CITY OF SOLEDAD

INDEPENDENT AUDITOR’S REPORT
AND
FINANCIAL STATEMENTS

JUNE 30,2012



TABLE OF CONTENTS

Page
INDEPENDENT AUDITOR’S REPORT 1
BASIC FINANCIAL STATEMENTS:
Government-Wide Financial Statements _
Statement of Net Assets 2
Statement of Activities 3
Fund Financial Statements
Balance Sheet - Governmental Funds 4
Reconciliation of the Balance Sheet of Governmental Funds
to the Statement of Net Assets 5
Statement of Revenues, Expenditures and Changes in
Fund Balances - Governmental Funds 6
Reconciliation of the Statement of Revenues, Expenditures
and Changes in Fund Balances of Governmental Funds
to the Statement of Activities 7
Statement of Net Assets - Proprietary Funds 8
Statement of Revenues, Expenses and Changes in Fund Net
Assets - Proprietary Funds 9
Statement of Cash Flows - Proprietary Funds 10
Statement of Fiduciary Assets and Liabilities - Agency Funds 11
Statement of Fiduciary Net Assets — Private Purpose Trust Fund 12
Statement of Changes in Fiduciary Net Assets — Private Purpose Trust Fund 13

Notes to Basic Financial Statements 14 - 34




TABLE OF CONTENTS (Continued)

Required Supplementary Information

Budgetary Comparison Schedule — General Fund

Budgetary Comparison Schedule — Development Impact Fees Fund
Supplemental Only Information

Combining Balance Sheet — Nonmajor Governmental Funds

Combining Statement of Revenues, Expenditures and
Changes in Fund Balances — Nonmajor Governmental Funds

INDEPENDENT AUDITOR’S 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

F
=
[+-]

35
36

37-38

39-40

4142



BRYANT L. JOLLEY

CERTIFIED PUBLIC ACCOUNTANTS Bryant L. Jolley G.EA.
Ryan P. Jolley G.EA.

Darryl L. Smith G.EA,

Travis B. Evenson

INDEPENDENT AUDITOR’S REPORT

To the Honorable Mayor and City Council
City of Scledad, California

We have audited the accompanying financial statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City of Soledad, California, (the City) as of and for the
year ended June 30, 2012, which collectively comprise the City’s basic financial statements as listed in the table of
contents, These financial statements are the responsibility of the City’s management. 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 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 of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial
position of the governmental activities, the business-type activities, each major fund, and the aggregate remaining fund
information of the City, as of June 30, 2012, and the respective changes in the financial position and cash flows, where
applicable, thereof for the year then ended in conformity with accounting principles generally accepted in the United States
of America.

In accordance with Government Auditing Standards, we have also issued our report dated September 20, 2012 on our
consideration of the City’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 the internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be considered in assessing the results of
our audit,

The City has not presented the Management Discussion and Analysis that accounting principles generally accepted in the
United States have determined is necessary to supplement, although not required to be part of, the basic financial
statements. The Budgetary Comparison Information on pages 35 and 36 are not a required part of the basic financial
statements, but is supplementary information required by accounting principles generally accepted in the United States of
America, We have applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information. However, we did not audit the
information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the City
of Soledad’s basic financial statements. The supplemental information listed in the Table of Contents is presented for
purposes of additional analysis and are not a required part of the basic financial statements. This information has been
subjected to the auditing procedures applied in the andit of the basic financial statements and, in our opinion, are fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

September 20, 2012

801 “N” STREET, SUITE 104 FIREBAUGH, CALIFORNIA 93622 PHONE 559.659.3045 FAX 559.659.0615




CITY OF SOLEDAD

STATEMENT OF NET ASSETS
JUNE 30, 2012
Governmental Business-Type
Activities Activities Total
ASSETS
Cash and investments $ 8525031 $§ 1,130,498 9,655,529
Restricted cash and investments - 199,129 199,129
Accounts receivable, net 322,067 1,817,996 2,140,063
Due from other governments 176,064 - 176,064
Interest receivable 18,974 3,885 22,859
Notes receivable 9,235,831 - 9,235,831
Internal balances 2,509,508 (2,509,508) -
Deferred charges - Bond issuance costs, net - 6,419,275 6,419,275
Capital assets, net of allowance
for depreciation 28,123,908 66,342,759 94,466,667
Total assets 48,911,383 73,404,034 122,315,417
LIABILITIES
Accounts payable and accrued expense 720,631 324,857 1,045,488
Accrued interest payable 2,783 18,656 21,439
Deposits payable 23,247 83,626 106,873
Deferred revenue 118,777 - 118,777
Long-term liabilities
Due within one year 66,679 1,559,473 1,626,152
Due in more than one year 141,568 44,873,021 45,014,589
Compensated absences 467,927 72,544 540,471
Total liabilities 1,541,612 46,932,177 48,473,789
NET ASSETS
Invested in capital assets, net of
related debt 27,915,661 19,910,265 47,825,926
Restricted for debt service - 199,129 199,129
Restricted for specific projects and programs 9,304,294 - 9,304,294
Unrestricted 10,149,816 6,362,463 16,512,279
Total net assets/(deficit) $ 47,369,771 $ 26471,857 $ 73,841,628

See accompanying notes.
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CITY OF SOLEDAD

RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS TO
THE STATEMENT OF NET ASSETS
JUNE 30, 2012

Total governmental fund balance $ 9,483,866

Amounts reported for governmental activities in the Statement
of Net Assets are different because:

Capital assets used in governmental activities are not financial
resources and, therefore, are not reported in the funds 28,123,908

Governmental long-term liabilities are not due and payable in the current
period and, therefore, are not reported in the funds (208,247)

Compensated absences are not due and payable in the cutrent
period and therefore are not reported in the funds (467,927)

Interest on long-term debt is reported as an expenditure of the Governmental
Funds when paid because it requires the use of current financial
resources. However, accrued interest must be recorded when incurred (2,783)

Internal service funds are used by management to charge the costs of [
fleet maintenance and computer services to individual funds. The
assets and liabilities of the internal service fund are included in
governmental activities in the Statement of Net Assets. 1,205,123

Certain revenues in Governmental Funds are deferred because they are
not collected within the prescribed time period after fiscal year end.
Those revenues are recognized on the accrual basis in Governmental

Activities 9,235,831
Net assets of governmental activities $ 47,369,771

See accompanying nofes. 5
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CITY OF SOLEDAD

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND

CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE
STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2012

Net change in fund balance - total governmental funds $

Amounts reported for governmental activities in the Statement of Activities
are different because:

Difference between reported extraordinary loss on the governmental financial
statements and the extraordinary gain reported on the government-wide
financial statements

Difference between capital assets transferred to the Successor Agency
and the book value of the assets

Depreciation expense on capital assets is reported in the Statement of Activities,
but they do not require the use of current financial resources. Therefore,
depreciation expense is not required as expenditures in Governmental Funds

Governmental Funds report the sale of assets as revenue. However,
in the Statement of Activities the revenue is reported net of
accumulated depreciation

Repayment of long-term notes receivable is revenue in governmental funds, but the
repayment reduces long-term assets in the statement of net assets

Amortization of deferred debt costs in the Statement of Activities does not
require the use of current financial resources and is not reported as an
expenditure in Governmental Funds

Repayment of long-term debt is an expenditure in governmental funds, but the
repayment reduces long-term liabilities in the statement of net assets

Internal service funds are used by management to charge the costs of fleet
maintenance and computer services to individual funds. The net revenue
(loss) of certain activities of internal service funds is reported with
governmental activities

Compensated absence costs in the Statement of Activities does not require
the use of cutrent financial resources and, therefore, is not reported as
expenditures in Governmental Funds

In the Statement of Activities interest is accrued on long-term debt, whereas,
in governmental funds interest expenditure is reported when due

Change in net assets of governmental activities §

(9,879,386)

10,680,080

66,923

(981,202)

(31,477)

(34,601)

(687,159)

574,084

514,017

157,600

3,029

381,908

See accompanying nofes.
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CITY OF SOLEDAD

STATEMENT OF FIDUCIARY ASSETS AND LIABILITIES — AGENCY FUNDS
JUNE 30, 2012

The Vineyards Diamond Ridge

Assessment Assessment
District District Total
ASSETS
Cash and investments $ 295295 §$ - 362,159 $ 657,454
Cash and investments with fiscal agent - 379,293 379,298
Interest receivable 568 696 1,264
Special assessment receivable 3,170,237 2,968,947 6,139,184
Total assets 3,466,100 3,711,100 7,177,200
LIABILITIES
Accounts payable and accrued expenses 1,100 1,100 2,200
Due to bondholders 3,465,000 3,710,000 7,175,000
Total liabilities $ 3,466,100 $ 3,711,100 $ 7,177,200

See accompanying notes 11



CITY OF SOLEDAD

STATEMENT OF FIDUCIARY NET ASSETS
PRIVATE-PURPOSE TRUST FUND - SUCCESSOR AGENCY

JUNE 30,2012
Assets
Cash and investments
Held in City Treasury $ 6,086,422
Held with trustees 1,640,006
Interest receivable 12,030
Land held for redevelopment 180,000
Land 7,649,732
Total assets 15,568,190
Liabilities
Accounts payable and accrued liabilities 2,728
Interest payable 79,812
Long-term debt
Due within one year 520,000
Due in more than one year 17,730,000
Total liabilities 18,332,540
Net Assets
Held in trust for other governments $ (2,764,350}
12

See accompanying nofes



CITY OF SOLEDAD

STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
PRIVATE-PURPOSE TRUST FUND - SUCCESSOR AGENCY
JUNE 30, 2012

Additions
Property taxes
Investment earnings and other
Total additions

Deductions
Administrative costs
Interest and fiscal agency expenses of former redevelopment agency
Total deductions

Extraordinary loss
Change In Net Assets

Net Assets
Beginning of year
End of year

112,979
32,112

145,091

154,752
481,818

636,570

(2,272,871)

(2,764,350)

(2,764,350)

See accompanying notes
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CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 3¢, 2012

Note 1 — Summary of Significant Accounting Policies

The financial statements of the City of Soledad (the City) have been prepared in conformity with
Accounting Principles Generally Accepted in the United States of America (GAAP) as applicable to
governmental entities. The Governmental Accounting Standards Board (GASB) is the accepted standard
setting body for establishing governmental accounting and financial reporting principles.

These financial statements present the government and its component units, entities for which the City is
considered to be financially accountable. Blended component units, although legally separate entities are,
in substance, part of the government’s operations and data from these units are combined with data of the
primary government. Each blended component unit has a June 30 fiscal year end. There are no discretely
presented component units included in these financial statements, The following sections further describe
the significant accounting policies of the City.

Reporting Entity

The City of Soledad is a municipal incorporation, opetating as a general law city, and govetned by a city
council of five members, under the general laws of the State of California. The City operates under a
Council-Manager form of government and provides the following services: general government, public
safety, public works, facilities/transportation, culture and leisure, and public utilities.

Included in this report is the Soledad Redevelopment Agency (the Agency). The Agency was established
to administer the City's redevelopment activities and projects. Members of the City Council automatically
sit as the Agency’s Board, the City Manager is appointed as Executive Director with the City staff
providing all support services. All redevelopment agencies in the State of California were dissolved and
ceased to operate as a legal entity as of February 1, 2012,

Also included in this report is the Soledad Public Financing Authority (SPFA). The SPFA is governed by
the City officers. Although it is legally separate from the City, the SPFA is reported as if it were part of
the primary government because its sole putpose is to finance and construct the City’s public facilities.

Basis of Presentation — Fund Accounting

Government-Wide Financial Statements - The Government-Wide Financial Statements (the Statement
of Net Assets and the Statement of Activities) report information of all of the nonfiduciary activities of
the primary government and its component units. Eliminations have been made to minimize the double
counting of internal activities, These statements distinguish between the governmental and business-type
activities of the City. Governmental activities, which normally are supported by taxes and inter-
governmental revenues, are reported separately from business-type activities, which rely significantly on
fees charged to external parties,

14



CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 1 — Summary of Significant Accounting Policies (Continued)

The Statement of Activities presents a comparison between direct expenses and program revenues for each
segment of the business-type activities of the City and for each function of the City’s governmental
activities. Direct expenses are those that are specifically associated with a program or function and are
clearly identifiable to a particular function. Program revenues include 1) charges paid by the recipients of
goods or services offered by the programs and 2) grants and contributions that are restricted to meeting the
operational or capital requirements of a particular program. Revenues that are not classified as program
revenues, including all taxes, are presented as general revenues.

Net assets are restricted when constraints placed on them are either externally imposed or are imposed by
constitutional provisions or enabling legislation. Internally imposed designations of resources are not
presented as restricted net assets. When both restricted and unrestricted resources are available for use,
generally, it is the City’s policy to use restricted resources first, then unrestricted resources as they are
needed,

Governmental Fund Financial Statements - The Governmental Fund Financial Statements provide
information about the City’s funds, including fiduciary funds and the blended component units, Separate
statements for each fund category - governmental, proprietary and fiduciary - are presented. The emphasis
of fund financial statements is on major governmental and enterprise funds, each displayed in a separate
column, All remaining governmental funds are separately aggregated and reported as non-major funds.

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

The City reports the following major governmental funds:

General Fund — The General Fund is the general operating fund of the City. It is used for all financial
resources except those required legally, or by sound financial management to be accounted for in another
fund. Generally, the General Fund is used to account for those traditional governmental services of the
City, such as police and fire protection, planning and general administrative services.

Development Impact Fees — This fund accounts for mitigation fees received from new construction which
are to be used according to the City’s approved Master Facilities Plan.

The City reports the following additional fund types:

Internal Service Fund — The Internal Service Fund accounts for fleet management provided to other
departments or agencies of the government, on a cost reimbursement basis.

Agency Funds - The Agency Funds account for assets held by the City as an agent for various local
governments or other entities. These funds are custodial in nature (assets equal liabilities) and do not
involve measurement of results of operations.

15



CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 1 — Summary of Significant Accounting Policies (Continued)

Private-Purpose Trust Funds - The Private-Purpose Trust Fund accounts for assets held by the City as
trustee for the Successor Agency.

Basis of Accounting

The Government-Wide and Proprietary Fund Financial Statements are reported using the economic
resources measurement focus and the accrual basis of accounting. Revenues are recorded when earned
and expenses are recorded at the time liabilities are incurred, regardless of when the related cash flows
take place. Nonexchange transactions, in which the City gives (or receives) value without directly
receiving (or giving) equal value in exchange, include property and sales taxes, grants, entitlements and
donations, On an accrual basis, revenue from propetty taxes is recognized in the fiscal year for which the
taxes are levied. Revenues from sales tax are recognhized when the underlying transactions take place.
Revenues from grants, entitlements and donations are recognized in the fiscal year in which all eligible
requirements have been satisfied.

Governmental Funds are reported using the current financial resources measurement focus and the
modified accrual basis of accounting. Under this method, revenues are recognized when measurable and
available, Property and sales taxes, interest, certain state and federal grants and charges for services are
accrued when their receipt occurs within sixty days after the end of the accounting period so as to be both
measurable and available. Expenditures are generally recorded when a liability is incurred, as under
accrual accounting. However, debt service expenditures, as well as expenditures related to compensated
absences, claims and judgments are recorded only when payment is due. General capital asset acquisitions
are reported as expenditures in governmental funds. Proceeds of general long-term debt and capital leases
are reported as other financing sources.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989, generally
are followed in both the government-wide and proprietary fund financial statements to the extent that those
standards do not conflict with or contradict guidance of the Governmental Accounting Standards Board.
Governments also have the option of following subsequent private-sector guidance for their business-type
activities and enterprise funds, subject to this same limitation. The City has elected not to follow
subsequent private-sector guidance.

Proprietary Funds distinguish operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a Proprietary Fund’s principal ongoing operations, Revenues and expenses not meeting
this definition are reported as non-operating.
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CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 1 — Summary of Significant Accounting Policies (Continued)
Financial Statement Amounts

Cash and Cash Equivalents - Cash and cash equivalents represent the City's cash bank accounts including,
but not limited to, certificates of deposit, money market funds and cash management pools for reporting
purposes in the Statement of Cash Flows. Additionally, investments with maturities of three months or
less when purchased are included as cash equivalents in the Statement of Cash Flows.

The City maintains a cash and investment pool that is available for use by all funds. Interest earnings as a
result of this pooling are distributed to the appropriate funds based on month end cash balances in each
fund.

Investments of the pool include only those investments authorized by the California Government Code
such as, United States Treasury securities, agencies guaranteed by the United States Government,
registered state warrants, and other investments. Investments primarily consist of deposits in the State of
California Local Agency Investment Fund and certificates of deposit. Investments are stated at fair value.

Accounts Receivable — Billed, but unpaid, services provided to individuals or non-governmental entitics
are recorded as accounts receivable. The Proprictary Funds include a year end accrual for services through
the end of the fiscal year which have not yet been billed. Accounts receivable are reported net of an
allowance for uncollectibles.

Monterey County is responsible for the assessment, collection and apportionment of property taxes for all
taxing jurisdictions. Property taxes are levied in equal installments on November 1 and February 1, They
become delinquent on December 10 and April 10, respectively. The lien date is January 1 of each year.
Property taxes are accounted for in the General Fund, Property tax revenues are recognized when they
become measurable and available to finance current liabilities. The City considers property taxes as
available if they are collected within 60 days after year end. Property tax on the unsecured roll are due on
the January 1 lien date and become delinquent if unpaid on August 31. However, unsecured property
taxes are not susceptible to year end accrual.

The City is permitted by Article XIIIA of the State of California Constitution (known as Proposition 13) to
levy a maximum tax of $1.00 per $100 of ful cash value.

Interfund Receivables/Payables - Ttems classified as interfund receivable/payable represent short-term
lending/borrowing transactions between funds. This classification also includes the current portion of an
advance to or from another fund.

Advances To/From Other Funds - This classification represents non-current portions of any long-term
lending/borrowing transactions between funds. This amount will be equally offset by a reserve of fund
balance which indicates that it does not represent available financial resources and therefore, is not
available for appropriation. The current portion of any interfund long-term loan (advance) is included as
an interfund receivable/payable.
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CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note I — Summary of Significant Accounting Policies (Continued)

Capital Assets - Capital outlays are recorded as expenditures of the General, Special Revenue, and Capital
Projects Funds and as assets in the Government-Wide Financial Statements to the extent the City’s
capitalization threshold is met.

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads, bridges,
sidewalks, and similar items), are reported in the applicable governmental or business-type activities
column in the Government-Wide Financial Statements. Capital assets are defined by the government as
assets with an initial individual cost of more than $10,000 for roadways and $5,000 for all other assets, and
an estimated useful life of at least three years. Such assets are recorded at historical cost or estimated
historical cost if purchased or constructed. Donated capital assets are recorded at estimated fair market
value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
assets lives are not capitalized, Betterments and major improvements which significantly increase values,
change capacities or extend useful lives are capitalized. Upon sale or retirement of fixed assets, the cost
and related accumulated depreciation are removed from the respective accounts and any resulting gain or
loss is included in the results of operations.

Major outlays for capital assets and improvements are capitalized as projects are constructed. Interest
incurred during the construction phase of capital assets of business-type activities are included as part of
the capitalized value of the assets constructed.

Property, plant, and equipment of the primary government, as well as the component units, are depreciated
using the straight line method over the following estimated useful lives:

Years
Buildings 40
Improvements 10 -40
Equipment 5-10
Streets 30
Parks 40
Curbs and Gutters 40
Storm Drains 75
Signs and Streetlights 4-30

Compensated Absences — Vacation time may be accumulated up to two years entitlement, Cash
compensation for accrued vacation is generally not payable until the employee terminates employment
with the city.

In fiscal year 1986, the City adopted a policy whereby classified employees with accumulated vacation
pay in excess of thirty days may elect to receive one cash payment for up to ten days in excess of the thirty
days maximum accrual. Staff with less than thirty days accrued are not eligible to participate in the
vacation buy back program.
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CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 1 — Summary of Significant Accounting Policies (Continued)

Sick leave may be accumulated to a maximum of ninety days. Cash compensation for unused sick leave is
payable to employees only upon termination of employment with the City and is limited to a maximum of
15 days payable upon resignation or dismissal, or for management, 30 days payable upon retirement. The
calculation is done in accordance with Governmental Accounting Standards Board Statement No. 16.

Long-Term Obligations - In the Government-Wide Financial Statements and in the Proprietary Fund types
in the fund financial statements, long-term debt and other long-term obligations are reported as liabilities
in the applicable governmental activities, business-type activities, or Proprietary Fund Type Statement of
Net Assets. Debt principal payments of both government and business-type activities are reported as
decreases in the balance of the liability on the Statement of Net Assets. Bond premiums and discounts, as
well as issuance costs, ate 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 repotted as deferred charges and amortized over the term of the related debit.

In the fund financial statements, however, debt principal payments of Governmental Funds are recognized
as expenditures when paid. Governmental Fund types recognize bond premiums and discounts, as well as
bond issuance costs, during the current petiod. The face amount of debt issued is reported as other
financing sources. Premiums received on debt issuances are reported as other financing sources while
discounts on debt issuances ate reported as other financing uses. Issuance costs, whether or not withheld
from the actual debt proceeds received, are reported as debt service expenditures.

Non-Current Governmental Assets/Liabilities - GASB Statement No. 34 eliminates the presentation of
account groups, but provides for these records to be maintained and incorporates the information into the
Governmental Activities column in the Government-Wide Statement of Net Assets.

Net Assets - The government-wide and business-type activities financial statements utilize a net assets
presentation, Net assets are categotized as invested capital assets (net of related debt), restricted and
unrestricted.

¢ Invested In Capital Assets, Net of Related Debt - This category groups all capital assets, including
infrastructure, into one component of net assets. Accumulated depreciation and the outstanding
balances of debt that are attributable to the acquisition, construction or improvement of these assets
reduce the balance in this category.

¢ Restricted Net Assets - This category presents external restrictions on net assets imposed by
creditors, grantors, contributors, laws or regulations of other governments and restrictions imposed
by law through constitutional provisions or enabling legislation.

o Unrestricted Net Assets - This category represents net assets of the City not restricted for any
project or other purpose.
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CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 1 — Summary of Significant Accounting Policies (Continued)

Fund Equity — In the fund financial statements, governmental fund balance is made up of the following
components:

Nonspendable fund balance typically includes inventories, prepaid items, and other items that must
be maintained intact pursuant to legal or contractual requirements, such as endowments,

Restricted fund balance category includes amounts that can be spent only for specific purposes
imposed by creditors, grantors, contributors, or laws or regulations of other governments or
through enabling legislations.

Committed fund balance classification includes amounts that can be used only for the specific
purposes determined by a formal action of the City Council. The City Council has the authority to
establish, modify, or rescind a fund balance commitment.

Assigned fund balance are amounts designated by the City Council for specific purposes and do
not meet the criteria to be classified as restricted or committed.

Unassigned fund balance is the residual classification that includes all spendable amounts in the
General Fund not contained in other classifications. :

When expenditures are incurred for purposes for which both restricted and unrestricted (committed,
assigned, or unassigned) fund balances are available, the City’s policy is to apply restricted first. When
expenditutes are incurred for purposes for which committed, assigned, or unassigned fund balances are
available, the City’s policy is to apply committed fund balance first, then assigned fund balance, and
finally unassigned fund balance.

Use of 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 the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenues and
expenditures/expenses during the reporting period. Actual results could differ from those estimates.

20




CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 2 —~ Stewardship, Compliance and Accountability

California law authorizes the City to invest in obligations of the United States Treasury, agencies and
instrumentalities, certificates of deposit or time deposits in banks and savings and loan associations which
are insured by the Federal Deposit Insurance Corporation.

In accordance with applicable sections of the California Government Code and the Soledad Municipal
Code, the City prepares and legally adopts an annual balanced budget on a basis consistent with
accounting principles generally accepted in the United States of America. Annual appropriated budgets
are adopted for the General Fund, specific Special Revenue Funds, and specific Capital Projects Funds,
Budget plans are adopted for Proprietary Funds. A proposed budget is presented to the City Council
during May of each year for review. The Council holds public hearings and may add to, subtract from, or
change appropriations within the revenues and reserves estimated as available. Expenditures may not
legally exceed budgeted appropriations at the fund level. Supplementary appropriations which alter the
total expenditures of any fund, or expenditures in excess of total budgeted fund appropriations, must be
. approved by the City Council.

All annual appropriations lapse at fiscal year end to the extent they have not been expended or
encumbered,

Note 3 — Cash and Investments

The City pools all of its cash and investments except those funds required to be held by outside fiscal
agents under the provisions of bond indentures. Interest income earned on pooled cash is allocated to
the various funds on average cash balances. Interest income from cash investments held with fiscal
agents is credited directly to the related funds.

Cash and investments as of June 30, 2012 are classified in the accompanying financial statements as
follows:

Statement of Net Assets:
Cash and Investments $ 9,655,529
Restricted Cash and Investments 199,129
Fiduciary Funds:
Cash and Investments 6,743,876
Cash and Investments with Fiscal Agent 2,019,304
Total Cash and Investments $ 18,617,838
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CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30,2012

Note 3 — Cash and Investments (Continued)

Cash and investments as of June 30, 2012 consist of the following:

Cash on hand
Deposits with Financial Institutions
Local Agency Investment Fund
Held by Fiscal Agent:

U.S. Treasury Obligations
Total Cash and Investments

Investments Authorized by the California Government Code and the City’s Investment Policy

$ 1,000
9,752,917
6,645,488
2,218,433

$ 18,617,838

The table below identifies the investment types that are authorized for the City by the California
Government Code (ot the City’s investment policy, where more restrictive). The table also identifies
certain provisions of the California Government Code (or the City’s investment policy, where more
restrictive) that address interest rate risk, credit risk, and concentration of credit risk. The City’s
investment policy does not contain any specific provisions intended to limit the City’s exposure to
interest rate risk, credit risk, and concentration of credit risk. This table does not address investments of
debt proceeds held by bond trustee that are governed by the provisions of debt agreements of the City,

rather than the general provisions of the California Government Code or the City’s investment policy.

Maximum Maximum
Maximum Percentage Investment
Authorized Investment Type Maturity of Portfolio In One Issuer

Local Agency Bonds 5 years None None
U.S. Treasury Obligations 5 years None None
U.S. Agency Securities 5 years None None
Banker's Acceptances 180 days 40% 30%
Commercial Paper 270 days 25% 10%
Negotiable Certificates of Deposit 5 years 30% None
Repurchase Agreements I year 20% None
Reverse Repurchase Agreements 92 days 20% None
Medium-Term Notes 5 years 30% None
Mutual Funds N/A 20% 10%
Money Market Mutual Funds N/A 20% 10%
Mortgage Pass-Through Securities 2 years 20% None
County Pooled Investment Funds 1 year 20% None
Local Agency Investment Fund (LAIF) N/A None None
JPA Pools (other investment pools) N/A None None
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CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 3 — Cash and Investments (Continued)
Investments Authorized by Debt Agreements

Investments of debt proceeds held by bond trustee are governed by provisions of the debt agreements,
rather than the general provisions of the California Government Code or the City’s investment policy.
The table below identifies the investment types that are authorized for investments held by the bond
trustee. The table also identifies certain provisions of these debt agreements that address interest rate
risk, credit risk, and concentration of credit risk.

Maximum Maximum
Maximum Percentage Investment
Authorized Investment Type Maturity of Portfolio In One Issuer

U.S. Treasury Obligations None None None
U.S. Agency Securities None None None
Banker's Acceptances 180 days None None
Commercial Paper 270 days None None
Money Market Mutual Funds N/A None None
Investment Contracts None None None
Certificates of Deposits 1 year None None
Repurchase Agreements 30 days None None
Local Agency Investment Fund (LAIF) N/A - Norne None
Municipal Bonds None None None

Disclosures Relating to Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an
investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its fair
value to changes in market interest rates. The City’s investment in the investment pools are available
for withdraw in one business day and have an overall maturity of less than one year.

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of
the investment, This is measured by the assighment of a rating by a nationally recognized statistical rating
organization. The City’s investments in the investment pools are unrated.

Concentration of Credit Risk

The investment policy of the City contains no limitations on the amount that can be invested in any one
issuer beyond that stipulated by the California Government Code. There are no investments in any one
issuer that represent 5% or more of total City investments (external investment pools and mutual funds are
excluded from this disclosure requirement),
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CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 3 — Cash and Investments (Continued)
Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial
institution, a government will not be able to recover its deposits or will not be able to recover collateral
securities that are in the possession of an outside party. The California Government Code and the City’s
investment policy do not contain legal or policy requirements that would limit the exposure to custodial
credit risk for deposits, other than the following provision for deposits: 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 (unless so waived
by the governmental unit). The market value of the pledged securities in the collateral pool must equal at
least 110% of the total amount deposited by the public agencies. California law also allows financial
institutions to secure City deposits by pledging first trust deed mortgage notes having a value of 150% of
the secured public deposits. '

The custodial risk for investments is the risk that, in the event of the failure of the counterparty to a
transaction, a government will not be able to recover the value of its investment or collateral securities that.
are in the possession of another party, The California Government Code and the City’s investment policy
do not contain legal or policy requirements that would limit the exposure to custodial credit risk for
investments. With respect to investments, custodial credit risk generally applies only to direct investments
in marketable securities. Custodial credit risk does not apply to a local government’s indirect investment
in securities through the use of mutual funds or government investment pools (such as LAIF).

GASB Statement No. 40 requires that the following disclosure be made with respect to custodial credit
risks relating to deposits and investments: The City did not have any deposits with financial institutions in
excess of federal depository insurance limits and held in uncollateralized accounts.

Investment in State Investment Pool

The City is a voluntary participant in the Local Agency Investment Fund (LAIF) that is regulated by the
California Government Code under the oversight of the Treasurer of the State of California. The fair value
of the City’s investment in this pool is reported in the accompanying financial statements at amounts based
upon the City’s pro-rata share of the fair value provided by LAIF for the entire LAIF portfolio (in relation
to the amortized cost of that portfolio). The balance available for withdrawal is based on the accounting
records maintained by LAIF, which are recorded on an amortized cost basis.
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CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 4 — Notes Receivables
Notes receivable and deferred loans consisted of the following at June 30, 2012:

Orchard Gabilan Associates, L.P. - The HOME Investment Partnership Grant program approved
$1,6000,000 of grant funds to be made available for local development of an affordable housing project.
The City entered into an agreement with Orchard Gabilan Associates, L.P. to loan such funds for the
construction of Gabilan Family Apartments. Payments of principal and interest on the HOME loan are to
be deferred until the earlier of repayment in full of the Deferred Development Fee or January 1 of the year
in which the 14™ anniversary of the date of issuance of the final Certificate of Occupancy. If not paid
sooner, the unpaid principal balance of this note, plus any unpaid interest thereon shall be due and payable
in full fifty-five years from the date of the note. The note bears 4.46% interest and the face amount of the
note at June 30, 2012 was $1,600,000.

Benito FL.C, L.P, - The HOME Investment Partnership Grant program approved $3,760,000 of grant
funds to be made available for local development of an affordable housing project. The City entered into
an agreement with Benito FLC, L.P. to loan such funds for the construction of the Benito Street Farm
Labor Center. Funds were provided in the form of a deferred payment loan. If not paid sooner, the unpaid
principal balance of this note, plus any unpaid interest thercon shall be due and payable in full fifty-five
years from the date of the note. The note bears 4% interest and the face amount of the note at June 30,
2012 was $3,760,000.

Revolving Loan Program - Long-term loans receivable of $2,625,831 represent monies loaned to
homebuyers and small business owners in connection with a downpayment assistance, home rehabilitation
and business assistance programs. The loans are secured by real property with repayment due upon the
sale of real property or starting at the end of the 30 year deferral period. At the time of sale, the seller pays
the loan balance in full plus interest, ranging from 0% to 4%, For the homebuyer loan program, starting at
the end of the 30 year deferral period, the bortower is required to repay the loan, without interest, over the
following 15 years.

Multi-Family Affordable Housing Rehabilitation Loans — Long-term notes receivable of $1,250,000
represent monies loaned to two developers in connection with construction and rehabilitation of low-
income multi-family housing projects. The loans are secured by real property with repayment due upon
the sale of real property or starting at the end of the 55 year deferral period. At the time of sale of the
project ot at the end of the deferral period, the borrower shall pay the loan balance in full with interest at 4
percent per annuin.
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CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 5 — Interfund Advances, Receivables, Payables and Transfers
Long-Term Interfund Advance

Advances receivable and payable constitute long-term borrowing between funds. Advances typically catry a
stated interest rate and have scheduled debt service payments, Interfund advances receivable and payable
balances at June 30, 2012 are as follows:

Tn 2009, the Garbage Service Fund borrowed $900,000 from the Water Fund. The loan criteria carries a 2%
annual simple interest rate. Interest only payments of $4,500 were due through March 1, 2011. Beginning
Aptil 1, 2011 principal and interest payments of $16,500 are due through April 1, 2016, The outstanding
advance balance as of June 30, 2012 is $682,957.

Interfund Receivables and Payables

Interfund receivables and payables consist of shori-term loans resulting from regular transactions. These
loans are expected to be repaid as soon as the botrowing fund has cash, and carry an interest rate equal to the
rate earned on pooled cash. :

Individual fund interfund receivables and payables balances as of June 30, 2012 are as follows:

Due Erom Due To
Development Impact Fees Fund $ 2,552,555 % -
HOME Grant Fund - 18,026
Public Safety Fund - 24,086
Low-Moderate Income Housing Fund - 935
Sewer Fund - 1,800,767
Garbage Fund - 596,747
Transit - 111,994

$ 2,552,555  § 2,552,555
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 5 — Interfund Advances, Receivables, Payables and Transfers (Continued)

In general, the City uses interfund transfers to (1) move revenues fiom the funds that collect them to the
funds’ that statute or budget requires to expend them, (2) use unrestricted revenues collected in the General
Fund to help finance various programs and capital projects accounted for in other funds in accordance with
budgetary authorization, and (3) move cash to debt service funds from the funds responsible for payment as
debt service payments become due. In general, the effect of the interfund activity has been eliminated from
the government-wide financial statements.

Transfers In Transfers OQut

Major Governmental Funds: '

General Fund $ 230,027 % -

Development Impact Fees Fund 650,690 -
Proprietary Funds:

Garbage Fund 442,559 -

JPA Garbage Fund - (442,559)

Transit Fund 20,560 -
Nonmajor Governmental Funds:

Maintenance Districts Fund - (1,497)

Public Safety Fund - (87,579)

Local Transportation Fund - (796,250)

Gas Tax Fund - (15,951)

$ 1,343,836 § (1,343,836)
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CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 6 — Capital Assets — Capital asset activities for the year ended June 30, 2012 were as follows:

Balance Balance
July 1, 2011 Additions Retirements June 30,2012

Governmental Activities
Capital assets, not being depreciated

Land $ 7,180,188 3 - $ (6,357,387) $ 822,801

Construction in progress . 17,705 - - 17,705
Total capital assets, not being depreciated 7,197,893 - (6,357,387) 840,506
Capital assets, being depreciated

Buildings and improvements 6,951,646 - (2,378,779) 4,572,867

Infrastructure 32,277,690 - - 32,277,690

Machinery and equipment 3,899,155 - - 3,899,155
Total capital assets, being depreciated 43,128,491 - (2,378,779) 40,749,712
Less accumulated depreciation for

Buildings and improvements (2,302,540) (115,767) 1,121,880 (1,296,427)

Infrastructure (8,048,291) (683,764} - (8,732,055)

Machinery and equipment (3,256,157) (181,671) - (3,437,828)
Total accumulated depreciation (13,606,988) (981,202) 1,121,880 (13,466,310)
Total capital assets, being depreciated, net 29,521,503 (981,202) (1,256,899) 27,283,402

Governmental activities capital assets, net $ 36719396 $§  (981,202) § (7,614,286) § 28,123,908

Business-Type Activities
Capital assets, not being depreciated

Land $ 2,509,996 $ - % - $ 2,509,996

Construction in progress - - - -
Total capital assets, not being depreciated 2,509,996 - - 2,509,996
Capital assets, being depreciated

Buildings and improvements 55,213,522 12 - 55,213,534

Infrastructure 16,861,959 - - 16,861,959

Machinery and equipment 1,705,904 - - 1,705,904
Total capital assets, being depreciated 73,781,385 12 - 73,781,397
Less: accumulated depreciation (8,357,353) (1,591,281) - (9,948,634)
Total capital assets, being depreciated, net 65,424,032 (1,591,269} - 63,832,763

$ 66,342,759

Business-type activities capital assets, net $ 67,934,028 $§ (1,591,26%) $
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CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2012

Note 6 — Capital Assets (Continued)

Depreciation expense was charged to the following functions in the Statement of Activities:

Governmental Functions:
General Government
Public Works
Community Development
Public Safety
Community Services

Business-Type Functions:
Water
Sewer
Transit

Note 7 — Long-Term Debt

Governmental Activity Long Term Debt
Lease Payable
Fire Truck Capital Lease

Business-Type Activity Long Term Debt
Bonds Payable

1980 Sewer Revenue Bond
1981 Water Revenue Bond
Loans Payable
Water System Improvement Loan
Sewer Plant Loan
Leases Payable
Energy Retrofit Capital Lease
Hydrojetter Capital Lease
Total Business-Type Activity Debt

Compensated Absences
Government Activities

Business-Type Activities

$ 73,913

38,520

683,764

131,878

53,127

$ 981,202

$ 405,603

1,158,362

27,316

$ 1,591,281

Balance Balance Current
July 1, 2011 Additions Retirements  June 30, 2012 Portion

b3 272331 § - § (64,084) $ 208,247 $ 66,079
$ 314,000 $ - § (29,000) % 285,000 % 30,000
355,000 - (30,000) 325,000 30,000
1,992,000 - {51,000) 1,941,000 53,000
44,128,530 - (1,341,713) 42,786,817 1,341,713
1,129,693 - (68,371) 1,061,322 71,405
65,124 - (31,769) 33,355 33,355
3 47,984,347 % - $ (1,551,853) $ 46432494 § 1,559,473

o

638,883 §

$

(170,956) $

467,927

o

73,622 %

$

(1,078) §

72,544
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 7 — Long-Term Debt (Continued)

Fire Truck Capital Lease — On February 5, 2008, the City entered into a Lease with Option to Purchase
agreement for a fire truck, The lease bears an interest rate of 4.05% and terminates on February 5, 2015.
The outstanding balance of the lease as of June 30, 2012 was $208,247.

1980 Sewer Revenue Bond — The 1980 Sewer Revenue Bonds were issued to provide funds for
improvement of the municipal sewer system comprising a new wastewater treatment plant and outfall
sewer line. The City issued $750,000 of bonds at an interest rate of 5%. The bonds mature in amounts
from $5,000 to $40,000 annually, payable on July 1 of each year through 2020, with interest payable semi-
annually, The bonds are secured by and payable solely from the net revenues from sewer service charges
and are not otherwise secured by the taxing power, property, or credit of the City.

1981 Water Revenue Bond — The 1981 Water Revenue Bonds were issued to provide funds for the
improvement of the municipal water system, comprised of new water mains, transmission lines, a pump
station, and a storage tank. The city issued $800,000 of bonds at an interest rate of 5%. The bonds mature
in amounts from $5,000 to $45,000 annually, payable December 1, of each year through 2021, with
interest payable semi-annually, The bonds are secured by and payable solely from the net revenues from
water service charges and are not otherwise secured by the taxing power, property, or credit of the City.
Unused proceeds of the sale of the bonds are restricted for payment of costs of the improvements specified
above,

Note Payable - On May 1, 1994, the City borrowed $2,593,000 for the purpose of paying for water
system improvements. Principal amounts from $25,000 to $135,000 are due on May 1 of each year
through 2034, The notes carry an interest rate of 4.5% with interest payable semi-annually.

Sewer Plant Loan — In connection with the City’s construction of a new sewer plant, a loan for
$46,451,084 was obtained from the State of California. Although, the loan is non interest bearing, it did
require a 16.667% loan fee resulting in an effective interest rate of 1.8%. The loan was to be repaid in
twenty equal annual installments of $2,322,554 beginning Janvary 1, 2011. However, the City
renegotiated the payment terms to be $1,341,713 for the second, third, and fourth year with $2,506,462 for
the remaining 16 years. Unamortized loan charges of $6,419,275 remains to be amortized over the
remaining life of the loan.

Energy Retrofit Capital Lease — On August 13, 2008, the City entered into a Lease with Option to
Purchase agreement for an energy retrofit upgrade at the water plant, The lease bears an interest rate of
6.786% and terminates on February 29, 2024, The outstanding balance of the lease as of June 30, 2012
was $1,061,322,

Hydrojetter Capital Lease — On March 25, 2008, the City entered into a Lease with Option to Purchase
agreement for a hydrojetter. The lease bears an interest rate of 4.99% and terminates on March 25, 2013,
The outstanding balance of the lease as of June 30, 2012 was $33,355,

30



CITY OF SOLEDAD

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 7 — Long-Term Debt (Continued)

Compensated Absences — City employees accumulate earned by unused vacation and sick pay benefits
which can be converted to cash at termination of employment. Since no means exist to reasonably estimate
the amounts that might be liquidated with expendable currently available financial resources, if any, they
are reported as long-term debt on the Statement of Net Assets. No expenditure is reported for these
amounts in the governmental funds statements, However, in the Statement of Activities the expense is
allocated to each function based on usage. The non-current portion of these vested benefits, payable in
accordance with various collective bargaining agreements, at June 30, 2012, totaled $467,927 for
governmental activities and $72,544 for business-type activities.

The annual requirement to amortize the principal and interest on all long-term debt at June 30, 2012 were

as follows:
Governmental Activities  Business-Type Activities
Years ending June 30, Principal Interest Principal Interest
2013 $ 66,679 §$ 8,434 §$ 1,559472 § 777,247
2014 69,379 5,734 1,532,287 754,759
2015 72,189 2,924 2,702,345 733,452
2016 - - 2,718,801 691,826
2017 - - 2,725,410 649,116
2018-2022 - - 13,672,061 2,572,410
2023-2027 - - 13,173,733 1,449,874
2028-2032 - - 8,084,385 384,362
2033-2034 - 264,000 17,955

$ 208247 $ 17,092 $46,432,494 §$ 8,031,001

Assessment District Debt - The City acts as an agent for bond offerings within two assessment districts
in the City. The City is not obligated in the event of default. Accordingly, the debt is not reflected in the
City’s financial information. The amount of debt outstanding as of June 30, 2012 not reflected in these
statements is $3,465,000 for The Vineyards and $3,710,000 for Diamond Ridge.

Note 8 — Risk Management

The City is provided with workers’ compensation and liability coverage through a self-funded joint powers
agency (JPA), the Monterey Bay Area Insurance Authority. JPA accounts are not separately maintained
for each participant.

The Authority covers losses in excess of $10,000 for members of the liability group and carries excess
insurance for losses between $300,000 and $9,500,000. Members of the workers’ compensation group pay
termporary disability claims directly, while the Authority pays for permanent disability cliams, medical
costs, rehabilitation and legal costs.

The City also purchases various property coverage programs. Deductibles and limits per property type can
be obtained from the City Manager or directly from the Authority.
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Note 8 — Risk Management (Continued)
Contingent Liabilities

The City participates in a number of Federal and State assisted grant programs which are subject to
financial and compliance audits. Audits for these programs and the respective findings are to be
determined at a future date, and the City expects the amount, if any, of the expenditures which may be
disallowed by the granting agency to be immaterial.

Note 9 — Successor Agency Trust for Assets of Former Redevelopment Agency

On December 29, 2011, the California Supreme Court upheld Assembly Bill 1X 26 (“the Bill”) that
provides for the dissolution of all redevelopment agencies in the State of California., This action impacted
the reporting entity of the City of Soledad that previously had reported a redevelopment agency within the
reporting entity of the City as a blended component unit.

The Bill provides that upon dissolution of a redevelopment agency, either the city or another unit of local
government will agree to serve as the “successor agency” to hold the assets until they are distributed to
other units of state and local government. The City Council elected to become the Successor Agency for
the former redevelopment agency in accordance with the Bill.

After enactment of the law, which occurred on June 28, 2011, redevelopment agencies in the State of
California cannot enter into new projects, obligations or commitments. Subject to the control of a newly
established oversight board, remaining assets can only be used to pay enforceable obligations in existence
at the date of dissolution (including the completion of any unfinished projects that were subject to legally
enforceable contractual commitments),

In future fiscal years, successor agencies will only be allocated revenue in the amount that is necessary to
pay the estimated annual installment payments on enforceable obligations of the former redevelopment
agency until all enforceable obligations of the prior redevelopment agency have been paid in full and all
assets have been liquidated.

The Bill directs the State Controller of the State of California to review the proprietary of any transfers of
assets between redevelopment agencies and other public bodies that occurred after January 1, 2011, If the
public body that received such transfers is not contractually committed to a third party for the expenditure
or encumbrance of those assets, the State Controller is required to order the available assets to be
transferred to the public body designated as the successor agency by the Bill.

In accordance with the timeline set forth in the Bill (as modified by the California Supreme Court on
December 29, 2011) all redevelopment agencies in the State of California were dissolved and ceased to
operate as a legal entity as of February 1, 2012,
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Note 9 — Successor Agency Trust for Assets of Former Redevelopment Agency (Continued)

Prior to that date, the final seven months of activity of the redevelopment agency continued to be reported
in the governmental funds of the City. After the date of dissolution, the assets and activities of the
dissolved redevelopment agency are reported in a fiduciary fund (private-purpose trust fund) in the
financial statements of the City.

The transfer of the assets and liabilities of the former redevelopment agency as of February 1, 2012
(effectively the same date as January 31, 2012) from governmental funds of the City to fiduciary funds
was reported in the governmental funds as an extraordinary loss in the governmental fund financial
statements. The receipt of these assets and liabilities as of January 31, 2012 was reported in the private-
putpose trust fund as an extraordinary loss.

Because of the different measurement focus of the governmental funds (current financial resources
measurement focus) and the measurement focus of the trust funds (economic resources measurement
focus), the extraordinary loss recognized in the governmental funds was not the same amount as the
extraordinary loss that was recognized in the fiduciary fund financial statements.

The difference between the extraordinary loss recognized in the fund financial statements and the
extraordinary loss recognized in the fiduciary fund financial statements is reconciled as follows:

Total extraordinary loss reported in governmental funds - increase to net assets
of the Successor Agency Trust Fund $ 8,407,209

Capital assets recorded in the government-wide financial statements - increase
to net assets of the Successor Agency Trust Fund 7,649,732

Accrued bond interest reported in the government-wide financial statements -
decrease to net assets of the Successor Agency Trust Fund (79,812)

Long-tem debt reported in the government-wide financial statements -
decrease to net assets of the Successor Agency Trust Fund (18,250,000)

Net decrease to net assets of the Successor Agency Trust Fund as a result of
initial transfers (equal to amount of extraordinary gain reported in the
government-wide financial statements of the City) $§  (2,272,871)
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Note 10 — City Employees’ Retirement Plan (Defined Benefit Pension Plan)

Plan Description - The City contributes to the California Public Employees' Retirement System (PERS),
an agent multiple-employer public employee defined benefit pension plan. PERS provides retirement and
disability benefits, annual cost-of-living adjustments and death benefits to plan members and
beneficiaries. PERS 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 and city ordinance. Copies of PERS' annual financial report may be obtained from their Executive
Office - 400 P Street - Sacramento, CA 95814,

Funding Policy — The City pays 7% of annual covered salary for active plan members in the City’s
defined pension plan. The City is required to contribute the actuarially determined remaining amounts
necessary to fund the benefits for its members. The actuarial methods and assumptions used are those
adopted by the CalPERS Board of Administration. The required employer contribution rate for the fiscal
year ended June 30, 2012 was 7.930% for the miscellancous plan and 22.096% for the safety plan. The
contribution requirements of plan members is established by State statute and the employer contribution is
established and may be amended by PERS.

Annual Pension Cost - For the year ended June 30, 2012, the City's annual pension cost of $1,137,548 for
PERS was equal to the City's required and actual contributions. The required contribution was
determined as part of the June 30, 2010, actuarial valuation using the entry age normal actuarial cost
method. The actuarial assumptions included (a) 7.75 percent investment rate of return (net of
administrative expenses), (b) projected annual salary increases that vary by duration of service and (¢)
3.25 percent per year cost-of-living adjustments. Both (a) and (b) included an inflation component of 3.0
percent. The actuarial value of PERS assets was determined using techniques that smooth the effects of
short-term volatility in the market value of investments over a three-year period (smoothed market value).
PERS unfunded actuarial accrued liability (or excess assets) is being amortized as a level percentage of
projected payroll on a closed basis. The remaining amortization period at June 30, 2012, was 17 years.

THREE YEAR TREND INFORMATION FOR PERS

Annual Pension Percentage of Net Pension

Fiscal Year Cost (APC) APC Contributed Obligation
June 30, 2010 b 920,479 100% -
June 30, 2011 b 1,184,691 100% -
June 30, 2012 5 1,137,548 100% -

A new State law authorized the creation of risk pools by PERS and required mandatory participation of
employers to help reduce large fluctuations in their contribution rates. The City of Soledad is now
required to participate in the risk pool. Under this pooling method, assets and liabilities of the participant
employers are aggregated. As such, individual employer’s retirment data is no longer available.

Note 11 — Deficit Net Assets Balance

Net Asset Deficits — The Garbage Fund and Transit Fund have deficit net asset balances as of June 30,
2012 of $1,103,754 and $27,316, respectively. The deficits are expected to be relieved from future rate
increases or transfers from the General Fund.

34



REQUIRED SUPPLEMENTARY INFORMATION




CITY OF SOLEDAD
BUDGETARY COMPARISON SCHEDULE

GENERAL FUND
YEAR ENDED JUNE 30, 2012
Variance with
Final Budget
Budgeted Amounts Actual Positive/
Original Final Amounts (Negative)
Revenue
Taxes $ 4,189,171 $ 4,189,171 $ 3,993,172 $§  (195,999)
Licenses and permits 98,229 98,229 96,050 (2,179)
Intergovernmental 228,250 228,250 310,417 82,167
Charges for services 980,939 980,939 569,043 (411,896)
Fines and forfeitures 60,000 60,000 25,017 (34,983)
Interest 60,000 60,000 3,768 (56,232)
Rents 75,000 75,000 61,307 (13,693)
Gain on sale of property - - 141,185 141,185
Other 281,000 281,000 19,272 (261,728)
Total revenue 5,972,589 5,972,589 5,219,231 (753,358)
Expenditures
Cuirent
General government 1,598,547 1,598,547 677,871 920,676
Public works 139,517 139,517 161,047 (21,530)
Community development 311,958 311,958 242,165 69,793
Public safety 4,710,841 4,710,841 4,961,058 (250,217)
Community services 237,318 237,318 588,066 (350,748)
Debt Service
Principal - 64,084 64,084 64,084 -
Interest and fiscal charges 11,029 11,029 11,029 -
Total expenditures 7,073,294 7,073,294 6,705,320 367,974
Revenue over (under)expenditures (1,100,705) (1,100,705) {1,486,089) (385,384)
Other Financing Sources
Transfers in (out) - net 80,000 80,000 230,027 150,027
Net Change in Fund Balance $ (1,020,705) $ (1,020,705) (1,256,062) $ (235,357)
Fund Balance
Beginning of year 1,435,634
End of year $ 179,572
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CITY OF SOLEDAD

BUDGETARY COMPARISON SCHEDULE
DEVELOPMENT IMPACT FEES FUND

YEAR ENDED JUNE 30, 2012
Variance with
Final Budget
Budgeted Amounts Actual Positive/
Original Final Amounts (Negative)
Revenue .
Impact fees 10,187 § 10,187 $ 170,897 $ 160,710
Interest 8,500 8,500 25,240 16,740
Total revenue 18,687 18,687 196,137 177,450
Expenditures
Current
Community development 5,124 5,124 172,948 (167,824)
Capital outlay 1,625,000 1,625,000 - 1,625,000
Debt Service
Principal - - - -
Interest and fiscal charges - - 2,129 (2,129)
Total expenditures 1,630,124 1,630,124 175,077 1,455,047
Revenue over (under)expenditures (1,611,437) (1,611,437 21,060 1,632,497
Other Financing Sources
Transfers in (out) - net - - 650,690 650,690
Net Change in Fund Balance $ 1,611,437y $ (1,611,437) 671,750 $ 2,283;187
Fund Balance
Beginning of year 5,086,955
$_5758,705

End of year
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BRYANT L. JOLLEY

CERTIFIED PUBLIC ACCOUNTANTS Bryant L. Jolley G.PA.
Ryan P. Jolley C.PA.

Darryl L. Smith C.RA.

Travis B. Evenson

INDEPENDENT AUDITOR’S 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

To the Honorable Mayor and City Council
City of Soledad, California

We have audited the financial statements of the City of Soledad, as of, and for the year ended June 30, 2012, and
have issued our report thereon dated September 20, 2012, 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City of Soledad’s internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinion on the
financial statements, but not for the purpose of expressing our opinion on the effectiveness of the City’s internal
control over financial reporting, Accordingly, we do not express an opinion on the effectiveness of the City’s
internal control over financial reporting,

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
misstaternents 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.

Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over financial
reporting that might be deficiencies, significant deficiencies or material weaknesses. We did not identify any
deficiencies in internal control over financial reporting that we consider to be material weaknesses, as defined
above. '

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Soledad’s financial statements are free of
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.
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This report is intended solely for the information and use of the City Council, management, federal and state
awarding agencies, and pass-through entities, and is not intended to be, and should not be, used by anyone other
than these specified parties.

September 20, 2012



