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INDEPENDENT AUDITORS' REPORT

To the City Council
City of Arvin, 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 Arvin, California, as of and for the year ended June 30, 2007, which collectively comprise
the City's basic financial statements as listed in the table of contents. These financial statements
are the responsibility of City of Arvin, California, management. Our responsibility is to express
opinions 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 Arvin, California, as of
June 30, 2007, and the respective changes in financial position and cash flows, where
applicable, thereof for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated March
10, 2008, on our consideration of the City of Arvin's internal control over financial reporting and
our tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and do
not provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be read in conjunction with this report in considering the results of our
audit.
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The City has not presented the management's discussion and analysis that accounting principles
generally accepted in the United States has determined is required supplementary information,
although not required to be part of, the basic financial statements.

The budgetary comparison information and other required supplementary information on pages
39 through 49 are not a required part of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of America.
We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on
it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Arvin, California, basic financial statements. The combining
nonmajor fund financial statements listed in the table of contents are presented for purposes of
additional analysis and are not a required part of the basic financial statements. The combining
nonmajor funds financial statements have 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.

Bakersfield, California
March 10,2008
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CITY OF ARVIN

STATEMENT OF NET ASSETS

JUNE 30,2007

ASSETS
Cash and cash equivalents
Cash with fiscal agent

Receivables (net of allowance for uncollectibles):

Accounts
Taxes
Land held for development
Bond issuance cost, net
Restricted assets:
Restricted cash and cash equivalents
Capital assets
Non-depreciable
Depreciable, net of accumulated depreciation

Total assets

LIABILITIES

Accounts payable

Interest payable

Accrued payroll and benefits
Unearned revenues

Due in one year or less

Due in more than one year

Total liabilities

NET ASSETS

Invested in capital assets, net related debt
Restriced for:

Low and moderate income housing
Unrestricted

Total net assets

The notes to the financial statements are an integral part of this statement.

Primary Government

Governmental ~ Business-Type
Activities Activities Totals
$ 3,108,828 $ 61,149 3,169,977
4,680,651 - 4,680,651
252,328 37,911 290,239
18,719 - 18,719
579,521 - 579,521
311,146 - 311,146
783,485 1,333,055 2,116,540
855,571 906,245 1,761,816
5,655,051 8,066,689 13,721,740
$ 16,314,692 $ 10,405,049 26,719,741
$ 116,517 $ 140,012 256,529
45,931 - 45,931
235,617 10,699 246,316
70,801 202,709 273,510
191,161 145,119 336,280
6,305,822 5,342,143 11,647,965
6,965,849 5,840,682 12,806,531
6,482,102 3,485,672 9,967,774
1,563,608 - 1,563,608
1,303,133 1,078,695 2,381,828
9,348,843 4,564,367 13,913,210
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Functions/Programs
Primary government
Governmental activities:
General administration
Public safety
Public works
Community development
Interest on long-term debt

Total governmental activities

Business-type activities:
Sanitation
Transportation Development

Total business-type activities

Total primary government

CITY OF ARVIN
STATEMENT OF ACTIVITIES
JUNE 30,2007

Program Revenues

Net (Expense) Revenue and Change in Net Assets

Operating Capital Primary Government
Charges for Contributions  Grantsand  Governmental  Business-type
Expenses Services and Grants Contributions Activities Activities Total
$ 1690310 $ 68,566 $ 4060 $ - $ (1617684) $ - $(1,617,684)
2,019,388 281,828 244,288 - (1,493,272) - (1,493,272)
1,244,762 9,166 606,340 376,033 (253,223) - (253,223)
323,321 514,324 - - 191,003 - 191,003
317,719 - - - (317,719) - (317,719)
5, 595, 500 873, 884 854, 688 376, 033 (3,490, 895) - (13,490, 895)
1,731, 369 2,104, 156 372, 787 372, 787
568, 973 75, 299 6l7, 542 123, 868 123, 868
2, 300, 342 2,179, 455 6l7, 542 496, 655 496, 655
$ 7,895842 $ 3,053,339 $ 1,472,230 $ 376,033 $ (3,490,895 $ 496, 655  $(2,994,240)
General revenues
Taxes 1,701,988 - 1,701,988
Intergovernmentalrevenues 1,099,485 - 1,099,485
Licenses and permits 598,147 - 598,147
Revenue from use of money and property 395,089 51,837 446,926
Charges for services 261,407 261,407
Fees and other revenues 102,649 - 102,649
Transfers In (Out) 175,000 {175,000) -
Total general revenues and transfers 4,333,765 (123,163) 4,210,602
Change in net assets 842,870 373,492 1,216,362
Net assets - July 1, 2006, as restated (Note 13) 8,505,973 4,190,875 12,696,848
Net assets - June 30, 2007 $ 9348843 $ 4564367 $13,913,210

The notes to the financial statements are an integral part of this statement.
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CITY OF ARVIN
BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30,2007

Other
Redevelopment  Governmental
General Agency Funds Total
ASSETS
Cash and investments
Unrestricted $1,050,838 $ 1,429,073 $ 628,917 $ 3,108,828
Restricted - 783,485 - 783,485
Cash with fiscal agent - 4,680,651 - 4,680,651
Receivables
Accounts 204,116 - 48,212 252,328
Taxes - 18,719 - 18,719
Due from other funds 73,807 - 146,460 220,267
Advances to other funds 683,334 - - 683,334
Land held for development - 579,521 - 579,521
Total assets $2,012,095 7491449  § 823,589 $10,327,133
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable $ 45500 $ 40,073 % 30,944 $ 116,517
Accrued payroll and benefits 213,209 2,185 20,223 235,617
Advances from other funds 683,334 683,334
Due to other funds 150,875 150,875
Unearned revenue 10,000 60,801 70,801
Total liabilities 258,709 735,592 262,843 1,257,144
Fund balances:
Reserved for:
Low and moderate income housing 1,563,608 1,563,608
Debt service and capital outlay 4,640,920 4,640,920
Land held for development 579,521 579,521
Advances 683,334 683,334
Unreserved 1,070,052 (28,192) 560,746 1,602,606
Total fund balances 1,753,386 6,755,857 560,746 9,069,989
Total liabilities and fund balances $2,012,095 $ 7491449 § 823,589 $10,327.133

The notes to the financial statements are an integral part of this statement.
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CITY OF ARVIN
RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS
JUNE 30,2007

Fund balances of governmental funds $ 9,069,989

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

Capital assets, net of depreciation, have not been included
as financial resources in governmental fund activity. 6,510,622

Long-term debt, compensated absences and claims payable from the General long-term
Debt Account Group that have not been included in the governmental fund activity: (6,496,983)

Interest on long-term debt is not accrued in the governmental funds, but
rather is recognized as an expenditure when due. (45,931)

Unamortizedissuance costs on revenue bonds payable has not been reported in the

governmentalfunds. 311,146
Net assets of governmental activities $ 9,348,843

The notes to the financial statements are an integral part of this statement.
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CITY OF ARVIN

STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
FOR THE FISCAL YEAR ENDED JUNE 30,2007

REVENUES
Taxes
Licenses and permits
Fines and penalties

Revenue from use of money and property

Charges for services
Intergovernmentalrevenues
Fees and other revenues

Total revenues

EXPENDITURES
Current:
General government
Public safety
Public works
Planning/community development
Capital outlay:
General government
Public works
Public safety
Debt service:
Principal
Interest

Total expenditures
Deficiency of revenues over
expenditures

OTHER FINANCING SOURCES (USES)

Transfers in
Transfers out

Total other financing sources and uses

Net change in fund balances

Fund balances - beginning
Reclass of Fund
Prior Period Adjustments

Fund balances - beginning, as restated (see note 13)

Fund balances - ending

Other
Redevelopment  Governmental Total

General Agency Funds Governmental
$ 1,019,805 $ 682,083 $ - $ 1,701,988
906,212 - - 906,212
111,235 - - 111,235
125,302 269,787 - 395,089
295,872 - 295,872
1,157,703 - 1,172,503 2,330,206
465,879 8,421 58,218 532,518
4,082,108 960,291 1,230,721 6,273,120
910,722 500,874 32,079 1,443,675
1,805,162 - 180,682 1,985,844
746,834 - 700,492 1,447,326
310,617 - - 310,617
321,462 - - 321,462

- 213,302 618,321 831,623

78,844 78,844
58,500 111,569 - 170,069
9,505 299,063 - 308,568
4,241,646 1,124,808 1,531,574 6,898,028
(159,538) (164,517) (300,853) (624,908)
166,633 504,982 671,615
(329,982) (166,633) (496,615)
(329,982) 504,982 175,000
(489,520) (164,517) 204,129 (449,908)
3,145,602 4,599,825 2,075,426 9,820,853
(949,870) 1,629,942 (1,629,942) (949,870)
47,174 690,607 (88,867) 648,914
2,242,906 6,920,374 356,617 9,519,897
$ 1753386 $ 6,755,857 § 560,746 $ 9,069,989

The notes to the financial statements are an integral part of this statement.
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CITY OF ARVIN
RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCES OF THE GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30,2007

Amounts Reported for governmental activities in the statement of activities are different
because of the items described below:

Net changes in fund balances - total governmental funds $ (449,908)

Governmental funds report capital outlay as expenditures. However, in
the statement of activities, the cost of those assets is allocated over their
estimated useful lives as depreciation expense. 1,523,901

Depreciation expense on capital assets is reported in the government-wide
statement and changes in net assets, but it does not require the use of current
financial resources. Therefore, depreciation expense is not reported as an
expenditure on the fund statements. (234,388)

Compensated absences reported in the statement of activites that do not require

the use of current financial resources are not reported on the fund statements, but
are reported as an expense in the government-wide statements. (147,903)

Repayment of long-term principal is an expenditure in governmental funds, but the
repayment reduces long-term liabilities in the government-wide statement of
net assets. 170,069

Amortization expense on bond issuance costs is reported in the government-wide
statement and changes in net assets, but it does not require the use of current
financial resources. Therefore, amortization expense is not reported as an
expenditure on the fund statements. (9,151)

Deferred revenues related to "unavailable" accounts receivable were reported in the

government-wide financial statements in prior year, but have come "available"
in the current year; therefore, the revenue is reported in the fund statements for the

current year. (9,750)
Change in net assets of governmental activities $ 842,870

The notes to the financial statements are an integral part of this statement.
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CITY OF ARVIN
STATEMENT OF NET ASSETS
PROPRIETARY FUNDS
JUNE 30,2007

ASSETS

Current assets:
Cash and cash equivalents
Receivables (Net of allowances)
Due from other funds

Total current assets

Restricted Assets:
Restricted cash, cash equivalents and investment
Capital assets:
Land
General property and equipment
Vehicles
Less accumulateddepreciation

Total capital assets (net of
accumulated depreciation)

Total noncurrent assets
Total assets

LIABILITIES

Current liabilities:
Accounts payable
Accrued payroll and benefits
Due to other funds
Unearned revenue
Due in one year or less

Total current liabilities

Non-current liabilities:
Due in more than one year

Total non-current liabilities
Total liabilities
NET ASSETS
Investedin capital assets, net related debt
Unrestricted
Total net assets

Transportation

Development Sanitation Total
$ 61,149  $ - 8 61,149
37,911 - 37,911
121,978 - 121,978
221,038 - 221,038
1,333,055 1,333,055
- 906,245 906,245
176,549 10,022,755 10,199,304
503,616 - 503,616
(607,205) (2,029,026) {2,636,231)
72,960 7,993,729 8,066,689
72,960 10,233,029 10,305,989
$ 293,998 $ 10,233,029  $ 10,527,027
$ 5,627 $ 134385 $ 140,012
10,699 - 10,699
- 121,978 121,978
202,709 - 202,709
- 145,119 145,119
219,035 401,482 620,517
5,342,143 5,342,143
- 5,342,143 5,342,143
219,035 5,743,625 5,962,660
72,960 3,412,712 3,485,672
2,003 1,076,692 1,078,695
$ 74,963 $ 4,489,404 $ 4,564,367

The notes to the financial statements are an integral part of this statement.
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CITY OF ARVIN
STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN FUND NET ASSETS
PROPRIETARY FUNDS
FOR YEAR ENDED JUNE 30,2007

Transportation
Development Sanitation Total
Operating revenues:
Charges for service $ 75299 $§ 2,104,156 $ 2,179,455
Total operating revenues 75,299 2,104,156 2,179,455
Operating Expenses:
Salaries and benefits 297,273 - 297,273
Vehicle operations 103,511 - 103,511
Sanitation operations - 1,022,052 1,022,052
Depreciation expense 35,413 239,685 275,098
General and Administrativeexpense 132,776 157,437 290,213
Total operating expenses 568,973 1,419,174 1,988,147
Operating income {493,674) 684,982 191,308
Nonoperating revenues (expenses):
Intergovernmental 617,542 - 617,542
Interest income 329 51,508 51,837
Interest expense - (312,195) (312,195)
Total nonoperating revenue
(expenses) 617,871 (260,687) 357,184
Income before transfers 124,197 424,295 548,492
Transfers out (175,000) - (175,000)
Changein net assets (50,803) 424,295 373,492
Total net assets, beginning as restated (see note 13) 125,766 4,065,109 4,190,875
Total net assets, ending $ 74963 $ 4,489,404 $ 4,564,367

The notes to the financial statements are an integral part of this statement.
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CITY OF ARVIN

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
FOR YEAR ENDED JUNE 30,2007

CASH FLOWS FROM OPERATING ACTIVITIES
Total operating revenues $
Payments to employees
Maintenance and operations

Net cash provided by operating activities

CASH FLOWS FROM NONCAPITAL AND RELATED FINANCING ACTIVITIES
Operating transfers out
Intergovernmentalrevenue

Net cash provided by noncapitaland related financing activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Purchase of fixed assets
Interest expense (net of discount amortization)
Payments on long-term debt

Net cash used in capital and related financing activities

CASH FLOWS PROVIDED BY INVESTING ACTIVITIES
Interest income

Net cash provided by investing activities

Net Increase (Decrease)in Cash

Cash, beginningof year

Cash, end of year $

RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES
Operatingincome $
Adjustment to reconcile operatingincome to
net cash provided by operating activities:
Depreciation
(Increase)decreasein:
Receivables
Due from other funds
Increase (decrease)in:
Accounts payable
Due to other funds
Other current liabilities

Net cash provided by operating activities $

Transportation Sanitation Total
52,958 $ 2,104,156 $ 2,157,114
(297,564) (297,564)
(356,099) (1,017,921) (1,374,020)
(600,705) 1,086,235 485,530
(175,000) (175,000)
617,542 617,542
442,542 442,542
(308,352) (308,352)
(312,195) (312,195)
(134,011) (1340111
(754,558) (754,558)
329 51,508 51,837
329 51,508 51,837
(157,834) 383,185 225,351
218,983 949,870 1,168,853
61,149 % 1,333,055 $ 1,394,204
(493,674) % 684,982 $ 191,308
35,413 239,685 275,098
(22,341) (22,341)
(121,978) (121,978)
2,166 39,590 41,756
121,978 121,978
(291) (291)
(600,705 $ 1086235 $ 485,530

The notes to the financial statements are an integral part of this statement.
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CITY OF ARVIN
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30,2007

(1) Summary of significant accounting policies
A. Reporting Entity

The City of Arvin (City) was incorporated December 21, 1960, as a general law city and as
such draws its authority from the Constitution and laws of the State of California. The City
has a council/manager form of government and is governed by a five-member elected
council. The City Manager is appointed by the City Council. The City provides the following
services: police, community services, street construction and maintenance, planning and
zoning, street cleaning, transit, sanitation, and general administrative services.

The accompanying basic financial statements include the financial activities of the City and
its sole component unit, the Community Redevelopment Agency of the City of Arvin
(Agency). Financial information for the City and its component unit is accounted for in the
accompanying financial statements in accordance with principles defining the governmental
reporting entity adopted by the Governmental Accounting Standards Board.

Blended component unit - The Community Redevelopment Agency of the City of Arvin
(Agency) was established by the City Council on December 5, 1995, pursuant to California
Health and Safety Code Section 33000; the "Community Redevelopment Law." The
Agency exists as a separate legal entity whose purpose is to eliminate blight, to help meet
low and moderate income housing needs, and to revitalize property, within the Arvin
redevelopment project area. The Agency board is comprised solely of the same individuals
who comprise the City Council, and the Agency's administrative staff is comprised of City
employees. The Agency is reported as a governmental fund.

Separate financial statements are produced by the Agency and may be obtained from the
City of Arvin, 200 Campus Drive, Arvin, California 93203.

The financial statements of the City have been prepared in conformity with accounting
principles generally accepted in the United States of America as applied to governmental
units. The Governmental Accounting Standards Board is the accepted standard setting
body for governmental accounting and financial reporting principles. The more significant of
the City's accounting policies are described below.

B. Basis of Accounting/Measurement Focus

The accounts of the City are organized on the basis of funds, each of which is considered a
separate accounting entity. The operations of each fund are accounted for with a separate
set of self-balancing accounts that comprise its assets, liabilities, fund equity, revenues,
and expenditures or expenses, as appropriate. Governmental resources are allocated to
and accounted for in individual funds based upon the purposes for which they are to be
spent and the means by which spending activities are controlled.



CITY OF ARVIN
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30,2007

B. Basis of Accounting/Measurement Focus (Continued)

Government-wide and fund financial statements - The City government-wide financial
statements include a statement of net assets and a statement of activities and changes in
net assets. These statements present summaries of governmental and business-type
activities for the City accompanied by a total column.

These statements are presented on an economic resources measurement focus and the
accrual basis of accounting. Accordingly, all of the City's assets and liabilities, including
capital assets, as well as infrastructure assets acquired since July 1, 2003, and long-term
liabilities, are included in the accompanying statement of net assets. The statement of
activities presents changes in net assets. Under the accrual basis of accounting, revenues
are recognized in the period in which they are earned while expenses are recognized in
the period in which the liability is incurred. The types of transactions reported as program
revenues for the City are reported in three categories: 1) charges for services, 2) operating
grants, and 3) capital grants and contributions.

Certain eliminations have been made as prescribed by GASB Statement No. 34 in regards
to interfund activities, payables and receivables. All internal balances in the statement of
net assets have been eliminated. In the statement of activities, interfund transactions have
been eliminated; however, those transactions between governmental and business-type
activities have not been eliminated.

The City applies all applicable GASB pronouncements (including all NCGA Statements
and Interpretations currently in effect) as well as the following pronouncements issued on
or before November 30, 1989, unless those pronouncements conflict with or contradict
GASB pronouncements: Financial Accounting Standards Board (FASB) Statements and
Interpretations, Accounting Principles Board (APB) Opinions, and Accounting Research
Bulletins (ARB) of the committee on Accounting Procedure. In addition, the City applies all
applicable FASB Statements and Interpretations issued after November 30,1989, except
those that conflict with or contradict GASB pronouncementsto its business-type activities.

Governmental Fund Financial Statements - Governmental fund financial statements
include a balance sheet and a statement of revenues, expenditures and changes in fund
balances for all major governmental funds and non-major funds aggregated. An
accompanying schedule is presented to reconcile and explain the differences in net assets
as presented in these statements to the net assets presented in the government-wide
financial statements is provided to explain the differences created by the integrated
approach of GASB Statement No 34.



CITY OF ARVIN
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30,2007

B. Basis of Accounting/Measurement Focus (Continued)
Governmental Fund Financial Statements (Continued)

All governmental funds are accounted for under a spending or current financial resources
measurement focus and the modified accrual basis of accounting. Accordingly, only
current assets and current liabilities are included on these balance sheets. The statement
of revenues, expenditures and changes in fund balances presents increases (revenues
and other financing sources) and decreases (expendituresand other financing uses) in net
current assets. Under the modified accrual basis of accounting, revenues are recognized
in the accounting period in which they become both measurable and available to finance
expenditures of the current period. Accordingly, revenues are recorded when received in
cash during the year or within 60 days after year-end. The primary revenue sources, which
have been treated as susceptible to accrual by the City, are property tax, sales tax,
intergovernmental revenue and other forms of tax. Expenditures are recorded in the
accounting period in which the related fund liability is incurred.

The City reports the following major governmental funds:

General Fund - The General Fund is the City's general operating fund. It is used to
account for all financial resources except those required to be accounted for in another
fund. The primary revenue source is an ad valorem specially assessed tax override. These
governmental functions are not financed with bonded indebtedness.

Redevelopment Agency Funds - The Agency consists of two funds used to account for
operational, debt service and low and moderate income projects. Both funds have been
combined for presentation in these financial statements.

Enterprise Fund Financial Statements

Enterprise Fund Financial Statements - includes a statement of fund net assets, a
statement of revenues, expenses, and changes in fund net assets, and a statement of
cash flows for each major enterprise fund and for non-major funds.

The City of Arvin reports the following enterprise funds:

Transit Fund - accounts for financial activity related to the public transit services
provided by the City. This fund is a major fund.

Sanitation Fund - accounts for the financial activity of the waste water services of the
City. These services are provided through contracts with independent contractors. This
fund is a major fund.



CITY OF ARVIN
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30,2007

B. Basis of Accounting/Measurement Focus (Continued)
Enterprise Fund Financial Statements (Continued)

Enterprise funds are accounted for using the economic resources measurement focus and
the accrual basis of accounting. Accordingly, all assets and liabilities (whether current or
non-current) are included on the statement of fund net assets. The statement of revenues,
expenses, and changes in fund net assets presents increases (revenues) and decreases
(expenses) in total net assets. Under the accrual basis of accounting, revenues are
recognized in the period in which they occur while expenses are recognized in the period
in which the liability is incurred.

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

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 certain reported amounts and disclosures. Accordingly, actual
results could differ from those estimates.

Cash and Investments

Under the City's cash management program, cash in excess of operating requirements
from all funds is pooled with the purpose of maximizing interest through investment
activities, and is deposited in savings accounts or invested in bank certificates of deposit,
bank money market accounts and the State of California Local Agency Investment Fund
(L.A.LF). Interest income on pooled investments is allocated on the end of month balance
in each fund included in the pools.

For purposes of the statement of cash flows, the City considered all highly liquid
investments with a maturity of three months or less when purchased to be cash
equivalents. All cash and investments of the enterprise funds are pooled with the City's
pooled cash and investments.

Receivables and Payables

Activity between funds that represents lendinglborrowing arrangements outstanding at the
end of the fiscal year is referred to as either "due to/from other funds" (i.e. the current
portion of interfund loans) or "interfund advances receivable/payable” (i.e. the non-current
portion of interfund loans).
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B. Basis of Accounting/Measurement Focus (Continued)
Receivables and Payables (Continued)

Advances between funds, as reported in the fund financial statements, are offset by a fund
balance reserve account in applicable governmental funds to indicate that they are not
available for appropriationand are not expendable available financial resources.

Enterprise fund receivables are shown net of an allowance for uncollectible accounts. All
customers are billed monthly. The estimated value of services provided, but unbilled at
year-end has been included in the accompanying financial statements.

Property taxes are assessed, collected and allocated by Kern County throughout the fiscal
year according to the following property tax calendar. The property taxes attach as an
enforceable lien on property as of January 1% each year, with other dates of significance
being:

Levy Date July 1% to June 30"
Due Dates November 1%, 1% installment; February 1%, 2™ installment
Delinquent Dates December 10", 1% installment, April 10", 2" installment

City property tax revenues are recognized when received in cash except at year-end when
available taxes, or those collected within 60 days of fiscal year end, are accrued pursuant
to the modified accrual basis of accounting. Revenue from taxpayer-assessedtaxes (sales
and use, business license, transient occupancy, utility users, gas, and franchise fees) are
accrued in the governmental funds when they are both measurable and available. The City
considers these revenues available if they are received during the period when settlement
of prior fiscal year accounts payable occurs. Historically, the majority of these taxes are
received within 60 days of the fiscal year end.

Grant and entitlement revenues are recorded as receivables in the funds when all eligibility
requirements have been met. The corresponding governmental fund revenues are
recorded in governmental funds when they become available, with the differences
recorded as unearned revenue. Enterprise fund revenues are recorded as operating
revenues when the receivables are recorded. Some grant and entitlement revenues are
not susceptible to accrual, in which case the corresponding revenues are recorded when
received.

Restricted Assets

When an expense is incurred for purposes for which both restricted and unrestricted net
assets are available, the City's policy is to apply restricted net assets first.
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B. Basis of Accounting/Measurement Focus (Continued)
Capital Assets

The City's assets are capitalized at historical cost or estimated historical cost. City policy
has set the capitalization threshold for reporting capital assets at $500. The City has
chosen not to capitalize infrastructure in place prior to the adoption of GASB 34. Gifts or
contributions of capital assets are recorded at fair value when received. Depreciation is
recorded on a straight-line basis over the useful lives of the assets as follows:

Buildings 40 years
Improvements 39 years
Vehicles 3-5 years
Machinery and Equipment 5-20 years
Infrastructure 35-65 years

In June 1999, the Governmental Accounting Standards Board (GASB) issued Statement
No. 34 which requires the inclusion of infrastructure capital assets in local governments'
basic financial statements. In accordance with Statement No. 34, the City has included the
value of all infrastructure acquired since the adoption of these statements.

The City defines infrastructure as capital assets that are stationary and have expected
useful lives significantly in excess of most capital assets. The assets include the street
system, sewer collection and treatment system, park and recreation improvements, storm
water conveyance system, and permanent monuments and signage.

Compensated Absences Payable

Vested or accumulated vacation leave that is expected to be liquidated with expendable
available resources is reported as an expenditure and related fund liability of the
governmental fund responsible for payment. Amounts of vested or accumulated vacation
leave and benefits that are not expected to be liquidated with expendable available
resources are reported in the non-current portion of the obligations reported in the
government-wide statement of net assets with corresponding changes in account
balances reported as expenses in the statement of activities. Vested or accumulated
enterprise fund vacation leave and benefits are expensed with a corresponding fund
liability for these unpaid accrued employee benefits. Vacation pay accruals generally do
not exceed the amount earned for one year; however, an employee may accumulate up to
a maximum of 320 hours of earned vacation time after which no further vacation accrues
to the employee.
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B. Basis of Accounting/Measurement Focus (Continued)
Long-Term Obligations

In the government-wide and enterprise fund types in the fund financial statements, long-
term debt and other long-term obligations are reported as liabilities. In the fund financial
statements, governmental fund types recognize bond premiums and discounts, as well as
costs of issuance, during the current period. The face amount of debt issued is reported as
other financing sources. Issuance costs, whether or not withheld from the actual debt
proceeds received, are reported as debt service expenditures.

Fund Equity

In the fund financial statements, governmental funds report reservations of fund balance
for amounts that are not available for appropriation or are legally restricted by outside
parties for a specific purpose.

In the government-wide financial statements, net assets are classified in the following
categories:

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 this category.

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

Unrestricted net assets — This resulting category presents the remaining City net
assets and this measure of equity is unrestricted, legally or otherwise.

Stewardship (Budget)

Annual budgets are adopted on a basis consistent with accounting principles generally
accepted in the United States of America for all governmental funds. All annual
appropriations lapse at year-end. The budget process is briefly summarized as follows:

¢ In June, the City Manager submits a proposed operating budget for the fiscal year
commencing the following July 1 to the City Council. The operating budget includes
proposed expenditures and means of financing them.

e The City Council holds public hearings on the proposed operating budget.
As near as possible to July 1, the budget is legally enacted through passage of an
appropriationresolution.
Supplemental appropriations during the year may be approved by the City Council.
The City Manager is authorized to transfer budgeted amounts between
departments within any fund; however any change to total expenditures of any fund
must be approved by the City Council.
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(2) Cash and Investments

The City's investment policy is consistent with guidelines set forth under State of California
Government Code Section 53601 and serves to maximize investment income consistent with
safe and prudent investment practices. All surplus funds are managed by the Finance Director
in compliance with the Statement of Investment Policy adopted by ‘the City Council which
delegates to the Finance Director the authority to invest City funds and to deposit securities.

The City follows the practice of pooling cash and investments of all funds. Interest income
earned on pooled cash and investmentsis allocated monthly to the various funds based on the
month-end cash and investment balances.

The City's cash, cash equivalents, and investments consist of the following at June 30, 2007:

Deposits $ 1,905,446
LAIF 1,272,371
Cash and cash equivalents 3,177,817
Investments with Fiscal Agents 6,789,351
$ 9,967,168

The City's deposits and investments are reflected in the accompanying basic financial
statements as follows:

Governmental Business Type
Activities Activities Fiduciary Funds Total
Cash and Cash Equivalents $ 3,108,828 % 61,149 $ - $ 3,169,977
Cash with Fiscal Agents 4,680,651 4,680,651
Restricted Cash 783,485 1,333,055 2,116,540
$ 8572964 $ 1394204 3 - $ 9,967,168

Deposits

The City maintains a cash investment pool that is available for all funds. Each fund type
balance in the pool is reflected on the statement of net assets as cash and cash equivalents.
The carrying amount of the City's deposits was $1,905,446 at June 30, 2007. The bank
balance at June 30, 2007 was $2,047,494 which was either insured or collateralized with
securities held by the pledging financial institutions in the City's name as discussed below.

The California Government Code requires California banks and savings and loan associations
to secure the City's deposits by pledging securities as collateral. This Code states that
collateral pledged in this manner shall have the effect of perfecting a security interest in such
collateral superior to those of a general creditor. Thus collateral for cash deposits is considered
to be held in the City's name. The market value of the pledged securities must equal at least
110% of a City's deposits. California law also allows financial institutions to secure City
deposits by pledging first trust deed mortgage notes having a value of 150% of a City's total
deposits.
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(2) Cash and Investments (Continued)

Local Agency Investment Fund (LAIF)

The City is a voluntary participantin 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 investments 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). As of
June 30, 2007, the balance is $1,272,371. The balance available for withdrawals is based on
the accounting records maintained by LAIF, which are recorded on an amortized cost basis.

Investments
As of June 30, 2007, the City had the following investments:

Maturities in years

Investment Types Book Value Less than 1 1tob
U.S. Government Securities $ 2943451 $ 2943451 $
Money Market Fund 783,485 783,485 -
Local Agency Investment Fund 1,272,371 1,272,371 -
Commercial Paper 3,062,415 3,062,415 -
Total Investments 8,061,722 $ 8,061,722 $ -

Authorized Investments

Under provision of the City's investment policy, and in accordance with Section 53601 of the
California Government Code, the City may invest in the following types of investments:

Securities of the U.S. Government, or its Agencies Local agency investment fund deposits (state pool)

Certificates of deposit (or time deposits) placed with Passbook savings account demand deposits
commercial banks and/or savings & loan companies Small business administration loans

Negotiable certificates of deposit Repurchase agreements

Bankers' acceptances Reverse repurchase agreements

The City's investments by the investments manager are as follows:

City Treasurer $ 1,272,371
Fiscal Agents (Bond trustees for the City and its component units) 6,789,351
$ 8,061,722

Interest Rate Risk

The City does not have a formal investment policy that limits investment maturities as a means
of managing exposure to fair value losses arising from increasing interest rates.

The City investments are subject to immediate liquidation, therefore, the City is exposed to
interest rate risk if interest rates fall.
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(2) Cash and Investments (Continued)

Credit Risk

State law limits investments in commercial paper and corporate bonds to the top two ratings
issued by nationally recognized statistical rating organizations (NRSRO’s). It is in the City's
policy to limit its investments in these investment types to the top rating issued by NRSRO's,
including raters Standard & Poor's and Moody's Investors Services.

Cash and investments as of June 30, 2007 are classified in the accompanying financial
statements as follows:

Investment Type AAA A-1t Total
Commercial Paper 3,062,415 3,062,415
Money Market Fund 783,485 - 783,485

Totals 783,485 3,062,415 3,845,900
Not rated:
California Local Agency Investment Fund 1,272,371
Exempt from credit rating disclosure:
U.S. Treasury Notes 2,943,451
Total Investments 8,061,722

Restricted Cash and Investments
On their respective statement of net assets, the City shows restricted assets as detailed below:

Funds held By

Governmental Activities
Redevelopment Agency
Debt service reserve 783,485 Wells Fargo

Total Governmental Fund Types 783,485

Business-Type Activities
Sanitation Fund
Deposits Veolia water operating account 1,333,055 Union Bank

Total restricted cash deposits 2,116,540
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(3) Interfund Activities

Current interfund balances

Current interfund balances arise in the normal course of business and are expected to be
repaid shortly after the end of the fiscal year.

Long-Term interfund advances

At June 30, 2007 the interfund advances below are expected to be repaid in more than one

year.
Receivable Payable
Fund Fund
Major funds:
General fund $ 683334 3
Arvin Redevelopment Agency special revenue fund 683,334
Total $ 683,334 $ 683,334

The advances bear interest at the rate earned on City pooled investments and are intended to
be repaid as tax increments, in excess of redevelopmentneeds, are received.

Transfers between funds

With Council approval, resources may be transferred from one City fund to another. The
purpose of the majority of transfers is to reimburse a fund that has made expenditures on
behalf of another fund or to supplement special revenues with general fund revenues.

Transfers in and out consisted of the following as of June 30, 2007:

Transfers
In Out

Major Funds:

General Fund $ $ 329,982
Non-major funds:

CDBG special revenue fund 104,358

TDA article 3 38,201

LLMD special revenue fund 100,000

CMAQ Grant special revenue fund 262,423
Enterprise Funds:

TDA Transit 175,000

Total transfers out $ 504,982 $ 504,982
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(4) Capital Assets

In accordance with GASB Statement No. 34, the City has reported all capital assets including
infrastructure additions as of the beginning of the 2003-2004 fiscal year in the government-
wide statement of net assets. The City elected to use the basic approach whereby
accumulated depreciation and depreciation expense have been recorded.

The following table presents summary information on capital assets.

Prior Period
Beginning Adjustment Ending
Governmental activities: Balance (See note 13) Increases Decreases Balance

Capital assets not being

depreciated:
Land $ 1,750,766 $ (906,245) $ 298,599 $ (579,521) $ 563,599
Infrastructurein progress 507,949 (507,949) 291,972 291,972
Construction in progress 298,437 (298,437)
Total capital assets, not

being depreciated 2,557,152 (1,414,194) 590,571 (877,958) 855,571
Capital assets, being depreciated:
Buildings and Improvements 8,168,212 (4,119,293) 1,045,927 - 5,094,846
Machinery and equipment 1,444,498 - 22,863 - 1,467,361
Infrastructure 946,482 - 84,133 - 1,030,615
Vehicles 756,947 - 78,844 - 835,791
Total capital assets being

depreciated 11,316,139 (4,119,293) 1,231,767 - 8,428,613
Less accumulated depreciationfor:
Buildings and Improvements (1,895,238) 962,678 (107,135) - (1,039,695)
Machinery and equipment (893,232) - (54,701) - (947,933)
Infrastructure (29,034) - (23,811) - (52,845)
Vehicles (684,348) (48,741) (733,089)
Total accumulated depreciation (3,501,852) 962,678 (234,388) (2,773,562)
Total capital assets, being
depreciated, net 7,814,287 (3,156.615) 997.379 5,655,051
Governmental activities
capital assets, net $10,371,439  $(4,570,809) $ 1587950 $ (877,958) $ 6,510,622




CITY OF ARVIN
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30,2007

(4) Capital Assets (Continued)

Beginning Prior Period Ending
Adjustment
Business-type activities: Balance See note 13 Increases Decreases Balance
Capital assets not being
depreciated:
Land $ - $ 906245 B - 8 - $§ 906,245
Capital assets, being depreciated:
Buildings and Improvements 96,810 4,119,293 4,216,103
Machinery and equipment 79,739 79,739
Infrastructure 5,087,160 816,302 5,903,462
Vehicles 503,616 503,616
Total capital assets being
depreciated 680,165 9,206,453 816,302 - 10,702,920
Less accumulated depreciation for:
Buildings and Improvements (1,148) (962,678) (103,700) - (1,067,526)
Machinery and equipment (101,533) (4,929) (106,462)
Infrastructure (826,663) (136,703) (963,366)
Vehicles (469,111) (29,766) (498,877)
Total accumulated depreciation (571,792) (1,789,341) (275,098) (2,636,231)
Total capital assets, being
depreciated, net 108,373 7,417,112 541,204 8,066,689
Business-type activities capital
assets, net $ 108373 $ 8323357 $ 541204 $ - $ 8972934

For the year ended June 30, 2007, depreciation expense on capital assets was charged to the
governmental functions as follows:

Governmental activities:

General government $ 098,732
Community Development 12,704
Public Safety 33,544
Public Works 89,408

Total depreciation expense - governmental activities _$ 234,388
Business-type activities

Transportation $ 35413
Sanitation 239,685

Total depreciation expense - business-type activities _$ 275,098
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CITY OF ARVIN
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30,2007

Compensated Absences

The City's policy relating to compensated absences is described in Note 1. As shown in the
table of long-term obligations below, the non-current portion of this debt at fiscal year end was
$191,463, all of which relates to governmental activities. This obligation is expected to be paid
in future years from then available resources derived from the respective funds to which the

employee services are rendered.

Long-Term Obligations

The following is a summary of long-term obligation transactions of the City for the year ended

June 30,2007

Beginning Incurred Satisfied Ending Due Within Due in More
Balance or Issued or Matured Balance One Year than One Year
Governmental Activities:
Tax allocation bonds
2005 tax allocation bonds $ 6,250,000 $ $ 90,000 $6,160,000 $ 110,000 $ 6,050,000
Notes Payable
Note payable - State Street Bank 175,500 58,500 117,000 58,500 58,500
Capital leases
Bank of the West - Street Sweeper 50,089 21,569 28,520 22,661 5,859
Notes Transferredto Business-type Activities 5,621,273 5,621,273
Governmental compensatedabsences 43,560 147,903 191,463 191,463
Governmental activity
Long-term liabilities $12,140422 $ 147903 $5791342 $ 6496983 $ 191161 $ 6305822
Business-type activities:
Revenue bonds payable
1992 sewer revenue bonds Division 3 $ $ 10000 $ $ 10,000 $ 10,000 $
Contract obligations (Veolia Water)
Sanitation Plant Equit, 1998 Contract 5,512,638 82,894 5,429,744 87,601 5,342,143
Notes Payable
Secured note payable - Rowland 98,635 51,117 47,518 47,518
Business-type activity
Long-term liabilities $ $5621273 ¢ 134011 $ 5487262 $ 145119 $ 5342143

1992 Sewer Revenue Bonds = Division 3:

Interest is payable semi-annually at rates

ranging from 7.25% to 7.3%. Principal is payable at various dates through the year 2007.
The two remaining bonds outstanding are held by investors who refused the City's offer of
early pay-off in 1998 as part of the transaction with Veolia (formerly U.S. Filter Operating
Services, Inc.) for the privatization of the improvement and operation of the City's Sewage
Treatment plant. Final pay-off of remaining bonds occurred in August 2007.

2005 Tax Allocation Bonds: On October 6, 2005, the Agency issued Tax Allocation Bonds
with a face value of $6,250,000, at a combined original issue discount and underwriter's
discount of $251,088. The Bonds bear interest at the net average rate of 5.18% and are
payable semi-annually commencing through September, 2035. Issuance costs of $78,360
were incurred and will be amortized ratably over the average 18.822 year life of the bond
issue on a straight-line basis.
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(6) Long-Term Obligations (Continued)

Note Pavable — State Street Bank: On June 30, 1999, the City issued its $585,000 ten (10)
year note payable to State Street Bank and Trust in settlement of litigation. The note's
terms require annual payments of $58,500, plus interest at 5% per annum on the unpaid
balance. Both interest and principal are payable annually on September 1%, with all sums
due and payable September 1,2009.

Secured Note Pavable — Rowland: On March 24, 1998, the City issued its $349,680 note
payable to James and Peggy Rowland. The note's terms require monthly installments of
$5,017, which includes interest at 12% per annum. The note is secured by the City's
wastewater treatment plant facilities and is all due and payable May 1, 2008. Payment of
this obligationis made from the City's sanitation revenues which are pledged to Veolia. Per
the agreement between the City and Veolia, payments to Veolia and the City are
subordinatedto this indebtedness.

Veolia Water North American Operating Services, LLC: As described in Note 8, in 1998
the City entered into an agreement effectively privatizing the operation of its sewage
treatment plant, paying off virtually all of the 1992 Sewer Revenue Bonds, and financing
improvements to the existing sewage plant facility. Veolia is entitled to recover its equity
(initially $5,963,560) in the contract over 35 years. Payments amortizing this equity in the
sum of $32,167 per month are made by the City resulting in an implicit interest rate of
approximately 5.9% per annum. If the agreementis terminated prematurely, the agreement
requires the City to pay decreasing fixed sum (see below), which is higher than the
computed balance of the financing when computed using a standard amortization
methodology. If the agreement were to terminate prematurely, the City would receive the
improvements to the wastewater treatment plant and Veolia's access easement would
terminate.

Agreement Buy-out Agreement Buy-out Agreement Buy-out
Year Price Year Price Year Price

0 $ 5,963,560 12 $ 5,306,360 24 $ 3,652,760
1 5,928,580 13 5,219,440 25 3,433,340
2 5,891,480 14 5,125,100 26 3,196,960
3 5,851,200 15 5,024,400 27 2,940,440
4 5,807,740 16 4,914,160 28 2,663,780
5 5,760,040 17 4,795,440 29 2,365,920
6 5,709,160 18 4,667,180 30 2,042,620
7 5,655,100 19 4,529,380 31 1,694,940
8 5,595,740 20 4,379,920 32 1,318,640
9 5,531,080 21 4,218,800 33 912,660
10 5,462,180 22 4,043,900 34 473,820
11 5,387,980 23 3,856,280 35 -

Each "Agreement Year" ends at 11:59 p.m. on the day before the contract anniversary date.
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(6) Long-Term Obligations (Continued)

e Bank of the West — Street Sweeper Capital Lease: In August, 2003, the City executed a
lease agreement whereby it has an option to purchase the leased street sweeper at the
end of the 60 month lease term for $1. Monthly minimum lease installment payments of
$1,965, which includes 4.997% interest, are due beginning October 1, 2003. Future
minimum lease payments as of June 30, 2007 are as follows:

Capital Lease Payable - Street Sweeper

Year ending June 30, Principal Interest Total

2008 22,661 911 23,572

2009 5,859 48 5,907
$ 28,520 $ 959 § 29,479

The amortization tables below show the scheduled payments of interest and principal on all
City long-term indebtedness.

Note Payable - State Street Bank

Year ending June 30, Principal Interest Total
2008 58,500 5,850 64,350
2009 58,500 2,925 61,425

$ 117,000 § 8,775 $ 125,775

Note Payable - Jim Rowland
Year ending June 30, Principal Interest Total

2008 47,518 2,652 50,170

$ 47518 § 2,652  § 50,170
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(6) Long-Term Obligations (Continued)

Contract Obligation Payable - Veolia, Inc.

Year ending June 30, Principal Interest Total

2008 87,601 298,403 386,004
2009 92,576 293,428 386,004
2010 97,833 288,171 386,004
2011 103,389 282,615 386,004
2012 109,261 276,743 386,004
2013-2017 646,729 1,283,291 1,930,020
2018-2022 852,440 1,077,580 1,930,020
2023-2027 1,123,584 806,436 1,930,020
2028-2032 1,480,972 449,048 1,930,020
2033-2035 835,359 56,503 891,862

$ 5429,744 §$ 5112,218  $ 10,541,962

Bond Payable

Year ending June 30, Principal Interest Total

2008 110,000 297,713 407,713
2009 110,000 294,413 404,413
2010 115,000 290,673 405,673
2011 120,000 286,188 406,188
2012 125,000 281,388 406,388
2013-2017 705,000 1,323,108 2,028,108
2018-2022 885,000 1,148,683 2,033,683
2023-2027 1,125,000 909,438 2,034,438
2028-2032 1,430,000 594,756 2,024,756
2033-2037 1,435,000 188,088 1,623,088

$ 6,160,000 $ 5614444 $ 11,774,444

(7) Conduit Debt Obligations

In 1983 the City issued the 1983-1 Assessment District Bonds to provide financial assistance to
private-sector entities for the acquisition and construction of industrial and commercial facilities
in the Jewett Square Assessment District. The bonds were issued at interest rates ranging from
9.2% to 9.75%, payable semi-annually, maturing in annual amounts of between $20,000 and
$145,000 through the year 2000. These bonds are special limited obligations of the City,
payable solely from and secured by the pledge of special assessment property taxes levied
against real property within the District. The bonds do not constitute a debt or pledge of faith
and credit of the City, the County, or the State, and accordingly are not reported in the
accompanying financial statements. As of June 30, 2007, the total unpaid principal is
approximately $505,000.
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Conduit Debt Obligations (Continued)

Since 1992, the 1983-1 Assessment District has been in default on its obligations under the
1983-1 improvement district bond agreement due to its failure to make payments of principal,
interest and late fees as they became due. As allowed by California law, the City foreclosed
upon and sold certain properties within the District during the fiscal year ending June 30, 2004.
As a result of the subsequent foreclosure sales, or owner redemption payments, of the
foreclosed parcels the City recovered $273,033 from which it paid $256,182 to US Bank for
distribution to bondholders, after recouping its costs and attorneys fees. The City does not hold
title to any property within the District.

Wastewater Treatment Plant Commitments

In 1998 the City entered into an agreement with U.S. Filter Operating Services, Inc.,
predecessor in interest to Veolia Water North American Operating Services, LLC (collectively,
"Veolia"), under which the City granted Veolia an easement to its existing treatment facilities
and retained Veolia to operate all treatment plant sanitation services on behalf of the City for
35 years. As part of the agreement Veolia also made improvements to the existing sewage
plant of approximately $5.1 million dollars and provided cash of $876,400 for the City to
advance refund its then outstanding 1992 Sewer Revenue Bonds.

In order to secure its payment obligations, the City pledged all ad valorem assessments it
collects against properties located in the City for the provision of sewage services, and all
direct in lieu billings to governmental agencies, and all connection fees. These monies are
deposited into a trust account held by Union Bank of California, N.A. From the amounts
deposited disbursements are made in the following priority: (1) Rowland note debt service
payments (see Rowland note discussion above); (2) Veolia’s monthly sewage treatment plant
operating costs; (3) payment to Veolia of any unpaid prior monthly operating costs; and (4)
extraordinary operating, maintenance or repair costs associated with the plant.

Twice annually, the City is entitled to receive a sum (initially $75,000, indexed for inflation) to
the extent funds are available in the Union Bank account as its easement fee for the access
easement granted to Veolia. Unpaid easement fees (due to fund unavailability) are carried
forward until funds are available to pay them.

The balance in the Union bank account at June 30, 2007 was $1,333,119. Under the terms of
the agreement the City is permitted to remove all funds in excess of $500,000 from the Union
bank account beginning in the fiscal year 2009-2010. All funds in the trust account are City
property held in pledge toward City obligations under the Veolia agreement, and subject to the
terms of the trust account agreement.



CITY OF ARVIN
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30,2007

(8) Wastewater Treatment Plant Commitments (Continued)

©)

The City makes monthly payments of $32,167 to amortize, with interest, the improvements and
debt service advance financed by Veolia. If the agreement is terminated early, the City must
pay a declining lump sum, as described above, to repay Veolia's investment plus an imputed
premium for early termination. The amount financed and these payments are reported by the
City as long term indebtedness in the business-type activities, and is more fully discussed
above in connection with the City's long term indebtedness (see note 6). The transactional
activity related to the Veolia contract is reported in the Sanitation fund within the enterprise
fund financial statements, and in the business-type activities portions of the government-wide
financial statements.

Defined Benefit Pension Plan

A. Plan Description

The City contributes to the Public Agency portion of the California Public Employee
Retirement System (CalPERS), a cost sharing multiple-employer public employee
retirement system defined benefit pension plan administered by CalPERS. The plan
provides retirement and disability benefits, annual cost of living adjustments, and death
benefits to plan members and beneficiaries. Benefit provisions are established by State
statutes, as legislatively amended, within the Public Employee's Retirement Law. CalPERS
issues a separate comprehensive annual financial report that includes financial statements
and required supplementary information. Copies of the CalPERS annual financial report
may be obtained from the CalPERS Executive Office, 400 P Street, Sacramento, California
95814.

B. Funding Policy

Active plan members in Miscellaneous and Safety Plans are required to contribute 7% of
their annual covered salary. The City is required to contribute the actuarially determined
remaining amounts necessary to fund the benefits for its members. The actuarial methods
and assumptions used are those adopted by the CalPERS Board of Administration. The
required employer contribution rate for fiscal year 2006/2007 was 4.116% for
miscellaneous employees, and 11.164% for police officers, of annual payroll. The
contribution requirements of the plan members are established by State statute and the
employer contribution rate is established and may be amended by CalPERS. The City's
contribution to CalPERS for Miscellaneous and Safety Plans for the fiscal years ending
June 30, 2007, 2006, 2005, and 2004 was $254,017, $0, $0, and $0, respectively. For both
plans the City contributed 100% of the required contributions for each year.
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(10) Risk Management

The City is exposed to various risks and losses related to torts; theft or, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disaster.
Risk of loss is primarily handled through the Central San Joaquin Valley Risk Management
Authority (CSJVRMA). CSJVRMA is a consortium of fifty-seven (57) cities in the San
Joaquin Valley, California. It was established under the provisions of California Government
Code Section 6500 et seq. Central San Joaquin Valley Risk Management Authority is
governed by a Board of Directors, which meets 3-4 times per year, consisting of one
member appointed by each member city. The day-to-day business is handled by a
management group employed by CSJVRMA. It is not a component unit of the City.

The City is covered for the first $1,000,000 of each general liability claim and $500,000 of
each workers' compensation claim through CSJVRMA. The City has the right to receive
dividends or the obligation to pay assessments based on a formula which, among other
expenses, charges the City's account for liability losses under $25,000 and workers'
compensation losses under $25,000. The CSJVRMA participates in an excess pool which
provides general liability coverage form $1,000,000 to $19,000,000. The CSJVRMA
participates in an excess pool which provides workers' compensation coverage from
$350,000 to $500,000 and purchases excess insurance above the $500,000 to the
statutory limit.

The following is a summary of CSJVRMA'’s financial information as of, and for the fiscal
year ended, June 30, 2006 (latest information available).

Total assets $ 49,563,898
Total liabilities 39,892,507
Net assets - restricted for future claims $ 9,671,391
Total Revenue $ 20,490,628
Total expenses 20,110,945
Change in net assets $ 379,683

Upon termination of the joint powers agreement and after all claims have been settled, any
excess or deficit will be divided among the cities in accordance with governing documents.

11) Commitments and Contingencies

General Liability

There are various claims and legal actions pending against the City for which no provision has
been made in the financial statements. In the opinion of the City Attorney and City
Management, liabilities arising from these claims and legal actions, if any, will not be material
to these financial statements.
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11) Commitments and Contingencies (Continued)

Federal Awards and Grants

The City has received federal grants for specific purposes that are subject to review and audit
by the federal government. Although such audits could result in expenditure disallowances
under grant terms, any required reimbursements are not expected to be material.

Commitments under a Settlement Agreement with a Developer

The City, in a settlement agreement with a Developer executed on May 15, 2007, agreed to the
following:

o The City will reserve sufficient sewer capacity for 750 single family residential homes
to be built by the Developer.

o The City agreesto reduce all future developer fees related to a Development
Agreement previously signed with the Developer, to $2300/Iot.

¢ The City agrees to reimburse the Developer $1,050,000 for certain road
improvements.

(12) Deficit Fund Equity

The following special revenue funds had a deficit fund balance as of June 30, 2007:

LLMD District $ (21,166)
Community Development Block Grant $ (76,917)
TEA Funds $ (3,040)
CMAQ Grant $ (14,013)
RSTP Funds $ (37,696)

The City expects future revenues, assessments, and general fund transfers to cover the above
deficits.

(13) Prior Period Adjustments

The City of Arvin (City) previously reported the activities of the sanitation fund as part of the
City's general governmental activities. Management has elected to present the activities of the
sanitation fund as a separate proprietary fund. This has generated a prior period adjustment of
$4,159,903 to the sanitation fund, and $(4,986,567) adjustment to the governmental type
activities. These adjustments had a net affect of $(826,664) on the statement of net assets.

An adjustment of $(94,795) was made to the sanitation fund to account for franchise fees not
previously recorded. This adjustment had a net affect of $(94,795) on the statement of net
assets.
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(13) Prior Period Adjustments (Continued)

The City made a net adjustment to the general government fund of $(902,696). This
adjustment includes $(949,870) for the transfer of the sanitation fund's operating revenues,
$521 net adjustment for the closure of inactive special revenue funds, $(27,154) adjustment for
the creation and transfer of residual equity to the asset seizure fund, and adjustments of
$4,415 generated by the audit of the Transportation funds. A net adjustment of $690,606 was
made to the City's RDA fund as a result of the miscellaneous grants return of unused grant
monies and the reclassification of land held for development that was previously misclassified
as a capital asset. The net adjustment of $(111,606) to miscellaneous grants is a result of the
return of grant monies to the RDA and the closure of inactive special revenue funds. These
changes constitute reclassification of funds having no affect on the statement of net assets.

NET ASSETS FUND BALANCES
RDA Misc. Transportation
Special Grants Asset Development
Governmental Business-type Total GeneralFund Revenue  NonMajor _Forfeiture _ Sanitation Non-Transit

As stated at June 30, 2006 $13,423,148 $ 125.767 $13,548,915 $3,145602 $4,599825 $109,399 $ $ - $ 137,982
Corrections:
Return of unused RDA funds 111,085 (111, 085)

Land held for development
expensed as capital outlay in
prior years 579, 521

Correction of prior year
accrual in Sanitation fund (94,795) (94,795) (94,795)

Creation of Asset Seizure
Fund and transfer of residual
equity from the General fund - (27,154) 27,154

Correction of TDA Fund
balances - 4,415 (4,415)

Closure of inactive special
revenue funds - 521 (521)

Transfer Sanitation Plant

improvements acquired by

the City prior to start of

Veolia contract (5,025,538) 5,025,538 5,025,538

Transfer accumulated

depreciation related to above

Sanitation Plant assets 962.678 (962, 678) (962,678)
Transfer Sewer pipeline

improvements paid for by the
City (507, 949) 507, 949 507,949

Transfer of Operating
reserves of Sanitation fund

from General fund (949,870) 949, 870 - (949, 870) 949,870
Record depreciation on

Veoliaimprovements as of

6/30/2006 (826, 664) (826, 664)

Transfer Veolia

improvements net of

accumulated depreciation as

6/30/2006 (4,260, 496) 4,260,496 4,260,496

Transfer debt to sanitation 5,621,272 (5,621,272) —_ (5,621, 272)
As restated at July 1, 2006 $ 8,436,581 $4,190, 875 $12, 627, 456_$2. 173,514 $5,290,431 _$ (2, 207) $27, 154 _$4,065.108 $ 133 567
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SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCES - BUDGET AND ACTUAL
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Variance with

Budgeted Amounts Final Budget -
Positive
Original Final Actual (Negative)
REVENUES
Property Taxes $ 254509 $ 254509 $ 389,781 $ 135,272
Other Taxes 628,789 628,789 630,124 1,335
Licenses and permits 903,549 903,549 906,212 2,663
Fines and penalties 134,500 134,500 111,235 (23,265)
Revenue from use of money and property 100,000 100,000 125,302 25,302
Charges for services 280,298 280,298 295,872 15,574
Intergovernmental revenues 1,000,000 1,000,000 1,157,703 157,703
Fees and other revenues 414,868 414,868 465,879 51,011
Total revenues 3,716,513 3,716,513 4,082,108 365,595
EXPENDITURES
Current:
General government 1,049,086 1,049,086 910,722 138,364
Public safety 1,605,641 1,605,641 1,805,162 (199,521)
Public works 691,643 691,643 746,834 (55,191)
Planning/community development 399,339 399,339 310,617 88,722
Capital outlay:
General government 70,000 70,000 321,462 (251,462)
Public safety 50,000 50,000 78,844 (28,844)
Debt service:
Principal 58,500 58,500 58,500 -
Interest 14,000 14,000 9,505 4,495
Total expenditures 3,938,209 3,938,209 4,241,646 303,437
Excess (deficiency) of
revenues over expenditures (221,696) (221,696) {159,538) 62,158
OTHER FINANCING SOURCES (USES)
Transfers in 105,000 105,000 - (105,000)
Transfers out - - (329,982) (329,982)
Total other financing sources and uses 105,000 105,000 (329,982) (434,982)
Net change in fund balances (116,696) (116,696) (489,520) (372,824)
Fund balances - beginning as restated 3,145,602 3,145,602 2,242 906 (902,696)

Fund balances - ending $ 3,028,906 $ 3,028,906 $ 1,753,386 $ (1,275,520)




CITY OF ARVIN
REDEVELOPMENT AGENCY FUND
SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCES ~ BUDGET AND ACTUAL
FOR THE YEAR ENDED JUNE 30,2007

Variance with

Budgeted Amounts Final Budget -
Positive
Qriginal Final Actual (Negative)
REVENUES
Taxes $ 488250 $ 488250 $ 682,083 § 193,833
Revenue from use of money and property 140,000 140,000 269,787 129,787
Fees and other revenues 3,000 3,000 8,421 5,421
Total revenues 631,250 631,250 960,291 329,041
EXPENDITURES
Current
General government 1,353,901 1,353,901 500,874 853,027
Capital outlay
Public works 3,751,000 3,751,000 213,302 3,537,698
Debt service:
Bond issuance costs 10,982 10,982 - 10,982
Principal - - 111,569 (111,569)
Interest 298,139 298,139 299,063 (924)
Total expenditures 5,414,022 5,414,022 1,124,808 4,289,214
Excess (deficiency) of
revenues over expenditures (4,782,772) (4,782,772) (164,517) 4,618,255
OTHER FINANCING SOURCES (USES)
Transfers in 166,633 166,633
Transfers out (121,800) (121,800) (166,633) (44.833)
Total other financing sources and uses (121,800) (121,800) 121,800
Net change in fund balances (4,904,572) (4,904,572) (164,517) 4,740,055
Fund balances - beginning as restated 6,229,737 6,229,737 6,920,374 (690,637)

Fund balances - ending $ 1325165 $ 1325165 $ 6,755857 $ 4,049,418




CITY OF ARVIN
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Budgetary Information

The City uses the following procedures annually to establish the budget data reflected in the
budgetary comparison schedules:

1.

The City Manager submits to the City Council a proposed budget for the fiscal year
commencing the following July 1. The budget includes proposed expenditures and the
means of financing them.

The City Council reviews the proposed budget at specially scheduled sessions, which
are open to the public. The Council also conducts a public hearing on the proposed
budget to obtain comments from interested persons.

Prior to July 1, the budget is legally adopted through passage of an ordinance. This
budgetis reported as Original Budget in the budgetary comparison schedules.

During the fiscal year, changes to the adopted budget may be authorized, as follows:

a. ltems requiring City Council action - appropriation of fund balance reserves;
transfers of appropriations between funds; appropriation of any non-departmental
revenue; new interfund loans or advances; and creation of new capital projects or
increases to existing capital projects.

b. Items delegated to the City Manager - transfers between departments within
funds; appropriation of unbudgeted departmental revenues; and approval of
transfers which increase salary and benefit appropriations.

c. Items delegated to department heads — allocation of departmental appropriations
to line item level.

Formal budgetary integration is employed as a management tool for all funds. Annual
budgets are legally adopted and amended as required for the general, special revenue
and enterprise funds. Project length budgets are adopted for the capital projects funds.
All budgets are prepared on a basis consistent with generally accepted accounting
principles (GAAP), and budgetary comparisons for the information. A debt service
payment schedule for the debt service funds is also approved as part of the budget
process.

Budget amounts are reflected after all authorized amendments and revisions. This
budget is reported as the Final Budget in the budgetary comparison schedules.

For each legally adopted operating budget, expenditures may not exceed budgeted
appropriations at the activity level. The legal appropriation basis is at the level called
"department.” A "department” for legal appropriation purposes may be a single
organization, or an entire department having multiple organizations within the same
fund, or an entire fund.



OTHER SUPPLEMENTAL INFORMATION



CITY OF ARVIN
NONMAJOR GOVERNMENTAL FUNDS

The Special Revenue Funds are used to account for the proceeds of specific revenue
sources (other than expendable trusts or major capital projects) that are legally restricted to
expenditure for specified purposes.

State Gas Tax

Accounts for revenues and expenditures apportioned to the City under the Streets and
Highway Code, Sections 2105, 2106, 2107, and 2107.5 of the State of California.
Expenditures for administration, maintenance and construction must be street related.

Transportation Development Act (TDA) — Non-Transit
Accounts for sales tax monies received from Kern Council of Governments for street and
road improvements.

Citizens Option for Public Safety (COPS) Program
Accounts for expenditures made with state grant monies authorized by California
Assembly Bill 3229 for "front-line" police related activities.

LLMD District
Accounts for maintenance expenditures made with assessment money received from
district property owners.

Community Development Block Grants
Accounts for expenditures for approved projects that have been funded by Federal
Community Development Block Grant Funds received through county funding.

Recycling Grants
Accounts for expenditures for projects that have been funded by the State of California
Department of Conservation.

TEA Funds

Accounts for the grants received from the Transportation Enhancement Activities (TEA)
program for design and construction of improvements which beautify or enhance the
interface between transportation systems and adjacent communities. This funding
requires matching city funds.

CMAQ Grant

Accounts for Congestion Mitigation and Air Quality grant funds which are used to relieve
traffic congestion and improve air quality within the City as well as help the City to meet
the SIVAQC guidelines.

RSTP Funds

Accounts for Regional Service Transportation Program (RSTP) funding, which was
created by Congress through the Intermodal Surface Transportation Efficiency Act of
1991 and renewed through the transportation Equity Act for the 21% Century in 1998.
RSTP funding is intended for the City to address specific transportation issues. This
funding requires matching city funds.

Asset Forfeiture Fund
Accounts for proceeds of asset forfeitures seized by law enforcement officials from illicit
narcotic activities and the use of such proceeds by the city to help fund its law
enforcement activities.



CITY OF ARVIN

COMBINING BALANCE SHEET

NONMAJOR SPECIAL REVENUE FUNDS

ASSETS

Cash and investments
Unrestricted

Receivables
Accounts

Due from other funds

Total Assets

LIABILITIES AND FUND BALANCES
Liabilities:

Accounts payable

Accrued payroll and benefits

Due to other funds

Unearned Revenue

Total liabilities

Fund balances:
Unreserved

Total Fund Balances

Total liabilities and fund balances

JUNE 30,2007

Transportation
State Development COPS LLMD
Gas Tax (Non-transit) Program District
$ 336,616 $ 198,823 § 61,350 $ -
48,212 -
129,156 17,304
$ 513984 $ 216,127 $ 61,350 $
$ 300 $ - 8 - § 2,845
4,837 162 13,891 1,333
21,719 16,988
60,801
7,927 82,682 13,891 21,166
506,057 133,445 47,459 (21,166)
506,057 133,445 47,459 (21,1661
$ 513984 $ 216,127 $ 61,350 $




CITY OF ARVIN
COMBINING BALANCE SHEET
NONMAJOR SPECIAL REVENUE FUNDS
JUNE 30,2007

Community
Development Recycling TEA CMAQ
Block Grant Grant Funds Grant
ASSETS
Cash and investments
Unrestricted $ - $ 2,651 $ - 8 -
Receivables
Accounts
Due from other funds - - -
Total Assets $ - $ 2651 % - 3
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable $ 17,292 $ - 8 - 8 943
Accrued payroll and benefits
Due to other funds 59,625 3,040 13,070
Unearned Revenue
Total liabilities 76,917 3,040 14,013
Fund balances:
Unreserved (76,917) 2,651 (3,040) (14,013)
Total Fund Balances (76,917) 2,651 (3,040) (14,013)

Total liabilities and fund balances $ - § 2,651 $ - 8




COMBINING BALANCE SHEET

CITY OF ARVIN

NONMAJOR SPECIAL REVENUE FUNDS

ASSETS
Cash and investments
Unrestricted
Receivables
Accounts
Due from other funds

Total Assets

LIABILITIES AND FUND BALANCES
Liabilities:

Accounts payable

Accrued payroll and benefits

Due to other funds

Unearned Revenue

Total liabilities

Fund balances:
Unreserved

Total Fund Balances

Total liabilitiesand fund balances

JUNE 30,2007

Asset
RSTP Forfeiture

Funds Fund Total
$ - 8 29,477 628,917
48,212
146,460
$ - $ 29,477 823,589
$ 1,263 $ 5,511 30,944
- - 20,223
36,433 - 150,875
- - 60,801
37,696 5,511 262,843
(37,696) 23,866 560,746
(37,696) 23,966 560,746
$ - $ 29,477 823,589




CITY OF ARVIN
COMBINING STATEMENT OF REVENLIES, EXPENDITURES, AND
CHANGES IN FUND BALANCES
NONMAJOR SPECIAL REVENUE FUNDS
FOR YEAR ENDED JUNE 30,2007

Transportation
State Development COPS LLMD
Gas Tax (Non-transit) Program District
REVENUES
Intergovernmentalrevenues $ 317958 § 54350 $ 244,288 $
Fees and other revenues - - - 58
Total revenues 317,958 54,350 244,288 58,218
EXPENDITURES
Current
General government - - - -
Public safety - - 180,682 -
Public works 252,896 8,540 - 95,946
Capital outlay
Public works 5,575 84,133 - -
Total expenditures 258,471 92,673 180,682 96,946
Excess (deficiency) of
revenues over expenditures 59,487 (38,323) 63,606 (37,728)
OTHER FINANCING SOURCES (USES)
Transfers in - 38,201 - 100,000
Total other financing sources and uses - 38,201 - 100,000
Net change in fund balances 59,487 (122) 63,606 62,272
Fund balances- beginning, as restate (see note 13) 446,570 133,567 (16,147) (83,438)

Fund balances- ending $ 506,057 § 133445 $ 47,459 § (21,166)




CITY OF ARVIN

COMBINING STATEMENT OF REVENUES, EXPENDITLIRES, AND

CHANGES IN FUND BALANCES
NONMAJOR SPECIAL REVENUE FUNDS
FOR YEAR ENDED JUNE 30,2007

REVENUES
Intergovernmentalrevenues
Fees and other revenues

Total revenues

EXPENDITURES
Current
General government
Public safety
Public works
Capital outlay
Public works

Total expenditures

Excess (deficiency) of
revenues over expenditures

OTHER FINANCING SOURCES (USES)
Transfers in

Total other financing sources and uses
Net change in fund balances
Fund balances- beginning, as restate (see note 13)
Fund balances-ending

Community
Development Recycling TEA CMAQ
Block Grant Grant Funds Grant
$ 230,739 § 5,000 § - § 316,108
230,739 5,000 - 316,108
24,831
307,656 143 1,095
528,613
307,656 143 1,095 553,444
(76,917) 4,857 (1,095) (237.336)
104,358 262,423
104,358 262,423
27,441 4,857 (1,095) 25,087
{104,358) (2,206) (1,945) (39,100)
$ (76917) 3 2651 $ (3040) $ (14013




CITY OF ARVIN
COMBINING STATEMENT OF REVENLIES, EXPENDITURES, AND
CHANGES IN FUND BALANCES
NONMAJOR SPECIAL REVENUE FUNDS
FOR YEAR ENDED JUNE 30,2007

RSTP Asset Total
Funds Forfeiture Current Year
REVENUES
Intergovernmental revenues $ - $ 4,060 $ 1,172,503
Fees and other revenues - - 58,218
Total revenues - 4,060 1,230,721
EXPENDITURES
Current
General government - 7,248 32,079
Public safety - - 180,682
Public works 34,216 - 700,492
Capital outlay
Public works - - 618,321
Total expenditures 34,216 7,248 1,531,574
Excess (deficiency) of
revenues over expenditures (34,216) (3,188) (300,853)
OTHER FINANCING SOURCES (USES)
Transfers in - - 504,982
Total other financing sources and uses - - 504,982
Net change in fund balances (34,216) {3,188) 204,129
Fund balances- beginning, as restate (see note 13) (3,480) 27,154 356,617

Fund balances- ending $ (37696) % 23,966 _$ 560,746




