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CITY OF SOLANA BEACH

635 SOUTH HIGHWAY 101 e+ SOLANA BEACH, CALIFORNIA 82075-2215 ¢ (858) 720-2400
www.ci.solana-beach.ca.us FAX (858) 792-6513 / (858) 755-1782

April 2, 2012

To the Honorable Mayor, Members of the City Council, and Citizens of Solana Beach:

It is with great pleasure that we present to you the City of Solana Beach (City) Comprehensive
Annual Financial Report (CAFR) for the Fiscal Year ended June 30, 2011.

This year’s report was prepared by the Finance Department in conformity with Generally Accepted
Accounting Principles (GAAP) and has been audited in accordance with Generally Accepted
Auditing Standards (GAAS) by a firm of licensed Certified Public Accountants. The report consists
of management representations concerning the finances of the City. Consequently, responsibility
for both the accuracy of the data and the completeness and fairness of the presentation, including
all disclosures, rests with the City. To the best of our knowledge and belief, the enclosed
information is accurate in all material respects and is reported in a manner designed to present
fairly the financial position of the City. All disclosures necessary to enable an understanding of the
City’s financial activities have been included.

The Comprehensive Annual Financial Report includes the financial activity for all funds of the City.
The City provides a wide range of services including planning; building; public works; engineering;
maintenance of streets, parks and public facilities; community services and recreation; fire and
marine safety; sanitation; and general administrative activities. Contracted services include law
enforcement and animal control with the County of San Diego.

Internal Controls

The management of the City is responsible for establishing and maintaining an internal control
structure designed to ensure that the assets of the government are protected from loss, theft, or
misuse, and to ensure that adequate accounting data is compiled to allow for the preparation of
financial statements in conformity with GAAP. The internal control structure is designed to provide
reasonable, but not absolute, assurance that these objectives are met. The concept of reasonable
assurance recognizes that (1) the costs of a control should not exceed the benefits likely to be
derived; and (2) the valuation of costs and benefits requires estimates and judgments by
management.

As a recipient of State, County, and Federal financial resources, the City also is responsible for
ensuring that an adequate internal control structure is in place to ensure compliance with applicable
laws and regulations related to those programs. The internal control structure is subject to periodic
evaluation by the management of the City.



Annual Audit

Caporicci and Larson, Inc. appointed by the City Council, has audited the City’s financial statements.
The goal of the independent audit is to provide reasonable assurance that the financial statements of
the City for the fiscal year end June 30, 2011, are free of material misstatement. As part of the City’'s
annual audit, reviews are made to determine the adequacy of the internal control structure as well as
to determine that the City has complied with applicable laws and regulations.

The results of the City’s annual audit for the fiscal year ended June 30, 2011, provided no instances
of material weaknesses in the internal control structure and no violations of applicable laws and
regulations. The independent auditor concluded there was a basis for rendering an unqualified
opinion and the City's financial statements are fairly presented in conformity with GAAP. The
independent auditor’s report is presented as the first component of the financial section of this report.

Management’s Discussion and Analysis (MDA)

This letter of transmittal is designed to complement the MDA and should be read in conjunction
with it. The MDA provides “financial highlights” and interprets the financial reports by analyzing
trends and by explaining changes, fluctuations, and variances in the financial data. In addition, the
MDA is intended to disclose any known significant events or decisions that affect the financial
condition of the City. The City’s MDA can be found immediately following the report of the
independent auditors.

Government Profile

The City of Solana Beach was incorporated July 1, 1986 under the general laws of the State of
California and is home to a population of 13,547 per the State of California Department of Finance.
Included within the City’s financial statements is the financial information of the Solana Beach
Redevelopment Agency (the Agency) and the Solana Beach Public Facilities Corporation. The City is
considered the primary government and the Agency and Public Facilities Corporation are component
units. Additionally, since the governing boards of the City and the component unit are the same, the
financial statements of the City and the component units are blended.

The Solana Beach Redevelopment Agency was created and activated by the City of Solana Beach
on December 2, 2003 by Ordinance No. 318 pursuant to the State of California Health and Safety
Code Section 33200. On July 13, 2004, the City of Solana Beach adopted Ordinance No. 326 that
formed the Solana Beach Redevelopment Project Area. The purpose of the Agency is to prepare
and carryout plans for improvement, rehabilitation, and redevelopment in the blighted areas of the
Solana Beach Redevelopment Project Area.

The Solana Beach Public Facilities Corporation was incorporated on July 25, 1990 as a nonprofit
public benefit corporation duly organized and existing under the Nonprofit Public Benefit Corporation
Law. Its purpose is to benefit the City by providing financing for the planning, development,
acquisition, construction, improvement, extension, repair, and renovation of public works projects,
public facilities, furnishings, and equipment for use by the City.

The City of Solana Beach, a coastal community, encompasses approximately 3.4 square miles and is
located twenty-one miles north of the City of San Diego. It is bordered to the North, South, and East
by the cities of Encinitas, Del Mar, and San Diego respectively, and the Pacific Ocean to the West.
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The City is a general law city that operates under the Council-Manager form of government. The City
Council is comprised of five members elected at large for staggered four-year terms of office. The
Mayor and Deputy Mayor are selected by the Council from among its members to serve one-year
terms. The Council acts as the legislative and policy-making body of the City, enacting all laws and
directing such actions as required providing for the general welfare of the community.

The City Manager, appointed by the Council, serves as the Chief Executive Officer and is responsible
to the Council for the proper administration of all City affairs and the implementation of all policies
established by Council. The City Attorney is the only other position appointed by the Council. All
other department heads and employees are appointed by the City Manager.

Commissions play an important role in the governmental structure of Solana Beach. They provide
many opportunities for citizens to participate in the affairs of the City. These Advisory
Commissions assist in the performance of studies and the issuance of recommendations on
various matters of concern to the Council.

Budgetary Process and Controls

The process of adopting a budget at the City of Solana Beach is generally a six-month process
beginning in late December and ending in June when the City Council adopts the budget and
appropriates funds necessary for the City to provide services to its residents.

The process is all-inclusive as department directors work with the City Manager and
representatives of the Finance Department to discuss departmental requests relative to the City’s
available resources.

The City’s overall objectives and goals, along with the economic outlook, serve as a platform for
the proposed budget that is distributed to the City Council, and Budget and Finance Commission
for preliminary review and analysis in preparation of public workshops and hearings. The public
workshops and hearings are held to facilitate discussions of items contained within the proposed
budget and allow the citizenry to participate in the budget process.

In addition to internal controls, the City maintains budgetary controls. The objective of these
budgetary controls is to ensure compliance with legal provisions embodied in the annual
appropriated budget approved by the City Council. Activities of the General, Special Revenue,
Debt Service, and Capital Projects Funds are included in the annual appropriated budget.

The budget is arranged by fund, function, and department and is presented to the Council by the
City Manager. The budget is then adopted annually by the Council prior to the beginning of the
financial year and serves as the foundation for the City’s financial planning and control.
Department directors may make transfers of appropriations within their own departments with City
Manager approval. The City budget is reviewed and has periodic adjustments at the middle of the
fiscal year and at the end of the fiscal year. These adjustments are approved by the City Council.

The City also maintains an encumbrance accounting system as one technique of accomplishing
budgetary control. The adopted budget for Fiscal Year 2010-11 was prepared in accordance with
Generally Accepted Accounting Principles.

As demonstrated by the statements and schedules included in the financial section of this report,
the City continues to meet its responsibility for sound financial management.
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Economic Condition and Outlook

Solana Beach is home to citizens who enjoy the benefits of a coastal community atmosphere as well
as a close proximity to the City of San Diego. The local beaches are a big attraction to both residents
and non-residents. The City is comprised mainly of single-family homes and condominiums with
some retall, light industrial, and service entities providing a tax base for the City.

As a suburban community, Solana Beach's economic base is linked primarily to the economy of the
greater San Diego region. In particular, the greater San Diego economic base sustains the City’'s
residential and industrial facilities. The local economy is primarily based on small to medium sized
retail establishments and specialty stores selling general merchandise, furniture, art and crafts,
clothing, food, and gasoline. Such local economic generators as vacation tourism support a
significant portion of the City’'s commercial base.

Professor Alan Gin of the School of Business at the University of San Diego, and the author of the
University of San Diego’s Index of Leading Economic Indicators (Index), predicts that the local
economy will experience growth but at a slow pace through the first half of 2012. He believes that
it will continues to take much longer to recover from the “Great Recession” than it took to get in to
it. In 2009, the local economy lost nearly 80,000 jobs. The projection is that it may take between
three to five years to regain all of the lost jobs.

In regards to San Diego’s local economy, the University of San Diego’s Index of Leading Economic
Indicators has continued to increase since March 2009 when it bottomed out from its peak in April
2006. The Index reports on local economic components such as building permits issued, initial
claims for unemployment, stock prices on the San Diego Stock Exchange Index, consumer
confidence, and help wanted advertising. After declining for 35 straight months, beginning in April
2006 at 143.8 and declining to 100.7 by March 2009, the Index climbed for 26 straight months,
rising to 117.2 in May 2011. The Index has had alternating declines and advances for the six
months ending October 2011, when it was 115.9.

The USD Index for the period January 2008 to October 2011 is charted below.

Index of Leading Economic Indicators
San Diego County, 2008 - 2011
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In addition to the effects of the state economy, the State of California’s fiscal problems further
undermine the City’s fiscal outlook. The State has been in a critical fiscal crisis for the past few
years and its budget has been balanced utilizing one-time revenues, borrowings between state
funds, bond issues, and raids of local government revenues.

In December, , Governor Jerry Brown announced nearly $1 billion in new state budget cuts,
slashing spending on higher education and eliminating funding for free school-bus service. Most of
the cuts will take effect at the beginning of 2012. The reductions were built into the budget that
Brown and lawmakers approved in June, and they are set to kick in if revenues do not reach the
level they had forecasted. Brown has warned that more cuts are anticipated in the spending plan
for 2012-13 that he will present in January. Next year's projected state deficit is $13 billion. Brown
is planning to place a initiative on the election ballot in November 2012 asking voters to approve a
$6.8-billion tax hike. He has said that even if such an increase passes, the State would have to
still make reductions. Brown added that whatever reductions he proposes next would double if
voters rejected higher taxes.

On June 29, 2011, the Governor of the State of California signed Assembly Bills X1 26 and 27 as
part of the State’s budget package. Assembly Bill X1 26 requires each California redevelopment
agency to limit its activities to implementing existing contracts, meeting already-incurred
obligations, preserving its assets, utilizing existing bond proceeds, and winding down the affairs of
the agency. Assembly Bill X1 27 provided a means for redevelopment agencies to continue to exist
and operate without the limitations of ABx1 26 by means of a Voluntary Alternative Redevelopment
Program. Under this program, any city could adopt an ordinance agreeing to make certain
payments to the County Auditor Controller in fiscal year 2011-12 and annual payments each fiscal
year thereatter..

Assembly Bill X1 26 directs the State Controller of the State of California to review the propriety of
any transfers of assets between redevelopment agencies and the city that created the agency that
occurred after January 1, 2011. If the city that received such transfers is not contractually
committed to a third party for the expenditure or encumbrance of those assets, the State Controller
is required to order the available assets to be transferred to the public body designated as the
successor agency by Assembly Bill X1 26. However, ABx1 27 provides that these provisions have
no effect in communities that choose to participate in the Voluntary Alternative Redevelopment
Program authorized by ABx1 27.

The League of California Cities and the California Redevelopment Association (CRA) filed a lawsuit
on July 18, 201,1 on behalf of cities, counties and redevelopment agencies petitioning the California
Supreme Court to overturn Assembly Bills X1 26 and 27 on the grounds that these bills violate the
California Constitution and on other grounds. On August 11, 2011, the California Supreme Court
issued a stay of all of Assembly Bill X1 27 and most of Assembly Bill X1 26.

On December 29, 2011, the California Supreme Court delivered its decision in the California
Redevelopment Association v. Matosantos case, finding Assembly Bill X1 26 largely constitutional
and Assembly Bill X1 27 unconstitutional. The Court’s bifurcated decision means that all California
redevelopment agencies, including the Solana Beach Redevelopment Agency, will be dissolved
under the constitutional Assembly Bill X1 26 Act, and none will have the opportunity to opt into
continued existence under the unconstitutional Assembly Bill X1 27.

Assembly Bill X1 26 provides that the City of Solana Beach, as the community that established the

redevelopment agency, will be the successor agency to the former redevelopment agency unless

the City elects not to serve as the successor agency, in which case the first other taxing entity

making a proper election will be designated as the successor agency. The redevelopment

agency's non-housing funds and assets will then be turned over to the successor agency who is
IX



charged with the responsibility of paying off the former redevelopment agency's existing debts,
disposing of the former redevelopment agency's properties and assets to help pay off debts and
return revenues to the local government entities that receive property taxes, and winding up the
affairs of the former redevelopment agency.

Assembly Bill XI 26 also authorizes the City to elect to become the successor housing agency of
the former redevelopment agency and to retain the housing assets, other than any existing
housing fund balance, and affordable housing functions of the former Redevelopment Agency. If
the City elects not to become the successor housing agency, then the local housing authority, or if
there is no local housing authority, the California Department of Housing and Community
Development, will become the successor housing agency.

On January 11, 2012, the City Council adopted Resolution 2012-011, electing to become both the
successor agency and the successor housing agency to the former redevelopment agency.

The Solana Beach Redevelopment Agency was dissolved on February 1, 2012.

On February 22, 2012, the City, acting in its capacity as the Successor Agency of the
Redevelopment Agency of the City of Solana Beach, adopted Resolution SA-002 directing the City
Manager to take all actions necessary to effectuate the requirements of Assembly Bill X1 26.

Long-Term Financial Planning

Solana Beach’s conservative fiscal policies have helped the City build and maintain a strong reserve
for times such as now and management will continue to hold costs in line with available resources.

General Fund property taxes have been, and are expected to be, the highest revenue generator for
the City. Sales tax is the City’s second largest revenue source. During Fiscal Year 2010-11, actual
dollars received in General Fund property taxes decreased $30,191, or less than 1%, as compared to
2009-10, while sales tax increased by $113,227, or 12%, after decreasing for three straight fiscal
years. Overall, the City’'s General Fund revenues increased $515,040 in FY 2010-11 from FY 2009-
10 or 3.9%.

For Fiscal Year 2011-12, budgeted property and sales taxes are expected to increase slightly as
compared to actual for the prior fiscal year. Total General Fund revenues are budgeted at
$13,719,700. It is the City’s goal not to rely on General Fund reserves to operate the City annually.
The General Fund budget for FY 2011-12 was adopted on August 24, 2011, with a projected
$124,100 surplus.

The City has taken steps to help maintain its fiscal sustainability over the next years by:

1) signing a five year contract beginning July 2007 with the San Diego Sheriff's Department to
provide law enforcement services with increases from year to year capped at no more than
5.5 %j;

2) approving a Fire Department Management Services Cooperative Agreement with the
Cities of Del Mar, Encinitas, and the Rancho Santa Fe Fire Protection District that
provides a cost effective option to eliminate redundancy and increased levels of service
by sharing common functions of organizational direction and control, and supervision of
operations, training, fire prevention, administrative and fiscal management, and disaster
preparedness;



3) maintaining 17% of operating expenditures, including debt service, as a reserve in the
General Fund to be used in the case of significant financial or other emergency.

Relevant Financial Policies

The City of Solana Beach has financial policies that help guide it during the preparation of the
annual budget.

One such policy is the 17% reserve requirement discussed in the previous section. This policy, as
in the adoption of the FY 2010-11 Budget, is one that has been continuously adhered to by
Council.

The Asset Replacement Reserve Fund is used to provide for the replacement of the City’s existing
equipment, vehicles, computers, and furnishings and the City’s financial policy is to annually
budget funds to this Reserve. Despite the economic factors facing the City during the Fiscal Year
2010-11 budget process, the Council again ensured that funds were appropriated to maintain
adequate reserves in the Asset Replacement Fund.

Cash Management Policies and Practices

Cash resources of the individual funds are combined to form a pool of cash and investments.
Cash temporarily idle during the year was invested in the Local Agency Investment Fund
consistent with the City’s Investment Policy.

The City’s Investment Policy is designed to maximize the productive use of assets entrusted to its
care and to invest and manage those funds wisely and prudently. Criteria for selecting investments
and the order of priority are: (1) safety (2) liquidity and (3) yield. The basic premise underlying the
City’s Investment Policy is to ensure that money is safe, always available, and earning the highest
and best returns. Accordingly, deposits were either insured by the Federal Depository Insurance
Corporation or collateralized.

The average yield on funds invested was 0.478% as compared to 0.651% for the previous year.
Investment income includes appreciation/depreciation in the fair value of investments. The total
investment income for all funds for the year was $212,995.

Major Projects and Financial Planning

Highway 101 Streetscape/Traffic Calming Project

In October 2010, the City Council authorized Staff to move forward with a separate, stand-alone
project on Highway 101 from Dahlia Drive to CIliff Street. This project will construct west side
improvements such as curb, gutter, sidewalks, diagonal parking, drainage improvements and
modifications to the existing median to make room for these improvements. On December 12,
2011, the Council approved the final design and authorized the release of the project plans for the
purpose of soliciting construction bids.

The City Council has also approved a Memorandum of Agreement with the San Diego Association
of Governments (SANDAG) to receive advanced funding of $5.5 million to fund this project. The
advance will be repaid by a portion of the City’s annual Transnet funding allocations From FY
2010-11 through FY 2047-48.
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La Colonia Needs Park Improvements

After completing a Request for Qualifications (RFQ) process, the City retained Van Dyke
Landscape Architects (Van Dyke) to prepare design concepts for improvements to La Colonia Park
(LCP). After soliciting input through a series of community/public workshops, Van Dyke developed
three design options that were presented to the Council in December 2008 at which time the
Council selected a preferred option. At the City’s request, minor modifications were made to the
preferred option. The modified design was approved at the March 11, 2009 Council meeting. A
design contract was approved at the October 28, 2009 City Council meeting.

A meeting of the La Colonia Park Ad-Hoc Committee was held in April 2010 at which the
consultant presented the preliminary design of the park. The 35 percent design level drawings
were presented at the September 8, 2010 Council meeting. At this meeting, Van Dyke presented
the major items that will be contained as part of the project such as the upgrades to the community
center, relocation of the Stevens House Museum, a skate park, a basketball court, increased picnic
areas, a gazebo, a amphitheater and other miscellaneous landscape and hardscape features. The
next step for this project is to submit a Coastal Development Permit application to the California
Coastal Commission when sufficient funds for construction of the improvements are identified.

Fletcher Cove Community Center

On July 9, 2009 the City Council approved, in concept, a scope of work for the project. This work
included refurbishment of the building and disabled access improvements as shown in the building
plans and elevations prepared pro-bono by Stephen Dalton, Architects. The project was designed
to be completed in three phases as adequate funds are identified in the budget from public funds,
private donated funds, qualified volunteer labor or donated materials or a combination of all of
these for each phase. In addition, a Coastal Development Permit was issued by the California
Coastal Commission in August 2010 for the project. Phases | and Il have been completed.

Phase I: Accessible parking lot improvements. Final Construction Costs - $83,209. This project
was completed in November 2010.

Phase II: Fletcher Cove Community Center Building accessibility improvements and refurbishment.
Public funds and private donations were used to fund this phase of the project. As detailed in a
Staff Report that went to City Council on September 14, 2011, the total of revenue sources was
$430,205 and the total of expenditures was $431,368, leaving a gap of $1,163. This amount will
be paid from the Public Works/Engineering budget.

Phase IlII: Includes improvements to the community center site for final grading and development
of an accessible path from the public right of way to the building site, and installation of benches
and landscaping. The final design and consideration for funding for Phase IIl will be scheduled
when adequate funding has been identified. At this time funds have not been appropriated and a
budget has not been prepared for this phase.
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INDEPENDENT AUDITORS’ REPORT

To the Honorable Mayor and Members of the City Council
of the City of Solana Beach
Solana Beach, 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 Solana Beach,
California (the “City”), as of and for the year ended June 30, 2011, which collectively comprise the City’s
basic financial statements as listed in the table of contents. These financial statements are the responsibility
of the City’s management. Our responsibility is to express opinions on these financial statements based on
our audit. We did not audit the financial statements of the San Elijo Joint Powers Authority (the
“ Authority”), which represent $18,143,406 of investment in joint venture at June 30, 2011 and $159,319 of
net gain on investment in joint venture for the year then ended of the business-type activities in the
government-wide financial statements and in the Sanitation major fund of the fund financial statements.
Those financial statements were audited by other auditors whose report has been furnished to us, and our
opinion on the basic financial statements of the City, insofar as it related to those amounts included for the
Authority in the accompanying basic financial statements of the City, is based solely on the reports of the
other auditors. The prior year partial comparative information has been derived from the financial
statements of the City of Solana Beach for the year ended June 30, 2010, and in our report dated March 8§,
2011, we expressed an unqualified opinion on those financial statements.

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 consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Agency’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and the
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 as of June 30, 2011, 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.

The accompanying financial statements have been prepared assuming that the Redevelopment Agency, a
blended component unit of the City, will continue as a going concern. As discussed in note 15 to the
financial statements, on December 29, 2011, the Supreme Court of the State of California upheld the
enforceability of legislation that provides for the dissolution of California redevelopment agencies. The full
impacts of this most recent development are not known at this time. These recent legislative and judicial
actions raise substantial doubt about the ability of the Redevelopment Agency to continue as a going
concern. The financial statements do not reflect any adjustments that might result from the outcome of this
uncertainty.

www.c-lcpa.com




To the Honorable Mayor and Members of the City Council
of the City of Solana Beach
Solana Beach, California

Page 2

The City adopted the provisions of Governmental Accounting Standards Board (“GASB”) Statement No. 54,
Fund Balance Reporting and Governmental Fund Type Definitions, as of July 1, 2010.

In accordance with Government Auditing Standards, we have also issued our report dated December 21, 2011,
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 grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.

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

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s financial statements as a whole. The introductory section, combining and individual
nonmajor fund financial statements, and statistical section, are presented for purposes of additional analysis
and are not a required part of the financial statements. The combining and individual nonmajor fund
financial statements are the responsibility of management and were derived from and relate directly to the
underlying accounting and other records used to prepare the financial statements. The information has
been subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, the information is fairly stated in all material respects in
relation to the financial statements as a whole. The introductory and statistical sections have not been
subjected to the auditing procedures applied in the audit of the basic financial statements and, accordingly,
we do not express an opinion or provide any assurance on it.

%m 7 lmpen Cﬂlu:.

Caporicci & Larson, Inc.

A Subsidiary of Marcum LLP

Certified Public Accountants

San Diego, California

December 21, 2011, except for additional disclosures described in Notes 15 and 16 to the basic financial
statements as to which the date is April 2, 2012.



MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the City of Solana Beach (City), we offer readers of the City’s financial statements this
narrative overview and analysis of the financial activities of the City for the fiscal year ended June 30, 2011.
It should be read in conjunction with the accompanying transmittal letter beginning on page i and the
accompanying basic financial statements. All amounts, unless otherwise indicated, are expressed in
thousands of dollars.

FINANCIAL HIGHLIGHTS

e The City’s net assets decreased to $72,730, or by $3,744, as a result of this year’s operations.

¢ During the year, the City’s expenses exceeded taxes, other governmental revenues, and business
activity revenues by $3,744.

e Governmental net assets were $43,365.
e The total revenues from all sources were $21,272.
e The total cost of all City programs was $25,016.

e The General Fund reported an excess of expenditures and other financing uses over revenue of
$2,894.

e The General Fund’s actual resources received exceeded the final revenue budget by $285 while
actual expenditures were $336 less than final budget before other financing uses.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The three components of the financial
statements are:

(1) Government-wide financial statements, which include the Statement of Net Assets and the
Statement of Activities. These statements provide information about the activities of the City as
a whole.

(2) Fund financial statements describe how City services are financed in the short term as well as
what resources are available for future spending. Fund financial statements also report the
City’s operations in more detail than the government-wide statements by providing information
about the City’s most significant funds.

(3) Notes to the financial statements.

Reporting the City as a Whole
The Statement of Net Assets and the Statement of Activities (Government-wide)

A frequently asked question regarding the City’s financial health is whether the year’s activities contributed
positively to the overall financial well-being. The Statement of Net Assets and the Statement of Activities
report information about the City as a whole and about its activities in a way that helps answer this
question. These statements include all assets and liabilities using the accrual basis of accounting, which is
similar to the accounting used by most private-sector companies. All of the current year’s revenues and
expenses are accounted for regardless of when cash is received or paid.



These two statements report the City’s net assets and changes thereto. Net assets, the difference between
assets and liabilities, are one way to measure the City’s financial health, or financial position. Over time,
increases or decreases in net assets are an indicator of whether the financial health is improving or
deteriorating. However, it is important to consider other non-financial factors such as changes in the City’s
property tax base or condition of the City’s roads to assess accurately the overall health of the City.

The Statement of Net Assets and the Statement of Activities, present information about the following:

e Governmental activities - All of the City’s basic services are considered governmental activities,
including general government, community development, public safety, public works, and
community services. Property taxes, transient occupancy taxes, sales taxes, and franchise fees
finance most of these activities.

e Proprietary activities/Business type activities - The City charges a fee to customers to cover all
or most of the cost of the services provided. The City’s Sanitation system is reported in this
category.

e Component units - The City’s governmental activities include the blending of two separate legal
entities: the City of Solana Beach Public Facilities Corporation and the Solana Beach
Redevelopment Agency. Although legally separate, these “component units” are important
because the City is financially accountable for them. Separate component unit financial
statements are issued for the Solana Beach Redevelopment Agency but are not issued for the
Solana Beach Public Facilities Corporation since it has had no transactions, nor any assets,
liabilities or equity over the past three fiscal years.

Reporting the City’s Most Significant Funds
Fund Financial Statements

The fund financial statements provide detailed information about the most significant funds —not the City
as a whole. Some funds are required to be established by State law and by bond covenants. However,
management establishes many other funds that aid in the administration of resources for particular
purposes or to meet legal responsibilities associated with the usage of certain taxes, grants, and other
money. The City’s two kinds of funds, governmental and proprietary, use different accounting approaches
as explained below.

o Governmental funds - Most of the City’s basic services are reported in governmental funds.
Governmental funds focus on how resources flow in and out with the balances remaining at
year-end that are available for spending. These funds are reported using an accounting method
called modified accrual, which measures cash and all other financial assets that can readily be
converted to cash. The governmental fund statements provide a detailed short-term view of the
City’s general government operations and the basic services it provides. Governmental fund
information shows whether there are more or fewer financial resources that can be spent in the
near future to finance the City’s programs. We describe the relationship (or differences) between
governmental activities (reported in the Statement of Net Assets and the Statement of Activities)
and governmental funds through a reconciliation in Note 1 in the Notes To Basic Financial
Statements.

e Proprietary funds - When the City charges customers for the services it provides, these services
are generally reported in proprietary funds. Proprietary funds are reported in the same way that
all activities are reported in the Statement of Net Assets and the Statement of Activities.



The City as Trustee
Reporting the City’s Fiduciary Responsibilities

The City is the trustee, or fiduciary, for certain amounts held on behalf of developers, property owners, and
others. These fiduciary activities are reported in separate Statements of Fiduciary Net Assets and Changes
in Fiduciary Net Assets. The City is responsible for ensuring that the assets are used for their intended
purposes. Therefore, fiduciary activities are excluded from the City’s other financial statements because the
assets cannot be used to finance operations.

THE CITY AS A WHOLE

Our analysis focuses on the net assets (Table 1) and changes in net assets (Table 2) of the City’s
governmental and business activities.

Table 1
City of Solana Beach Net Assets
(in Thousands)

Governmental Business Total
Activities Activities
2011 2010 2011 2010 2011 2010
Assets:
Current and
other assets $ 16,667 $ 19555 $ 33312 $ 33625 $ 49979 $ 53,180
Capital assets, net 37,373 38,948 11,762 11,938 49,135 50,886
Total assets 54,040 58,503 45,074 45,563 99,114 104,066
Liabilities:
Long-term
debt outstanding 8,727 8,825 14,619 15,435 23,346 24,260
Other liabilities 1,948 1,786 1,091 1,547 3,039 3,333
Total liabilities 10,675 10,611 15,710 16,982 26,385 27,593
Net assets:
Invested in capital
assets, net of debt 32,138 33,268 6,390 10,679 38,528 43,947
Restricted 6,747 7,086 - - 6,747 7,086
Unrestricted 4,480 7,538 22,974 17,902 27,454 25,440

Total net assets $ 43,365 $ 47,892 $ 29,364 $ 28581 $ 72,729 $ 76,473

The City’s combined net assets for the fiscal year ended June 30, 2011 were $72,729. The City has chosen to
account for its sanitation operations in an enterprise fund, which is shown as Business Activities on Table 1.
The City’s net assets for governmental activities decreased from $47,892 to $43,365. The following is an
explanation of the governmental activity changes between fiscal years as shown in Table 1:

e Current and other assets decreased $2,888 or 15% because monies borrowed from the Sanitation
Fund of $3,133 used to pay off the City’s PERS Side Fund is reported as an negative Internal
Balance amount in the asset section of the balance sheet for government activities.



e Capital assets decreased $1,575 (net of $40,162 depreciation and disposition) as detailed in Table
4. During fiscal year 2011, ongoing budgeted capital projects were continued to be reduced in
scope or delayed to future years due to the downturn in the City’s economic situation. This
change resulted in capital asset additions, less deletions, being $319, more than the previous
fiscal year, after the fiscal year’s 2010-11 expense for depreciation. The major capital project
construction projects were the Fletcher Cove Community Center, designs for Highway 101
Streetscaping, Phase III of the Eden Gardens/Castro Street project, and the Cliff Street/Cedros
Storm Drain project. The City also had construction activities for the annual street pavement
project.

e Governmental long-term debt decreased $98 due to routine principle payments made on existing
debt principle. See Table 5 for additional detail.

e Other liabilities increased $162 primarily due to an increase in accounts payables, accrued
liabilities, and deferred revenue as compared to the previous fiscal year.

e Investment in capital assets net of debt decreased $1,130 from an increase in accumulated
depreciation over the prior fiscal year.

e Restricted net assets decreased $339 primarily due to expenditures related to budgeted capital
projects used revenues that had been received but had remained unspent in prior fiscal years.

e Unrestricted net assets, the part of net assets that can be used to finance day-to-day operations
without constraints established by debt covenants or other legal requirements, decreased from
$7,538 at June 30, 2010 to $4,480 at the end of this fiscal year. This net decrease of $3,058 is due
principally to the $3,133 payment made to PERS to pay off the City’s pension side fund.

Governmental Activities

The cost of all Governmental activities this year was $21,073 as shown on Tables 2 and 2.1. $1,819 of this
cost was paid for by those who directly benefited from the programs; $781 was subsidized by grants
received from other governmental organizations for both capital and operating activities; and $13,946 was
financed through general City revenues.  Overall governmental program revenues, including
intergovernmental aid and fees for services were $2,600. Items of significance within Table 2 are:

Revenues:

Charges for services increased by 9% primarily as a result of the establishment of the Developer
Pass-Thru special revenue fund that captures monies received from developers or property owners
who need certain EIR or other permit work expedited by the City and will pay the City’s third-party
consultants to provide the services needed,

Capital grants and contributions increased by $475 over the prior fiscal year amount of $26 primarily
due to the donations received for the Fletcher Cove Community Center project. Additionally,
various public safety grants and contributions were received or recognized in FY2011 as compared
to FY2010.

Other general revenues decreased by 39% due to a decrease in miscellaneous income of $127 as
compared to FY2010 and the loss on sale of property of $57 reported in FY2011.

Expenses:

General Government expenses increased 5% due to the payment made to CALPERS for the pay off
of the miscellaneous employees group’s share of the pension side fund which was $1,031, and a
decrease in general government capital outlay as compared to FY2010.

The CALPERS side fund payoff also resulted in an increase in Public Safety expenses of 20%. Both
the Fire and Marine Safety portion of the payoff amount, or $2,102, were included in this category.



Public Works experienced a 4% decrease in expenses primarily due to the completion of smaller
capital works projects in FY 2011 as compared to the previous fiscal year. Projects completed in
FY2011 included the Fletcher Cove Community Center, and various storm drain and street
improvements.

There was a 2% increase in Community Development costs due to increased cost in the
Redevelopment Agency Low/Mod Housing fund expenditures as compared to the last fiscal year.
Community Services increased 8% as compared to last fiscal year due to expenses related to the
City’s 25t Anniversary celebration and the installation of the Eden Gardens entry sign.

Interest and fiscal charges decreased due to a reduction from $210 in FY2010 to $43 in FY2011 for the
payment due to the State of California legislature was enacted in 2009 authorizing a two-year
takeaway of Redevelopment Agency funds.

Table 2
City of Solana Beach Changes in Net Assets
(in Thousands)

Governmental Business

Activities Activities Total

2011 2010 2011 2010 2011 2010

Revenues:
Program revenues:
Charges for services $ 1819 $ 1666 $ 4501 $ 4498 $ 6,320 $ 6,164

Operating grants
and contributions 280 258 280 258
Capital grants
and contributions 501 26 501 26
General revenues:
Property taxes 6,813 6,880 6,813 6,880
Other taxes 6,810 6,326 6,810 6,326
Other 323 521 224 292 547 813
Total revenues 16,546 15,677 4,725 4,790 21,271 20,467
Expenses:
General government 4,943 4,680 4,943 4,680
Public safety 9,730 8,066 9,730 8,066
Public works 4,208 4,351 4,208 4,351
Community
development 1,078 1,056 1,078 1,056
Community
services 570 526 570 526
Interest and
fiscal charges 544 738 544 738
Sanitation 3,942 3,450 3,942 3,450
Total expenses 21,073 19,417 3,942 3,450 25,015 22,867
Increase/(decrease)
in net assets (4,527) (3,740) 783 1,340 (3,744) (2,400)
Net assets - 07/01/10 47,892 51,632 28,581 27,241 76,473 78,873

Net assets -06/30/11 ¢ 43365 $ 47892 $ 29364 $ 28581 & 72729 $ 76473
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Fiscal Year 2011
Governmental Activities
(Graphic representation of Table 2 in percentages)

Sources of Revenue

Program Expenses

Investment General
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Grants 3%
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Grants 2% or Safety ervices
Services 3%

11%

Net Cost of Governmental Activities

46%

The City’s programs include General Government, Public Safety, Public Works, Community Development,
and Community Services. Each programs’ net cost (total cost less revenues generated by the activities) is
presented on Table 2.1. The net cost shows the extent to which the City’s general taxes support each of the
City’s programs.

Table 2.1

Net Cost of Governmental Activities
(in Thousands)

Total Cost Program Net Cost
of Services Revenues of Services
2011 2010 2011 2010 2011 2010

General government $ 4943 $ 4680 $ 14  $ - $ (4929) ¢ (4,680)
Public safety 9,730 8,066 788 579 (8,942) (7,487)
Public works 4,208 4,351 1,105 598 (3,103) (3,753)
Community development 1,078 1,056 507 448 (571) (608)
Community services 570 526 186 325 (384) (201)
Interest on long-term debt 544 738 - - (544) (738)
Totals $ 21,073 $ 19417 $ 2600 $ 1,950 $ (18,473) ¢ (17,467)




Total Cost of Services, Program Revenues & Net Cost
Governmental Activities
(in Thousands)
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Total resources available during the year to finance governmental operations were $64,438 consisting of net
assets at July 1, 2010 of $47,892, program revenues of $2,600, and general revenues of $13,946. Total
governmental activities during the year were $21,073; thus net assets decreased by $4,527 to $43,365.

Business Type Activities

Net assets of the Proprietary Fund (Business Type activities) at June 30, 2011 as reflected in Table 1 were
$29,364. As shown in Table 3, amounts paid by users of the system were $4,501 while the cost of providing
all Proprietary (Business Type) activities this year was $3,942 resulting in a net gain of $559. With the

addition of non-operating revenues of $224, assets increased by $783 or 5%, primarily due to holding
expenses in line with revenues.

Table 3
Net Cost of Business Activities
(in Thousands)

Total Cost Program Net Cost
of Senvices Revenue of Senvices
2011 2010 2011 2010 2011 2010

Sanitation $ 3942 $ 3450 $ 4501 $ 4,498 $ 559 $ 1,048




Fiscal Year 2011

Total Cost of Services, Program Revenues & Net Cost - Business Activities
(in thousands)
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General Fund Budgetary Highlights

The final expenditures for the City’s General Fund at year-end were $336 less than actual appropriations
prior to other financing uses. The budget to actual variance in appropriations was principally due to
conservative estimates at mid-year by management. Actual revenues were $285 greater than the final
budget (excluding other financing sources). Budget amendments and supplemental appropriations were
made during the normal course of business to increase appropriations for unanticipated expenditures after
adoption of the original budget. Significant supplemental appropriations were:

e $3,133 to pay off the City’s pension side fund with CalPERS,
e $146 for increased overtime in the Fire department budget, and
e $101 to cover increased engineering professional services.

Significant budgetary variations between certain departments’ final amended budget versus actual for the
General Fund was:

e Support services: savings occurred in a lower than expected costs for damage claims and
insurance premiums.

e Streets and other public works: professional service expense was lower than budgeted in
environmental services, street maintenance, traffic safety, and park maintenance.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

The capital assets of the City are those assets that are used in performance of City functions including
infrastructure assets. Capital assets include equipment, buildings, land, park facilities, and roads. GASB
Statement No. 34 allows four years after the year of original implementation to have a complete inventory
of infrastructure related capital assets. The City implemented GASB 34 in fiscal year 2001.

At June 30, 2011, net capital assets of the governmental activities totaled $37,373 and the net capital assets of
the business-type activities totaled $11,762. Depreciation on capital assets is recognized in the government-
wide financial statements. (See Table 4 and Note 4 to the financial statements.)
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The City’s five-year Capital Improvement Plan projects to spend $15,603 through fiscal 2015-16. Over the
next five years, funding will come from current fund balances, projected revenues, and the Transnet
Extension Program. Significant projects are the Shoreline Management and Local Coastal Plan, the General
Plan update, rebuilding the Solana Beach Pump Station, the Highway 101 Streetscape and Traffic Calming
project, and replacement of the Del Mar Shores Staircase.

Table 4
City of Solana Beach Capital Assets at Year-End
(Net of Depreciation)
(In Thousands)

Governmental Business

Activities Activities Total
2011 2010 2011 2010 2011 2010
Land $ 2538 % 2,538 $ 112 $ 112 % 2,650 $ 2,650
Buildings &

Improvements 10,395 10,725 11,536 6,619 21,931 17,344
Equipment &

Vehicles 1,098 1,280 12 14 1,110 1,294
Infrastructure 21,419 23,270 - - 21,419 23,270
Work in Progress 1,923 1,135 102 5,193 2,025 6,328

$ 37,3713 $ 38,948 $ 11,762 $ 11,938 $ 49,135 $ 50,886
Debt

At year-end, the City had $7,237 in governmental type debt and $15,424 in proprietary debt (including
premium on debt issuance) totaling $22,661. This debt is a liability of the government and amounts to
$1,670 per capita. Increases in the debt schedule included increases to claims payable and the City’s Other
Post Employment Benefits Other than Pension liability as a result of the City implementing GASB 45. (See
Table 5 and Note 5 to the financial statements for detailed descriptions).

Table 5
City of Solana Beach Outstanding Debt at Year-End
(In Thousands)

Governmental Business

Activities Activities Total
2011 2010 2011 2010 2011 2010

Lease revenue

bonds $ 1640 $ 1875 % - $ - $ 1,640 $ 1,875
Tax allocation bonds 3,300 3,370 - - 3,300 3,370
Capital lease 296 435 - - 296 435
JPA loan payable - - 6,060 6,595 6,060 6,595
Sewer revenue bond - - 9,120 9,320 9,120 9,320
Bond premiums - - 229 255 229 255
Compensated

absences 297 325 15 22 312 347
Claims payable 1,244 1,203 - - 1,244 1,203
Other post employment

benefits 460 306 - - 460 306

$ 7237 $ 7514 $ 15424 $ 16,192 $ 22661 $ 23,706
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NEXT YEAR’S BUDGET AND ECONOMIC FACTORS

In considering the City Budget for fiscal year 2011-12, the focus of the City Council and management was to
adopt a balanced budget and promote fiscal sustainability. Budget decisions were made with the
understanding that given the current economic downturn, the City’s growth rate for revenues had slowed
and that the rate of an