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INDEPENDENT AUDITOR’S REPORT

To the Honorable Mayer and City Council
City of Coalinga, California

We have audited the accompanying financial statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City of Coalinga, California, (the City) as of and for the
year ended June 30, 2012, which collectively comprise the City’s basic financial statements as listed in the table of
comtents. These financial statements are the responsibility of the City’s management. Our responsibility is to €Xpress an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States, Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinions.

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

In accordance with Government Auditing Standards, we have also issued our report dated November 28, 2012 on our
consideration of the City of Coalinga’s internal control over financial reporting and on our tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance. That report is an integral
part of an audit performed in accordance with Government Auditing Standards and should be considered in assessing the
results of our audit.

The City has not presented the Management Discussion and Analysis that accounting principles generally accepted in the
United States have determined is necessary to supplement, although not required to be part of, the financial statements. The
Budgetary Comparison Information on pages 38 and 39 is not a required part of the basic financial statements, but is
supplementary information required by accounting principles generally accepted in the United States of America. We have
applied certain limited procedures, which consisted principally of inguiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit the information and
express no opinion on it.

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

November 28, 2012

91 “N” STREET, SUITE 104 FTREBAUGH, CALIFORNIA 93622 PHONE 559.659.3045 FAX 559.659.0615



CITY OF COALINGA

STATEMENT OF NET ASSETS
JUNE 30, 2012
Governmental Business-Type
Activities Activities Total
ASSETS
Cash and investments $ 5,910,851 % 4,059,275 $§ 9,970,126
Cash and investments with fiscal agent 2,347,702 6,923,170 9,270,872
Accounts receivable, net 440,666 813,724 1,254,390
Due from other governments 318,139 - 318,139
Internal balances (212,825) 212,825 -
Notes receivable 1,983,069 - 1,983,069
Bonds receivable 14,070,000 - 14,070,000
Deferred charges - Bond issuance costs, net {(91,952) 797,049 705,097
Capital assets, net of allowance
for depreciation 22,236,969 17,132,385 39,369,354
Total assets 47,002,619 29,938,428 76,941,047
LIABILITIES
Accounts payable and accrued expense 309,345 410,119 719,464
Accrued interest payable 166,310 174,489 340,799
Deposits and claims payable 46,204 32,400 78,604
Long-term liabilities
Due within one year 1,235,633 245,000 1,480,633
Due in more than one year 22,358,958 13,825,000 36,183,958
Compensated absences 432,336 143,553 575,889
Total liabilities 24,548,786 14,830,561 39,379,347
NET ASSETS
Invested in capital assets, net of
related debt 12,343,378 9,274,382 21,617,760
Restricted for debt service 2,038,561 1,211,232 3,249,793
Restricted for capital improvements 3,118,129 5,711,938 8,830,067
Restricted for specific projects and programs 3,952,750 - 3,952,750
Unrestricted 1,001,015 (1,089,685) (88,670)
Total net assets/(deficit) $ 22,453,833 § 15,107,867 $ 37,561,700

See accompanying notes.
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CITY OF COALINGA

BALANCE SHEET — GOVERNMENTAL FUNDS

JUNE 30, 2012
Coalinga Public Other Total
Financing Governmental Governmental
General Authority Funds Funds
ASSETS
Cash and investments $ - 5 228,875 § 5681976 % 5,910,851
Cash and investments with fiscal agent 833,419 1,514,283 - 2,347,702
Accounts receivable, net 358410 - 82,256 440,666
Due from other governments 146,132 - 172,007 318,139
Due from other funds 1,050,301 - 1,795,463 2,845,764
Notes receivable - - 1,983,069 1,983,069
Bonds receivable - 22,799,942 - 22,799,942
Total assets $  2,388262 § 24543,100 $ 9,714,771 36,646,133
LIABILITIES AND FUND BALANCE
Liabilities
Accounts payable and accrued expense  § 258,446 % - 3 50,899 $ 309,345
Deposits and claims payable 21,347 - 24,857 46,204
Due to other funds - - 3,058,589 3,058,589
Deferred revenue - 22,799,942 1,983,069 24,783,011
Total liabilities 279,793 22,799,942 5,117,414 28,197,149
Fund Balance
Restricted
Debt service - 1,743,138 295,403 2,038,561
Capital improvement projects - - 3,118,129 3,118,129
Circulation improvements - - 3,269,740 3,269,740
Public safety - - 48,198 48,198
Environmental conservation - - 119,882 119,882
Economic development - - 514,930 514,930
Unassigned 2,108,469 - (2,768,925) (660,456)
Total fund balance 2.108.469 1,743,158 4,597,357 8,448,984
Total liabilities and fund balance § 2,388,262 § 24,543,100 § 9,714,771 § 36,646,133

See accompomying notes.



CITY OF COALINGA

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCE TO NET ASSETS
OF GOVERNMENTAL ACTIVITIES
JUNE 30, 2012

Total governmental fund balance $ 8,448,984

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

Capital assets used in governmental activities are not financial
resources and, therefore, are not reported in the funds 22,236,969

Deferred revenue balances relating to certain receivables are not reported
as liabilities in the Statement of Net Assets since revenue recognition
is not based upon measurable and available criteria 16,053,069

Governmental long-term liabilities are not due and payable in the current
period and, therefore, are not reported in the funds (23,594,591)

Compensated absences are not due and payable in the current
period and therefore are not reported in the funds (432,336)

Interest on long-term debt is reported as an expenditure of the Governmental
Funds when paid because it requires the use of current financial
resources. However, accrued interest must be recorded when incurred (166,310)

Governmental funds report debt costs such as issuance costs and
original issue discounts as an expenditure when those
costs are incurred because they require the use of current financial
resources. However, debt issuance costs must be included as a

deferred charge in the Government-Wide Financial Statements {91,952)
Net assets of governmental activities $ 22,453,833

See accompanying noles.



CITY OF COALINGA

STATEMENT OF REVENUE, EXPENDITURES AND CHANGES IN FUND BALANCE —
GOVERNMENTAL FUNDS

YEAR ENDED JUNE 30, 2012
Coalinga Public Other Total
Financing Governmental Governmental
General Authority Funds Funds
Revenue
Taxes $ 3,615,048 § - 1,055,889 $ 4,670,937
Licenses, permits and impact fees 49,399 - - 49,399
Intergovernmental 104,070 - 1,918,687 2,022,757
Charges for services 2,130,906 - 159,268 2,290,174
Fines and forfeitures 20,526 - - 20,526
Rental 58,234 - 55,514 113,748
Interest 8,241 62,083 17,393 87,717
Loan payments - 6,476,940 - 6,476,940
Other 221,260 - 11,389 232,649
Total revenue 6,207,683 6,539,023 3,218,140 15,964,846
Expenditures
Current
General government 1,204,813 - - 1,204,813
Public works 683,600 - 842,242 1,525,842
Community development 212,294 - 695,332 907,626
Claremont - - 1,543,322 1,543,322
Public safety 5,504,522 - 90,603 5,595,125
Capital outlay 5,184 - 738,975 744,159
Debt Service
Principal 171,400 5,729,486 880,000 6,780,886
Interest and fiscal charges 44,481 684,684 497,275 1,226,440
Total expenditures 7,826,294 6,414,170 5,287,749 19,528,213
Revenue over/(under) expenditure: (1,618,611) 124,853 (2,069,609) (3,.563,367)
Other Financing Sources/(Uses)
Redemption of special assessment debt - - 220,750 220,750
Transfers in/(out) - net 1,178,188 (648,567) (542,397) (12,776)
1,178,188 (648,567) (321,647) 207,974
Extraordinary Loss - - (6,478,816) (6,478,816)
Change in Fund Balance (440,423) (523,714) (8,870,072) (9,834,209)

Fund Balance
Beginning of year 2,548,892 2,266,872 13,467,429 18,283,193

End of year $ 2108469 $ 1,743,158 $ 4597357 $ 8.448984

See accompanying notes. 6



CITY OF COALINGA

RECONCILIATION OF STATEMENT OF REVENUE, EXPENDITURES, AND CHANGES IN
FUND BALANCE OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITES
AND CHANGES IN NET ASSETS

YEAR ENDED JUNE 30, 2012

Net change in fund balance - total governmental funds $ (9,834,209)

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

Difference between reported extraordinary loss on the governmental financial
statements and the extraordinary gain reported on the government-wide
financial statements 12,263,499

Difference between capital assets transferred to the Successor Agency
and the bock value of the assets (1,065,164)

Depreciation expense on capital assets is reported in the Statement of
Activities, but they do not require the use of current financial
resources. Therefore, depreciation expense is not required as
expenditures in Governmental Funds (1,907,130)

Amortization of deferred debt costs in the Statement of Activities does
not require the use of current financial resources and is not
required as expenditures in Governmental Funds (634,480)

Governmental Funds report capital outlay as expenditures. However, in the
Statement of Activities and Changes in Net Assets the cost of those assets
are capitalized as an asset and depreciated over the period of service 744,159

Repayment of long-term receivables are revenue in governmental funds, but
the receipt reduces long-term receivables in the Statement of Net Assets (5,224,145)

Repayment of long-term debt is an expenditure in governmental funds, but
the repayment reduces long-term liabilities in the Statement of Net Assets 6,780,886

Compensated absence costs in the Statement of Activities does not
require the use of current financial resources and, therefore, is
not reported as expenditures in Governmental Funds 308,531

In the Statement of Activities interest is accrued on long-term debt, whereas,

in governmental funds interest expenditure is reported when due 39,257
Change in net assets of governmental activitics $ 1,471,204

See accompanying noles.
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CITY OF COALINGA

STATEMENT OF FIDUCIARY NET ASSETS

PRIVATE-PURPOSE TRUST FUNDS
JUNE 30, 2012

ASSETS
Cash and investments
Cash and investments with fiscal agent
Notes receivable
Land held for sale
Total assets

LIABILITIES
Accounts payable
Interest payable
Long-term Debt
Due within one year

Due in more than one year
Total liabilities

NET ASSETS
Held in trust for other governments

Total
Successor Ayres/Beason Private Purpose
Agency Scholarship Trust Funds
$ 1,277,925 57,488 $ 1,335,413
3,278,182 - 3,278,182
174,634 - 174,634
3,107,848 - 3,107,848
7,838,589 57,488 7,896,077
30,103 - 30,103
156,465 - 156,469
809,000
12,739,442 - 12,735,442
13,735,014 - 12,926,014
$ (5,896,425 % 57,488 §  (5,838,937)

See accompanying nores.
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CITY OF COALINGA

STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS

PRIVATE-PURPOSE TRUST FUNDS

YEAR ENDED JUNE 30, 2012

ADDITIONS
Property Taxes
Investments, rents and other earnings
Total additions

DEDUCTIONS
Administrative costs

Interest and fiscal agency expenses of
the former redevelopment agency
Total deductions

Extraordinary loss

Change in Net Assets

Net Assets
Beginning of year
End of year

Total
Successor Ayres/Beasen Private Purpose
Agency Scholarship Trust Funds
b 263972 § - 3 263,972
46,503 173 46,676
310,475 173 310,648
102,368 - 102,368
319,849 - 319,849
422,217 422,217
(5,784,683) - (5,784,683)
(5,896,425) 173 (5,896,252)
- 57,3135 57,315
3 (5.896,425) § 57488 3 (5,838,937

See gccompanying notes.
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CITY OF COALINGA

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNEK 30, 2012

Note 1 — Summary of Significant Accounting Policies

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

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

Reporting Entity

The City was incorporated as a general law city in 1906, The City operates under a Council-Manager form of
government, The City's major operations include public safety; highways and streets; water, sewer, natural
gas, transit and refuse collection; parks and recreation; building inspection; public improvements; planning
and zoning, and general administrative services.

Included in this report is the Coalinga Redevelopment Agency (the Agency). The Agency was established in
1979 to administer the City's redevelopment activities and projects. Members of the City Council
automatically sit as the Agency’s Board, the City Manager is appointed as Executive Director with the City
staff providing all support services. All redevelopment agencies in the State of California were dissolved and
ceased to operate as a legal entity as of February 1, 2012,

Also included in this report is the Coalinga Public Financing Authority (CPFA). The CPFA was established
in 1991 through a Joint Exercise of Powers Agreement between the City, the Agency, and the Coalinga-
Huron Unified School District. The formation of the joint powers authority was approved by the City
Council who is also designated as the Board of Directors for the CPFA. The City Manager is appointed
Secretary with the City staff providing all support services. The purpose of the CPFA is solely to provide
funds from the sale of revenue bonds to finance or refinance the costs of various projects for the City. The
City set up the CPFA to act as a financing/lending type institution only. The CPFA/City legislative meetings
are held concurrently. No separate annual financial statements are prepared for the CPFA.

Basis of Presentation — Fund Accounting

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

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 1 — Summary of Significant Accounting Policies (Continued)

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

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

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

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

The City reports the following major governmental funds:

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

Coalinga Public Financing Authority — The Coalinga Public Financing Authority Fund is used to account for
revenues and expenditures of the CPFA Revenue Bonds. Bond proceeds are to be used to finance or
refinance the costs of various improvement projects for the City and other public agencies.

The City reports the following additional fund types:

Private-Purpose Trust Fund - The Private-Purpose Trust Fund accounts for assets held by the City as trustee
for the Successor Agency and Ayres/Beason Scholarships.
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CITY OF COALINGA

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 1 -- Summary of Significant Accounting Policies (Continued)
Basis of Accounting

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

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

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

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

Financial Statement Amounts

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

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 1 — Summary of Significant Accounting Policies (Continued)

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

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

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

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

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

Ambulance Receivables — The City uses an independent billing company to bill and collect on all ambulance
services. Due to the large amount of bad debts and write-offs, up to 70% of billings, it is the City’s policy to
report as accounts receivable only those funds that are collected within the two month period following June
30 of each year.

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

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

receivable/payable.
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CITY OF COALINGA

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 1 — Summary of Significant Accounting Policies (Continued)

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

Capital assets, which include propetty, plant, equipment, and infrastructure assets (e.g., roads, bridges,
sidewalks, and similar iterns), are reported in the applicable governmental or business-type activities column
in the Government-Wide Financial Statements. Capital assets are defined by the government as assets with
an initial individual cost of more than $5,000 (amount not rounded) and an estimated useful life in excess of
one year. Such assets are recorded at historical cost or estimated historical cost if purchased or constructed.
Donated capital assets are recorded at estimated fair market value at the date of donation.

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

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

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

Years
Infrastructure 10 - 50
Buildings, structures and improvements 5-40
Water storage rights 40
Transmission and distribution equipment 5-50
Rolling equipment 2-30
Office equipment 3-10

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

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

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

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 1 — Summary of Significant Accounting Policies (Continued)

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

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

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

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

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

reduce the balance in this category.

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

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

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 1 — Summary of Significant Accounting Policies (Continued)

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

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

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

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

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

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

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

fund balance.

Use of Estimates - The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenditures/expenses during the reporting
period. Actual results could differ from those estimates.
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CITY OF COALINGA

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 2 — Stewardship, Compliance and Accountability

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

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

All annual appropriations lapse at fiscal year end to the extent they have not been expended or encumbered.
Note 3 ~ Cash and Investments

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

credited directly to the related funds.

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

Statement of Net Assets:

Cash and Investments $ 9,970,126

Cash and Investments with fiscal agent 9,270,872
Fiduciary Funds:

Cash and Investments 1,335,413

Cash and Investments with fiscal agent 3,278,182
Total Cash and Investments $ 23,854,593

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

Deposits with Financial Institutions $ 2,728,624
Local Agency Investment Fund 8,576,916
Held by Fiscal Agent:
Cash and Money Market Funds 11,034,770
Treasury Obligations 367,932
Notes, Mortgages, and Contracts 1,146,351

Total Cash and Investments $ 23,854,593
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CITY OF COALINGA

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 3 — Cash and Investments (Continued)

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

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

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

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

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 3 — Cash and Investments (Continued)

Investments Authorized by ])e_bt Agreements

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

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

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

Disclosures Relating to Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an
investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its fair value
to changes in market interest rates. The City’s investment in the Local Agency Investment Fund (LAIF) is
available for withdraw in one business day.

Disclosures Relating to Credit Risk

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

Concentration of Credit Risk

The investment policy of the City contains no limitations on the amount that can be invested in any one issuer
beyond that stipulated by the California Government Code. There are no investments in any one issuer that
represent 5% or more of total City investments.
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CITY OF COALINGA

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

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

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

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

Investment in State Investment Pool

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

Note 4 — Receivables

Receivables (net of allowances for uncollectibles, where applicable) at June 30, 2012 are as follows:

Governmental Business-Type

Activities Activities Total
Accounts receivable, net $ 440,666 $ 813,724 % 1,254,390
Due from other governments 318,139 - 318,139
Notes recetvable 1,983,069 - 1,983,069
Bonds receivable 22,799,942 - 22,799,942
$ 25,541,816 $ 813,724 §% 26,355,540
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CITY OF COALINGA

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 4 — Receivables (Continued)
Accounts Receivable

Summaries of accounts receivable and the corresponding allowances for uncollectibles at June 30, 2012 are as

follows:
Total Allowance Net
Governmental Activities
General b 504,542 §$ - % 504,542
Other Governmental Funds 254,263 - 254,263
$ 758,805 $ - § 758,805
Business-Type Activity
Water $ 450,177 § 28,115 § 422,062
Sewer 125,995 9,034 116,961
Natural Gas 76,300 14,324 61,976
Sanitation 219,426 15,659 203,767
Utility Billing 8,958 - 8,958
$ 880,856 $ 67,132 §$ 813,724

Notes Receivable

Downpayment Assistance Program — Long-term notes receivable of $1,983,069 represent monies loaned to
homebuyers in connection with a downpayment assistance program. The loans are secured by real property
with repayment due upon the sale of real property or starting at the end of the 30 year deferral period. At the
time of sale, the seller pays the loan balance in full without interest. Starting at the end of the 30 year deferral
period, the borrower is required to repay the Downpayment Assistance loan, without interest, over the

following 15 years.
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CITY OF COALINGA

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2012

Note 4 — Receivables (Continued)
Bonds Receivable

Bonds receivable consists of debt instruments purchased by the Coalinga Public Financing Authority (CPEA) -
Special Revenue Fund. The CPFA was established in 1991 through a Joint Exercise of Powers Agreement
between the City, the Agency, and the Coalinga-Huron Unified School District. The formation of the joint
powers authority was approved by the City Council who is also designated as the Board of Directors for the
CPFA. The purpose of the CPFA is solely fo provide funds from the sale of revenue bonds to finance the costs
of various projects for the City and other external agencies. The City set up the CPFA to act as a
financing/lending type institution only. In financing the various capital improvement projects, the CPFA
purchased bonds, entered into lease/sub-lease agreements and capital financing contracts with the City and other
external agencies. Repayment terms and conditions of the various bonds are detailed in Note 7. The following
is a list of the debt instruments comprising the CPFA bonds receivable at June 30, 2012;

Bonds Receivable
Enterprise Funds

Water Bonds 3 10,980,000
Sewer Bonds 3,090,000
14,070,000

Other Governmental Funds
Redevelopment Agency Bonds 7,693,942
Airport Construction Bonds 165,000
Special Assessment Bonds 871,000
8,729,942
Total Bonds Receivable $ 22,799,942

The Water and Sewer Bonds are being used for the purpose of financing the acquisition, construction and
improvement of certain water and sewer facilities and improvements.

The Redevelopment Agency Bonds were issued by the City’s Redevelopment Agency to finance various
community projects and defease certain debt.

Airport Construction Bonds represent monies which were used as matching funds required by the Federal
Aviation Administration,

Special Assessment Bonds for Assessment Districts 91-1, 91-2, and 92-1 accounted for in the General Fund,
were purchased by the CPFA. The Special Assessment Bonds financed the Monterey Avenue Extension, the
Jayne Avenue Industrial Park, and the Elm Avenue Expansion projects.
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Note 4 — Receivables (Continued)
Special Assessments

Special assessments receivables consist of outstanding property assessments. Property tax assessments are
collected twice a year by the County in aggregate amounts generally equal to the amount of special assessment
bonds payable. It is intended for collections to generally equal annual payments with minor, if any, fund
residuals remaining.

In the event that one of the agencies repays the debt prior to the specified time, the CPFA can use the funds
received to purchase other financing type agreements. There is no stipulation for those funds to be used to repay
the CPFA Revenue Bonds early. Therefore, the CPFA can use these funds and/or combine them with the
remaining balance of the original issue proceeds to enter into a new financing agreement with an agency. Thus
in this sense, these monies can be used in the same way revolving loan monies are disbursed. This flexibility
was designed to allow financing type contractual agreements.

Based on the financing/lending institution perception, financial reporting for the CPFA is through a conservative
revenue/expenditure flow approach. The revenue/expenditure stream shows the true details of cach financing
agreement in addition to the initial Marks-Roos Bond Pool issues for the CPFA.

In the governmental funds, the CPFA shows revenues from the various financing agreements (i.e., payments of
i principal and interest) and expenditures for its own debt service. In addition, the CPFA Balance Sheet reflects
bonds receivable, which is offset by a corresponding amount in deferred revenue.

Note 5 — Interfund Receivables and Payables

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

earned on pooled cash.

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

Due From Due To
General Fund $ 1,050,301  $ -
Community Development Fund 1,795,463 -
Natural Gas Fund 378,000 -
Sewer Fund 793,281 -
Water Fund . 793,281
Sanitation Fund - 165,175
Claremont General Operations Fund - 2,590,930
Transit Fund - 89,659
Development Impact Fees Fund - 378,000

$ 4,017,045 § 4,017,045
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Note 6 — Capital Assets — Capital asset activities for the year ended June 30, 2012 were as follows:

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

Governmental Activities
Capital assets, not being depreciated

Land $ 4714447 $ - 8 (2,204,104) § 2,510,343

Construction in progress 1,410,927 313,854 {1,347,668) 377,113
Total capital assets, not being depreciated 6,125,374 313,854 (3,551,772) 2,887,456
Capital assets, being depreciated

Buildings and improvements 19,062,907 - - 19,062,907

Infrastructure 25,500,348 1,717,133 (474,074) 26,743,407

Machinery and equipment 4,781,901 60,840 (16,901) 4,825,840
Total capital assets, being depreciated 49,345,156 1,777,973 (490,975) 50,632,154
Less accumulated depreciation for

Buildings and improvements (8,709,627) (488,789) - (9,198,416)

Infrastructure (17,089,207)  (1,095,796) 140,008  (18,044,995)

Machinery and equipment (3,733,586) (322,545) 16,901 (4,039,230)
Total accumulated depreciation (29,532,420) (1,907,130) 156,909 (31,282,641)
Total capital assets, being depreciated, net 19,812,736 (129,157) (334,066) 19,349,513
Governmental activitics capital assets, net § 25,938,110 § 184,697 § (3,885,838) § 22,236,969
Business-Type Activities
Capital assets, not being depreciated

Land $ 1,068,039 §$ - 8 - § 1,068,039

Construction in progress 1,616,274 51,428 - 1,667,702
Total capital assets, not being depreciated 2,684,313 51,428 - 2,735,741
Capital assets, being depreciated

Building 6,531,643 - - 6,531,643

Improvements other than buildings 26,447,535 - - 26,447 535

Machinery and equipment 3,084,681 28,885 - 5,113,566
Total capital assets, being depreciated 38,063,859 28,885 - 38,092,744
Less: accumulated depreciation {22,763,314) (932,786) - (23,696,100)
Total capital assets, being depreciated, net 15,300,545 (503,901) - 14,396,644
Business-type activities capital assets, net $ 17,984,858 % (852,473) $ - $ 17,132,385
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Note 6 — Capital Assets (Continued)

Depreciation and amortization expense were charged to the following functions in the Statement of
Activities:

Governmental Functions:

General Government $ 1,038,656
Public Works 24,386
Community Development 327,739
Claremont 242,686
Public Safety 273,663

$ 1,907,130

Business-Type Functions:

Water $ 679,807
Sewer 192,004
Natural Gas 57,208
Sanitation 3,767

$ 932,786

Note 7 - Long-Term Debt

The City generally incurs long-term debt to finance projects or purchase assets which will have useful lives
equal to or greater than the related debt.

In governmental fund types, debt discounts and issuance costs are recognized in the current period. Debt
discounts and issuance costs incurred in proprietary funds are deferred and amortized over the term of the
debt using the bonds-outstanding method, which approximates the effective interest method. The City’s debt
transactions are summarized below and discussed in detail thereafter:

28



CITY OF COALINGA

NOTES TO FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2012

Note 7 — Long-Term Debt (Continued)

Governmental Activity Long Term Debt

Airport Bonds and Notes Payable
1994 Airport Revenute Bonds
Airport Hangar Note

Coalinga Public Finance Authority Bonds
1998 Series A Bonds
1998 Series B Bonds
1998 Series C Bonds
2000 Series A Water and Sewer Bond
2000 Tax Allocation Bonds
2012 Water and Sewer Revenue Bonds

Special Assessment Bonds
Improvement District 91-1 Series A
Improvement District 91-1 Series B
Improvement District 91-2

Improvement District 92-1

Lease Payable
Fire Truck Capital Lease
Ambulance Capital Lease
Total Governmental Activity Debt

Business-Type Activity Long Term Debt
Bonds Payable

2000 Series A Water Bond

2000 Series A Sewer Bond

1993 Series B Water Revenue Bonds
1994 Water Revenue Bonds

1981 Sewer Revenue Bonds

2012 Water Revenue Bond

2012 Sewer Revenue Bond

Total Business-Type Activity Debt

Compensated Absences
Government Activitics

Business-Type Activities

Balance Balance Current

July 1, 2011 Additiens Retirements June 30, 2012 Portion
215,000 - 50,000 165,000 50,000
159,454 - 42,549 116,905 44,440

6,275,000 - 730,000 5,545,000 775,000
220,000 - 105,000 115,000 35,000
760,000 - 385,000 375,000 160,000

4,499,486 - 4,499 486 - -

3,344,942 - 10,000 3,334,942 15,000

- 12,830,000 - 12,830,000 -
400,000 - 50,000 350,000 55,000
62,000 - 6,000 56,000 11,000
125,000 - 15,0600 110,000 15,000
3%0,000 - 35,000 355,000 40,000
275,137 - 33,393 241,744 35,193

48,181 . 48,181 - .
16,774,200 12,830,000 § 6,009,609 § 23,594,591 § 1,235,633

3,217,685 - 3 3,217,685 § - 8 -

1,281,801 - 1,281,801 -

1,215,000 - 170,000 1,045,000 185,000
233,000 - 60,000 195,000 60,000
136,612 - 136,612 - -

- 9,740,000 - 9,740,000
- 3,090,000 - 3,090,000 -

6,106,098 12,830,000 § 4,866,098 % 14,070,000 § 245,000
740,867 $ 308,531 § 432,336
170,697 - § 27,144 § 143,553
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Note 7 — Long-Term Debt (Continued)
Long-term debt payable at June 30, 2012 was comprised of the following individual issues:

Bonds and Notes Payable

1994 Airport Revenue Bonds - Bonds payable to Coalinga Public Financing Authority in varying semi-
annual installments including interest at 7 percent, collateralized by the full faith and credit of the Coalinga
Airport revenues primarily and the General Fund revenues secondarily. This note is for the Genera] Fund
required match to construct a new airport runway for the City.

Airport Hangar Note - In 1998, the City received a loan from the State of California to construct 16 Box
Hangars at the Coalinga Municipal Airport. Interest accrues at a rate of 5.08 percent and is payable annually
with principal. The loan term is for a period of 17 years.

Coalinga Public Financing Authority Bonds - The CPFA was established in 1991 through a Joint Exercise
of Powers Agreement between the City, the Agency, and the Coalinga-Huron Unified School District. The
formation of the joint powers authority was approved by the City Council who is also designated as the Board
of Directors for the CPFA.

The purpose of the CPFA is solely to provide funds from the sale of revenue bonds to finance or refinance the
costs of acquiring, constructing, or improving and equipping capital improvements (projects) for the City, the
Agency, the Coalinga-Huron Unified School District, the Coalinga Hospital District, the West Hills
Community College District, and other external agencies. The City set up the CPFA to act as a
financing/lending type institution only.

Based on the financing/lending institution perception, financial reporting for the CPFA is through a
conservative revenue/expenditure flow approach, The revenue/expenditure stream shows the true details of
each financing agreement in addition to the initial Marks-Roos Bond Pool issue for the CPFA.

The CPFA shows revenues from the various financing agreements (i.e., payments of principal and interest)
and expenditures for its own debt service. In addition, the CPFA balance sheet reflects bonds receivable
which is offset by a corresponding amount in deferred revenue.

CPFA bonds outstanding at June 30, 2012 are as follows:

1998 Series A Bonds - In December 1998, the CPFA issued the 1998 Series A Bonds in the amount of
$12,970,000. The 1998 Series A principal payments are made each September 15 beginning in 1999 through
2021. Interest is to be paid semi-annually on March 15 and September 15 through 2021, The interest rates
range from 5.5 to 6.375 percent.

1998 Series B Bonds - In December 1998, the CPFA issued the 1998 Series B Bonds in the amount of
$1,830,000. The 1998 Series B principal payments are made each September 15 beginning 1999 through
2016. Interest is to be paid semi-annually on March 15 and September 15 through 2014. The interest rates
range from 4.6 to 5 percent.
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Note 7 — Long-Term Debt (Continued)

1998 Series C Bonds - In December 1998, the CPFA issued the 1998 Series C Bonds in the amount of
$6,140,000. The 1998 Series C principal payments are made each September 15 beginning in 1999 through
2021. Interest is to be paid semi-annually on March 15 and September 15 through 2022, The interest rates
range from 5.5 to 6 percent.

2000 Water/Sewer Series A Bonds - In June 2000, the CPFA issued bonds in the amount of $4,067,685 and
$2,246,801 respectively. The funds were used for the purpose of financing the acquisition, construction and
improvement of certain water and sewer facilities. The 2000 principal payments are made each April 1
beginning in 2001 through 2030. Interest is to be paid semi-annually on April 1 and October 1 through 2030.
The interest rates range from 5.3 to 6.6 percent, These bonds were retired during the current fiscal year with
the proceeds from the 2012 Water and Sewer Revenue Bonds.

2000 Tax Allocation Bonds — In 2000 the CPFA issued bonds in the amount of $3,404,942 to be used for
RDA activities. The principal payments are made each September and interest is paid semi-annually in
September and March through 2018. The interest rates range from 5.2 to 5.85 percent.

2012 Water and Sewer Revenue Bonds - In April 2012, the CPFA issued revenue bonds in the amount of
$12,830,000, $9,740,000 and $3,090,000 respectively. The funds were used for the purpose of refinancing the
2000 Series A Bonds and acquisition, construction and improvement of certain water and sewer facilities. The
principal payments are made each April 1 beginning in 2018 through 2048. Interest is to be paid annually on
April 1 through 2048. The interest rates range from 3.1 to 5.0 percent.

Special Assessment Bonds - 1915 Act Bonds have been issued in various denominations and are secured in
total by all of the unpaid assessments. The bonds are issued in series with each installment of principal and
interest on the unpaid assessments corresponding in aggregate to the amounts of principal and interest of
bonds maturing. The installments are collected on the regular tax rolls.

The bonds are secured by liens upon every lot which benefits from improvements and for which assessments
are outstanding. Bond principal payments are made annually, and interest is paid twice a year. The City has a
contingent liability for nonpayment of bond principal and interest by property owners.

The Special Assessments Bonds of the City consist of the following Assessment Districts:

The Improvement District 91-1 Series A bonds reflect a 9.3 percent

interest rate through 2016. $ 350,000
The Improvement District 91-1 Series B bonds reflect a 9.3 percent

interest rate through 2016. 56,000
The Improvement District 91-2 bonds reflect a 9.5 percent interest

rate through 2016. 110,000
The Improvement District 92-1 bonds reflect a 7.75 percent interest

rate through 2018, 355,000
Total Special Assessment Bonds § 871,000
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Note 7 — Long-Term Debt (Continued)

Fire Truck Capital Lease - In 2009, the City entered into a “Lease with Option to Purchase Agreement”
with Kansas State Bank of Manhattan for the purchase of a new fire truck. The lease bears an interest rate of
5.125% and terminates on February 15, 2018.

Ambulance Capital Lease - In 2009, the City entered into a “Lease with Option to Purchase Agreement”
with Kansas State Bank of Manhattan for the purchase of three ambulances. The lease bears an interest rate
of 6.0% and was retired during the current fiscal year.

2000 Water/Sewer Series A Bonds - In June 2000, the CPFA issued bonds in the amount of $4,067,685 and
$2,246,801 respectively. The funds were used for the purpose of financing the acquisition, construction and
improvement of certain water and sewer facilities. The principal payments are made each April 1 beginning in
2001 through 2030. Interest is to be paid semi-annually on April 1 and October 1 through 2030. The interest
rates range from 5.3 to 6.6 percent. These bonds were retired during the current fiscal year with the proceeds
from the 2012 Water and Sewer Revenue Bonds.

1993 Series B Water Revenue Bonds - In 1991, the Sewer and Water Enterprise Funds issued debt
instruments purchased by the CPFA for the purpose of financing the expansion of the Waste Water Treatment
Plant and the expansion of the Water Treatment Plant, respectively. In addition, the Water Enterprise Fund
issued debt instruments in September, 1994 which were purchased by the CPFA for the purpose of financing
the installation of water meters throughout the City and provide funds for a voluntary debt service payment to

the USBR.

The CPFA was established in 1991 through a Joint Exercise of Powers Agreement between the City, the
Coalinga Redevelopment Agency, and the Coalinga-Huron Unified School District. The purpose of the
CPFA is solely to provide funds from the sale of revenue bonds to finance or refinance the costs of various
projects for the City and other external agencies. The City set up the CPFA to act as a financing/lending type
institution only. These debt agreements provide for the Sewer and Water Enterprise Funds to make lease
payments to the CPFA, Additionally, the CPFA has a leasehold interest in the Waste Water Treatment Plant
and the Water Treatment Plant.

Under the 1991 Water Enterprise debt agreement with the CPFA, principal payments are due each September
in increasing amounts through 2016, The interest rates are 6.625 percent and are due semi-annually each

March and September.

1994 Water Revenue Bonds - Under the 1994 Water Enterprise debt agreement with the CPFA for the
financing of a voluntary payment to the USBR, principal payments are due each September 15 in increasing
amounts through 2014. The interest rates are 7.25 percent and are due semi-annually each March and

September.

1981 Sewer Revenue Bonds - In 1981, the City issued Revenue Bonds to construct sewer facilities. The City
has pledged income derived from sewer fees to pay the debt service. Bond principal payments are made each
April. Interest, at 5 percent, is paid semi-annually each April and October. The bond was retired during the

current fiscal year.
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Note 7 — Long-Term Debt (Continued)

2012 Water and Sewer Revenue Bonds - In April 2012, the Water and Sewer Enterprises issued revenue
bonds payable to the CPFA in the amount of $9,740,000 and $3,090,000 respectively. The funds were used
for the purpose of refinancing the 2000 Series A Bonds and acquisition, construction and improvement of
certain water and sewer facilities. The principal payments are made each April 1 beginning in 2018 through
2048. Interest is to be paid annually on April 1 through 2048. The interest rates range from 3.1 to 5.0
percent.

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

follows:

Governmental Activities  Business-Type Activities

Years ending June 30, Principal Interest Principal Interest
2013 1,235,633 1,214,047 245,000 675,778
2014 1,249,421 1,155,331 260,000 677,610
2015 1,300,223 1,076,608 280,000 659,301
2016 726,196 892,293 220,000 642,519
2017 762,417 042,429 235,000 627,447
2018-2022 3,445,757 4,143,572 1,090,000 3,028,617
2023-2027 3,975,429 3,670,480 1,320,000 2,798,372
2028-2032 2,129,515 4,726,238 1,650,000 2,445,750
2033-2037 2,050,000 1,997,500 2,050,000 1,997,500
2038-2042 2,610,000 1,431,500 2,610,000 1,431,500
2043-2047 3,340,000 709,750 3,340,000 709,750
2048 770,000 38,500 770,000 38,500
$23,594,591 $22,098,248 $14,070,000 $15,732,644

Note 8 — Risk Management

The City is 2 member of the Public Agency Risk Sharing Authority of California (PARSAC), a public entity
risk pool in which there is a transferring (sharing) of risk among the pool participants. The City pays an
annual premium to PARSAC for its general liability coverage. PARSAC is self-sustaining through member
premiums. The City is insured under a retrospectively rated policy in which the initial premium is adjusted
based on actual experience during the period of coverage. The City is responsible for all claims up to $25,000
per occurrence for general and auto liability with a coverage limit at June 30, 2012 of $20,000,000.

The City’s risk management program also includes fire, property and automobile insurance. The coverage
includes an all risk-replacement cost blanket. Additionally, the City has property insurance coverage up to
$1,000,000,000 per occurrence.

The City provides worker's compensation and employer's liability coverage on all employees through
PARSAC. This insurance is paid entirely by the City. All premiums are paid by the appropriate fund
designated for each employee's salary and benefits. In the risk management program for the City, a pro-active
approach is taken toward work safety for employees. Various training sessions and inspections are conducted
throughout the year. The result has been continued reduction of work related injury claims.
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Note 9 - Contingent Liabilities

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

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

City.
Note 10 - Other Employee Benefits

The City offers medical, dental, vision, chiropractic and prescription insurance coverage, as well as group life
insurance coverage, to employees and their dependents. Additionally, the City offers an employee assistance
program to assist employees and their families with problem assessment and short-term counseling needs.
The City pays a portion of premiums in connection with the insurance coverage offered by the City.

City Emplovee Post Retirement Benefits

In accordance with federal requirements, the City provides its retirees the opportunity to continue enrollment
in the City's health insurance program. Premium charges paid by retirees are intended to cover the full cost of
benefits provided without cost to the City. For the year ended June 30, 2012, no retirees were enrolled in the
health insurance program.

City Employee Retirement Plan (Defined Contribution Pension Plan)

On February 1, 1994, the City converted all previously covered California Public Employees Retirement
System (CALPERS) employees to the International City Management Association Retirement Corporation
(ICMA) money purchase plan (401A). Prior to this date, only the City Manager, certain department managers
and Claremont Custody Center employees were covered under the 401 A retirement plans.

The 401A retirement plan is a defined contribution plan. A defined contribution pension plan provides
pension benefits in return for services rendered, provides an individual account for each participant, and
specifies how contributions to the individual's accounts are to be determined instead of specifying the amount
of benefits the individual is to receive. Under a defined contribution pension plan, the benefits a participant
will receive depend solely on the amount contributed to the participant's account and the returns earned on
investments of those contributions.

The 401A retirement plan allows the City flexibility in providing a retirement benefit to the various
bargaining units. As a result, the City has established six separate 401A retirement plans through ICMA. The
plans include: General Employees 401A, Police Employees 401A, Fire Employees 401A, Claremont Custody
Center Employees 401A, and a combined plan for Management 401A. Under each retirement plan, all full
time regular employees must participate in the pension plan from the date they are hired.
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Note 10 - Other Employee Benefits (Continued)

City Employee Retirement Plan (Defined Contribution Pension Plan) (Continued)

The General Employees 401A retirement plan provides for 7% employee and 7% employer contributions
based on cach employec's gross earnings. Both contributions are paid entirely by the City. An employee who
leaves the employment of the City is entitled to his or her contributions and the City's contributions if vesting
requirements are satisfied. The General Employee's 401A retirement plan includes immediate vesting of all
employee contributions and a progressive vesting schedule on the employer contributions of 30%, 60%, and
100% after 3, 4, and 5 years of service, respectively.

The Police Employees 401 A retirement plan provides for 7% employee and 7% employer contributions based
on the employee’s gross earnings. Both contributions are paid entirely by the City. An employee who leaves
the employment of the City is entitled to his or her contributions and the City's contributions if vesting
requirements are satisfied. The Police Employee's 401A retirement plan includes immediate vesting of all
employee contributions and a progressive vesting schedule on the employer contributions of 30%, 60%, and
100% after 3, 4, and 5 years of service respectively.

The Fire Employees 401A retirement plan provides for a 14% employer contribution based on the employee's
gross earnings. An employee who leaves the employment of the City is entitled to the City's contributions if
vesting requirements are satisfied. The Fire Employee's 401A retirement plan includes a progressive vesting
schedule on the City’s contributions of 30%, 60%, and 100% after 3, 4, and 5 years of service respectively.

The Claremont Custody Center Employees 401A retirement plan provides for a 14% employer contribution
based on the employee’s gross earnings. An employee who leaves the employment of the City is entitled to
the City's contributions if vesting requirements are satisfied. The Claremont Custody Center Employee's
401A retirement plan includes a progressive vesting schedule on the City’s contributions of 30%, 60%, and
100% after 3, 4, and S years of service respectively.

City Employee Retirement Plan (Defined Contribution Pension Plan) (Continued)

During the current year, the City contributed $842,853 (7% of the participant's payroll) in employer
contributions into the 401A retirement plans through ICMA. During 2012 the employee contributions totaled
$283,861 (7% of the participant’s payroll) to the ICMA plans. For the fiscal year ended June 30, 2012, the
total payroll for employee's covered by the 401A plans was $6,113,917 while the total payroll for all City
employees was $6,488,578.

The ICMA held no securities of the City or other related parties during the year or as of the close of the fiscal
year.
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Note 11 — Successor Agency Trust For Assets of Former Redevelopment Agency

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

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

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

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

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

In accordance with the timeline set forth in the Bill (as modified by the California Supreme Court on
December 29, 2011) all redevelopment agencies in the State of California were dissolved and ceased to

operate as a legal entity as of Febraury 1, 2012.

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

The transfer of the assets and liabilities of the former redevelopment agency as of February 1, 2012
(effectively the same date as January 31, 2012) from governmental funds of the City to fiduciary funds was
reported in the governmental funds as an extraordinary loss in the governmental fund financial statements.
The receipt of these assets and liabilities as of January 31, 2012 was reported in the private-purpose trust
fund as an extraordinary loss.
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Note 11 — Successor Agency Trust For Assets of Former Redevelopment Agency (Continued)

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

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

Total extraordinary loss reported in governmental funds - increase to net assets
of the Successor Agency Trust Fund $ 6,478,816

Capital assets recorded in the government-wide financial statements - increase to net assets
of the Successor Agency Trust Fund 1,504,998

Accrued bond interest reported in the government-wide financial statements -
decrease to net assets of the Successor Agency Trust Fund (220,055)

Long-tem debt reported in the government-wide financial statements -
decrease to net assets of the Successor Agency Trust Fund (13,548,442}

Net decrease to net assets of the Successor Agency Trust Fund as a result of
initial transfers (equal to amount of extraordinary gain reported in the
government-wide financial statements of the City) 3 (5,784,683)

Note 12 — Deficit Net Assets Balance

The Transit Fund, Claremont General Operations Fund and Development Impact Fees Fund have deficit net
asset balances as of June 30, 2012 of $17,001, $2,621,664 and $130,260, respectively. The deficits are
expected to be relieved from future revenues or transfers from the General Fund.

Note 13 ~ Prior Period Adjustment

The prior period adjusiment in the Business-Type Activities section of the Slatement of Activities for
$2,663,134 is to record a substraction to net assets for interest expense related to the retirement of the 2000
Water/Sewer Serics A Bonds that was incurred in previous years but not recorded as accrued interest
payable.
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CITY OF COALINGA
BUDGETARY COMPARISON SCHEDULE

GENERAL FUND
YEAR ENDED JUNE 30, 2012
Variance with
Final Budgei
Budgeted Amounts Actual Positive/
Original Final Amounts (Negative)
Revenue
Taxes $ 3,321,633 § 3,321,633 § 3,615048 § 293,415
Licenses and permits 138,950 138,950 49,399 (89,551)
Intergovernmental 104,200 104,200 104,070 (130)
Charges for services 2,128,615 2,128,615 2,130,906 2,291
Fines and forfeitures 25,500 25,500 20,526 (4,974)
Interest and rents 62,605 62,605 66,475 3,870
Other 300,450 300,450 221,260 (79,190)
Total revenue 6,081,953 6,081,953 6,207,683 125,730
Expenditures
Current
General government 1,258,622 1,258,622 1,204,813 53,809
Public works 732,119 732,119 683,600 48,519
Community development 220,179 220,179 212,294 7,885
Public safety 5,784,409 5,784,409 5,504,522 279,887
Capital outlay 5,184 5,184 5,184 -
Debt service
Principal 174,123 174,123 171,400 2,723
Interest and fiscal charges 40,047 40,047 44,481 (4,434)
Total expenditures 8,214,683 8,214,683 7,826,294 388,389
Revenue over (under)expenditures (2,132,730) (2,132,730) (1,618,611) 514,119
Other Financing Sources
Transfers in {out) - net 1,926,441 1,926,441 1,178,188 (748,253)
Net Change in Fund Balance $  (206,289) §  (206,289) (440,423) §  (234,134)
Fund Balance
Beginning of year 2,548,892
End of year § 2,108,469
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CITY OF COALINGA

BUDGETARY COMPARISON SCHEDULE

COALINGA PUBLIC FINANCING AUTHORITY FUND

YEAR ENDED JUNE 30, 2012
Variance with
Final Budget
Budgeted Amounts Actual Positive/
Original Final Amounts (Negative)
Revenue
Interest - 3 - % 62,083 $% 62,083
Loan payments 2,042,985 2,042,985 6,476,940 4,433,955
Total revenue 2,042,985 2,042,985 6,539,023 4,496,038
Expenditures
Debt Service
Principal 1,270,000 1,270,000 5,729,486 (4,459,486)
Interest and fiscal charges 799,583 799,583 684,684 114,899
Total expenditures 2,069,583 2,069,583 6,414,170 (4,344,587)
Revenue over expenditures (26,598) (26,598) 124,853 151,451
Other Financing Sources/(Uses)

Transfers in/(out) - net - - (648,567) (648,567)
Change in Fund Balance (26,598) $ (26,598) (523,714) §  (497,116)
Fund Balance

Beginning of year 2,266,872
End of year $ 1,743,158
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BRYANT L. JOLLEY

CERTIFIED PUBLIC ACCOUNTANTS Bryant L. Jolley C.RA

Ryan P, Jolley C.Pa.
Darryl L. Smith GRA.
Travis B. Evenson

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

To the Honorable Mayor and City Council
City of Coalinga, California '

We have audited the financial statements of the City of Coalinga, as of, and for the year ended June 30, 2012, and
have issued our report thereon dated November 28, 2012, We conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

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

over financial reporting,

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control such that there is a reasonable possibility that a material misstatement of the entity’s financial statements
will not be prevented, or detected and corrected on a timely basis.

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

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City of Coalinga’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.

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



We noted certain matters that we reported to management of the City of Coalinga in a separate letter dated
November 28, 2012,

This report is intended solely for the information and use of the City Council, management, federal and state
awarding agencies, and pass-through entities, and is not intended to be, and should not be, used by anyone other

than these specified parties.

November 28, 2012



