CITY OF SOLANA BEACH, CALIFORNIA
COMPREHENSIVE ANNUAL FINANCIAL REPORT

FOR THE FISCAL PERIOD ENDED JUNE 30, 2017

PREPARED BY THE FINANCE DEPARTMENT
OF THE CITY OF SOLANA BEACH



THIS PAGE INTENTIONALLY LEFT BLANK



CITY OF SOLANA BEACH
COMPREHENSIVE ANNUAL FINANCIAL REPORT
JUNE 30, 2017

TABLE OF CONTENTS

Page
Number
INTRODUCTORY SECTION
(I (= oo N I = T 1T 11 = i
GFOA Certificate of AChIEBVEMEBNT ..........oeeei ettt e e e e aeaeees Xii
Principal OffiCIals ...........eeiiiiieee ettt e e e e e e e e e e e e e e e e ere e e e e e e e e e annes Xiii
Organizational Char ... e Xiv
FINANCIAL SECTION
INDEPENDENT AUDITORS  REPORT ..ottt aeaeaeaeaeseaesesasasesssasesesenenns 1
MANAGEMENT'S DISCUSSION AND ANALYSIS ....ooe s a e e e 5
BASIC FINANCIAL STATEMENTS
Government-Wide Financial Statements:
Statement Of Nt POSIION..........oooiii e e e e e e 23
Statement Of ACHVITIES ... 24
Fund Financial Statements:
Balance Sheet - Governmental FUNAS ...........ooovuuiiiiiieeee e e e e e eeaaaas 30
Reconciliation of the Balance Sheet of Governmental Funds
to the Statement Of Net POSItION...........veeiieeeee e e e e e e 33
Statement of Revenues, Expenditures and Changes in Fund
Balances - GovernNMENtal FUNGAS............uuuiuiiiiiiiiiiiieieiieiee e s e e e e ennan 34
Reconciliation of the Statement of Revenues, Expenditures and
Changes in Fund Balances of Governmental Funds to the
Statement Of ACHVITIES ... 36
Statement of Net Position - Proprietary FUNAS...........cooiiiiiiiii e 39
Statement of Revenues, Expenses and Changes in Fund Net
Position - Proprietary FUNAS ...........oiie e e e 40
Statement of Cash Flows - Proprietary FUNAS ...........coooiiiiiiiiiii e 41
Statement of Fiduciary Net Position - Fiduciary FUNS ..........c.ccoooiiiiiiiiice e 45
Statement of Changes in Fiduciary Net PoSition..............coooiiiiiiiiii e 46
Notes to FInancCial StatemMENTS...........uue i e e e e et e e e e s e e eeaaanas 49



CITY OF SOLANA BEACH
COMPREHENSIVE ANNUAL FINANCIAL REPORT
JUNE 30, 2017

TABLE OF CONTENTS

Page
Number
REQUIRED SUPPLEMENTARY INFORMATION
Budgetary INfOrmMation........ ..o e 96
Budgetary Comparison Schedules
LTS =T = I o o SR USRR 97
TranSNEE FUNG ...ttt e e e et e e e e e e e et te e e e e e e e e aneeeaaeeean 98
Low and Moderate Income Housing Asset FUN..........c..ueiiiiiiiiiiiieee e 99
Cost-Sharing Multiple Employer Miscellaneous Plans
Schedule of Proportionate Share of Net Pension Liability — Miscellaneous Plan................... 100
Schedules of Plan Contributions — Miscellaneous Plan.............ccccoooiiiiii i, 101
Cost-Sharing Multiple Employer Safety Plans
Schedule of Proportionate Share of Net Pension Liability — Safety Plan .............cccccccooie. 102
Schedules of Plan Contributions — Safety Plans ... 103
OPEB Plan
Schedule of Changes in Net OPEB Liability/(Asset) and Related Ratios.............cccccceevnnnenn. 104
Schedules of Plan ContribULIONS ..........oouiiiiiicc e e 105
Schedule of INVESTMENT REIUMNIS ......oooiiiiiii e 106
COMBINING AND INDIVIDUAL FUND STATEMENTS AND SCHEDULES
Combining Balance Sheet - Nonmajor Governmental FuNds ... 110
Combining Statement of Revenues, Expenditures and
Changes in Fund Balances - Nonmajor Governmental FUNdS.............ccoiiiiiiiniiiiiiiec e 118
Budgetary Comparison Schedules:
Special Revenue Funds:
L= I RS OTS 126
Municipal Improvement DiStriCtS..........cooiiiiiiiiiie e e 127
(o] o) i1 Te 0] 1y o SRR 128
L0 ] TSRS 129
PUDIC SAELY ...t e e 130
Fire IMIEIQAtION ....eeie et 131
(O D] 1 OSSP EPSOPS 132
Transportation Development ACt FUNd............ooiiiiiiiii e 133
Coastal Area Business/Visitors Assistance and Enhancement ............ccccooeiiiiniine, 134
Boating and Waterways FUNG ..o 135
DEVEIOPEr PASS-TRIU. .. ..eiiii et e e e e e e e e e e e e e aaa e 136
[ (010 L3 Vo TSP RRERR 137

(07T 0o o T toTo | =10 0 -SSP 138



CITY OF SOLANA BEACH
COMPREHENSIVE ANNUAL FINANCIAL REPORT
JUNE 30, 2017

TABLE OF CONTENTS

Page
Number
COMBINING AND INDIVIDUAL FUND STATEMENTS AND SCHEDULES (Continued)
Capital Projects Funds:

ASSESSMENT DISTIICES ..oiieeieee e e e e 139

Sand Replenishment/Retention and Coastal ACCESS.....coviiiiiiiiiiiiiiiiiieee e, 140

Public IMprovement Grant..............coooiiiiiiiiiiie e 141

City Capital Projects FUN ...........ooiiieee e 142

Debt Service Funds:

City DD SEIVICE ... .. et a e e e e e ae e e e e e 143
Combining Statement of Net Position - All Agency FUNAS .........cceeiiiiiiiiie e 146
Combining Statement of Changes in Assets and Liabilities -

Al AGENCY FUNGS ...ttt e e e e e et e et et e e e e e nneas 147
STATISTICAL SECTION
Net Position by COMPONENT.........ooiiiiiiei e e e e e ee s 152
Changes iN NEE POSITION ......oiiiiiiiiie et e e e e e e et e e e e e e e e enbeaaaeeeas 154
Fund Balances — Governmental FUNAS ...........coouiiiiiiiiii e 156
Changes in Fund Balances — Governmental FUNGS............cccco i 158
Assessed Value and Estimated Actual Value of Taxable Property..........ccccooiieiiiiiiiiiiee e, 160
Direct and Overlapping Property Tax Rates. ... 162
Principal Property TaX Payers ..........ooo it 165
Property Tax Levies and CollECONS .........ccoiiiiiiiiiiii e 166
Ratio of Outstanding Debt by TYPE ..o s 168
Direct and Overlapping Governmental Activities Debt ...........ccccceiiiiiiiiiii e 169
Legal Debt Margin INfOrmMation ............ooiiiiii it eneeas 170
Pledged ReVENUE COVEIAGE .......cccoiiiiiieiiiiie ettt et e ettt e e e ettt e e e st e e e e s nbee e e e anneeeeeanreeeeneas 171
Demographic and ECONOmMIC StatiStiCS ........uuuiiiiiiiiiiiiiiiiiee e 172
Top 25 Employers — San Diego COUNLY ......ccuuiiiiiiieee et e e e e e e e enennees 173
Full-Time Equivalent City Employees by FUNCtion/Program ............ccccccciiiiiieeeeeiicciiiieeeee e 174
Operating Indicators by FUNCHON/Program............cooiiiiiiiiiiiie e 176

Capital Asset Statistics by FUNCHON/Program ...........cc.oooiiiiiiiiii e 178



THIS PAGE INTENTIONALLY LEFT BLANK



CITY OF SOLANA BEACH FAX (858) 792-6513 / (858) 755-1782

635 SOUTH HIGHWAY 101 « SOLANA BEACH « CALIFORNIA 92075-2215 - (858) 720-2400

November 30, 2017

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, 2017.

This year's report was prepared by the City’s 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 CAFR includes the financial activity for all funds of the City. The City provides a wide
range of services including planning; 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 building
services through a third party consultant, law enforcement with the San Diego County
Sheriff 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

Lance, Soll and Lunghard, LLC, 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 ended June 30, 2017, 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, 2017, 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 unmodified 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 Management’s Discussion and
Analysis (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 on July 1, 1986, under the general laws of the
State of California and is home to a population of 13,527 residents per the State of
California Department of Finance. Included within the City’s financial statements is the
financial information of the Solana Beach Public Facilities Corporation. The City is
considered the primary government and the Public Facilities Corporation is a component
unit. Additionally, since the governing boards of the City and the component unit are the
same, the financial statements of the City and the component unit are blended.

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 is a coastal community encompassing approximately 3.4 square
miles and is located twenty-one miles north of the City of San Diego’s downtown district. It
is bordered to the North and South by the cities of Encinitas and Del Mar, respectively; to



the East by the County San Diego; to the southeast by the City of San Diego; and by the
Pacific Ocean to the West.

The City is a general law city that operates under the Council-Manager form of government.
The City Council (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 for the
implementation of all policies established by the 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.

The Advisory Commissions are the following:

Budget & Finance Commission
Climate Action Commission
Parks & Recreation Commission
Public Arts Commission

View Assessment Commission

Budgetary Process and Controls

The process of adopting a budget for the City is generally a six-month process beginning in
late December and ending in June when the 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 Council, and the 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 to allow the citizenry to
participate in the budget process.

In June 2017, the City Council approved the City’s first two year budget for Fiscal Years
(FY) 2017/18 and 2018/19. The same process was followed in developing the two-year



budget and, as the budget is amended during this two year budget cycle, budget
adjustments will be brought to the City Council for review and approval.

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 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
budget units’ departments with City Manager approval. The City budget is reviewed and is
periodically adjusted at the middle of the fiscal year and at the end of the fiscal year. These
adjustments are approved by the Council.

The City also maintains an encumbrance accounting system as one technique of
accomplishing budgetary control. The adopted budget for Fiscal Year 2016/17 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.

Economic Condition and Outlook

Solana Beach is home to citizens who enjoy the benefits of a coastal community that is
within 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 retail, office and light industrial uses and service entities providing a tax
base for the City.

As a somewhat 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, arts and crafts, clothing, food, and gasoline. Local economic
generators such as vacation tourism support a significant portion of the City’s commercial
base.

In regards to San Diego’s local economy, the University of San Diego’s Index of Leading
Economic Indicators (Index) 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 dropping to
100.7 by March 2009, the Index has climbed steadily since that time reaching a high of
145.2 set in August 2017. The August reading was a result of moderate increases in three



of the Index’s components - the outlook for the national economy, increased authorized
residential units, and consumer confidence. These slight increases were offset by declines
in three other components of the Index — slight declines in initial claims for unemployment
insurance and local stock prices and a sharp decline in online help wanted advertising. But
the net changes in the Index components were enough to result in the Index recording its
10t straight month without a decline.

One area that has shown a marked negative impact to the local economy has been
increased gas prices as a result of Hurricane Harvey. In September of last year, gasoline
prices were approximately $2.77 a gallon. In September 2017, a gallon of gasoline cost
$3.10. Gasoline prices impact the consumer pocketbook when these prices increase. For
every one cent increase in the price of gas, consumers spend $1 million a month less on
other goods and services. Based on the increase in gas prices from one year ago last
September, the San Diego County economy is seeing $33 million a month more being
spent on gasoline when it could have been used for goods and services purchased by
consumers.

The USD Index for the period January 2012 to August 2017 is shown on the following chart:

Index of Leading Economic Indicators
San Diego County, 2012- 2017
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Professor Alan Gin of the School of Business at the University of San Diego, and the author
of the Index, predicts that the local economy will remain positive though slower through the
remaining months of 2017 and into the first half of 2018.

After initial claims for unemployment had a continuous increase for the eight months from
October through this past May, the component has decreased for the past three months
with August seeming to stabilize with a decrease of -0.10. The other labor component, help
wanted advertising, has been on the decline since March 2017 with its largest decrease
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reported so far in August at -1.13. The net result of these two components resulted in the
seasonally adjusted unemployment rate rising to 4.5 percent in August as compared to the
previous few months and as compared to 4.7 percent in August 2016. Unemployment rates
in August, after being seasonally adjusted, are usually the second highest rates in the year.

By October, the jobless rate in San Diego County had reach one of its lowest points of the
year at a seasonally adjusted unemployment rate 3.7%, however, job growth continued to
slow with the addition of 16,600 jobs in the twelve months since last October as compared
to 30,000 jobs which were added in 2016. As expected, the largest gains in new jobs were
in health care and education at 4,300 followed by 2,900 new jobs each in government and
leisure and hospitality. The San Diego region is coming closer to what is considered full
employment.

The Index also saw an increase in building permits in August for the third month in a row.
Since the Index uses a moving average to smooth the data of volatile components, the
August component realized the benefit of large gains reported in June and July.

Another positive index is in consumer confidence — the increase in August continued the
trend of positive outlooks for the 14" consecutive month.

The local economy has benefited overall from improvements in the national and state
economies, but some of the local indicators are possibly following national trends. The
national Index of Leading Economic Indicators continued to grow in 2017 from a low in the
first quarter of 1.2 percent annual rate to a 3.1 and 3.0 percent annual rate in the second
and third quarters, respectively. This was the first time since the middle of 2014 that the
United States economy has realized 3 percent growth for two consecutive quarters. The
Conference Board Economic Outlook for 2017-2018 expects that the fourth quarter of 2017
will reflect a 2.8 percent annual growth rate and a 2.5 percent growth for 2018. If these
growth rates are realized, it would be the economy’s best two year rate of growth since
2005.

The UCLA Anderson Forecast estimates that the growth of state employment will be 1.1
percent this year, slowing each year to 0.9 percent in 2018 and 2019. The state's
unemployment rate, now just below 5 percent, means the state is close to full employment,
which means that nearly everyone who wants a job has one.

While there will be continued job growth and lower unemployment over the next few years
in California, this will not necessarily be advantageous for the state as compared to the rest
of the country. Due to the absence of affordable housing in California, the state cannot
continue to grow at the same rate it has in recent years unless more people can be added
to the workplace. But the lack of housing makes that a difficult proposition since new
housing must be built otherwise population growth and economic growth will be limited.

The following chart as published by First Tuesday Journal, a resource used by the

California real estate industry, provides a perspective regarding the situation with residential
construction from the 1980’s through the end of this decade:
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Annual Residential Construction in California
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On June 27, 2017, Governor Brown signed a $183.2-billion budget for the 2017/18 fiscal
year. The state budget includes a $125.1-billion general fund, a $2.6 billion or 2.0%
increase, as compared to the budget passed in June 2016. The new budget allocates
$74.5-billion, or one-third of the budget, to K-12, preschool, and higher education with more
than $11,000, on average, for each student. Healthcare spending is the largest portion of
the budget, with a total cost of $105.6-billion including federal funds. The spending is
focused on Medi-Cal, the healthcare program for low-income residents. It is estimated that
more than one in three state residents, are now enrolled.

Additional funds will be available for roads and flood protection, with $2.8-billion available
from Senate Bill (SB) 1 legislation which was approved by lawmakers in April that will
increase taxes and fees. Most of the money, or $1.7-billion, will go to local street, road and
transit projects. Borrowing that was approved by voters under Proposition 1 in 2014 will
see $111 million spent to evaluate the safety of dams in California and develop emergency
action plans that would be implemented in case of flooding.

This was the second time since 1982, during Brown's second term, that the governor has
made no vetoes to reduce individual spending items in the budget plan.

Proposition 2, passed by the voters in 2014, requires the state to set aside at least 1.5% of
its revenues each year to pay down debts and build a rainy day fund. This budget allocates
$1.8-billion to the reserve, adding to the $6.7-billion that was already in the fund for a total
of $8.5-billion. Another $6-billion is also slated towards making an extra payment to
CalPERS by borrowing the money from surplus state revenues.

Long-Term Financial Planning

Solana Beach’s conservative fiscal policies have helped the City build and maintain a
healthy reserve 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
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generator for the City. Sales tax is the City’s second largest revenue source. During FY
2016/17, property taxes increased by $357,602, or 5.4%, to $7,041,240 as compared to FY
2015/16, while sales tax decreased by $127,301, or 3.9%, to $3,127,803. This decrease
was primarily due to a close-out payment of $381,741 that the City received in FY 2015/16
as part of the wrap-up of the triple-flip revenue swapping process.

Overall, the City’'s General Fund revenues increased by $642,639, or 3.7%, from
$17,395,845 in FY 2015/16 to $18,038,489 in FY 2016/17.

For FY 2017/18, budgeted property taxes are expected to increase as compared to actual
amounts received for the prior fiscal year and sales tax is also projected to increase slightly.
Property tax is expected to increase to $7,332,000, or by 4.1%, and sales tax is projected to
increase to $3,233,100, or by 3.3%.

Total General Fund revenues, net of internal service charges, are budgeted at
$17,611,600. It is the City’s goal not to rely on General Fund reserves to operate the City
annually. The General Fund budget for FY 2017/18 was adopted on June 14, 2017, with a
projected $305,500 surplus and a second year budget, for FY 2018/19, was also adopted
with a projected $416,400 surplus.

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

1. Negotiating a five-year contract beginning in July 2017 with the San Diego
Sheriffs Department to provide law enforcement services with increases from
year to year projected to average approximately 5.4% over the five years.

2. Amending a Fire Department Management Services Cooperative Agreement with
the Cities of Del Mar and Encinitas that continues to provide a cost effective
option to eliminate redundancy and increase levels of service by sharing common
functions of organizational direction and control, 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.

4. Implementing additional cost sharing of the employer’s share of retirement costs
with its employee associations. The goal of the increased cost share is to try to
reach a 50% normal cost share between the employee and employer for
retirement costs. This allows the City to reduce its pension costs.

All Classic Members (Tier 1 and Tier 2) currently pick-up a portion of the
Employer Share of CalPERS retirement costs. The Miscellaneous employee
group pick-ups 1.04% and 0.19% for Tier 1 and Tier 2, respectively; the Fire
employee group pick-ups 3.00% for both Tier 1 and Tier 2; and the Marine Safety
employee group pick-ups 2.00% for Tier 1.
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5. Establishing an irrevocable Section 115 trust with Public Agency Retirement
Services (PARS) in a “Post-Employment Benefits Trust Program” (Trust). The
Trust is a combination trust that allows pre-funding of both unfunded Pension and
Other Post Employment Benefit (OPEB) obligations. The City’s estimated total
obligation at June 30, 2017 is $12,127,041 for pension and $1,943,024 for OPEB
for a total of $14,070,065.

Through June 30, 2017, the Pension and OPEB trusts have been funded in the
amounts of $1,236,120 and $333,488, respectively, for a combined total of
$1,569,608.

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 FYs 2017/18 and 2018/19 Budgets, 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. During the FYs 2017/18 and 2018/19 budget
process, the Council again ensured that funds were appropriated to maintain adequate
reserves in the Asset Replacement Fund.

Additionally, beginning with the budget cycle for Fiscal Year 2015/16, the City established
an infrastructure replacement reserve to ensure that funds are available in the future for the
replacement of buildings and improvements. Through Fiscal Year 2018/19, the Council has
approved $700,000 to this reserve 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 primarily with Chandler
Asset Management and also with the Local Agency Investment Fund (LAIF) consistent with
the City’s Investment Policy.

The City’s longstanding Investment Policy was amended by the Council on February 10,
2016, and provides the City more flexibility to invest its excess funds to provide safety to
ensure the preservation of capital in the portfolio, provide sufficient liquidity for cash needs,
and to realize a market rate of return consistent with the investment program while staying
within the requirements of California Government Code Section 53601.

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,
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always available, and earning the highest and best returns.

Investment income includes appreciation/depreciation in the fair value of investments. The
total investment income for all funds for the fiscal year was $441,528, an increase of
$161,278 over the prior fiscal year's amount of $280,250.

Major Projects and Financial Planning

Solana Beach Pump Station Rehabilitation

This project is to make recommended upgrades, replacements and add emergency
overflow storage to the Solana Beach Pump Station per the 2000 Sanitary Sewer Master
Plan, along with recommendations from the San Elijo Joint Powers Authority (SEJPA). This
station pumps approximately 92% of the City’s sewage through a force main under the San
Elijo Lagoon to the SEJPA water reclamation facility on Manchester Avenue. The SEJPA
maintains the pump station, which was originally constructed in 1966. Since then, the pump
station was upgraded in 1982 when significant improvements were made. The City has
recently entered into an agreement with the City of Del Mar to transport the majority of their
flows through the City’s sewer infrastructure, including this pump station, to the SEJPA
water reclamation facility.

Final design and preparation of construction documents for the pump station upgrades has
been completed. Construction bid advertisement has been postponed due to the adjacent
railroad double tracking project. Construction is anticipated to begin during the fall of 2018.

La Colonia Skate Park

In 2010, Van Dyke Landscape Architects developed preliminary design plans for
redevelopment of La Colonia Park, including the community center and surrounding park.
Due to public requests and support from the community, Staff has been working on the
design of a skate park on the northern edge of the La Colonia Park Master Plan that could
be constructed so that it could be incorporated into the remainder of the Master Plan when
other elements move forward for construction.

To date, Staff has been working with the consultants of the original Skate Park design to
hold community workshops to design a facility that would meet the needs of the community.
It is anticipated that construction would start during the spring of 2018.

La Colonia Tot Lot Improvement

In 2010, Van Dyke Landscape Architects developed preliminary design plans for La Colonia
Park. This plan included an expansion of the existing Tot Lot and addition of a new picnic
area in the general vicinity of the existing Tot Lot. The City Council, as part of 2017/2018 FY
work-plan directed Staff to upgrade the existing Tot Lot. Staff is in the process of
developing design plans for the renovation and upgrade of the existing Tot Lot so that the
proposed project remains in substantial conformance of the La Colonia Park Masterplan.



Lomas Santa Fe Drive Corridor Improvements

A recently completed transportation needs study identified several segments along the
Lomas Santa Fe Drive corridor as high priority improvements. The first phase of the Lomas
Santa Fe Corridor Study started in November 2016 and was intended to provide an
assessment of the existing conditions which consisted of base mapping, data collection,
identification of deficiencies and identification of proposed solutions to the deficiencies. The
first phase has been completed. The second phase has been authorized and includes
additional technical and design analyses of the data collected in Phase 1 of the Feasibility
Study and preparation of 30% preliminary engineering plans and cost estimates.

Marine Safety Center Renovations

The Marine Safety Center (MSC) at Fletcher Cove was constructed in or around the 1940s
and is showing signs of its age. As part of the Fiscal Year 2015/2016 Adopted Budget,
funding was allocated to perform a needs assessment and feasibility study to determine the
best course of action for the renovation/replacement of the existing facility.

To accomplish this task, a Professional Services Agreement with Stephen Dalton Architects
(SDA) was approved at the March 23, 2016 City Council meeting. During the 2016/2017
Fiscal Year, Staff worked with SDA on the preparation of the Fletcher Cove MSC
Feasibility/Needs Assessment Study. The results of the Study indicate that nearly all
building components are degraded and are past their useful lifespan. Spatially, the current
building layout does not meet the functional needs of the Lifeguards.

In May 2017, the Study was presented to the City Council at which time the Council
directed Staff to proceed with preparing a Request for Qualifications and Proposals
(RFQ/P) for the complete removal and replacement of the existing facility.

Acknowledgments

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the City of
Solana Beach for its CAFR for the fiscal year ended June 30, 2016. This was the fourteenth
year in the past fifteen years that the City has received this award. The Certificate of
Achievement is a prestigious national award recognizing conformance with the highest
standards for preparation of state and local government financial reports.

In order to be awarded a Certificate of Achievement, a government unit must publish an
easily readable and efficiently organized Comprehensive Annual Financial Report, whose
contents conform to program standards. Such Comprehensive Annual Financial Reports
must satisfy both Generally Accepted Accounting Principles and applicable legal
requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our current
report continues to conform to the Certificate of Achievement program requirements.

The preparation of the Comprehensive Annual Financial Report in accordance with the
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GASB 34 financial reporting model was made possible by the dedicated work of the
Finance Department staff. Each member of the staff consisting of Catherine Wong, Kyle
Koszewnik, and Jill Thayer, has our sincerest appreciation for their contributions made in
the preparation of this report. We would also like to thank the Mayor and Council for their
continued support for maintaining the highest standards of professionalism in the
management of the City’s finances.

Respectfully submitted, Respectfully submitted,

Gregory Wade Marie Marron Berkuti
City Manager Finance Manager/Treasurer
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INDEPENDENT AUDITORS’ REPORT

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

Report on the Financial Statements

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 City of Solana Beach,
California, (the City) as of and for the year ended June 30, 2017, and the related notes to the financial
statements, which collectively comprise the City’s basic financial statements as listed in the table of
contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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 from material misstatement.

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

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

ZZ PrimeGlobal

An Association of
Independent Accounting Firms
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To the Honorable Mayor and Members of the City Council
City of Solana Beach, California

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 Solana Beach, California, as of
June 30, 2017, and the respective changes in financial position and, where applicable, cash flows thereof
for the year then ended in accordance with accounting principles generally accepted in the United States
of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis, the budgetary comparison schedules for the general fund, transnet fund, and low
and moderate income housing asset fund and the schedules of contributions, the schedule of investment
returns, the schedules of proportionate share of the net pension liability, and the schedule of changes in
net OPEB liability and related ratios 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.

Prior Year Comparative Information

The financial statements include (partial or summarized) prior-year comparative information. Such
information does not include all of the information required or sufficient detail to constitute a presentation
in conformity with accounting principles generally accepted in the United States of America. Accordingly,
such information should be read in conjunction with the government’s financial statements for the year
ended June 30, 2016, from which such partial information was derived.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The introductory section, combining and individual
nonmajor fund financial statements and schedules and statistical section are presented for purposes of
additional analysis and are not a required part of the basic financial statements.
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To the Honorable Mayor and Members of the City Council
City of Solana Beach, California

The combining and individual nonmajor fund financial statements and schedules are the responsibility of
management and were derived from and relate directly to the underlying accounting and other records
used to prepare the basic financial statements. The information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements themselves,
and other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the combining and individual nonmajor fund financial statements and
schedules are fairly stated in all material respects in relation to the basic 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 them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
November 24, 2017 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 solely 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 effectiveness of the City’s internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards in considering
the City’s internal control over financial reporting and compliance.

ﬂé,%{%%%@,@%

Brea, California
November 24, 2017
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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, 2017 (Fiscal Year (FY) 2017). 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 position increased to $75,889, or by $3,162, as a result of FY2017
operations.

e During the year, the City’s taxes, other governmental revenues, and business activity

revenues exceed expenses by $3,162.

Governmental net position equaled $36,827.

The total revenues from all sources were $27,445.

The total cost of all City programs was $24,283.

The General Fund reported an excess of revenues over expenditures and other

financing sources and uses by $1,298.

e The General Fund’s actual resources received exceeded the final revenue budget by
$625 while actual expenditures were $1,238 less than final budget before other
financing sources and 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 Position 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 Position 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 City’s overall financial well-being. The Statement of Net Position 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 position and changes thereto. Net position, 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 position 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 Position 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.

o Component units - The City’s governmental activities include the blending of the City of
Solana Beach Public Facilities Corporation, a separate legal entity. Although legally
separate, this “component unit” is important because the City is financially accountable
for the corporation. A separate component unit financial statement was 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:

e 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 Position and the Statement of
Activities) and governmental funds through the Reconciliation of the Fund Financial
Statements to the Government-Wide 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 Position 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 Position and Changes in Assets and Liabilities. 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.

After the date of the dissolution of the Solana Beach Redevelopment Agency (RDA) on February
1, 2012, the assets and liabilities of the former redevelopment agency were transferred to the
Successor Agency to the former Solana Beach RDA (Successor Agency) and are reported in a
fiduciary fund (private-purpose trust fund).

THE CITY AS A WHOLE

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

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

Governmental Business Total
Activities Activities
2017 2016 2017 2016 2017 2016

Assets:
Current and

other assets $ 26,146 3 23331 $ 35516 $ 33,026 $ 61,662 $ 56,357
Capital assets, net 35,837 38,078 13,240 12,876 49,077 50,954

Total assets 61,983 61,409 48,756 45,902 110,739 107,311

Deferred Outflows 3,185 1,521 430 431 3,615 1,952
Liabilities:
Long-term

debt outstanding 7,791 8,029 9,412 10,369 17,203 18,398
Other liabilities 19,843 16,326 682 606 20,525 16,932

Total liabilities 27,634 24,355 10,094 10,975 37,728 35,330

Deferred Inflows 707 1,153 30 53 737 1,206
Net position:
Net investment in

capital assets 28,412 30,366 6,195 5,594 34,607 35,960
Restricted 6,620 5,825 - - 6,620 5,825
Unrestricted 1,795 1,231 32,867 29,711 34,662 30,942

Total net position $ 36,827 § 37,422 $§ 39,062 $ 35305 $ 75,889 $ 72,727




The City’s combined net position for the fiscal year ended June 30, 2017 was $75,889. 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 position for governmental activities decreased from
$37,422 to $36,827. The following is an explanation of the governmental activity changes
between fiscal years as shown in Table 1:

Current and other assets increased $2,815 or 12.1% primarily because of the increased
cash position for governmental funds due to increased revenues as compared to the
previous fiscal year and to the lower than anticipated spending in capital outlay. An
irrevocable trust for pension liabilities that was established in FY2016 was increased by
$384 bringing the total in the trust to $893.

Additionally, monies borrowed from the Sanitation Fund of $3,133 used to pay off the City’s
PERS Side Fund in FY2011 is reported as a negative Internal Balance amount in the asset
section of the balance sheet for government activities and this amount decreased by $474
for the payment to the Sanitation Fund for FY2017. The remaining balance at the end of
FY2017 for the amount owed to the Sanitation Fund is $665.

Deferred outflows of $3,185 are a result of the implementation of GASB 68 and are related
to contributions made afte