ITEM NO. 8
COUNCIL AGENDA ITEM
FEBRUARY 3, 2015

PREPARED BY: Jami Westervelt, Finance Manager

SUBJECT: Review and Accept the City’s Annual Audit Report, Single Audit and
SAS Letter for Fiscal Year 2012/2013

BACKGROUND/DISCUSSION

Each year, the City contracts with an independent firm to prepare an audit of the
preceding fiscal year's financial transactions. As was the case with the audit the prior
year, the FY 12-13 work and report was completed by the firm Nicholson & Olson, LLP.

The audit for FY 12/13 has been completed, the audit document has been finalized, and
the auditor is prepared to make a report to the Council. The attached audit
(Attachment 1) includes the necessary technical review in addition to the financial
statements and independent auditors report on internal controls. In addition, the audit
includes a management letter as well as a Single Audit (also known as an A133 audit)
which is required in any year where the City receives over $500,000 in federal funds. The
auditors have again issued an “unqualified opinion.” Jim Gozzo, Audit Manager for
Nicholson & Olson, LLP; will be at the Council meeting to present the audit and answer
any questions.

RECOMENDATION:
Council review and accept the City of Gustine Annual Audit Report, management letter
and the single audit for Fiscal Year 2012/13.

EXHIBITS:
A) Independent Auditor's Report (Which Includes Financial Statements and
Independent Auditor’'s Report on Internal Controls)

B) Management Letter
C) Single Audit (A133 Audit)
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INDEPENDENT AUDITOR'S REPORT

Honorable Mayor and Members of the City Council
~City of Gustine
Gustine, Callfornla

We audited the accompanying financial statements of the governmental
activities, the business-type activities, each major fund, and aggregate
remaining fund information of the City of Gustine, California (Clty) as of
. and for the year ended June 30, 2013 which collectively comprise the
City's basic financial statements listed in the table of contents. These
financial statements are the respon3|b|hty of the City's management. Our
responsibility is to express opinions on these financial statements based

on our audit. S

We conducted our audlt in accordance with auditing standards generally
accepted in the United States of America and the ‘'standards applicable to
financial audits containeéd 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 inciudes 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 prowdes a
reasonable basis for our opinions.

As discussed in Note 1, the City prepares |ts financial statements on the
modified cash basis, WhICh is a comprehensive basis of accounting other
than accounting prmc|ples generally accepted in the United States of
America.

'In our opinion, the financial statements referred to prewously present
fairly, in all material respects, the respective financial position-modified
cash basis of the government activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City of
Gustine at June 30, 2013, and the respective changes in financial
position-modified cash ‘basis thereof, for the year then ended, in
conformity with the basis of accounting described in Note 1. :

Management has not presented Management’s Discussion and Analysis
(MD&A) that accounting prmmples generally accepted in the United States
of America have determined is necessary to supplement the basic
financial statements. . Such missing information, although not required fo
be part of the basic financial statements, is required by the Governmental
Accountmg Standards Board, who considers it to be an essential part of
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financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. Our opinion on the basic financial statements is not
affected by this missing information. S

Accounting principles generally accepted in the United States of America require that the
budgetary comparison information on pages 34 through 36 be presented to supplement the
basic financial statements. Presentation in accordance with modified cash basis of °
accounting allows, but does not require this supplementary information. Such information,
although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting
for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the  required
supplementary information in accordance with auditing standards generally accepted in the -
United States of America, which consisted of inquiries of management regarding the
methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, -and other
knowledge we obtained during our audit of the basic financial statements. We do not
express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide an
_assurance, ‘

In accordance with Governmental Auditing Standards, we have also issued our report dated
November 24, 2014 on our consideration of the City of Gustine’s internal control over
financial reporting and on our tests of its compliance with certain provisions of law,
regulations, contracts, and grant agreements and other matters. The purpose of that report
is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in
assessing the resuits of our audit

Qur audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the City of Gustine’s financial ‘statements as a wholé. The
combining and individual hon-major fund financial statements and supplemental information
are presented for purposes of additional analysis and are not a required part of the financial
statements. The combining and individual non-major fund financial statements are the
responsibility of management and were: derived from and relate 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
statement 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 i fairly stated in all material respects in relation to the financial
statements taken as a whole. ' '

Yectolson & Olson

Certified Public Accountants
Roseville, California
November 24, 2014
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CITY OF GUSTINE
Statement of Net Assets
Arising from Cash Transactions

June 30, 2013
Governmental Business-type
Activities Activities Total
Assots ' . .
Cash and Investments $' 3,356,662 $ - $ 3,356,662
Cash with fiscal agents - 175,221 176,221
Accounts receivable ' 29,002 | - 29,002
Loans receivable ' 47,752 - 47,752
Deposits and other assets 98,633 ; 33,142 131,675
Internal balances (3,656,934) 3,656,934 ; -
Total Assets . (124,895) 3,865,297 3,740,402
Liabilities - : '
Customer deposits and other ‘ - 81,042 81,042,
Non-current liabilities .
Due within one year 11,295 267,853 279,148
Due in-‘more than one year 1,386,557 3,150,117 4,536,674
* Total Liabilities 1,397,852 o 3,499,012 4,896,864
Net Assets
Restricted for: ;
Capital projects ; 705,906 - 705,006
Debt service : 63,919 175,221 239,140
Housing 382,132 _ - 382,132
Streets 469,491 - 469,491
Public Safety 3,686 - 3,686,
Unrestricted (3,147,881) 191,064 (2,956,817)
Total Net Assets (Deficit) $ (1,522,747) $ 366,285 3. (1,156,462)

The accompanying notes to financial staterhents are an integral part of this finahcial statement
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CITY OF GUSTINE
Statement of Activities
Arising from Cash Transactions
For the Fiscal Year Ended June 30, 2013

Program Revenues

Operating Capital
Charges for ~ Contributions Contributions
Primary Government Expenses - _Services and Grants and Grants
Governmental Activities: '
General government $ 1461805 § 188,973 § - $ .
Public Safety : . ' 1,453,881 48,350 125400 .
Pubtlic works ' 223,366 68,750 104,344 ;
Community development 99,218 : 28,750 96,750
Parks and recreation 165,997 37,890 -
Interest on long-term debt 17,385 - . - -,
Total Governmental Activitiés 3,421,652 373,713 - 326,494
Business-type'Activities: - -
Water- L : 650,068 819,086
Sewer . 923,361 871,152
- Refuse ' 457,206 457,315
Airport 456,560 81,035 357,581 -
Total Business-typée Activities - 2,487,195 2,229,488 357,581 -
Total Primary Government $ 50908847 § - 2,603201 $ 684075 $ -

General Revenues:
Taxes: '
Property taxes
Utility user taxes
Sales and use taxes
- Franchises
Use of money and property
Motor vehicle in-lieu, unrestricted
Other <

Change in Net Assets
Net Assets (Deficit), Beginnihg of Fiscal Year (restated)

Net Assets (Deficit), End of Fiscal Year

The accompanying notes to financial statements are an integral part of this financial statement
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Changes in Net Assets

Governmental Bussiness-type !
- Activities Activities . Total
$ (1,272,832) 3 L $(1,272,832)
(1,279,131) § (1,279,131)
(50,272) . - (50,272).
26,282 e 126,282 -
" {128,107) . . . (128,107)
" (17,3885) : - . (47,385)
$_ (2,721,445) A (2,721,445)
169,918 169,918
+(52,200) " (52,209)
109 - M09
(17,944) (17,944)
99,874 99,874
$ (2,721,445 % 99,874 (2,621,571)
352,731 ' 352,731
1924,998 . 224,998
429,168 : 429,168
79,956 © 79,956
70,655 _ 1,504 72,159
271,928 . . ‘ : 271,928
177,689 : : 177,689
(1,114,320) 101,378 (1,012,642)"
. (408,427) 264,907 (143,520)
§  (1522747)  § 366285 = $(1,156.462)

The accompanying notss to financial sz‘ateménts'aré an integral part offhisﬁnéncia/ statement
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Asseots
Cash
Due from other funds
Accounts receivable
Deposits and other assets
Loans repeivabfe

Total Assets,

Liabilities
Due to other funds
Deferred revenue
Other liabilities -

Total Liabilities

Fund Balances
Reserved for capital projects
_ Reserved for debt service
Unreserved, undesignated
" General fund
Capital projects funds
Special reveunue funds

Total Fund Balances

Total Liabilities and Fund Balances

, CITY OF GUSTINE.

Statement of Assets, Liabilities, and Furid Balances

Arising from Cash Transactions
Governmental Funds

June 30, 2013

Utility Non-Major Total
General Tax USDA Governmental Governmental
Fund Fund Fund Funds Funds
$ 3,356,662 $ - 3 - § - $ 3,356,662
g 817,798 - . 1,596,678 2,414,476
i 3,047 - 26,045 29,092
98,533 . . = 98,533
. - . 47,752 47,752
$ 34551958 $ 820,845 § . - § 1,670475 § 5946515
$ 3,762,426 S - $2087387 $ 221597 § 6,071,410
3,762,426 — 2087387 221,507 5,071,410
$ . - 733,843 733,843
& 5 - 63,919 63,919
(307,231) . . - (307,231)
- " ” (11,575) (11,575)"
- 820,845 (2,087,387) 662,691 (603,851)
(307,231) 820,845 {2,087,387) 1,448 B78. (124 895)
$ 3455195 $ 820845 $ - . $ 1670475 - § 5946,515

The accompanying notes to financial statements are an integral part of this financial statement
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CITY OF GUSTINE
Reconmhat:on of the Statement of Assets, Liabilities, and Fund balances
Arising from Cash Transactions
To the Statement of Net Assets Arising from Cash Transactlons
- June 30, 2013

Fund balances (deficits) of governmental funds : ~§  (124,895)

Amounts reported in the governmental activities in the statement
of het assets are dn‘ferent because:

Long-term liabilities are not due and payable in the current
period and, therefore, are not reported in the government funds:

Notes payable $ 313,743
2011 COP (City Hall) 1,006,036

Compensated absences 78,073° (1 ,397,2352)

Net assets (deficit) of governmental activities $ (1,522,747)

- The accompanying notes to financial statements are an integral part of this financial statement
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Revenues
' Taxes-

Licenses and permits
Fines and penaltles
Investment earnings
Intergovernmental
Charges for services
 Other revenues

Total Revenues

Expenditures
Current:

General government
Public safety

Public wqus
Community development
Parks and recreafion

Flanning
Debt service:
Principal
Interest

Total Expenditures

Excess of revenues over
(under) expenditures

Other Financing Sources (Uses)
USDA [oan advances

Transfers in
Transfers out

Total Other Financing Sources (Uses)
Net change in Fund Balance

Fund balances, beginning of year
Prior period adjustments

Fund'balances, beginning of yéar (restated)

Fund balances (deficit), end of fiscal year

CITY OF GUSTINE

. Governmental Funds

For the Fiscal Year Ended June 30, 2013

Statement of Revenues, Expenditures, and Changes in Fund Balances
‘Arising from Cash Transactions

The accompanying notes to financial statements are an integral part of this financial statement
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Utility Non-Major Total
General Tax "USDA Governmental ~ Governmental
Fund Fund Fund Funds Funds
$ 861855 § 224908 § - 8 20 $ 1,086,873
52,769 - - . 52,769
17,044 - - - 17,044
65,626 1,916 - 3,113 70,655
397,369 - - 214,938 612,307
73,118 5,170 B 214,674 292,962
. 177,605 84 - - 177,889 .
1,645,386 232,168 - 432,745 2,310,299
262,383 43,329 982,861 173,262 1,461,805
1,453,836 : - ‘ - ‘45 1,453,881
12,894 - - 210,472 . 223,366
30,730 - - 4,020 34,750
165,997 - - - 165,997
64,468 - - - 64,468
- - 13,315 - 13,315
- 17,385 - 17,385
1,990,278 43,329 1,013,561 387,789 3,434,967
(344,892) 188,839 (1,013,561) 44,948 (1,124.668)
- 291,907 - 291,907
50,308 - - - 50,308
- (50,308) - (2,967) (53,275)
50,308 (50,308} 291,907 (2,967) 288,940
(294,584) 138,531 (721,654) 41,979 (835,728)
(12,647) 682,314 (1,365,733) 1,267,482 571,416
= - 139,417 139,417
(12,647) 682,314 {1.365,733) 1,406,399 710,833
$ (307,2'31) $ 820845 § (2,087,387) $ 1448878 % (124,895)



CITY OF GUSTINE
Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balances
Arising from Cash Transactions =
To the Statement of Activities Arising from Cash Transactions
For the Fiscal Year Ended June 30, 2013

Net change in fund balance - total governmental funds ' $ (835,728)

Amounts reported for governimental actlwtles in the statement of activities - .
differ because: . |

Debt repayments are reported as expenditures in the governmental
 funds.The repayment is not an expense in the statement of ac’uwt;es
as it is a reduction of a long-term liability. :

Note payable - principal paid ‘ 13,315.
Proceeds from USDA advances LS (291,907)
Change in net assets of governmental activities : ; $ (1,114,320)

The accompanying notes to financial statements are an integral part of this financial statement
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CITY OF GUSTINE
Statement of Assets, Llabilities, and Net Assets
Arising from Cash Transactions
Proprietary Fund Types
June 30, 2013

Enterprise Funds '

" Water Sewer Refuse Aitport Totals

ASSETS

Current Assets ‘ _

Cash and investments with fiscal agent $ - % 175221 § - 3 - § 175,221
Due from othér funds 1,028,814 1,872,546 - - 3,801,360
Total Currenf Assets ' ; 1,928,814 2,047,767 - e 3,976,581
Other Assefs . o :
Deferred charges - 33,142 - i - 33142
Total Assets $ 1,928,814 $2080909 % - 5 - $ 4,009,723
LIABILITIES . :
Current Liabillties ik ;

.Customer Deposits $ 81,042 - % - 3 - § 81,042
Due to other funds - - 120,601 23,825 144,426
Long term debt due within one year ' 91,100 176,753 - - © 267,853
Total Current Liabilitles ' 172,142 176,753 126.601 23,825 493,321

Long-term Liabilities i
Compensated absences 6,674 9,073 7,663 1,801 26,111
USDA loan advances " 1,245,917 R . -, - 1,245,917
Long-term debt due in more than one year 651,200 1,226,888 - - 1,878,089

Total Long-term Liabilities N ¢ -'1,90_3,791 1,236,862 7,663 1,801 3,150,117
Total [;iabilities 20759833 . 1413615 128,264 . 25626- 3,643,438

Net Assets (Deficit)

Restricted for debt service - 175,221 - - . 175221,
Unrestricted ' (147,119) 492,073 {128,264)  (25,626) 191,064
Total Net Assets (Deficit) (147,119) 667,294 (128,264) (25,626) 366,285
Total Liabilities and Net Assets . $ 1,928,814 $ 2,080,909 3 - % .. -  $4009,723

-

The accompanying notes to financial statements are an infegra7 part of this financial statement.
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. CITY OF GUSTINE '
Statement of Revenues, Expenses, and Changes in Net Assets
' Arising from Cash Transactions
Proprietary Fund Types
For the Fiscal Year Ended June 30, 2013

Enterprise Funds

: Water Sewer Refuse Alrport Totals
OPERATING REVENUES . .
Service charges § 810745 § 872269 § 457514 $ 81,066 = § 2,221,594 °
Connection fees . 8,470 - - 8,470
Intergovernmental grants - - - 357,581 357,581
Other reveune 928 2 - ' . 928
Total Operating Revenues - 820,143 872,269 457 514 438,647 2,588,573
QPERATING EXPENSES o
Salaries & wages 251,890 - 195,869 . 4,213 34,519 486,491
Employee beriefits 112,412 113,538 322 6,991 233,263
Contract services - 53,842 80,456 396,881 2,095 533,274
Maintsnance and operation 28,693 221,035 46,219 397,035 692,982
tnsurance 28,816 28,901 4,411 8,951 71,079
Office supplies 25,820 10,484 5359 . 2,239 43,702
Utilities . 123,489 201,624 - 4,761 329,874
Total Operating Expenses - 624762 - 851,907 457,405 456,591 . 2,390,665
OPERATING INCOME (LOSS) 195,381 . 20,362 108 (17,944) 197,908
NON-OPERATING REVENUE (EXPENSE) _ - '
Interest income : 187 . 1,117 199 "3 1,504
Interest expense (39,979) (61,022) - - (101,001)
Operating transfers - in (ouf) ! 14,516 . (11,549) - - 2,967
Total Non-Operating Revenue (Expense) (25,306) (71,454) - 199 31 (86,530)
Changes in Net Assets . 170,075 " (51,092) © 308 (17,913) 101,378
Net Assets (Deficit), Beginning of Year " (317,184) 718,386 (128,572) (7.713) 264,907
Net Assets (Deficit)., End of Year § (147119) $ 667,294 § (128,264) $ (25628) $ 386,285

The accompanying notes to financial statements gre an integral part of this financial statement.
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CITY OF GUSTINE
Statement of Cash Flows Arising From Cash Transactions
Proprietary Fund Types
For the Fiscal Year Ended June 30, 2013

Enterprise Funds

Water Sewer Refuse Alrport Totals

Cash Flows from Operating Activities ‘
Cashreceived from customers and users - $ 806,745 § 872,269 $ 457,514  $438,647 $2575,175

Cash paid to suppliers : (260,460) (542,500) 452,870y  (415,081) (1,670,911
Cash paid to employees (364,302) (309,407) (4,535) (41,510) (719,754)

Net cash provided by (used) ' :
by operating activities 181,983 20,362 109 (17,944) 184,510

Cash Flows from Capital and
and Financing Activities )
USDA loan advances 617,603

\ - i - - 617,603
(Increase) decrease In due fro other funds (672,964) 201,995 (308) 17,913 (453,364)
Repayment of long-term debt . (86,800) (168,568) - - .. {255,368)
interest paid ~(38,979) (61,022) - - (101,001)
Net cash provided by {used) ; - .
by Capital and Financing activities {182,140) (27,595) (308). . 17,813 - (192,130)
Cash Flows from Investing Activities _
Interest received : . 1657 ‘1117 199 31 1,504
Net increase (decrease) in cash and $
cash equivalents - (6,116) - - (6,116)
Cash and Cash equivalents, _ .
Beginning of year ' : - 181,337 . - 181,337
Cash and Cash equtvalents, : i
. End ofye_ar : . $ - $ 175221 3 - $ - $§ 175221
Reconciliation to Statement of Net Assets ,
Cash and Investments with fiscal agents 3 - % 175,221 $ - % - § 175,221

Reconciliation of Operating Incoime
{Loss) fo Net Cash _Provided by (Used)
by Operating Actlvities:
Operating Incorme (loss) $ 195381 - & 20,362 § 77678 $ (17,944) $§ 275477
Adjustments to reconcile operating income
(loss) te net cash provided by (used) by
operating activities:

(Increase) decrease in deferred charges {11,679) - - o (11,679)
(Decrease) increase in customer deposits 450 : . - - 450
(Increase) decrease in accounts recelvable (2,169) - (77,569) - {79,738)
Total adjustments (13,398) - * (77,569) - (90,967)

Net cash provided by (used) by
Oprating Activities - $ 181983 § 20362 $ 108 $ (17.944) 3 184,510

The accompanying notes to financial statements are an infegral part of this financial statement,
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CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2013

The notes to the financial statements include a summary of significant accounting
policies and other notes considered essential to fully disclose and fa|rly present the '
transac‘uons and financial position of City of Gustine. :

| Note
Note
Note
Notes
Note
Note
Note
- Note
Note
Note
Note

Note

1- Reporting Entity and Significant Accounting Policies ‘

2

3
4 —
5
6 —

7 -
8

g-

- Stewardship, Compliance, and Accountability

Cash and Investments .
Property Taxes

Long Term Debt

Interfund Activities

Pension Plan Obligation

Risk Management

Contingencies and Commitments

10 — Dissolution of Redevelopment Agency

11 — Prior Period Adjustments . .

" 12 - Subsequent Events



CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2013
. Note 1 - Reporting Entity and Significant Accounting Policies

Description of the Reporting Entity

The ‘City of Gustine is a municipal corporation, operating as a general law city, and
governed by a city council of five members. As required by accounting principles
generally accepted in the United States of America, these financial statements present
the City of Gustine (the ptimary goverrment). In the prior year the City's financial
statements included the City's Redevelopment Agency as a blended component unit,
however, the Redevelopment Agency has been dissolved (see Note 10). There are no
- blended or discreetly presented component units in the Financial reporting Entity.

Financial Statement Presentation

Government-wide Statements: The Statement of Net Assets - Arising from Cash
Transactions and-the Statement of Activities - Arising from Cash Transactions include
the financial activities of the overall City government. Eliminations have been made to
minimize the double counting of internal activities.

The Statement of Activities - Arising from Cash Transactions presents a comparison
between direct expenses and program revenues for each function of the: City’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 révenues
include 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, mcludlng all taxes, are presented as general revenues.

Fund Financial Statements: The fund financial statements provide information about
the. City’s funds. Separate statements for each governmental fund are presented. The
emphasis of fund statements .is on deV[duaI funds, each of which is displayed in a
separate column, : :

-13-



CITY OF GUSTINE .
Notes to Basic Financial Statements
June 30, 2013

Note 1 - Reporting Entity and Significant Accounting Policies (continued)
Financial Statement Presentation (continued)

Governmental fund financial statements include a Statement of Assets, Liabilities, and
Fund Balances Arising from Cash Transactions, and a Statement of Revenues,
Expenditures, And Changes in Fund Balances Arising from Cash Transactions, for all
major governmental funds and non-major funds aggregated. An accompanying
statement is presented to reconcile and explain the differences in net assets as
presented- in these statements to the net assets presented in the government-wide
ﬂnancnal statements.

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

The reconciliation of the Fund Financial Statements to the Government-wide Financial
Statements is provided to explain the differences created by the integrated approach of
GASB Statement No. 34.

Proprietary fund fnanciat statements: Proprietary fund financial statements include a
Statement of Assets, Liabilities, and Net Assets Arising from Cash Transactions, a
Statement of Revenues collected Expenses paid, and Changes in Net Assets /-\rismg
from Cash Transactions, a Statement of Cash Flows Arising from Cash Transactlons for
alt proprietary funds.

Proprietary funds are accounted for using the modified cash basis. Under the modified
cash basis of accounting, only revenues collected, expenses paid, and assets and
liabilities arising as a result of cash transactions are recognized. Furthermore, ¢ash and
investments are reported at fair value. Therefore, receivables, capital assets, accrued
income and expenses, payables, and deferred expenses, which would be recognized
under U.S. generally accepted accounting pnnc;lples and which may be material in
amount, are not recognlzed Operating revenues in the proprietary funds are those
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CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2013
Note 1- Reporting Entity and Significant Accounting Policies (continued)

Financial Statement Presentation (continued)

revenues that are generated from the primary operations of the fund. All other revenues
are reported as non- operatlng revenues. Operating expenses are those expenses that
are essential to the primary operations of the fund All other expenses are reported as
non-operating expenses.

Accounting Policies

The City of Gustine records transactions, and accordingly, these financial statements
were prepared, using the modified cash basis of accounting. This is a comprehenswe
basis of accounting other than 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. The following are
some of the ways that modified cash basis of accounting principles generally accepted
in the United States of America. : :

Accounting principles generally accepted in the United States of America require all
governmental funds to use the modified accrual basis of accounting. ‘Revenues should
be recognized when they become measureable and available as net current assets.
The City of Gustine, however, recognizes revenue when-it is received by the City.

Taxpayer-assessed income, gross receipts, and sales taxes are recognized when the
revenue is received by the Crty Refunds of such taxes are recognized when they are
paid. Under accounting principles generally accepted in the United States of America,

these taxes are considered “measureable” when in the hands of intermediary collectmg
governments and should be recognized as revenue at that time. Anticipated refunds of
such taxes are recorded as liabilities and reduct!ons of revente when they are
measureable and their validity seems certain. :

Expendltures are generally recognized under the modified accrual basis of accounting
when the related fund liability incurred. An exception to this general rule is that principal
and interest on fong-term debt is recognized when due. The modified cash basis of
accounting recognizes all expenditures when they are paid.

Accounting principles generally accepted in the United States of America require all
proprietary funds and government-wide reportmg to use the accrual basis of accounting.
Revenues should be recognized when they are eared, and expenses should be
recognized when they are incurred. The medified cash baSlS of accountmg recognizes
revenues when received and expenses when paid. :

-15-



CITY OF GUSTINE-.
Notes to Basic Financial Statements
June 30, 2013
Note 1 - Reporting Entity and Significant Accounting Poliéies (continued)

Accounting Policies (continued)

The purchase of capital items in the proprietary funds should be recorded as capital
assets and depreciated under accounting principles generally aceepted in the United.
States of America; however, the City records these items as expenses when they are
paid.

The purchase of capital assets should be capitalized and depreciated in the Statement
of Net Assets and Statement of Activities under GASB Statement No. 34, however,
under the modified cash basis of accounting, the City records these items as
expenditures when paid. : X

Fund Accounting’

Governmental Accounting Standards Board (GASB) Statement No. 34 defines major
funds and requires that they City's major governmental type funds be identified and
presented separately in the fund financial statements. Major funds are defined as funds
that have either assets, liabilities, revenues, or expenditures/expenses equal to or
greater than ten percent of their fund-type total and five percent of the grand total of all
fund types. S : ! '

The City reported thé following major governmental funds in the accompanying financial
statements: ' ' ;

The General Fund is the general operating fund of the City. It is used to account for
all ﬁnanc_ial resources except those required to be accounted for in another fund.

The Utility Tax Fund is used to account for the collection of utility user taxes.

The USDA Special Revenue Fund is used to account for loan and grant monies for
.awater project. '

The City reported the following major proprietary funds:
The Water Fund is used to account for the opera_fion and maintenance of the City's

water freatment and distribution system. Revenues are primarily user charges.
Rates are set periodically by the City Council.
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, CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2013
Note 1 - Reporting Entity and Significant Accounting Policies (continued)

. Fund Accounting {continued) -

. The Sewer Fund is used to account for the operation and mamtenance of the City's
wastewater treatment plant and collection facilities.

The Refuse Fund is used to account for residential and commermal garbage
» collection and disposal,

The Airport Fund is used to account for all a|rport grants as well as maintenance of
+ the airport hangars. :

Basis of Accounting

Basis of accountmg refers to when revenues and expenditures or expénses are
recognized in the accounts and reported in the financial statements. . Basis of
accounting relates to the timing of the measurements made regardless of the
measurement focus apphed .

Accounting prlnCIpIes generally accepted in ‘the United States of America requrre all
governmental funds to use the modified acerual basis of accounting and all proprietary
fund.types 'to use the accrual basis of accounting. The City of Gustine uses the
modlfled cash basis of accounting for all fund types.

The modified cashbasls of accounting recognizes all monies received as revenues at
the time of receipt and all amounts paid as expenditures at the time of payment with the
“exception of the following:

1. Long-term notes and loans receivable are set up as assets and deferred revenue
and note/loan payments received by the City are recorded as reductions of the
asset and liability and program income when received.

2, lLong-term payables are set up as liabilities in the proprletary funds. Principal
payments are recorded as reductions of.the liabilities when made.

In accordance with GASB Statement No. 20, Accounting and Fman(:lal Repor’ung for
Proprietary Funds and Other Governmenta! Entities That Use Proprietary Fund
Accounting, the Clty has opted to apply to the ‘proprietary fund all applicable GASB
pronouncements and all FASB Statements and Interpretations, Accounting Principles
Board (APB) Opinions, and Accounting Research Bulletins (ARB) issued on or before
November 30, 1989, unless they conflict with or contradiet GASB pronouncements.
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CITY OF GUSTINE
Notes to Basic Financial Statements
' June 30, 2013
Note 1 - Reporting Entity and Significant Accounting Policies (continued)

Budgets and Budgetary Accounting

The City is required by its,'mun'icipal code to édo_pt an annual budget on or before June

30, which is the end of its fiscal year, for the ensuring fiscal year. From the effective
date of the budget, the amounts -stated as proposed expenditures become
appropriations to the various City departments. ‘The. City Council may amend the
budget by motion during each fiscal year. The City Manager is authorized to-transfer
funds from one major expenditure category to another within the same department and
fund. Any revisions that alter the total expenditures of any fund must be approved by

the City Council. '

All appropriations lapse at the end of .the fiscal year to the extent that they have not
been expendeéd. Lease contracts entered into by the City are subject to annual review
by the City Council; hence, they: legally are one year contracts with an option for
renewal for another fiscal year. i : '

Budgeted revenue and expenditure amounts shown represent the City's originally
adopted budget adjusted for supplemental revenues and - appropriations during the
course of the fiscal year. Budget amounts, as adjusted, reported for the governmental
funds of the City are adopted on the modified cash basis of accounting which is a
comprehensive basis of accounting other than accounting principles generally accepted
in the United States of America. The City has not adopted a budget for the Public
Safety Fund, the Traffic Congestion Fund, the UHP Fund, the Surface Transportation
Fund, CDBG Fund, Fire Service Fund, Public Facilities Fund, General Reserve Fund,

‘GO Bond Debt Service Fund and the Capital Replacement Fund. -

Encumbrances -

Encumbrances represent commitments related to unperformed contracts for goods or
services. Encumbrance accounting, under which purchase orders, contracts, and other
commitments for the expénditure of resources are recorded to reserve that portion of
the applicable appropriation, is not utilized by the City. ' .

Investments -
Investments are stated at fair value. The City has not adoptedu an investmént' policy,

other than the California Government Cods, which provides'a means for investing the
public funds held by the City. ‘
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CITY OF GUSTINE :
Notes to Basic Financial Statements
June 30, 2013

Note 1 - Reporting Entity and Significant Accounting Policies (continued)

Capital Assets

Capital assets in the proprietary funds are experised when paid. This practice is
contrary to accounting principles generally accepted in the United States of America.
The City does not maintain a complete accounting of capital assets. This practice is -
contrary to accounting principles generally accepted in the United States of America.

Cash and Cash Equivalents
For purposes of the statement of cash flows, cash and cash equlvalents include

restricted and unrestricted cash, including all mvestments with an initial matunty of three
months or less.

Loans Recenvable

Loans receivable represent Community” Development Block Grant (CDBG) loans which
were assigned to the City. The loans maybe secured by deeds of trusts which attach to
the property until title to the property is transferred.. Interest rates vary from 0% to 4%.
Total loans receivable outstandmg at June 30, 2013, is $47,752. ' .

Use of Estimates .
The preparation of financial statements. in conformlty with a comprehensive basis of
accounting other than accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that effect certain
reparted amounts and disclosures. Accordmgly, actual results could differ from those
estimates.

Net Assets and Fund Equity

In the Government-wide financial statements and proprletary fund financial statements,
net assets are reported in three categorles; invested in capital assets, net of related .
debt; restricted net assets; and unrestricted net assets.  Restricted net assets represent
net assets restricted by parties outside of the City (such as creditors, grantors,
contributors, laws, and regulatlons of other governments) and include unspent proceeds
of bonds issued to acquire or construct capital assets. The City's other restricted net
assets are temporarily restricted (ultimately expendable assets). All other net assets
are considered unrestricted. The City has no net assets that are invested in capital
assets, net of related debt, as capital assets are not reported.

In the fund financial statements, governmental funds report reservations of fund balance
for amounts that are not available for appropriation or are legally restricted by outside
parties for use for a specific purpose. Designations of fund balance represent tentative
management plans that are subject to change..
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CITY OF GUSTINE _
Notes to Basic Financial Statements
June 30, 2013

Note 2 - Stewardship, Compliance and Accountability

Deficif Fund Balances and Net Assets

Deficit fund balances of $307,231, and $2,087,387, exist in the General Fund, and the -
USDA Special Revenue Fund respectively. Deficit net assets of $50,695, and $25,626
exist in the Refuse Fund, and Airport Fund respectively. There are also deficit fund
balances of $2,296, $46,815, $155,612, $4,952, $11,575, and $76 in the UHP Special
Revenue Fund, Grants Special Revenue Fund, Housing Fund, Borelli AD, Acquisition
and Development Capital Projects Fund and Capital Replacement Fund. The deficits
are due to the. City incurring costs in advance of receiving revenue and making major
.capital improvements : '

Note 3 — Cash and Investments

Cash and investments are reported as follows in the Statement of Net Assets Arising
from Cash Transactions: - o

Cash and investments ' : . $ 3,356,662
Cash and investments with'ﬁsca[ agents _ 175,221

Total . - - $~ 3,531,883

Cash and investments held by the City at June 30, 2013 consisted of the following:

Cash on hand $ 740
Deposits with financial institutions .. / 546,823
Investments ‘ ‘ . 2,984,320

Total : ©_$ . 3,531,883
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CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2013

Note 3 - Cash and Investments (continued)

- Investments Authorized by the California Governiment Code

The table below identifies the investment types that are authorized for the City by the
California Government Code. ,The table also identifies certain provisions of the
California Government Code that address 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 prov1s10ns of debt agreements of the City,
rather than the general provisions of the ' California Government Code. ‘

Maximum Maximum

. Maximum Percentage Investment in
Authorized Investment Type Maturity = of Portfolio One Issuer
Local Agency Investment Fund

(State Pool) N ,E N/A None $50 million
U.S. Treasury Obligations . 5years None None
U.S. Government Agency lIssues 5 years None None
Insured Deposﬂs with Banks and _ .-

Savings and L.oans N/A None 15%
Repurchase Agreements 90 days None - 15%
Bankers Acceptance (must be

dollar denominated) ' 9 months 40% 15%
Money Market Funds N/A None 15%
Commercial Paper 6 months 15% - 15%
Negotiable Time Certificates of-

Deposit 5 years 25% 15%
Medium Term Corporate Notes 5 years 30% - 10%
Time Deposits _ N/A o 25% . 15%
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CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2013

Note 3 - Cash and Investments (continued)

Investments Authorized by Debt Agreements (continued)

Investment of debt proceeds held by bond trustees are governed-by provisions of the
debt agreements, rather than the general provisions of the California Government Code.
The table below identifies the investment types that are authorized for investments held
by bond trustee. The table below identifies the investment types that are authorized for
investments held by 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 Investment
Maximum Percentage in One
Authorized Investment Type  Maturity of Portfolio Issuer
U.S. Treasury Obligations 5 years None None
Money Market Mutual Funds None None None
U.S. Agency Securities 5 years None None
Local Agency Investment Fund (State _
Pool) i None . None None
Banker's Acceptances 270 days 40% 15%
Commercial Paper ‘ , 180 days 15% - 15%

Guaranteed [nvestment Contracts _ N/A 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. One of the
ways that the City manages its exposure to interest rate risk is by purchasing a
© combination of shorter term and longer term investments and by timing cash flows from
maturities so that a portion of the portfolio is maturing or coming close to maturity evenly
over time as necessary to provide the cash flows and liquidity needed for operations.
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CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2013.

Note 3 ~ Cash and Investments (continued)

Disclosures Relating fo Interest Rate Risk (continued)

Information about the sensitivity of the fair values of the City's investments (including
investments held by bond trustees) to market interest rate fluctuations is provided by the
following table that shows the distribution of the City’s investment by maturity:

Remaining Maturity (In Months)

' More -
: ) 12 Months 13-24 26-36 37-48 Than 48
[nvestment Type Totals or Less Months Months Months  Months
State Investment Poo! $ 2,535,748 $2,535748 § - 8 - % - % -
Money Market Funds 273,351 273;351 - - - -
Held by Bond Trustees: '
Money Market Funds - . 175,221 175,221 - - - -

'$ 2,984,320 $2984,320 § - $ - % - 8

Investments with Fair Values Highly Sensitive to Interest Rate Fluctuations

The City's investments (including investments held by bond trustees). do not include any'
investments that are highly sensitive to interest rate fluctuations (to a greater degree
than already indicated in the jnformation provided above. .

Disclosures Relating to Credit Rigk

Generally, credit risk is the risk that an issuer of an investment will not fuffill 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, or debt
agreements, and the actual rating as of fiscal'year end for each investment type.

Rating as of Fiscal Year End

Exempt

: Minimum From :
[nvestment Type Amount Legal Rating Disclosure AAA AA A Not Rated
State Investment Pool  § 2,535,748 N/A $ - $ - & - § - 3§ 2535748
Money Market Funds 273,351 - 273,351 - oo ‘ -
Held by Bond Trustees:
" Money Market Funds 175,221 N/A - 175,221 - - -
$ 2,984,320 S8 - $ 448572 §° - § - § 2535748
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CITY OF GUSTINE
Notes to Basic Financial Statements
' June 30, 2013

Note 3 — Cash and Investments (continued)

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 was no investment in any one.issuer (other than U.S. Treasury securities, mutual
funds, and external mvestment pools) that represents 5% or more of total City
investments. /

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the even of the failure of a depository
financial institution, a government will not be able to recover its deposits or will not be
able to recover collateral securities that are in the possessmn of an ouitside party. The
custodial credit risk for investments is the risk that, in the event of the failure of the
counterparty (e.g. broker-dealer) to a transaction, a government will not be able to
recover the value of its investment or collateral securifies that are in the possession of
another party. - The California Government Code and the City's investment policy do not
contain legal or policy requirements that would limit the exposure to custodial credit risk
for deposits’ or investments, 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 pledgmg securities in a undivided collateral poo[
held by a depository regulated under state. law (unless so waived by the governmental
unit). The fair 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

As of June 30, 2013, $633,295 held with financial institutions in excess of federal
depository insurance limits were held in collateralized accounts.

Investment is State [nvestment 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 Treasury 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 on the City's pro-rata share of the
fair value provided by LAIF for the entire LAIF portfolio (in rélation to the amortized cost
of the portfolio). The balance available for withdrawal is based on the accaunting
records maintained by LAIF, which are recorded on an amortized cost basis.
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CITY OF GUSTINE
Notes to Basic Financial Statéments
}June 30, 2013

Note 4 - Property Taxes

Property taxes in the State of California are administered for all local agencies at the
county level, and consist of secured, unsecured, and utility tax rolls. The following is a
summary of major poiicies and practices relating to property taxes. Property taxes are
recorded in the fiscal year for which the tax is levied. Revenue is recognized when:
received. The County of Merced levies, bills, and collects property taxes for the City of

7

Gustine. - Property taxes are paid to the City by the Gounty. -

Secured and unsecured property taxes are levied based on the assessed value as of
- January 1, the lien date, of the preceding fiscal year. Secured property tax is levied on
October 1 and due in two installments, on November 1 and February 1. Unsecured
property tax is levied on July 1 and due on July 31, and has a collection date of August
31 which is also the delinquent date. The City participates with the County in the Teeter
Plan that enables the City to receive the secured property tax billed, but not yet
collected; in return the County will collect any delinquency penalties and interest
normally distributed } B : : ‘

Note 5 ~.Long-Term Debt
The following is a summary of Long-Term Debt activity for the year ended June 30, 2013

Governmental Activities:

Balance _ Balance Due in
N July, 1,2012 = Additions  Deletions  June 30, 2013 one vear
Note Payable . $ 327,058 % - $ (13315) § 313,743 $ 11,295
2011 COP (Advances) 714129 291,907 - - 1,006,036 -
Compensated absences g 78,073 . ; - - 78,073

$ 1119260 $ 291,907 $ (13,315) § 1,397,852 § 1'1,295

Business-type Activities:

1998 COP $ 370,000 $ - § (85000) $ 285000 $ 90,000
2004 Water Infrastructure Loan 829,100 - (86,800) 742,300 91,100
2006 Refunding Note 894,129 - (47,922) 846,207 50,323
2012 COP (Advances) 628,314 617,603 - 1,245,917 -
Compensated absences. . 26,111 - . 26,111 -
State Water Resources Loan 308,081 - (35,646) 272,435 36,430

$ 3055735 $617,603 $ (255,368) $ 3,417,970 § 267,853
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CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2013
Note § ~ Long Term Debt (continued)

Governmental Activities

Note Payable

As apartof a purchase of real property the City issued a note payable in February,
2010 for.$350,000. The note is payable in 240 monthly installments of $2,558 including
interest at 6.25%. As of qune 30, 2013 the principal balance outstanding is $313,743.

‘Fiscal Year
Ending June 30, Prin¢ipal Interest Total
2014 S 11,295 $ 19,404 $ 30,699
2015 12,022 18,677 - 30,699
2016 12,795 17,904 30,609
2017 , - 13,618 - 17,081 30,699
2018 14,494 16,205 30,699
2019-2023 87,714 65,781 153,495
© 2024-2028 119,793 33,704 . 183,497
2029-2030 . 42,012 2,201 - 44213

$ 313,743 $ 190,957 - $ 504,700 .

2011 COP (City Hall Project)

On November 1, 2011, the City agreed to issue certificates of participation in the
-amount of $950, 000. The proceeds from this issue were used to finance a portion of the
cost of construction and remodehng associated with the City Hall Project.  When fully
funded, principal payments ranging from $12,000 to $44,000 are payable annually on
November 1 and interest payments at 3.75% are payable semi-annually on May 1 and
November 1, through November 1, 2051. As of June 30, 2013, the City has received
$1,006,036 in advance payments. : : '

Business-type Activities

2012 COP (Water System Improvement F’roject)

,On June 1, 2012, the Clty agreed to issue certificates of partlmpatlon in the amount of
$800 000. The proceeds from this issue were used to finance improvements to the .
City's municipal owned water system. When fully funded, principal payments ranging
from $13,000 to $32,000 are payable annually on July 1 and interest payments at
2.75% are payable semi-annually on January 1 and July 1, through July 1, 2052. As of
June 30, 2013, the City has received $1,245,917 in advance payments
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Notes to Basic Financial Statements
June 30,_ 2013
Note 5 - Long Term Debt (continued)

Business-type Activities

1998 COP

The City refunded $1,160,000 of the 1990 Cetificates of Participation with the 1998
Certificates of Partlmpatlon The Cettificates carry interest rates varying from 4.4% to
5.5%, payable in semi-annual installments. Principal payments are paid annually on
September 1, with a maturity date of September 1, 2015. The certificates are secured
by sewer fund revenues. As of June 30, 2013, the principal balance outstanding is
$285,000. : , S

Fiscal Year : o ‘

Ending June, 30 Principal Interest Total
2014 $ 90,000 $ 13320 § 103,320
2015 . 95,000 8,186 103,186
2016 100,000 2,775 102,775

$ 285,000 8 - 24281 $ 309,281

2004 Water /nfrastfuctUr_e Project Loan

The City refunded $1,550,000 of 2000 Certificates of Participation with the 2004 Water
Infrastructure Loan. The loan carries an interest rate of 4.95% payable semi-annually.
Principal. payments are paid semi-annually on June 16 and December 16, with a
maturity date of December 18, 2020. The note is secured by water fund revenues. As
of June 30, 2013, the principal balance outstanding is $742,300.

. Fiscal Year - ,

Ending June, 30 Principal Interest Total
2014 $ 91,100 $ 35630 $ 126,730
2015 . 95,700 31,064 126,764
2016 100,500 26,270 126,770

/22017 105,500 21,233 126,733
2018 . 110,000 16,250 126,250
2019-2021 239,500 30,898 270,398

$ 742,300 $ 161,345 $ 903,645
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CITY OF GUSTINE
Notes to Basic Financial Statements
‘ June 30, 2013

Note 5 - L'ong Term Debt (concluded)
2006 Refunding Installment Sale Note

$1,154,500 of the 2006 Refunding Installment Sale note was issued to refund a
“previously issued Note (Gnome). The note carries an interest rate of 4.95%, payable
semi-annually. Principal payments are paid semi-annually on April 17 and October 17,
with a maturity date of April 17, 2026. As of June 30, 2013, the principal balance
outstanding is $846,207.

Fiscal Year
Ending June, 30 Principal Interest Total

2014 $ 50,323 $ 41,272 ~$ 91,595
2015 52,844 - 38,750 81,594
2016 - ‘ 55,493 . 36,102 81,595
2017 58,274. 33,321 91,595
2017 . 58,274 33,321 : 91,595

2018-2022 338,210 119,763 | 457,973

2022-2027 229,789 29,520 . 259,300

$ 846,207 $ 342,402 . $1,189,609

State Water Resource Loan

In 1999, the State of California Water Resources Control Board approved a loan to the
City in the amount of $802,463. The Loan is payable in twenty annual installments, with
a maturity date of January 29, 2020. The Loan carries an interest rate of 2.2%. As of
June 30, 2013, the principal balance outstanding is $272,435.

Fiscal Year _ ,
Ending June, 30 __Principal Interest Total

2014 $ 36,430 ©$ 5004 $ 42,424
2015 . 37,232 5,192 42,424
2016 -_ . 38,051 4,373 42,424
2017 38,888 ' 3,536 ‘ 42,424
2018 39,250 3,174 42,424

2019-2021 - 82,284 5,400 87,684

$ 272,435 $ 31,273 $ 303,708
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Notes to Basic Financial Statements -
. ' ' June 30, 2013
Note 6 - Interfund Activities ‘ :

Current interfund balances arise in the normal course of business and are expected to
be repaid shortly after the end of the fiscal year. Normally, these balances occur as a
result of expenditures/ expenses being paid prior to receiving revenue which causes a
deficit in pooled cash. - o ' '

The composition of interfund balances, as of June 30, 2013, is as follows:

Due From Due To
Governmental Funds:
Major Funds:
General $ - % 3,762,426
Utility Tax 817,798 -
USDA , : : - 2,087,387
Non-major Governmental Funds:
Public Safety 3,686 -
CDBG - 334,380 -
Traffic Congestion - -
Assessment District 107,121 -
Surface Transportation Service, 0,094 -
Street Sidewalk Maintenance 287,729 -
UHP - 2,296
Grants - 46,815
Mousing Fund - 155,612
Borrelli A.D. .- 5223
Southport A.D. -8,783 -
Solisgen 55,000 -
Swimming Pool Capital 4,175, -
Acquisition and Development - 11,575
Storm Drainage 83,005 -
Fire Service 77,604 -
. Public Facility 322,465
Transportation . 5,157 -
- Capital Replacement - 76
General Reserve 234,560 -
GO Bond Debt Service 63,919 -
Major Proprietary Funds:
Water ' 1,828,814 -
Sewer 1,872,546 -
Refuse - 120,601
Airport - 23,825
$ 6215836 $ 6215836

-28-



CITY OF GUSTINE
Notes to Basic Financial Statements
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Note 6 - Interfund Activities (continued)

Transfers in and out are as follows as of June 30, 2013;
- Transfers In Transfers Out

Governmental Funds:
Major Funds:
‘General : $ 50308 $ -
Utility Tax Fund - 50,308
Non-Major Funds :
Gas Tax/Street Maintenace 2,967
Enterprise Funds: :
Water - 14,516
Sewer : : 11,549
.3 64,824 $- 64,824

Note 7 - Pension Plan Obligation

Plan -Description

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

benefits to plan members and beneficiaries. PERS acts as a common investment and -+

an 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, California 95814.

Fundinq POI‘icV

In the past, the City has contributed both the employee’s and employers share of PERS
retirement expenditures. Presently, City employees are now required.to contribute 8
percent (9 percent for safety employees) of their annual covered salary. - The City is
required to contribute at an actuarially determined rate; the rate for the fiscal year ended
June 30, 2013 was 10.62% for non-safety employees, and 36.33% for safety
employees, of annual covered payroll. The contributions of plan members and the City
are established and may be amended by PERS.



CITY OF GUSTINE
Notes to Basic Financial Statements
- June 30, 2013

Note 7 - Pension Plan Obligation (continued)

Plan Description (continued)

Annual Pension Cost :

For fiscal year 2012-2013, the City of Gustine's annual pension cost was $249,127 and
was equalto the City's required and actual requirements. The required contribution for
fiscal year 2012-2013 was determined as part of the June 30, 2010 actuarial valuation
using the entry age normal actuarial cost method with the contributions determined as a
percent of pay. The actuarial assumptions,included: (a) an 7.75% investment of return
(net of administrative expenses), (b) prOJected annual salary increases that vary by age,
service and type of employment, (c) an inflation rate of 3.0%, and (d) a payroll growth
rate of 3.25%. : .

Three-Year Trend Information for PERS -
Percentage of

. Annual Pension APC Net Pension
Fiscal Year Cost (APC) _ Contributed ~_ Obligation
6/30/2011 - % 145,562 100% $ -
6/30/2012 - 203,196 100% -

6/30/2013 ' 249,127 100%

Note 8 ~ Risk Management

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 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 $250,000
of each worker's compensation claim through the CSJVRMA. The City has the right to
receive -dividends or the obligation to pay assessments based on a.formula which,
"among other expenses, charges the City's account for liability losses under $10,000 and
workers' compensation losses under $10,000. The CSJVRMA participates in an excess -
‘pool, which provides generally liability coverage from $1,000,000 to $10,000,000. The
CSJVRMA " participates: in ‘an excess pool, which prowdes Worket's Compensation
coverage from $250,000 to $500,000 and purchases excess insurance above the
$500,000 to the statutory limit. . .
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CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2013

Note 8 ~ Risk Manag’ethent (continued)

The C8JVRMA is a consortium of fifty-four (54) cities in San Joaquin Valiey, California,
It was established under provisions of California Government Code Section 6500 et
seq. The CSJVRMA is governed by a Board of Directors, which meets three to four
times per.year, consisting of one member appointed by each member city. The day-to-
day business is handled by a management group employed by the CSJVRMA. The
annual financial report may be-obtained from the consortium'’s executive office at 6371
Auburn Blvd., Citrus Helghts California 95621.

’

Note 9 - Contingencies and Commitmem‘s

The C[ty has received state and federal funds for specific purposes that are subject to
review and audit by the grantor’ agencies. Although such audits could generate
expenditure disallowances under terms of the grants, it is believed that any required .-
- reimbursements will not be material.

The City is involved in several pending lawsuits of a nature common to many similar
jurisdictions. Management estimates the potential claims against the City, not covered
by insurance, will not have a material adverse effect on the financial statements of the
City :

Note 10 Dissolution of Redevelopment Agency

On December 29, 2011, the California Supreme Court upheld Assembly Bill X1 26 that
provides for the dlssolutlon of all redevelopment agencies in the State of California.
This action impacted the reporting entity of the City of Gustine that prewously had
reported a redevelopment agency as a blended component unit.

Effective January 31, 2012, the Redevelopment Agency was dissolved.

Note 11— Prior Period Adjustments

A prior period adjustment of $139,417 was made in the Housmg Fund to correct for an
overstatement of due to/due from in the prior year.

A prior period ‘adjustment of ($81,438) was made in the Statement of Activities —

Governmental Activities to account for an overstatement of internal balances in the prior
year.
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_ CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2013

Note 12 - Subsequent Events

The City has evaluated. events subsequent to June 30, 2013 to assess the need for
potential recognition or disclosure in the financial statements. Such events were
evaluated through November 24, 2014, the date the financial statements were available
to be issued. No events have occurred, which would require adjustments to the
amounts reported in the accompanying financial statements nor have any events
occurred, the nature of which would require disclosure.
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CITY OF GUSTINE

~ Schedule of Revenues, Expénditures, and Changes in Fund Balances

Arising from Cash Transactions - Budget and Actual
General Fund :
For the Fiscal Year Ended June 30, 2013

Revenues
Taxes
Licénsés and permits

_Fines and penalties

Investmerit earnings
Intergovernmental
Charges for services
Other revenues

~ Total Revenues
Expenditures
Current;
Genetral government
Public safety
Public works
Community development
Parks and recreation
Planning
Total Expenditures

Excess of revenues over
{under) expenditures

Other Financing Sources {Uses)
Transfers in
Transfers out

Total Other Financing Sources (Uses)

Net change in Fund Balance .

Fund balances, beginning of year

Prior period adjustments

Fund balances, beginning of year (restated)

Fund balances (deficit), end of fiscal year

Variance
with Final Budget
Orlginal Final ~ Positive
Budget Budget Actual (Negative)
$ 912,513 $ 912513 $ 861,855 § (50,658)
"68,825 68,825 52,769 (16,0586)
. 4,000 4,000 17,044 13,044
5,000 5,000 65,626 60,626
447,000 447,000 397,369 (49,631)
85,385 85,385 73,118 (12,287)
76,546 76,546 . 177,605 101,059
$ 1,509,260 $ 1,599,269 § 1645386 § 46,117
$ 268445 § 268445 § 262353 § 6,002 -
1,307,661 1,307,661 1,453,836 (146,175)
136,589 . 136,589 12,894 123,695
48,523 49,523 30,730 18,793
101,462 101,462 165,097 (64,535)
20,523 20,523 64,468 ~(43,945)
1,884,203 1,884,203 1,990,278 (106,075)
(284,934) _ (284,934) (344,892) (59,958)
50,308 50,308 50,308 -
50,308 50,308 . 50,308 -
(234,626) (234,626) (294,584) (59,958)
(12,647) (12,647) (12,647) -
(12,647) (12,647) (12,647) -
$  (247.273) $ (247,273) $- (307,231) § (59,9_58)
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: ClTY OF GUSTINE
Schedule of Revenues, Expenditures, and Changes in Fund Balances
Arlsmg from Cash Transactions - Budget and Actual
Utility Tax Fund - S
For the Fiscal Year Ended June 30, 2013

Variance

with Final Budget
Original Final Positive
Budget Budgst ~_Actual (Negative)

Revenues c ;

. Taxes $ 215000 $ 220584 $ 224998 % 4414
Investment garnings _ 1,584 1,800 1,916 116
Charges for services ' 4,000 5,615 5,254 (361)

Total Revenues : 220,584 227,989 . 232,168 4,169

Expenditures
Current: " ' : - .

General government 43,867 43,867 43,329 . 538

Total Expenditures - 43867 43,867 43329 538

-Excess of revenues over . ' .

{under) expenditures 176,717 184,132 188,839 4,707

Other Financing Sources (Uses)

Transfers in : : - - - P .
Transfers out (176,833) - (176,833) . . (50,308)" 126,525

Total Other Finahcing Sources (Uses) __(176,833) - (176,833) (50,308) ' 126,525

Net'change in Fund Balance . (1186) 7,299 138,531 v 131,232

Fund balances, beginning of year 682,314 682,314 682,314 -

Fund balances, beginning of year 682,314 882,314 682,314 ) -

Fund balances (deficit), end of fiscal year $ 682198 $ 689613 $ 820,845 . $ 131,232
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CITY OF GUSTINE

Schedule of Revenues, Expenditures, and Changes in Fund Balances
Arising from Cash Transactions - Budget and Actual
Street Sidewalk Maintenance Fund
For the Fiscal Year Ended June 30, 2013

- Revenues

Investment earnings
Intergovernmental
Total Revenues
E)ipenditu res
Current:~

Public works

Total Expenditures

Excess of revenues over | -
(under) expenditures

Other Financing Sources (Uses)
Transfers in
Transfers out
Total Other Financing Sources (Uses)
Net.change in Fund Balance

Fund balance, beginning of year

Fund balance, end of fiscal year

Varlance
_ with Final Budget

Original Final . Positive

Budget Budget Actual (Negative)
$ - % - % - 8 -
168,500 168,500 208,630 38,130
168,500 168,500 206,630 38,130
175,000 175,000 183,971 (8,971)
175,000 - 175,000 183,071 (8,971)
(6,500) (6,500 22659 29,159
{6,500) | (6,500) 122,659 29,189
277.774 277,774 277,774 s
$ 271,274 $ 271274 $ 300,433 $ 29,159 .
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CITY OF GUSTINE
Combining Statement of Assets, Liabllities, and Fund Balances
Arising from Cash Transactions
Non-Major Governmental Funds
For the Fiscal Year Ended June 30, 2013

- Special Revenue Funds

6 ' 8 15 17 ' 20
Public Traffic City Wide .
Safety  CDBG Congestion Lighting & Surface
Fund Fund Relief .Landscape °  Trans.
ASSETS . '
Cash $ - $ “ $ e " $ - 8 -
Due from other funds 3,686 334,380 - 107,121 9,094
Loans receivable ' - 47,752 . ‘- . -
. .. Other receivables ) - - - .87 -
Total Assets $- 3686 8§ 382132 § - $113,238 -§ 9,094 -
LIABILITIES.
Due ta other funds $ - 5 - $ - $ - % -
" Deferred revenue - . . -
Other payables & - _ - - 5
Total Liabilities ' - . “ e -
FUND BALANCES - _
-Reserved for capital projects - . - - -
Reserved for debt service - - - - Co-
Unreserved, undesignated ' 3,686 382,132 ' - 113,238 9,094
+ Total Fund Balances (deficits) 3,686 382,132 - 113,238 9,094

Total Liabilities and Fund Balances $ 3,686 $ 382,132

870
'

$ 113,238 $ 9,094

-37-



CITY OF GUSTINE
Combining Statement of Assets, Liabilities, and Fund Balances
Arising from Cash Transactions
Non-Major Governmental Funds (continued)
For the Fiscal Year Ended June 30, 2013

Special Revenue Funds (continued)

21 25 28 73 74
Gas Tax Borrelli
Sidewalk UHP ‘Housing Assess
Maint, Fund Grants Fund District
ASSETS . ' :
Cash . $ - 3 - § - % - § -
Dus from other funds - 287,729 ' - - -
Loans receivable - = ' - = .
Other receivables L 12,704 - ' . Z 271
Total Assets $ 300,433 $ - - 38 - $ &g 271
LIABILITIES . _ | i
Due to other funds $ - $ 2,296 $ 46,815 $ 155,612 $ 5,223
Deferred revenue - - - .
Other payables _ - 2 = -
Total Liabilities g 2,296 46,815 155,612 15,223

" FUND BALANCES

Reserved for capital projects 2 - 5 -t L
Reserved for debt service . '

Unreserved, undesignated . 300,433 ' (2,296) (46,815) (155,612)  (4,952)
Total Fund Balances (deficits) 300,433 (2,296) {46,815) (165,612) {4,952)
Total Liabilities and Fund Balances $ 300,433 $ - 3 - $ - $. 271
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CITY OF GUSTINE

Combining Statement of Assets, Liabilities, and Fund Balances

Arising from Cash Transactions

Non-Major Governmental Funds (continued)
For the Fiscal Year Ended. June 30, 2013

ASSETS
Cash
Due from other funds
Loans receivable
Qther recsivables
‘Total Assets

LIABILITIES
Due to other funds
Deferred revenue
Other payables
“Total Liabilities
FUND BALANCES ;
Reserved for capital projects
Reserved for debt sefvice
Unreserved, undesignated
Total Fund Balances (deficits)

Total Liabilities and Fund Balances

Special Revenue F‘unds‘ : 'Capital Project Funds
75 76 31 32 - 89
Southport Solisgen Swimniing  Acquisition Strom
Assess, Assess. Pool Capital & Dev. Drainage
District District “Fund Fund - Fund
$ - § - = 3 - § = % -
8,783 55,000 4,175 - 83,005
- - - - 6,953
$ 8783 .$ 55000 $ 4175 § - $ 89,958
$ - § .- $ - % 1575 & B
- — - 11,575 -
- .- 4175 - 89,958
8,783 55,000 - (11,575) -
8783 __ 55000 4,175 (11,575) 89,958
$ 8783 $ 55000 $ 4175 _§ - _§ 89,958
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Combining Statement of Assets, Liabilities; and Fund Balances
Arising from Cash Transactions
Non-Major Governmental Funds (continued)

For the Fiscal Year Ended June 30, 2013

ASSETS
Cash
Due from other funds
"Loans receivable
Other receivables
Total Assets

LIABILITIES
Due to other funds
Deferred revenye
Other payables
Total Liabilities.

FUND BALANCES

Reserved for'capital projec.ts
Reserved for debt service
-Unreserved, undesignated
Total Fund Balances (deficits)

Total Liabilities and Fund Balances

CITY OF GUSTINE

Capital Project Funds (continued) '

34 35 38 38
Fire Public Capital General
Service Facilities Trans, Replacement  Reserve
Fund Fund ' Fund Fund * Fund
$ - § - $ - - % -
. 77,604 322,465 5,157 - 234,560
§ 77604 $ 322465 " . 5157 - § 234,560
$ - 8 - % - 76§
- z a 76 -
77,604 322,465 5,167 (76) 234,560
77,604 322,465 5157 {76) 234,560
$ 77,604 $ 322,465 $ 5157 - $ 234,560
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ClTY OF GUSTINE
Combimng Statement of Assets, Llabilities, and Fund Balances.
Arising from Cash Transactions
Non-Major Governmental Funds (continued)
For the Fiscal Year Ended June 30 2013

22 . Total
GO Bond Non-Major
Debt Service Governmental
‘Fund - Funds
ASSETS
Cash $ PP -
Due from other funds 63,919 1,596,678
Loans recsivable , = e 47752
Other receivables - 26,045
Total Assets $ 63,819, _§  1,670475
LIABILITIES
Due to other funds $ - $ 221,597
Deferred revenue - .-
Other payablés - -
Total Llabilities - 221,597
FUND BALANCES
Reserved for capital projects , - 733,843
Reserved for debt service 63,919 . 63,919
Unreserved, undesignated - 651,116
Total Fund Balances {(deficits) 63,918 1,448,878
Total Liabilities and Fund Balances $ 63,919 $ 1670475
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CITY OF GUSTINE
Combining Statement of Reveniies, Expenditures, and Changes in Fund. Balances
Arising from Cash Transactions
Non-Major Governmenta! Funds "
For the Fiscal Year Ended June 30, 2013

[

Special Revenue Funds

B 8 15 17 20
Public - Traffic City Wide :
Safety CDBG Congestion  Lighting & Surface
Fund Fund Relief Landscape Trans.
REVENUES _
[nvestment earnings $ - % 2300 $ - $ 86 $ -
Intetgovernmental . v - - - - 8,308
Charges for current services - - - 152,138 -
Program incomie’ ' = - L _ - -
Taxes - - - - -
Total Revenues - 2,300 - 152,224 8,308
EXPENDITURES
General government, - 46 - 151,939 -
Public safety - S - - - -
Public works - - - - -
Community developmeant - .- - - -
Debt service: .
Principal ' . - - . -
Interest - - - < 2
Total Expénditures - 48 - 151,939 -
Excess of revenues over
(under} expenditures - 2,254 - 285 . 8,308
Transfers in (out) i . - I % .
Net Change in Fund Balance _ - 2,254 i 285 8,308
Fund balances (deficit) beginning of year 3,686 379,878 - . 112,953 786
Prior period adjustments - - - - -
. Fund balances (deficit) beginn'ing 3,686 379,878 - 112,953 786
Fund balances (deficit) end of year 3 3,686 § 382132 $ - $ 113238 § 9,094
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CITY OF GUSTINE
Combining Statement of Revenues, Expenditures, and Changes in Fund Balances

Arising from Cash Transactlons

Non-Major Governmental Funds (continued)
For the Fiscal Year Ended June 30, 2013

REVENUES
[nvestment earnings
[ntergovernmental
Charges for current setvices
Program income
Taxes

Total Revenuss
EXPENDITURES .
General government
Public safety
Public works
Community development
- Debt service:
Principal
Interest
Total Expenditures

Excess of revenues over
(under) expenditures

Transfers in (out)

Net Change in Fund Balance

Fund balances (deficit) beginning of year
Prior period adjustments |

Fund balances (deficit) beginniné {restated)

Fund balances (deficit) end of year

Special Revenue Funds (continued)

21 25 28 73 74
Street Borrelli
Sidewalk UHP Housing Assess
Maint. Fund Grants Fund " District
$ - % - $ -~ - § - $ 10
208,630 .
- - - - .10,065
206,630 - . . 10,075
- - - 20,624
183,971 . :
- - - 4,120 s
© . 183,971 B - 4120 - 20,624
22,659 . . (4,120) (10,549)
22,659 - (4,120) {10,549)
277,774 (2,296) {46,815) (291,009) 5,597
~ - * 139,417 =
277,774 (2,296) {46,815) (151,592) 5,597
$ 300,433 3 (2,296) $.(46815) $ (155,712) $ _(4,952)
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CITY OF GUSTINE
Combining Statement of Revenues, Expenditures, and Changes in Fund Balances
Arising from Cash Transactions
Non-Major Governmental Funds (continued) .
For the Fiscal Year Ended June 30, 2013

Special Revenue Funds Capital Pro]act Funds
75 76 31 32 59
Southport Swimming  Acquisition Strom
Assess, Pool Capital © & Dev. Dralnage -
District Solisgen Fund Fund Fund
REVENUES : _ :
Investment earnings - $ o $ - $ - % -5 .
Intergovernmental '
Charges for current services 3,784 - - - 48,687
Program-income : - - = -
Taxes . : » = . .
Total Revenues . ; 3,785 . - - 48,687
EXPENDITURES o
General government 653 - - - -
Public safety ' : - - - - “
Public works Y - < . - 25,778
Community development - ¢ . - o
Debt service: ' ' _
Pringipal |, - % a . =
fnterest - - . & ”
Total Expenditures . _653 - - F 25,776
Excess of revenues over =
{under) expenditures 3,132 - “ - 22,911
Transfers in (out) L . . i .
Net Change in Fund Balance 3,132 Lo - - 22,911
Fund balances (deficit) beginning of year 5,651 55,000 4175 ©(11,575) 87,047
Prior period adjustments - - ' - - 4
Fund balances (deficit) beginnirg (restated) 5651 ' 55,000 4,175 (11,575) 67,047
Fund balances (deficit) end of year $ 8,783 § 55,000 $ 4175 $ (11,5750 $§ 89,958
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CITY OF GUSTINE
Combining Statement of Revenues, Expenditures, and Changes in Fund Balances
Arising from Cash Transactions
* .Non-Major Governmental Funds (continued) .
For the Fiscal Year Ended June 30, 2013 .

Capital Projects Funds (continued)

34 35 ' 36 37 38

Fire Public . Capital - General
Service Facilities Trans. Replacement © Reserve
' Fund Fund Fund Fund Fund
REVENUES
Investrient earnings $ - $ - 686 $ - $ - $ 29
Intergovernmental ' - = ’
Charges for current services . - - ’ - . -
Program incoime : - - - - -
Taxes ’ _ ’
Total Revenues E 686 _ . - 29
EXPENDITURES . ;
General government - - - - -
Public safety : 45 - e < s
Public works 725 - - &
Community development .- - - - -
Debt service:
Principal - - . " @
Interest ’ : - ; - - - _
Total Expenditures ' 45 725 - -
Excess of revenues over
(under) expenditures ' (45) . (39) - . © 29
Transfers in (ou.t)' “ N - " pe
Net Change in'Fund Balance ' (45 (39) . . 29
Fund balances (deficit) beginning of year 77,649 322,504 5,157 (76) 234,531 .
Prior period adjustmerfts ' - - o -
Fund balances (deficit) beginning (restated) 77,649 322,504 5,157 (76) 234,531
Fund balances (deficit) end of year $ 77604 $ 322485 $ 5157 % (76) _$ 234,560
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CITY OF GUSTINE
Comblining Statement of Revenues, Expenditures, and Changes in Fund Balances
Arising from Cash Transactions
Non-Major Governrmental Funds (continued)
For the Fiscal Year Ended June 30, 2013

22 Total

GO Bond Non-Major
Debt Service ' Governmental
: Fund ‘Funds
REVENUES : :

' Investment earnings $ 1 $ 3,113
Intergovernmental : _ ; - 214,938
Charges for current services - 214,674
Program income - T . - ; -
Taxes 20 20

Total Revenues . 21 ' 432,745
EXPENDITURES
General government - 173,262
Public safety - . ' - 45
Public works - 210,472
Community development - 4,020
Debt service: - S ) . '
Principal - -
Interest ‘ _ . -
Total Expenditures : - . 387,799
Excess of revenues over
(under) expenditures 21 44,948
Transfers in (out) ; '(2.96?} (2,987)
Net Change in Fund Balance . (2,946) 41,979
Fund balances (deficit) beginning of year 66,865 1,267,482
Ptior period adjustments , “ 139,417
Fund balances (deficit) beginning (restated) 66,865 1,406,899
Fund balances (deflcit) end of year $ 63919 $ 1,448,878
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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
Members of the City Council
Gustine, 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
Gustine (Clty) as of and for the year ended June 30, 2013; which collectively comprise the
City's basic financial statements and have issued our report thereon dated November 24,
2014. 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.

Interna! COntr.oI Over Finan‘cial 'Re‘porti,n'g

Management of the City of Gustine is responS|ble for establishing and maintaining effectlve
internal control over financial reporting. In- planning and performing our audit, we
considered the City of Gustine's. internal control over financial reporting as .a'basis for
designing our auditing procedures for the- purpose of expressmg our opinions on ‘the
financial statements, but not for the purpose of expressing an opinion on the effectiveness
of City's internal control over financial reporting. Accordingly, we do not express an oplmon
on the effectiveness of City's internal control over financial reporting.

A deficiency in /nternal control exists when the design or operatlon 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, of 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 ﬂnancna[ reporting was for the limited purpose

described in the first paragraph of this sectiori and would not necessarily identify all
deficiencies in internal control over financial reporting that might be deficiencies, significant
deficiencies, or material weaknesseés. We did not identify any deficiencies in internal
cohtrol over fmanmal reporting that we consider to be material weaknesses as defined
above. .
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether City’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 staternent 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. o '

This report is intended solely for the information and-use of the Board of Directors,
management, federal awarding agencies, pass-through entities, and the Office of the
Controller of the State of California and is not Intended to be and should not bé used by
anyone other than these specified parties. .

Vcetioloon & Olson
Nicholson & Olson, LLP
Cerﬁﬁed Public Accountants
Roseville, California
November 24, 2014

J

-48-



Honorable Mayor and Members of the City Council
City of Gustine
Gustine, California

COMMUNICATION TO THOSE CHARGED WITH GOVERNANCE

We have audited the financial statements of the City of Gustine (City) as

- of and for the fiscal year ended June 30, 2013 and have issued our report .

thereon dated November 24, 2014. Professional standards require that
we provide you with information about our responsibilities under auditing
standards generally accepted in the United States of America, as well as
certain information related to the planned scope and timing of our audit.
" We have communicated such information in our engagement letter to you
dated October 26, 2011. Professional standards also require that we
communicate to you the followin_g information related to our audit.

Significant Accounting Policies

Management is responsible for the selection and use of approprlate
accounting policies. The significant accounting policies used by the City
are described in Note 1 to the financial statements. No new accounting
policies were adopted and the application of existing policies was not
changed during the fiscal year ended June 30, 2013. We noted no
transactions entered into by the City during the year for which there is a

lack of authoritative” gmdance or consensus. All SIgnlf;cant transactions -

have been recognized in the financial statements in the proper period.

As discussed in Note 1 of the notes to the basic financial statements, the
City prepares its financial statements using the modified cash basis of
accounting, which is a comprehensive basis of accounting other than
accounting principles generally accepted in the United States of America.

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.

Management's estimate of the fundmg progress for PERS is based on
PERS’ estimates.

b pmmmemseses
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Honcrable Mayor and
Members of the City Council

City of Gustine

Page 2

Corrected Misstatements
Professional standards require us to accurhulate all known and likely misstatements .
identified during the audit, other than those that are trivial, and communicate them to the
appropriate level of management. These misstatements included adjustments to fund
balance and “due from/due to” accounts.

Difficulties Encountered in Performing the Audit
We encountered no difficulties in dealing with management in performmg and completing

" our audit,

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management
as financial accounting, reporting, or auditing matter, whether or not resolved to our
satisfaction, 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 our audit and
management facilitated the audit process in every way requested.

Management Representations
We have requested certain representations from management that are 1ncluded in the
management representation letter dated November 24, 2014,

Management 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 opinjion” on certain situations. 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, our professional standards require the consulting accountant to check with us
to determlne that the consultant has all the relevant facts. To our knowledge, there were no
such consultations with other accountants

Other Audit Findings or 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 Association’s
auditors, However, these discussions occurred in the normal course of our professicnal
relationship and our responses were not a condition to our retention.

This information is intended solely for the use of the City Couricil and: ‘management of the
City and is not intended to be and should not be used by anyone other than these 'specified
parties.

Uectoloon & Olson, LLD

Nicholson & Olson, LLP
Certified Public Accountants
Roseville, California
November 24, 2014



Honorable Mayor and
Members of the City Council
City of Gustine

Page 3

CURRENT YEAR FINDING AND RECOMMENDATION

2013-1

Finding — Reconciliation of Fund Balances and Due from/Due to accounts. .
As a part of our audit we compared beginning fund balance with the prior year's
ending balance and noted several differences, We also noted that the due
from/due to accounts were not in balance. Based on an analysis of these
differences we proposed several audit adjustments to correct the imbalances.

Recommendation:

After postlng any audit adjustments relating to the prior period we recommend the
City review and compare all beginning fund balances with the prior year ending
balance and prompily reconcile any difference. Also, on a monthly basis
procedures should be in place to ensure that the due from/due to accounts are in
balance.
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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

Independent Auditor's Report

‘C'ity Council ,
City of Gustine, California

We have audited, in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in
Govemment Auditing Standards, issued by the Comptroller General of the United States,
the financial statements of the governmental activities, the business-type activities, each
majorfund, and the aggregate remaining fund information of the City of Gustine as of and
for the year ended June 30, 2013, and the related notes to the financial statements, which
collectively comprise the City of Gustine’s basic financial statements, and have issued
our report thereon dated November 24, 2014. The City has prepared its financial
statements on the modified cash basis of accounting, which is a comprehensive basis of
accounting other than accounting principles generally accepted in the United States of
America.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City
of Gustine’s internal control over financial reporting to determine the audit procedures
that are appropriate in the circumstances for the purpose of expressing our opinions on
the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the City of Gustine’s internal control over financial reporting. Accordingly,
we do not express an opinion on the effectiveness of the City of Gustine'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 City of Gustine's
financial statements will not be prevented, or detected and corrected on a timely hasis. A
significant deficiency in internal control over compliance is a deficiency, or a combination
of deficiencies, in internal control over compliance with a type of compliance requirement
of a federal program that is less severe than a material weakness in internaf control over
compliance, yet important enough to merit attention by those charged with governance.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all
deficiencies in internal control over financial reporting that might be material weaknesses
or significant deficiencies.



Internal Control Over.Financial Reporting (continued)

Given these limitations, during our audit we did not identify any deficiencies in internal
control over financial reporting that we consider to be material weaknesses. Howeéver,
material weaknesses may exist that have not been identified.

Compliance and Qther Matfers

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

Purpgse of this Report

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

Weictolson & Olsow
Nicholson & Olson, LLP
Certified Public Accountants
Roseville, California
November 24, 2014



Report on Compliance for Each Major Federal Program; Report on Internal
Control Over Compliance; and Report on the Schedule of Expenditures of Federal
Awards Required by OMB Circular A-133

City Council
City of Gustine, California

Report on Compliance for Each Major Federal Program

We have audited the City of Gustine's compliance with the types of compliance
requirements described in the OMB Circular A-133 Compliance Supplement that could
have a direct and material effect on each of the City of Gustine's major federal programs
for the year ‘ended June 30, 2013. The City of Gustine’s major federal programs are
identified in the summary of auditor's results section of the accompanying schedule of
findings and questioned costs.

Management’'s Responsibility

Management is responsible for compliance with the requirements of laws, regulations,
contracts, and grants applicable to its federal programs.

Auditor's Responsibility

Our responsibility is to express an opinion on compliance for each of the City of Gustine’s
major federal programs based on our audit of the types of compliance reqwrements
referred to above. 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 Govemment Auditing Standards, issued by the '
Comptroller General of the United States; and OMB Circular A-133, Audits of States,
Local Governments, and Non-Profit Organlzat/ons 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 of Gustine'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 on compliance for
each major federal program. However; our audit does not prowde a Iegal determination
of the City of Gustine’s compliance.

Oplnlon on Each Maijor Federal Program

[n our opinion, the City of Gustine complied, in all material respects, with the types of
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, 2013.

-3-



Report on Internal Control over Compliance

Management of the City of Gustine is responsible for establishing and maintaining
effective internal control over compliance with the types of compliance requirements
referred to above. In planning and performing our audit of compliance, we considered
the City of Gustine's interna! control over compliance with the types of requirements that
could have a direct and material effect on a major federal program to determine the
auditing procedures that are appropriate in the circumstances forthe purpose of
expressing .an opinion on compliance for each major federal program 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
of Gustine's internal control over compliance. :

A deficiency in infernal 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. A significant
deficiency in internal control-over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of complnance requirement of
a federal program that is less severe than a material weakness in internal control over
compliance, yet important enough to merit attention by those charged with governance.

Our consideration of 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 material weaknesses or
significant deficiencies. We did not identify any deficiencies: in internal control over
compliance that we consider to be material weaknesses. However, material weaknesses
may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the
scope of our testing of internal control over compliance and the results of that testing
based on the requirement of OMB Circular A-133. Accordingly, this report is not suitable
for any other purpose. : _ :

Report on Schedule of Expenditures of Federal Awards Required by OMB Circular A-133

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 Gustine as of and for the year ended June 30, 2013, and the related notes to the
financial statements, which collectively comprise the City of Gustine's basic financial
statements. We issued our report thereon dated November 24, 2014, which contained
unmodified opinions on those financial statements.

4-



Report on Schedule of Expendltures of Federal Awards Required by OMB Circular A-133
(continued)

Our audit was conducted for. the purpose of forming opinions on the financial statements
that coIIectlver comprise the City of Gustine’s basic financial statements. The
accompanying schedule of expenditures of federal awards is presented for the_purpose
of additional analysis as required by OMB Circular A-133 and is not a required part of the
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 basic financial statements. The information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain
. additional procedures, including comparing and reconciling such information directly to
the underlying- accounting ‘and other records used to prepare the basic 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 schedule of expenditures of federal awards is fairly stated in all material
respects in relation 1o the basic financial statements taken as a whole.

ThlS report is intended soIer for the information and use of the City Council, management
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.

Nicholson & Olson, LLP
Certified Public Accountants
Roseville, California
November 24, 2014

[



_ CITY OF GUSTINE
Schedule of Expenditures of Federal Awards
For the Year Ended June 30, 2013

Federal -

_ CFDA Program
Federal Grantor/Program Title ~ Number . I.D. Number Expenditures
U.S. Department of Agriculture
~ Direct: ' .
Water and Waste Disposal Systems for
Rural Communities Loan & Grants-ARRA
Water Improvement Project
Grant - 10.760 91-01/2012 $ 490,038
Loan 10.760 Loan 172,564
: ' 662,602
Community Facilities Loans & Grants-ARRA
. City Hall Project;
Grant '_ 10.766 97-03/2012 7,860
Loan i 10.766 Loan 329,786
: ' - _ 337646
Subtotal 1,000,248
U.S. Department of Transportation - FAA
Direct: '
' Airport Improvement Program 20:106 3-06-0096-009/10/11 359,042
Total Federal Expenditures $ 1,359,290

Note 1 — Basis of Presentation

The expenditures included in the accompanying schedule were prepared on-the modified
cash basis of accounting and are presented in accordance with the requirements of OMB
Circular A-133, Audits of States, Local Governments and Non-Profit Organizations.
Therefore, some amounts presented in this schedule may differ from amounts presented

in or used in the preparation of the basic financial statements.
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" CITY OF GUSTINE

Schedule of Findings and Questioned Costs

. For the Year Ended June 30, 2013

Summary of Independent Accountant’s Results

Financial Statements

Type of auditor’s report issued: ' Ungualified
Going concemn explanatory paragraph included? Yes _ No X
Internal control over finaneial reporting:
» Material weakness(es) identified? Yes _ No X
» Significant deficiencies identified? Yes No X
Noncompliance material to financial statements noted? Yes _ No X
Federal Awards
Type of auditor's report issued on compliance ,
with major programs: - - Unqualified
Dollar threshold used to distinguish between
type A and type B programs: $ 300,000
Does the auditee qualify as low-risk auditee? Yes _  No X
Internal control over major programs;
¢ Material weakness(es) identified? Yes _ No X
¢ Significant deficiencies identified? Yes _ No X
Any audit findings disclosed that are required to be reported _
iin accordance with section 510(a) of Curricular A-133? Yes _ No X
Identification of major program: ‘
CFDA Number ' Name of federal program
- 10.760 . Water and Waste Disposal Systems for Rural Communities
20.106 Airport Improvement Program

. Financial Statement Findings

Current Year: None
Prior Year; None

Federal Award Findings and Questioned Costs

Current Year; None
Prior Year: None
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