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Pavters 515 South Figueroa Street
Kenneth A. Macias, Managing Partner  Suite 325 :
~ V © Emest). Gini Los Angeles, CA 90071
R Lo Sl Kevin‘LO'Coxmeﬂ‘ R Sl
Macias, Gini & Company ur : Richerd A. Groen : - 2136120200
. Cortiientarne avesontartsang, - Lot A, Rosati P 21328696426 1y
eSS SIRcilisan ‘ Jan A Rosa : www.madiasgini.com
James V. Godsey
Honorable City Coimeil 'x.;»-v
City of Vemnon, California

'INDEPENDENT AUDITOR’S REPORT

We ‘have audited the accompanying-general-purpose financial statements” of the City of Vemon,
California (the “City”), as of Jume 30, 2002, and for the fiscal year then ended, as listed in the
aecompanying table of contents. These general-purpose financial statements are the responsibility of the
City’s management. Our responsibility is to express an opinion on these general-purpose financial
stetements based on oir audit, ) - . ’

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards appliceble to financial audits contained in Government Auditing
" Standards, issued by the Compiroller General of the United States. Those standards require that we plan
and perform the audit to' obtain ressonable assurance about whether the general-purpose . financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the general-purpose financial statements. An sudit also.
includes assessing the accounting principles used and significant estimates made by management; a3
well as evaluating the overall general-purpose financial statement presentation. We believe that our
audit provides a reasonable basiz for our opinion. : . .

In our opinion, svich general-purpose financial statements referred to above present fairly; in all material
respects, the financial position of the City a5 of Jure 30, 2002, and the results of its operations and cash
flows of its proprietary fimd:types for the fiscal year then ended in conformity with accounting
principles generally accepted in the United States of America. :

« In accordunce with Government Auditing Standards, we have slso issued our report dated Janusry 24,
2003, on our consideration of the City's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grants. That report is an integral
part of an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit, - ‘

Our andit was made for'the purpose of forming an opinion on the general-purpose financial statements
tzken a8 8 whole. The supplemental combining staternents Jisted in the accompanying table of contents
are presented for purposes of additional analysis and.are not a required part-of the general-purpose
financial stateinents of the City. Such supplemental combining statements have been subjected to the
auditing procedures applied in our audit of the general-purpose financial statements and, in our opinion,
are fairly stated, in all material respects, in relation to the general-purpose financial statements taken as

a whole.
hasei, (T 5 4-.7\--3, cer
Cortified Public Accountants ~ = ‘ _ - :
. * - : . : . ‘
Los Angeles, California . . : ' ) )
Januvary 24, 2003 o
: Qffices Located Throughout California .
CalPERS011558
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~. CITYOFVERNON

COMBINED BALANCE SBEET ALL FUND TYPES AND ACCOUNT GROUP -
JUNE 3, 2002

.

S Special Capiial
ASSETS . . Genersl Revenus Projects
Cash and investments s 11897514 H 3408121 3 2,228,746
. Accrucd inierest receivable . - - 25,000
Accoumss receivable o -848,058 130982 . -
Taxes veceivable 715493 . 549015 -
Employee loans receivable - ' 7082 - A
Accrued unbiifed revenue - . . - -
Due from other fands 1.586070 - 167,824
inventories, at sost 710377 - L.
Deposits - 153,933 - S
Advanoe receivable from outside puty L. - -
Advances to other funds 12,580,488 | - -
Loans receivable . S - 3,000,000
Restricted cagh and investments - - 9,172,742 -
Fixed assets ‘- - -
Accumulated deprecistion - - -
Other assets - - -

TOTAL ’ § 28564975 S 13457860 $ 5418570

Sec accompanying notes {0 genenl.pmpose financial staternents;
CalPERS011560
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Proprietary Fund Types Account Group
Generat - Totals .
Interna Fixed - _ {(Memorandum
.___Enterprise Serviee Assets Only)

$ 5950999 5 (0147624 5 R 87,286,004
1,035,659 - - 1,060,659
9,576,368 - - 10,755,408

: - - - 1,264,508

. - - 73,042

6,783,720 . . 6,783,720

. 66,124 - 1,820,018

7,398. - - k]

7,860 . - - 161,793
4,819,542 - - 4,819,543
29,795.94) . . 42,376,429
- . . 3,000,000 -

7,044,206 - - 16,216,948
182,622,928 . 38,149,243 L 22072473
(59.173,697) . - (59,173,697
1,208,348 . - 1,208,848

$ 243338773 § 10213748 § 38149245 S 339,143,171

T 4  (Continucd)

See accompanying notes to geuenl-pmp;:se financial stateipents.
3 ' CalPERS011561
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CITY OF VERNON
‘ COMBINED mu.mcn SHEET - ALL FUND TYPES AND ACCOUNT GROUP
JUNE 30, 2002 ) .
: Governments] Fusd Types
. . ’ -
LIABILITIES, FUND EQUITY _  Spechl Capital
(DEFICIT) ANDOTHERCREDIT ~ ___ Geversl  __Rovemve . Projech .

, LIABILITIRS: ‘ .

i : i and secrued : , )

f Aceounds payad ‘s 2seemMs S BB S 599840

Cuseomer deposits snd advances 725292 - N

Accrued in Hew of txes due to X 5

: Generat Fund -

i funds 161824 . .

P - Dt vveene 1,088,274 o
i Advances from ther faods : L 1T000218
‘ Totnl liabilities 4,546,129 519,812 17,594,058
FUND EQUITY (DEFICIT) AND

oy, OTHER CREDIT: ) _
§‘ 4 Investment in general Sxed m - . -
3! » Contsibuted capital - - :

i s Retained - .

1 mnedmhbs:lm 15,103,816 Lo 3,600,000

1 i balances (defici() - * 3,915,020 12938048 (15,175,488)
5 i )
A LA ‘
i Total fund squity (d:ﬁcit)md L amirsasEy

) E- ;  sther credit 24018836 ___ 12908048 Q2. : AS8)

1 - 'rdi‘.u. 5 28564975 § nimgsso s - sa18570

. n . P! R '

.

:
:
P

&

i

i

L See atcompanying notes to genenl-pmpose ﬁmucmlsmxemm.
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: . . Proprietary Fuad Types | _Account Group
. Generst Totals
_ : ’ Incerns| Fixed - {Memorandum -
1 . Entesprise Service Assety only)
' ‘ S 129%9496 - § 4598056 & .8 20197564
N 1,021,630 - : . 1,746,972
. ’ 1,196,413 _ . 1,196,413
: 389,657 . 66,124 - 623,605
. : . . 1,526,663
l 25376211 : . . 42,376,429
40,941,407 - 4,664,180 - 68,267,596
' ‘ . . . 38,149,245 38,149,245
47 2,402,205 4,388,676 - 6,790,881
. 189,993,161 1,160,892 : - 201,154,053
l i - : - - 18,103,816
.\ - - - £,677,580
l 202.395.366 5,549,568 38,149,245 270,875,575

$ 243 338,773 $ 10213748 $ 38149248 S 339,143,171

See accompanying notes u general-purpose financial statements. .

-

nr
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.
-
: . | CITY OF VERNON
: COM!IINED S‘I’ATEMENT OF RB‘VENUES, EXPENDI‘I'UI!ES AND
\ ! . CHANGES IN FUND BALANCES {DEFICITS)
: + ALL GOVERNMENTAL FUND TYPES
. FISCAL YEAR ENDED JUNE 39, 2002
i Special
General i Revenus
REVENUES: ’
Saler and bse wmxes $ 4510113 § . -
Franchise taxes . 3969222 : -
Property taxes 2,033,154 4,741,013 .
-Bmldmgpemms and plan check fees 1,469,055 . -
Community services 498,328 8,587
Busisess licenses 973,337 326,826
Intergovermnmental 9,760
Investrnent income {loss):
- Interest income, including gains (Tosses) on sale of investments 473938 -
Net increase (decrense} in Bair value of investments [} ez i BN (94,867
Fines and forteitures 36910 -
Miscellaneous 600,374 . ‘ -
Chngesformmwﬁnml?m 1,131,953 -
- Total revenues - 22,118,158 4991319
N " EXPENDITURES: e
i} Current:
L - General government 549707 -
oo Five protection’ . . 7,656,174 96,076
= Police protection 6,484,560 ) -
oo Public works 5285970 10,245
oo Health servitcs 906,896 137,490
B Debt sexvice - interest ., -
FR Capital cutlay 1,199,385 -
v
Fod * Total expenditures : 27,030,059 243311
v " EXCESS (DEFICIENCY) OF REVENUES OVER EXPENDITURES (4.911,904) 4,747,508
! OTHER FINANCING SOURCES: .
ﬁ : Operating transfers in . BB60618 -
: EXCESS OF REVENUES AND OTHER . ‘
. SOURCES OVER EXPENDITURES 3,548,714 4,747,508
oL FUND BALANCES (DEFICITS), BEGINNING OF YEAR 20070122 8,190,540
: . - ———er e
: : FUND BALANCES [QEI-'!C!‘]’S), END OF YEAR $ 2«‘.014%2;2|=I $ _llggg&_ N
[ ) ’
i
f
; ' : . See accompanying notes o geneval-purpose financial statements.
SR . CalPERS011564
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. Totals

Capital (Memorandum
—lrojects _ Osly)
s - § 4510313
. ' 3,969,222

' 3,490,258 - - 10,264,425

- . 1,469,055

- 606,915

- 1,300,163

- 9,760

183,124 657,062

3,229 {79,867

- 690

12,300 612,674

- "7,131,953

3,688,911 30,798,385

392,914 " 5,889,988

- 7,752,250
oL 6,484,560
2118513 . 7414728
o . © 1,044,386
512660 .. 512,66)
- 1,199,385
- 3,024,088 30,297,958

~

664,823 500,427
.- 8,860,618
664,823 9,361,045
(12,240311) 15,420,351

S_(12175488) § 24781396

See accompanying notes to general-purpose financial statements.
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: CITY OF VERNON .
: SN ! COMBINED STATEMERT GF REVENVEL. EXPENDITORES AND -
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! " CITY OF VERNON '
) . . .. B .
H COMBRNED STATEMENT OF REVENUES, EXRENSES AND
l CHANGES IN RETAINED EARNINGS
el *ALL PROPRIETARY FUND TYPES
B - FISCAL YEAR ENDED JUNE 39, 2002
. . - T Totas .
;‘5 B . Taternal (Menorsndasm
. Enterprise Seyviee Omly)
OPERATING REVENUES: . . ‘ . - T
n Power tnd water sales . . s 1os7e13 § - s 105795713
i " Churges for services : : : STOSTL, _ STR9TT.
i ' Total opcrating reveauss ' 105,798,713 ST 111,569,690
i - OPERATING EXPENSES: . ‘ ‘ '
' . Costofales ‘ 105,072,189 - 105072189
11 liow of frenchise tan : . 2638046 : - 24633046
y Deprecistion - 3430317 R 3430317
¢ Engloyesbenelis . - s sAsednl . sassen
! Total operating expenses - . ' 111,140,352 SABSH . 111626973
. OPERATING LOSS : G839 . IS8 ©057283)
- NONOPERATING REVENUES: ' ‘ )
] Bl Investment income : ) : .
' Interest income, including gains (Tossee) on sale of investmems. 8,538,625 - 8938625
1 ' Netincrease in faly valus of investments : 521451 28 544,290
ff"f Tota! nonoperating fevemcs, net ' o _9.460,076 2,89 9422915 .
! NET INCOME (LOSS) BEPORE OPERATING TRANSFERS ST ANBBT T (%2608 | A6
£ .. OPERATING TRANSFERS OUT o L @amm o @36916) . . (8aes1s)
! . NETLOSS ' o (4385,465) (L049.52)  © (5434986)
! RETAINED EARNINGS, BEGINNING OF YEAR ' 204378625 2210413 039
| RETAINED BARNINGS, END OF YEAR L S lmemaer s iisoss: 201.154.053__
*
See accompanying notes to general-purpose finencial statements, v
E ' oo - CalPERS011568
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]
CITY OF VERNON )
COMBINED STATEMENT OF CASH FLOWS ) .
ALL PROFPRIETARY FUND TYPES '
E FISCAL YEAR ENDED JUNE 30, 2002 I
. ' . : ’ Totals I
. ' . Toternsd (Marworandum
! Enterpeise Serviee Only)
b . RECONCILIATION OF OPERATING LOSS L K
o 70 NET CASH FROVIDED svwsx-:bm)
; OPERATING ACTIVITIES: .
e Operating loss ) s (5341839 8 (715444) S (6,057,283)
EYO Adjustments o seconcife operating hu 0 ) , ,
i net cash used in operating sctivities: . - . :
b1 4] N . .y .
;?; Depresistion (3430317 . 3430317 :
it (Increase) decrease in: ’ . . .
O Accoumts receivable . " 6524897 . © 6624897
;" Accrued unbillad revenue 231,579 - . 31,579
& . Due from other fimds L. (9.443) . (9448}
HH [aventories 38,292 . - 8292
* . Other asnets ‘ (1,143.756) - (1,144,756} ;
i bwrease (decrease) in: . ’
' he Accounts payable and accrued liabilisies . : 3.847,704 315,177 4,162,881
it Customer deposits and advavces : .o 25318 - 233,161
§ o Due to other funds (10.345) ' 66,124 . 85,719
: Due o Geners! Fund . 83.261 33,261
Net cash prisvided by (used m)opennng . . .
activities ' 2,012,271 (343,591) 7,663,630
i . .
i 'CASH FLOWS FROM NONCAPITAL '
I : FINANCING ACTIVITIES: )
i Operating transiers to other funds (8,503,202) . {356,916) (8,860,61%)
if - Advances to outside purty . 487,630 ‘- 437,630
ke Advances w0 ciher funds ' . (3,622,720 . @p22,720)
i Advances from other fands . 2,420,005 : = 2,420,005
I . Metcash used in noncapitsl financing :
i _sctivities (9.218,788) (356.916) (9.575,704)
Y e S —
W CASH FLOWS FROM c.«rmu.wnnsum .
e FINANCING ACTIVITIES: - : :
iy Acquisition of fixed asets {47.383.164) . - (47,383,164)
i Net cash uted in capica! and relsted fimncing . ) : -
o activities . $ (7383164 S - 5 (47383168
P N ( . :
Sex atcompenying hotc; 10 genersl-purposc financig) sistements.: .
" .
CalPERS01156¢
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CITY OF VERNON
COMBINED STATEMENT OF CASH FLOWS
ALL PROPRIETARY FUND TYPES
FISCAL YEAR ENDED JUNE 30, 2002
- ~ Toub
. Intasnal (Memorsndam
Enterprise - Servies Only)

CASH FLOWS FROM INVESTING

ACTIVITIES: ,

:aimmseinnirwlpuﬁwunm "8 21451 H 22439 s 544,290

tevest income received : 7,540,705 - 7580708
_ Net cash provided by iovesting ' . i
nctivities . 8,062,156 2839 8,084,995
" NBT DECREASE IN CASH AND ) . ) : :

CASH EQUIVALENTS. L (40,527,525 (677,658 (41,205,193)
CASH AND CASH EQUIVALENTS, ' o .

BEGINNING OF VEAR . : 107,181,730 10,825,202 118,007.022
CASH AND CASH EQUIVALENTS, k ' . .
ENDOF YEAR B ' S 66.054 $___ioua7624 5 76301829

>
See accompanying notes to general-purpose financial atements. . .
12 ' 'CalPERS011570 - - ' I

LLL-15



Attachment G

Malkenhorst Exhibit LLL

Page 17 of 37

pi> - AT R s ot e "--M*’-.
X VT F TN TN =y ety :
1% o~

Page 119

' ~ CITY OF VERNON .
NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS
FISCAL YEAR ENDED JUNE 30,2002 - - .

L ORGANIZATION AND SICNIFICAN’I‘ ACCOUNTING POLICIES

Reporting Entity ~ The.City of Vesnon (the “City") was incorporated on September 16, 1905 as 2~
General Law City. Effective July 1, 1988, the City became a (_:‘ham-City. The City operates undera . .

Council-City Administratos form of government.

"The general-purpose financial statements of the City include the operations and financial activities of the
City and its component uniy, the City of Vemon Redevelopment Agency (the “Agency™). The financial
operations of the Agency are closely related to those of the City, and the City Council is financially
sccountable for it, The Agency is a separate légal entity that is goveined by a board composed of the City

Council, Accordingly, the Agency is reported as a blended component unit in a Capital Projects Fund and *

in the account group. Separate audited financial statements of the Agency are availsble at the City
Administrator/City Clerk’s Office st 4305 Santa Fe Avenue, Vernon, California 90058, o )

fund is defined as an independent fiscal and accounting entity. The operations of each fund are accounted
for in a separate set of self-balancing acoounts that comprise its assets, liabilities, fund equity, revenues
and expenditures, or expenses, as appropriste. An account group is used to establish accounting control
and accountability for the City's general fixed assets. The account group is a reporting device to account
for fixed assets of the govemmental funds net recorded directly in those funds.

The following is a summary of the fund types and nc;:ount gmup utilized by the City:

A, Governniental Fund Types

for in other funds. )

Special Revenue Funds — Used to account for the proceeds of Mc revenue sources {other than
. Capital Projects Funds) that are legally restricied to expenditures for specific purposes.

construction of major capital facilities other than those financed by Proprictary Fund Types.

B. . Proprietary Fund Types . i

Enterprise Funds — Used to sccount for operations that are financed and operated in a manner
similar to private business enterprises, for which the intent of the governing body is that the costs
(expenses, including depreciation) of providing goods or services to the general public on &
continuing basis be’ financed or recovered primarily through user charges. The City’s enterprise
operations include power, water and gas utilities. . . ,

provided on a cost-reimbursement basis. That is, the goal of an internal service fund should be 1o

" through fees or charges.

,

B | CalPERS011571

Fund Accounting — The accounts of the City are organized on the basis of funds and an accomnt group, A -

General Fund - Used to account for all financial resources except those required to be accounted

Capital Projects Funds.— Used to acecunt for financial resources-designated for the acquis’iion_ or

' Internal Service Funds - Are specifically designed to sccount for goods or services that are
. measure the full cost of providing goods or services for the purpose ot‘fullymomingthatcnst

o T -
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B CITY OF VERNON ’
NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS
. FISCAL YEAR ENDED JUNE 30, 2002 -

1. ORGANIZATION AND SIGNFICANT ACCOUNTING POLICIES (Continned)
C. _Accownt Group '

General Fixed Assets Account Group - Used to’ maintain control and cost information of capnal
assets owned by the City, other than those accounted for in the Proprictary Fund Types.

Basis oj’Amuming Basis of accoummg refers to when revenues and expmdmm or expmsu are
recognized in the accounts and reported in the ﬁn.mc:ai statements, regnrdless of the mensment focus'
apphed.

All Govcmmmml Fund ‘I’ypcs are maintained on the modified accruat basis of accounting. Revenues are
recognized when they become measmable and aveileble to finance operations during the current year.
Avagilable means collectible within the current period or within 60 days after year-end. Revenues that are
susceptﬂﬂe 1o acerunl include taxes, charges for serviges, intergovernmental revenues and investment
income. Expenditures are generally recognized when the related fimd liability iy incurred, Expenditures =
for principal and interest on long-term debt are mogumd when due. .

Pmpn::nryFund‘l’ypcsaremammmedonthemualbasxsofaccomnng.kcvmmmmomdwhen
’ theymemmd mdexpensesmrecogmzcdwhmﬂ)emlatedhabﬂmsmmmmd.

Bnd‘geuuy Control and Accounting ~ The Cny adheres to the following general pmoedures in
establishing . its annual budget, which is reflected in the accompanying gcnml—pwpose “financial
stitements:

- Anmua!ngﬂ:sadopwdbymeCnyCmmm‘) ﬂmtmowdesforﬂ:egmaa! opetaﬁonocfﬂ:ecny
- The budget includes authorized expenditures and estimated revenuves ofthe General Fund, Special .
Rcvenue thdsdeapml Projecm Funds; .

*  The budget is formally integrated into the accounting system and employed as 2 magcment commi
device during the year; -

& Encumbrances, which are comtmcnts related to executory contracts for goods and services, arc
recorded to assure effective budgemry control and aocwntabil:ty;

» Encumbrances outstanding at year-end do not constitute expenditures or lisbilities. Encumbrances = .
outstanding at year-end are rcponeﬂ as reservations of fund balance for subsequunyesr cxpmdmnu
Unencumbcmd appropmnom lapse at year-end; .

" The budget is adopted on a modified accrust bas:s,'emccpt that encumbrances are treated as budgeted
expenditures in the year of inicurence of the commitment to purchase; .

CalPERS011572




Attachment G
Malkenhorst Exhibit LLL
Page 19 of 37

L Page 121

CITY OF VERNON : :
NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS
' FISCAL YEAR ENDED JUNE 30, 2002

L ORGANIZATION AND SiGNIFlCANT ACCOUNTING POLICIES (Cnndnned)

s The City Admmsu-amr is authorized to transfer appropriations between activities withm any fund.
Expenditures may not exceed appropriations at the fund level. Excess expenditures* over
appropriations are financed by beginning fund balances. The budgeted amounts used in the
accompanying gmeral-pm-pose financial statements include any amendments made during fiscal year |

2002, )
The following schedule 7éconciles General Fund expenditurcs on the modified accrual basis with
.expenditures on a budgetary basis:
- Less
: * Expenditures.
_ Actual Add _ Related o :
Expendireson Encumbrances Encumbrances Actual
Modified . Quitstanding Outsiandingin  Expenditures on :
Accrual Basis __June 30, 2002 Prior Years  _Budgetary Basis X
Current: o
General government ~ S 5,497,074 § 197839 "8 26092 S 5,668,821
Fire protection . 7.656,174 | . 467926 24570 8,099,530
Police protection - -, 6,484,560 110,051 59,142 ° 6,535,469
Public works 5,285,970 314,327. 25,373 . 557,924 . !
Health services 906,896 T 31,004 - 937,990 ‘
Capital outlay 1,199,385 161,347 . 1,242,186 118,546 .
- Total . - S 27,030,059 $ ~ 1279584 $ l 377 363 § 26,932,280

No reconciling items exxsted for the Speclal Revenue or Capital Pro;ects Funds.

' Accrued Unbitled Rmue Accrued unbilled rcvenue consists of uﬁhty services delivered to customs
but not billed as of June 30 2002.

Inventories - Inventories consist of consumable suppha and fuel stock, which are stated at cost ot a first
in first out basis. 'l'hccostofmvemoncs is recorded as an expenditure/expense when the items areused. -

I-‘iud.dssas Gmaﬂﬁxedasuswmmdedasexpmd:msmﬂnGovmmandeypesatdn
time of purchase and are recorded at cost in the Generat Fixed Assets Account Group. The City does not
record the purchase or construction of public domain.or infrastructure assets in the General Fixed Assets
Account Group, Donations are recorded in the General Fixed Assets Account Group at fair market value
‘at the time reccived. No depreciation is provided for on gencral fixed asscts, Fixed assets that arc
dtq»osedofmmvedﬁnmﬂzemomtsonﬂ:cbasisofﬂxeirhxsmdcalcoms C

En:expnsc Fund fixed assets are recorded at cost or, if contributed, at estimated fair market velue ot the -
time received. Depreciation of such assets is computed on the straight-line method over the estimated

T

2 useful lives of the assets.
b ' ' ‘ 15 '
I . . CalPERS011573
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L CITY OF.VERNON . :
NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS
- " FISCAL YEAR ENDED JUNE 30, 2002 ‘

—_- R -
’

A summary of the estimated useful lives of Enterprise Fund fixed assets is as follows:

Utility plant and buildings - _ . 25 to 50 years

" .:.F‘w.’:.mh . .

Improvements : o 10 to 20 years.
Machinery and equipment - - ) 3 t0 35 years

Vacation Beneﬁb ~ The City pays sccumulated vacation benefits to employeés upon retirement, or
termination of employment. The lisbility for the benefits has been recorded in sccounts payable and
.accrued liabilities. . .

Insurance Programs — The C,ityY is pamally self-insured for claims arising under workers’ compensation, ‘

Property Taves - The County of Los Angeles (the “County™) levies, collects and apporticns property

. taxes for all taxing jurisdictions within the County. Property taxes are deternined by applying approved

~ rates to the properties’ assessed vajues. The County rentits property taxes spplicable to the City less an
administrative fee throughomt the vear, : o :

Asticle XITIA of the State of Californis Constitution limits the property tax levy to support general -
govemment services of the various taxing jurisdictions to $1.00 per $100 of assessed value. Taxes levied
10 service voter-approved debt prior to June-30, 1978 are exclnded from this limitetion. .

year for secured and unsecured property taxes and the levy date occurs on the-4® Monday of September of
the taxt year, Unsecured property taxes on the tax roll a5 of July 31 become delinquent with penalties on
August 31. L : .

Total Columns on General-Puipose Financial Siatemenss ~ Total colunms. on. the eccompanying
general-purpose financial -statements are captioned '“Memorandum Only™ to indicate that they are
presented only to facilitate. financial analysis. Such data is not comparable to.a consolidation. Interfund .
climinations have not been made in the aggregation of this data. Therefore, smounts in these columns do-.
not purport to present financiai position, results of operations, or cash flows of the City in conformity
with generally accepted accounting principles. o , ,

Statement of Cash Flows — For the purpose of reporting cash flows, cash and cash equivalents include
cash and investments in the City’s pooled program and any investments with original maturities of three .
months or less at the time of purchase, o .

Use of Estimates ~ The preperaticn of general-purpose financial statements in conformity with generally
accepted accounting. principles réquires 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 eculd differ from those estimates.

R - ::_,,“,,_-,....,,.' - ' . "-.-;ns‘.

- e o o
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1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES (Continned) ' . !

general lisbility and medical claims. (See Note 8) - . o

Secured property taxes are levied in two equal instaliments, November 1 and February .I.fl‘heyh'ecomz .
,deﬁnqmlmdﬁ:pmkﬁesonb&&mbermandmlo,respecﬁvely.’l'heliendateislauwylcfmh
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' CITY OF VERNON - .
NOTES TO GENERAL-PURPOSE FINANCIAL S’I‘ATEMENTS
: _‘ mscnr.mmmmmso, 2002

2. CASII AND INVESTMENTS

balance of such deposits was $1,895,407, Of the total bank balance, $700,000 was covered by federal

collateralized with government securities or first trust deed mortgage notes held by the pledging financial
institution or by its trust department or agent. The California Government Code requires California
financial institutions to secure the City's deposits by pledging govemment securities or first trust deed
mortgage notes as coliateral. The market value of pledged government securities and first trust deed
mortgage notes must equal at least 110% and 150%, respectively, of the City's deposits, Such collateral is
considered to be held in the name of the City. .

instrumentalities; bankers’ scceptances; medium-term corporate notes; repirchase agreements; negotiable
certificates of deposit; commercial paper of the highest quality or of the highest letter and numerical
rating as provided by Moody’s Investors Service Incorporated or Standard and Poor’s Corporation; the
Los Angeles County treasimy pool and the State Treasurer’s investment pool. Investments with original
maturity dates greater than one year are stated at fair value based on quotéd market prices.

. The City’s investments at June 30, 2002, are categorized below to Qve an indication of the level of
custodial credit risk assumed by the City at year-end, Category 1 includes investments that are insured or
regxstemdorforwhzchthesmmncsmheldbythcCityormagcmmtheCnysnmw Categoryz

frust department or agent in the City’s name. Category 3 includes ininsured and unregistered investments
for which' the securities are held by the counterparty, or by its trust department or agent, but not in the
City’s name. Certain investments held by the City are not subject to categorization, including deposits in
the State Treasurer's Local Agency Investment Fund and money market mutual funds, |

17

CalPERS011575

Deposits — At.lune 30, 2002, the carrying amount ofthe City’s cash deposits was $1,574,746. Th:bank“

depository insurance, and $1,195407 was on deposit with California financial institutions and " ‘

Imem Statutes amhonzc the City to-invest in obligations of the U.S. Treasury, agencies and

includes uninsured and unregistered investments for which the securities are held by the counterparty’s
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) CITY OF VERNON
NOTES TO GENERAL-PURPOSE FINANCIAL S’I'ATEM‘ENTS
- FISCA.L YEAR ENDED JUNE 30, 2002
2. CASH AND INVESTMENTS (Conttnued)
Investments’ (Coatmneﬂ
Category
1 2 3 Total *_
Categorized investments:
- U.S. government and ) ' .
agency stcurities $ 51,231,640 $ - s - % 51,231,640
Coxnmu'clal paper 19,595,285 : . 19,595,285
. .8 70,826,925 S - $ - 70,826,925 .
¢ Investments not subject to -
categorization:
State of California Local
Agency lnvestroent Fund - - 10,000,000
Money market mutual finds 21,101,281
Total investuents at fasr ' . '
value _ $ 101,928,206 !
As of Jme 30, 2002, the City's investment in LAIF is $10,000,000. The fair value of the total amount o ‘
. invested by all public agencies in LAIF at that date is $47,889,555,193, Of that amount, 96.92% is :
invested in non-derivative financial products and 3.08% in structured notes and asset-backed securities. 1
The Local Investment Advisory Board (the “Board”™) has oversight responsibility for LAIF.. The Board t
consists of five members as designated by State Statute. The value of the pool shares in LAIF that may be

withdrawn xsdetennmedonan amartized cost basis, which is diﬁ'nem than the fair value of the City's
" position in the pool.

For the Yyear ended June 30, 2002, interest med by the Enterprise Funds' equxty in poo!ed mh and
investments is now reported as interest income M the respective Enterprise Funds. In accordance with
City Council Resolution No. 6102 and California Government Code Section 53647, interest carned by the

Enterprise Funds may be transferred 1o the General Fund. During the fiscal yearendedlunem,zooz
'mﬁerastofss,soa +702 was transferred 1w the General Fund.,

3. FIXED ASSETS

Fixed assets of the Enxcrpnsc Funds consist of the foﬁowmg at June 30, 2002:

Utilities: :
Utility plant, including related machum and equiptnent $ 105,972,820
Buildings 481,800 -
Construction in progress - T 48305451
Total Utilities . ) . ’ . : o 154,760,071 »
 Water utility plant - 11,856,722
Gas hnes conslmctwn in progmes . ' 16,006,135
- Total S 182622928

CalPERS011576
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. CITY OF VERNON- -
NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS
FISCAL YEAR ENDED JUNE 30, 2002 _

3.  FIXED ASSETS (Continued)
Changes in the fixed assets reparted in the General thed Assets Account Gmup durmg the year ended‘

June 30, 2002 were as follows .
Balance- ) . Balance
July 1, 2001 Additions Transfers June 30, 2002

Land : $ 7615728 8 T $ 1,574,296 $ 9,190,024
Structures and o

improvements 10,874,568 3,179,800 (1,574,296) 12,480,072
Equipment 14,864,059 1,235,383 - 16,099,442
Construction in Co

 progress - . 375290 4417 - 379,707

Total $ 33,729,645 $ 4,419,600 . $ - $ 38,149245 .

4. PENSIONPLAN '

The City comn'hum 1o !he California Public Employees’ Retirsment System (ﬂ:e “PERS™), an agem
mxﬂnple«mtployer retirement system that acts as a common investment and administrative agent for .

participating pubhc entities within the State of California.

All full-time safety (pohcc and fire personnel) and miscellancous personnel and lcmporary or part-time '

employees who have worked 1000 hours in a fiscal year are eligible to participate in the PERS. Bencfits
vest after five years of service. Enm]oyccswborematageSOmmﬁwymofcredmdmm
amﬂedmrcmmnmlbmﬁaMonmlymmntmﬁmeawdmmwhy«sW
nompensauon for!usorhersmglc l-ughestyearof compensation for each year of credited service.

" ‘Miscellaneous members with five years of credited service may vetire at age SS mﬂxﬁ:ﬂbmﬁtsbased

on 2 benefit factor derived from the “2% at 55 Miscellaneous Factor™ benefit factor table and between age
50 and 54 with.reduced retirement benefits. Safety members may retire at age 50 with full benefits based
an 8 benefit factor derived Fom the “2% at S5 Safety Factor” benefit factor table with ﬁveymsof

credited service. The. PERS also provides death and disability bencfits. These benefit mvmons and all

other xeqmmmenbs ars established b‘y State statute and City oxtlmne.

The City's plan does not i issue a stand-slofe financial repost but is included in the PERS rcport. which can
be obtained from PERS at Lincoln Plaza, 400 P Su'eet, Sacramento, Calrfcmla 95814.

The State-required City employee salary contributions of 7% for nnscelhneous emplovees and 9% for
safety members are subsidized by the City. The City is required to contribute the remaining amounts
necwsarywﬁmdth:bengﬁtsfmnsmmbm usmgthencnmml‘hamssdoptedbythePERSBouﬂof

Administration.

19 | CalPERS011577
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' o CITY OF VERNON
NOTES TO GENERAL—PURPOSE FINANCIAL STATEMENTS
. FISCAL YEAR ENDED JUNE 30,2002

’

4. PENSION PLAN (Conﬁnued) ' -

The City's total eunkibuﬁontoﬂlePERSformeymcndedJmeSO 2002 was $1,726,373. Cny
contribution rates as a percentage of covered payroll were 0% for miscellaneous plen members and
" 1.994% for safety plan members. The City’s contribution was made in accordance with actuariafly
dﬂmquumenubasedonmacmamlvalumonperfmmedasoﬂmnm 1999,

The PERS mmeemryagenmmlacmmqoslmemod which is a projected benefit cost method that
takes into account those benefits expeoted to be camed in the future as well as those already accrued.
According to this cost thethod, the normal cost for an employee is the level amount that would fimd the
projected benefit if it were paid armually from the date of employment until rétirement. The PERS uses a
medification of the entry age normal cost method whereby. the employer’s total normal cost is acpressed
as 2 level percentage of payroll. PERS also uses the level percentage of payroll method to amortize any
unfunded accrued actuarial Habilities. The amortization pertod of the unfimded accrued acmsrial habihty
ends on June 30, 2011.

Significant actuarial assumptions used in the valuan‘oﬁ inciuded (a) & rate of return on the imummt of
present and future adsets of 8.25% a yrar, compounded annually; (b) projected salary mereases of 3.75%
a year, compounded annually, and 3.50% attributable to inflation; (c) additional projected salary increases

_of 0.0% 2 year, artributable to cost-of-hvmg increases; and (d) merit raises that vary by length of service
and age of enury.

T!wacmmalwlmofmmdammdmgecchmquumatsmoommeefecwofshmw‘
volatility in the market value of inivestments over a two- to five-year period. *

Trend information for the current and two preceding fiscal ywsxsasfollows.

Percentage
Fiscal Year: '~ Asmual : of
Ended Pension Amount . APC- Net Pension
June 30 Cost (APC) Contributed Contributed Obligation
2002 . $ 1,726373 $ 1,726,373 o 100% ‘ . -
2001 1,459,905 1,459,905 100% . : -
2000 l¢91,531 . 1,491,531 100% -

The following schedule mpmnts the required snpplunentsl information’ for the three most recent
actuarial valuations. This schedule provides infonnation sbout progress made in’ munulanng mﬁicm
) asscts to pay benefits when due (dollar amounts in nmillions): ) . ,

- Atuarial ’ : ' :
Actuarial Actuarial Accrued  Overfunded ~Annual OAAL as%
Valuation Value of Liabiliry AAL . Funded Covered of Covered

Date June 30 Plan Assets pw.; _(OAAL) _ Rstio Payroll = Payroll
T 2001 S 1798 S . 1557 § (24D 115.5% § 189 (127.5%)

2000 1643 148.1 " (162) 1109 185  (87.6%)
1999 160.3 o 1338 (26.5) -119.3 181 (146.4%)
20 CalPERS011578
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CITY OF VERNON
NO‘I'ES TO GENERAL-PURPOSE FINANCIAL S'l‘A'l'EMENTS
" FISCAL.YEAR ENDED JUNE 39, 2002

S.  DEFICITS IN FUND EQUITY

The déficit find balancé of $12,175,488 in the Capital Projects Funds'relates to recording the Agmn;y's
loan from the City on its balance sheet, which will be repaid through funure property tax incremenu -

The Gas Entmpnsc Fund has an sccumulated deficit of $6,068,705 at June 30, 2002, whu:h will be
recovered from customets once the fund commences operations, .

The following Intemnal Servxce Funds have accumulated deﬁczis at June 30, 2002:

Unemployment Insirance - $ 34,836 :
Equipment Replacement - ) 190,522 ]
Group Medical Insurance : . 82,417

To the extent such deficits are attributed to shortfalls in charges to other funds, such deficits will be
recovered through future rate increases. Deficits arising from decreases in fair value of pooled.
mvestments will not be resovered through charges to other funds. : .

6.  UTILITY OPERATIONS AND COMMITMENTS

Dereguiation

Effective April 1, 1998, competition wag introduced into California’s electric utility market, and
customers of the state’s invesior-owned utilities (“TOUs™) became eligible for direct access. The
implementation of competitiont in’accordance with State Assembly Bill 12890 (“*AB18907) resulted in
significant structural changes to the clectric power indusiry, including mandated direct access for JOU
customers, energy sales through a Power Exchange, mdmmagemmtofmmsmmmﬂmughm
Independent System Operator (“ISO™). AB 1890 also leglslated the recovery of stranded investment
through the assessment of 8 nofi-by passable competition u'ansmon change (“CTC")

ey em e e o

The original dmgulamn legisiation apptied to thc State’s 10Us and did not compel participation by
publicly owned uu]iues, such as the City’s electric utility. )

Participating Tmn:missz’on Owner

L . On-August 30, 2000, the'City filed a petition fordcclaratorymﬂerwﬂhdeedcmlEungyRegmwly
i ‘Commission (“FERC") requesting a determination by the FERC that the City’s Transmission Revenue
! Requirement (“TRR"), as approved. by its rate setting body, theCuyCouncﬂ is proper for purposes of the
City becoming a Participsting Transmission Owner (*PTO") in the California ISO. The FERC issued its-
i order accepting the City's petition, with certain modification, on October 27, 2000. Certain aspects of the
Lo FERC order were challengéd by some of the State’s other PTOs. Recendly, a federal appeals court ruled -
that the way the FERC artived of its decision was improper and remanded the case back to the FERC for
. further. proceedings. The City expects the outcome to remain the same. AS a PTO, the City has tumed
over operational control of its transrission entitiements 1o the ISO effective January I, 2001 and shall be
reimbursed based upon its TRR by the IS0 through the 1SO’s collection of 8 trarmsslon access charge

(“TAC”)

S0 3f

¥
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' _ CITY OF VERNON
NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS
FISCAL YEAR ENDED JUNE 30, 2002

.6 UTILITY om:mndws AND COMMITMENTS (Continued)

On December 21, 2000, the ISO. filed, on behalf of nseit and the Parncxpanng Transmission Ownus :
(PTO), 2 number of changes to. its Transmission Contrel Agreement (TCA) to recognize Vernon’s
application to become a Pammpatmg Transtnission Owner. The ISO also filed revisions to identify the
transmission interests that the City will be turning over to the ISO’s operational control and the inclusion
of an explicit contract provision to snsure that all PTOs, including an entity such as the City, which is not
subject to the rate jurisdiction of FERC under section 205 and 206 of the Federal Power Act (FPA), make

all refunds or payment ad;ustments to implement any relevant FERC order.
g iject Comminments '
A.- . Southemn California Pubhc Power Authority '
In 1980, the City entered mto a joint powers agreement with nine {9) Southem California cities
and an irrigation district to form -the Southem California Public Power . Authority (the .

“Authority”). The Authority’s purpose is the planning, financing, acqmnng, ommcung and .
opmtmg of projects that gcnerate or lnnsrmt electric energy. .

The Authority pmhased a 5.91% interest in the Palo Verde Nuclear Genemmg Station (the :
“Station"), a nuclear-fired generating station near Phoenix, Arizona, from the Salt River Project
g : : Agriculturat Improvemt and Power District, and a 6.55% share of the right to use certain
! ' portions.of the Arizona Nucledr Power Pm_]ect Valley Transmission System. The City has a 4.9%

i - mutiemmt share of the Authomy 3 interest in the station,

Belween 1983 and 2002, ‘the Autlwnty issued $3.166 brlllon {with $630 million currently

outstanding) of Power Project Revenue Boitds to finance the purchase of the Authority's share of . -

the Station and related tranumission rights, The bonds are not cbligations of any member of the -

; N ~ Authority "or public ‘agency other than the Authority. Under a power sales ‘contract with the

: Authgrity, the City is obligated on a “take or pay” basis for its proportionate share of power

- gmmbd.asmﬂasmmakepsymtsformpmpomomteshamofthemmd

maintenance expensés of the Station, debt service on the bonds and any other debt, whether or not
the project or eny part thereof or its output is suspended, reduced: or terminated. The City’s
proportionate -share of costs during -fiscal year 2002 was $9,199,445. The City estimates its
proportionate share of costs will be approximately $9,037,000 for the fiscal years ending 2003
and approximately 89 476,000 for ﬁm! yesr ending 2004.

At June 30 2002, the Clty dcsngnated $35,506,654 of cash snd investments-of the Utilities
Department Enwrpnse Fund for payment of its futuré above market costs. During the year ended
June 30, 2002, the account eamed $548,766 ofmterestandthecnyused83073 693 hopaythe
Palo Verde Project power cests to the Authority. .

B. Hoova Dam Power Plant Upgrade Program

In January 1987, theCltymteredmmoacontractmththeFederaleuuofRechmanonwfund~ .
" partof an upgradmg program of the HooverDampower plantto increase theplam s generaung

»
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CITY OF VERNON
NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS
FISCAL YEAR ENDED JUNE 30, 2002

6 . UTILITY ommm'xous AND COMMITMENTS (Continued)

capecity. In cxchauge, the City will mccwc its pro rata share-of the addmmml power produced
Total program costs are estzmawd to be 3155 million. -

As of hune 30 2002, the Cnty's total advances were $ 6,731,123 for the upgrading program. At
June 30, 2002, the outswndmg advances receivable were $4,819,543. The City hes no obligation
to advance funds in the future. The advances are being repaid with interest over a period of 30
years. The City must also make payments for xtsprorataslmofopemnngandmmmemnce
costs not momd by the plant thmugh revenues. The contract expires in June 2017.

C. Mead-Phoemx Transmission Pro;ect

In 1992, the City entered into Project Agreements for the construction and operation of the Mead-
Phoenix Transmission Project. The City’s cost shares are currently 2. 154% for the Westwing-
. Mead Component, 3.793% for the Mead-Substation Component, and 4,050% for the Mead-
Marketplace Component. The project wes completed April 15, 1996, The City’s share of
construction costs was $6,443 915,

D. Mead-Adclanto Transmission Project )
In 1992, the City entered into Project Agreements for the construction and opcmion of the Mead-

Adelanto Transmission Pro;cct The City’s cost share is 6.25%. This project wag completed April.
15, 1996, The City's share ofoon.stmcuon costs was $13,984,362.

E. Calufomm-Oregon Tm:smssxm P:oject :

In 1991, the. City ‘entered into the Interim Participation Agreement with several N«mlm
California entitics and the Western Area Power Administration. This agreement calls for the
commummdopmmafmemmﬁmhmmmammm&bcmda
respective shars of the construction costs, The City’s share is 8.05%. As of June 30, 2002, the
City's share of 1n1al costs incumred for the project’s planning and construction was $35,480,802. .-

. 1n 2001 and 2002, the groject added a second 500 KV transfarvuer bank at the Tracy Substation.
Beginning February 2001 through the June 2002 service month, the City’s proportionate share of
costs was St [22,656 ) '

¢

F. Santa Clara Demomuanou Project

ln January 1993 the City emered into an agreemcnt with the Los Angeles Department of Wam'

end Pawer, Southern California Edison, the City of Santa Clara, the Sacramento Municipal Utility -
District and the National Rural Electric Cooperative Association to research and develop the first
wtility-scale carbonate fuel cell power plam. Totn} funding by all of the participants is expecied to
be $22.05 million; the City’s share is $3.15 million. bi exchangs for finding, each participant will
own rights to the technology and eny future royalty payments. Following a demonstration period,

the physical plant will be dismantled. The project was cornpleted in Apri! 1998, The City's share
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6. . UTILITY OPERATIONS AND COMI\'IITMEN’!’S (Continued)

of total costs for rcsemh and development was $3,005,235. These costs were expensed as
incurred,

G.  CaliforniaIndependent System Operator

In December 2000, the City entered into an agreement with California Independent System
Operator Corporation (ISO) 1o establish the rights and obligations of the City and the ISO with
_ tespect to the City’s cooperation and coordination with the 1SO to 2id the reliability and the
operational control of the ISO'controlled grid and the City’s Distribution System. The City owns
and operates & Distribution System within the ISO Control area subject to the authomy of.a Local S )
Regulatory Authonty A , o

B. Alstom Power Inc.

Ih May 2001 and September 2001, the City entered into agreements with Alstom Power Inc., for -
the purchase and dchvery of generating units, a steam turbine genemafor, heat recgvery steam.
generator and emissions contro] equipment at an approximate cost of $60 million. Progreas
payments to Alstom Power Inc., will be made as the umits are mennfectured, begimming in June
2001, Delivery of the units is anticipated in March 2003. Total payments made to Alstom Power
Ine. at June 30, 2002 were $48 004,191 ‘ . :

Power Purchase Commismenis

As of June 30, 2002 the City has ente:ed into lcug—tmn commitments to purchase power subject to
certain conditions. The foliowmg mble summarizes the value of the commitments at June, 30, 2002 (in

). B
Fiscal Year ' Amount

2002-03 , : ! T s 4061
2003-04 o : 38,659
2004-05 : : 36,054
200506 - o A 19,038 -
2006-07° , , ; T 14,091
2007-11 " : -34,361

S ‘ S S 182.814

7. - FUND BALANCE RESERVES

Fund balances, which are not available for general apm'opnation and cxpcndmn-e, are resuved atlune 30,
2002, for the following pu:poses

¢
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; A : ~ " FISCAL YEAR ENDED JUNE 30, 2002

; - 7. FUND BALANCE RESERVES (Continued)

Capital
o . Projects
. : - General Fund Fund
T Federal forfeiture fimds $ ao0ns S . -
¢ ' Advances to other funds 12,580,488 . .-
Inventotics - - 710,377 .
i Encumbrances - 1,279,584 -
Employee loans receivable _ 73,042 ..
: * Loansreceivable .- - 3,000,000
" Tonl . 3 15103816 S __3,000000
., © 8  SELFINSURANCEAND CONTINGENCIES .
P “The City is exposed.to various fisks of loss refated to torts; theft of, damage 1, and destruction of assets;

errors and omissions; injuries to cmployees; nawwal disasters; wiemployment coverage, and providing
LI " health bencfits to cmployces, retirées, and their dependents. The City is self-insured for its general

. ’ liability, workers' compensation, and property lability. The City has chosen to establish risk financing
Internal Service Funds, whereby ussets are set aside for claim settlements associated with the above risks
of loss up to certain limits. Excess coverage is provided by the Independent Cities Risk Management
Authority {the “ICRMA™), a joint powers anthority whose purpose is to develop and fund programs of
excess insvrance for its:member cities, The IRCMA is governed by a Board of Directors consisting of
representatives of its metnber cities. Selfrinsurance and ICRMA, limits are 3s follows: ’ .

Type of Coverage

Self-Insurance ICRMA
* General Liability . Up to §360,000 £300,000 to $10,000,000
Workers* Compensation Up to $300,000 $300,000 to $10,000,000- -
Property oo Upws$ 10,000

_ $ 10,000 to $20,000,000
. ".Amounts in excess of theée limits are self-insured. There have been no significant reductions of coverage
- from the prior year, There have been no setflements eéxceeding insurance coverage for esch of the past
three fiscal years,

Health benefits risks are covered on en occurrence basis for amounts in excess of S&S,OOO-per pcrson"up
10 $2,000,000 per person by commercial insurance purchased from independent third parties.

The unpaid ¢laims liabilities included-in each of the self-insurance Internat Service Funds are based on
the results of actuarial studies and third-party administcator claim reports and include amounts for claims
incurred but not reported, including loss adjustment expenses. Claims lisbilities are caloulated considering

CalPERS011583 .
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CITY OF VERNON
NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS
FISCAL YEAR ENDED JUNE 30, 2002

8., SELF-INSURANCE AND CONTINGENCIES {Continued)

the effects of inflation and recent claim settlement trends, mc!udmg ﬁequcncy and amount of payoms and
other economic and sociat factors. ' .

Changes in the balences of claims liabilities during the past two fiscal yeers for all self-insurance funds
. combined are as follows: .

Fiscal Year Ended June 30 _

2002 2001
Unpaid claims, beginning of fiscal year - $ 4078995 $ 4207452
Incurred claims 821,364 169,374
Claim payments _ {290,571) (297.831)
Unpeid claims, end of fiscal year : S 4,609,788 $ 4,078,995

At June 30; 2002, a number of lawsuits and claims were pending agamst lhe City that arose in the normal
course of operations. Management estimnates that certain pending lawsuits and claims may result in.
additional liabilities of apprommate}y $500,000. However, the ultimate loss, if any, is unknown at this
time and no amount has been accrued in the accompanying ﬁmmcml statemnents becavse it lS not probable
thatalmlmsbecnmcunedasof.lmm 2002.

9. POST-RETIREMENI': BEN’EF'ITS

The C:ty Council approved a post-retirement benefit plan for al! employees with 30 years or more of
serviee to the City. The plan pays for quslified employees’ medical and dental insurance premiums and
claims from age 60 to 65. Funding of the plan ison a pay-as-you-go basis. During the year ended June 30,
2002, approximately 36 employees were eligible to receive benefits. Amounts paid for the year ended .
June 30, 2002 are as follows: '

. Total premiums paid for retirees ' $ 43345
Medical and dental claims peid . 230,571
Total . | , . $_ 333916

10.  EFFECTS OF NEW PRONOUNCEMENTS

In June 1999 GASB issued Statement No. 34 Basic Financial Statements - and Mmgemenr s
Discussion and Analysis - for State and Local Governments (GASB 34), which is effective for the City's
fiscal year ending June 30, 2003. GASB 34 establishes new financial rcponmg requirements for state gnd
local governmerits throughout the United States. When implemented, it will create new information and
will restructure much of the information that governments have presented in the past, GASB 34 represents
- the most important single change in history of accounting and financial reporting for state and local
govemments. One of the most significant changes is that all capital assets, including mﬁasumnng, will

26 CalPERS011584
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Ty OF VERNON
N()TES TO GENERAL-PURPOSE FINANCIAL STATEMENTS
: FISCAL YEAR ENDED JUNE 36, 2002

. 10.  EFFECTS OF NEW PRONOUNCEMENTS {Continued)

YSRGS
.~

be reported within the basm financial siatements, alonp with depreciation expense and accumula
depreciation, Currently, infrastrucrure related to  governmental funds is not reported in the finan
statements. GASB 34 provides an alternative to dcpmanm for infrastructure, termed the “modif

approach,” ]
The modified approech requires the use of a gualified asset management system and additional schedu

10 be reported in another new clement of the financial statements, the “Management’s chnsszon a
Analysis (MD&A)" section. The costs to tmplemznz GASB 34 are uninoin at this ume.

In June 2002, GASB issued Stitement No, 37 Basic Financia! Sta:mn:.wnd Manggemens
Discussions and Anolysis-for State and Local Governments: Ommnibis - an amendment of GAS

. Statements No. 2] ond 34. This Statergent is effective for the same periods 45 GASB 34 and clarifies «

modifies certain provisions in GASB Statements No. 21 Accounting for Escheat Propenty and No. 34,
establishes guidance in the following arcas: “reporting of escheat property, topics for discussion in th
Manzgement’s Discussion and Analysis (MD&A), program revenue classifications, the minimun level ¢
detail required for business-type activities in the statement of activities, etc. * The City is anslyzing th
impact of xmpkmenwncm of this new statement in ﬁsca! year 2003.

Also in June 2002, GASB issued Statement No. 38, C'mam Financial Starement Nate chlasuraf, whicl
is effective for the same periods as GASB Statcment No. 34. This statement modifics, establishes, anc
rescinds certain financtal. statement disclosure requkemms. Modifications to ‘the note disclosures
primasily focus on: 4) revenue recopnition policies; b) actions 1aken in response to significant viclations

of legal or contréctuil provisions: c) debt service requirements; d) lease obligations; ¢) short-term debit; .

and f) interfund balafices. These new disclosure requirements address the needs of users 6f financial
statements identified by GASB. The snalysis required for the implernentation of this new statement is
being cnmplmd a!ong with GASB 34.

Finally, GASB issued Interpretation No. 6, Recogmn’an and Measurement of Certain Liabilities and .
Expenditures in Governmental Fund Financial Statements. This intetpretation clarifies the application of

standards for modified accrual recognition of certain liabilities and expenditures in areas where

differences have arisen, or potentiaily could arise, in interpretation and’practice. This interpretation -
impacts the fund level financial statements required by GASB Statement No. 34 but has no dxrect impact -

on the government- '-vide {inancial statements.
I mmsunmmrmwnns' ‘
Since' calendar year 2000, the ‘California energy crisis has produced significant cvents and caused

finencial difficulties’ for sevesnl major companies. These include the smté’s two largest 10Us and
numerous power marketing companies, including the Enron Corporation. Pacific Gas & Electric (PG&E)

- filed for bankrupscy protection under Chapter 11 of the United States Bankruptcy Code (Code). PGXE

has filed a Plan of Réorganization, intending to pay most of the debts it owes o various creditors, which

includes significant amounts due to the California Power Exchange (PX) and the California Independent
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NOTES TO GENERAL-PURPOSE FINANCIAL STATEMENTS
.FISCAL YEAR ENDED JUNE 30, 2002

1L SUBSEQUENT EVENTS (Conﬂnned)

" System Operator (ISO). The Somhem Califomia Edison Compmy (Edlson) has m:pencmed severe
liquidity problems, but worked out its difficulties through revised billing rate schedules recently approved
" by the Califormia Publlc Uﬁlm&s Comm:ss:on (CPUC). .

The PX, a state organmed powcr tradmgcmnpany closed operations, ﬁled for bankrupicy protection and
left unsettled billions of dollars in wholesale electricity wansactions. The PX's principal assets, block
forward wholesale -electricity contracts, which would be sufficient to nearly cover all of its unsettied

- transactions, were seized by the Governor of the State of California during the height of the energy erisis.
“The Ninth Circuit Court of Appeals found that the seizure by the Govemorandthesmewns
unconstitutional and that both are liable. for damages to the PX and its various market participants.
Currently, a retired Judge of the Superior Court in Sacramento has been assigned various cases, all related
to this maner, to determine what sums'of money each of the varions PX market participants are owed .
(Sacramento proceedings). The PX Plan of Reorganization is currently working its ‘way through the
approval process of the Federal bankruptey court and the Federal Energy Regulatory Commission. -

The ultimate impact of all these events on the City"s operations is \mknown at t!ns tunc However, the
following facts exist, - :

The PX did not settle wholesale eicetricity transactions with the City, which totals approximately $3.0

" million. The City is currently actively involved in the Sacramento pmceedmgs The City believes it will
mcnvethcnwneysowedlo it Mthmthenexttwoyearsmd}mmtpro\ndadan allwance against the
account,

mCxtyandPG&Emmwtoamghvolmgemamsmm exchangeagreamennhnthasnm
remaining of nearly 40 years. PG&E chose not to reject unsagreemtunderdxeCode PG&Bdomnot.

owe the Clty any moneys undcr thxs agreemem.
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Page 136
CITY OF VERNON
SUPPLEMENTAL COMBINING BALANCE SHEET.
" ALL ENTERPRISE FUNDS
JUNE 30, 2002
. Total

r Light & Power Wager Gas Enterprie
—Departmeat | Department = __ Deparmment Fands

. Cash and investments S 52346970 § 2073854 S (10325 . 5 - 59,6095
Ascrued Inverest Roceivable 1,035,659 - Y -
Accounts receiveble : 9.496,540 79828 - 95763
Accrued unbilled revenue 6,440,009 343,711 - 6,783,7
Inventories, at coet - 7,398 - - 73-
Deposity : ‘ 7,860 - . - 78
Advance receivable from outside party 4,819,543 - - 45195
Advances to other funds . 29,795,941 - : 29,795,
Restricted cash and investments 7,044,206 . - - 7,044,2¢
Fixed vascts : 154,760071 T 11356722 16006,135 .  182,622,9%
Accurnulated depreciation (49.820254) (9353043) . . (59,173.68
Other atsets - ) - 1208848 - - : . 1,208,84
TOTAL ' S 27342791 5 10000672 S 15993310 § 24333877

LIABILITIES AND FUND EQUITY
{DEFICIT)
. LIABILITIES: - . . -

" Accounts paysble and accrued tabilities 5 12267066 S 495597 8 196833 '§  1295949¢
Customer deposits and sdvances. 713,958 ° 307672 L - 1,021,63¢C
Accrued in lieo of taxes due to General Fund 1,114,306 82,107 3 1,196413
Duz to other funds ‘ 389,657 - - 389,657
Advarices from other funds - 3,509,029 21,867,182 25, 11

Total Giabilities . 14483587 494,405 22,064,005 40.543407
" FUND EQUITY (DEFKIT): . ’ i
Contributed capital , 1,682,205 720,000 ~ 2,402,205
Remined carnings (defioit) 201,175,599 4386267 __(6.068.705) 199,993,161
rou?m fnd equity (deficit) 207,857,864 - 5606267 (6D68,705) 202,395,366
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CYTY OF VERNON g .
SUPPLEMENTAL COMBINING STATEMENT OF REVENUES, EXPENSES AND ‘
CHANGES IN RETAINED EARNINGS (DEFICIT) - ALL ENTERPRISE FUNDS . . 4 .
‘ FISCAL YEAR ENDED JUNE 30, 2002 . ‘ L
- 4 H
. _ Torst
L Light & Power . Water Gas - Enterpeism
. ’ Departmewt __ Dapartment Department Fonds
.OPERATING EVENUES: - ' . R .
Power ind watr sales ' ' .. 8 9s1s6 8§ £219.267 & - S 10878713
OPERATING EXPENSES: . .
Cost of sales 100,602,170 447,019 - 103,072,189
In $icu of franchise tax : 2455.094 182952 .
Depreciation ) 3303872 226,985 . 3430317
Toua} operating expenses . 106,261,096 4879455 s tinuwess -
GPERATING [INCOME (LOSS) (6,681,350) 133971 . - " (8381,839)
NONOPERATING REVENUES (EXPENSES): ‘ . ’
Tteress | incliing gains (losses) on sale of i 8.938.625 - c - o -
Net increase in fair value of isvestments - 52148) - . - . 521,451 la
“Total nonoperating vevenues, net . 2.460.076 - . .9,450;07?
MET INCOME (LOSS) BEFORE OPERATING TRANSFERS " 2mszs L3911 - 4,152,237 A la
OPERATING TRANSFERSOUT  ~ -, | (3,503,702 . L e (B503TD) - . A
NET INCOME (LOSS) .. e (1 T o (4385408 o )
RETAINED EARNINGS (DEFICIT), BEGINNING © . o
OF YEAR » L 20T LMESY _ (SOGSTOH . 43Rl
RETAINED EARNINGS (DEFICIT), END OF YEAR s 20Li7599 5 agse26T  § (6063709 S 199593161 L )
* )
i
{
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Partares 515 South Figuerca Street
Kenneth A. Macias, Mnnagmg Partner  Suite325 )
Emest ). Gini Los Angeles, CA 90071
s . Kevin j, O'Connell :
: . - 213512+0200

Mmas’G:m& Company u Richard A Green - raez6e
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Wammgarnal Coarativaln fan A. Rosati maciasgini.com °
James V. Godsey

Hmblc City Council
City of Vernon, California

INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED ON AN AUDIT OF GENERAL-PURPOSE
* FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNM‘NT AUDITING STANDARDS

We have audited the general-purpose financial statements of the City of Vemnon, Cahform {City), as of
June 30, 2002, and for the fiscal yesr ended, and have issued our report thereon dated January 24, 2003, .
We conducted our audit in accordance with auditing standards gerierally accepted in the United Sm'a of
America and the standards applicable to financial audits contained in Government Audumg Szandards a

issued by the Comptro}lu General of the United States,

Compliance

As part of obtaining reasonable assurance about whether the City's general-purpose ﬁna!mal statements
are free of material misstaternent, 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 complxanee with
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
The results of our tests disclozed na instances of noncompliance that ve required to be reported under

Government Auditing Standards.
Internat Control Over Financial Reporting

In planmng and performing the audit,'we considersd the City's internal control over financial feporting in
order to determine owr suditing procedures for the | purpose of expressing our opinion on the ‘general-
purpose financial statements and not to provide assurance on the internal control over financiai repéorting.
Qur consideration of the intermal control over financial reporting would not necesserily disclose all
matters in the internal control over financial reporting that might be material wealmesses. A material
wealness is a condition in which the design or operation of one or more of the internal control.
components does not reduce to a relatively low level the risk that misstatemnents in amounts that would be
material in relation to the general-pirpose financis) statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned functions.
- We noted no matters involving the intemal control over financial reporting and its operation that we

consider to be material weaknesses.
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This report is intended solely for the infmp.ntion and .use of the. Mayor, City Council, and the City’s
management and is not intended 10 be and should not be used by enyone other than these specified

varties. : _ :
Cerﬁﬁeél’uh}ieAgcom ) ‘ B

Los Angeles, California
_ Jamuary 24, 2003
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