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CITY OF 5T0OCKTQON

ADMINISTRATIVE SERVICES - ACCOUNTING
City Hall e 425 N. El Dorado Street ¢ Stockton, CA 95202-1997 e 209/937-8571 ¢ Fax 209/937-8822
www.stocktongov.com

February 16, 2011

Honorable Mayor,
Members of the City Council and
Citizens of the City of Stockton, California

The Stockton City Charter and California state law require that the City of Stockion,
California (City) publish a complete set of financial statements presented in conformance
with generally accepted accounting principles (GAAP) and audited by a firm of licensed
certified public accountants. Pursuant to that requirement, it is with pleasure that we
submit the Comprehensive Annual Financial Report (CAFR) of the City of Stockton for the
fiscal year ended June 30, 2010.

The Governmental Accounting Standards Board (GASB) establishes the formal
accounting standards for all local and state governments in the United States and
Canada, and its counterpart in the private-sector is the Financial Accounting Standard
Board (FASB). Both GASB and FASB require that financial transactions follow generally
accepted accounting principles, referred to as GAAP.

This CAFR report presents government-wide financial statements, which include a
Statement of Net Assets providing the total net assets of the City, including all capital
assets and infrastructure; and the Statement of Activities that shows the cost of providing
government services.

GAAP requires that management provide a narrative overview and analysis discussing
the City’s financial position to accompany the basic financial statements. This narrative
overview is the called Management’s Discussion & Analysis (MD&A), and provides a
complete overview of the City’s financial position. This letter of transmittal is provided to
complement the MD&A, so it is encouraged that it be read in conjunction with the MD&A.

INDEPENDENT AUDIT

The City Charter, Article XIX, Section 1911 requires each fiscal year that an independent
audit be made of all City accounts by certified public accountants. The City of Stockton’s
financial statements have been audited by Macias Gini & O’Connell LLP, an independent
firm of licensed certified public accountants.

The purpose of the independent audit is to provide reasonable assurance that the
financial statements of the City of Stockton as of and for the fiscal year ended June 30,
2010 are free of material misstatement. The independent audit involved examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements, Stockton
assessing the accounting principles used and significant estimates made by management,

and evaluating the overall financial statement presentation. Nt
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Based on the audit, the independent auditors concluded that there was reasonable basis
for rendering an unqualified opinion which states that the City’s financial statements as of
and for the fiscal year ended June 30, 2010, are fairly presented in conformity with GAAP.
Two explanatory paragraphs were also included in the auditor's report. The first
explanatory paragraph discusses the status of the City’s actuarial accrued and unfunded
actuarial accrued liability of the City’s postemployment health care benefit plan. The
second explanatory paragraph discusses the fund balance/net asset deficits at June 30,
2010 of various special revenue, capital project and internal service funds.

The independent auditor’s report is presented as the first component of the financial
section of this report.

SINGLE AUDIT REPORT TO FEDERAL GRANTOR AGENCIES

The independent audit of the City’s financial statements is part of a broader, federally
mandated “Single Audit” designed to meet the needs of federal grantor agencies. The
standards governing Single Audit engagements require the independent auditor to report
not only on the fair presentation of the financial statements, but also on the audited
government’s internal controls and compliance with legal requirements, with special
emphasis on internal controls and legal requirements involving the administration of
federal awards. Additional federal grant reporting requirements and single audit review is
required due to the City’s federal grant awards received under the American Recovery
and Reinvestment Act (ARRA). Information relating to the Single Audit is available in the
separately issued Single Audit Report.

PROFILE OF THE GOVERNMENT

The City of Stockton is located in the center of California’s agriculturally robust San
Joaquin Valley and is the seat of San Joaquin County. Stockton is strategically located
about 80 miles east of the San Francisco Bay area and 40 miles south of Sacramento, the
capital of California.

The City encompasses 60 square miles and has an estimated population of approximately
292,133 making it the 13" largest city in California. Stockton is surrounded by the rich
and fertile lands of the California Central Valley and is home to the largest inland seaport
in California. Stockton has a highly diversified economic base as a regional center for
commerce, both in agricultural and manufacturing export trade activities.

GOVERNMENT STRUCTURE AND TYPES OF SERVICES

The City was incorporated in 1850 and received its first charter, a special legislative
charter, from the State in 1851. Stockton’s first local Charter under the 1879 State
Constitution was approved by the voters in 1888 and ratified by the State Legislature in
1889. The current Charter under which the City operates was approved by the voters in
November 1922. This Charter, enacted in 1923, changed the City from a commission form
of government to the current City Council — City Manager form of government. The City
Charter has been amended over 100 times since its original approval in 1922,

Under the Council-Manager form of government, policy-making and legislative authority
are entrusted to the City Council. The mayor and representatives from six districts are
chosen by city-wide election for staggered four year terms, with a two term limit. The City
Manager is responsible for carrying out the policies and ordinances of the City Council, for
appointing department heads, and overseeing the operation of the City. The City
Manager, City Attorney, City Auditor, and City Clerk are appointed by the City Council.
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The City provides a full range of municipal services. These services include: public safety
(police and fire), community development, community revitalization, public works and
street maintenance, parks, recreational services, libraries, water utility, sanitation services
(wastewater and stormwater utility), solid waste disposal and recycling, and general
administrative services.

Certain community development/revitalization activities and infrastructure construction are
provided through the Stockton Redevelopment Agency, a legally separate entity. The City
Council sits as the Stockton Redevelopment Agency’s board, and the Agency functions as
a department of the City.

This report includes the financial activity of separate legal entities whose activities the City
controls. These entities include:

e Stockton Redevelopment Agency, and

e Stockton Public Financing Authority

A component unit (stand-alone) report is available for the Stockton Redevelopment
Agency on the City’s website.

FACTORS AFFECTING FINANCIAL CONDITION

The financial information presented in the financial statements is best understood when it
is considered from the broader perspective of the environment within which the City of
Stockton operates.

PAST YEAR ACCOMPLISHMENTS AND CHALLENGES
During fiscal year 2010, the City focused its efforts on diminishing the impacts on City
operations resulting from the dramatic economic downturn experienced across the nation,
especially in northern California. City Council acted by matching reduced revenue
estimates with reduced expenditure budgets. Example of reduced expenditure measures
include suspending non-essential City programs, instituting 12 days of furlough and/or
similar concessions for a majority of City personnel along with a hiring freeze of essential
and non-essential personnel, renegotiation of employee labor agreements and
implementing a City employee early retirement incentive program.

These efforts assisted the City’s ability to weather the year with a General Fund revised
operating budget that utilized a minimal amount of fund balance to support operational
costs. The City Council measures addressed the challenges of the economic downturn,
while continuing the City’s focus on delivering services.

For more detailed analysis of financial performance of the City, refer to the Management’s
Discussion and Analysis sections titled Financial Analysis of the City’s Funds and General
Fund Budgetary Highlights.

THE LOCAL ECONOMY AND CITY FINANCIAL CONDITION
The June 30, 2010 financial report indicates that the City of Stockton concluded the year
having strived to provide services to citizens within available resources, including actively
managing recent revenue challenges through reductions to meet its obligations.

Since 2008, the City’'s tax and revenue declines have made maintaining sufficient
reserves in the General Fund a significant challenge. The City’s General Fund ends fiscal
year 2010 with $5.7 million in assigned fund balance, after restricted amounts, or 3.3% of
total expenditures.
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During the early part of the decade, the City experienced significant residential growth
followed by significant declines in recent years. Stockton, along with many cities in
California, experienced an economic slowdown in the latter half of 2008 that subsequently
deepened into an economic recession in 2009. Although the City’s population remained
constant compared with prior years, the unemployment rate in the region rose from 10.5%
in 2008, to 15.5% for 2009. The employment rate is projected to peak at 17.3% in 2010
and 17.5% in 2011, then decline to 15.8% in 2013, and lowering to 12.9% in 2015.

Growth in residential and commercial sectors between 2002 and 2005 was a driving force
on City operational costs. The pace of this growth significantly declined beginning in 2006
due to the decline in residential housing development and the general economy.

The following chart illustrates, new single family residential dwelling unit permits in fiscal
year 2010 declined by 95% compared to the previous fiscal year 2003 high. The decline
in development continues, with single family dwelling permits in fiscal year 2010 totaling
152, compared to 2,984 during fiscal year 2003.

Single Family Dwelling Permits

3,500

2,984 2906 2,954

3,000

2,500

2,000

1,500

1,000

500

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Fiscal Year
Source: City of Stockton, Community DevelopmentDeparment

The City’s General Fund depends primarily on tax revenues from the utility user tax,
property tax, and sales and use tax revenues to finance its operations. These three
revenue sources amount to $92.6 million, or 52% of the total General Fund revenues of
$177.8 million. The utility users tax ranks as Stockton’s largest General Fund tax revenue
source, amounting to $30.7 million in fiscal year 2010 and remained stable compared with
prior years.

Total property tax revenues for 2010 amounted to $29.2 million, ranking as Stockton’s
second largest General Fund tax revenue source. Estimated property tax revenues for
fiscal year 2011 are budgeted at $27.2 million, reflecting losses in residential home and
commercial building market values.

Stockton’s General Fund property tax revenues had an average annual increase of 14%
between fiscal year 2001 and 2008, followed by a decline of 10.9% in fiscal year 2009 and
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11.7% in fiscal year 2010. The following graph illustrates General Fund property tax
revenue trends since fiscal year 2001.

The building boom driven by increases in market values for resale homes contributed to
this growth rate up until fiscal year 2009. General Fund property tax revenue growth
decreased by 11% in fiscal year 2009 and an additional 11.7% in fiscal year 2010,
compared to the 21.5% increase experienced in fiscal year 2006. The dramatic decline
over the past two years was due to the deteriorating housing market that began a
precipitous decline in the last three quarters of fiscal year 2008. The housing market
value declines deepened at the close of fiscal year 2009, the lag in property valuations by
the County have caused a continuing decline in this revenue in fiscal year 2010.

Property Tax Revenues - General Fund
Dollars in millions
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Stockton’s third largest General Fund tax revenue source is sales and use taxes collected
by the State, which declined by 13.7% in fiscal year 2009 and an additional 7% in 2010.
The following graph illustrates General Fund sales and use tax revenue trends since fiscal
year 2004. Loss of consumer confidence in the economy contributed to this source’s
dramatic decline, from $36.7 million in fiscal year 2004 to $25.6 million in fiscal year 2010.
The estimated sales and use tax revenues for fiscal year 2011 are budgeted for $24.7
million, reflecting a continued expectation of a diminished level of consumer confidence
through June, 2011.

General Fund Sales & Use Tax Revenues
Levied by the State; Dollars in millions
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FUTURE ECONOMIC OUTLOOK
The past decade of development has brought significant private investment to the City.
Development growth and associated new revenue generated resulted in the delivery of
additional public services to citizens. The City has assumed increased expenditures to
support these services resulting from past development initiatives.

Stockton has projected a conservative average annual population growth rate of 1% for
FY 2010-11. Past residential growth is expected to continue to drive additional operating
costs in the future for public safety, public works, street improvements and quality of life
services such as recreation, parks and libraries.

The City Council annually reviews how planned City improvements are working and
determines how changes in direction or process would benefit City residents. During the
FY 2010-11 budget development process, City Council established a set of guiding
principles in order to achieve a balanced budget while maintaining a balance between
public safety and basic City services:

e Insolvency is not in the best interest of the City and should be avoided.

e Acknowledging that staff is the most important resource of the City, emphasis will
be placed on reducing the number of layoffs.

e One-time funds should be used for one-time costs and cannot sustain long-term
fiscal health.

¢ In order to ensure a thriving, livable community, there must be a balance between
public safety, infrastructure maintenance, and quality of life services.

e All community stakeholders, both internal and external, should be consulted in
funding a resolution to the City’s fiscal crisis.

e Long-term fiscal health includes investment in meaningful reserves to withstand
future fiscal downturns.

e Additional revenue sources should be explored in conjunction with expenditure
reductions.

e Care must be taken not to cut programs which will cause reductions in revenue to
the City.

e Reductions should be avoided that might exacerbate City liabilities or have long-
term effects that would be costly to reverse.

e The long-term goal is to establish a budget that will ensure accountability, internal
controls, and long-term financial stability.

LONG TERM FINANCIAL PLANNING

Management encourages City departments to project their resource needs for a period
longer than the traditional annual budget. The Stockiton City Council annually adopts a
five-year Capital Improvement Program (CIP). The CIP serves as a plan of the public
capital projects necessary for orderly implementation of the Stockton General Plan. The
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five-year CIP is a planning document that does not appropriate funds for projects. The
first year of the CIP is incorporated into the adopted annual budget.

RESERVE POLICIES

The City Council has adopted policies establishing minimum target levels of unassigned
fund balance to be maintained in the various funds. These target amounts protect the
City’s financial exposure to severe unforeseen emergencies and economic uncertainties,
and are an important component of the City’s long-term financial management. The
following are examples of such policies for different funds:

General Fund: 5% of appropriations for catastrophic events and

5% for economic contingency/budget uncertainty;
Measure W: 25% of anticipated annual revenue; and
Municipal Utilities: Six months of operational expenses.

The reserve policies were adopted with the goal to accumulate the targeted reserves over
the course of future years. Due to the City’s early implementation of GASB Statement No.
54, the current General Fund target reserve policy requires a review and revision to
accommodate the new accounting principles.

The following links for City’s current reseNe policies are:
htto://www.stockiongov.com/CityCouncil/CouncilPolicies/700-4.pdi

htto/fwww.stockiongov.com/CityCounci/CouncilPolicies/500-2.pdi
hito/fwww.stockiongov.com/CitvCouncil/CouncilPolicies/700-5.odf

DEBT POLICIES

The City’s debt policies are reviewed by the Debt Policy Committee and adopted by the
City Council. These policies are the Capital Financing and Debt Management Policy and
the Policies and Procedures for Land-Secured Financing.

These policies can be found at:
hitp://'www.slockiongov.com/adminservices/documents/2008-ADOPTED-CIPDebtPolicies-
Procedures-FINALIZEDO6Jun08.pdf

hito/fwww . stockiongov.convadminservices/documents/2008-ADOPTED-
LandSecuredDebtPolicies-Procedures-FINALIZED 08 un(8.pdf

INVESTMENT POLICY

The City adopts an investment policy annually that provides guidelines for the prudent
investment of the City’s cash balances. In late 2006 with the support of the Budget,
Finance and Economic Development Committee, the City Council authorized the
Administrative Services Department to contract for investment portfolio management
services. Effective July 1, 2007, the City entered into an agreement with Chandler Asset
Management for management of the City’s long-term investment portfolio. Both the City’s
long-term investment portfolio management and daily liquid cash requirements are
overseen by the Department of Administrative Services.

The City’s investment policy can be found at:
hito://www . stockiongov.com/adminservices/documents/201 1 AdoptedinvesimentPolicy.pdf
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CASH AND INVESTMENTS

The California government code and City policy stipulate how the City’s temporarily idle
cash is to be invested, and outlines the policies to assist in maximizing the efficiency of
the City’s cash management system while meeting the daily cash flow demands of the
City. The average rate of return on investments not held by fiscal agents for the fiscal
year ending June 30, 2010 was 3.29%. The estimated effective rate of return on
investments not held by fiscal agents for Fiscal Year 2010-11 is 2.35%. As of December
30, 2010, the market value for the City’s operational reserve and liquid portfolio
investments, excluding cash for fiscal agents, totaled $208.5 million.

Additional information on cash management can be found in Notes 1 and 2 in the notes to
the financial statements.

INTERNAL CONTROLS AND LIMITATIONS

The intent of the CAFR is to provide the City Council, citizens and City staff with a firm
understanding of the City’s financial position. Management assumes responsibility for the
completeness, accuracy and reliability of the information presented in this report. To
provide a reasonable basis for making these representations, management has
established an internal control framework that is designed both to protect the City’s assets
from loss, theft, or misuse and to compile sufficient reliable information for the preparation
of the City’s financial statements.

Because the cost of internal controls should not outweigh the benefits, the City’s
comprehensive framework of internal controls has been designed to provide reasonable,
rather than absolute, assurance that the financial statements will be free from material
misstatements. As with any system, the inherent limitations of the system make it
imperative that the City rely on review and revision to programs when opportunities are
presented, and diligence on the part of management and employees in preventing and
correcting errors or other weaknesses when reviewed. To the best of management’s
knowledge, this financial report is complete, accurate and reliable in all material respects.

The City’s framework of internal controls provides management with the reasonable
assurance it needs to take meaningful responsibility for the contents of the financial
statements. The City’s basic system of internal controls includes the control environment,
the accounting system, and control procedures:

» The control environment includes a philosophy and organizational structure that
allows for the fiduciary practice of oversight, control systems development, and
management control of financial functions of the City.

» The accounting system includes built-in checks and balances for purchasing,
contracting and contract approval, timely recording of all transactions, audit trails
for all transactions, and routine reporting and reconciliation procedures across
funds and accounts.

» The control procedures established by the City include the following:
o Segregation of authorization, collection and recording/reconciliation
functions across all departments and financially-related City functions;
o Access controls to all systems, whether purchasing, general ledger, payroll,
information technology, or others;
o Independent checks on the system and transactions by accounts payable
overseen by the Department of Administrative Services.
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BUDGET CONTROLS

The annual budget serves as the foundation for the City’s financial planning and control.
The City adopts a budget on an annual basis, and maintains a system of budgetary
controls. The objective of these budgetary controls is to ensure compliance with legal
provisions as to the recording of revenues and the expenditure of these revenues.

In accordance with the provisions of the City Charter, the City Manager prepares and the
City Council adopts a budget prior to June 30 for each subsequent fiscal year. Each
department is given expenditure targets based on projected General Fund resources, and
is required to develop operational plans within these targets to accomplish Council goals.
The budget is submitted to the City Council for review 45 days prior to the beginning of
each fiscal year. If the Council fails to adopt the annual budget by the beginning of the
new fiscal year, the amounts proposed in the budget by the City Manager are considered
appropriated until the Council adopts a formal budget.

Budgetary control is at the department level within each City fund, and revisions to
increase appropriation authority above a given department’s original adopted budget
require City Council approval. Fund transfers within like categories of the same
department require City Manager approval.

CERTIFICATE OF ACHIEVEMENT FOR EXCELLENCE IN FINANCIAL REPORTING
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 for
its CAFR for the fiscal year ended June 30, 2009. 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 CAFR, whose contents conform to program standards. Such 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. The City has received a
Certificate of Achievement for the last 21 consecutive years. We believe our current
report continues to conform to the Certificate of Achievement program requirements, and
we are submitting it to GFOA again this year.
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To the City Council
City of Stockion, California

INDEPENDENT AUDITOR'S REPORT

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of the
City of Stockton, California (the City), as of and for the fiscal year ended June 30, 2010, which
collectively comprise the City’s basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the City’s management. Our responsibility is
to express opinions on these financial statements based on our audit. The prior year
comparative information has been derived from the City’s 2009 financial statements and, in our
report dated December 7, 2009, we expressed unqualified opinions on the respective financial
statements of the governmental activities, the business-type activities, each major fund and the
aggregate remaining fund information.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the City’s internal control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City, as of June 30, 2010, and
the respective changes in financial position and, where applicable, cash flows thereof for the

fiscal year then ended in conformity with accounting principles generally accepted in the United
States of America.

As discussed in Note 1, effective July 1, 2009, the City adopted the provisions of Governmental
Accounting Standards Board (GASB) Statement No. 51, Accounting and Financial Reporting for
Intangible Assets, GASB Statement No. 53, Accounting and Financial Reporting for Derivative

Instruments and GASB Statement No. 54, Fund Balance Reporting and Governmental Fund
Type Definitions.
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As described in Note 11, based on the most recent actuarial valuation of the City’s
postemployment health care benefit plan, the City’s independent actuary determined that, as of
June 30, 2009, the value of the City’s actuarial accrued and unfunded actuarial accrued liability
was $543.7 million. Also, actual contributions made by the City for postretirement health care
benefits were significantly less than the actuarially determined annual required contributions.
The City’s actuarially determined annual required contribution for the year ended June 30, 2010
was $40.8 million and the City’s actual contributions were only $13.8 million. As such, the City’s
other postemployment benefits (OPEB) obligation increased $27.0 million, to a total of $75.8
million as of June 30, 2010.

As discussed in Note 13, several City funds have fund balance/net asset deficits at June 30,
2010, which include the Stockton Redevelopment Agency Capital Projects Fund, General
Liability Insurance, Workers Compensation Insurance, Employee Health Insurance, Retiree
Health Insurance and Other Benefits and Insurance Internal Service Funds with fund
balance/net assets deficits of $6.2 million, $3.5 million, $32.5 million, $6.0 million, $75.8 million,
and $3.5 million, respectively.

In accordance with Government Auditing Standards, we have also issued our report dated
February 16, 2011, on our consideration of the City’s internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

The management’s discussion and analysis, schedules of defined benefit pension and OPEB
plans funded status and schedule of revenues, expenditures and changes in fund balance —
budget and actual — on a budgetary basis — General Fund, as listed in the table of contents, are
not a required part of the basic financial statements but are supplementary information required
by accounting principles generally accepted in the United States of America. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City’s basic financial statements. The introductory section, combining
and individual fund statements and schedules, and statistical section are presented for
purposes of additional analysis and are not a required part of the basic financial statements.
The combining and individual fund statements and schedules have been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, are
fairly stated in all material respects in relation to the basic financial statements taken as a whole.
The introductory section and statistical section have not been subjected to the auditing
procedures applied in the audit of the basic financial statements and, accordingly, we express
no opinion on them.
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Certified Public Accountants

Sacramento, California
February 16, 2011
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;S CITY OF
STOCKTON

MANAGEMENT’S DiscussiON AND ANALYSIS

JUNE 30, 2010

As management of the City of Stockton (City), we offer readers of the City’s statements this
narrative overview and analysis of the financial performance of the City for the fiscal year ended
June 30, 2010. Please consider the information presented here in conjunction with the
information furnished in the Letter of Transmittal, which is found at the beginning of the
Comprehensive Annual Financial Report (CAFR).

FINANCIAL HIGHLIGHTS

The City of Stockton’s financial condition continues to be challenged by the significant
economic decline of the past few years. To address decreases in fiscal year 2010
revenues, the City reduced expenditures and drew down prior year reserves. On May 26,
2010, the City Council declared a state of fiscal emergency and directed the City Manager to
take appropriate and lawful measures to achieve a balanced budget for fiscal year 2010-11.
These measures included a Council adopted set of guiding principles to achieve a balanced
budget and an action plan to address immediate and long-term financial issues and to
provide an open process that maximizes transparency and community engagement.

The assets of the City of Stockton exceed its liabilities at the close of the 2010 fiscal year by
$1,136.4 million (net assets). Of this amount, $1,015.1 million is invested in capital assets,
net of related debt and $219.4 million is restricted for specific purposes (restricted net
assets), leaving a deficit $98.1 million (unrestricted net assets).

The City's total net assets decreased by $50 million compared to 2009 total net assets. This
is the third year in which the City’s net assets have declined. While business-type activities
reported a slight decrease of $4.0 million, governmental activities reported a decrease of
$46.0 million that amounted to 92% of the total net asset decline. The key drivers in the
governmental activities decrease are the $27.0 million increase in net other post-
employment obligation (OPEB) retiree health insurance liabilities, $17.2 million in additional
net asset deficits incurred in the other insurance and benefits internal service funds, and
$1.8 million in deficits in other areas of governmental activities. The continuing downturn of
the economy, depressed housing and construction markets and reduced consumer
spending have challenged the City’s ability to generate revenues sufficient to meet its
employee and retiree benefit obligations.

The City's governmental unrestricted net assets deficit grew by 111.1%, from a deficit of
$66.1 million to a deficit of $139.5 million, or $73.4 million. The reason for the significant
increase in the deficit unrestricted fund balance is due to the fact the City’s asset growth did
not keep pace with the increase in liabilities, namely $46.0 million in additional long-term
liabilities related to City employee and retiree benefits, workers’ compensation and other
related liabilities and $26.3 million in additional restrictions to net assets for various
governmental activities.

The City's long-term liabilities and pollution remediation liability related to governmental
activities increased by $35.3 million, or 7.6% at fiscal year end primarily due to new debt
issuance. An additional increase in long-term liabilities reflects the $27.0 million increase in
net other postemployment obligation (OPEB) retiree health insurance, $4.7 million additional
long-term self-insurance claims and judgments for workers’ compensation and property-
casualty general liability insurance, offset by $4.3 million in reductions to long-term liabilities
in other City funds.



= The City reports $75.8 million in net other post-employment benefit (OPEB) obligation for
this fiscal year. This reflects an increase of $27.0 million over the $48.8 million reported for
fiscal year 2009.

= Long-term liabilities related to enterprise funds increased by $168.5 million or 104.6%, due
to the issuance of $173.1 million in water revenue bonds associated with the Delta Water
Supply capital project, while partially offset by reductions due to principal debt payments
made on prior outstanding debt of the utilities during the year.

= Investment earnings total $10.1 million, a decrease of $7.1 million from the prior fiscal year.
This is a result of a decrease of $4.1 million in interest income and a net decrease of $3.0
million in the fair value of investments. The decrease in investment earnings reflects a
decline in the average rate of return on the City’s general investment pool, from 3.4% in
fiscal year 2009 to 3.29% in fiscal year 2010, and a 6.9% decrease in the average daily
balance, or a decline of $16.2 million in average daily balance over the two fiscal years.

= The City’s governmental activities report pension assets of $130.7 million for fiscal year
2010. Proceeds of the pension obligation bonds issued in 2007 prepaid the annual required
contributions to the California Public Employees’ Retirement System (CalPERS). The
increase of $2.3 million in pension assets during the year is due to contributions exceeding
annual pension costs, and investment earnings exceeding the amortization of pension
assets. Departmental contributions also fund the pension obligation bonds debt service.

= As of June 30, 2010, the City’s governmental funds report combined ending fund balances
of $258.7 million, a decrease of $3.5 million, or decline of 1.3%, from 2009. This is
composed of decreases of $5.1 million in General Fund, $1.5 million in Capital Improvement
Fund, $33.1 million in Redevelopment Agency Fund; offset by increases of $12.9 million in
the Public Facilities Impact Fees Fund and $23.2 million in Other Governmental Funds.

OVERVIEW OF THE FINANCIAL STATEMENTS

This Management’s Discussion and Analysis is intended as an introduction to the City of
Stockton’s basic financial statements. The basic financial statements are comprised of three
components: 1) Government-wide financial statements, 2) Fund financial statements, and 3)
Notes to the financial statements. In addition to the basic financial statements, this report
includes other supplementary information.

Government-wide financial statements

Government-wide financial statements are designed to provide readers with a broad overview of
the City’s finances and information about the activities of the City as a whole, in a manner
similar to a private-sector business. The government-wide financial statements include 1) the
statement of net assets, and 2) the statement of activities. Both of these government-wide
financial statements distinguish functions of the City that are principally supported by taxes and
intergovernmental revenues (governmental activities) from other functions that are intended to
recover a significant portion of their costs through user fees and charges (business-type
activities). The governmental activities of the City include public safety, public works, libraries,
parks and recreation programs, and general government services. The business-type activities
of the City include the water utility, wastewater utility, stormwater utility, central parking district,
golf courses, as well as the solid waste utility operation.

The government-wide financial statements include the governmental activities of the
Redevelopment Agency (Agency) and the Stockton Public Financing Authority (SPFA).
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Although legally separate from the City, these component units are blended with the primary
government because of their governance structure or financial relationship to the City.

The statement of net assets presents information on all City assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net
assets and liabilities may serve as a useful indicator of whether the financial position of the City
is improving or deteriorating.

The statement of activities presents information showing how the government’s net assets
changed during the most recent fiscal year. All changes in net assets are reported as soon as
the underlying event occurs, regardless of the timing of the related cash flows. Thus, revenues
and expenses are reported in this statement for some items that will only result in cash flows in
future fiscal periods (e.g., uncollected taxes and earned but unused vacation leave).

The government-wide financial statements can be found on pages 40-42 of this report.

Fund financial statements

A fund is a grouping of related accounts that is used to maintain control over resources that
have been segregated for specific activities or objectives, or as required by legal enabling
legislation. The City of Stockton, like other state and local governments, uses fund accounting to
ensure and demonstrate compliance with legal reporting requirements. All of the funds of the
City can be divided into the following three categories: governmental funds, proprietary funds,
and fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same
functions reported as governmental activities in the government-wide financial statements.
However, unlike the government-wide financial statements, governmental fund financial
statements focus on near term inflows and outflows of spendable resources, as well as focus on
balances of spendable resources available at the end of the fiscal year. Such information may
be useful in evaluating the City’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements.
By doing so, readers may better understand the long-term impact of the government’s near-term
financing decisions. Reconciliations are provided to facilitate this comparison for both the
governmental funds’ balance sheet and the governmental funds’ statement of revenues,
expenditures, and changes in fund balances.

The City maintains several individual governmental funds organized according to their category
type. The governmental fund category types are the General Fund, special revenue, debt
service, capital projects, and permanent funds. Information is presented separately in the
governmental funds’ balance sheet and in the governmental funds’ statement of revenues,
expenditures, and changes in fund balances for the General Fund, Public Facilities Impact
Fees, Capital Improvement and Redevelopment Agency funds, which are reported as major
funds. Data from the remaining non-major governmental funds are combined into a single,
aggregated presentation. Individual fund data for each of the non-major governmental funds is
provided in the form of combining statements in the later sections of this report.

The City adopts an annual appropriated budget for its General Fund and various other funds. A
budgetary comparison schedule has been provided for the General Fund to demonstrate
compliance with the budget. Budgetary comparison schedules for various other governmental
funds are also provided in later sections of this report.
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The basic governmental funds financial statements can be found on pages 43-50 of this report.

Proprietary funds. Proprietary funds are generally used to account for activities for
which the City charges a fee to either its external or internal customers. Proprietary funds
provide the same type of information as in the government-wide financial statements, only in
more detail. The City maintains two types of proprietary funds:

= Enterprise funds are used to report the same functions presented as business-type
activities in the government-wide financial statements. The City uses enterprise funds to
account for the operations of the Water Utility, Wastewater Utility, Stormwater Utility and
Central Parking District, which are reported as major funds. Data for the remaining non-
major enterprise funds are combined into a single, aggregated presentation. Additional
information is provided for each of these non-major enterprise funds in the later sections
of this report.

= |nternal service funds are used to report activities that provide goods and services for
certain City insurance, pension and other related programs and activities. The City uses
internal service funds to account for its self-insurance programs, pension obligations,
active and retired employee health benefit insurance, fleet of vehicles, information
technology systems, and radio and other equipment. Because these services
predominately benefit governmental rather than business-type functions, they have been
included within the governmental activities in the government-wide financial statements.
The internal service funds are combined into a single, aggregated presentation in the
proprietary fund financial statements. Individual fund information for the internal service
funds is provided in the form of combining statements in the later sections in this report.

The basic proprietary fund financial statements can be found on pages 51-58 of this report.

Fiduciary funds. The fiduciary funds are used to account for resources held for the
benefit of parties outside the government. This includes resources related to land secured
financing, employee payroll withholdings, area of benefit fees, public facilities fees, and other
miscellaneous fiduciary activities. The City’s fiduciary funds are reported as agency funds and
are not reflected in the government-wide financial statements since the resources of the funds
are not available to support the City’s own programs and services.

The basic fiduciary funds financial statement can be found on page 59 of this report.

Notes to the financial statements.

The notes to the financial statements provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The
notes to the financial statements can be found on pages 60-142 of this report.

Other information.

In addition to the basic financial statements, this report presents certain required supplementary
information. This information provides a budgetary comparison schedule for the City’s General
Fund, as well as information about the City’s participation in the Cal-PERS defined benefit
pension plan and the City’s defined other post employment benefits (OPEB). Required
supplementary information can be found on pages 143-148 of this report.

The combining statements referred to earlier in connection with non-major governmental funds,
non-major enterprise funds, and internal service funds are presented immediately following the
required supplementary information.



GoVERNMENT-WIDE FINANCIAL ANALYSIS

Net Assets of the City

Net assets serve as a useful indicator of a government’s financial position. In the case of the
City of Stockton, assets exceed liabilities by $1,136.4 million at the close of the fiscal year,
which is a $50.0 million decrease, or 4.2%, from 2009 total net assets. Of this decrease, $46.0
million is attributable to governmental activities and $4.0 million to business-type activities.

By far the largest component of the City of Stockton’s net assets is its investment in capital
assets of $1,015.1 million or 89% (e.g., land and easements, buildings and improvements,
infrastructure, intangible assets and equipment), less any related outstanding debt used to
acquire these assets. Capital assets contributed by developers traditionally account for
significant growth in the City’s net assets. The City uses these capital assets to provide
services to citizens; consequently, these are not available for future spending. Although the
City’s investment in its capital assets is reported net of related debt, it should be noted that the
resources needed to repay this debt must be provided from other sources, since the capital
assets themselves cannot be liquidated to reduce these liabilities.

An additional portion of the City’s net assets, $219.4 million or 19.3%, represents resources that
are subject to various external restrictions on how they may be used. These two segments of
capital assets and restricted assets amount to more than 100%, reflecting the fact that, in
aggregate, the City’s resources are entirely committed in capital assets or are restricted in their
uses. The net result is a deficit $98.1 million in unrestricted net assets for the City.

The following table presents the government-wide assets, liabilities, and net assets for both
2010 and 2009.
City of Stockton’s Net Assets
(dollar amounts in thousands)

Governmental Business-type
Activities Activities Total
2010 2009 2010 2009 2010 2009

Assets:
Current and other assets $ 459,749 $ 482,205 | $ 234,436 $ 107,175 | $ 694,185 $ 589,380
Capital assets 809,511 775,285 593,034 540,612 1,402,545 1,315,897

Total assets 1,269,260 1,257,490 827,470 647,787 2,096,730 1,905,277
Liabilities:
Long-term liabilities 499,883 464,314 329,623 161,098 829,506 625,412
Net pollution liabilities 822 1,119 - - 822 1,119
Net OPEB obligation 75,854 48,805 - - 75,854 48,805
Other liabilities 30,681 35,205 23,439 8,281 54,120 43,486

Total liabilities 607,240 549,443 353,062 169,379 960,302 718,822
Net assets:
Invested in capital assets,

net of related debt 612,914 611,775 402,215 400,551 1,015,129 1,012,326
Restricted 188,655 162,363 30,751 35,408 219,406 197,771
Unrestricted (139,549) (66,091) 41,442 42,449 (98,107) (23,642)
Total net assets $ 662,020 $ 708,047 | $ 474,408 $ 478,408 | $ 1,136,428 $ 1,186,455




Governmental activities. Total assets for governmental activities increased by $11.8
million, with current and other assets in governmental activities decreasing by $22.5 million
offset by capital assets growth of $34.2 million. Total liabilities increased by $57.8 million, with
other liabilities decreasing by $4.5 million, long-term liabilities increasing by $35.6 million, net
OPEB obligations increasing by $27.0 million, and net pollution remediation liabilities decreasing
by $297 thousand. The $35.6 million increase in long-term liabilities reflects the $39.7 million
increase in the issuance of new debt, $4.4 million additional long-term self-insurance claims and
judgments for workers’ compensation and property-casualty general liability insurance, offset by
$4.0 million in reductions to long-term liabilities in other City funds.

Of the $46.0 million decrease in total net assets of governmental activities, capital assets net of
related debt increased by $1.1 million and restricted assets increased by $26.3 million, which
was more than offset by increases in deficit unrestricted net assets of $73.5 million during the
year. This results in a deficit unrestricted net assets balance of $139.5 million. The most
significant factors in the total net asset decrease are increases in deficit net asset balances of
$27.0 million in the Retiree Health Insurance Fund, $12.7 million in the Worker's Compensation
Insurance Fund, $4.6 million in the Employee Health Insurance Fund, $910 thousand in the
General Liability Insurance Fund and $908 thousand in the Other Insurance Fund. The
increase in restricted net assets of $26.3 million was a result of $5.3 million in capital projects
funds related to the 2009 Lease Revenue Capital Improvement Bonds, Series A, $12.3 million in
various loan programs, $5.1 in street improvement project funds, $4.4 million in low and
moderate housing funds, $1.0 million in reserves of assessments for several major landscape
projects to be undertaken in future years, and $1.9 million in additional restricted fund balances
across City funds, and offset by a decrease of $3.7 million for Special Revenue funds
reclassified for financial statement purposes.

Business-type activities. Total assets for business-type activities increased by $179.7
million or 27.8%, including current and other assets increasing by $127.3 million and capital
assets increasing by $52.4 million. Total liabilities increased by $183.7 million or 108.6%, with
other liabilities increasing by $15.2 million and long-term liabilities increasing by $168.5 million.
Total net assets for business-type activities decreased by $4.0 million, or 1.0%. These
increases are primarily the result of the bond issue for the Delta Water Supply Project. Increase
in current and other assets is related to $120.7 million in cash with fiscal agent for Delta Water
Supply Project. Capital asset increase is the result of $51.5 million in land, intangible assets,
and construction in progress capital expenditures for the Delta Water Supply Project. Primary
reason for increase in other liabilities is also related to Delta Water Supply Project with accounts
payable increasing $11.9 million and accrued bond interest payable increasing $3.1 million.
Increase in long-term liabilities is result of bond issue for Delta Water Supply Project in the
amount of $173.1 million.

Capital assets, net of related debt, increased by $1.7 million offset by a decline in restricted net
assets of $4.7 million. Business-type activities unrestricted net assets decreased by $1.0
million, comprised of an increase of $4.5 million in the Water Utility and $64 thousand in the
Central Parking District, offset by decreases of $4.3 million in the Wastewater Utility, $937
thousand in the Stormwater Utility, and $450 thousand in Other Enterprise Funds.

Change in Net Assets of the City

The City total program expenses of $420.0 million exceed revenues of $370.0 million for a
decrease in net assets of $50.0 million. This decrease is related to the City’s governmental
activities as is detailed in the table on the following page.



City of Stockion’s Change in Net Assets
(dollar amounts in thousands)

Governmental Business-type
Activities Activities Total
2010 2009 2010 2009 2010 2009
Revenues
Program revenues:
Charges for services $54,922 $61,965 | $74,074  $71,142 $128,996 $133,107
Operating grants and
contributions 17,251 16,051 2,482 0 19,733 16,051
Capital grants and contributions 40,661 33,112 4,917 4,409 45,578 37,521
General revenues:
Property taxes 45,549 58,640 0 0 45,549 58,640
In lieu of sales tax 7,087 9,823 0 0 7,087 9,823
Utility user taxes 30,717 30,854 0 0 30,717 30,854
Sales and use taxes (City levied) 7,652 7,921 0 0 7,652 7,921
Franchise taxes 11,354 11,608 0 0 11,354 11,608
Business licenses 9,717 9,699 0 0 9,717 9,699
Hotel/motel room taxes 1,749 1,962 0 0 1,749 1,962
Document transfer taxes 559 702 0 0 559 702
Other taxes 203 234 1,095 1,066 1,298 1,300
Motor vehicle fees in lieu 20,468 23,459 0 0 20,468 23,459
Sales and use taxes (State levied) 28,856 31,245 0 0 28,856 31,245
Other shared revenue 361 370 0 0 361 370
Investment earnings 5,927 13,104 4,192 4,075 10,119 17,179
Miscellaneous 172 722 0 0 172 722
Gain on sale of capital assets 8 127 0 0 8 127
Total revenues 283,213 311,598 86,760 80,692 369,973 392,290
Expenses
General government 30,765 33,923 0 0 30,765 33,923
Public safety 187,647 190,692 0 0 187,647 190,692
Public works 56,416 43,985 0 0 56,416 43,985
Library 12,767 14,852 0 0 12,767 14,852
Parks and recreation 22,309 26,038 0 0 22,309 26,038
Interest and fiscal charges 20,430 19,620 0 0 20,430 19,620
Water utility 0 0 28,856 24,146 28,856 24,146
Wastewater utility 0 0 45,958 49,414 45,958 49,414
Stormwater utility 0 0 7,842 8,129 7,842 8,129
Central parking district 0 0 4,616 4,810 4,616 4,810
Other 0 0 2,394 2,237 2,394 2,237
Total expenses 330,334 329,110 89,666 88,736 420,000 417,846
Increase/decrease in net
assets before transfers (47,121) (17,512) (2,906) (8,044) (50,027) (25,556)
Transfers 1,382 803 (1,382) (803) 0 0
Special items (288) (8,736) 288 8,736 0 0
Increase/decrease in net
assets (46,027) (25,445) (4,000) (111) (50,027) (25,556)
Net assets, beginning of year 708,047 733,492 | 478,408 478,519 1,186,455 1,212,011
Net assets, end of year $662,020  $708,047 | $474,408 $478,408 | $1,136,428 $1,186,455




Governmental activities. Governmental activities program revenues amounted to
$112.8 million to support $330.3 million in expenses. In the chart below, the difference between
the program revenue and expense bars by activity illustrate the amount each respective activity
is supported by program revenues. Public safety and general government service delivery
costs exceed program revenues by $161.1 million and $18.1 million, respectively. General
government and public safety programs rely heavily on taxes to support their operations and
services.

FY2009-10 PROGRAM REVENUES AND EXPENSES
GOVERNMENTAL ACTIVITIES

(in millions)
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Total Program Revenues = $112.8 million 9

Total Expenses = $330.3 million

Revenues and expenses in the governmental activities have grown as the population of the City
of Stockton has grown. The pie chart below illustrates the total revenues’ of $283.2 million
distribution amongst its various sources. Charges for services category is the largest revenue
source for governmental activities, amounting to $54.9 million or 19.4% of total revenues.
Property tax and sales & use tax are also significant revenue sources for the City’s
governmental activities, amounting to 16.1% and 12.9% respectively.

FY2009-10 REVENUESBY SOURCE - GOVERNMENTAL ACTIVITIES
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16%

2%

vehicle license fees
7%

In lieu of sales tax
3%

other taxes
1%
business licenses

4% utility user tax

franchise fees sales & use tax 11%
4% 13%

Total Revenues = $283.2 million
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Capital grants and contributions total $40.7 million or 14.4% of the City’s total governmental
activities program revenues. Capital grants and contributions include the following:

= $5.2 million in contributions of capital assets from developers;

= $9.7 million in Measure K funding for the Filbert/Myrtle Street Signal, Street Surfacing,
Sidewalks, curbs, gutters and other street improvement projects throughout the City;

= $3.3 million in state grant revenues, including $615 thousand allocated from Proposition 1B
Local street repair funding for street resurfacing, and $2.6 million in Traffic Congestion
Relief funding from the Gas Tax, and $49 thousand in other projects;

= $7.3 million in federal SAFE-TEA funding were expended, of which includes $4.7 million on
the French Camp/Sperry Road, $712 thousand on Hammer Lane/State Route 99
Interchange improvements, $1.2 million on street overlays and other street improvements;

= $7.6 million in federal grants for the Neighborhood Stabilization Program for City’s purchase
and refurbishment of foreclosed property in preparation for resale;

= $4.1 milion in CDBG and HOME grant funds for low and moderate income housing
assistance,

= $1.8 million in miscellaneous redevelopment agency capital grants, and

= $1.2 million of various smaller capital grants and contributions.

Rather than increasing to meet operating demands, total revenues declined by $28.4 million
compared to the prior year due to the downturn in the general economy that began in the last
half of fiscal year 2008. Capital and operating grants and contributions were the only major
categories that increased, some of which are one-time resources. Capital grants and
contributions increase amounted to $7.5 million, or 22.8%, and operating grants and
contributions totaled $1.2 million, increasing by7.5%. These increases were due to aggressive
pursuit of grant programs by departments to supplement operational and capital demands.

The increase in capital grants and contributions was for public works, amounting to $39.9 million
compared to $31.0 million in the prior year. General government operating grants decreased by
$225 thousand from grants received from the State. Public safety grants and contributions
increased by $3.9 million reflecting funds received from the federal government to support
additional police officer staffing cost.

Decreases in governmental activities program revenues occurred as follows:

= Charges for services decreased $7.0 million, or 11.4%, primarily due to the overall decline in
the economy as previously mentioned. Charges for services include public facilities fees
paid in connection with new development, which this year totaled only $4.26 million
compared to $5.4 million in fiscal year 2008. The City continues to experience a decline in
construction activity and consequently the revenue from public facilities fees is down by 82%
since fiscal year 2008.

= Property taxes decreased in total by $13.1 million or 22.3%. This reflects a decrease in the
General Fund portion of $3.9 million, or 11.7%, and $9.2 million, or 36%, in redevelopment
tax increments experienced in various projects areas. Property taxes have declined
significantly the past three years due to declining residential home values and foreclosures,
resulting in a devaluation of City’s assessed valuation performed by San Joaquin County.

= There were decreases of $2.4 million in sales and use tax and a $269 thousand decrease in
sales tax levied by the City. The combined sales and use tax-related revenue decline of
6.8% reflects the downturn in general retail and industrial economic activity at the local,
state and federal levels.

11



= Motor vehicle in lieu fees decreased $3.0 million or 12.7%. Derived from the state, much of
this revenue source allocation is tied to the City’s assessed value on property which has
seen a significant decline in the past several years.

Investment earnings in governmental activities total $5.9 million, a decrease of $7.2 million or
55% from fiscal year 2009. A large portion of this reduction is the due to a reduction in interest
earning on bond proceeds from the Strong Neighborhoods (SNI) Bonds project funds that had
been invested in a Guaranteed Investment Contract (GIC) at rates above 5%. These GICs
expired at June 30, 2009 and the funds were reinvested at lower rates. Additionally, the amount
of the remaining project funds invested were reduced by $18.3 million, from $54.9 million to
$36.6 million, due to completed projects and the purchases of $7.0 in outstanding bond
principal. Governmental activities also realized a $229 thousand net increase in the fair market
value of investments. Overall, investment earnings declined by $7.2 million, or 41%, due to
both a decline in the average rate of return on the City’s general investment pool and the
average daily balance, as well as reduced rates of returns on other investments.

Program expenses for governmental activities increased by $1.2 million, or 2.8%. Key changes
in governmental expenses occurred as follows:

= Public works increased by $12.4 million, or 28%, due to $7.3 million in federally funded
SAFE-TEA projects for French Camp/Sperry Road, Street Overlay, Hammer Lane/State
Route 99 Interchange Improvements, and $9.6 million in various Public Facilities Fee (PFF)
Fund street improvement and maintenance projects throughout the City. These projects are
offset by $3.8 million in other public works projects completed in the prior year;

» Public safety decreased by $3.0 million, primarily due to reductions in staffing levels;

= Parks and recreation decreased by $3.7 million, or 14.3% due to reduced hours of
operations, elimination of programs and prior completion of various parks capital projects;

= Library costs decreased by $2.1 million, or 8.0%, primarily due to completion of $1.2 million
in capital projects last year and reductions in staffing levels and reduced hours of operation;

= General government costs decreased by $3.2 million or 9.3%, primarily due to reductions in
staffing levels.

= |Interest and fiscal charges grew by $810 thousand due to incremental increases in annual
debt service payments.

Business-type activities. The City operates three enterprise funds that offer water, wastewater
and stormwater services to Stockton residents. The water utility treats and distributes clean
drinking water and performs repair and maintenance functions of existing wells, reservoirs, and
water lines, as well as builds additional water distribution system capital improvements through
its capital improvement master plan. The wastewater utility fund collects, treats, and disposes
sewer, and builds additional wastewater collection system capital improvements through its
capital improvement master plan. The stormwater utility fund collects drainage and disposes of
stormwater runoff from City streets and builds additional storm drainage distribution system
capital improvements through its capital improvement master plan. The wastewater and
stormwater funds also perform repair and maintenance functions of existing wastewater and
stormwater mains, pump stations, and treatment facilities. Other enterprise functions, such as
the central parking facilities and municipal golf courses, are also business-type activities of the
City.
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FY 2009-10 PROGRAM REVENUES AND EXPENSES
BUSINESS-TYPE ACTIVITIES
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Total Program Revenues = $81.5 million
Total Expenses = $89.7 million

Business-type activities accounted for a $4.0 million decrease in the City’s net assets. The bar
chart above illustrates how total program revenues and expenses compare. Program revenues
exceeded program expenses for one of the five enterprise categories, water by $1.1 million.
Program expenses exceeded revenues by $6.7 million in wastewater, $942 thousand in
stormwater, $944 thousand in central parking and $693 thousand in other business-type funds.
The level of program expenses that exceed revenues in the wastewater fund of $6.7 million is
lower compared to the $11.8 million in the prior year primarily due to higher charges for services
revenues of $1.7 million offset by decreases in wastewater expenses of $3.5 million. Both
wastewater and stormwater conducted a fee and charges for services rate study this fiscal year
to address revenue generation concerns. As a result, the City Council adopted in August of
2010 wastewater rate increases. A stormwater Proposition 218 ballot initiative for a “Clean
Water Fee” was undertaken, but failed to get voter approval. (Refer to Note 15, Subsequent
Events.)

The pie chart on the following page illustrates the distribution of business-type revenues by
category. All the City’s business-type activities rely heavily on charges for services to fund their
operations, comprising of 85% of total business-type revenues. Capital grants and contributions
and other taxes are the second largest revenue source comprising of 9%, with other taxes and
investment earnings totaling 5% of total program revenues.
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FY 2009-10 REVENUES BY SOURCE -
BUSINESS-TYPE ACTIVITIES
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Business-type activities program revenue increased overall by $5.9 million, or 7.8%. Charges
for services revenue increased $2.9 million over the prior year, or 4.1%. Operating grants and
contributions increased $2.5 million with no such revenue recorded in the prior year for this
category. Capital grants and contributions increased from $4.4 million in fiscal year 2009 to $4.9
million in fiscal year 2010, or $508 thousand. This slight increase reflects the decline in regional
construction related to the downturn in the local housing market and development activity.

The key elements of the slight increase in business-type activities capital grants and

contributions are:

= Contributions of capital assets from developers:
Water Utility: $266 thousand, a decrease of $631 thousand, or 70%, from 2009;
Wastewater Utility: $596 thousand, a decrease of $176 thousand, or 23%, from 2009;
Stormwater Utility: $1.2 million, no change compared to 2009;

= Connection fees:
Water Utility: $840 thousand, an increase of $440 thousand, or 110%, from 2009;
Wastewater Utility: $1.4 million, an increase of $200 thousand, or 17%, from 2009.

Investment earnings in business-type activities total $4.2 million, an increase of $117 thousand
or 3% from fiscal year 2009.

FINANCIAL ANALYSIS OF THE CITY’S FUNDS

As noted earlier, the City of Stockton uses fund accounting to ensure and demonstrate
compliance with finance-related legal reporting requirements. This financial analysis of the
major governmental and proprietary funds provides an overview of the City’s financial
performance. The financial analysis tables in the following section provide summary financial
information of the City’s major and internal service funds’ cumulative asset and liabilities
balances and current year transactions, along with prior year comparative information.

14



Governmental funds

Types of governmental funds reported by the City include the General Fund, special revenue
funds, capital projects funds and debt service funds. The focus of the City’s governmental funds
is to provide information on near-term inflows, outflows, and balances of resources that are
available for spending.

GASB Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions,
establishes fund balance classifications that comprise a hierarchy based primarily on the extent
to which a government is bound to observe constraints imposed upon the use of the resources
reported in governmental funds The statement improves financial reporting by providing fund
balance categories and classifications that will be more easily understood. The previous
reserve components of fund balance (e.g., reserved and unreserved) are replaced with the
following classifications: nonspendable, restricted, committed, assigned and unassigned. The
fund balance note disclosures also give users information necessary to understand the
processes under which constraints are imposed upon the use of resources and how those
constraints may be modified or eliminated.

The governmental funds tables below are based on GASB Statement No. 54 accounting
guidelines for both fiscal year 2010 and 2009. As a result of the City’s evaluation of its
governmental special revenue funds in light of GASB Statement No. 54’s revised definition of a
special revenue fund, the following three former non-major special revenue funds have been
merged with the General Fund for financial presentation purposes: City/County Library Fund,
Recreation Services Fund and Boat Launching Facilities Fund. The financial analysis
information provided in the following tables is useful in assessing the City’s financing
requirements. In particular, committed, assigned and unassigned fund balances may serve as a
useful measure of a government’s net resources available for spending at the end of the fiscal
year.

Total fund balance for the governmental funds of $258.7 million declined by $3.5 million
compared to the prior year. Of the total fund balance, $15.1 million is nonspendable, $230.3
million is restricted, $69.3 million is committed, $9.6 million is assigned, and a deficit $65.6
million is unassigned.

In fiscal year 2010, a number of governmental funds reported negative (deficit) equity positions
as unassigned fund balance. At the end of the fiscal year, the negative (deficit) unassigned
fund balances of significance include:

Public Facilities Impact Fees Fund with a deficit of $5.0 million;
Capital Improvement Fund with a deficit of $9.6 million;
Redevelopment Agency Fund with a deficit of $21.3 million;
Gas Tax Fund with a deficit of $22.7 million;

Measure K Streets Fund with a deficit of $1.6 million; and
Development Services Fund with a deficit of $4.7 million.

VVVYYVYY

General Fund.
The General Fund is the chief operating fund of the City and reflects financial activity related to
many tax-supported services provided to Stockton citizens. As mentioned previously, the
City/County Library, Recreation Services and Boat Launching Facilities funds were merged into
the General Fund in this fiscal year for financial reporting purposes due to the implementation of
GASB Statement No. 54. For comparative purposes, the table also details the merger of these
funds for fiscal year 2009. The total fund balance decreased by $5.1 million from the prior year
to total $23.1 million. At the end of the fiscal year, current assets exceed current liabilities by
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$25.0 million and noncurrent assets fell short of noncurrent liabilities by $1.9 million. Cash and
investment balances decreased by $123 thousand from the prior year balances, to total $12.6
million.

General Fund Financial Analysis
(% in millions)

2010 2009 Variance
Balance Sheet
Cash and investments $ 126 .S 12.7. % (0.1)
Other current assets 28.3 29.2 (0.9)
Current liabilities (15.9) (16.7) 0.8
Net current assets (liabilities) $ 2506 252 % (0.2)
Noncurrent assets 11.4 11.2 0.2
Noncurrent liabilities (13.3) (8.1) (5.1)
Net noncurrent assets (liabilities) $ (19 % 30 $ (49
Total Fund Balance, End of Year $. 28 % 282 § (5.1)
Statement of Revenues, Expenditures and Changes in Fund Balance
Revenues $ 1778 $ 2008 $ (23.0)
Expenditures (175.7) (200.8) 25.2
Other financing sources (uses) (2.4) 5.1 7.5
Special items (4.8) (6.3) 1.5
Total Fund Balance, Beginning of Year $ 282 § 295 $ (1.3)
Total Fund Balance, End of Year $ 23 =9 282 $ (5.1)
Fund Balances:
Nonspendable $- 3135, % 122 % 1.2
Restricted $ 24 $ 2.9 5% -
Committed $ 1.9 § 04 $ 1.5
Assigned $ 57 7% 92" " §.7(3.5)
Unassigned $ - $ 43 $ (4.3)

Fiscal year 2010 General Fund revenues exceeded expenditures by $2.1 million due to revenue
collections exceeding budgeted estimates; however, other financing uses exceeded other
financing sources by $2.4 million, reflecting the net of on-going and one-time transfers-in and
transfers.

This year's General Fund revenues declined by $23.0 million, or 11.4%, compared to the prior
year, while expenditures decreased by $25.2 million, or 12.5%, and other financing uses
increased by $7.53 million. This year’s financial statements contains the three special item
transactions totaling a $4.8 million reduction to total fund balance, compared to the special
items reduction of $6.3 million in the prior year. Two of the special items in this report are a
follow-up to items reflected in the prior year's financial statements. The third special item
discussed in Note 14 refers to an additional loan obligation of $4.5 million between the General
Fund and the Development Services Fund related to prior year waivers of economic
development permit fees. (Refer to the Note 14 of the financial statements for more detailed
information.) The net result of transactions this fiscal year decreased the total fund balance by
$5.1 million, from $28.2 million in fiscal year 2009 to $23.1 million in fiscal year 2010.

At the end of this fiscal year, the total fund balance for the General Fund of $23.1 million
includes nonspendable fund balance of $13.5 million, restricted fund balance of $2.1 million,
$1.9 million as committed, and $5.7 million is assigned fund balance. The assigned fund
balance of $5.7 million is to meet future appropriations for specific programs and general
operational needs. As a measure of the General Fund’s liquidity, it is useful to compare
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assigned and unassigned fund balances to the General Fund’s total expenditures of $175.7
million, amounting to 3.3%.

The following two graphs break out the special item accounting entries for both fiscal years in
their respective income statement categories of revenues or expenditures. The information
provided in the above section nets together these income statement revenue and expenditure
accounting entries for presentation in a single “special item” line. (Refer to Note 14 — Special
Items for more information.)

The following graph illustrates that rather than increasing to meet operating demands, revenues
have declined $36.0 million compared to the prior year due to lower one-time special item
revenue income statement accounting entries of $14.3 million and $21.7 million in revenue
reductions due to the downturn in the general economy that began in the last half of fiscal year
2008. Significant reductions in the taxes and intergovernmental revenues categories were
experienced in fiscal year 2010, as well as declines in all other revenue categories except
licenses, permits and fines. Many of these revenues are not expected to recover to prior levels
in future fiscal years.

General Fund (Merged) Revenue Actuals by Source Category — FY 2008-09 vs. FY 2009-10
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The City’s General Fund realized an increase over the prior year only in the licenses, permits
and fines category, amounting to an increase of $304 thousand.
Decreases in General Fund revenues occurred as follows:

= Property taxes decreased $3.9 million or 14.0%. This decline is a direct result of declining
home values and the related home foreclosures in the region negatively impacting the City’s
assessed valuation. This revenue source declined by an additional 11.0% last fiscal year.

=  Decreases of $1.9 million, or 7%, in sales and use tax levied by the State totaling $25.6
million in 2010; and decrease of $2.7 million, or 28%, in property tax in lieu of sales tax
totaling $7.1 million in 2010. The property tax in lieu of sales tax revenue source replaced a
quarter of the City’s 1% sales tax that was transferred to the State beginning in fiscal year
2005 as part of the revenue shift approved by the California Legislature and often referred to
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as the “triple flip”. The decreases in sales and use tax revenue reflect the downturn in retail
and industrial economic activity at the local and national levels.

= Motor vehicle in lieu fees decreased $3.0 million or 12.7%, significant compared to the 25%
growth in this revenue source experienced in fiscal year 2007. Deriving from the state,
much of this revenue source allocation is tied to the City’s assessed value on property which
has seen a significant decline in the past several years.

= Hotel/Motel taxes decreased by $213 thousand, or 11%, due to the declining economy and
its impact on construction activity relative to its transient workforce.

= Charges for services decreased $1.1 million, or 7.6%, primarily related to a reduction in
code enforcement and rental inspections charges from the higher levels of collections in the
prior year.

= Refunds and reimbursements decreased $1.3 million, or 37%, primarily due to decreased
code enforcement charges compared to the higher level of collections in the prior year.

= Uses of money and property decreased $1.1 million, or 13.8%, primarily due to a decline in
property rental revenues.

= Miscellaneous revenue decreased $3.4 million, or 57%, primarily related to the higher levels
in the prior year resulting from the closure of old assessment funds and unanticipated higher
indirect cost payments for capital projects. These indirect cost payments from other City
departments declined in fiscal 2010 due to reduced expenditures overall.

The following graph illustrates expenditures and transfers in FY 2009-10 declined by 14.8% or
$32.2 million compared to the prior year due to lower one-time special item expenditure income
statement accounting entries of $11.0 million and $21.2 million in cost reductions measures to
close the budget gap resulting from the downturn in the general economy. Total General Fund
expenditures and transfers this fiscal year amount to $185.7 million, compared to $217.9 million
last year. Year over year cost savings include $2.4 million in general government, $7.5 million
in public safety, $8.4 million in public works, $4.1 million in parks, $2.7 million in libraries, and
$11.0 in special items and other; offset by a $4.1 million increase for transfers-out.

General Fund (Merged) Expenditures Actual by Services Program FY 2008-09 vs. FY 2009-10
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Public Facilities Impact Fees Capital Project Fund.
The Public Facilities Impact Fees Fund accounts for the collection and expenditure of fees
imposed as a condition of new development within the City. The total fund balance increased
by $12.9 million from the prior year, to total $63.6 million. At the end of the fiscal year, current
assets exceed current liabilities by $63.3 million, and noncurrent assets exceed noncurrent
liabilities by $296 thousand. Cash and investment balances increased by $11.7 million from the
prior year balances, to total $63.1 million.

Public Facilities Impact Fees Fund Financial Analysis
(% in millions)

2010 2009 Variance
Balance Sheet
Cash and investments G630 514: 1.7
Other current assets 1.9 2.3 (0.4)
Current liabilities (1.7) (2.3) 0.6
Net current assets (liabilities) $ 633 % 51.4- &% 118
Noncurrent assets 14 1.1 (0.0
Noncurrent liabilities (0.8) (1.9) 1l
Net noncurrent assets (liabilities) $ 03 $ (0.8) $ 14
Total Fund Balance, End of Year $ 636 % 50.7. '$ 129

Statement of Revenues, Expenditures and Changes in Fund Balance

Revenues $ 69 $ g1t % i(12)
Expenditures (24.6) (17.8) (6.8)
Other financing sources (uses) 30.6 (0.1) (30.7)
Total Fund Balance, Beginning of Year $ie 507 % 605 $ (9.8
Total Fund Balance, End of Year 5636 % 507 .. % 129
Fund Balances:
Nonspendable $ - $ - $ -
Restricted $ =532 % 50.6: % 2.5
Committed $ 154 $ 132 § 2.2
Assigned $ -5 = b >
Unassigned $ (6O S (139 . $ 82

Total revenues, which consist mainly of development impact fees, declined by $1.2 million, or
14.5%. Capital outlay expenditures of $24.6 million funded the construction of street
improvements, parks, and other traffic related projects, an increase of $6.8 million compared to
the prior year’s total expenditures of $17.8 million. Other financing sources had an increase of
$30.6 million due to proceeds from long term debt from the issuance of the 2009 Series A
Capital Improvement Projects Revenue Bonds. The change in revenues, expenditures and
other financing sources represent an increase of fund balance of $12.9 million over the prior
fiscal year.

At the end of the fiscal year, the Public Facilities Impact Fees Fund’s total fund balance of $63.6
million is reported as restricted, committed or unassigned for capital projects. Due to
requirements of public facilities impact fees, $53.2 million is restricted for loan receivables and
future capital construction for new development projects, $15.4 million is committed for current
projects, and $5.0 million in deficit fund balances related to recreation center and fire station
projects is unassigned.
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Capital Improvement Project Fund.
The Capital Improvement Fund accounts for the acquisition, construction, and improvement of
capital facilities financed by grants, capital lease proceeds and transfers from other City funds.
The total fund balance decreased by $1.4 million from the prior year to total $15.0 million. At
the end of the fiscal year, current assets exceed current liabilities by $7.1 million and noncurrent
assets exceed noncurrent liabilities by $7.8 million. Cash and investment balances decreased
by $6.8 million from the prior year balances, to total $6.4 million.

Capital Improvement Fund Financial Analysis

(% in millions)

2010 2009 Variance

Balance Sheet
Cash and investments $ 6.4 $ 1327 %  (6:8)
Other current assets 5.8 2.6 3.2
Current liabilities (5.1) (8.6) 3.5
Net current assets (liabilities) $ Tl 8 F2n a5 (0a)
Noncurrent assets 19.4 20.5 (1.0)
Noncurrent liabilities (11.6) (11.2) (0.4)
Net noncurrent assets (liabilities) 3 7.8 % 92 % (1.4

Total Fund Balance, End of Year 501508 164 % ([1.5)

Statement of Revenues, Expenditures and Changes in Fund Balance

Revenues $ 152 % 7.3 25 W o(B.1)
Expenditures (4.2) (13.6) 9.3
Other financing sources (uses) 2.0 0.0 1.9
Special items (0.3) (10.5) 10.1
Total Fund Balance, Beginning of Year $ . 164 -$ 331 % . (167
Total Fund Balance, End of Year $ 5008 164 % (1.4)
Fund Balances:
Nonspendable $ =8 - $ <
Restricted 3 105 % 07 % 0.3
Committed S 2205 o 243 $ (28)
Assigned $ 5 e =
Unassigned S 7B - S (86) $ 1.1

As the table above details, expenditures exceeded revenues by $3.0 million. Revenues
declined in 2010 by $6.1 million. Expenditures totaled $4.2 million, which is a $9.3 million lower
than the prior year due to completion in the prior year of various street related projects funded
by Proposition 1B of $3.4 million and the prior year completion of building improvement projects
at the City Administration Building amounting to $6.3 million. The prior year financial statements
reflected special items totaling $10.5 million related to the Howard Jarvis lawsuit settlement and
Stormwater Utility loan receivable, and this year’s special item amount of $344 thousand reflects
the current fiscal year’s increase to the same items.

Of the $15.0 million in total fund balance, the Capital Improvement Fund reports a restricted
fund balance of $1.0 million, committed fund balances for future capital projects and loan
receivables of $21.5 million, and a deficit unassigned fund balance of $7.5 million at fiscal year
end. The deficit unassigned fund balance is primarily the result of a restriction recorded to
account for the balance of loans due to the water and wastewater utility funds which will be
repaid in future years beginning in fiscal year 2011 based on amortized loan schedules
stipulated in the Council approved legal settlement agreement. (Refer to Note 14 of the financial
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statements for more detailed information.) Funding to repay these loans will come from
operating transfers in from the General Fund.

Redevelopment Agency Capital Project Fund.

The Redevelopment Agency Fund accounts for financial transactions related to the acquisition,
construction, relocation, demolition, and sale of land for those portions of the City earmarked for
redevelopment of blighted areas designated as project areas. Capital improvement projects are
financed from bond proceeds, loans from other City funds, and property tax increment
revenues. The total fund balance decreased by $33.1 million from the prior year to total a deficit
$6.2 million. At the end of the fiscal year, current assets exceed current liabilities by $25.9
million and noncurrent assets fell short of noncurrent liabilities by $32.1 million. Cash and
investment balances decreased by $23.8 million from the prior year balances, to total $39.9
million.

Redevelopment Agency Fund Financial Analysis
(% in millions)

2010 2009 Variance
Balance Sheet
Cash and investments $ 399 $ 637 $ (23.8)
Other current assets 0.2 0.4 (0.2)
Current liabilities (14.2) (4.4) (9.8)
Net current assets (liabilities) $ 259 $ 59.7 $ (838
Noncurrent assets 0.8 0.6 oA
Noncurrent liabilities (32.9) (33.5) 0.6
Net noncurrent assets (liabilities) $ (B21) $ (32.8) § 0.7
Total Fund Balance, End of Year $ 6.2) $ 269 .. $ (831)

Statement of Revenues, Expenditures and Changes in Fund Balance

Revenues $4493 " § 325  $:(18.2)
Expenditures (31.1) (54.8) 23.7
Other financing sources (uses) (21.3) 3 (25.0)
Total Fund Balance, Beginning of Year $ 269  § 456 $ (18.6)
Total Fund Balance, End of Year $ 6.2) $ 26.9 - $ : (8341)
Fund Balances:
Nonspendable $ - $ - $ -
Restricted $.. 124 18.2. % (5.8)
Committed $ 27 % 10.3 % (7.5)
Assigned $ - $ = $ -
Unassigned $ 72136 % (15 $ (19.8)

Revenues for FY 2010 declined by $13.2 million compared to the prior year to total $19.3
million. Expenditures of $31.1 million decreased by $23.7 million due to the completion of
various construction and infrastructure improvement projects including the Marina and Morelli
Park projects in the Waterfront Redevelopment Project Area, the Airport Way beautification and
improvement in the South Stockton Project Area, and various projects in the North Stockton
Project Area. Other financing uses increased by $25.0 million due to a transfer of $6.4 million
related to purchase of the City’s own redevelopment bonds, $10.6 million for debt service, $6.4
million in transfers-out to the Low and Moderate Income Housing Loan Fund for program
expenditures, and $1.6 million in net transfers amongst other City funds.

The Redevelopment Agency Fund total fund balance deficit of $6.2 million at the end of the
fiscal year includes $12.4 million in restricted fund balance for ongoing and future capital
projects, $2.7 million in committed fund balance, and a deficit unassigned fund balance of $21.3
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million. The deficit unassigned fund balance is a result of the prior year’s level of available cash
of which was dedicated for the Marina project of which was completed in this fiscal year and its
asset was capitalized. The deficit unassigned fund balance will be funded by future property tax
increment revenue to be received in future years.

Special Iltems of the Governmental Funds
Three special items are reflected on the governmental fund financial statements. The net
change of these special items reduced total fund balance by $4.8 million in the General Fund
and by $344 thousand in the Capital Improvement Fund, while increasing total fund balance in
the Development Services Fund by $4.8 million. Refer to Note 14-Special ltems of the financial
statements for more detailed information on these special items.

Proprietary Funds

Proprietary funds consist of enterprise funds and internal service funds. The proprietary funds’
financial statements provide additional detailed information than found in the government-wide
financial statements. Both presentations are accounted for on the full accrual accounting basis.
Each funds’ financial transactions, both near-term and historic, is provided in the statement of
net assets and the statement of revenues, expenses and changes in net assets.

Total net assets of all the enterprise funds totaled $474.4 million, a declined of $4.0 million
compared with the prior year. In fiscal year 2010, both the Wastewater and Stormwater Utility
funds experienced operating deficits, where operating expenses exceeded operating revenues
by $3.8 million and $2.2 million, respectively. Operating deficits signal that an enterprise’s
operating revenue structure is not meeting standard operating and infrastructure renewal and
replacement costs. This is the fourth consecutive year in which the Wastewater Utility Fund has
ended the fiscal year with an operating deficit, and the tenth consecutive year for the
Stormwater Utility Fund. As previously mentioned, both wastewater and stormwater utilities
have conducted a fee and charges rate study this fiscal year to address revenue generation
concerns, with a Proposition 218 voter ballot initiative conducted in August of 2010. As a result,
the City Council adopted wastewater rate increases in August of 2010. The stormwater utility
Proposition 218 ballot initiative failed to achieve voter approval of the “Clean Water Fee”.

At the end of the fiscal year, enterprise unrestricted net asset balances are as follows: the Water
Utility, $32.3 million; the Wastewater Utility, $19.5 million; and the Stormwater Utility, a deficit
$8.8 million. The Central Parking District reports deficit unrestricted net assets of $107
thousand. The Solid Waste, Downtown Marina Complex and Golf funds are combined for
financial reporting purposes and together have deficit unrestricted net assets of $1.5 million.

Internal service fund total net assets declined by $45.7 million, totaling a deficit $93.0 million.
The internal service funds have unrestricted net asset deficits totaling $101.3 million. The City’s
internal service funds are categorized into two categories in the later portion of this section: 1)
insurance/pension-related funds, and 2) equipment-related funds. Insurance/pension-related
internal service funds’ total net assets declined by $44.3 million, to a total deficit of $110.6
million. These insurance/pension-related funds have deficit unrestricted net assets of $110.6
million. City equipment-related internal service funds’ total net assets declined by $1.4 million,
to a total of $17.6 million. These equipment-related funds have unrestricted net assets of $9.3
million.
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Enterprise Funds Financial Analysis

Water Utility Fund.

The Water Utility Fund accounts for activities associated with the acquisition or construction of
water treatment facilities, production, distribution and transmission of potable water to users,
and operations related to the provision of services. The total net asset balance increased by
$4.3 million from the prior year to total $131.1 million. At the end of the fiscal year, current
assets exceed current liabilities by $21.8 million and noncurrent assets exceed noncurrent
liabilities by $109.3 million. Cash and investment balances increased by $18.4 million from the
prior year balances, to total $39.7 million.

Water Fund Financial Analysis
(% in millions)

2010 2009 Variance
Statement of Net Assets
Cash and investments $ 397 % 213 . % 18.4
Other current assets 2.6 2.2 0.4
Current liabilities (20.5) (4.0) (16.5)
Net current assets (liabilities) $ 218 % 195 7% 2.3
Noncurrent assets 318.1 142.6 1755
Noncurrent liabilities (208.8) (35.3) (173.6)
Net noncurrent assets (liabilities) $ 1093 % 10724 - % 1.9
Total Net Assets, End of Year $ 183147 % 1269 - % 4.3

Statement of Revenues, Expenses and Changes in Net Assets

Operating revenues $ 258 % 243 $ 1.5
Operating expenses (20.0) (22.4) 2.4
Operating income (loss) $ 58 % 18  § 4.0
Non-operating revenues (expenses) (3.4) 0.1 (3.5)
Capital contributions & transfers 16 1.3 0.3
Special items 0.3 7.6 (7.3)
Total Net Assets, Beginning of Year S 12619 % 116 % - 10:8
Total Net Assets, End of Year S 131 % 1269 .8 4.3
Invested in capital assets,
net of related debt $ 964 $ 959 $ 0.4
Restricted Net Assets $ 24 $ 32 9 (0.8)
Unrestricted Net Assets $ 823 % Q77 $ 4.6

Operating revenues increased in 2010 by $1.5 million, while operating expenses decreased by
$2.4 million. The result is an operating income gain in the Water Fund of $5.8 million, which is a
$4.0 million improvement over the prior fiscal year. The reason for the improved financial
performance is due to charges for services being increased 15% to support the Delta Water
Supply Project and reductions in expenses due to various receivable adjustments, $600
thousand in indirect cost payments and nominal decreases in operations and maintenance.

Capital contributions and transfers increased slightly by $339 thousand totally $1.6 million. In
this fiscal year a special item amounting to $250 thousand was recorded related to the Howard
Jarvis v. City of Stockton lawsuit settlement. This special item is related to the same special
item recorded in fiscal year 2009 that amounted to $7.6 million. (Refer to Note 14-Special ltems
of the financial statements for more detailed information.)
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Components of Water Fund total assets of $131.1 million include invested in capital assets net
of related debt, which increased by $448 thousand. Restricted net assets decreased by $794
thousand, while unrestricted net assets increased by $4.6 million compared to the prior year.

Wastewater Utility Fund.

The Wastewater Utility fund accounts for activities associated with the acquisition or
construction, and operation and maintenance of wastewater facilities for collection, treatment,
and disposal of wastewater. The total net asset balance decreased by $6.0 million from the prior
year to total $293.1 million. At the end of the fiscal year, current assets exceed current liabilities
by $6.7 million and noncurrent assets exceed noncurrent liabilities by $286.4 million. Cash and
investment balances decreased by $4.4 million from the prior year balances, to total $2.7
million.

Wastewater Fund Financial Analysis
($ in millions)

2010 2009 Variance

Statement of Net Assets
Cash and investments $ 278 7229 (4.4)
Other current assets 7.2 8.1 (0.9)
Current liabilities (3.3) (6.6) 3.3
Net current assets (liabilities) $ 67 % 86 $ (2.0)
Noncurrent assets 373.6 380.3 (6.7)
Noncurrent liabilities (87.1) (89.9) 2.7
Net noncurrent assets (liabilities) $ 2864 $ 2904 $ (4.0)

Total Net Assets, End of Year $ 293.1 $ 2990 $ (6.0)
Statement of Revenues, Expenses and Changes in Net Assets
Operating revenues $ 372§ 356 -9 1.7
Operating expenses (41.1) (44.4) 3.3
Operating income (loss) $ (3.8) $ (8.8) $ 5.0
Non-operating revenues (expenses) (3.8) (3.0) 0.8
Capital contributions & transfers 1.3 1.9 (0.7)
Special items 0.4 11.8 (11.4)

Total Net Assets, Beginning of Year $ 2090 $ 2972 § 1.9

Total Net Assets, End of Year $ 2031 $ 2990 $ (6.0)

Invested in capital assets,

net of related debt $: 22453 = G4 435 9 2.1
Restricted Net Assets 3 283 B 322 §$ (3.8)
Unrestricted Net Assets $ 195 . % 238 §$ (4.3)

Operating revenues increased in 2010 by $1.7 million, while operating expenses decreased by
$3.3 million. The result is an operating loss in the Wastewater Fund of $3.8 million, primarily
due to this utilities diminished ability to adequately meet its operating demands without an
adjustment to its charges for services rate structure, which have not been changed since 1992.
The Municipal Utility Department undertook a wastewater rate study and a Proposition 218 voter
ballot initiative resulting in Council adoption in August of 2010 of a rate increase to ensure
sufficient revenues to meet the future operational needs of the wastewater system.

Capital contributions and transfers declined by $664 thousand due to declines in developer
contributions and related construction activity in the region. In this fiscal year a special item
amounting to $388 thousand was recorded related to the Howard Jarvis v. City of Stockton
lawsuit settlement. This special item is related to the same special item recorded in fiscal year

24



2009 that amounted to $11.8 million. (Refer to Note 14-Special ltems of the financial statements
for more detailed information.)

The components of $293.1 million in total assets include: invested in capital assets net of
related debt, which increased by $2.1 million; restricted net assets, which decreased by $3.8
million; and unrestricted net assets, which decreased by $4.3 million.

Stormwater Utility Fund.

The Stormwater Utility Fund accounts for activities associated with the acquisition or
construction, and operation and maintenance of stormwater facilities for drainage and disposal
of stormwater. The total net asset balance decreased by $1.2 million from the prior year to total
$43.4 million. At the end of the fiscal year, current assets exceed current liabilities by $2.2
million and noncurrent assets exceed noncurrent liabilites by $41.2 million. Cash and
investment balances decreased by $712 thousand from the prior year balances, to total $1.6
million.

Stormwater Fund Financial Analysis
(% in millions)

2010 2009 Variance
Statement of Net Assets
Cash and investments $ 16 $ 2:31559 (0.7)
Other current assets 0.8 0.7 0.1
Current liabilities (0.2) (0.3) 0.1
Net current assets (liabilities) $ 22 - % 2.8 § (0.6)
Noncurrent assets 52.2 52.5 (0.3)
Noncurrent liabilities (11.0) (10.6) (0.4)
Net noncurrent assets (liabilities) $ 412 % 419 $ (0.7)
Total Net Assets, End of Year $ 434 §$ 447  $ (1.2)

Statement of Revenues, Expenses and Changes in Net Asseis

Operating revenues $ el 55 % 0.2
Operating expenses (7.8) (8.1) 0.3
Operating income (loss) $ (22) $ 26) $ 0.4
Non-operating revenues (expenses) 0.1 0.1 (0.1)
Capital contributions & transfers 1.2 1 0.1
Special items (0.4) (10.6) 10:3
Total Net Assets, Beginning of Year $ 447 $ 566 $ (12.0)

o

Total Net Assets, End of Year $ 43.4 447 $ (1.2)

Invested in capital assets,

net of related debt $ 522, % 525§ (0.3)
Restricted Net Assets $ = $ - $ -
Unrestricted Net Assets $ 8.8) $ (79 $ (0.9)

Operating revenues increased in 2010 by $157 thousand, while operating expenses decreased
by $287 thousand. The result is a decrease of $444 thousand in the Stormwater Utility Fund
operating loss due to higher stormwater program reimbursements from San Joaquin County
offset by higher construction in progress non-capital expenditures. Fiscal Year 2009-10 is the
ninth consecutive year in which the Stormwater Utility Fund has had a net operating loss. A net
operating loss could indicate that an enterprise’s operating income structure is not meeting
standard operating and infrastructure renewal and replacement costs. Non-operating expenses
decreased by $92 thousand compared to the prior year. The Municipal Utility Department is
exploring options to address the revenue needs of this fund.
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Capital contributions and transfers increased by $97 thousand. In this fiscal year a special item
amounting to a negative $350 thousand was recorded related to historic operating subsidies
from the General Fund and Capital Improvement Fund. This special item is related to the same
special item recorded in fiscal year 2009 that amounted to $10.6 million. (Refer to Note 14-
Special Items of the financial statements for more detailed information.)

Components of the $43.4 million total net assets include: invested in capital assets net of
related debt, which decreased by $304 thousand; no restricted net assets; and a deficit
unrestricted net assets of $8.8 million, which decreased by $937 thousand compared to the
prior year. The deficit unrestricted fund balance of $8.8 million is primarily composed of a $11.0
million restriction on reserves related to the loans due to the General Fund and Capital
Improvement Fund mentioned previously. Funding to repay these loans were included as part of
the rate study analysis and Proposition 218 ballot initiative in summer of 2010. In early
December 2010, the City Council announced that the Stormwater Utility Fund new “Clean Water
Fee” failed to secure a majority of affirmative ballots. (Refer to Note 14-Special ltems and Note
15-Subsequent Events of the financial statements for more detailed information.)

Central Parking District Fund.
The Central Parking District accounts for activities associated with the acquisition or
construction, operation and maintenance of off-street parking facilities. The total net asset
balance decreased by $521 thousand from the prior year to total $6.8 million. At the end of the
fiscal year, current assets exceed current liabilities by $76 thousand and noncurrent assets
exceed noncurrent liabilities by $6.8 million. Cash and investment balances decreased by $38
thousand from the prior year balances, to total $821 thousand.

Central Parking District Fund Financial Analysis

(% in millions)

2010 2009 Variance

Statement of Net Assets
Cash and investments $ 0:87-% 09 $ (0.0)
Other current assets 0.3 0.3 (0.0)
Current liabilities (1.0) (@:1) 0.0
Net current assets (liabilities) $ 0l =% 0.1 $ (0.0)
Noncurrent assets 40.7 41.5 (0.8)
Noncurrent liabilities (33.9) (34.3) 0.3
Net noncurrent assets (liabilities) $ 68 .5 3. .$. (05

Total Net Assets, End of Year $ 68 & 7.4 % (0.5)

Statement of Revenues, Expenses and Changes in Net Assets

Operating revenues $ 37 % 39 $ (0.3)
Operating expenses (3.0) (3.1) 0.1
Operating income (loss) $ 0.7 $ 08§ (0.1)
Non-operating revenues (expenses) (0.5) (0.5) (0.1)
Capital contributions & transfers (0.8) (0.8) (0.0)
Total Net Assets, Beginning of Year $ T4 9 78 3 (0.4)
Total Net Assets, End of Year $ 6.8 $ 74 '§ (0.5)

Invested in capital assets,

net of related debt $ 70509 75 % (0.6)
Restricted Net Assets $ - $ - $ =
Unrestricted Net Assets $ 0.1) $ (02 $ 0.1
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Operating revenues decreased in 2010 by $262 thousand, while operating expenses decreased
by $120 thousand. The result is that the Central Parking net operating income decreased by
$142 thousand.

Components of the $6.8 million total net assets of the Central Parking District Fund include:
invested in capital assets net of related debt, which decreased by $540 thousand; restricted net
assets, which decreased by $45 thousand; and a deficit unrestricted net assets decreased by
$64 thousand compared to the prior year to a total of $107 thousand.

Internal Service Funds Financial Analysis

Internal service funds are established to account for the financing of goods and services
provided by one City department to other City departments, on a cost reimbursement basis.
Activities are categorized in two categories, those relating to the:

1) City’s insurance/pension-related transactions, such as general liability, workers’
compensation liability, employee and retiree health benefits liability, retirement/pension
benefits and other insurance liability items; and

2) City’s various equipment and vehicle fleet needs and information technology equipment
and services.

Insurance/Pension-Related, Internal Service Fund.
Insurance/Pension-related internal service funds have been combined below and include the
General Liability Insurance Fund, Workers’ Compensation Liability Insurance Fund, Employee
and Retiree Health Insurance funds, the Retirement Benefits Fund, and the Other Benefits and
Insurance Fund. These funds also account for future estimated related liabilities to the City
based on independent actuarial studies utilizing insurance industry standards of applicable data,
factors and assumptions approved by management.

The General Liability Insurance Fund accounts for premiums and claims paid and administration
of general liability insurance provided to all City departments on a cost reimbursement basis.
The Workers' Compensation Liability Insurance Fund accounts for premiums and claims paid
and administration of workers’ compensation insurance provided to City employees incurring
injury on the job, of which health benefits and other related liability costs are supported by City
department payments into the fund. The Employee Health Insurance Fund and Retiree Health
Insurance Fund account for premiums and claims paid and administration of health benefits
insurance provided to qualified active and retired City employees, with City departmental
payments made to the funds sought to reimburse health related expenses incurred for active
employees and current retirees.

The Retirement Benefits Fund account for the accumulation and payout of resources for the
purpose of providing defined retirement and disability benefits, annual cost of living adjustments
and death benefits to City employee plan members and beneficiaries through the California
Public Employees’ Retirement System (CALPERS) on a cost reimbursement basis. Other
Benefits and Insurance Fund accounts for premiums and claims paid and administration of
comparatively smaller insurance funds provided to City employees on a cost reimbursement
basis, to include long-term disability, life insurance, and termination pay and compensated
absences benefits.

The total net asset deficit balance increased by $44.3 million from the prior year to total $110.6
million. At the end of the fiscal year, current assets exceed current liabilities by $3.2 million and
noncurrent assets fell short of noncurrent liabilities by $113.9 million. Cash and investment
balances decreased by $23.4 million from the prior year balances, to total $10.7 million.
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Insurance/Pension-Related, Internal Service Fund Financial Analysis
(% in millions)

2010 2009 Variance
Statement of Net Assets
Cash and investments S 107 .. % 341 $ (23.4)
Other current assets 14.3 2.0 12.2
Current liabilities (21.7) (19.1) (2.6)
Net current assets (liabilities) $ 32 .8 170 $ (13.8)
Noncurrent assets 132.8 132.3 0.5
Noncurrent liabilities (246.7) (215.7) (31.0)
Net noncurrent assets (liabilities) $ (1138) $ (834 $ (30.5)
Total Net Assets, End of Year $ (1106) $ (66.3) $ (44.3)

Statement of Revenues, Expenses and Changes in Net Assets

Operating revenues $.816 =% 816 §$ -
Operating expenses (121.7) (116.1) (5.6)
Operating income (loss) $.(400)...%  (344) ~-$ (5.6)
Non-operating revenues (expenses) (5.2) (3.5) 1.8
Capital contributions & transfers 1.0 (0.3) 1.3
Total Net Assets, Beginning of Year $ 663 $ (28.1) $ (38.2)
Total Net Assets, End of Year $ (1106) $ (66.3) $ (44.3)
Invested in capital assets,
net of related debt $ = $ - $ 5
Restricted Net Assets $ 001 % 004 $ (0.0)
Unrestricted Net Assets $ (1106) $ (66.4) $ (44.2)

Operating revenues in 2010 remained the same compared to the prior year, while operating
expenses increased by $5.6 million. As a result, the operating loss of these funds increased by
$5.6 million to total a loss of $40.0 million. Non-operating expenses increased by $1.8 million.
Capital contributions and transfers improved by $1.3 million.

Total net asset (deficit) of $110.6 million of the Insurance/Pension-Related, Internal Service
Fund is nearly entirely unrestricted net assets which increased by $44.2 million compared to the
prior year.

The Insurance/Pension-Related, Internal Service Fund net assets (deficit) of $110.6 million is
driven by a variety of factors. One significant factor is an increase in net assets deficit of $27.0
million in the Retiree Health Insurance Fund, primarily due to an increase of $27.0 million in the
City’s net Other Post Employment Benefit (OPEB) retiree health insurance obligation for fiscal
year 2010. The increase in the net assets deficit of $4.6 million in the City’s active Employees
Health Insurance Fund, totaling a net asset deficit of $6.0 million also contributed to the total
deficit. Another contributing factor is the $32.5 million deficit in the Workers’ Compensation
Liability Insurance Fund, which grew compared to the prior year by $12.7 million.

Equipment-Related, Internal Service Fund.
Equipment-related internal service funds have been combined below and include the Vehicle
Fleet Equipment, Computer Equipment, Radio Equipment, and Other Equipment.

The Vehicle Fleet Equipment Fund accounts for the financing, operating and maintenance of
vehicles and similar equipment provided to City departments on a cost reimbursement basis.
The Computer Equipment Fund accounts for the financing, service and maintenance of all
computer and related equipment provided to City departments on a cost reimbursement basis.
The Radio Equipment Fund accounts for the financing, service and maintenance of radio
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equipment provided to City departments on a cost reimbursement basis. Other Equipment
Funds accounts for the financing, operating and maintenance of other, comparatively smaller
equipment funds provided to City departments on a cost reimbursement basis, which included
telephone, other office, and printing and mailing equipment.

The total net asset balance decreased by $1.4 million from the prior year to total $17.6 million.
At the end of the fiscal year, current assets exceed current liabilities by $9.3 million and
noncurrent assets exceed noncurrent liabilities by $8.3 million. Cash and investment balances
decreased by $159 thousand from the prior year balances, to total $10.9 million.

Equipment-Related, Internal Service Fund Financial Analysis
(% in millions)

2010 2009 Variance

Statement of Net Assels
Cash and investments $: 91019 % 11.0- -$ (0.2)
Other current assets 0.0 0.0 0.0
Current liabilities (1.6) (1.2) (0.4)
Net current assets (liabilities) $ 93 % 98, % (05)
Noncurrent assets 10.6 11.7 (1.2)
Noncurrent liabilities (2.3) (2.6) 0.3
Net noncurrent assets (liabilities) $ 83 .9 92 §$ (0.9)

Total Net Assets, End of Year $ 176 % 19.0 § (1.4)

Statement of Revenues, Expenses and Changes in Net Assets

Operating revenues $ 17.8 % 199 § (2.2)
Operating expenses (18.5) (19.4) 0.9
Operating income (loss) $ 07) $ 05 % (1.2)
Non-operating revenues (expenses) (0.1) (0.02) 0.0
Capital contributions & transfers (0.6) 1.0 (1.6)

90 % . 175 14
176, & 2190 .5 (14

o
&

Total Net Assets, Beginning of Year
Total Net Assets, End of Year

w|en

Invested in capital assets,

net of related debt $ 8.3.1% 922 $ (0.9)
Restricted Net Assets $ - $ 081 $ (0.8)
Unrestricted Net Assets $ 93 §$ 90 $ 0.3

Operating revenues decreased in 2010 by $2.2 million, while operating expenses decreased by
$939 thousand and non-operating expenses increased by $37 thousand. Capital contributions
and transfers declined by $1.6 million. Primary reason for decline is due to $1.3 million transfer
from Computer Equipment Fund to the Recreation Services Fund. This one-time funding is for
costs related to the contract buy-out of IFG Management Group for the transition to a new
manager of the Stockton Arena and other City of Stockton entertainment venues.

Components of the $17.6 million total net assets include: invested in capital assets net of
related debt, which decreased by $900 thousand; restricted net assets, which decreased by
$805 thousand; and unrestricted net assets, that increased by $297 thousand compared to the
prior year.
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GENERAL FUND BUDGETARY HIGHLIGHTS

Note: As mentioned previously, the City/County Library, Recreation Services and Boat
Launching Facilities funds were merged into the General Fund in this fiscal year for financial
reporting purposes due to the implementation of GASB Statement No. 54. For comparative
purposes, the information provided in this section includes budget and financial activity of the
merged General Fund, including comparative information of a merged General Fund for fiscal
year 2009. Transfers between these funds have been eliminated in the presentation.

As experienced by many California cities, the City of Stockton’s General Fund budget was
severely impacted by the economic downturn that began in the winter of 2008 and has
progressively worsened through fiscal years 2009 and 2010. During the 2010 fiscal year, the
General Fund’s original budgeted revenue and transfers was $175.5 million, which was
increased to $176.8 million for the final revenue estimates. On a budgetary basis, the original
budgeted expenditures and transfers of $178.5 million was increased by 2.8% to a final revised
budget of $183.5 million.

Management focused its efforts to align expenditure levels with the declining revenues. These
efforts began with the Council adoption of a balanced budget in the summer of 2009 that
included significant programmatic service reductions. Increases to the original budget were
performed on an ad hoc basis through individual departmental requests to the City Council
throughout the year, which included an increase to the Fire Department budget in an amount
not to exceed $5.0 million was authorized by the City Council as part of the fiscal year 2011
budget resolution to match appropriations with actual salary and benefits costs incurred by the
department during the 2010 fiscal year.

During this fiscal year, the City elected to perform an early implementation of GASB Statement
No. 54 which resulted in the original adopted budgets of the City/County Library, Recreation
Services and Boat Launching Facilities funds being combined with the stand-alone General
Fund original budget. As a result, the combined originally adopted budgets on a GAAP basis
reflects a $1.8 million reduction to total fund balance due to total outstanding encumbrances of
$1.2 million and $558 thousand in capital project appropriations in the Library Fund. The final
adopted budgets of these funds reduced estimated total fund balance by $5.4 million of which
$1.2 million was from outstanding encumbrances and $4.2 million in additional appropriations
were authorized.

The 2010 fiscal year-end total fund balance realized a reduction of $5.1 million, to total $23.1
million. This decline is primarily a result of recording of a $4.85 million long term liability in the
stand-alone General Fund for prior year unrecovered costs of the Development Services Fund
for a development fee discount program to incentivize business development in the City’s
downtown enterprise zone. (Refer to Note 14 — Special Items) A commitment by the City
Council to repay to the Development Services Fund the amount of waived fees was adopted as
part of the fiscal year 2011 budget resolution.

General Fund assigned fund balance reserve ended the fiscal year with a decline of $7.8 million
compared with the prior year assigned and unassigned reserve, to a total of $5.7 million in
assigned fund balance, or 3.3% of total expenditures for the fiscal year. The fiscal year 2010
General Fund does not reflect any unassigned fund balance as all residual balances have been
assigned for future appropriations and other operating needs as approved by the City Manager.
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General Fund Revenues and Transfers
Of the $180.3 million in actual total 2010 General Fund revenues and transfers, $89.9 million or
49.8% were from taxes. Tax collections support citizen services such as for police and fire
protection that cannot be provided in the private sector without a substantial subsidy. The taxes
category includes collections for property tax, utility user tax, franchise fees, business licenses,
in lieu of sales tax, the hotel/motel transient occupancy tax, and other smaller tax revenue
sources.

Taxes are followed by intergovernmental revenues as the second largest revenue source,
amounting to $52.8 million, or 29.3% of the total. This category is comprised of motor vehicle in
lieu registration fees, sales and use tax levied by the State of California, payments from San
Joaquin County to support the City’s operating costs of the eight out of thirteen library branches
located outside the City’s boundaries, and grant funds from the federal and state governments.

FY 2009-10 General Fund (Merged)
Revenues/Transfers

refunds & reimb
1.3% 3 transfers

investments
0.6%
use of money &

property
3.9%

charges for services
7.2%

intergovtal
29.3%

licenses and permits

1)
025 fines and forfeits

2.8%

Total Revenues = $180.3 million

Charges for services of $13.0 million accounted for 7.2% of total General Fund revenues and
transfers, and these revenues are collected in exchange for specific services provided by the
City. Collection of these revenues assist in defraying the costs of services, but are generally not
meant to be collected on a full cost recovery basis. Of the total, $1.9 million is collection for
recreational and entertainment venue services and programs, $4.7 million from mutual aid Fire
Department services contractually provided to neighboring jurisdictions, $2.8 million in charges
to City property owners related to code enforcement efforts and $2.2 million in other services
charges by the Police Department,

The miscellaneous category amounting to $6.1 million, or 3.4% is primarily payments to the
General Fund from non-General Fund departments that are administratively supported by
various General Fund departments, such as City Manager’s Office, City Attorney’s Office, City
Clerk’s, Administrative Services and Human Resources. All of the fines and forfeitures
revenues of $5.0 million, or 2.8%, is collected by the Police department. Of the $7.1 million in
use of money and property category comprising of 3.9% of total revenues, $4.1 million is
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collected for the rental of the City’-owned entertainment venues such as the Stockton Arena and
Events Center and the ballpark and $2.5 million is rental payments to the General Fund from the
Municipal Utilities Department and other renters for their cost of occupying and utilizing City-
owned land and facilities. These payments are based on an independently conducted indirect
cost recovery plan performed annually. The remaining revenue categories are 3.5% of the total,
and include licenses and permits, refunds and reimbursements, investment earnings and
transfers-in from other City funds.

The graph below illustrates the significant level of tax support for General Fund services,
amounting to $89.8 million or 51% of the total final budget revenue and transfers estimate of
$176.8 million.

FY 2009-10 General Fund (Merged) Original vs. Final Budget Revenues by Source Category

(in millions)
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The following graph illustrates that during the year actual revenue collections and transfers of
$180.3 million were $3.5 million above final budgetary estimates of $176.8 million. Key
revenues that exceeded final budgetary revenue estimates follow:

e An overage of $1.2 million in intergovernmental revenues resulting from conservative
budgeted estimates exceeding motor vehicle in lieu registration fee collections by $1.1
million and payments from other governments for programs and services by $610
thousand; offset by actual collections falling short of estimates of $490 thousand in sales
& use tax,

e An overage of $680 thousand in charges for services resulting from conservative
budgeted revenue estimates related to code enforcement, rental inspections and special
events charges.

e An overage of $466 thousand in investment earnings resulting from greater than
anticipated investment income of $288 thousand and unbudgeted fair market value of
investments of $178 thousand.
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e An slight overage of $115 thousand in taxes, reflecting greater than estimated property
tax collections of $1.6 million and utility user taxes of $662 thousand and franchise fees
of $84 thousand; offset by shortages of $1.2 million in lieu of sales tax collections, $576
thousand in business licenses, $401 thousand in transient occupancy taxes, $91
thousand in reduced document transfer revenue and other tax collection activity.

e An overage of $392 thousand in refunds and reimbursements resulting from unbudgeted
reimbursements for various services offered by the city on a reimbursement basis.

e A remaining overage of $1.1 million in license and permit fees, and fines and forfeitures
resulting from unanticipated fines revenue collected by the Police Department. .

e An increase over budgeted estimated of $451 thousand due to a transfer-in of residual
equity from the Emergency Communication Fund due to this Fund’s closure. The
Emergency Communications System Access (911) Fee was discontinued as the result
of a legal settlement that occurred in Fiscal Year 2008-09. The public safety emergency
communication system expenditures that were formerly supported by this revenue
source are now supported by the General Fund.

FY 2009-10 General Fund (Merged) Final Budget vs. Actual Revenues by Source Category
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The only revenue category that fell short of budgeted revenue estimates was the miscellaneous
which ended the fiscal year $942,000 below budgeted revenue estimates primarily due to lower
than anticipated indirect cost payments from other the City departments as a result of cost
containment measures undertaken by the City’s central services / administrative departments.

General Fund Expenditures and Transfers

Of the total $181.8 million total actual expenditures and transfer of the General Fund (on a
GAAP basis that includes outstanding encumbrances), 74% were spent on public safety
services programs, for a total of $134.3 million. The second largest service category is parks
and recreation at 9% of the total, or $16.2 million; followed by general government and library
both at 6% of the total amounting to $11.8 million and $10.8 million, respectively. Public works’
operating expenditures are recorded in the General Fund, amounting to only 2% of the total,
with the City’s costs for road maintenance and repair, resurfacing and transportation-related
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infrastructure construction cost being recorded in other special revenue funds supported by
state and federal subventions and specific grant programs.

The General Fund ended the year with a total expenditures and transfers budget of $183.5
million, compared to the originally adopted budget of $178.5 million. Between the original and
final budgets, $4.9 million in expenditures and transfers were increased, or 2.8%. Increases
were authorized in the public safety category by $5.1 million or 4.0% to match appropriations
with the level of overspending during the fiscal year in the Fire Department and additional
transfers-out to other City funds of $455 thousand of which $160 thousand was from recreation
services functions to subsidize golf course operations and $258 thousand to the Special Grants
Fund to provide the grant awards’ required matching funds. A smaller increase was authorized
for various capital outlay grant award appropriations for public works by $44 thousand. General
governmental final budgets were reduced from the original adopted budget by $421,000.

The graph below illustrates the significant commitment of the total final budget allocated for
public safety (police and fire), amounting to $133.0 million or 72% of the total final budget.

FY 2009-10 General Fund (Merged) Original and Final Budget Expenditures by Services Program
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A variety of cost reduction measures were implemented in FY 2009-10 that crossed service
areas. These measures included the renegotiation of bargaining unit labor agreements,
implementation of the CalPERS 2-Year Golden Handshake early retirement incentive program,
12 furlough days for all City employees including public safety personnel, a hiring freeze of all
City positions including public safety, and a reduction of hours in City operations. Reductions to
internal service fund rates paid by General Fund departments were also executed, reducing
expenditure levels in operating departmental funds across the City, yet increasing the prior year
levels of net asset deficits, especially adversely impacting the financial position of the City’s
employee benefit internal service funds. Reductions in specific City programs were also
implemented across the City’s citizen services base.
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Total actual expenditures and transfers came in $1.7 million below the final budget, or at $181.8
million, primarily due to lower spending parks and recreation and capital outlay. Towards the
end of the fiscal year out of concern that the Fire Department’s expenditure levels would cause
the total General Fund budget to be exceeded, the City Council authorization in its FY 2010-11
budget resolution up to $6.0 million in additional budget authority retroactively to FY 2009-10 to
cover overspending by the Fire Department. All the same, public safety services program
expenditures exceeded their final budget by $1.35 million.

FY 2009-10 General Fund (Merged) Final Budget vs. Actual Expenditures by Services Program
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The following graph illustrates how General Fund actual expenditures are distributed amongst
the six functional categories of an organization, with prior year actual expenditures comparative
data. Total expenditures in fiscal year 2010 of $181.8 million were $19.9 million lower than the
prior fiscal year. The largest cost reduction was in public works which was cut by $8.4 million,
or 70%. The second largest expenditure reduction was in public safety by $7.1 million, or 5%.
This category was reduced compared to the prior year by $6.5 million. The remaining
reductions are found in general government, parks and recreation, libraries which made up the
$8.5 million in reductions. These reductions are slightly offset by the $4.047 million in additional
transfers in fiscal year 2010.

General Fund (Merged) Expenditures Actual by Services Program FY 2008-09 vs. FY 2009-10
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CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets

The City’s investment in capital assets net of depreciation expense for its governmental and
business-type activities as of June 30, 2010 amounts to $1.4 billion. This investment in capital
assets includes land and easements, buildings and improvements, machinery and equipment,
park facilities, roads, street, and bridges. The total increase in the City’s capital assets for the
fiscal year was $86.6 million or 6.6%. This represented a 4.4% increase for governmental
activities and a 9.7% increase for business-type activities, as shown in the following table.

Changes in Capital Assets, Net of Depreciation
(dollar amounts in thousands)

Governmental Business-type
Activities Activities Total
2010 2009 2010 2009 2010 2009
Land $52,279 $43,812 $15,606 $15,165 $67,885 $58,977
Intangible Assets 2,495 - 621 - 3,116 -
Building and
Improvements 258,002 239,450 494,906 499,350 752,908 738,800
Machinery and
Equipment 14,733 14,976 3,001 2,485 17,734 17,461
Infrastructure 327,076 324,427 - - 327,076 324,427
Construction
in Progress 154,926 152,620 78,900 23,612 233,826 176,232
Total $809,511 $775,285 $593,034 $540,612 | $1,402,545 $1,315,897

Construction in progress increased by $57.6 million, or 32.7%, mostly in business type activities
that comprised of $55.3 million of the increase. The governmental activities’ construction in
progress had an increase of $2.3 million, while there was a $55.3 million increase in business-
type activities’ construction in progress which includes the Delta Water Supply Project, $50.9
million, and the Arch Road Sanitary Sewer Force Main Project, $1.4 million.

Land increased by $8.9 million in fiscal year 2010, due to the contribution of $3.5 million for the
Arnaiz Field and purchases of $5.4 million for street improvement projects and various other city
programs. Building and improvements increased by $14.1 million primarily due to the
completion of several projects; ($8.1 million) for the Stribley Park Community Center, ($7.8
million) Panella Park Community Center, ($1.8 million) for Fire Station #7. The governmental
activities capital asset categories of infrastructure, intangible assets, and machinery and
equipment had a combined increase of $4.9 million in fiscal year 2010. GASB Statement No.
51, Accounting and Financial Reporting for Intangible Assets, implemented this fiscal year
added $3.1 million in permanent right of way easements.
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Additional information on the City’s capital assets can be found in Note 5-Capital Assets on
pages 88-89 of this report.

Long-term debt

At the end of the fiscal year, the City’s total outstanding net bonded debt is $702.2 million. Of
this amount, $374.4 million is related to governmental activities and $327.8 million are debt
obligations of business-type activity funds. Governmental activities net bonded indebtedness
increased by $24.4 million due to decreases from principal payments and amortization of
deferred charges and the addition of a new bond issue of $34.3 million for the Public Facilities
Impact Fee Fund during the fiscal year. Business-type activities net bonded indebtedness
increased by $168.2 million due to the addition of the new water revenue bond issue for the
Delta Water Supply Project during the fiscal year and decreases related to principal payments
and amortization of deferred charges.

Governmental outstanding net bonded debt of $374.4 million includes $12.1 million of lease
revenue bonds for the City’s Stewart/Eberhardt Building/Parking Structure, $40.6 million of
Series A (tax exempt) and B (taxable) Variable Rate Demand Lease Revenue Bonds for the
acquisition of an office building and parking garage in downtown Stockton planned to be the
new City administration Building, $13.2 million of certificates of participation for various
redevelopment housing projects, $125.0 million of pension obligation bonds, and the addition of
new bonded indebtedness of $34.3 in lease revenue bonds for various capital projects across
the City in the Public Facility Impact Fee Fund. Bonded debt of the Redevelopment Agency is
also reported as governmental activity debt, which includes $47.6 million of revenue bonds for
the Stockton Events Center-Arena and $101.6 million of revenue bonds for various
redevelopment and housing projects referred to as the Strong Neighborhoods Initiative (SNI).

Business-type activities outstanding net bonded debt obligations of $327.8 million includes
$174.3 million in new revenue bonds of the Water Utility Fund for the Delta Water Supply
Project, previously outstanding bonded debt of the Water Utility Fund of $34.6 million, $86.8
million in certificates of participation of the Wastewater Utility Fund, and $32.1 million in lease
revenue bonds in the Central Parking District Fund.

Additional information on the City’s long-term debt can be found in Note 6-Long-Term Debt on
pages 90-112 of this report.

CURRENTLY KNOowWN FAcTs, DECISIONS OR CONDITIONS

The following items are currently known facts, decisions or conditions that management were
aware of as of the date of the auditor’s report and were considered in preparing the City’s
budget for the 2010-11 fiscal year. Also refer to Note 15 Subsequent Events.

= The San Joaquin County Auditor-Controller has provided the City its estimate of the City’s
General Fund property tax revenues for fiscal year 2010. The estimate is $1.2 million
above the adopted original budget revenue estimate for FY 2010-11 due to conservative
estimate assumptions performed the early part of calendar 2010. The County estimated
that the assessed value of the City fell in 2010 by an estimated 11.7% to $18.7 billion. In
addition, the Redevelopment Agency anticipates a decrease of approximately 10% in tax
increment receipts based on fiscal year 2009-10 actual revenues and due to the severe
slow down of the real estate market and the revaluation by the San Joaquin County
Assessor of all residential properties sold between 2002 and 2007 which occurred over the
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last three years as well as recent adjustments made to commercial property values based
on appeals.

= Pursuant to an action taken by the State of California in the fourth extraordinary session of
2009, the Redevelopment Agency has to make an additional payment to the County’s
Supplemental Educational Revenue Augmentation Funds (SERAF) of $1,888,751, for a
two-year total of $11,062,686, to be distributed to local schools in order for the State to
meet its Prop 98 obligations to education. The California Redevelopment Association filed
a lawsuit challenging the constitutionality of this State action, of which the results are
expected to be concluded during the future fiscal year.

REQUESTS FOR INFORMATION

This financial report is designed to provide citizens, taxpayers, customers, investors and
creditors with a general overview of the City’s finances and to demonstrate the City’s
accountability for the money it receives. If you have any questions about this report or need
additional financial information, contact the Administrative Services Department of the City of
Stockton at City Hall, 425 North El Dorado Street, Stockton, CA 95202.
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CITY OF STOCKTON

STATEMENT OF NET ASSETS

JUNE 30, 2010

(With comparative totals as of June 30, 2009)

(Dollar amounts in thousands)

ASSETS

Cash and investments

Restricted cash and investments

Interest receivable

Accounts receivable, net

Internal balances

Due from other governments

Inventory of supplies

Other assets

Loans to property owners

Deferred charges

Pension asset

Capital assets:
Nondepreciable
Depreciable, net

Total assets

LIABILITIES
Accounts payable and accrued expenses
Accrued payroll and benefits
Accrued interest
Deposits and other liabilities
Unearned revenue
Long-term liabilities:

Due within one year

Due in more than one year
Pollution remediation liabilities
Net OPEB obligation

Total liabilities

NET ASSETS

Invested in capital assets, net of related debt

Restricted for:
Capital projects
Debt service
Loan programs
Low- and moderate-income housing
City-County library
Public safety
Street improvements
Special maintenance districts
Endowments:
Nonexpendable
Expendabie
Other purposes
Unrestricted

Total net assets

Governmental Business-Type Totals
Activities Activities 2010 2009

$ 132,972 $ 45,193 178,165 $ 191,754
61,626 167,763 229,389 125,113
547 474 1,021 1,088
18,103 9,045 27,148 28,480

(6,265) 6,265 - .
19,995 - 19,995 20,306
235 1,405 1,640 1,634
1,600 - 1,600 1,036
93,991 - 93,991 83,206
6,226 4,291 10,517 8,304
130,719 - 130,719 128,459
209,700 95,127 304,827 235,209
599,811 497,907 1,097,718 1,080,688
1,269,260 827,470 2,096,730 1,905,277
12,161 15,366 27,527 21,222
3,794 - 3,794 3,854
6,842 5,622 12,464 8,727
2,214 2,451 4,665 3,536
5,670 - 5,670 6,147
31,315 1,733 33,048 29,909
468,568 327,890 796,458 595,503
822 - 822 1,119
75,854 - 75,854 48,805
607,240 353,062 960,302 718,822
612,914 402,215 1,015,129 1,012,326
53,221 30,751 83,972 88,882
6,058 - 6,058 2,754
73,071 - 73,071 60,733
27,506 - 27,506 23,047
512 - 512 4,286
2,389 - 2,389 225
9,513 - 9,513 4,316
10,004 - 10,004 8,928
1,604 - 1,604 1,604
398 - 398 358
4,379 - 4,379 2,638
(139,549) 41,442 (98,107) (23,642)
$ 662,020 § 474,408 1,136,428 § 1,186,455

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

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2010

(With comparative totals for the year ended June 30, 2009)

(Dollar amounts in thousands)

Program Revenues

Operating Capital
Charges for Grants and Grants and
Expenses Services Contributions Contributions
FUNCTIONS/PROGRAMS
PRIMARY GOVERNMENT:
Governmental activities:
General government $ 30,765 $ 11,387 $ 537 $ 750
Public safety 187,647 18,812 7,725 -
Public works 56,416 17,755 3,172 39,911
Library 12,767 504 5,694 -
Parks and recreation 22,309 6,464 123 -
Interest and fiscal charges 20,430 - - -
Total governmental
activities 330,334 54,922 17,251 40,661
Business-type activities:
Water utility 28,856 25,775 2,482 1,703
Wastewater utility 45,958 37,271 - 1,969
Stormwater utility 7,842 5,655 - 1,245
Central parking district 4,616 3,672 - -
Other 2,394 1,701 - -
Total business-type
activities 89,666 74,074 2,482 4,917
Total $ 420,000 $ 128,996 $ 19,733 $ 45,578
General revenues:
Taxes:
Property

In lieu of sales tax

Utility user

Sales - levied by City

Franchise fees
Business license
Hotel/motel room
Document transfer
Other
Shared revenue:
Vehicle license fees
Sales and use tax levied by state
Other
investment earnings
Miscellaneous
Gain from disposal of capital assets
Transfers

Total general revenues and transfers
Special items
Change in net assets
Net assets, beginning of year

Net assets, end of year

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

41



Net (Expense) Revenue and
Changes in Net Assets

Governmental Business-Type Totals
Activities Activities 2010 2009
$ (18,091) (18,091) $ (18,526)
(161,110) (161,110) (164,737)
4,422 4,422 11,058
(6,569) (6,569) (3,312)
(15,722) (15,722) (22,845)
(20,430) (20,430) (19,620)
(217,500) (217,500) (217,982)
$ 1,104 1,104 1,408
(6,718) (6,718) (11,838)
(942) (942) (1,487)
(944) (944) (876)
(693) (693) (392)
(8,193) (8,193) (13,185)
(217,500) (8,193) (225,693) (231,167)
45,549 - 45,549 58,640
7,087 - 7,087 9,823
30,717 - 30,717 30,854
7,652 - 7,652 7,921
11,354 - 11,354 11,608
9,717 - 9,717 9,699
1,749 - 1,749 1,962
559 - 559 702
203 1,095 1,298 1,300
20,468 - 20,468 23,459
28,856 - 28,856 31,245
361 - 361 370
5,927 4,192 10,119 17,179
172 - 172 722
8 - 8 127
1,382 (1,382) - -
171,761 3,905 175,666 205,611
(288) 288 - -
(46,027) (4,000) (50,027) (25,556)
708,047 478,408 1,186,455 1,212,011
$ 662,020 $ 474,408 1,136,428 $ 1,186,455
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CITY OF STOCKTON

FUND FINANCIAL STATEMENTS




FUND FINANCIAL STATEMENTS

Governmental Fund Types

Governmental funds consist of the General Fund, special revenue, debt service, capital
projects, and permanent funds.

The City’s major governmental funds are the General Fund and various capital projects
funds. Capital projects funds are used to account for the financial resources that are
restricted, committed, or assigned to expenditures for capital outlays, including the
acquisition and development of capital facilities and other capital assets.

The City’s major governmental funds include:

General Fund

To account for resources not accounted for in another fund. The General Fund is the
City’s main operating fund reflecting transactions related to municipal governmental
services supported by taxes, intergovernmental revenues, charges for services and
other governmental type revenues.

Public Facilities Impact Fees Capital Projects Fund

To account for the collection of and expenditure of fees imposed as a condition of
new development within the City, in compliance with California Government Code
Section 66006 (AB 1600).

Impact fees have been established for each of the following types of public facilities:
Traffic signals, Street improvements, Community recreation center, City office
space, Fire stations, Libraries, Police stations, Parkland, Street tree & street signs,
Street light in-lieu, Air quality mitigation, and Public facilities fees - administration

Capital Improvement Capital Projects Fund

To account for the acquisition, construction and improvement of capital facilities as
required by City Council action or state law in which the projects are financed by
grants, lease proceeds and transfers from other City governmental funds.

Redevelopment Agency Capital Projects Fund

To account for the acquisition, relocation, demolition and sale of land for those
portions of the City earmarked for redevelopment as approved by the City of
Stockton Redevelopment Agency and the California Health and Safety Code Section
33670 et seq. Projects are financed from bond proceeds, loans from other city funds
and property tax increment revenue.
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Proprietary Fund Types

Proprietary funds focus on the determination of operating income, changes in net
assets, financial position, and cash flows. There are two different types: enterprise
funds and the internal service funds.

Enterprise funds are used to report activities for which a fee is charged to external users
for goods and services.

The City’s major enterprise funds include:

o Water Utili<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>