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NICHOLSON

INDEPENDENT AUDITOR’S REPORT

& OLSON

Honorable Mayor and Members of the City Council CERTIFIED PUBLIC ACCOUNTANTS
City of Gustine
Gustine, California 729 Sunrise Avenue, Suite 303

We have 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 (City) as of and for the year
ended June 30, 2014, and the related notes to the financial statements, which
collectively comprise the City's basic financial statements as listed in the table of
contents.

Management’s Responsibility for the Financial Statements

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

Auditor's Responsibility

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

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

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

Opinion

In our opinion, the financial statements referred to previously present fairly, in all
material respects, the respective modified cash basis financial position 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, 2014, and
the respective changes in its modified cash basis financtal position for the year
then ended in accordance with the basis of accounting described in Note 1.
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Honerable Mayor and Members of the City Council
City of Gustine

Basis of Accounting
As described in Note 1, the City prepares its financial statements on the modified cash basis, which is

a comprehensive basis of accounting other than accounting principles generally accepted in the United
States of America. Our opinion is not modified with respect to this matter

Other Matters

Required Supplementary Information

Management has omitted the management’s discussion and analysis (MD&A) that accounting
principles generally accepted in the United States of America require to be presented to supplement
the basic financial statements. Such missing information, although not required to be 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. Qur opinion on the basic financial statements is not
affected by this missing information.

Supplemental and Other Information
Our audit was conducted for the purpose of forming an opinion on the financial statements that

collectively comprise the City of Gustine’s basic financial statements. The combining and individual
non-major fund financial statements and budgetary schedules 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 and budgetary schedules are the
responsibility of management and were derived from and relate 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 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 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 combining and individual non-major fund
financial statements and budgetary schedules are fairly stated, in all material respects, in relation to
the basic financial statements taken as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated February
25, 2017 on our consideration of The City of Gustine's internal control over financial reporting and our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion
on the internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.

Certified Public Accountants

Rosevillg, California
February 25, 2017
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CITY OF GUSTINE
Statement of Net Postion
Arising from Cash Transactions
June 30, 2014

Governmental Business-type

Activities Activifies Total
Assets
Cash and investments $ 2785386 $ 969,870 § 3,755,256
Cash with fiscal agents - 181,747 181,747
Accounts receivable - - -
Loans receivable 47,752 - 47,752
Deposits and other assets - - -
Internal balances (917,143) 917,143 -
Total Assets 1,815,995 2,068,760 3,984,755
Liabilities
Customer deposits and other - 103,566 103,566
Long-term debt due within one year 23,022 293,776 316,798
Non-current liabilities
Compensated absences 78,073 26,111 104,184
Long-term debt due in more than one year 1,206,428 2,371,313 3,877,739
Total Liabilities 1,307,521 2,794,766 4,102,287
Net Position
Restricted for;
Capital projects 725,297 - 725,297
Debt service 38,727 181,747 220,474
Housing 379,897 - 379,897
Streets 325,359 - 325,359
Public Safety 3,686 - 3,686
Unrestricted (972,935) {907,753) (1,880,688)
Total Net Position {Deficit) $ 500031 3 (726,008) $ (225,975)

The accompanying notes to financial statements are an integral part of this financial statement
-3- '



CITY OF GUSTINE
Statement of Activities
Arising from Cash Transactions
For the Fiscal Year Ended June 30, 2014

Program Revenues

Operating Capital
Charges for Contributions Contributions
Primary Government Expenses Services and Grants and Grants
Governmental Activities:
General government $ 681024 $ 345907 - 8 -
Public safety 1,642,012 78,830 263,286 -
Public works 156,018 232,923 194,040 -
Community development 76,680 29,596 202,799 -
Parks and recreation 150,753 39,971 - -
Interest on long-term debt 127,219 - - -
Total Governmental Activities 2,733,706 727,227 660,125 -
Business-type Activities: :
Water 1,151,252 886,461 800,000 -
Sewer 944,573 1,004,844 - -
Refuse 422,982 467 829 - -
Airport 152,396 142,254 28,759 -
Total Business-type Activities 2,671,203 2,501,388 928,759 -
Total Primary Government $ 5404909 $ 3228615 & 1,588,884 § -
General Revenues;
Taxes:
Property taxes

Utility user taxes
Sales and use taxes

Franchises
Use of money and property

Motor vehicle in-lieu, unrestricted

Qther
Transfers

Change in Net Position

Net Position {Deficit), beginning of year

Reclassification of fund balance
Prior period adjustment - interfund activities

Prior period adjustment - long-term liabilities

Net Position (Deficit), beginning of year (as restated)

Net Position (Deficit), end of year

The accompanying nofes to financial statements are an integral part of this financial statement
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Change in Net Position

Governmental Business-type

Activities Activities Total'
$ (335117) $ - % (335117)
(1,199,896) - (1,199,898}
270,945 - 270,945
158,715 - 155,715
{110,782) - (110,782)
{127,219) - (127,219)
(1,346,354) - {1,346,354)
- 635,209 635,209
- 60,271 60,271
- 44,847 44 847
- 18,617 18,617
; 758,944 758,944
(1,346,354) 758,044 {(687,410)
489,689 - 489,689
226,008 - 226,008
439,789 - 439,789
80,868 - 80,868
72,507 2,245 74752
284,667 - 284,667
165,665 - 165,665
50,854 (50,854) -
463,693 - 710,335 1,174,028
(1,522,747) 366,285 {1,156,462)
1,671,811 (1,671,811) -
(180,759) (130,815) (311,574)
68,033 - 68,033
36,338 (1,436,341) {1,400,003)
$ (225,975)

$ 500031 § (726,006)




CITY OF GUSTINE
Statement of Assets, Liabilities, and Fund Balances
Arising from Cash Transactions
Governmental Funds
June 30, 2014

Utility Non-Major Total
General Tax USDA Governmental Governmental
Fund Fund Fund Funds Funds
Assets
Cash $ 193 $ 740026 3 - § 2045167 § 2,785,386
Due from other funds - - - - -
Accounts receivable - - - - -
Deposits and other assets - - - - -
Loans receivable 47,752 . - - - 47 752
Total Assets $ 47945 § 740026 § - % 2045167 § 2,833,138
Liabilities
Due to other funds 89,740 - 394,761 432,642 917,143
Deferred revenue - - - - -
QOther liabilities 108,443 - - - 108,443
Total Liabilities 198,183 - 394,781 432,642 1,025,586
Fund Balances
Reserved for capital projects - - - 736,872 736,872
Reserved for debt service - - - 38,727 38,727
Unreserved, undesignated
General fund (150,238) - - - (150,238)
Capital projects funds - - - {11,575) (11,575)
Special revenue funds - 740,028 {394,781) 848,501 1,193,766
Total Fund Balance (Deficit) (150,238) 740,026 {394,761) 1,612,625 1,807,652
Total Liabilities & Fund Balances § 47945 § 740,026 % - % 2045167 $ 2,833,138

The accompanying notes to financial statements are an integral part of this financial statement
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CITY OF GUSTINE
Reconciliation of the Statement of Assets, L.iabilities, and Fund Balances
Arising from Cash Transactions
To the Statement of Net Position Arising from Cash Transactions
June 30, 2014

Fund balance of governmental funds $ 1,807,552

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

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

funds:
Note payable $ 302,448
2011 Certificates of participation {City Hall}) 927,000
Compensated absences 78,073 {1,307,521)
Net position (deficit) of governmental activities $ 500,031

The accompanying notes to financial statements are an integral part of this financial statement
-7-



CITY OF GUSTINE
Statement of Revenues, Expenditures, and Changes in Fund Balances
Arising from Cash Transactions
Governmental Funds
For the Fiscal Year Ended June 30, 2014

Utllity Non-Major Total
General Tax USDA Governmental Governmental
Fund Fund Fund Funds Funds
Revenues
Taxes $ 1,010,346 $ 226,008 $% - % -~ $ 1,236,354
Licenses and permits 87,115 - - - 87,118
Fines and penalties 18,586 - - - 18,586
Investment earnings 71,914 1,269 - (676) 72,507
Intergovernmental 499,128 - 94,000 363,326 956,454
Charges for services 105,328 4,527 - 500,007 609,862
Other revenues . 139,251 25173 - 1,241 165,665
Total Revenues . 1,831,668 286,977 94,000 863,898 3,146,543
Expenditures
Current: :
General government 227,645 118,444 - 334,935 681,024
Public safety 1,542,012 - - - 1,542,012
Public works 35,683 - - 120,435 156,018
Community development 43,436 - - 644 44,080
Parks and recreation 150,753 - - - 160,753
Planning 32,600 - - - 32,600
Debt service;
Principal ‘ - - 22,295 “ 22,295
Interest - - 127,219 - 127,219
Total Expenditures 2,032,029 118,444 149,514 456,014 2,756,001
Excess of revenues over
(under) expenditures {100,361) 138,533 {55,514) 407,884 300,542
Other Financing Sources (Uses)
Transfers in 408,548 - 76,329 - 484,877
Transfers out - (219,352) - {214.668) {434,021)
Total Other Financing Sources 408,548 {219,352) 76,329 {214,669) 50,856
Net Change in Fund Balances 308,187 {80,819) 20,815 193,215 441,398
Fund Balances (deficit),
beginning of year (307,231) 820,845 (2,087,387) 1,448,875 (124,898)
Reclassification of fund balance - - 1,671,811 - 1,671,811
Prior period adjustments {151,194) - - {29,565) {180,759)
Fund Balances (deficit),
beginning of year (restated) (458,425) 820,845 {(415,576) 1,419,310 1,366,154
Fund Balances (deficit),
end of fiscal year $ (150,238) & 740,026 3 (394,761) $ 1612525 $ 1,807,552

The accompanying notes to financial statements are an integral part of this financial statement
-8-



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, 2014

Net change in fund balances - total governmental funds $ 441,398

Amounts reported for governmental activities in
the statement of activities differ because:

Long-term debt proceeds provide current financial resources
to governmental funds, but issuing debt increases long-term
liabilities in the statement of net position. Debt repayments
are reported as expenditures in the governmental funds, but
the repayment reduces long-term liabilities in the statement
of net position

Principal repayments on long-term debt 22,205
Proceeds from new loans -

Change in net position of governmental activities $ 463,693

The accompanying notes to financial statements are an integral part of this financial staterment
-0-



Assets

Current Assets
Cash and investments
Due from other funds

Total Current Assets

Other Assets - Restricted
Cash with fiscal agent

Total Assets

Liabilities
Current Liabilities
Customer deposits
Due to other funds
Long term debt due
within one year

Total Current Liabilities
Long-term Liabilifies
Compensated absences
Long-term debt due
in more than cone year
Total Long-term Liabilities
Total Liabilities
Net Assets (Deficit)
Restricted for debt service
Unrestricted

Total Net Assets (Deficit)

Total Liabilities & Net Assets

CITY OF GUSTINE
Statement of Assets, Liabilities, and Net Assets

Arising from Cash Transactions
Proprietary Fund Types

June 30, 2014

Enterprise Funds

Water Sewer Refuse Airport Totals
$ 825190 $ 344,680 - 5 - $ 969,870
1,360,298 - - 1,360,296
625,190 1,704,876 - - 2,330,166
- 181,747 - 181,747
625,190 1,886,723 - - 2,511,913
103,566 - - - 103,566
350,293 - 83,691 g,169 443,153
108,700 185,076 - - 293,776
562,559 185,076 83,691 9,169 840,495
6,674 9,973 7,663 1,801 26,111
1,329,500 1,041,813 - - 2,371,313
1,336,174 1,051,786 7,683 1,801 2,397 424
1,808,733 1,236,862 ' 91,354 10,970 3,237,919
- 181,747 - - 181,747
(1,273,543) 468,114 (91,354) (10,970) {907,753)
(1,273,543) 649,861 (91,354) (10,970) {726,008)
$ 625190 § 1,886,723 - % - % 2511913

The accompanying notes to financial statements are an integral 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, 2014

Enterprise Funds

Water Sewer Refuse Airport Totals

Operating Revenues

Service charges $ 874081 $ 999655 $ 467829 $ 142254 $ 2,483,819

Connection faes 9,032 - - - 9,032

Intergovernmental grants 900,000 - - 28,759 928,759

Other revenue 2,454 5189 - - 7,643
Total Operating Revenues 1,786,467 1,004,844 467 829 171,013 3,430,153
Operating Expenses

Salaries & wages 255,172 224,700 6,445 38,046 524,363

Employee benefits 117,293 109,463 365 8,251 235,372

Confract services 308,503 73,726 398,089 3,341 783,669

Maintenance and operation 103,252 142,260 9,338 48,030 302,880

Insurance 34,703 34,781 5,316 9,691 84,491

Office supplies 25,499 15,855 3,419 39,179 83,952

Utilities 126,955 261,079 - 5,858 393,892

Machinery & equipment 78,017 - - - 78,017
Total Operating Expenses 1,049,394 861,864 422 982 152,396 2,486,636
Operating Income {Loss) 737,073 142 980 44 847 18,617 943,617
Non-Operating (Expense)

Interest income 715 1,371 132 27 2,245

Interest expense (101,858) (82,715) - - (184,573)

Net operating transfers in {out) (25,432) (25,422) - - {50,854)
Total Non-Cperating
Revenue (Expense) (126,575) (106,766) 132 27 (233,182)
Changes in Net Assets 610,498 36,214 44,979 18,644 710,335
Net Assets (deficit),

beginning of year {147,119) 667,294 (128,264) (25,626) 366,285
Reclassification of fund balance (1,671,811) - - - {1,671,811)
Prior period adjustments (65,111) {53,647) (8,069) (3,988) {130,815)
Net Asset (deficit),

beginning of year (restated) (1,884,041) 613,647 {138,333) {29,614) (1,438,341)
Net Assets (deficit),

end of fiscal year $ (1,273543) $ 649861 $ (91354) $ (10,870) § (726,008)

The accompanying nofes to financial statements are an integral part of this finranciaf sfatement.
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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, 2014

Enterprise Funds

Water Sewer Refuse Airport Totals
Cash Flows - Operating Activities
Receipts from customers and users $ 906,537 $999,655 $467,829 $142254 $2516,275
Receipts from government grants 900,000 - - 28,759 928,752
Receipts for other purposes 2.454 5,189 - - 7,643
Payments to suppliers (676,929) (494,553) (416,172) (106,099) (1,693,753)
Net cash provided (used) 759,597 176,128 44 847 18,617 999,189
Cash Flows - Capital & Financing Activities
Interfund activity - - 28,759 28,759
{Increase) decrease - due from other funds 1,863,703 458,597 - - 2,322,300
Increase (decrease) - due to other funds 350,293 - (44,979) (18,644) 286,670
Reclassification of governmental fund (1,671,811) - - - (1,671,811)
Transfers out to other funds (25,432) {25,422) . - - (50,854)
Repayment of long-term debt {560.017) (176,753) - - (726,770)
Interest paid {101,858) (82,715) - - {184,573)
Net cash provided by (used) {135,122) 173,707 (44.,979) (18,644) (25,038)
Cash Flows - Investing Activities
Interest received 715 1,371 132 27 2,245
Net increase (decrease) in cash and
cash equivalents 625,190 351,206 - - 976,396
Cash & Cash equivalents, July 1, 2013 - 175,221 - - 175,221
Cash & Cash equivalents, June 30, 2014 625,190 526,427 - - 1,151,617
Reconciliation to Statement of Net Assets
Cash and investments with fiscal agents 625,190 526,427 - - 1,151,617

Reconciliation of Operating Income
to Operating Cash In (Out) Flows
Operating income {loss) 737,073 142,980 44 847 18,617 943 517

Adjustments to reconcile operating income
to net cash provided {used) by operations

(Increase) decrease - deferred charges - 33,142 - - 33,142
(Decrease) increase - customer deposits 22,524 - - - 22,524
Total adjustments 22,524 33,142 - - 55,666
Net cash provided {used) by
Operating Activities $ 759,597 $176,122 $ 44,847 3 18617 $ 999183

The accompanying notes fo financial statements are an integral part of this financial stafement,
-12-



CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2014

The notes to the financial statements include a summary of significant accounting policies and
other notes considered essential to fully disclose and fairly present the transactions and financial
position of City of Gustine.

Note
Note
Note
Note
Note
Note
Note
Note
Note
Note

Note

10—

11~

Reporting Entity and Significant Accounting Policies
Cash and Investménts

Property Taxes

Long Term Liabilities

Interfund Transactions

Fund Equity and Excess of Expenditures over Revenues
Defined Benefit Pension Plan

Risk Management

Contingencies and Commitments

Prior Pericd Adjustments and Reclassifications

Subsequent Events



CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2014

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. The City provides a full range of municipal services including
police, fire, water, wastewater, storm drainage, solid waste, construction and maintenance of
streets, planning and zoning, code enforcement, parks, recreation programs, and cultural
activities. The more significant accounting policies of the City are described below.

Modified Cash Basis of Accounting

The City of Gustine records cash transactions, and accordingly, these financial statements were
prepared, using the modified cash basis of accounting. This is a comprehensive 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 are presented.

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 City. 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 collecting governments and should
be recognized as revenue at that time. Anticipated refunds of such taxes are recorded as liabilities
and reductions of revenue when they are measureable and their validity seems certain.

Expenditures are generally recognized under the modified accrual basis of accounting when the
related fund liability is incurred. An exception to this general rule is that principal and interest on
long-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 reporting to use the accrual basis of accounting. Revenues should
be recognized when they are earned, and expenses should be recoghized when they are
incurred. The modified cash basis of accounting recognizes revenues when received and
expenses when paid.

The purchase of capital items in the proprietary funds should be recorded as capital assets and
depreciated under accounting principles generally accepted 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.

-13-



CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2014

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

Financial Statement Presentation

The government-wide financial statements (i.e., the statement of net position rising from cash
transactions and the statement of activities arriving from cash transactions) report information on
all of the non-fiduciary activities of the primary government and its component units.
Governmental activities, which normally are supported by taxes and infergovernmental revenues,
are reported separately from business-type activities, which rely to a significant extent on fees
-and charges for support. Likewise, the primary government is reported separately from certain
legally separate component units for which the City is financially accountable.

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

As a general rule the effect of interfund activity has been removed from the government-wide
financial statements. Internal service fund activity has been eliminated from the statement of
activities. The effect of interfund services provided and used between functions, such as the sale
of water from the Water Fund to the General Fund, has not been eliminated in the statement of
activities. The City's payments in lieu of taxes from its enterprise funds to the General Fund are
reported as interfund transfers. The accounts of the City are organized on the basis of funds. A
fund is a separate accounting entity with a self-balancing set of accounts. Each fund was
established for the purpose of accounting for specific activities in accordance with applicable
regulations, restrictions or limitations. Separate statements for each governmental fund are
presented. Major individual governmental funds and major individual enterprise funds are
reported as separate columns in the fund financial statements.

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 financial statements include a Statements of Net Position Arising from Cash
Transactions, a Statement of Changes in Net Position from Cash Transactions, and a Statement
of Cash Flows Arising from Cash Transactions for all 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, cash 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
principles, and which may be material in amount, are not recognized. Operating revenues and
expenses in the proprietary funds are those revenues that are generated from the primary
operations of the fund and those expenses that are essential to the primary operations of the
fund. All other revenues and expenses are reported as non-operating revenues and expense.
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CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2014

Note 1 - Reporting Entity and Significant Accounting Policies (continued)
Fund Accounting '
Governmental Accounting Standards Board (GASB) Statement No. 34 defines major funds and
requires that the 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, liahilities,
revenues, or expenses equal to or greater than ten percent of their fund-type total and five percent
of the grand tota! of all fund types.

The City reported the 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
financial 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 special
projects.

The City reported the following major proprietary funds:

The Water Fund is used to account for the operation and maintenance of the City's water
treatment and distribution system. Revenues are primarily user charges. Rates are set
periodically by the City Council.

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

The Refuse Fund is used to account for residential and commercial garbage collection and
disposal.

The Airport Fund is used to account for all airport grants as well as maintenance of the airport
hangars.

Basis of Accounting

Basis of accounting refers to when revenues and expenditures or expenses 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 applied.

Accounting principles generally accepted in the United States of America require all governmental
funds to use the modified accrual basis of accounting and all proprietary fund types to use the
accrual basis of accounting. The City of Gustine uses the modified cash basis of accounting for
all fund types. The modified cash basis 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. Long-term payables are set up as liabilities in the proprietary funds. Principal payments
are recorded as reductions of the liabilities when made.
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CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2014

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

Basis of Accounting {continued)

In accordance with GASB Statement No. 20, Accounting and Financial Reporting for Proprietary
Funds and Other Governmental Entities That Use Proprietary Fund Accounting, the City 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
contradict GASB pronouncements.

Budgets and Budgetary Accounting

The City is required by its municipal code to adopt an annual budget on or before June 30, which
is the end of its fiscal year, for the following 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 cne 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
expended. 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 year.

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 expenditure 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 estimated fair value of all investments is the quoted
market price. The City has not adopted an investment policy, other than the California
Government Code, which provides a means for investing the public funds held by the City.

Capital Assets -
Capital assets in the proprietary funds are expensed 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.
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CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2014

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

Cash and Cash Equivalents

For purposes of the statement of cash flows, cash and cash equivalents include restricted and
unrestricted cash, including all investments with an initial maturity of three months or less, which
are readily convertible to known amounts of cash. The City considers all pooled cash and
investments (consisting of cash and investments and restricted cash and investments) held by
the City as cash and cash equivalents because the pool is used essentially as a demand deposit
account from the standpoint of the funds. The City also considers all hon-pooled cash and
investments (consisting of cash with fiscal agent and restricted cash and investments held by
fiscal agent) as cash and cash equivalents because investments meet the criteria for cash
equivalents defined above.

Use of Estimates

The preparation of financial statements in conformity 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 reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.

Compensated Absences

Qualified employees accrue vacation, sick and holiday benefits and are entitled to paid annual
leave depending on job classification and length of service, which is payable upon termination of
the employee. All compensated absences are accrued when earned in the government-wide and
proprietary fund financial statements. A liability for these amounts is reported in governmental
funds only if they have matured, for example, as a result of employee resignations and
retirements.

Net Assets and Fund Equity

In the government-wide financial statements and proprietary fund financial statements, net assets
are reported in three categories; 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 regulations 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 assefs). 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.

-17-



CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2014

Note 2 - Cash and Investmentis

Cash and investments are reported as follows in the accompanying financial statements:

Cash and investments $ 3,755,256
Cash and investments with fiscal agents 181.747

Total $ 3937003

Cash and investments held by the City at June 30, 2014 consisted of the following:

Cash on hand $ 193
Depaosits with financial institutions 1,191,386
Cash and investments with fiscal agents 2,745424

Total $ 3937003

Investments Authorized by the California Government Code

The table on the following page identifies the investment types that are authorized for public funds
of 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 provisions of debt agreements of the City, rather than the general provisions of
the California Government Code.,

Maximum
Maximum Investment
Maximum Percentage in Minumum

Authorized Investment Type Maturity  of Portfolio One Issuer Rating
Local Agency Investment Fund (LAIF) N/A None None - None
Local agency bonds 5 years None None None
U.S. Treasury obligations 5 years None None None
U.S. agency obligations 5 years None None None
Repurchase agreements 1 year None None None
Reverse repurchase and securities 20% of

lending agreements 92 days base value None None
Mutual funds N/A 20% 10% Aaa
Money market mutual funds N/A 20% 10% Aaa
Collateralized bank deposits 5 years None None None
Mortgage pass-through securities 5 years 20% None AA
Bankers acceptance 180 days 40% 30% None
Commercial paper 270 days 25% 10% A1/P1
Negotiable certificates of deposit 5 years 30% Ncne None
Medium term bank notes / corp bonds 5 years 30% None A
Time Deposits 5 years None None None
Joint Powers Authority pool N/A None None None
County pooled investment N/A None None None
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Notes to Basic Financial Statements
June 30, 2014

Note 2 — Cash and Investments (continued)

Investments Authorized by the California Government Code (continued)

Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value
of an investment. Generally, the longer the maturity of an investment, the greater the sensitivity
of its fair value to changes in market interest rates. The City limits interest rate risk by complying
with the California Government Code for investments of public funds, as described in detail above.
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.

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 table on the following
page that shows the distribution of the City’s investment by maturity.

Remaining Maturity (In Years)

Under 1-5 Qver 5 Fair
Investment Type Totals 1 year Years Years Value
State Investment Pool $ 2,200,291 $ 2,290,291 $ - % - § 2,290,291
Money Market Funds 273,386 273,386 - - 273,386
Held by Bond Trustees:
Money Market Funds 181,747 181,747 - - 181,747

1
id
1

$ 2745424 $ 2745424 $ $ 2745424

Investments Authorized by Debt Agreements

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 also identifies certain provisions of these debt agreements that address interest rate
risk, credit risk, and concenfration of credit risk.

Maximum Maximum
Maximum Percentage  Investmentin

Authorized Investment Type Maturity of Portfolio One lssuer
U.S. Treasury Obligations 5 year None None
Money market mutual funds N/A None None
U.S. agency securities 5 years None None
Local Agency Investment Fund (LAIF) N/A None None
Bankers acceptance 180 days 40% 15%
Commercial paper 270 days 15% 15%
Guaranteed investment contracts N/A None None
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Note 2 — Cash and Investments (continued)

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 information provided above.

Credit Risk

Credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the
investment. This is measured by the assignment of a rating by a nationally recognized statistical
rating organization. The City limits credit risk by complying with the California Government Code
for investments of public funds, as described in detail above. At June 30, 2014, the City's deposits
and investments, and corresponding credit rating are as follows.

Rating as of Fiscal Year End

Exempt —
From

Investment Type Amount Disclgsure AAA AA A Not Rated
State [nvestment Pool $ 2,200,291 $ - % - % - % - 9% 2290291
Deposits 1,191,386 - - - - 1,191,386

Money Market Funds 273,386 - 273,286 - - -

Held by Bond Trustees:

Money Market Funds 181.424 - 181,424 - - -

$ 3937003 $ - $4547108% - § - $ 3481677

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
investment pools) that represents 5% or more of total City investments.

Custodial Credit Risk :

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial
institution, a government will not be able to recover its deposits or will not be able to recover
collateral securities that are in the possession of an outside party. The California Government
Code has provisions for financial institutions that limit custodial credit risk for deposits. Financial
institutions are required to secure deposits made by state or local governmental units by pledging
securities in an undivided collateral pool held by a depository regulated under state law. The
market value of the pledged securities in the collateral pool must equal at least 110% of the total
amount deposited by the public agencies. California law also allows financial institutions to secure
City deposits by pledging first trust deed mortgage notes having a value of 150% of the secured
public deposits. The City's financial institutions also have insurance through the Federal
Depository Insurance Corporation (FDIC). The City’s investment policy has no additional
provisions for limiting custodial credit risk for deposits.
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Note 2 — Cash and Investments (continued)

Custodial Credit Risk (continued)

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 securities that are in the possession of another party. The
California Government Code and the City's investment policy do not contain legal or policy
requirements that would limit the exposure to custodial credit risk for deposits or investments,
other than the following provision for deposits.

As of June 30, 2014, $953,996 held with financial institutions in excess of federal depository
insurance limits were held in collateralized accounts.

Investment in State Investment Pool

The City is a voluntary participant in the Local Agency Investment Fund (LAIF) that is regulated
by the California Government Code under the oversight of the Local Investment Advisory Board
(Board). The Board consists of five members as designated by state statute. The balance
available for withdrawal is based on the accounting records maintained by the LAIF, which are
recorded on an amortized cost basis, which is different from the fair value of the City’s position in
the LAIF pool. As of June 30, 2014, the City's investment in LAIF is $2,290,291. The total amount
invested by alt public agencies in LAIF at that date is $21,119,834. LAIF is part of the California
Pooled Money Investment Account (PMIA), which at June 30, 2014 had a balance of $64,870,214,
Of that amount, 98.14% is invested in non-derivative financial products, and 1.86% is invested in
derivative financial products.

Note 3 — 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
policies 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 Gustine. Property taxes are paid to the City by the
County.

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 definquent date. The
City participates with the County in the Teeter Plan that enables the City o receive the secured
property tax billed, but not yet collected. In return the County will collect any delinquency penalties
and interest normally distributed.
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Note 4 — Long-Term Liabilities

The following is @ summary of changes in long-term liabilities during the year ended June 30,

2014.
Balance Principal Balance Due in
71112013 _ Adjustments Payments _6/30/2014 One Year
Governmental Activities:
Note Payable $ 313,743 $ - % (11,2905) $ 302,448 $ 12,022
2011 COP (City Hall Project) 1,006,036 (68,036) (11,000) 927,000 11,000
Compensated absences 78,073 - - 78,073 -
97,852 $ (68,036) $§ (22295) $1,307,521 $§ 23,022
Business-type Activities:
1998 COP $ 285000 § - $ (90,000)% 195000 $ 95000
2004 Water Infrastructure Loan 742,300 - {91,100) 651,200 95,700
2008 Refunding Note 848,207 - (50,323) 795,884 52,844
2012 COP (Water Project) 1,245,917  (445917) (13,000) 787,000 13,000
State Water Resources Loan 272,435 - {36,430) 236,005 37,232
Compensated absences 26,111 - - 26,111 -

Governmental Activities

2010 Note Pavable

$3,417,970 $(445917) $ (280,853) $2,691,200 $ 293,776

As a part of 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%
through May 2030. As of June 30, 2014 the principal balance outstanding is $302,448.

Fiscal Year Ending June 30, Principal Interest Total

2015 $ 12,022 $ 18677 $ 30,699

2016 12,795 17,904 30,699

2017 13,618 17,081 30,699

2018 14,494 16,205 30,699

2019 15,426 15,273 30,699
2020-2024 93,356 60,139 153,495
2025-2029 127,499 25,996 153,495

2030 13,238 2786 13,514

3 302448 3 i71.551 $ 473,999
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Note 4 — Long-Term Liabilities (continued)

Governmental Activities (continued)

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 remodeling associated with the City Hall Project. When fully funded, principal payments
ranging from $11,000 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, 2014, the principal balance outstanding is $927,000.

Fiscal Year Ending June 30, Principal Interest Total
2015 $ 11,000 $ 34,556 $ 45,556
2016 12,000 34,125 46,125
2017 12,000 33,675 45,675
2018 13,000 33,206 46,206
2019 13,000 32,719 45719

2020-2024 74,000 155,626 229,626
2025-2029 88,000 140,512 228,512
2030-2034 106,000 122,363 228,383
2035-2039 130,000 100,314 230,314
2040-2044 155,000 73,506 228,596
2045-2049 185,000 41,869 226,869
2050-2052 128,000 7.312 135,312

3 927,000 $ 809,873 $ 1,736,873

Business Type Activities

1998 COP

In 1998, the City agreed to issue certificates of participation in the amount of $1,160,000. The
proceeds from the issue were used to refund the previously issued 1990 certificates of
participation. The certificates 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, 2016. The certificates are secured by sewer fund revenues. As of June 30,
2014, the principal balance outstanding is $195,000.

Fiscal Year Ending June 30, Principal Interest Total
2015 $ 95000 % 8186 % 103,186
2016 100,000 2775 102.775

$ 195,000 $ 10,961 § 205,961

923



CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2014

Note 4 — Long-Term Liabilities (continued)

Business Type Actlvities {continued)

2012 COP (Water System Improvement Project}

On June 1, 2012, the City agreed to issue certificates of participation 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, 2014, the principal balance outstanding is
$787,000.

Fiscal Year Ending June 30, Principal Interest Total
2015 $ 13,000 § 21,464 $ 34,464
2016 13,000 21,107 34,107
2017 13,000 20,749 33,749
2018 14,000 20,378 34,378
2019 14,000 19,993 33,993

2020-2024 73,000 94,066 167,066
2025-2029 80,000 83,572 163,572
2030-2034 88,000 71,996 159,996
2035-2039 87,000 59,279 156,279
2040-2044 113,000 45116 158,116
2045-2049 144,000 27,226 171,226
2050-2053 125.000 6,971 131,971

$ 787,000 $ 491917 § 1278917

2004 Water Infrastructure Project Note Payable

The City refunded $1,550,000 of the 2000 certificates of participation with the 2004 water
infrastructure loan. The note is payable in semi-annual payments of principle and interest at
4.95%. Payments are made semi-annually on June 16 and December 16 through June 2020.
The note is secured by water fund revenues. As of June 30, 2014, the principal balance
outstanding is $651,200,

Fiscal Year Ending June 30, Principal Interest Total
2015 $ 95700 $% 31,0864 % 126,764
2016 100,500 26,270 126,770
2017 105,500 21,233 126,733
2018 110,800 15,846 126,746
2019 116,400 10,392 126,792
2020 122,300 4.559 126,859

$ 651,200 S 1090464 $ 760,664

-24-



CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2014

Note 4 — Long-Term Liabilities (continued)

Business Type Activities (continued)

2006 Refunding Installment Sale Note Payable

The City refunded a previously issued note of $1,154,500 with the 2006 refunding installment sale
note. The note is payable in semi-annual payments of $45,798, including interest at 4.95%.
Payments are made semi-annually on April 17 and October 17, with a maturity date of December
2025. As of June 30, 2014, the principal balance outstanding is $795,884.

Fiscal Year Ending June 30, Principal Interest Total
2015 $ 52,844 $ 38,751 % 91,595
2016 55,493 36,102 91,595
2017 58,274 33,321 91,595
2018 61,194 30,401 91,595
2019 64,261 27,334 91,595
2020-2024 372,958 85,017 457 975
2025-20286 130,860 5,531 137,391

3 795,884 S 257,457 §_. 1053341

State Water Resource Board Note Payable

In 1999, the State of California Water Resources Control Board approved a $802,463 loan to the
City, which is payable in twenty annual instaliments of $42,424 including interest at 2.2%, through
January 2020. As of June 30, 2014, the principal balance outstanding is $236,005.

Fiscal Year Ending June 30, Principal Interest Total
2015 $ 37232 % 5192 §% 42 424
2016 38,051 4,373 42,424
2017 38,888 3,536 42 424
2018 39,744 2,680 42 424
2019 40,618 1,806 42,424
2020-2021 41,472 912 45,384

$ 236005 $ 18,499 $ 254,504

Compensated Absences

Estimated amounts due to employees for earned, but unused, compensated absence accounts,
including leave balances for vacation, sick, holiday and compensated time off, which are generally
liquidated by the City's General Fund and Enterprise Fund, consist of the following.

Governmental activities $ 78,073
Business-type activities 26111
Total 3 104,184
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Note 5 — Interfund Transactions

Interfund transfers

Interfund transfers report the nonreciprocal contribution of resources from one fund to another.

The following is a summary of transfers for the fiscal year ending June 30, 2014.

Transfers In

Transfers Out

Governmental Activities:

General fund $ 408,547 % -
Utility tax fund - 219,352
USDA fund 76,328 -
Housing fund - 189,195
Debt Service fund - 25474
Total Government Activities 484 875 434.021
Business-type Activities:
Water fund - 25432
Sewer fund - 25422
Total Business-type Activities - 50,864
Total Government Wide Transfers $ 484,875 % 484 875

Interfund Balances

Interfund balances report lending transactions .between funds. The following is a summary of

interfund balances as of June 30, 2014:

Due From Due To
Governmental Activities:
Major Funds:
General fund 3 - % 89,740
USDA fund - 394,761
Non-major Governmental Funds:
Street / Sidewalk fund - 11,643
UHP fund - 2,296
Grants fund - 46,815
Housing fund - 345,451
Borelli A.D. fund - 14,786
Acquisition & development fund - 11,575
Capital replacement fund - 76
Business-Type Activities:
Water fund 350,293
Sewer fund 1,360,296 -
Refuse fund - 83,691
Airport fund - 9,169
$ 1360296 § 1,360,296
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Note 6 — Fund Equity and Excess of Expenditures Over Revenues

At June 30, 2014, the City had deficits in the following funds:

Governmental Funds:

Major funds:
General fund $ (150,238) (a)
USDA fund (394,761) (c)
Non-major governmental funds:
UHP fund $ (2,296} (b)
Grant fund (46,815} (b)
Housing fund (345,451) (a)
Borelli assess district fund (14,786) (c)
Acquisition & development capital fund (11,575) (b)
Capital replacement fund {76) (b)
Business-type funds:
Water fund $ (1,273,543) (a)
Refuse fund (91,354) (a)
Airport (10,970) (a)

(a) The deficit in these funds results from interfund activity, such as the prior period adjustment
for “due to" and "due from” accounts, reclassification of funds between Governmental and
Proprietary, and transfers between funds. These funds all reported revenues in excess of
expenditures

(b) There has been no activity in these funds during the fiscal year ended June 30, 2014.

(c) The deficit in the USDA fund and the Borelli assess district fund result from expenditures in
excess of revenues for the year ended June 30, 2014. The deficits are due to the City
receiving funding and incurring costs or making payments in different periods.

Note 7 — Defined Benefit Pension Plan

Plan Description

The City contributes to the California Public Employees Retirement System (CalPERS), an agent
multiple-employer public employee defined benefit pension plan. CalPERS provides retirement
and disability benefits, annual cost-of-living adjustments, and death benefits to plan members and
beneficiaries. CalPERS acts as a common investment and administrative agent for participating
public entities within the State of California. Benefit provisions and all other requirements are
established by state statute. Copies of CalPERS’ annual financial report may be obtained from
its Executive Office, 400 P Street, Sacramento, California 95814. A separate report for the City's
plan within CalPERS is not available.

27-



CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2014

Note 7 — Defined Benefit Pension Plan (continued)

Public Employees’ Pension Reform Act

The California Public Employees’ Pension Reform Act (PEPRA) went into effect on January 1,

2013. PEPRA primarily affects only “new members” who are employed for the first time by any
public employer on or after January 1, 2013. Members who are not considered new members

are herein referred to as “classic members.”

Funding Policy
Participants are required to contribute a percentage of their annual covered salary in one of the
following plans:

Miscellaneous 7.00%
Safety 9.00%
PEPRA-Miscellaneous 6.25%
PEPRA-Safety 11.50%

The City is required to contribute at actuarially determined rates. Rates for the fiscal year ended
June 30, 2014 were as follows (percent of annual covered payroli):

Miscellaneous 10.94%
Safety 31.88%
PEPRA-Miscellaneous 6.25%
PEPRA-Safety 11.50%

The contributions of plan members and the City are established and may be amended by
CalPERS.

Annual Pension Cost

For fiscal year 2013-2014, the City of Gustine’s annual pension cost was $329,576 and was equal
to the City’s required and actual contributions. The required contribution for fiscal year 2013-2014
was determined as part of the June 30, 2011 actuarial valuation using the entry age normal
actuarial cost method. The actuarial assumptions included: (a) an 7.50% 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 2.75%, and (d) a payroll growth rate of 3.00%.
The actuarial value of CalPERS assets was determined using technigues that smooth the effects
of short-term volatility in the market value of investments over a 15 year period. Unfunded
actuarial accrued liabilities and excess assets as of June 30, 2011 are being amortized, using the
level percentage of payroll method, over a closed period that depends on the plan’s date of entry
into CalPERS. The remaining amortization period at June 30, 2011 was 20 years for the safety
employees’ plan and 21 years for the miscellaneous employess’ plan.
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CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2014

Note 7 — Defined Benefit Pension Plan (confinued)

Three-Year Trend Information for all Plans Combined

Annual Percentage Net
Pension Cost of APC Pension
Fiscal Year (APC) Contributed Ohbligation
6/30/2012 $ 203,196 100% $ -
6/30/2013 249 127 100% -
6/30/2014 329,578 100% -

Funded Status of Plan

Effective with the June 30, 2003 valuation, the City's actuarial data has been combined with other
CalPERS Plans. Consequently, the data shown below is for the combined risk pool rather than
solely for the City of Gustine.

Actuarial Valuation Date — Year Ended

Miscellaneous Plan June 30, 2010 June 30, 2011 June 30, 2012
Actuarial value of assets $ 1603,482152 § 1,724,200,585 $ 1,837,489,422
Actuarial accrued liabilities 1,972,910,641 2,135,350,204 2,254,622,362
Unfunded liabilities (UL) 369,428,489 411,149,619 417,132,940
Funded ratio 81.3% 80.8% 81.5%
Annual covered payroll 352 637,380 350,121,750 339,228,272
UL as a percentage of payroll 104.8% 117.4% 123.0%

Actuarial Valuation Date — Year Ended

Safety Plan June 30, 2010 June 30, 2011 June 30, 2012
Actuarial value of assets $ 1628915283 $ 1,759,285,797 $ 1,896,139,291
Actuarial accrued liabilities 1,915,095,826 2,061,823,933 2,183,549,042
Unfunded liabilities (UL) 286,180,543 302,637,136 287,410,651
Funded ratio 85.1% 85.3% 86.8%
Annual covered payroll 224 562,008 225,026,216 232,078,083
UL as a percentage of payroll 127.4% 134.5% 123.8%
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Notes to Basic Financial Statements
June 30, 2014

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
provides Worker's Compensation coverage from $250,000 to $500,000 and purchases excess
insurance above the $500,000 to the statutory limit.

The CSJVRMA is a consortium of fifty-four (54) cities in San Joaquin Valley, California. 1t 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 8371 Auburn Bivd., Citrus Heights, California
95621,

Note 9 — Contingencies and Commitments

The City participates in a number of federal, state and local grant programs. These programs are
subject to financial and compliance audits by the grantors or their representatives. The audits of
these programs for earlier years and the year ended June 30, 2014 have not been completed in
all cases; accordingly, final determination of the City's compliance with applicable grant
requirements may be established at some future date. The amount, if any, of expenditures which
may be disallowed by the granting agencies cannot be determined at this time. The City believes
any such claims would be immaterial to the City's financial position at June 30, 2014. Receipt of
these grant revenues is not assured in the future.

The City is subject to litigation arising in the normal course of business. [n the opinion of the City

Attorney there is no pending litigation, other than disclosed above, which is likely to have a
material adverse effect on the financial position of the City.
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Note 10 - Prior Period Adjustments and Reclassification
The City made reclassifications of fund balances and prior period adjustments during the year
ended June 30, 2014 as described below. As a result, the beginning net position/fund balance of
certain funds have been restated.
e The City reclassified the USDA 2012 COP fund for the water system improvement project
from a governmental activity to a business-type activity in the fiscal year ended June 30,
2014, The reclassification affected the USDA fund (governmental activity) and the Water
fund (business-type activity).

s The City reconciled the interfund ‘due to’ and ‘due from' accounts, which resulted in a prior
period adjustment of $311,569.

» The City made a prior period adjustment of $68,033 to the long-term liabilities reported in the
governmental funds under the reporting requirements of GASB 34. See Note 4

The following table presents the effect of these adjustments.

Fund Balance

(Deficit) Prior Reclassification Fund Balance
as Originally Period of Fund (Deficit)
Stated Adjustment Balance as Restated
Governmental Funds:
Major Funds:
General Fund 3 (307,231) $ (151,189) $ - % (458,420)
USDA Fund (2,087,387) - 1,671,811 (415,5786)
Non-major Funds:
Traffic Congestion - (16,577) - (15,577)
- Street & Sidewalk 300,433 (10,810} - 289,623
Storm Drainage 89,958 (3,178) - 86,780
Major Proprietary Funds:
Water Fund (147,119} (65,111) (1,671,811) (1,884,041)
Sewer Fund 667,294 (53,647) - 613,647
Refuse Fund (128,264) (8,069) - (136,333)
Airport Fund (25.628) (3.988) - (29.614)
$ (1.637,942) § (311,569) $ - $§ {1.949511)

-31-



CITY OF GUSTINE
Notes to Basic Financial Statements
June 30, 2014

Note 11 - Subsequent Events

The City has evaluated events subsequent to June 30, 2014 to assess the need for potential
recognition or disclosure in the financial statements. Such events were evaluated through
February 25, 2017, the date the financial statements were available to be issued. No events have
occurred, except as described below, 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.

In June 2012, the GASB issued Statement No. 68, Accounting and Financial Reporting for
Pensions — an amendment of GASB Statement No. 27. The objective of this Statement is to
improve accounting and financial reporting by state and local government for pensions. This
Statement establishes standards for measuring and recognizing liabilities, deferred outflows of
resources, and deferred inflows of resources, and expense/expenditures. The City will be
required to recognize a liability equal to the net pension liability in its financial statements prepared
using the economic resources measurement focus and accrual basis of accounting. The City has
not determined what impact this pronouncement will have on the financial statements. The
provisions of this Statement are effective for the City’s fiscal year ended June 30, 2015.

In November 2013, the GASB issued Statement No. 71, Pension Transition for Contributions
Made Subsequent to the Measurement Date. The objective of this Statement is to address an
issue regarding application of the transition provisions of Statement No. 68. The issue relates to
amounts associated with contributions, if any, made by a state or local government employer or
non-employer contributing entity to a defined benefit pension plan after the measurement date of
the government’s beginning net pension liability, The City has not determined what impact this
pronouncement will have on the financial statements. The provisions of this Statement are
effective for the City's fiscal year ended June 30, 2015,
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CITY OF GUSTINE
Schedule of Revenues, Expenditures, and Changes in Fund Balances
Arising from Cash Transactions - Budget and Actual
General Fund
For the Fiscal Year Ended June 30, 2014

Variance with
Final Budget

Original Final Positive
Budget Budget Actual {Negative)
Revenues
Taxes $ 967,000 $ 967,000 % 1,010,346 $ 43,346
Licenses and permits 66,850 66,850 87,115 20,265
Fines and penalties 5,000 5,000 18,586 13,588
Investment earnings 66,800 66,800 71,914 5114
Intergovernmental 428,530 428,530 499,128 70,598
Charges for services 68,976 68,976 105,328 36,352
Other revenues 89,667 69,667 139,251 89,584
Total Revenues $ 1672823 § 1672823 § 1031668 3 258845
Expenditures
Current;
General government $ 230,771 % 230,771 0§ 227645 % 3,128
Public safety 1,478,660 1,478,660 1,542,012 {63,352)
Public works - - 35,583 {(35,583)
Community development 21,518 21,518 43,436 (21,918)
Parks and recreation 166,023 166,023 150,753 15,270
Planning 33,883 33,883 32,600 1,283
Total Expenditures 1,830,855 1,830,855 2,032,029 (101,174)
Excess of revenues over
{under) expenditures (258,032) (258,032) (100,361) 157,671
Other Financing Sources (Uses)
Transfers in 328,820 328,820 408,648 79,728
Transfers out {143,000) {143,000) - 143,000
Total Other Financing Sources (Uses) 185,820 185,820 408,548 222728
Net change in Fund Balance {72,212) {72,212) 308,187 380,399
Fund halances, beginning of year (307,231) (307,231) (307,231) -
Prior period adjustments - - (151,194) {151,194)
Fund balances, beginning of year (restated) (307,231) (307,231) (458,425) (151,194)
Fund balances {deficit), end of fiscal year $ (379,443) $ (379,443) $ (150,238) $ 229,205
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: CITY OF GUSTINE
Schedule of Revenues, Expenditures, and Changes in Fund Balances
Arising from Cash Transactions - Budget and Actual
Utility Tax Fund
For the Fiscal Year Ended June 30, 2014

Variance with

Final Budget
Criginal Finaj Positive
Budget Budget Actual {Negative)
Revenues
Taxes $ 216,000 $ 216000 $ 226008 $ 10,008
Investment earnings 875 875 1,269 394
Charges for services 4,000 4,000 4,527 527
Other revenues 100 100 25173 25,073
Total Revenues 220,975 220,975 256,877 36,002
Expenditures
Current:

General government 43,655 43,655 118,444 {74,789)
Total Expenditures 43,685 43,655 118,444 {74,789)
Excess of revenues over

(under) expenditures 177,320 177,320 138,533 {38,787)
Other Financing Sources (Uses)

Transfers in - - - -

Transfers out {177,320) (177,320) (219,352) {42,032)
Total Other Financing Sources (Uses) {177.,320) (177,320) {219,352) (42,032)
Net change in Fund Balance - - (80,819) (80,819)
Fund balances, beginning of year 820,845 820,845 820,845 -
Prior period adjustments - - - -
Fund balances, beginning of year (restated) 820,845 820,845 820,845 -
Fund balances (deficlt), end of fiscal year $ 820845 % 820845 $§ 740026 $  (80,819)
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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, 2014

Variance with
Final Budget
Original Final Positive
Budget Budget Actual (Negative)
Revenues
Investment earnings $ - 5 - 3 - 8 -
Intergovernmental 221,433 221,433 222,046 613
Total Revenues 221,433 221,433 222,045 813
Expenditures
Current:
General government - - 103,179 (103,179)
Public works 207,851 207,851 83,129 124,722
Total Expenditures 207,851 207,851 186,308 21,543
Excess of revenues over
{under) expenditures 13,5682 13,582 35,738 22,156
Cther Financing Sources (Uses)
Transfers in - - - -
Transfers out - - - -
Total Other Financing Sources (Uses) - , - - -
Net change in Fund Balance 13,5682 13,582 35,738 22,156
Fund balance, beginning of year 300,431 300,431 300,431 -
Prior period adjustments - - {10,810) {10,810)
Fund balances, beginning of year (restated) 300,431 300,431 289,621 {10,810)
Fund balance, end of fiscal year $ 314013 § 314013 % 325359 § 11,346
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CITY OF GUSTINE
Combining Statement of Assets, Liabilities, and Fund Balances
Arising from Cash Transactions
Non-Major Governmental Funds
For the Fiscal Year Ended June 30, 2014

Special Revenue Funds

6 8 15 17 20
Public Traffic City Wide
Safety CDBG Congestion Lighting & Surface
Fund Fund Relief Landscape Trans.
ASSETS
Cash and investments-LAIF ~ $ - % - § - 8 - 3 -
Interfund accounts:
Claim on cash 3,686 379,897 - 125,358 116,037
Due from / to other funds - - - - -
Due to payroll fund - - - - -
Loans receivable - - - - -
QOther receivahles - - - - -
Total Assets 3,686 379,897 - 125,358 116,037
LIABILITIES
Accounts payable - - - - -
Other payables - - - - -
Total Liabilities - - - - -
FUND BALANCES
Reserved for capital projects - - - - -
Reserved for debt service - - - - -
Unreserved, undesignated 3,686 379,887 - 125,358 116,037
Total Fund Balances (deficits) 3,686 379,897 - 125,358 116,037
$ 118,037

Total Liabilities & Fund Balances $ 3686 $ 379,887 % - $ 125358
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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, 2014

Special Revenue Funds {continued)

10-13, 21, 29 25 28 73 74
Gas Tax Borrelli
Sidewalk UHP Housing Assess
Maint. Fund Grants Fund District
ASSETS
Cash and investments-LLAIF 5 - 8 - % - § - $ -
Interfund accounts:
Claim on cash 337,002 - - - -
Due from / to other funds (11,643) {2,286) {46 815) {345,451) {14,7886)
Due to payroll fund - - - - -
Loans receivable - - - - -
Other receivables - - - - -
Total Assets 325,359 (2,296) - (46,815) (345,451) (14,786)
LIABILITIES
Accounts payable - - - - -
Other payables - - - - -
Total Liabilities - - - - -
FUND BALANCES
Reserved for capital projects - - - - -
Reserved for debt service - - - - -
Unreserved, undesignated 325,359 {2,296) {48,815) (345,451) (14,786)
Total Fund Balances (deficits) 325,359 (2,206) {46,815) (345,451) {14,786)

Total Liabilities & Fund Balances $ 325359 $§  (2296) $ (46,815) $ (345451) $  (14,786)
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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, 2014

Special Revenue Funds (continued) Capital Project Funds
75 78 101-108 31 32
Southport Solisgen Separate Swimming Acquisition
Assess. Assess. Impact Pool Capital & Dev.
District District Fees Fund Fund
ASSETS
Cash and investments-LAIF ~ $ - 8 - § - 8 - $ -
Interfund accounts: '
Claim on cash 12,041 55,000 240,471 4,175 -
Due from / to other funds - - - - {11,575)
Due to payroll fund - - - - -
Loans receivable - - - - -
Other receivables - - - - -
Total Assets 12,041 55,000 240,471 4,175 {11,575)
LIABILITIES
Accounts payable - - - - -
Other payables - - - - -
Total Liabilities .- - - - -
FUND BALANCES
Reserved for capital projects - - - 4175 -
Reserved for debt service - - - - -
Unreserved, undesignated 12,041 55,000 240,471 - (11,575)
Total Fund Balances (deficits) 12,041 55,000 240,471 4175 (11,575)

Total Liabilities & Fund Balances $ 12,041  § 55,000 $ 240471 % 4175 $  (11,575)
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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, 2014

Capital Project Funds {continued)

59 34 35 36 37
Strom Fire Public Capital
Drainage Service Facilities Trans. Replacement
Fund Fund Fund Fund Fund
ASSETS
Cash and investments-LAIF ~ § - 8 - $ - 8 - -
Interfund accounts:
Claim on cash 92,528 77,604 322,808 5,157 -
Due from / to other funds - - - - {76)
Due to payrell fund - - - - -
Loans receivable - - - - -
Other receivables - - - - -
Total Assets 92,528 77,604 322,898 5,157 (76)
LIABILITIES
Accounts payable - - - ‘ - -
Other payables - - - - -

Total Liabilities - - - - _

FUND BALANCES :
Reserved for capital projects 92,528 77,604 322,898 5,157 {78)
Reserved for debt service - - - - -
Unreserved, undesignated - - - - -

Total Fund Balances (deficits) 92,528 77,604 322,898 5,157 (78)

Total Liabilities & Fund Balances § 92,528 § 77604 § 322898 § 5157 § (78)
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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, 2014

Cap. Projects

38 22 Total
General GO Bond Non-Major
Reserve Debt Service Governmental
Fund Fund Funds
ASSETS
Cash and investments-LAIF $ - % - $ -
Interfund accounts:
Claim on cash 234,586 38,727 2,045,167
Due from / to other funds - - (432,642)
Due to payroll fund - - -
Loans receivable - - -
Other receivables - - -
Total Assets 234 586 38,727 1,612,525
LIABILITIES
Accounts payable - - -
Other payables - - -
Total Liabilities - - -
FUND BALANCES
Reserved for capital projects 234,586 - 736,872
Reserved for debt service - 38,727 38,727
Unreserved, undesignated - - 836,926
Total Fund Balances (deficits) 234,586 38,727 1,612,525
Total Liabilities & Fund Balances $ 23458 3 38,727 % 1,612,525
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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
For the Fiscal Year Ended June 30, 2014

Special Revenue Funds

6 8 15 17 20
Public ~ Traffic City Wide
Safety CDBG Congestion Lighting & Surface
Fund Fund Relief Landscape Trans.
REVENUES
investment earnings $ - % (1,298) % -~ 3 126 % -
Intergovernmeantal - - - - 141,280
Charges for current services - - - 189,890 -
Program income - - - - -
Taxes - 959 - - -
Total Revenues - {1,296) - 190,015 141,280
EXPENDITURES
General government - 1,897 - 162,317 34,337
Public safety - - - - -
Public works - - - - -
Community development - - - - -
Debt service:
Principal - - - - -
Interest - - - - -
Total Expanditures - 1,897 - 162,317 34,337
Excess of revenues over
(under) expenditures - (3,193) - 27,698 106,943
Transfers in (out) - - - - -
Net Change in Fund Balance - (3,193) - 27,698 106,943
Fund balances (deficit),
beginning of year 3,686 382,131 - 113,237 9,094
Pricr period adjustments - - - {15,577) -
Fund balances (deficit),
beginning of year 3,686 382,131 - 97,660 9,094
Fund balances (deficit),
end of year $ 3686 $ 378938 § - $§ 125358 § 116,037
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CITY OF GUSTINE

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

REVENUES
Investment earnings
Intergovernmeantal
Charges for current services
Program income
Taxes

Total Revenues

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),
heginning of year

Prior period adjustments

Fund batances (deficit),
beginning of year

Fund balances {deficit),
end of year

Non-Major Governmental Funds (continued)
For the Fiscal Year Ended June 30, 2014

Special Revenue Funds (confinued)

10-13, 21, 29 25 28 73 74

Street Borrelli
Sidewalk UHP Housing Assess
Maint. Fund Grants Fund District

$ -3 - - 0§ - % 14

222,046 - - - -

- - - - 22,359

222,046 - - - 22,373

103,179 - - - 32,208

83,129 - - - -

- - - 644 -

186,308 - - 644 32,208

35,738 - - (644) (9,835)

- - - (189,195) -

35,738 - - (189,839) {9,835)

300,431 (2,296) (46,815) (155,612) {4,951)
{10,810) - - - -

289,621 {2,296) (46,815) (155,612) (4,951)

$ 325359 $ {2,296) % {46,815) $ (345451) $ (14,786)
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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, 2014

Special Revenue Funds {continued) Capital Projects Funds
75 76 101-108 31 32
Southpert Separate Swimming Acquisition
Assess. Impact Pool Capital & Dev.
District Solisgen Fees Fund Fund
REVENUES
Investment earnings $ 1 8 - % - 3 - $ -
Intergovernmental - - - - -
Charges for current services 4,254 - 240,471 - -
Program income - - - - -
Taxes - - - - -
Total Revenues 4,255 - 240,471 - -
EXPENDITURES
General government 897 - - - -
Public safety - - - - .
Public works - - - - -
Community development - - - - -
Debt service;
Principal - - - - -
Interest - - ‘ - - -
Total Expenditures 997 - - - -
Excess of revenues over
(under} expenditures 3,258 - 240,471 - -
Transfers in {out) - - - - -
Net Change in Fund Balance 3,258 - 240,471 - -
Fund balances (deficit),
beginning of year 8,783 55,000 - 4,175 {11,575)
Prior petiod adjustments - - - - -
Fund balances (deficit),
beginning of year 8,783 55,000 - 4175 {11,575)
Fund balances {deficit),
end of year $ 12,041 % 55000 % 240471 $ 4,175 $§  (11,575)
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Combining Statement of Revenues, Expenditures, and Changes in Fund Balances

REVENUES
Investment earnings
Intergovernmental
Charges for current services
Program income
Taxes

Total Revenues

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 (d'eficit),
beginning of year

Prior period adjustments

Fund balances (deficit),
beginning of year

Fund balances {deficit),
end of year

CITY OF GUSTINE

Arising from Cash Transactions

Non-Major Governmental Funds (continued)
For the Fiscal Year Ended June 30, 2014

Capital Projects Funds {continued)

59 34 35 38
Strom Fire Public Capital
Drainage Service Facilities Trans., Replacement
Fund Fund Fund Fund
$ - % - % 454 % - 8 -
43,033 - - - -
43,033 - 454 - -
37,285 - 21 - -
37,285 - 21 - -
5,748 - 433 - -
5,748 - 433 - -
89,958 77,604 322,485 5,157 (76)
(3,178) - - - -
86,780 77,604 322,465 5,157 (76)
$ 92,528 % 77604 § 322898 § 5,157 § (78)
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CITY OF GUSTINE

Combining Statement of Revenues, Expenditures, and Changes in Fund Balances

REVENUES
Investment earnings
Intergovernmental
Charges for current services
Program income
Taxes

Total Revenues

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),
heginning of year

Prior period adjustments

Fund balances {deficit),
beginning of year

Fund balances (deficit},
end of year

Arising from Cash Transactions
Non-Major Governmental Funds (continued)
For the Fiscal Year Ended June 30, 2014

Cap. Projects

38 22 Total
General GO Bond Non-Major
Reserve Debt Service Governmental
Fund Fund Funds

3 26 3% - % (678)
. - 363,326

- - 500,007

- 282 1,241

26 282 863,898

- - 334,935

- - 120,435

- - 644

- - 456,014

26 282 407,884

- (25,474) (214,669)

26 (25,192) 193,215

234,580 63,919 1,448,875

- - (29,565)

234 560 63,919 1,419,310

$ 234586 S 38,727 § 1,612,525
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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, in accordance with U.S. generally accepted auditing standards and the
standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States, the financial statements of the governmental
activities, the business-type activities, each major fund, and the aggregate remaining fund
information of the City of Gustine (City), and the related notes to the financial statements, which
collectively comprise the City's basic financial statements as listed in the table of contents as of
and for the year ended June 30, 2014 and have issued our report thereon dated February 25,
2017.

Internal Control over Financial Reporting

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

A deficiency in internal controf 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 misstatement on a timely basis. A maferial weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

Our consideration of internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal
control over financial reporting that might be deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control over financial reporting
that we considered to be material weaknesses, as defined above. However, we identified a
deficiency in internal control over financial reporting, described in the attached schedule of
findings that we consider to be a significant deficiency in internal control over financial
reporting (2014-1).
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To the Honorable Mayor and
Members of the City Council

Gustine, California

Page Two

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City's financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grants, 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.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and no to provide an opinion on the effectiveness of
the entity's internal control or compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the City's internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Certified Public Accountants

Roseville, California
February 25, 2017
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CITY OF GUSTINE
Financial Statement Audit Findings
June 30, 2014

The following are considered to be significant deficiencies in internal contro! over financial
reporting as referenced in the accompanying 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.

Current Year Finding and Recommendations

2014-1 Finding - Unreconciled account balances
It is very difficult for an organization to function without reconciled financial data on a
regular basis that provides year to date and budget to actual information.

Recommendation

It is our recommendation the City contract with a consultant to work with staff to balance
accounts going forward. The City needs this oversite in order to provide the customary
internal control at the financial statement level. Once staff is able to produce balanced
accounts on a consistent basis, the consultant would continue to provide oversite each
month to confirm accounts are properly stated. The City Manager and Council generally
do not have the expertise or the time to provide oversite as to the accounting function.

Status of Prior Year Findings

2013-1 Finding — Reconciliation of Fund Balance 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 noticed an unidentified difference in the General Fund. 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 posting 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
promptly reconcile any difference. Alsc, on a monthly basis procedures should be in
place to ensure that the Due from/Due to accounts are in balance.

Current Status
See current year finding.
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