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INDEPENDENT AUDITOR’S REPORT

To the Honworable Mayor and City Council
City of Angels, 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 Angels, California, (the “City™) as of
and for the year ended June 30, 2011, 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 of Angels, California, as of June 30, 2011, 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 December 1, 2011 on our
consideration of the City of Angels 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 Governmment 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 financial
statements. The Budgetary Comparison Information on pages 34 and 35 is 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’s financial statements as a whole. The accompanying schedule of expenditures of federal awards is
presented for purposes of additional analysis as required by U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations, and is not a required part of the basic financial
statements. This information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, are fairly stated in afl material respects in relation to the basic financial staiements
taken as a whole.

DecemWer 1, 201

a1 “N* STRELT, SUITE 104 FIREBAUGH, CALITORINIA 93622 PHONE 359.659.3045 FAX 359.639.0613



CITY OF ANGELS

STATEMENT OF NET ASSETS
JUNE 30, 2011
Governmental Business-Type
Activities Activities Total
ASSETS
Cash and investments - unrestricted $ 3,264,158 § 8,431,842 § 11,696,000
Cash and investments - restricted - 287,751 287,751
Accounts receivable, net 16,985 345,512 362,497
Due from other governments 89,317 - 89,317
Taxes receivable 224,379 - 224,379
Interest receivable 1,217 - 1,217
Prepaid expense 10,697 - 10,697
Notes receivable 1,066,740 - 1,066,740
Deferred charges - Bond issuance costs, net - 49,958 49,958
Capital assets, net of allowance
for depreciation 1,444,327 19,582,397 21,026,724
Total assets 6,117,820 28,697,460 34,815,280
LIABILITIES
Accounts payable and accrued expense 165,023 300,127 465,150
Accrued payroll 42,843 22,713 65,556
Accrued interest 4,002 78,384 82,386
Deposits payable 43,530 15,560 59,090
Compensated absences 126,059 49,367 175,426
Long-term liabilitics
Due within one year 60,385 387,625 448,010
Due in more than one year 206,012 6,677.161 6,883,173
Post-retirement health benefits 277,514 - 277,514
Total liabilities 025,368 7,530,937 8,456,305
NET ASSETS
Invested in capital assets, net of
related debt 1,177,930 12,517,611 13,695,541
Restricted for debt service - 287,751 287,751
Restricted for specific projects and programs 1,498,729 - 1,498,729
Unrestricted 2,515,793 8,361,161 10,876,954
Total net assets/(deficit) b 5,192,452 % 21,166,523 3 26,358,975

See accompanying nofes.



£ s0u Suilubduodin 205

£46°85€°0C  § €TS99IIT § TEFTEIE § £ jo pug
FoLBIF ¥ C68°LEEHI 663°090°¢ Ieak jo Guuurdag]
SJABSY JaN
121°016°1 279°808' £CCUTET s)assy 1N w A3uey))
TIEIES'T (L¥596) 650°8T9°T EIQJSURY PUT INUDAAL [RI0UIT [@)0 ]
- (ec8oz) £68°071 Siaysuel]
geT'e - 8ETE e
S9T'1Y 90£°0¢ 656°01 SUIOSUT 1SAIMU]
LOS1S - L08°1S spusy
93L°IST - 98TTET NaK-U-aSu0Y S[I1UYAA 101014
LT8106 - LT8106 5001 IS0 PUE ISTGOURL]
L89'FOP - LROFOF SOXE] SI[ES
£96'€91 - £96°C9L sjuswssasse Jeoadg
GEYTSO - 6EFLED saxe] Auodoad
ANUIAIY [BIIUID)
(1€€7168) SL1'C06'1 (90'96%'T) PEYITY'T  § 6LETOE $ 98T0ITY § o0s8%¢TSL § juawuA0d Lizwnd g0
CLLC06°L £L1°E06L - LTI°ELYl - 8CE'REG'E r6T90L'E seyanoe sdil-ssauisng [e10L
$L8°%676'1 €Le'6T6'1 - LT ELD] - $96'97ET [0S'0L0°T mag
(00F' v (00t'¥2) - - - £6£°119°1 E6L'SEYT WM
sananoe adAy-ssaursng
(905°96FT) - (905°96¥°7) £PS 8P 6LETOE 8T6'1LT 956 618°E SOTUANIE [EJUAUILIDACT (€10,
(1€0'o1) - (1£0°91) - - - 1€0°01 sadmyp (B35 pUR 1S2IMU]
901AI0E 193]
(SPT0ET) - {(SPTOED) - - 1.8'ST gIL9s1 uoneardal pue sjred
(ESE'5PH°T) - (gs€'syr1) - SET°ETL 6LY'6L L36°LFYL Aages Aqng
68976 - 689°¢6 £FSS¥L £56°L 1287901 SL10LL Tawido[aaap Ao,
(9Pr0sT) - {(9pp°0sD) - 0s8°L01 ¥eL'ee 0708 S0/ DG
(CANATH R S § (ozrieesy 8 - $ 129°¢9 § £8Y'9€ $ pIT'LYS $ WSWUIAOT [RIAUI0)
SITIAJION [BIUAUITISAOL)
JmawIaA0x) LBt
e SAIAIIY SHIANDY SHONNQLOUC])  SEONNQLIIUO)) SINAIIG asuadxy SIIEIZ01 J/SU0LIUN |
ad{j-ssamsng  |EIUIUWUIIACY) pue spugIc) pue SsjuELs) 10 s3saRY)
ende) Sunexadp
SIISEY JIN] Ul SIZUBY) ANUIANY WBITOA]
pu® (a5udlxf)enuasay 1N
1102 ‘0€ ANNC AAANT AVAA

SLASSY LAN NI STONVHD ANV SHLLIAILDV 4O INANALVLS

STADNY 40 ALLD



CITY OF ANGELS

BALANCE SHEET — GOVERNMENTAL FUNDS

JUNE 30, 2011
Other Total
General Governmental Governmental
Fund Funds Funds
ASSETS
Cash and investments $ 1,660,955 1,603,203 3,264,158
Accounts receivable, net 16,985 - 16,985
Due from other governments 24,487 64,830 80,317
Taxes receivable 129,659 94,720 224,379
interest receivable 820 397 1,217
Prepaid expense 7.467 3,230 10,697
Due from other funds 141,343 - 141,343
Notes receivabie - 1,066,740 1,066,740
Total assets $ 1,981,716 2,833,120 4,814,836
LIABILITIES AND FUND BALANCE
Liabilities
Accounts payable and accrued expense $ 108,733 56,290 165,023
Accrued payroll 35,350 7,493 42,843
Compensated absences 120,929 5,130 126,059
Due to other funds - 141,343 141,343
Deposits payable 43,530 - 43,530
Total liabilities 308,542 210,256 518,798
Fund Balance
Nonspendable
Notes receivable - 1,066,740 1,066,740
Restricted
Capital improvement projects - 196,348 196,348
Circulation improvements - 386,237 386,237
Development activities - 1,093 1,093
Lighting, landscape & park maintenance - 570,961 570,961
Low-income housing activities - 281,432 281,432
Public safety - 62,658 62,658
Assigned
Other post employment benefits 275,769 - 275,769
Street maintenance 434,096 - 434,096
Unassigned 963,309 57,395 1,020,704
Total fund balance 1,673,174 2,622 864 4,296,038
Total liabilities and fund balance $ 1,981,716 2,833,120 4,814,836

See accompanying noles.



CITY OF ANGELS

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCE TO NET ASSETS
OF GOVERNMENTAL ACTIVITIES
JUNE 30, 2011

Total governmental fund balance $ 4,296,038
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 1,444,327

Governmental long-term liabilities are not due and payable in the current
period and, therefore, are not reported in the funds (543,911

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 (4,002)

§ 5192452

Net assets of governmental activities

See accompanying noles.



CITY OF ANGELS

STATEMENT OF REVENUE, EXPENDITURES AND CHANGES IN FUND BALANCE —

GOVERNMENTAL FUNDS
YEAR ENDED JUNE 30, 2011
Other Total
General Governmental Governmental
Fund Funds Funds
Revenue
Taxes 1,962,786 § 472,417 $ 2,435,203
Licenses, permits and impact fees 114,276 154,565 268,841
Intergovernmental 499,493 397,064 896,557
Charges for services 119,946 21,012 140,958
Fines and forfeitures 16,694 - 16,694
Rental 51,807 - 51,807
Interest 7,529 3,430 10,659
Other 3,238 - 3,238
Total revenue 2,775,768 1,048,488 3,824,256
Expenditures
Current
General government 697,610 - 697.610
Public works 61,568 297,824 359,392
Community development 353,449 416,729 770,178
Public safety 1,332,044 211,275 1,543,319
Parks and recreation 146,369 - 146,369
Captial outlay - - -
Debt Service
Principal 57,540 - 57,540
Interest and fiscal charges 16,904 - 16,904
Total expenditures 2,665,484 925,828 3,591,312
Revenue over/(under) expenditures 110,284 122,660 232,944
Other Financing Sources/(Uses)
Transfers in/(out) - net 101,803 25,050 126,853
101,803 25,050 126,853
Change in Fund Balance 212,087 147,710 359,797
Fund Balance
Beginning of year 1,461,087 2,475,154 3,936,241
End of year 1,673,174 § 2,622,864 § 4,296,038

See accompanying notes.



CITY OF ANGELS

RECONCILIATION OF STATEMENT OF REVENUE, EXPENDITURES, AND CHANGES IN

FUND BALANCE OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITES AND
CHANGES IN NET ASSETS

YEAR ENDED JUNE 30, 2011

Net change in fund balance - total governmental funds $ 359,797

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

Repayment of long-term debt is an expenditure in governmental funds,

but the repayment reduces long-term liabilities in the Statement of
Net Assets 57,540

Post-retirement benefit costs in the Statement of Activities does not
require the use of current financial resources and, therefore,
is not reported as expenditures in the Governmental Funds (145,187)

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 (141,470)

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

when due 873

Change in net assets of governmental activities b 131,553

See accompanying nofes. 7



CITY OF ANGELS

STATEMENT OF NET ASSETS — PROPRIETARY FUNDS

JUNE 340, 2011
Business-Type Activities - Enterprise Funds
Total
Proprietary
Water Sewer Funds
ASSETS
Current assets
(ash and investments - unrestricted 5,046,789 § 3,385,053 8,431,842
Cash and investments - restricted for bonds - 287,751 287,751
Accounts receivable, net 159,592 185,920 345,512
Total current assets 5,206,381 3,858,724 9,005,105
Non-current assets
Advance from other fund 1,105,000 - 1,105,000
Deferred issuance costs - 49,058 49,958
Property, plant and equipment,
net of allowance for depreciation 2,169,961 17,412,436 19,582,397
Total assets 8,481,342 21,321,118 29,802,460
LIABILITIES
Current liabilities
Accounts payable and accrued expenses 61,426 238,701 300,127
Accrued payroll 12,149 10,564 22,713
Accrued interest - 78,384 78,384
Deposits payable 15,560 - 15,560
Current portion of long-term debt 77,804 309,821 387,625
Total current liabilities 166,939 637,470 204,409
Non-current liabilities
Advance to other fund - 1,105,000 1,105,000
Long-term debt 826,000 5,851,161 6,677,161
Compensated absences 27,153 22,214 49 367
Total noncurrent liabilities 853,153 6,978,375 7,831,528
Total liabilities 1,020,092 7,615,845 8,635,937
NET ASSETS
Invested in capital assets, net of related debt 1,266,157 11,251,454 12,517,611
Restricted for debt service - 287,751 287,751
Unrestricted/(deficit) 6,195,093 2,166,068 8,361,161
Total net assets/(deficit) 7,461,250 $§ 13,705,273 21,166,523

See accompanying notes.



CITY OF ANGELS

STATEMENT OF REVENUE, EXPENSE, AND CHANGES IN FUND NET ASSETS -

PROPRIETARY FUNDS
YEAR ENDED JUNE 30, 2011

Business-Type Activities - Enterprise Funds

Total
Proprietary
Water Sewer Funds
Operating Revenue
Charges for services $ 1,496,692 % 2,326,965 3,823,657
Connection fees 114,701 - 114,701
Total operating revenue 1,611,393 2,326,965 3,938,358
Operating Expense
Contractual services and utilities 305,348 571,434 876,782
Personnel 572,779 622,224 1,195,003
Supplies and materials 644,920 174,985 219,905
Depreciation and amortization 111,449 445,239 556,688
Total operating expense 1,634,496 1,813,882 3,448,378
Operating income/(loss) (23,103) 513,083 489,980
Nonoperating Revenue/(Expense)
Intergovernmental - 1,673,111 1,673,111
Interest income 20,774 9,532 30,306
Interest expense (1,297) (256,619) (257.916)
Total nonoperating revenue/(expense) 19,477 1,426,024 1,445,501
Net income/(loss) before transfers (3,626) 1,939,107 1,935,481
Operating Transfers In/(Qut) (68,942) (37,911 (126,853)
Change in Net Assets (72,568) 1,881,196 1,808,628
Net Assets
Beginning of year 7,533,818 11,824,077 19,357,895
End of year $ 7,461,250 § 13,705,273 § 21,166,523

See accompanying nofes.



CITY OF ANGELS

STATEMENT OF CASH FLOW - PROPRIETARY FUNDS

YEAR ENDED JUNE 30, 2011
Business-Type Activities - Enterprise Funds
Water Sewer Total
Operating Activities
Receipts from customers and users 3 1,633,636 § 2,340,415 % 3,974,051
Payments for contractual services and utilities (272,167) (482,155) (754,322)
Payments to employees (570,105) (628,534) (1,198,639
Payment to suppliers (644,920) (174,985) (819,905)
Net cash provided by (used in)
operating activities 146,444 1,054,741 1,201,185
Non-capital Financial Activities
Transfers (to)/from other funds (68,942) (57911 (126,853)
Payments from other governments - 1,673,111 1,673,111
Net cash provided by (used in)
noncapital financing activities (68,942) 1,615,200 1,546,258
Capital and Related Financing Activities
Purchase of property, plant and equipment (99,888) (1,768,759) (1,868,647)
Principal paid on long-term debt (77,306) (205,038) (282,344)
Advances (to)/from other funds (1,105,000) 1,105,000 -
Interest paid on long-term debt (1,297) (249,715) (251,012)
Net cash used in
capital and related financing activities (1,283,491) (1,118,512) (2,402,003)
Investing Activities
Interest received 20,774 9,532 30,306
Net cash provided by
investing activities 20,774 9,532 30,306
Net Increase (Decrease) in Cash (1,185,215) 1,560,961 375,746
Cash
Beginning of year 6,232,004 2,111,843 8,343,847
End of year $ 5,046,789 3,672,804 $ 8,719,593
Cash Flows from Operating Activities
Operating income (loss) $ (23,103) 513,083 $ 489,980
Adjustments to reconcile operating income (loss)
to net cash provided (used) by operating activities:
Depreciation and amortization 111,449 445,239 556,688
(Increase) Decrease in Accounts Receivable 22,018 13,450 35,468
Increase (Decrease) in Accounts Payable
and Accrued Liabilities 36,080 82,969 119,049
Net Cash Provided by Operating Activities $ 146,444 § 1,054,741 § 1,201,185

See accompanying notes.

10



CITY OF ANGELS
STATEMENT OF NET ASSETS — FIDUCIARY FUNDS

YEAR ENDED JUNE 30, 2011
Greenhorn
Creek
Assessment LAFCO
District Trust Fund
ASSETS
Cash and investments $ 844420 §$ 188,256
Restricted cash and investments with fiscal agents 471,161 -
Due from other governments 41,493 -
Due from other funds 41,867 -
Prepaid expense - 4,385
Interest receivable - 132
Total assets 1,398,941 192,773
LIABILITIES
Accounts payable - 15
Due to bondholders 1,398,941 -
Total liabilities 1,398,941 15
NET ASSETS
Held in trust for Local Agency Formation Commission - 192,758
Total net assets $ - % 192,758
11

See accomparnying notes.



CITY OF ANGELS

STATEMENT OF CHANGES IN NET ASSETS - FIDUCIARY FUNDS
YEAR ENDED JUNE 30, 2011

LAFCO
Trust Fund

Additions _

Contributions $ 70,776

Interest : 1,224

Total additions 72,000

Deductions

Administrative costs 85,741
Change in Net Assets (13,741
Net Assets

Beginning of year 206,499

End of year $ 192,758

See accomparnying notes.



CITY OF ANGELS

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

Note 1 — Summary of Significant Accounting Policies

The financial statements of the City of Angels (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 was incorporated as a general law city in 1912. The City operates under a Council-Manager form
of government. The City's major operations include public safety; highways and streets; water and sewer;
parks and recreation; building inspection; public improvements; planning and zoning, and general
administrative services.

Included in this report is the City of Angels Redevelopment Agency (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. Currently the Agency/City legislative meetings are held
concurrently. The annual financial statements for the Agency for the fiscal year ended June 30, 2011 can
be obtained through the City’s Finance Department.

Basis of Presentation — Fund Accounting

Government-Wide Financial Statements - The Government-Wide Financial Statements (the Statement
of Net Assets and the Statement of Activities and Changes in Net Assets) 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.

The Statement of Activities and Changes in Net Assets 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.

i3



CITY OF ANGELS

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

Note 1 — Summary of Significant Accounting Policies (Continued)

Net assets are restricted when constraints placed on them are cither 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 unit. 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-exchange transactions or ancillary activities.

The City reports the following major governmental fund:

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.

The City reports the following additional fund types:

Fiduciary Funds - The Fiduciary Funds accounts for assets held by the City as an agent for Greenhomn
Creek Assessment District and in trust for the Local Agency Formation Commission (LAFCQ).

14



CITY OF ANGELS

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

Note 1 — Summary of Significant Acccunting Policies (Continued)
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 property taxes is recognized in the fiscal year for which the
taxes are levied. Revenues from sales tax are recognized 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 afier 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.

For its government-wide activities and Enterprise Funds, the City has elected under GASB Statement No.
20, Accounting and Financial Reporting for Proprietary Funds and Other Governmental Entities That Use
Proprietary Fund Accounting, to apply all applicable GASB pronouncements as well as any applicable
pronouncements of the Financial Accounting Standards Board, the Accounting Principles or any
Accounting Research Bulletins issued on or before November 30, 1989 unless those pronouncements
conflict with or contradict GASB pronouncements. The GASB periodically updates its codification of the
existing Governmental Accounting and Financial Reporting Standards which, along with subsequent
GASB pronouncements (Statements and Interpretations), constitutes GAAP for governmental units.

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.

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 Statemnent 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 carnings as a
result of this pooling are distributed to the appropriate funds based on month end cash balances in each
fund.
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CITY OF ANGELS

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

Note 1 — Summary of Significant Accounting Policies (Continued)

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. Investments are stated at cost or amortized cost.

Accounts Receivable - Billed, but unpaid, services provided to individuals or non-governmental entities
are recorded as accounts receivable. The Proprietary 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 without an
allowance for uncollectibles as management considers all accounts to be collectible.

Calaveras 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 full cash value,

Interfund Receivables/Payables - Items 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.

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 $5,000 and an estimated useful life in excess of one year.
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.
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CITY OF ANGELS

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

Note 1 — Summary of Significant Accounting Policies (Continued)

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 are depreciated using the straight line method
over the following estimated useful lives:

Years
Buildings and improvements 20-40
Plant system 20 -60
Machinery and equipment 5-10
Infrastructure 40

Compensated Absences - It is the City's policy to permit all employees to accumnulate earned but unused
vacation, sick pay and compensatory time benefits. Those employees on shift work schedules may also
accumulate hours for holiday time benefits.

Vested or accumulated vacation, holiday and sick leave along with any compensation time that is expected
to be paid with expendable available financial resources is reported as an expenditure in the fund financial
statements of the Governmental Fund that will pay for it. Amounts not expected to be liquidated with
expendable available financial resources are reported in the Government-Wide Financial Statements.

Vested leave of Proprietary Funds are recorded as an expense and liability as the benefits accrue.

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 activitics 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, 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.
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CITY OF ANGELS

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

Note 1 — Summary of Significant Accounting Policies (Continued)

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 period. 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 are 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 informaticn into the
Governmental Activities column in the Government-Wide Statement of Net Assets.

Net Assets/Fund Equity - The government-wide and business-type activities financial statements utilize a
net assets presentation. Net assets are categorized 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.

¢ Unrestricted Net Asscts - This category represents net assets of the City not restricted for any
project or other purpose.

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.

o 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.

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

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

Note 1 — Summary of Significant Accounting Policies (Continued)

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
expenditures 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.

Implementation of New GASB Pronouncement — The City adopted GASB Statement No. 54, Fund
Balance Reporting and Governmental Fund Type Definitions, a new accounting standard which
enhances the usefulness of fund balance information by providing clearer fund balance classifications
that can be more consistently applied and by clarifying the existing governmental fund type definitions.
This Statement establishes fund balance classifications that comprise a hierarchy based primarily on the
extent to which a government is bound to observe constraints imposed upon the use of the resources
reported in governmental funds.
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CITY OF ANGELS

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

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 City of Angels
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 cstimated 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, 2011 are classified in the accompanying financial statements as
follows:

Statement of Net Assets:
Cash and Investments $ 11,696,000
Cash and Investments with fiscal agent 287.751
Fiduciary Funds:
Cash and Investments 1,032,676
Restricted Cash and Investments with fiscal agent 471,161
Total Cash and Investments $ 13,487,588

Cash and investments as of June 30, 2011 consist of the following:

Cash on hand 3 825
Deposits with Financial Institutions 8,095,647
Local Agency Investment Fund 4,632,204
Held by Fiscal Agent:

Mutual Fund 758,912
Total Cash and Investments $ 13,487,588
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CITY OF ANGELS

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

Note 3 — Cash and Investments (Continued)

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

The table below identifies the investment types that are authorized for the City by the California
Government Code (or 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 1o 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 15% 10%
Negotiable Certificates of Deposit 5 years 30% 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 5 years 20% None
County Pooled Investment Funds N/A None None
Local Agency Investment Fund (LATF) N/A None None
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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 None 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. As of June 30, 2011 the City had the following investments.

Investment Type

Maturity Date

Local Agency Investment Fund $ 4,632,204
Held by Bond Trustee:

Mutual Fund 7380912

Total $ 5391116
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Note 3 — Cash and Investments (Continued)

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 assignment of a rating by a nationally recognized statistical
rating organization. Presented below is the minimum rating required by (where applicable) the
California Government Code, the City’s investment policy, or debt agreements, and the actual rating as
of year end for each investment type.

Minimum Rating as of Year End
Legal Not
Investment Type Rating Rated
Local Agency Investment Fund $ 4,632,204 N/A $ 4,632,204
Held by Bond Trustee:
Mutual Fund 758,912 N/A 758,912
Total $ 5,391,116 $ 5,391,116

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.

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
securitics 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.

$5,844,474 of the City’s deposits with financial institutions is in excess of federal depository insurance
limits.
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Note 3 -~ Cash and Investments (Continued)

The custedial risk for invesiments 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 mot 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).

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 LATF 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.

Note 4 — Notes Receivable

Notes receivable in the amount of $1,066,740 consist of mortgage loans for housing and property
rehabilitation and construction.

Note 5 — Interfund Receivables and Payables
Interfund receivables and payables consist of short-term loans resulting from regular transactions. These
loans are expected to be repaid as soon as the borrowing 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, 2011 are as follows:

Due From Due To

General Fund $ - $ 141,343
TOT Emergency Service Fund 27,024 -
TOT Tourism Fund 942 -
Capital Projects Fund 103 -
Redevelopment Agency Fund 111,130 -
Fire Impact Fees Fund 2,144 -

$ 141,343  § 141,343

Note 6 — Capital Assets

In accordance with GASB Statement No. 34, the City has reported all capital assets including infrastructure
additions in the government-wide statement of net assets. The City elected to use the basic approach
whereby accumulated depreciation and depreciation expense have been recorded. The following page
presents sunumnary information on capital assets.
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Note 6 — Capital Assets (Continued)

Capital asset activity for the year ended June 30, 2011, was as follows:

Balance Balance
July 1,2010 Additions Retirements  June 30, 2011

Governmental Activities
Capital assets, not being depreciated

Land $ 750,942 § - % - 3 750,942

Construction in progress - - - -
Total capital assets, not being depreciated 750,942 - - 750,942
Capital assets, being depreciated

Buildings and improvements 748,894 - 748,894

Machinery and equipment 1,616,028 - - 1,616,028
Total capital assets, being depreciated 2,364,922 - - 2,364,922
Less accumulated depreciation for:

Buildings and improvements (316,256) {19,651) - (335,907)

Machinery and equipment (1,213.811) {121,819) - (1,335,630)
Total accumulated depreciation (1,530,067) (141,470) - (1,671,537)
Total capital assets, being depreciated, net 834,855 (141,470) - 693,385
Governmental activities capital assets,net $ 1,585,797 § (141470) § - $ 1,444,327
Business-Type Activities
Capital assets, not being depreciated

Land $ 116,515 % - 3 - 5 116,515

Construction in progress 2,059,663 1,740,365 - 3,800,028
Total capital assets, not being depreciated 2,176,178 1,740,365 - 3,916,543
Capital assets, being depreciated

Buildings and improvements 20,854,789 - - 20,854,789

Infrastructure 672,827 - - 672,827

Machinery and equipment 658,530 128,282 - 786,812
Total capital assets, being depreciated 22,186,146 128,282 - 22,314,428
Less: accumulated depreciation (6,091,886) (556,688) - (6,648,574)
Total capital assets, being depreciated, net 16,094,260 (428,406) - 15,665,854
Business-type activities capital assets, net $ 18,270,438 § 1,311,959 § - § 19,582,397
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Note 6 — Capital Assets (Continued)
Depreciation expense was charged to the following functions in the Statement of Activities:

Governmental Functions:

General Government $ 4,427
Public Works and Development 22,628
Public Safety 104,668
Parks and Recreation 9,747

3 141,470

Business-Type Functions:

Water $ 111,449
Sewer 445,239

3 556,688

Note 7 ~ Long-Term Debt

The City generally incurs long-term debt to finance projects or purchase assets which will have useful lives
equal to or greater than the related debt. In governmental fund types, debt discounts and issuance costs are
recognized in the current period. Debt discounts and issuance costs incurred in proprietary funds are deferred
and amortized over the term of the debt using the bonds-outstanding method, which approximates the effective
interest method. The City’s debt transactions are summarized below and discussed in detail thereafier:

Balance Balance Current
July 1, 2010 Additions Retirements  June 30, 2011 Portion

Governmental Activity Long Term Debt

Hydrox Property Lease Payable $ 323,937 §$ - 5 (37,540) % 266,397 § 60,385
Total Governmental Activity Debt $ 323,937 % - 8 (57,540) % 266,397 § 60,385
Business-Type Activity Long Term Debt
Bond Payable

2001 A Wastewater Revenue Bonds $ 1,480,000 $% - %5 (2250000 § 1,255000 § 230,000
Loans Payable

California Department of Water Resources 968,085 - (74,468) 893,617 74,468

11.8. Department of Agriculiure

Rural Development 4,670,000 - (65,000} 4,605,000 65,000

California Department of Water Resources 200,000 87,800 - 287,800 11,485

Hydrox Property Lease Payable 29,045 - {(5,676) 23,369 6,672
Total Business-Type Activity Debt $ 7347130 § 87,800 § (370.144) § 7,064,786 $§ 387,625
Compensated Absences

Government Activities g 107,927 % 18,132 § - % 126,059

Business-Type Activities $ 54,238 % - 3 (@87) § 49,367
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Note 7 — Long-Term Debt (Continued)

Long-term debt payable at June 30, 2011 was comprised of the following individual issues:

Lease Payable

Hydrox Property — In April 2001, the City entered into an agreement to purchase a Hydrox property for
$874,716. The City will make 15 annual payments of $82,715 each with accrued interest at 5.5242% per
annum.

Bond Payable

2001A Water and Wastewater Revenue Bonds - The City issued Wastewater Plant Improvement
Revenue bonds which consisted of $3,185,000 in bonds bearing interest at 2.6% to 4.4%. The interest is
payable each October 1 and April 1. The Bonds mature annually at various amounts through October 1,
2015.

Loans Payable

State of California Department of Water Resources — The State of California Department of Water
Resources granted a loan to the Water Fund of the City for construction of water facilities in the amount of
$1,685,595. Of this amount, $1,489,361 was drawn down from the State. The note calls for semiannual
payments of $37,234 including interest at 0% until July 2023.

The United States Department of Agriculture Rural Development — The United States Department of
Agriculture Rural Development granted a loan of $5,000,000 bearing interest at 4.25% to the Sewer Fund
for construction of wastewater facilities. The notes mature annually at various amounts through Aprif 1,
2044.

State of California Department of Water Resources — The City entered into a revolving loan agreement
with the State of California Department of Water Resources in March 2011, The agreement provides for a
loan of up to $3,372,800 for sewer system upgrades. Upon project completion $3,086,400 of this loan will
be forgiven through the receipt of a federal grant in the same amount. The final loan of $286,400 bears
interest at 1% per annum with repayment beginning September 1, 2011 over a twenty year period. As of
June 30, 2011, the City had received $286,400 in loan funds and $3,086,400 in federal grant funds.
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Note 7 — Long-Term Debt (Continued)

The annual requirement to amortize the principal and interest on all long-term debt at June 30, 2011 were

as follows:
Governmental Activities  Business-Type Activities
Years ending June 30, Principal Interest Principal Interest
2012 $ 60,385 § 16,007 $ 387,625 § 248,229
2013 63,354 12,322 404,718 234,339
2014 66,852 8,434 415,239 221,122
2015 75,806 4,330 425,172 207,174
2016 - - 443,078 192,212
2017-2021 - - 882,462 875,825
2022-2026 - - 772,635 770,037
2027-2031 - - 753,857 638,776
2032-2036 - - 835,000 480,038
2037-2041 - - 1,025,000 287,087
2042-2044 - - 720,000 62,050

$ 266397 § 41,093 § 7,064,786 $ 4,216,889

Note 8 — Special Assessment Districts (AD) Bonds

The City acts as an agent on behalf of the Greenhorn Creek Assessment District. The City is not liable for
the debt repayment but is merely acting as the property owner’s agent in handling the debt service
transactions by collecting assessments and forwarding them to the bondholders. The debt was refinanced
in 2006 through the issuance of $9,200,000 in new debt. Interest is payable semi-annually at rates ranging
from 3.375% to 5% with principal payments through 2018. The bond transactions are accounted for in an
Agency Fund. The current outstanding principal is $6,690,000.

Note 9 — Advances From/To Other Funds
In order to assist the Sewer Fund with its sewer line replacement project, the Water Fund lent it

$1,105,000 in June 2011. The loan will be repaid in annual installments of $200,000 plus interest at 2%
per annum.

Note 10 — Fund Balance

Fund Balance and Retained Earnings Deficits - The following is a summary of deficit fund balances
and retained earnings as of June 30, 2011:

Capital projects fund
TOT Emergency Service $ (2,603)
Redevelopment Agency (111,130)
Fire Impact Fees (2,144)

$  (115,877)
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Note 11 — Defined Benefit Pension Plan
Plan Description

The City of Angels contributes to the California Public Employees Retirement System (PERS), an agent
multiple-employer public employee defined benefit pension plan, PERS provides retirement, disability
benefits, annual cost-of-living adjustments, and death benefits to plan members and beneficiarics. 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

Participants are required to contribute 8% of their annual covered salary. The City makes the
contributions required of City employees on their behalf and for their account. The City is required to
contribute at an actuarially determined rate; the current rate is 17.171% for non-safety employces,
10.612% for firefighters, and 28.992% for police, of annual covered payroll. The contribution
requirements of plan members and the City are established and may be amended by PERS.

Annual Pension Costs

For 2011, the City’s annual pension cost of $523,059 for PERS was equal to the City’s required and actual
contributions. The required contribution was determined as part of the June 30, 2009, actuarial valuation
using the entry age normal actuarial cost method. The actuarial assumptions included (a) 7.75%
investment rate of return (net administrative expenses), (b) projected annual salary increases that vary by
duration of service, and (c) 3.25% per year cost-of-living adjustments. Both (a) and (b) included an
inflation component of 3.00%. 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 is being amortized as a level
percentage of projected payroll on a closed basis. The remaining amortization period at June 30, 2009 was
19 years.

THREE-YEAR TREND INFORMATION FOR PERS

Fiscal Annual Pension Percentage of Net Pension
Year Cost (APC) APC Contributed Obligation
6/30/2009 § 527,601 100% $ -
6/30/2010 542,282 100% -
6/30/2011 523,059 100% -

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 Angels 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 retirement data is no longer available.
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Note 12 — Post-Employment Health Care Benefits
Post Retirement Benefits

From an accrual accounting perspective, the cost of postemployment healthcare benefits, like the cost of
pension benefits, generally should be associated with the periods in which the cost occurs, rather than in
the future year when it will be paid. Prior to adopting the requirements of GASB Statement No. 45, the
City recognized the cost of postemployment healthcare in the year it was paid. With the implementation
of GASB Statement No. 45 the City will report the accumulated liability from prior years in order to
provide information useful in assessing potential demands on the City’s future cash flows. Recognition
and funding of the liability accumulated from prior years will be phased in over 30 years, commencing
with the 2009-2010 liability.

Plan Description

The City provides 50% of the monthly medical insurance premiums for retired employees only for life.
To be eligible for these benefits, the employee must be 55 years of age upon retirement with five (5)
years of service. As of June 30, 2011 the City had ten retired employees entitled to these health benefits.
The City is financing these benefits on a pay as you go basis.
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 360, 2011

Note 11 — Post-Employment Health Care Benefits (Continued)

Funding Policy

The contributions requirements of plan members and the City are established and may be amended by
the City. The City determines the required contributions using the Entry Age Normal Method. The
required contribution is based on projected pay-as-you-go financing requirements. For 2011, the
District contributed $17,559 to the plan through current year premium payments.

Membership in the plan consisted of the following at June 30, 2010, the date of the latest actuarial
valuation.

Retirees receiving benefits

[am—
[a—y

Active plan members eligible 4
Total 15
Retired employees:
Average Age 63.1
Average Retirement Age 60
Active members eligible:
Average Age 593
Average Service Years 14.3

Annual OPEB Cost and Net OPEB Obligation

The City’s annual OPEB cost (expense) is calculated based on the annual required contribution of the
employer (ARC), an amount actuarially determined in accordance with the perameters of GASB 45. The
ARC represents a level of funding that, if paid on an ongoing basis, is projected to cover normal cost each
year and amortize any unfunded acturarial liabilities (or funding excess) over a period of thirty (30) years.
The following table shows the amount contributed to the plan, and changes in the City’s net OPEB
obligation:

Annual required contribution (OPEB cost) b 153,483
Interest on net OPEB obligation 9,263
Adjustment to annual required contribution -
Annual OPEB cost (expense) 162,746
Age adjusted contributions made (17,559)
Increase in net OPEB obligation 145,187
Net OPEB obligation, beginning of year 132,327
Net OPEB obligation, end of year 3 277,514
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

Note 11 — Post-Employment Health Care Benefits (Continued)

The City’s OPEB obligation as of implementation of GASB Statement No. 45 is less than the actuarial
accrued liability of $1,045,436, all of which is unfunded. However, the OPEB obligation will be increased
prospectively to the actuarial accrued liability amount. The City’s annual OPEB cost, the percentage of
annual OPEB cost contributed to the plan and the net OPEB obligation was as follows:

Percentage of

Year Ended Annual Annual OPEB Net OPEB
June 30 OPEB Cost Contribution  Cost Contributed Obligation
2010 153,483 21,156 13.8% 132,327
2011 153,483 17,559 11.4% 277,514

Funding Status and Progress

The funded status of the liability as of June 30, 2011, was as follows:

Actuarial Project Unit Actuarial Unfunded Annual UAAL As

Valuation Credit Cost Value of Liability Funded Covered a % of
Date Accrued Liability Assets (Excess Assets) Ratio Payroll Payroll

06/30/10 1,045,436 - 1,045,436 0.0% 2,414,098 43.3%

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 employement, 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 status and progress, as shown above, presents multi-year trend
information abouth 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 plan members) and included the types of benefits provided at the time of
each valuation and the historical pattern of sharing of benefits costs between the employer and plan
members to that point. The actuarial methods and assumptions used include techniques that are designed to
reduce short-term volatility in actuarial accrued liabilities and the actuarial value of assets, consistent with
the long-term perspective of the calculations.
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

Note 11 — Post-Employment Health Care Benefits (Continued)

The annual OPEB cost was determined as part of the June 30, 2010 actuarial valuation. Additional

information as of the last actuarial valuations follows:

Valuation Date June 30, 2010
Actuarial Cost Method Entry Age Normal
Asset Valuation Method Market Value
Amortization Method Level Dollar Amount
Remaining Amortization Period 30 years
Actuarial Assumptions:

Investment Rate of Return 5.0%

Inflation Rate 3.3%

Payroll Increase 3.3%
Health Cost Trend Rates: Annual increases in premium

for retired medical and

prescription drug benefits are

assumed to be as follows:

Year After Valuation Date

2010
2011
2012
2013
2014
Thereafter

Note 12 — Joint Venture — Utica Power Authority

Medical Premiums
Actual Premiums

52%
5.5%
6.1%
6.6%
6.8%

The City of Angels entered into a joint exercise of powers agreement with Union Public Utility District
(UPUD) for the purpose of purchasing and operating the Utica/Angels Hydro Electric Projects. Each of
the member entities shall be responsible for paying one-half (1/2) of all UPA Project costs and liabilities,
including annual operation, maintenance and replacement costs of the Project, and all costs of maintaining
the Projects in compliance with requirements of the FERC or other regulatory authority. The agreement
establishes a separate and distinct entity, the Utica Power Authority (UPA). The UPA is not a component

unit of the City.
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NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

Note 13 - Risk Management/Joint Venture

The City participates with other public entities in a joint venture under a joint powers agreement which
establishes the Central San Joaquin Valley Risk Management Authority (CSJVRMA). The relationship
between the City and CSJVRMA is such that CSJVRMA is not a component unit of the City for financial
reporting purposes.

The City is covered for the first $1,000,000 of each general liability claim and $500,000 of each worker’s
compensation claim through the CSJVRMA. The City has the right to receive dividends and the obligation
to pay assessments based on a formula which among other expenses, charges the City's account for
liability losses under $50,000 and workers’ compensation losses under $50,000. The CSJIVRMA
purchases excess reinsurance from $1,000,000 to $15,000,000. The CSTVRMA participates in an excess
pool which provides workers’ compensation coverage from $500,000 to $1,500,000 and purchases excess
reinsurance above $1,500,000 to the statutory limit.

The CSIVRMA is a consortium of 55 cities in San Joaquin Valley, California. It was established under the
provisions of California Government Code Section 6500, et. seq. The CSTVRMA is governed by a Board
of Directors, which meets three to four times each year, consisting of one member appointed by each
member city. The day-to-day business is handled by a management group employed by the CSTVRMA.
The financial statements of CSJVRMA can be obtained at 1831 K Street, Sacramento, CA 95814.

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.

The City is a defendant in various lawsuits and claims, The City attorney anticipates that actual or
potential claims against the City, not covered by insurance, would not materially affect the financial
position of the City.
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CITY OF ANGELS

BUDGETARY COMPARISON SCHEDULE

GENERAL FUND
YEAR ENDED JUNE 30, 2011
Variance with
Final Budget
Budgeted Amounts Actual Positive/
Original Final Amounts {Negative)
Revenue
Taxes $ 2,048,042 § 2,048042 $§ 1,962,786 $ (85,256)
Licenses, permits and impact fees 57,600 57,600 114,276 56,676
Intergovernmental 20,000 20,000 499,493 479,493
Charges for services 115,138 115,138 119,946 4,808
Fines and forfeitures 27,000 27,000 16,694 (10,306)
Interest and rents 73,236 73,236 59,336 {13,900)
Other 2,500 2,500 3,238 738
Total revenue 2,343,516 2,343,516 2,775,768 432,252
Expenditures
Current
General government 542,713 542,713 697,610 (154,897)
Public works 110,795 110,795 61,568 49,227
Community development 318,777 318,777 353,449 (34,672)
Public safety 1,376,874 1,376,874 1,332,044 44 830
Parks and recreation 108,156 108,156 146,369 (38,213)
Debt Service
Principal 57,540 57,540 57,540 -
Interest and fiscal charges 16,904 16,904 16,904 -
Total expenditures 2,531,759 2,531,759 2,665,484 (133,725)
Revenue over (under)expenditures (188,243) (188,243) 110,284 298,527
Other Financing Sources
Transfers in (out) - net - - 101,803 101,803
Net Change in Fund Balance $ (1 88,243) $ (188,243) 212,087 3 400,330
Fund Balance
Beginning of year 1,461,087
End of year § 1,673,174
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BRYANT L. JOLLEY B

CERTIFIED PUBLIC ACCOUNTANTS Bryant L. Jolley C.PA.
Ryan B Jolley C.PA.

Darryl L. Simith C.pa.

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 Angels, California

We have audited the financial statements of the governmental activities, the business-type activities, each major
fund, and the aggregate remaining fund information of the City of Angels, as of, and for the year ended June 30,
2011, which collectively comprise the City of Angels basic financial statements and have issued our report
thereon dated December 1, 2011. We conducted our audit in accordance with auditing standards generally
accepled 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 Controf Over Financial Reporting

In planning and performing our audit, we considered the City of Angels 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.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal conirol over financial reporting
that might be significant deficiencies or material weaknesses and therefore, there can be no assurance that all
deficiencies, significant deficiencies, or material weaknesses have been identified. However, as described in the
accompanying schedule of findings and questioned costs, we identified certain deficiencies in internal control
over financial reporting that we consider to be material weaknesses and other deficiencies that we consider to be
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. Item
2011-1 and 2011-2.
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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 accompanying schedule of findings and questioned costs to be
significant deficiencies, Item 2011-3.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Angels 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.

We noted certain other matters that we reported to management of the City of Angels in a separate letter dated
December 1, 2011.

The City of Angels response to the findings identified in our audit is described in the accompanying schedule of
findings and questioned costs. We did not audit the City’s response and, accordingly, we express no opinion on
it.

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.

December [, 2011



BRYANT L. JOLLEY

CERTIFIED PUBLIC ACCOUNTANTS Bryant L. Jolley ¢:.pa.

Ryan P. Jolley c.PA.
Darryl I.. Smith C.Ba.
‘Itavis B. Evenson

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH
REQUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL
EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

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

Compliance

We have audited the compliance of the City of Angels (the “City”) with the types of compliance requirements
described in the U. S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that
could have a direct and material effect on each of its major federal programs for the year ended June 30,
2011. The City's major federal programs are identified in the summary of auditor’s results section of the
accompanying schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, contracts and grants applicable to each of its major federal programs is the responsibility of the
City's management. Our responsibility is to express an opinion on the City's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan
and perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about the City's compliance with
those requirements and performing such other procedures as we considered necessary in the circumstances.
We believe that our audit provides a reasonable basis for our opinion. Our audit does not provide a legal
determination on the City's compliance with those requirements.

In our opinion, the City complied, in all material respects, with the compliance requirements referred to above

that could have a direct and material effect on each of its major federal programs for the year ended June 30,
2011,

Internal Control over Compliance

The management of the City is responsible for establishing and maintaining effective internal control over
compliance with requirements of laws, regulations, contracts and grants applicable to federal programs. In
planning and performing our audit, we considered the City's internal control over compliance with the
requirements that could have a direct and material effect on a major federal program in order to determine the
auditing procedures for the purpose of expressing our opinion on compliance and to test and report on internal
control over compliance in accordance with OMB Circular A-133, but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an opinion
on the effectiveness of the City’s internal control over compliance.
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A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis.

A material weakness in internal control over compliance is a deficiency, or combination of deficiencies, in
internal control over compliance, such that there is a reasonable possibility that material noncompliance with
a type of compliance requirement of a federal program will not be prevented, or detected and corrected, on a
timely basis.

Our consideration of the internal control over compliance 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 compliance
that might be deficiencies, significant deficiencies, or material weaknesses. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses, as defined above.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type activities, each major
fund, and the aggregate remaining fund information of the City of Angels, as of and for the year then ended
June 30, 2011, and have issued our report thereon dated December 1, 2011. Our audit was performed for the
purpose of forming an opinion on the basic financial statements taken as a whole. The accompanying
schedule of expenditures of federal awards is presented for purposes of additional analysis as required by U.S.
Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and is not a required part of the basic financial statements. Such information is the
responsibility of management and was derived from and relates directly to the underlying accounting and
other records used to prepare the financial statements. The information has been subjected to the auditing
procedures applied in the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to
prepare the financial statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion, the
information is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

This report is intended solely for the information and use of the City Council, management and federal

awarding agencies and pass-through entities and is not intended to be and should not be used by anyone other
than these specified parties.

December 1, 2011



CITY OF ANGELS

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2011
Federal Agency or
Federal Grantor/Pass-through CFDA Pass-through Federal
Grantor/Program Title Number Number Expenditures
Environmental Protection Agency
Passed through California State Water Resources Control Board
ARRA - Capitalizaton Grant for Drinking Water State
Revolving Funds 66.458 09-812-550-0 § 1,379,028
U.S. Department of Transportation
Passed through California Department of Transportation
American Recovery and Reinvestment Act of 2009 20.205 ESPL-5206{011) 84,097

U.S. Department of Housing and Urban Development
Passed through California Department of Housing and Community Development

Community Development Block Grant 14.218 08-PTAE-5382 13,098
Total Federal Expenditures $ 1,476,223

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

NOTE A - SIGNIFICANT ACCOUNTING POLICIES

Funds received under the various grant programs have been recorded within special revenue and enterprise funds
of the City. The City utilizes the modified accrual method of accounting for the special revenue funds and full
accrual method for enterprise funds. The accompanying Schedule of Expenditures of Federal Awards has been
prepared accordingly.
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CITY OF ANGELS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2011

A.  Summary of Auditor’s Results
Financial Statements
Type of auditor’s report issued: Unqualified

Internal control over financial reporting:
o Material weaknesses identified? X Yes [] No
¢ Significant deficiency(ies) identified that
are not considered to be material

weaknesses? 4 Yes ]
* Non-compliance material to financial
statements noted? ] Yes X No

Federal Awards

Internal control over major programs:
»  Material weaknesses identified? | Yes X No
+ Significant deficiency(ies) identified that
are not considered to be material

weaknesses? ]  Yes D] None reported

Type of auditor’s report issued on compliance for
major programs: Unqualified

Any audit findings disclosed that are required to
be reported in accordance with Section 510(a) of
Circular A-133? L] Yes X No

Hdentification of Major Programs

None reported

CIFDA Number Name of Federal Program or Cluster

66.458 ARRA — Capitalization Grant for Clean Water
State Revolving Funds

Dollar threshold used to distinguish between

Type A and Type B programs: $300,000

Auditee qualified as low-risk auditee? O Yes X No




CITY OF ANGELS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
YEAR ENDED JUNE 30, 2011

B.  Findings — Financial Statements Aundit
Material Weakness

2011-1 — Bank Recongiliations

Condition: Several bank reconciliations were not completed accurately or timely,

Criteria: Failure to reconcile cash in a timely manner is a deficiency in internal controls over a significant
account balance.

Cause: There was lack of oversight and lack of accounting knowledge to ensure cash would be accurately
reconciled on a timely bass.

Effect: Not reconciling the bank accounts to the general ledger on a monthly basis means that errors or other
problems might not be recognized and resolved on a timely basis. Also, because of the significant delay in
providing accurate reconciliations, there was a delay in completing the audit.

Recommendation: Timely preparation of complete and accurate bank reconciliations is a key to maintaing
adequate control over cash receipts and disbursements. We recommend that management emphasize the
importance in preparing and turning over accurate bank reconciliations for review and approval. We also
recommend the proper review of the reconciliations when completed.

Management’s Response: The City has hired a full-time City Administrator to ensure that proper controls
are followed and that bank reconciliations are completed timely and accurately. The City Administrator will
verify that the bank reconciliations are reconciled to the general ledger on a timely basis.

Material Weakness

2011-2 — Journal Entry Support and Review

Condition: We noted that journal entries prepared by the City were not properly approved and support was
not kept with the journal entry.

Criteria: Adequate internal controls requires that journal entries be approved and contain adequate support.
Cause: The City does not have a policy of reviewing and approving journal entries.

Effect: The risk of errors and irregularities occurring and not being detected in a timely manner is increased
if journal entries are not reviewed and approved.

Recommendation: We recommend the City develop and incorporate a policy for reviewing and approving
journal entries.

Management’s Response: The City will develop a journal entry review and approval process and implement
the process to ensure all journal entries are properly supported.
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CITY OF ANGELS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
YEAR ENDED JUNE 30, 2011

B.  Findings - Financial Statements Audit (Continued)
Significant Deficiency
2011- 3 — Wire Transfers
Condition: We noted that wire transfers are being initiated without proper review.

Criteria: Adequate internal controls requires that wite transfers be reviewed and approved by person
independent of the general ledger and bank reconciliation.

Cause: The City does not have a policy for reviewing and approving wire transfers.

Effect: The risk of errors and irregularities occurring and not being detected in a timely manner is increased
if wire transfers are not reviewed and approved.

Recommendation: We recommend the City develop and incorporate a policy for reviewing and approving
wire transfers.

Management’s Response: The City will develop a wire transfer review and approval process and implement
the process to ensure that adequate internal controls exist for the bank accounts.
C. Findings and Questioned Costs — Major Federal Award Programs Audit

Significant Deficiencies and Instances of Noncompliance Related to the Audit of Major Federal Programs.

None noted.
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CITY OF ANGELS

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
YEAR ENDED JUNE 30, 2011

Summary Schedule of Prior Audit Findings

‘There were no prior year audit findings.
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BRYANT L. JOLLEY

CERTIFIED PUBLIC ACCOUNTANTS Bryant L. Jolley CLRA.
Ryan P. Jolley C.RA.

Darryl L. Smith C.RA.

Travis B. Fvcnson

INDEPENDENT AUDITOR’S REPORT

Honorable Members of the
City of Angels Redevelopment Agency
Angels Camp, California

We have audited the accompanying component unit financial statements of the governmental activities of
each major fund for the City of Angels Redevelopment Agency (Agency), 2 component unit of the City of
City of Angels, California, as of and for the year ended June 30, 2011, which collectively comprise the
Agency’s basic financial statements as listed in the foregoing table of contents. The component unit financial
statements are the responsibility of the Agency's management. Qur responsibility is to express an opinion on
the component unit financial statements based on our audit.

We conducted our audit in accordance with United States of America generally accepted auditing standards
and Governmental 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
component unit financial statements are free from material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the component unit financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management as
well as evaluating the overall component unit financial statement presentation. We belicve that our audit
provides a reasonable basis for our opinion,

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities of each major fund of the Agency at June 30, 2011, and the
respective changes in financial position, for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

The Agency 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 financial statements.

In accordance with Government Auditing Standards, we have also issued our report dated September 23, 2011
on our consideration of the Agency’s internal control over financial reporting and our tests of its compliance
with certain provisions of laws, regulations, contracts, 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 read in conjunction with this report in considering the results of our audit.

The accompanying financial statements have been prepared assuming that the Agency will continue as a
going concern. As discussed in Note 3 to the financial statements, the Agency has net deficiency in net assets
of $111,130 at June 30, 2011, that raises substantial doubt about its ability to continue as a going concern.
Management’s plan in regard to these matters are also described in Note 3. The financial statements do not
include any adjustments that might result from the outcome of this uncertainty.
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CITY OF ANGELS REDEVELOPMENT AGENCY

STATEMENT OF NET ASSETS
JUNE 390, 2011

Assets
Cash and investments

Total assets

Liabilities
Long-term debt
Due in more than one year

Total liabilities

Net Assets
Unrestricted (deficit)

Total net assets (deficit)

Governmental
Activities

111,130
111,130

(111,130)

$  (111,130)




CITY OF ANGELS REDEVELOPMENT AGENCY

STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2011
Net Revenue/(Expenses)
and Changes in Net Assets
Primary Government
Operating
Granis and Governmental
Expenses  Contributions  Activities Total
FUNCTIONS/PROGRAMS
Primary government:
Governmental activities:
Commaunity redevelopment - % - 3 - § -
Total governmental activities -3 - - -

GENERAL REVENUE
Transfer from City of Angels
Total general revenue

CHANGE IN NET ASSETS

NET ASSETS (DEFICIT)
Beginning of year
End of year

(111,130) (111,130)
$ (111,130) $§ (111,130




CITY OF ANGELS REDEVELOPMENT AGENCY

BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2011
Total
Governmental
Funds
ASSETS

Cash and investments
Total assets

LIABILITIES AND FUND BALANCE
Liabilities
Accounts payable
Total Habilities
Fund Balance
Unassigned
Total fund balance
Total liabilitics and fund balance




CITY OF ANGELS REDEVELOPMENT AGENCY

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCE TO NET ASSETS
OF GOVERNMENTAL ACTIVITIES
JUNE 30, 2011

Total governmental fund balances $

Amounts reported for governmental activities in
the statement of net assets are different because:

The liabilities below are not due and payable in the current period

and, therefore, are not reported in the Governmental Fund
Balance Sheet:

Advances from City of Angels (111,130)

Net assets of governmental activities $ (111,130)




CITY OF ANGELS REDEVELOPMENT AGENCY

NOTES TO COMPONENT UNIT FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

Note 1 — Summary of Significant Accounting Policies

Organization and Purpose — The City of Angels Redevelopment Agency (Agency) was formed
under the provisions of the Community Redevelopment Law (California Health and Safety Code).

The Agency is an integral part of the City of Angels. Accordingly, the accompanying basic financial
statements are included as a component of the basic financial statements of the City.

The financial statements of the City of Angels Redevelopment Agency have been prepared in
conformity with accounting principles generally accepted in the United States of America, as
prescribed by the Governmental Accounting Standards Board (GASB) and the American Institute of
Certified Public Accountants (AICPA), as applied to governmental units. The GASB is the accepted
standard-setting body for establishing governmental accounting and financial reporting principles.
The more significant of the Agency’s accounting policies are described below.

Government-wide Statements - The Statement of Net Assets and the Statement of Activities
include the financial activities of the overall Agency government. Eliminations have been made to
minimize the double counting of internal activities.

The Statement of Activities presents a comparison between direct expenses and program revenues
for each function of the Agency's activities. Direct expenses are those that are specifically
associated with a program or function and, therefore, are clearly identifiable to a particular function.
Program revenues include a) charges paid by the recipients of goods or services offered by the
programs and b) 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.

Fund Financial Statements — The fund financial statements provide information about the
Agency’s funds. Separate statements for each governmental fund are presented. The emphasis of
fund financial statements is on major individual funds, each of which is displayed in a separate
column, The Agency considers all its funds to be major funds.

Major Funds — GASB Statement No. 34 defines major funds and requires that the Agency’s major
governmental type funds to be identified and presented separately in the fund financial statements.
Major funds are defined as funds that have assets, liabilities, revenues, or expenditures equal to ten
percent of their fund-type total and five percent of the grand total. The Agency has determined that
all its funds are major funds,

The Agency reported the following major governmental fund in the accompanying financial
statements:

Redevelopment Agency Fund — This fund accounts for redevelopment activity.




CITY OF ANGELS REDEVELOPMENT AGENCY

NOTES TO COMPONENT UNIT FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

Note 1 —~ Summary of Significant Accounting Policies (Continued)

Measurement Focus, Basis of Accounting, and Financial Statement Presentation - The
government-wide financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting. Revenue is recorded when earned and expenses are recorded
when a liability is incurred, regardless of the timing of related cash flows.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenue is recognized as soon as
they are both measurable and available. Revenue is considered to be collectible when it is collectible
within the current period or soon enough thereafter to pay liabilities for the current period. For this
purpose, the Agency considers property taxes and other revenue to be available in the period for
which levied if it is collected within 60 days after 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 recorded only when payment is due. Capital asset acquisitions are reported as
expenditures in governmental funds. Procceds of general long-term debt and acquisitions under
capital leases are reported as other financing sources.

Non-exchange transactions, in which the Agency gives or receives value without directly receiving
or giving equal value in exchange, include property taxes, grants, entitlements, and donations. On
the accrual basis of accounting, revenue from property taxes is recognized in the fiscal year for
which the taxes are levied. Revenue from grants, entitlements, and donations is recognized in the
fiscal year in which all eligibility requirements have been satisfied.

Under the terms of grant agreements, the Agency provides funds for certain programs by a
combination of specific cost-reimbursement grants, categorical block grants, and general revenues.
Thus, when program expenses are incurred, there are both restricted and unrestricted net assets
available to finance the program, The Agency’s policy is to first apply cost-reimbursement grant
resources to such programs, followed by general revenues.

Estimates — The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America, as prescribed by the GASB and the AICPA
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.

Net Assets

Government-wide Financial Statements

Unrestricted Net Assets — This amount is all net assets that do not meet the definition of “invested in
capital assets, net of related debt” or “restricted net assets”,

Fund Financial Statements

Fund Equity — Restrictions of fund balances of governmental funds are created to either report legal
covenants, including State laws that require a portion of the fund equity to be segregated or identify
the portion of the fund equity not available for future expenditures.




CITY OF ANGELS REDEVELOPMENT AGENCY

NOTES TO COMPONENT UNIT FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2011

Note 2— Long-Term Debt
Changes in long-term debt for the year ended June 30, 2011 were as follows:

Balance Balance
July 1, 2010 Additions Retirements  June 30, 2011
Advances from the City of Angels  § 111,130 §$ - - % 111,130

b 111,130 $ - - 111,130

$
$

Advance Payable — The City of Angels advanced $111,130 to the Agency with a 0 % interest rate
and no payment due date.

Note 3 — Going Concern

The Agency has a deficit net asset balance as of June 30, 2011, which raises doubt about its ability to
continue as a going concern. The deficit has occurred due to the Agency incurring start up costs in

excess of revenues. Once the redevelopment agency is active, the Agency will be able to reverse the
deficit.




BRYANT L. JOLLEY

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

Darsyl L. Smith C.EA.

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

Honorable Members of the
City of Angels Redevelopment Agency
City of Angels, California

We have audited the financial statements of the City of Angels Redevelopment Agency, as of, and for the year
ended June 30, 2011, and have issued our report thereon dated September 23, 2011. 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 Angels Redevelopment Agency'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 an opinion on the effectiveness of
the Agency’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Agency’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
misstatements on a timely basis. A material weakness is a deficiency, or 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 afl 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 Agency'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. Such provisions include those provisions of laws identified in the Guidelines for
Compliance Audits of California Redevelopment Agencies, issued by the State Controller and as interpreted in
the Suggested Auditing Procedures for Accomplishing Compliance Audits of California Redevelopment
Agencies, issued by Governmental Accounting and Auditing Commitiee of the California Society of Certified
Public Accountants. 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 management, the Governing Board, others within
the entity, and the State Controller and is not intended to be and should not be used by anyone other than these
specified parties. However, this report is a matter of public record and its distribution is not limited.

September 23, 20
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BRYANT L. JOLLEY

CERTIFIED PUBLIC ACCOUNTANTS Bryant L. Jolley G.RA.
Ryan B Jolley ci.ea.

Darryl L. Smith C.BA.

Travis B. Evenson

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

We have audited the financial statements of the City of Angels, California (City) for the year ended
June 30, 2011, and have issued our report thereon dated December 1, 2011. Professional standards
require that we provide you with the following information related to our audit.

Our Responsibility under Generally Accepted Auditing Standards

As stated in our engagement letter, our responsibility, as described by professional standards, is to
plan and perform our audit to obtain reasonable, but not absolute, assurance that the financial
statements are free of material misstatement and are fairly presented in accordance with generally
accepted accounting principles of the United States of America, Because an audit is designed to
provide reasonable, but not absolute, assurance and because we did not perform a detailed
examination of all transactions, there is a risk that material errors, fraud, or other illegal acts may
exist and not be detected by us.

As part of our audit, we considered the internal controls of the City. Such considerations were
solely for the purpose of determining our audit procedures and not to provide assurance concerning

such internal control.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to
yOLL

Significant Accounting Policies

Management has the responsibility for selection and use of appropriate accounting policies. In
accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting policies and their application. The significant accounting policies
used by the City are described in the notes to the financial statements.

We noted no transactions entered into by the City during the year that were both significant and
unusual, and of which, under professional standards, we are required to inform you, or transactions -
for which there is a lack of authoritative guidance and consensus.

!
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Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management and
are based on management's knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because of
their significance to the financial statements and because of the possibility that future events
affecting them may differ significantly from those expected. There were no significant estimates
affecting the financial statements.

Corrected and Uncorrected Misstatements

For purposes of this letter, professional standards define significant audit adjustments as a
proposed correction of the financial statements that, in our judgment, may not have been detected
except through our auditing procedures. An audit adjustment may or may not indicate matters that
could have a significant effect on the City's financial reporting process (that is, cause future
financial statements to be materially misstated). The following material misstatements detected as
a result of audit procedures were:

* Adjustments for the current year to properly reflect grant receivables and related activity
and to adjust year end closing journal entries.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a
matter, whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or
auditing matter that could be significant to the financial statements or the auditor's report. We are
pleased to report that no such disagreements arose during the course of the audit.

Consultation with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a "second opinion” on certain situations. Our professional
standards require a consulting accountant to check with us if a consultation involves application of
an accounting principle to the City's financial statements or a determination of the type of auditor's
opinion that may be expressed on those statements. This is to ensure that the consultant has all of
the relevant facts. To our knowledge, there were no such consultations with other accountants.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and
completing our audit.

Management Representations

We have requested certain representations from management that are included in the management
representation letter,



Other Audit Findings and Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the governmental unit’s
auditors. However, these discussions occurred in the normal course of our professional relationship
and our responses were not a condition to our retention.

This report is intended for the use of management, the City Council, and others within the
organization, and it’s not intended to be and should not be used by anyone other than these
specified parties.

Decemberfl, 2011



BRYANT L. JOLLEY

CERTIFIED PUBLIC ACCOUNTANTS Bryant L-JOHCY C.PA.
Ryan P Jolley C.2A.

Darryl L. Smith C.RA.

“Travis B. Evenson

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

In planning and performing our audit of the financial statements of the City of Angels, California
(City) for the year ended June 30, 2011, we considered the City’s internal control to plan our
auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on the internal control.

However, during our audit, we noted certain matters involving the internal control and other
operational matters that are presented for your consideration. This letter does not affect our report
dated December 1, 2011 on the financial statements of the City. We will review the status of these
comments during our next audit engagement, Qur comments and recommendations, all of which
have been discussed with appropriate members of management, are intended to improve the internal
control or result in other operating efficiencies. We will be pleased to discuss these comments in
further detail at your convenience, perform any additional study of these matters, or assist you in
implementing the recommendations. Qur comments are summarized as follows:

Bank Reconciliation Discrepancy — As mentioned in our audit report we noted a material
weakness with the reconciliation of the City’s bank accounts. After substantial auditing and
review of bank statements and the general ledger we were not able to identify approximately
$15,000 in discrepancies between the general ledger and the bank statements. Since this
amount is below our materiality level, it did not affect our opinion on the City’s financial
statements. We did not audit or substantiate every transaction that affected cash so the actual
difference could vary. The City should weigh the cost versus the benefit of re-reconciling the
bank accounts to identify the discrepancies.

Terminate City of Angels of Redevelopment Agency — The Redevelopment Agency has
not been operated as a Redevelopment Agency for many years. We recommend terminating
the Redevelopment Agency.

Year-End Accounting for Accounts Payable — During the current year rather than record
accounts payable as a liability, July 2011disbursements that pertained to the fiscal year ended
June 30, 2011 were dated as June 2011 checks, thereby understating cash and accounts
payable. Although the batches that were done this way could be identified to properly record
accounts payable, it added difficulty to reconciling cash as the outstanding check list
included these checks. Ultimately a manual outstanding check list had to be created in order
to ensure the outstanding check list was accurate. We recommend creating the check batches
in the fiscal year they pertain to and then creating a spreadsheet to support the journal entry
that is necessary to properly record accounts payable in its respective fund.

4
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Payroll Tax Deposit Penalties —~ During our audit we noticed the City was assessed
penalties from the Internal Revenue Service for not properly filing payroll taxes and
correspondence. The IRS has stringent deadlines for remitting payroll taxes and they must
be met in order to avoid penalties. We recommend the City has in place the proper
procedures to ensure taxes are paid timely and accurately.

Payroll Time Sheet Approval — During our audit we noted several instances where time
sheets were not approved by the supervisor. Although, time sheets are reviewed by the
Finance Department it is the City’s policy for supervisors to sign off on employee time
sheets. We recommend the Finance Department ensure all time sheets are signed by the
appropriate supervisor prior to submitting payroll.

We believe that the implementation of these recommendations will provide the City with a stronger
system of internal accounting control while also making its operations more efficient. We will be
happy to discuss the details of these recommendations with you and assist in any way possible with
their implementation.

This report is intended solely for the information and use of the City Council and management.
However, this report is a matter of public record and its distribution is not limited.




