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CITY OF CALISTOGA
Notes fo the Basic Financial Statements
June 30, 2008

Summary of Significant Accounting Policies

A. Reporting Entity

The City of Calistoga is a municipai corporation governed by an elected five-member City
Council. The accompanying financial statements present the government and its component
units, entities for which the government is considered to be financially accountable.

The Calistoga Public Facilities Financing Corporation is a legally separate entity for which the City
is financially accountable and it is governed by the elected City Council. The Corporation was
formed to provide a method of financing public improvements. The financial activities of the
Corporation are blended with those of the City and are reported in the City's governmental funds,
and as capital assets of the City and debt obligations of the City.

B. Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of
changes in net assets) report information on all of the nonfiduciary activities of the City. For the
most part, the effect of interfund activity has been removed from these statements. Govermnmmental
activities, which normally are supported by taxes and intergovernmental revenues, are reported
separately from business-type activities, which rely to a significant extent on fees and charges for
support.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues inciude 1) charges to
customers or applicants who purchase, use, or directly benefit from goods, services, or privileges
provided by a given function or segment and 2) grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead as general
revenues.

Separate financial statements are pravided for governmental funds and proprietary funds. Major
individual governmental funds and major individual enterprise funds are reported as separate
columns in the fund financial statements.

C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the propriefary fund financial
statements. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardiess of the timing of refated cash flows. Property taxes are recognized as
revenues in the year for which they are levied. Grants and similar items are recognized as
revenue as soon as alt eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered to be available when
they are collectible within the current period or soon enough thereafter to pay liabilities of the
current period. For this purpose, the government considers revenues to be available if they are
collected within 60 days of the end of the current fiscal period. Expenditures generaily are
recorded when a liability is incurred, as under accrual accounting. However, debt service
expenditures, as well as expendifures related to compensated absences and claims and
judgmenits, are recorded only when payment is due.
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CITY OF CALISTOGA
Notes to the Basic Financial Statements
June 30, 2008

Note 1. Summary of Significant Accounting Policies {continued)

C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation
{Continued)

Property taxes, sales taxes, transient occupancy taxes, licenses, and interest associated with the
current fiscal period are all considered to be susceptible to accrual and so have been recognized
as revenues of the current fiscal period. All other revenue items are considered to be measurable
and available only when cash is received by the government.

The City reports the following major governmental funds:

The General Fund is the government's primary operating fund. It accounts for all financial
resources of the general government, except those required to be accounted for in another
fund. The CDBG Open Grants Fund accounts for resources used for various programs funded
partially or entirely by federai grant monies. The Capifal Lease Projects Fund is used to
account for the proceeds from a commercial lease arrangement used to obtain financing for
pool, public works, fire station, and other recreational facilities.

The City reports the following major proprietary funds:

The water fund accounts for the operations of the City's water treatment and distribution
system. The wasfewater fund accounts for the operation of the City's wastewater treatment
plant and collection facilities.

Additionally, the City reports the following fund type:

The internal service fund is used to account for the City's general operating equipment and
related services provided to other City departments, on a cost reimbursement basis.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in the government-wide and proprietary fund financial statements to the
extent that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board. Governments also have the option of following subsequent private-
sector guidance for their business-type activities and enterprise funds, subject to this same
limitation. The government has elected not to follow subsequent private-sector guidance.

As a general rule the effect of interfund activity has been eliminated from the government-wide
financial statements. Exceptions fo this generai rule are payments-in-ieu of taxes and other
charges between the City's water and wastewater function and other functions of the City.
Elimination of these charges would distort the direct costs and program revenues reported for the
various functions concerned.

Amounts reported as program revenues include 1) charges to customers or applicants for goods,
services, or privileges provided, 2) operating grants and contributions, and 3) capital grants and
contributions, including special assessments. Internally dedicated resources are reported as
general revenues rather than as program revenues. Likewise, general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with the proprietary fund's principal ongoing operations. The
principal operating revenues of the City's enterprise and internal service funds are charges to
customers for sales and services. Operating expenses for the enterprise and internal service
funds include the costs of sales and services, administration costs and depreciation on capital
assets. All revenues and expenses not meeting this definition are reported as nonoperating
revenues and expenses.
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CITY OF CALISTOGA
Notes to the Basic Financial Statements

June 30, 2008
Note 1. Summiary of Significant Accounting Policies (Continued)
D. Assets, Liabilifies, and Net Assets or Equity

1. Deposits and Investments

The City is authorized by its most recent investment policy to invest in the State of California
Local Agency Investment Fund, U.S. Treasury bonds, bills, and notes, obligations issued by US
Government agenciss, bankers acceptances, repurchase agreements, time deposits, savings
and demand accounts. Additional types of investments including mutual and money market funds
are also authorized by long-term debt financing agreements and indentures. The City's cash and
cash equivalents are considered to be cash on hand, demand deposits, and short term
investments with original maturities of three months or less from the date of acquisition.

Investments for the City are reported at fair vaiue. The State Treasurer's Investment Pool
operates in accordance with appropriate state laws and regulations. The reported vaiue of the
pool is the same as the fair value of the pool shares.

2. Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at
the end of the fiscal year are referred to as either "due toffrom other funds” (i.e., the current
portion of interfund loans) -or “advances to/from other funds” (i.e., the non-current portion of
interfund loans). All other outstanding balances between funds are reported as “due toffrom other
funds.” Any residual balances outstanding between the governmental activities and business-type
activities are reported in the government-wide financial statements as “internal balances.”

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

Long-term notes receivable are reported as assets in the governmental funds despite their focus
on current financial resources, but they are offset be deferred revenue amounts in the
governmental funds until such a time that coliections on the notes are realized by the funds..

All frade and property tax receivables are not shown net of an allowance for uncollectibles.

Property taxes are levied as of July 1 on property values assessed as of the prior January 1.
State statutes provide that the property tax rate be limited generally to one percent of assessed
value, be levied by only the County, and be shared by applicabie jurisdictions. The County of
Napa collects the taxes and distributes them to taxing jurisdictions on the basis of assessed
valuations subject to voter-approved debt. Property taxes are due on November 1 and March 1,
and become delinquent on December 10 and April 10. The City receives property taxes pursuant
to an arrangement with the County known as the “Teeter Plan”. Under the plan, the County
assumes responsibility for the collection of delinquent taxes and pays the full allocation to the
City. The City recognizes property tax revenues in the fiscal year in which they are due to the

City.
3. Inventories and Prepaid items

All inventories are valued at cost using the first-inffirst-out (FIFO) method. Inventories of
governmental funds are recorded as expenditures when used or consumed.

Certain payments to vendors reflect costs applicable to future accounting periods and are
recorded as prepaid items in both government-wide and fund financial statements.
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CiTY OF CALISTOGA
Notes to the Basic Financial Statemenis
June 30, 2008

Note 1. Summary of Significant Accounting Policies (Continued)
D. Assets, Liabilities, and Net Assets or Equity (Continued)
4. Capital Asseis

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads,
bridges, sidewalks, and similar items), are reported in the applicable governmental-type or
business-type activities columns in the government-wide financial statements. Capital assets are
defined by the government as assets with an initial, individual cost of more than $ 1,000($50,000
for infrastructure type assets) and an estimated useful life in excess of one year. Such assets are
recorded at historical cost or estimated historical cost if purchased or constructed. Donated
capital assets are recorded at estimated fair market value at the date of donation. Under the
GASB 34 Implementation Rules, the City is a Phase 3 entity and was not required {o record
infrastructure assets existing or acquired prior to July 1, 2003 at the date these new financial
reporting standards were implemented; and the City has not recorded such assets. The costs of
normal maintenance and repairs that do not add to the value of asset or materially extend assets
lives are not capitalized.

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

Property, plant, and equipment of the City is depreciated using the straight line method over the
folfowing estimated useful lives:

Assels Years
Buildings and improvements 50
Public domain infrastructure 50
System infrastructure-Utility 50
Vehicles and eguipment 5-10

5. Compensated Absences

It is the government’s policy to permit employees to accumulate earnied but unused vacation. All
vacation pay is accrued when incurred in the government-wide and proprietary fund financial
statements. A liability for these amounts is reported in the governmentat funds only if they have
matured, for example, as a result of employee resignations and retirements.

6. Long-term Obligations

In the government-wide financial statements, and the proprietary fund types in the fund financial
statements, long-term debt and other long-term obligations are reported as liabilities in the
applicable governmental activities, business-type activities or proprietary fund type statement of
net assets.

7. Fund Equity

In the fund financial statements, governmental funds report reservations of fund balance for
amournts that are not available for appropriation or are legally restricted by ocutside parties for use
for a specific purpose. Designations of fund balance represent tentative management plans that
are subject to change.
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CITY OF CALISTOGA
Notes to the Basic Financial Statements
June 30, 2008

8. Comparative Data

Comparative total data for the prior year have been presented in order to provide an
understanding of the changes in net assets. Also, certain amounts presented in the prior year
data have been reclassified to be consistent with the current years' presentation.

2. Reconciliation of Government-wide and Fund Financial Statements

A. Explanation of Certain Differences Between the Governmental Fund Balance Sheet
and the Government-wide Statement of Net Assets

The governmental fund balance sheet includes a reconciliation between fund balance — total
governmental funds and net assets — governmental activities as reported in the government-wide
statements of net assets. One element of that reconciliation explains that “capital assets are not
financiai resources and are not reported in the funds.” The details of this $ 6,832,916 difference
are as follows:
Capital assets _ $ 10,099,033
Less: Accumulated depreciation {3,266 117)

Net adjustment to increase fund balance — total governmental
funds to arrive at nef assets — governmental activities  $ 6,632,918

Another element of the reconciliation expiains that "long-term liabilities" are not due and payable
in the current period and are therefore not reported in the funds. The details of this $ 6,537,464
difference are as follows:

Long-Term Debt Obligations and Related Interest;

Capital lease obiigation $ (1,083,467)
Accrued interest {152,252)
Capital lease obligation (4,674,000)
Capitalized debt issuance costs : 22,720
Claims and settlements (311,725)
Compensated absences {338.740)
Net adjustment to decrease fund balance total governmental

Funds fo arrive at net assets - governmental activities $__( 6537464)

B. Explanation of Certain Differences Between the Governmental Fund Statement of
Revenues, Expenditures, and Changes in Fund Balances and the Government-wide
Statement of Activities

The governmental fund statement of revenues, expenditures, and changes in fund balances
includes a reconciliation between net changes in fund balances — fotal governmental funds and
changes in net assets of governmental activities as reported in the government-wide statement
of activities. One element of that reconciliation explains that “Governmental funds report capital
outiays as expenditures. However, in the statement of activities the cost of these assets is
allocated over their estimated useful lives and reported as depreciation expense.” The details of
this $ (2,333,889) difference and other significant components of the difference are as follows:

Capital outlay; capitalized $ 2,505,852
Depreciation expense (202,933)
Repayment of long-term debt principal 305,626
Internal service fund loss (26,253)
Long-term receivables-deferred revenues (62,528)
Proceeds from capital lease financing {(4,674,000)
Other items (179,653}

Net adjustment to increase nef changes in fund balances —
total governmental funds to arrive at changes in net assets
of governmental activities $(2,333,889)
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CITY OF CALISTOGA
Notes to the Basic Financial Staternents
June 30, 2008

3. Stewardship, Compliance, and Accountability
A. Budgetary Information

Annual budgets are adopted on a basis of consistent with generally accepted accounting
principles for aill governmental funds and proprietary funds. Appropriations lapse at fiscal year
end. The appropriated budget is prepared by fund, function and department. The City Manager
may make transfers of appropriations within a department. Transfers between departments and
other changes require City Council approval. The legal level of control is the department and
fund level. The Council made supplemental appropriations during the fiscal year. Encumbrance
accounting is not employed in governmental funds. The expenditures budgets exclusive of fund
transfers were exceeded by the general fund by $56,667, CDBG loan repayment fund by $28,
police donation fund by $14, police grant fund by $583. These over expenditures were funded by
available resources.

4. Detailed Notes on All Funds
A. Deposits and Investments

Deposits and investments at June 30, 2008 consisted of the following:

Demand deposits: (Time deposits and book bank balances) $ 302,817
Pooled investments 3,152,889
Investments with trustees 4,709,228

Total deposits and investments $ 8164934

Custodiail Credit Risk - Deposits. Custodial credit risk is the risk that in the event of a bank
failure, the City's deposits may not be returned to it. The City's policy for deposits is that they will
be made only in institutions in California, they shall be insured or collateralized with United
States backed securities, and time certificates of deposit shail have a maturity of less than three
years. At June 30, 2008, $673,132 of the City's bank balances of $ 773,132 was exposed to
credit risk as follows:

Uninsured and collateral held by pledging banks agent

But not in the City's name: $ 673,132

Investments - At June 30, 2008, the City had the following investments.

Investment Average Maturity Fair Value

State Investiment Pool (LAIF) 212 days $ 3,152,889
Goldman Sachs Treasury Obligation Fund 14 days 4,708,425
Blackrock Institutional Treasury Fund 14 days 803
$ 7,862,117

Interest Rate Risk - As a means of limiting its exposure to fair value losses arising from rising
interest rates, the City's investment policy limits the City's investment portfolio to maturities of
five years or less at the time of purchase as prescribed in the California Government Code.
Credit Risk - State law limits investments in various securities to certain level of risk ratings
issued by nationally recognized statistical rating organizations. It is the City's policy to comply
with State law as regards securities ratings. The City's investments in mutual funds was rated
AAA and the State Investment Pool is unrated.

Custodial Credit Risk - For an investment, custodial credit risk is the risk that, in the event of the
failure of a counterparty, the City will not be abie to recover the value of its investments or
collateral securities that are in the possession of an outside party. Investments in mutual funds
and external investment pools are not subject to custodial credit risk because the City's
investment is not evidenced by specific securities.
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CITY OF CALISTOGA
Notes to the Basic Financial Statements
June 30, 2008

4. Detailed Notes on All Funds (Continued)
B. Receivables

Receivables as of year-end for the government's individual major and non-major funds in the
aggregate, net of the applicable allowances for uncollectible accounts, are as follows:

Nonmajor
General CDBG Funds & IS Total

Fund Open Fund Governmental Water Wastewater

Accounts $ 24,336 3 - $ 19,700 $ 44 036 $ 452,905 $ 328,182
Taxes 606,087 - - 609,087 - -
Interest 24,325 - - 24,325 - -
Governments 75,165 311,379 33,811 420,355 - -
Development agreement - - 100,000 100,000 237,150 364,615
Notes - 1,250,586 049,616 2,200,202 - -
Totals $ 732,913 $1,561,965 $1,103,127 $ 3,398,005 $§ 690,055 $ 692,797

During the 2005 fiscal year, the City entered into a Development Agreement with a private party (the
Developer) relating to the development and construction of a Spa and Resort. Pursuant to the
agreement, the Developer is to pay certain development impact and water and wastewater capital
connection fees to the City over a specified time period. The City has recorded the amounts
receivable for the impact fees in its governmental type funds and the capital connection fees in its
enterprise funds. The receivables in the governmental fund types are offset by deferred revenues
until such time that those fees become available for use by the City. Under the arrangement, the City
is obligated to reimburse the Developer for the partial cost of off-site infrastructure. In addition, the
developer is required to over-size off-site infrastructure improvements deemed to benefit additional
properties other than those of the Developer. This City's arrangement is limited to situations where
the City receives reimbursement from those other benefited property owners.

The notes receivable of $2,200,202 consists of housing rehabilitation loans of $368,341 bearing
interest at rates of 3 fo 6 percent and repayable in monthly instaliments, other loans of $581,275
including one loan for $250,000 pius accrued and unpaid interest for the development of low to
moderate income apartments, maturing in 2023 and repayab[e out of residual receipts, and
$1,250,586 in first-time homebuyer assistance loans secured by 4™ deeds of trust and repayable in
55 years or under certain conditions including sale of the housing unit,

C. interfund Transfers, receivables and payables

1. The compasition of interfund transfers of June 30, 2008, is as follows:

Non-Major Water Equipment Total
General and CDBG Wastewater Internal Transfers
Transfers In: Fund Open Funds Funds Service Qut
Transfers Qut:

General fund $ - $ 119,390 $ 21088 $ - $ 140,478
Watarwastewater - - - 29,775 29,775
Capital lease 928,987 - - - 928 987
Nonmajor funds 565,206 180,783 - 78,499 824,578
CDBG Open fund 580,216 - - - 580,216
Totals g 3074499 $§ 300,173 $ 21088 '_$ 108,274 $ 2,504,034

The primary transfers out of the general fund were $119,050 to the debt service fund. The $928,987
transfer out of the capital lease fund was made to reimburse the general fund for the community pool
project, the $580,216 transfer out of the CDBG Open Fund was to reimburse the general fund for the
community pool project and planning costs, and most of transfers out of the nonmajor funds were
made to reimburse the general fund for street and public safety costs.
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CITY OF CALISTOGA

Notes to the Basic Financial Statements

June 30, 2008

4. Detailed Notes on All Funds (Continued)

2. The composition of interfund balances was:

Receivable Fund Payable Fund Asset Liability

All for cash flow purposes Gas tax fund $ - $ 105,758
CDBG open grant - 324,268
Palisades maintenance - 692
Water enterprise - 47,000
Community pooi - 1,800
Wastewater - 100,293
Police grants - 3,799
Recreation donation/housing grant - 5,074

General fund 588,784 588,784

Iniernal service fund Wastewater enferprise 496,071 496,071

Water Wastewater and internal service 355,435 355,435

Totals $ 1,440,290 3 1,440,290

D. Capital Assets

Capital asset activity relating to governmental activities for the year ended June 30, 2008 was as

follows:

Governmental activities:
Capital assets, not being depreciated

Land
Construction in progress
Total capital assets, not being depreciated
Capitai assets, being depreciaied:
Buildings
Machinery and equipment
Equipment- internal service fund

Improvements

Total capital assets being depreciated

Less accumulated depreciation for:
Buildings

Machinery and eguipment

Equipment-internal service
Improvements

Total accumulated depreciation
Total capital assets, being depreciated, net

Governmental activities capital assets, net

Beginning Ending

Balance Increases Decreases Balance
$ 1,964,744 $ - 8 - $ 1,964,744
579,645 1,472 551 - 2,052,196
2,544,389 1,472,551 - 4,016,940
1,619,113 - - 1,619,113
1,392,503 41,804 - 1,434,307
2,281,671 663,520 - 2,945,200
2,037,175 991,498 - 3,028,673
7,330,462 1,696,831 - 9,027,293
(1,057,041) {48,130) - (1,105,171)
(1,180,169) (57,.213) - {1,237,382)
(1,613,640} (231,111) - (1,844,751)
{825,974) (97,590} - (923,564)
(4,676,824) {434,044) - (5,110,868)
2,653,638 1,262,787 - 3,918,425
$5198,027 $ 2735338 $ - $7933,365
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CITY OF CALISTOGA
iNotes to the Basic Financial Statements
June 30, 2008

4.

Detailed Notes on All Funds (Continued)

D. Capital Assets

Construction in progress of $2,052,196 consists primarily of costs for the design an.d construction of

the City’s community pool and related facilities.

Capital asset activity relating fo business-type activities for the year ended June 30, 2008 was as

follows:

Business-type activities:
Capital assets, not being depreciated

Land
Water rights

Construction in progress
Total capital assets, not being depreciated

Capitai assets, being depreciated:
Wastewater collection and freatment

Water treatment and distribution system

Equipment-wastewater

Equipment-water

Total capitat assets being depreciated

Less accumulated depreciation for:

Wastewater collection and treatment system

Water treatment and distribution system

Total accumulated depreciation
Total capital assets, being depreciated, net

Business-type activities capital assets, net

Beginning
Balance Increases Decreases Ending Balance
781,040 $ - 3 - 781,040
1,589,875 - - 1,589,875
5,027 434 948,316 - 5,975,750
7,398,349 948,316 - 8,346,665
19,027 955 7,467 - 19,035,422
10,048,402 - - 10,048,402
573,672 31,710 - 605,382
750,572 21,967 - 772,539
30,400,601 61,144 - 30,461,745
(3,929,099) (559,849) - (4,488,948)
{4,405,952) (230,918) - (4,636,868)
(8,335,051) (790,765) - (9,125,816)
22,065,550 (729,621) - 21,335,929
$ 29,463,899 $ 218695 3 - % 29682594

Construction in progress consists primarily of land purchased for a new water tank site and
additional improvements to the city’s water system.
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CITY OF CALISTOGA
Notes to the Basic Financial Statements
June 30, 2008

4. Detailed Nofes on All Funds (Continued)

D. Capital Assets (Continued)

Depreciation expense was charged to functions/programs of the City as follows:
Governmental activities:

General government $ 29,463
Public safety ' 93,936
Community services 7,502
Recreation services 31,446
Public works 40,586
Capital assets held by the City's internal service fund are charged

to the varicus functions based on their usage of the assets 231,11

Total depreciation expense-governmental activities $ 434,044

Business-type activities:

Water 3 230,915
Wastewater 559,850
Total depreciation expense-governmental activities $ 790,765

E. Capital Leases — Governmental Type Activities including Internal Service

The City entered into a lease agreement in an original amount of $2,253,011 as lessee for financing
the advance refunding in fiscal 2003 of another lease arrangement and note payable relating to the
Police Facility and Logvy Community Park land acquistion. The original lease agreement qualified as
capital leases for accounting purposes and, therefore, has been recorded at the present vale of the
future minimum lease payments as of the inception dates. The assets have been capitalized as
general capital assets and the related accumulated depreciation is recorded in the statement of net
assets. The lease is payable to Zions First National Bank, bears interest at 4.65 percent per annum,
and is payable in semi-annual instailments of $134,521 each Cctober 1 and April 1 through 2012,
The City has not pledged any specific revenue source for repayment of the lease, but has agreed to
appropriate sufficient resources from any available source to make the repayments.

In fiscal 2008, the City entered into a capital lease arrangement in an original amount of $4,674,000
with West America Bank for the purpose of obtaining financing to make improvements to pool,
recreation, fire, and public works faciliies The lease is payable in semi annual installments of
between $115, 681 and $213,154 commencing August 1, 2008 and continuing through February 1,
2028. The lease bears interest at 4.95 percent per annum. The leasing arrangement included a
lease between the City of Calistoga and the Calistoga Public Facilites Corporation; a blended
component unit of the City. The lease receivable and payable between the City and its component
unit financing corporation has been eliminated from these financial statements. The city has not
pledged any specific revenue source for repayment of the lease, but has agreed fo appropriate
sufficient resources from any source of legally availabie funds to make the payments.

The City entered into two lease agreements with an original amount of $741,900 for financing the
purchase of computer equipment, vehicles, a water tender truck and a fire engine. The assets and
unspent fease proceeds have been capitalized as deposit in the internal service fund as the
proceeds are in an escrow funding account. The leases are payable to Sun Trust Leasing, bear
interest at 4.35 percent per annum, and is payable in semi-annual variable instaliments each
February 28 and August 28 through 2018. The City has not pledged any specific revenue source as
security for repayment, but has agreed to make sufficient resources availabie from any legal source
for the repayments.
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CITY OF CALISTOGA
Notes to the Basic Financial Statements
June 30, 2008

4, Detailed Notes on All Funds {Continued)
E. Capital Leases — Governmental Type Activities including internal Service (Continued)

Future minimum lease payments and the net present value of these minimumn lease payments as of
June 30, 2008 were as follows:

Zions First
National Bank Sun Trust West America

Fiscal Year Ending June 30 Lease Leasing Bank Lease

2009 $ 269,043 $ 134,946 $ 277635
2010 269,043 134,946 231,362
2011 269,043 71,174 342 644
2012 269,043 71,174 342,644
2013 134,521 58,950 342,644
2014-2018 294,751 1,964,207
2019-2023 2,131,636
2024-2028 2,131,536
Total minimum lease payments 1,210,693 765,941 7,764,208
Less amounts representing interest (127,226) (127,225) {3,000,208)
Net present value of minimum lease payments 3 1,083,467 $ 638,716 $ 4,674,000

F. Long-Term Debt
Water Enterprise
instaflment Agreement Payable

The City entered into an installment purchase agreement, dated November 8, 2005 between the City
and the California Statewide Communities Development Authority (CSCDA) wherein the Authority
sold a pool of water and wastewater revenue bonds. A portion of the proceeds of the Authority's
revenue bonds, in an original amount of $5,290,000 where provided to the City to finance expansion
of the City's water system and to advance refund the City's outstanding water revenue bonds. In
exchange, the City agreed to purchase the water system improvements from the Authority pursuant
to the installment agreement.

The City's obligations under the agreement are secured by a first pledge and lien on the water
system revenues. The City is obfigated to fix, prescribe and collect system revenues in amounts
sufficient to enable the City to pay all current operations and maintenance costs of the system, make
all required payments on any parity debt and the instaliment payments, fund any reserve account
requirements, and pay all other charges applicable to the system. The City is also required to fix
rates such that system net revenues in any one year (subject to certain adjustments) are equal to
120 percent of the annual debt service of the system. In lieu of a monetary reserve, a reserve.
insurance policy was issued in an initial amount of $364,379. The agreement bears interest at rates’
of from 2.75 to 4.625 percent per annum. Annual principal and interest on the agreement are
expected to require less than 47 percent of system net revenues as defined. The total interest and
principal remaining to be paid on the agreement is $ 8,152,808. Principal and interest paid for the
current fiscal year and total system net revenues as defined were $357,308 and $772,492,
respectively.
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CITY OF CALISTOGA
Notes to the Basic Financial Statements
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4. Detailed Notes on All Funds (Continued)
F. Long-Term Debt (Continued)

Water Enterprise (Continued)

Instaliment Agreement Payable (Continuéd)

Future debt service on the agreement is:

Fiscal Year Principal Interest Total

2009 $ 150,000 $ 208,397 $ 358,397
2010 155,000 203,897 358,897
2011 155,000 199,150 354,150
2012 165,000 194,006 359,006
2013 170,000 188,393 358,393
2014-2018 940,000 843,340 1,783,340
2019-2023 1,135,000 635,857 1,770,857
2024-2028 850,000 374,580 1,224,580
2028-2033 640,000 222,692 862,692
2034-2036 630,000 92,496 722,496
Totals $ 4,990,000 $3,162,808 $8,152,808

Certificates of Participation

In March 2008, the City entered into an instaliment purchase agreement with the Calistoga Public
Facilities Financing Corporation for $2,511,170 wherein the City agreed to make instaliment
payments to the Corporation in exchange for the Corporation obtaining financing to fund water
treatment plant improvements by issuing Certificates of Participation.

The United States Department of Agriculture (USDA) provided a $2,511,170 loan to the Corporation
to provide financing for the subject improvements and for the repayment to the City of construction
costs and other improvements made by the City's to its water enterprise. The USDA provided the
loan by purchasing the Certficates of Participation referred to above. The instaliment agreement
receivable and payable between the Corporation and the City has been eliminated from these
financial statements as the Corporation is a blended component unit of the City, and the $2,511,170
is reported by the City as long-term debt (the certificates of participation) of the City's water
enterprise fund.

Under the arrangements, the City has pledged net revenues of the water enterprise as security for
the payment of the certificates of participation. The City is also obligated to fund a reserve fund in an
amount equal to $134,619 with funding of this reserve to be made over a ten year period. The
certificates bear interest at 4.375 percent and principalfinterest payments are due each March 1 and
September 1 through March 1, 2048.

Annual principal and interest on the agreement are expected to require less than 18 percent of
system net revenues as defined. The fotal interest and principal remaining to be paid on the
agreement is $ 5,354,509. Principal and interest paid for the current fiscal year and total system net
revenues as defined were Zero and $772,492, respectively. Future debt service reguirements are:
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F.Long-Term Debt (Continued)
Water Enterprise (Continued)

Cerlificates of Participation (Continued)

Fiscal Year Principal interest Total

2009 $ 23,170 $ 102,488 $ 126,658
2010 25,000 108,850 133,850
2011 26,000 107,756 133,756
2012 28,000 106,618 134,618
2013 29,000 105,392 134,382
2014-2018 164,000 506,928 670,928
2019-2023 202,000 467,818 669,818
2024-2028 251,000 419,560 670,560
2029-2033 311,000 350,666 670,666
2034-2038 386,000 285,246 671,246
2039-2043 476,000 193,370 669,370
2044-2048 590,000 79,647 669,647
Totals $ 2511170 $ 2,843,339 $ 5,354,600

Wastewater Enterprise - Installment Agreement Payable

The City entered into an installment purchase agreement, dated August 1, 2001 between the City
and the Califomia Statewide Communities Development Authority (CSCDA) wherein the Authority
sold a pool of water and wastewater revenue bonds. A portion of the proceeds of the Authority's
revenue bonds, in an original amount of $3.5 milfion where provided to the City to finance expansion
of the City's wastewater treatment plant and other wastewater improvements. In exchange, the City
agreed to purchase the plant expansion improvements from the Authority pursuant to the installment
agreement. The City's obligations under the agreement are secured by a first pledge and lien on the
wastewater system revenues. The City is obligated fo fix, prescribe and collect wastewater system
revenues in amounts sufficient to enable the City to pay all current operations and maintenance
costs of the system, make all required payments on any parity debt and the installment payments,
fund any reserve account requirements, and pay all other charges applicable to the system. The City
is also required fo fix rates such that system net revenues in any one year (subject to certain
adjustments} are equal to 120 percent of the annual debt service of the system. In fieu of a monetary
reserve, a reserve insurance policy was issued in an initial amount of $227,978. The agreement
bears interest at rates of from 3.25 to 5.125 percent per annum. Future debt service on the
agreement is:

Fiscal Year Principal Interest Total

2009 $ 75,000 $ 150,434 $ 225434
2010 75,000 147,603 222,603
2011 80,600 144,576 224 576
2012 85,000 141,233 226,233
2013 85,000 137,664 222 664
2014-2018 500,000 623,658 1,123,658
2019-2023 630,000 483,792 1,113,792
2024-2028 800,000 304,000 1,104,000
2029-2032 800,000 82,500 882,500
Totals $ 3,130,000 $ 2,215,460 $ 5,345 460
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F.Long-Term Debt (Continued)

Wastewater Enterprise (Continued)

instaliment Agreement Payable (Continued)

Annual principal and interest on the agreement are expected to require less than 72 percent of
system net revenues as defined. The total interest and principal remaining to be paid on the
agreement is $ 5,354,460. Principal and interest paid for the current fiscal year and total system net
revenues as defined were $223,082 and $308,468, respectively.

State of California Revolving Fund Loan

The City obtained a $5,609,999 loan from the State of California Department of Water Resources
under the State Revolving Loan Program for the purpose of obtaining financing to construction the
City's wastewater treatment plant. The loan bears interest at 2.6 percent and is secured by a pledge
of the City to maintain dedicated sources of revenue sufficient in amounts to provide for repayment
of the loan. Principal and interest on the loan is payable in annual instaliments due each October 30
through 2023. Future debt service based upon the final principal loan balance of is:

Fiscal Year Principal Interest Total

2009 $ 241122 $ 122,469 $ 363,591
2010 247,392 116,199 363,591
2011 253,824 108,767 363,591
2012 260,423 103,168 363,591
2013 267,194 96,397 363,591
2014-2018 1,443,860 374,095 1,817,955
2019-2023 1,639,066 178,889 1,817,955
2024 357,437 8,154 363,591
Totals $ 4710318 $ 1,107,108 $ 5,817,456

Annual principal and interest on the agreement are expected fo require 118 percent of current
system net revenues as defined. The total interest and principal remaining to be paid on the
agreement is $ 5,817,456. Principal and interest paid for the current fiscal year and total system net
revenues as defined were 363,591 and $308,468, respectively

Claims and Seftlements

Pursuant to a settlement agreement with Crystal Geyser Water Company, the City has an obligation
to pay $508,379 (discounted amount at 2 %) over a six year period. The remaining amounts due are:

Discounted
Fiscal Year Principal Interest Total
2009 $ 120,146 3 4,854 $ 125,000
2009 122,549 2,451 125,000
Totals $ 242 695 $ 7,305 $ 250,000
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F.Long-Term Debt (Continued)
Wastewater Enterprise (Continued)
Certificates of Participation

in May 2005, the City entered into an installment purchase agreement with the Calistoga Public
Facilities Financing Corporation for $2,028,500 wherein the City agreed to make instaliment
payments {o the Corporation in exchange for the Corporation obtaining financing to fund wastewater
treatment plant improvements by issuing Certificates of Participation.

The United States Department of Agriculture (USDA) provided a $2,028,500 loan to the Corporation
to provide financing for the subject improvements and for the repayment by the City of a $1,650,000
interim financing construction note and other improvements to the City's wastewater enterprise. The
USDA provided the loan by purchasing the Cerfficates of Participation referred to above. The
installment agreement receivable and payable between the Corporation and the City has been
eliminated from these financial statements as the Corporation is a blended component unit of the
City, and the $2,028,500 is reported by the City as long-term debt (the certificates of participation) of
the City's wastewater enterprise fund.

Under the arrangements, the City has pledged net revenues of the wastewater enterprise as security
for the payment of the certificates of participation. The City is also obligated to fund a reserve fund in
an amount equal to $105,837 with funding of this reserve to be made over a ten year period. The
certificates bear interest at 4.25 percent and principalfinterest payments are due each November 1
and May 1 through May 1, 2045. Future debt service on the certificates is:

Fiscal Year Principal interest Total

2009 $ 22,800 % 83,538 $ 106,338
2010 23,800 82,569 106,369
2011 24,800 81,558 106,358
2012 25,700 80,724 106,424
2013 27,000 79,411 106,411
2014-2018 152,800 379,078 531,878
2019-2023 188,200 343,719 531,919
2024-2028 231,400 300,329 531,729
2029-2033 285,300 246,561 531,861
2034-2038 351,300 180,524 531,824
2039-2043 432,700 09,220 531,920
2044-2045 199,800 12,848 212 648
Totals $ 1,865,600 $ 1,970,079 $ 3,935679

Annuai principal and interest on the agreement are expected to require 35 percent of current system
net revenues as defined. The total interest and principal remaining to be paid on the agreement is $
3,935,679. Principal and interest paid for the current fiscal year and fotal system net revenues as
defined were 106,391 and $308,468, respectively
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4. Detailed Notes on Al Funds {(Continued)
F.Long-Term Debt {Continued)
Changes in Long-term liabilities

Long-term debt activity for the 2008 fiscal year was as follows:

Beginning Ending Due Within
Balance Additions Reductions Balance One Year
Governmental
Activities:
Capital lease obligation $  1,295814 $ - $ 212,347 $ 1,083,467 $ 222140
Capital lease obligation - 4,674,000 - 4,674,000 -
Compensated absences 273,847 210,739 145,846 338,740 210,739
Capital lease -internal service 641,900 100,000 103,184 638,716 107,931
Claims and settlements 405,006 - 93,281 311,725 120,146
Total $ 2616567 $ 4,084,739 $ 554658 $ 7,046,648 $ 660,956
Business-type
Activities:
Installment agreement-water $ 5,135,000 $ - $ 145,000 5 4,990,000 $ 150,000
Certificates participation - water - 2511170 - 251,170 23,170
Instaliment agreement 3,200,000 - 70,000 3,130,000 75,000
Ceriificates of participation 1,987,300 - 21,700 1,965,600 22,800
State Revoiving Fund Loan 4,935,660 - 225342 4710318 241,123
Compensated Absences 100,926 04,732 80,926 114,732 94,732
Total $ 15,358,886 $ 2,605,902 $ 542968 $ 17,421,820 $ 606,825

5. Other Information

A. Risk Management

The City is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; and natural disasters for which the City carries insurance. The City
participates as a member of the Public Agency Risk Sharing Authority of California (PARSAC). The
Authority is a joint powers agency providing joint protection programs for public entities.

The Authority provides general liability, workers compensation and property insurance coverage to
member entities. Under the liability program, the City has a $10,000 retention limit simitar to a
deductible with the Authority being responsible for losses above that amount up to $1 million. The
Authority carries purchased excess insurance above that amount to cover losses up to $25 million.
The City has a $25,000 deductible for workers compensation claims, and PARSAC covers workers
compensation claims up to the first $475,000 per claim and carries excess commercial insurance
above that amount to cover losses up to $50 million. Property coverage is commerciai insurance
jointly purchased with other public entities throughout the State. The commercial coverage is one
billion for the collective members with various sub-limits by type of coverage and property. The City's
obligation is to pay annual premiums billed by the Authority. The PARSAC periodically may make
retrospective premium adjustments and the City would be required to pay its prorata share of such
adjustments.
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5. Other Information (Continued)

A. Risk Management (Continued)

Liabilities of the City are reported in the statement of net assets for the governmental activities when
it is probable that a loss has occurred and the amount of the loss can be reasonably estimated.
Liabilities include an amount for claims that have been incurred but not reported (IBNRs). The result
of the process fo estimate the claims liability is not an exact amount as it depends on many complex
factors, such as inflation, changes in legal doctrines, and damage awards. Accordingly, claims are
reevaluated periodically to consider the effects of inflation, recent claim settlement trends (including
frequency and amount of pay-outs), and other economic and social factors.The estimate of the
claims liability also includes amounts for incremental claim adjustment expenses related to specific
claims and other claim adjustment expenses regardless of whether aliocated to specific claims.
Estimated recoveries, for example from salvage or subrogation, are another component of the
claims liability estimate. Settiements have not exceeded coverage for each of the past three fiscal
years.

Changes in the balances of claims liabilities during the past two years are as follows:

Year Year

Ended Ended
6/30/2007 6/30/2008
Unpaid claims, beginning of fiscal year  $ 402,917 $ 405,006
Incurred claims {including IBNRs) 69,030 -
Claim payments {(66,941) (93,281}
Unpaid claims, end of fiscal year $ 405,006 $ 311,725

B. Contingencies and Commitments

Litigation. The City is invoived in litigation incurred in the normal course of conducting City
business. Although the outcome of these lawsuits is not presently determinabie, in the opinion of
the City's counsel the resolution of these matters will not have a material adverse effect on the
financial condition of the City.

Grants and allocations. Amounts received or receivable from grantor agencies are subject to
audit and adjustment by grantor agencies, principally the federal and state government. Any
disaliowed claims, including amounts already collected, may constitute a liability of the
applicable funds. The amount, if any, of expenditures that may be disallowed by the grantor
cannot be determined at this time, although the City expects such amounts, if any, to be
immaterial.

Community Funding of City Swimming Pool Facility. The City of Calistoga has an agreement
with a local organization wherein the organization is to provide $1,533,451 to the City for
construction of the Pool Facility. The funds are to be placed in escrow for the City 13 days prior
to the resolution for award of the swimming pool construction contract. The funds were in escrow
as of September 2007. The City has not exercised any rights to entitlement or draw down of
these funds as of June 30, 2008.
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C. Public Employees Retirement System

Plan Description. The City of Calsitoga contributes to the California Public Employees
Retirement System (PERS), a cost sharing muitiple-employer, public employee, defined benefit
pension plan. PERS provides retirement and disability benefits, annual cost-of-iving
adjustments, and death benefits to plan members and beneficiaries. PERS acts as a common
investment and administrative agent for participating public entities within the State of California.
Benefit provisions and all other requirements are established by the State statute and City
ordinance. The PERS issues publicly available financial reports which include the financial
statements and required supplementary information for the PERS. Copies of PERS annual
financial report may be obtained from their executive office, 400 "P" Street, Sacramento,
California 95814.

Funding Policy and Annual Pension Cost. The contribution requirements of plan members and
the Town are established by and may be amended by PERS. Regular plan members are
required fo contribute 7.0 percent of their annual covered salary and safety members are
required to contribute 9.0 percent of their annual covered salary. The City is required to
contribute at an actuarially determined rate. The current rate for regular employees was 15.948
percent of covered payroll and 27.148 percent of covered payroll for safety employees. The
City's annual pension cost for the most recent three year period and for each plan is as follows:

Three-year Trend of Information

Annual Pension Percentage of Net Pension
Plan Year Ending Cost APC Contributed Obligation
Regular employees
6/30/06 $ 315319 100% $ -
6/30/07 $ 333,348 100% $ -
6/30/08 $ 428,401 100% 5 -
Safety employees
6/30/06 $ 225299 100% $ -
6/30/07 $ 222,567 100% 3 -
6/30/08 $ 307637 100%
D. Restricted Net Assets and Designated Fund Balances

The $ 4,368,648 restricted amount in the governmental activities and the $769,992 in the business
type activities statement of net assets represent amounts to be used only for specific purposes
which restrictions are imposed by laws, formal agreements or other governments. Of the $4,368,648
for governmental activities, $3,319,421 is restricted for housing and community development,
$831,881 is restricted for public safety, and $217,166 is for streets and other purposes. Reserved
fund balances consisted of $588,784 in the general fund reserved for internal balances due from
other funds.

Portions of unreserved fund balance in the general fund financial statements totaling $1,101,189 are
designated to indicate tentative plans for financial resource utilization in future periods, such as for
general contingencies, emergencies, infrastructure improvements open space and other matters.
Such plans are subject to change, have not been legally authorized, and may not result in
expenditures. Unreserved designated fund balances also consisted of the $ 3,779,438 in the capital
lease projects fund to be used for future capital projects.
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