12,801 s 22,283 S 13,619
Radio system 79,524 - 12,663 66,861 19,284
Subtotal leases 114,608 — 25,464 89,144 32,903
Loans payable:
MBASIA 194,327 - 31,220 163,107 38,069
FORA 715,768 - - 715,768 150,312
Federal Group
International, LLC 700,000 500,000 - 1,200,000 -
Subtotal loans payable 1,610,095 500,000 31,220 2,078,875 188,381
COther liabilities:
Compensated absences 38,923 27,992 - 66,915 28,827
Other Post Employee benefits 154,600 29,200 - 183,800 -
Subtotal other liabilities 193,523 57,192 — 250,715 28,827
Total S 1,918,276 s 557,192 § 56,684 §_ 2,418,734 s 250,111
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NOTE 6.

NOTE 7.

LONG-TERM DEBT (Continued)

2015
2016
2017
2018
2019
Thereafter

2015
2016
2017
2018
2019
Thereafter

2015
2016
2017
2018
2019
Thereafter

Capital Leases MBASIA
Principal Interest Total Principal Interest Total
5 32,903 § 3,492 § 36,395 S 38,069 $ 2,610 § 40,679
25,746 2,087 27,833 38,740 1,878 40,618
23,840 822 24,662 39,423 1,195 40,618
6,655 53 6,708 40,119 500 40,619

- - 6,756 15 6,771

$ 89144 $ 6454 S 95598 S 163,107 $ 6198 $ 169,305

FORA Federal Group International, LLC

Principal Interest Total Principal Interest Total
S 150,312 § 12,494 § 162,806 S - S = S ==
188,485 28,273 216,758 - - -
188,485 18,849 207,334 - = —.

188,486 9,424 197,910 o = =

= = - 1,200,000 175,000 _ 1,375,000
$ 715768 $ 69,040 $ 784,808 $ 1200000 $ 175,000 $ 1,375,000

Total

Principal Interest Total
S 221,284 S 18,596 S 239,880
252,971 32,238 285,209
251,748 20,866 272,614
235,260 9,977 245,237
6,756 15 6,771
1,200,000 175,000 1,375,000

S 2,168,019 S 256,692 S 2424711

LAND VALUE DUE TO FORA

in 2006, the City received property as part of an Economic Development Conveyance through the
Fort Ord Reuse Authority (FORA). The Economic Development Conveyance requires that the
property be used in a manner that promotes economic development in the area. FORA
transferred the property to the City in accordance with Government Code Section 67678, which
requires the use of the property consistent with the Base Reuse Plan and that all proceeds from
the sale of the property be distributed equally to FORA and the City. As of June 30, 2014, the
property has a book value of $11,330,200, 50% of which is $5,665,100.
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NOTE 8.

NOTE 9.

INTERFUND ACTIVITY

INTER/INTRA FUND TRANSFERS
Transfers In Transfers Qut
General Fund S 21,080 S (542,683)
Capital projects — Ft. Ord Land 542,683 -
Special Revenue Funds — (21,080}
Total S 563,763 S (563,763)

Transfers were made from the Special Revenue Funds to the General Fund for expenditures
covered by Gas Tax and Traffic Safety monies. A transfer was made from the General Fund to the
Capital Projects - Ft. Ord Land Fund to cover prior year expenditures paid with General Fund
monies.

PENSION PLAN

Plan Description — The City contributes to the California Public Employees Retirement System
(CalPERS), a cost sharing multiple-employer public employee defined benefit pension plan.
CalPERS provides retirement and disability benefits, annual cost-of-living adjustments, and death
benefits to plan members and beneficiaries. CalPERS acts as a common investment and
administrative agent for participating public entities within the State of California. Benefit
provisions and all other requirements are established by state statute. CalPERS’ issues a publicly
available annual financial report that includes financial statements and required supplementary
information for the District. That report may be obtained from their Executive office, 400 P
Street, Sacramento, CA 95814.

Funding Policy — Participants are required to contribute 7% of their annual covered salary, of
which the employees pay 100%. The City is required to contribute at an actuarial determined rate
recommended by CalPERS actuaries and actuarial consultants and adopted by the CalPERS Board
of Administration. For the year ended June 30, 2014, the employer contribution rate was
26.449% for public safety personnel and 8.313% for other covered employees. The City's
contributions to CalPERS for the years ending June 30, 2014, 2013 and 2012 were $143,061,
$193,076 and $187,178, respectively, equal to the required contributions for each year.

On September 12, 2012, the California Public Employees’ Pension Reform Act of 2013 {PEPRA)
was signed into law. PEPRA took effect January 1, 2013 and affects new CalPERS members on or
after January 1, 2013 through provisions affecting benefit formulas, the definition of what
comprises pensionable earnings, limits on pensionable earnings, and other matters. The new law
also calls for new members to pay 50 percent of the normal cost of benefits. The City had one
employee subject to the new PEPRA formulas, the contribution rate is 9.50%, and the
contribution paid for the years ending June 30, 2014 was $4,597.
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NOTE 10.

NOTE 11.

DEFERRED COMPENSATION PLAN

The City offers its employees a deferred compensation plan created in accordance with Internal
Revenue Code Section 457, through the California Public Employee’s Retirement System
(CalPERS) 457 Deferred Compensation Program. All employees of the City are eligibie for the
plan. Participation in the plan is optional. The funds of the plan are invested by the City, through
CalPERS, as directed by and on behalf of the employees in various investment options.

POST EMPLOYMENT BENEFITS OTHER THAN PENSIONS (OPEB)

Plan Description — The City of Del Rey Oaks has contracted with the Public Employees Retirement
System (PERS) under the PERS Care Health Plan to provide benefits of the Meyers-Geddes State
Employees’ Medical and Hospital Care Act per Government Code Section 22850. The Plan
provides for continuation of medical insurance benefits for certain retirees or annuitants and
their dependents. The Plan can be amended by action of the City Council on passing a resolution.
The Plan does not issue a stand alone financial report since there are no assets legally segregated
for the sole purpose of paying benefits under the Plan.

Funding Policy — The obligations of the Plan members and the City are established by action of
the City Council pursuant to the passing of a resolution. The City’s contribution for each
employee or annuitant shall be the amount necessary to pay the Public Employees' Medical and
Hospital Care Act (PEMHCA) minimum, which was $119 for 2014. The City contributes enough
money to the Plan to satisfy current obligations on a pay-as-you-go basis. As of June 30, 2014
there were no employees receiving benefits under the plan so not amounts have been paid.

Annual OPEB Cost and Net OPEB Obligation ~ The City’s annual other postemployment benefit
{OPEB) cost (expense) is calculated based on the annual required contribution of the employer
(ARC), an amount actuarially determined in accordance with the parameters of GASB Statement
45, The ARC represents a level of funding that, if paid on an ongoing basis, is projected to cover
the normal cost each year and amortize any unfunded actuarial liabilities (or funding excess) over
a period not to exceed thirty years. The following table shows the components of the City's
annual OPEB cost for the year, the amount actually contributed to the plan, and changes in the
City’s net OPEB obligation.

Annual required contribution (ARC) S 29,800
Interest on net OPEB obligation 6,000
Adjustment to ARC (6,600)
Annual OPEB cost {expense) S 29,200
Contributions made s =
Increase in net OPEB obligation 29,200
Net OPEB obligation, beginning of year 154,600
Net OPEB obligation, end of year S 183,800
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NOTE 11.

POST EMPLOYMENT BENEFITS OTHER THAN PENSIONS {OPEB) {Continued)

Trend Information — The City’s annual OPEB cost, the percentage of annual OPEB cost
contributed to the plan and the net OPEB obligation were as follows:

Percentage of

Fiscal Actual Annual OPEB

Year Annual Contribution Cost Net OPEB
Ending OPEB Cost Made Contributed Obligation

2012 5 46,700 5 - 0% S 127,200

2013 S 27,400 s - 0% S 154,600

2014 S 29,200 s - 0% S 183,800

Funding Status and Funding Progress — As of June 30, 2013, the most recent actuarial valuation
date, the actuarial accrued liability for benefits was $238,600, all of which was unfunded. The
covered payroll (annual payroll of active employees covered by the plan) for the year ended
June 30, 2014 was $728,294 and the ratio of the unfunded actuarial accrued liability to the
covered payroll was .33%.

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality, and the healthcare cost trend. Amounts
determined regarding the funded status of the plan and the annual required contributions of the
employer are subject to continual revision as actual results are compared with past expectations
and new estimates are made about the future. The schedule of funding progress, presented as
required supplementary information following the notes to the financial statements, presents
multiyear trend information about whether the actuarial value of plan assets is increasing or
decreasing over time relative to the actuarial accrued liabilities for benefits.

Actuarial Methods and Assumptions — Projections of benefits for financial reporting purposes
are based on the substantive plan (the plan as understood by the employer and the plan
members) and include the types of benefits provided at the time of each valuation and the
historical pattern of sharing of benefit costs between the employer and plan members to that
point. The actuarial methods and assumptions used include techniques that are designed to
reduce the effects of short-term volatility in actuarial accrued liabilities and the actuarial value of
assets, consistent with the long-term perspective of the calculations.

In the June 30, 2013 actuarial valuation, the entry age normal actuarial cost method was used.
The actuarial assumptions include a 4.0% investment rate of return {discount rate) and an actual
PEMHCA minimum of $119 for 2015 and a minimum increase of 5% per year starting 2015 and a
general inflation rate of 3%. The unfunded actuarial liability is being amortized over a closed
twenty-seven year period using a level percentage of payroll on an open basis. The remaining
amortization period at June 30, 2014, was twenty-seven years.

26



NOTE 12.

NOTE 13.

NOTE 14.

NOTE 15.

JOINTLY GOVERNED ORGANIZATIONS

The City participates on the Boards of Community Human Services, a joint powers agency, the
Association of Monterey Bay Area Governments, Transportation Agency for Monterey County,
Fort Ord Reuse Authority, the Monterey Peninsula Chamber of Commerce, League of California
Cities, Monterey County Convention and Visitor's Bureau, Monterey County Mayor’s Association,
and the Monterey Peninsula Regional Water Authority. The Boards of these entities are
comprised of representatives from local municipalities, districts, and unincorporated areas. The
City made various disbursements to the organizations in the amount of $30,592 for the fiscal year
ended June 30, 2014.

RISK FINANCING

The City is exposed to various risks of loss related to torts, thefts, damage to, or destruction of
assets: errors and omissions; injuries to workers; and natural disasters. These risks are covered by
a combination of commercial insurance purchased from independent third parties and
participation in the Monterey Bay Area Self Insurance Authority (MBASIA), which is a public entity
risk pool. There have not been any significant reductions in insurance coverage as compared to
the previous year. Settled claims from these risks have not exceeded commercial coverage for the
past three fiscal years.

MBASIA was formed under a joint powers agreement (JPA} pursuant to California Government
Code Section 6500 et seq. effective July 1, 1982. MBASIA is administered by a Board of Directors
consisting of thirteen members appointed by the cities participating. The Board controls the
operations of the JPA, including selection of management and approval of operating budgets,
independent of any influence by member cities beyond their representation on the Board. Each
member city pays a premium commensurate with the amount of predicted losses and shares
surpluses and deficits proportionate to their participation in the JPA.

OPERATING LEASE

The City is the lessor under a noncancelable operating lease which expires September 10, 2014.
Future minimum rental payments due under the lease at June 30, 2014 were $651.

COMMITMENTS AND CONTINGENCIES

In the fiscal year ending June 30, 2014, the City has various service and project contracts totaling
$1,245,000, of which $810,000 still remained on the contracts as of June 30, 2014.

In September of 2014, The City and Bellmont Rock Holdings, LLC entered into a Settlement and
Mutual Release Agreement in order to settle various claims filed by the City and Federal
Development regarding development of the Fort Ord property. In full and final settlement of all
disputes and claims, The City shall pay Bellmont Rock Holdings, LLC $250,000 to be paid upon the
sale of 73 acres of the Fort Ord property, which is expected by the end of September 2014. The
City shall also deliver a new fully executed Promissory Note in the amount of $1,200,000 payable
to Federal Group International, LLC. The settlement has been recognized on the Statement of
Activities as an extraordinary item in the amount of $750,000 and on the Statement of Revenues,
Expenditures and Changes in Fund Balances as an extraordinary item in the amount of $250,000.
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NOTE 16.

NOTE 17.

CHANGES IN BEGINNING NET POSITIONING/FUND BALANCES

Capital Other
General Projects Gas Tax Government
Fund Fund Fund Funds
Fund balance, beginning of year as
previously stated S 274,781 S - S - 5 35,885
Carrect for fund not reported
correctly - (879,502) 3,202 (27,350)
Correct for funds not in balance 174,989 50,446 41,107 64,846
Adjust sales and transaction taxes (5,142) - - -
Adjust accounts receivable/
deferred revenue - 77,990 1,097 398
Adjust accounts payable (171,538) 161,383 - -
Write-off deposit - 50,000 = -
Reclass cash to proper fund (149,616) = 149,616 -
Recognize other revenue source-
insurance financing 138,504 - - =

Fund balance, beginning of year

as restated S 261,978 S (539,683) S 195,022 §$ 74,279

The following discloses the restatement of net position as of the beginning of the fiscal year:

Net position, beginning of year as previously stated S 901,937
Fund balance prior period adjustments (319,070}
Correct for not being in balance {(100,804)
Fixed assets not reported correctly 5,825,474
Prior year loans not recorded {1,578,875)
Adjustments to OPEB and compensated absences {14,756)

S 4,713,906

DEFICIT NET POSITION/FUND BALANCES

A deficit net position of $3,590,427 exists due to current liabilities and long-term debt exceeding
the assets available to cover these liabilities. It is expected that sales from the Fort Ord property
in future years will cover this deficit.

Deficit fund balances in the General Fund of $1,315,751 and $8,000 in the Capital Projects fund
exist due to current liabilities exceeding the assets available to cover the liabilities. It is expected
that sales from the Fort Ord property in future years will cover the deficits.
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NOTE 18.

NOTE 19.

SUBSEQUENT EVENTS

On July 10, 2014, the City entered into a Disposition and Development Agreement with Monterey
Peninsula Properties, LLC for the development of 73 acres of the Fort Ord property. The
Agreement sets forth the conditions upon which the City will convey the Site to the Developer,
along with certain rights to potable and non-potable water, and the process the parties will
follow with regards to the development of the Site as well as the remainder of the property,
should the Developer elect to acquire the remainder of the property pursuant to the terms of the
Option Agreement. The purchase price of the 73 acres is $3,000,000.

On July 23, 2014, the City entered into an Option Agreement with Monterey Peninsula
Properties, LLC, whereby Monterey Peninsula Properties, LLC has the option to purchase the
remaining 255 acres of the Fort Ord property. The term of the Option shall be for a period
commencing on the date of the Agreement and ending on the earlier of: (i) the date five (5) years
thereafter; (ii) the termination of the Disposition and Development Agreement for any reason,
prior to conveyance of the disposition parcels to the Developer. The purchase price for the option
parcels (and water rights) is $17,000,000.

On September 12, 2014, the City closed escrow on the sale of the 73 acres to Monterey Peninsula
Properties, LLC in the amount of $3,000,000. FORA received $1,200,000 of the proceeds,
Bellmont Rock Holdings, LLC received $250,000 and after various other expenses, the City
received $1,352,510.

AUTHORITATIVE PRONOUNCEMENT ISSUED BUT NOT YET ADOPTED

In June 2012, GASB issued Statement No. 68, Accounting and Financial Reporting for Pensions-an
amendment of GASB Statement No. 27. The primary objective of this Statement is to improve
accounting and financial reporting by state and local governments for pensions. This Statement
establishes standards for measuring and recognizing liabilities, deferred outflows of resources,
and deferred inflows of resources, and expense/expenditures. Note disclosures and required
supplementary information requirements about pensions are also addressed.

The requirements of this Statement will improve the decision-usefulness of information in
employer and governmental nonemployer contributing entity financial reports and will enhance
its value for assessing accountability and interperiod equity by requiring recognition of the entire
net pension liability and a more comprehensive measure of pension expense.

This Statement is effective for fiscal years beginning after June 15, 2014. Earlier application is
encouraged. The City has no plan for early implementation of this Statement. At this time the City
is not certain of the effect the adoption of Statement No. 68 will have on the accompanying
financial statements.

GASB Statement No. 71, Pension Transitions for Contributions Made Subsequent to the
Measurement Date — an amendment of GASB Statement No. 68 was issued to address an issue
regarding application of the transition provisions of GASB Statement No. 68, Accounting and
Financial Reporting for Pensions. This Statement amends GASB Statement No. 68 to require that,
at transition, a government recognize a beginning deferred outflow of resources for its pension
contributions, if any, made subsequent to the measurement date of the beginning net pension
liability. This Statement will be effective for the year ending June 30, 2015.
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CITY OF DEL REY QAKS
REQUIRED SUPPLEMENTARY INFORMATION
SCHEDULE OF FUNDING PROGRESS OF OTHER POST EMPLOYMENT BENEFITS
FOR THE YEAR ENDED JUNE 30, 2014

Actuarial UAAL asa
Actuarial Actuarial Accrued Unfunded Percentage
Fiscal Valuation Value of Liability AAL Funded Covered of Covered
Year Date Assets {AAL) {UAAL) Ratio Payroll Payroll
2012 6/30/2010 § = S 238,600 S 238,600 0.0% $ 761,837 31.3%
2013 6/30/2013 S = S 238,600 S 238,600 0.0% $ 639,298 37.3%
2014 6/30/2013 S - S 238600 $ 238,600 0.0% S 728,294 32.8%
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CITY OF DEL REY OAKS
SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE,
BUDGET AND ACTUAL — GENERAL
FOR THE YEAR ENDED JUNE 30, 2014

REVENUES:
Property taxes
Sales tax
Other taxes
Licenses and permits
Fines and forfeitures
Other agency revenue
Current services
Parks/recreation

Total revenues

EXPENDITURES:
Salaries and benefits
Supplies
Miscellaneous
Outside services
Autos

Fire/police miscellaneous
Street and storm water

Total expenditures

UNBUDGETED

TOTAL REVENUES OVER (UNDER)

EXPENDITURES

Budgeted Amounts

Actual Variance With

Original Final Amounts Final Budget
S 472,800 $ 472,800 S 493,792 S 20,992
812,000 812,000 689,123 (122,877)
211,500 211,500 210,675 (825)
218,100 218,100 227,727 9,627
14,000 14,000 (17) (14,017)
25,600 25,600 46,721 21,121
146,950 146,950 147,785 835
36,200 36,200 36,140 {60)
1,937,150 1,837,150 1,851,946 (85,204)
1,314,412 1,314,412 1,476,282 (161,870)
69,750 69,750 65,832 3,818
103,650 157,650 111,670 45,980
177,700 177,700 264,683 (86,983)
52,300 52,300 49,955 2,345
128,000 128,000 147,197 (19,197)
23,150 23,150 25,361 (2,211)
1,868,962 1,922,962 2,141,080 (218,118)

1,288,595 (1,288,595)

S 68,188 S 14,188 S__(1,577,729) S (1,591,917)

See Accompanying Notes to Required Supplementary Information.
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CITY OF DEL REY OAKS
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
FOR THE YEAR ENDED JUNE 30, 2014

NOTE 1.

BUDGETARY DATA

The City Council adopts an annual legal budget for the General Fund. All
appropriations lapse at fiscal year end and then are rebudgeted for the coming
fiscal year. Encumbrance accounting is not used. The budgets are prepared on the
modified accrual basis of accounting, which is consistent with generally accepted
accounting principles.

A mid-year budget review is performed and the budget is amended by passage of
a resolution. Additional appropriations or interfund transfers not included in the
amended budget resolution must be approved by the City Council.
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HAYASHI | WAYLAND

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

The Honorable Mayor and City Council
City of Del Rey Oaks
Del Rey Qaks, California

We have audited, in accordance with the auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States, the financial
statements of the governmental activities, each major fund, and the aggregate remaining fund
information of the City of Del Rey Oaks, as of and for the year ended lune 30, 2014, and the
related notes to the financial statements, which collectively comprise the City of Del Rey Qak’s
basic financial statements, and have issued our report thereon dated May 26, 2015.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City of Del
Rey Oaks's internal control over financial reporting (internal control) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinions
on the financial statements, but not for the purpose of expressing an opinion on the effectiveness
of the city of Del Rey Oaks’s internal control. Accordingly, we do not express an opinion on the
effectiveness of the City of Del Rey Oaks’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies and therefore, material weaknesses or significant
deficiencies may exist that were not identified. However, as described in the accompanying
schedule of findings and responses, we identified certain deficiencies in internal control that we
consider to be material weaknesses and significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. We consider the deficiencies described in the
accompanying schedule of findings and questioned costs to be material weaknesses. These
findings are referenced as 2014-001 and 2014-002.

§
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A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is
less severe than a material weakness, yet important enough to merit attention by those charged
with governance. We consider the deficiencies described in the accompany schedule of findings
and questioned costs to be significant deficiencies. These findings are referenced as 2014-003.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Del Rey Oaks's financial
statements are free from material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with
which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our
tests disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

City of Del Rey Oaks’s Response to Findings

The City of Del Rey Oaks’s response to the findings identified in our audit is described in the
accompanying schedule of findings and questioned costs. City of Del Rey Oaks’s response was not
subjected to the auditing procedures applied in the audit of the financial statements and,
accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the entity’s internal
control and compliance. Accordingly, this communication is not suitable for any other purpose.

Hagouhi. & osfand, LLF

May 26, 2015
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CITY OF DEL REY OAKS
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED JUNE 30, 2014

Material Weaknesses

Finding 2014-001:

During the preliminary audit work, the auditors discovered that previously issued financial
statements contained a material misstatement. The misstatement resulted from a lack of
knowledge of the requirements of reporting under governmental accounting by management
and staff and errors not detected by the previous auditor. Upon discovery of the error, the City
had the financial statements restated. However, the fact that the City’s system of internal control
over financial reporting did not prevent the errors from being made or detect it prior to the
issuance of financial statements is a material weakness in the City’s internal controls over
financial reporting.

Recommendation — Management is responsible for establishing and maintaining internal
controls, including monitoring, and for the fair presentation in the financial statements in
conformity with U.S. generally accepted accounting principles. We recommend that management
assess the current capabilities of accounting employees and either (a) develop a training program
to ensure that they obtain the skills and technical knowledge necessary to prepare financial
statements in accordance with GAAP or (b) hire accounting personnel with the requisite
knowledge and skill to do so.

Response — Management will bring in the appropriate outside consultants to review and
implement suggested improvement in the area.

Finding 2014-002:

During our audit, we noted that the City does not have adequate controls over the initiating,
authorizing, recording, and processing of nonstandard {(unusual, nonrecurring, or adjusting)
journal entries in the general ledger. There was no schedule of nonsystematic closing entries that
should be recorded for the period-end financial statements, staff was not adequately appraised
of the nonroutine matters that needed to be recorded, and there was no review of those journal
entries for nonsystematic transactions that were recorded by someone with knowledge of the
transactions that had transpired and of the proper accounting for them. The City’s controls do
not include a policy and procedure for determining that all transactions are recorded and posted.
Similarly, there is no control provision for reviewing the transactions for completeness by
scanning the ending balances and the transactions posted to each general ledger account to
detect unusual entries or unexpected ending balances. The result was that some nonroutine
transactions were not recorded or were recorded incorrectly, some of which were material.

Recommendation — We recommend that management implement controls over journal entries

for nonroutine and nonsystematic transactions to ensure they are properly prepared, reviewed,
and approved and the underlying transactions is properly reflected in the accounting records.
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CITY OF DEL REY OAKS
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED JUNE 30, 2014
(Continued)

Response — Management will bring in the appropriate outside consultants to review and
implement suggested improvement in the area.

Significant Deficiencies
Finding 2014-003:

The City did not maintain effective control over the preparation and review of account
reconciliations of certain general ledger accounts. This control deficiency primarily related to
account reconciliations of certain receivables, fixed assets, compensated absences and long-term
debt. This control deficiency resulted in delays in the audit and audit adjustments.

Recommendation — We recommend that the City establish a more efficient and effective close
process to provide timely and accurate completion and review of all balance sheet reconciliations
and account balances. The closing procedures should be documented in a checklist that indicates
who will perform each procedure and when completion of each procedure is due and is
accomplished.

Response — Management will bring in the appropriate outside consultants to review and
implement suggested improvement in the area.
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