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LETTER OF TRANSMITTAL

DATE: January 28, 2019

TO: Citizens of the City of Fort Bragg
Honorable Mayor and Members of the City Council and City Manager

FROM: Finance Director Victor Damiani

RE: Presentation of the Comprehensive Annual Financial Report

As required by State and federal law, the Comprehensive Annual Financial Report (CAFR) of the City of Fort
Bragg (City) for the fiscal year ended June 30, 2018, is hereby published.

Management assumes full responsibility for the completeness and reliability of the information contained in
this report based upon a comprehensive framework of internal controls that are established for this purpose.
Because the cost of internal control should not exceed anticipated benefits, the objective is to provide
reasonable, rather than absolute, assurance that the financial statements are free of any material
misstatements.

The City’s basic financial statements have been audited by JJIACPA, Inc., an accounting firm fully licensed and
qualified to perform audits of local governments within the State of California. The financial statements included
in this report were audited in accordance with generally accepted auditing standards and government auditing
standards. The independent auditors concluded that there was a reasonable basis for rendering an unmodified
(“clean”) opinion that the City’s basic financial statements for the fiscal year ended June 30, 2018 are fairly
presented in conformity with accounting principles generally accepted in the United States of America. The
independent auditor’s report is presented as the first component of the financial section of this report.

The independent audit of the City’s basic financial statements is part of a broader, federally-mandated Single
Audit designed to meet the special needs of federal grantor agencies. The standards governing Single Audit
engagements require the independent auditor to report not only on the City’s fair presentation of the financial
statements, but also on the City’s internal controls and compliance with legal requirements, with special
emphasis on internal controls and legal requirements involving the administration of federal awards.

Management’s Discussion and Analysis (MD&A) immediately follows the report of the independent auditors

and provides a narrative introduction, overview and analysis of the basic financial statements. The MD&A was
designed to complement this letter of transmittal and should be read in conjunction with it.
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This report combines the financial statements of the City, the Successor Agency to the Fort Bragg
Redevelopment Agency (Successor Agency), and the Fort Bragg Municipal Improvement District No. 1 (MID) in
accordance with principles defining the governmental reporting entity adopted by the Governmental
Accounting Standards Board (GASB). The financial operations of the Successor Agency and MID, though legally
separate from the City, are closely related to the City. The City Council members serve as the governing board
for the MID, which is presented as a blended component unit in the financial statements. Component units are
legally separate entities for which the primary government is financially accountable. For a more detailed
overview of the City’s component units, see the Management Discussion and Analysis (MD&A) and the Notes
to the Basic Financial Statements on pages 3-19 and 46-92, respectively.

Profile of the Government

The City of Fort Bragg, incorporated in 1889, is located approximately 165 miles north of San Francisco and 188
miles west of Sacramento on the scenic coast of Mendocino County. The City occupies 2.7 square miles. Census
2010 places the City’s population at 7,273. Although it is quite small, Fort Bragg is the largest city on the coast
between San Francisco and Eureka. The largest employment categories in the City include health care, public
education, local government, wholesale and retail trade, and tourism. The mild climate and picturesque
coastline make Fort Bragg a popular tourist and recreational area.

Fort Bragg is a general law city under California state law and its rights, powers, privileges, authority, and
functions are established through the State constitution. The City operates under the Council-Manager form of
government. The five members of the Fort Bragg City Council are elected by the voters to serve overlapping
four-year terms. The Mayor is elected by, and from, the City Council for a two-year term. The City Council
appoints the City Manager who serves at their discretion. The City Council is a policy-setting body that is
responsible for, among other things, enacting ordinances, adopting the budget, and appointing committees.
Several boards, commissions, and committees assist the City Council and Administration in carrying out various
aspects and functions of city government. The members of the City Council also serve as the governing board
for the Successor Agency to the Fort Bragg Redevelopment Agency and the Fort Bragg Municipal Improvement
District No. 1.

The City Manager is responsible for directing and supervising the administration of all departments of the City
to ensure that laws, ordinances, orders, resolutions, contracts, leases, and franchises are enforced and
executed, and for appointing all City employees.

The City provides a wide range of services to its residents including public safety services, construction and
maintenance of streets and infrastructure, water service, wastewater service, community development,
financial management and administrative services. Special districts, agencies and Joint Power Authorities (JPAs)
under the jurisdiction of the City provide services such as wastewater treatment and fire protection throughout
the City. Other entities not under the City’s jurisdiction that provide services to the City’s population include the
school district, hospital district, recreation district, harbor district, and other special districts.

The annual budget provides a comprehensive statement of the City’s organization, operations and resources
and it expresses City Council and Municipal Improvement District Board policies and priorities in all areas of the
City’s operations. The budget process is the vehicle through which the City establishes goals and objectives and
prioritizes desired programs or services which can be financed by the City’s projected revenue for the budget
year. The budget is prepared by fund, function (e.g., public safety), and department (e.g., police). It is the means
through which policy decisions are made, effected, controlled and monitored. The City Manager is responsible
for submitting and recommending an operating budget and a capital improvements budget for City Council
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consideration and adoption. Throughout the year, the budget serves as a financial management tool and an
operational plan for the delivery of City services and capital projects.

In addition to the budget planning process, the City maintains budgetary controls. The City’s objective in
maintaining budgetary control is to ensure compliance with legal provisions embodied in the annual
appropriated budget approved by the City Council. The City Manager is authorized to transfer budgeted
amounts within funds as deemed necessary in order to meet the City’s needs subject to policy defined in the
Fiscal Policies of the budget. The City Council may amend the budget by resolution during the fiscal year.

The City maintains an encumbrance accounting system as one technique of accomplishing budgetary control.
Purchase orders, contracts, and other commitments for expenditure of money are secured in order to reserve
that portion of the applicable appropriation. Total expenditures of each fund may not exceed fund
appropriations and total expenditures for each department may not exceed departmental appropriations.
Encumbrances outstanding at year-end are reported as committed fund balance. Unencumbered amounts lapse
at year-end and may be appropriated as part of the following year’s budget.

Spending Limitation

Article XIlIB of the California Constitution, also known as the Gann spending limit, restricts the amount of
“proceeds of taxes” California governments may spend. As of June 30, 2018, the City was $3.8 million or 37%
under the total Article XIHB (Gann) spending limitation. The City was not impacted by the spending limitation in
FY 2017-18.

Citywide Achievements in FY 2018-19

e Adopted a balanced General Fund Budget, for the first time in many years.

e Received the Distinguished Budget Presentation Award from the Government Finance Officers
Association, this was the third year the City has received this award.

e Completed the middle portion of the Coastal Trail, which links the north and the south Coastal Trails
sections and for the first time in over a century, opens the entire length of the coast in Fort Bragg to
the public.

e Completed and opened a second EV Charging Station in the Central Business District. Both stations
were completed through a grant from the Mendocino Land Trust.

e Completed construction of a $1.5 million finished water tank project. The new water tank funded by a
federal grant has a capacity of 1.5 million gallons and was completed in late June, 2018. The new tank
provides the City additional storage capacity and the ability to take other water tanks out of service
for maintenance and repairs.

e The City successfully negotiated a Lake and Streambed Alteration Agreement with the California
Department of Fish and Wildlife for the gravity-fed water diversion on Waterfall Gulch.

e Secured $13.3 million in USDA and State Revolving Fund funding involving a combination of mostly
grants and a low interest loan. Including the City’s contribution of $3.2 million, a $15.3 million major
Wastewater Treatment Plant upgrade is under construction. The project started in June, 2018 and
anticipated completion is in the summer of 2020.



Secured just over $3 million in Community Development Block Grant (CDBG) program funds for
Parents and Friends, Inc., a local nonprofit to provide housing and opportunities for developmentally
challenged adults living with age-related disabilities.

Completed the installation of the floating cover on Summers Lane Reservoir which will conserve water
by reducing evaporation and limit algae growth.

Implemented the Tourism Marketing and Promotion Plan with a revised Brown-Act Visit Fort Bragg
Committee. Developed a new City logo, hired a marketing and public relations firm.

Developed a new Cost Allocation Plan to better spread general administration and overhead costs to
the City’s Enterprise and Special Revenue funds.

Adopted a new Records Retention Schedule, specifically addressing each department’s unique
records, needs and the requirements of state law.

Implemented regular use of Body Worn Cameras by all Police Department field personnel, including a
policy to guide staff protocol and video records management.

Partnered with the Fort Bragg School District to conduct Active Shooter training on the local school
campuses.

Added live streaming of City Meetings to the City’s website in order to provide better access and more
transparency to local government. Continued to expand and add to the content.

Undertook a $1 million project to upgrade several sanitary sewer pump stations that are long overdue
to be overhauled.

Issued a $233,000 design contract for the replacement of approximately three miles of the City’s raw
water supply pipe in a cost efficient manner that also will minimize environmental disruptions using
innovative design and construction techniques.

Performed a preliminary feasibility study examining the viability of using desalination technology to
supplement the City’s water supply. The study determined that further consideration of this
technology is feasible and worthwhile.



Local Economy

During FY 2017-18, the City saw the positive employment
trends of the last few years continue. As reported by the
State Employment Development Department, the local
unemployment rate decreased to 2.7% at June 30, 2018,
compared to 2.9% at June 30, 2017. This represents the
lowest unemployment rate in the past ten years.

City tax revenues that are dependent on the state of the
economy continued to show steady overall growth. Local
general fund sales taxes increased year over year by 17%
totaling $1.79 million. The increase is tempered somewhat
by multi-year filing errors by one of the City’s top sales tax
producers. Still, on a multi-year basis, sales tax is trending
up. Transient Occupancy Tax increased 21%, totaling $2.6
million in FY 2017-18 as compared to $2.15 million in FY
2016/17. The significant increase is partially due to the
increase in the TOT tax rate from 10% to 12%. The City’s
largest source of discretionary revenue is comprised of
these two taxes.

Median home prices (according to Trulia.com) have
increased slightly to approximately $400k, a year over year
increase of 4%. Number of home sales are up 12% year over
year. Assessed valuations are up 3% for FY 2017-18 over FY
2016/17. General fund property taxes however remained
flat year over year at $1.03 million. The City’s property tax
revenue continues to trend 27% lower since 2012 when the
State mandated redistribution of tax increment from the
dissolution of Redevelopment Agencies.

Overall general fund revenues for FY 2017-18 increased 12%
over the prior year. The increase is largely due to the
increased tax collections discussed above. A lack of revenue
enhancement coupled with significant increases in pension
costs has the potential to cause financial difficulty for the
City in the next few years. The Fort Bragg City Council has
recognized this potential and in response has placed a
general sales tax measure on the November 2018 ballot
entitled Measure H. The outcome of Measure H will play a
substantial role in determining the City’s financial health in
the years to come. Should Measure H pass, the City plans to
move to a fifteen year amortization of its unfunded pension
liability which in the long term will save the City
approximately $4 million. If Measure H does not pass, the
likelihood of service cuts will dramatically increase. Still,
some of the current economic uncertainties have been
offset by positive economic developments, leading to an
overall outlook of guarded optimism.
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Long-term Financial Planning

An analysis and update of the City’s Fiscal Policies, including Fund Balance & Reserve Policies was conducted as
part of the FY 2016-17 budget process. The results of the analysis prompted the City Council to commit to new
reserve levels. The following General Fund reserves comprise committed fund balance and at Fiscal Year-end
2018/2019 these reserves total $1,642,165:

> General Fund Operating Reserve: The City will maintain an unrestricted fund balance of at least
15% to 20% of the annual operating expenditures in the General Fund, as an “Operating Reserve”
to ensure liquidity of the General Fund and to ensure adequate cash flow throughout the year. This
reserve is necessary to accommodate fluctuations in the timing of expenditures and the receipt of
revenues. The reserve is committed fund balance and may be used, with Council authorization, for
unforeseen operating or capital needs. At Fiscal Year-end 2017-18, the reserve is funded at 15%
which is $1,428,044.

> Litigation Reserve: The City will maintain a $200,000 Litigation Reserve to cover unforeseen legal
expenses, including unbudgeted settlement costs that are not covered by the City’s insurance pool.
At Fiscal Year-end 2017-18, the reserve balance is $214,121.

For the City, as with governmental jurisdictions throughout the nation, continuing fiscal challenges have
required a redoubling of efforts to address current and future budget shortfalls while working to prioritize and
maintain the level of services that the residents of Fort Bragg have come to expect. Traditional funding sources
for parks, public safety, and community development are shrinking or have disappeared. The immediate
challenges continue to be the dissolution of the Redevelopment Agency by the State and major cuts in revenues
distributed through federal and State grant programs. Pension costs will challenge the City in the coming years
as well.

The City has worked hard to address its fiscal challenges and, overall, its efforts have been successful. In 2010,
the City significantly reduced its workforce and implemented across-the-board salary concessions. All City
employees agreed to multi-year labor agreements with escalating employee contributions to offset pension
costs. In FY 2014/15 the City was in position to offer modest salary increases to all of its employee groups for
the first time since the financial downturn. Labor agreements for FY 2017/18 and FY 2018/19 continued the
moderate cost of living adjustments begun earlier. The FY 2016-17 budget process, however, uncovered an
accounting error in previous years which resulted in over-allocations from the general fund to the enterprise
funds. Correction of the error lead to several years of continued budget deficits.

With hard work, some difficult decisions and fiscal discipline the City Manager and City Council succeeded in
passing a balanced FY 2018/19 budget. This was the first balanced budget in many years. The budget was
balanced by freezing one position in the Police Department and by moving to a less conservative revenue
forecast. Further, the City opted not to budget a payment into its Other Post-Employment Benefits (OPEB) trust
fund. The tradeoffs in balancing the budget include, a decrease in services (frozen police officer position) and a
higher risk of a budgeted revenue miss in FY 2018/19. A budgeted revenue miss would increase the likelihood
of a realized year-end deficit. The OPEB trust fund on the other hand has been diligently pre-funded for several
years and even without continued payments the City appears poised to start drawing from the fund in order to
offset increasing costs in the years to come.

Beginning with the FY 2017/18 budget the City’s Finance department has prepared a five year budget forecast
for the General fund. Till now the document has been a stand-alone document that is presented at the mid-year
budget review meeting. Beginning with the FY 2019/20 budget the five year forecast will be incorporated into
the main budget document. The five year forecast indicates that In the short term, the City will likely be able to
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fill budgeted or realized deficits with appropriated fund balance. In the long-term, it is likely that revenue
enhancements and/or cost-cutting measures will be necessary.

Impact of Fiscal Policies on Financial Statements

The City of Fort Bragg'’s fiscal policies are established to ensure that the finances of the City and the Municipal
Improvement District No. 1 (collectively referred to as “the City”) are managed in a manner that will:

» Maintain a financially viable local government that provides adequate levels of municipal services to its
citizens.

» Provide for financial flexibility in order to adapt to local and regional economic changes.

» Preserve and enhance the sound fiscal condition of the City.

The City’s policies are maintained in the annual budget document and are reviewed and approved each year by
the City Council. The policies cover; Budgeting, budgetary controls, revenues, expenditures, utility rates, capital
budgeting, debt management, interfund loans, fund balance and reserves, investments, accounting auditing
and financial reporting, asset forfeiture expenditures, employment compensation, cost allocations, and debt
service. The City’s fiscal policies are extensive and followed diligently so that it can be safely said that all of the
policies have had a significant impact on the current period’s financial statements. In some years certain fiscal
policies may stand out as having a more significant impact on the financial statements while in other years (such
as the current reporting period) they may have a relatively equal impact.

Certificate of Achievement

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 comprehensive annual financial report for
the fiscal year ended June 30, 2017. This was the seventh year in a row that the City of Fort Bragg has achieved
this prestigious award. In order to be awarded a Certificate of Achievement, a government must publish an
easily readable and efficiently organized comprehensive annual financial report. This report must satisfy both
generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current comprehensive
annual financial report continues to meet the Certificate of Achievement Program’s requirements and it will be
submitted to the GFOA to determine its eligibility for another certificate.
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JJACPA, Inc.

A Professional Accounting Services Corp.

INDEPENDENT AUDITOR’S REPORT

To the Honorable Mayor and City
Council City of Fort Bragg
Fort Bragg, California

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type activities, each
major fund, the aggregate remaining fund information, and the budgetary comparison information of the City of Fort
Bragg, California (City), as of and for the year ended June 30, 2018, and the related notes to the financial statements,
which collectively comprise the City’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinions.
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, the aggregate remaining fund
information, and the budgetary comparison information of the City, as of June 30, 2018, and the respective changes in
financial position and, where applicable, cash flows thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

7080 Donlon Way, Suite 204, Dublin, CA 94568 e phone (925) 556-6200 e fax: (925) 556-6201
WWW.jjacpa.com
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Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion and
analysis on pages 3-19, the Schedule of Changes in Net OPEB Liability and Related Ratios on page 95, the Other Post-
Employment Benefits Schedule of Employer Contributions on page 96, the Pension Plan Schedule of Contributions on
page 97-98, and the Schedules of the City’s proportionate Share of the Net Pension Liability on pages 99-100, be
presented to supplement the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of management about
the methods of preparing the information and comparing the information for consistency with management’s responses
to our inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide anyassurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the
City’s basic financial statements. The combining and individual nonmajor fund financial statements and the introductory
section and statistical sections are presented for purposes of additional analysis and are not a required part of the basic
financial statements.

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

The introductory section and statistical sections have not been subjected to the auditing procedures applied in the audit
of the basic financial statements, and accordingly, we do not express an opinion or provide any assurance on it

Implementation of New Accounting Standards

As disclosed in the Note 1 to the financial statements, the City implemented GASB Statement No. 75, “Accounting and
Financial Reporting for Postemployment Benefits Other than Pensions,” during the fiscal year 2018. Our opinion is not
modified with respect to this matter.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 27, 2018 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 internal control over financial reporting or on compliance. That report is an integral part
of an audit performed in accordance with Government Auditing Standards in considering City’s internal control over

financial reporting and compliance.
FFGT B  Fo.

December 27, 2018 JJACPA, Inc.
Dublin, CA



City of Fort Bragg, California
Comprehensive Annual Financial Report
For the year ended June 30, 2018

Management’s Discussion and Analysis

This section provides a narrative overview and analysis of the financial activities of the City of Fort Bragg
(City) for the fiscal year ended June 30, 2018. It should be read in conjunction with the accompanying
transmittal letter and basic financial statements.

FINANCIAL HIGHLIGHTS

The City’s Net Position increased $S3M to $82.1M. Several factors contributed to the increase in Net
Position and are discussed in more detail subsequently in the analysis

At the close of the most recent fiscal year, the City’s governmental funds reported combined fund
balances of $7.5M, a decrease of $300k in comparison with the prior fiscal year. Approximately 9% of
combined fund balance at June 30, 2018 (S$702k) is available for spending at the government’s
discretion (unassigned fund balance)

General Fund revenues outpaced budget by $118k or 1.3%

General Fund expenditures were under the final amended budget by $253k or 3%

The balance of the General Fund decreased $148k to $3M.

The Water Enterprise Net Position increased $1.9M and the Wastewater Enterprise Net Position
increased $1.2M while the C.V. Starr Center Net Position decreased $487k. The most significant draw
on C.V. Starr Center Net Position is the non-cash item depreciation ($741k). The Center increased cash
by $52k for the year.

OVERVIEW OF THE ANNUAL FINANCIAL REPORT

This Comprehensive Annual Financial Report is in three major parts:

1)

2)

Introductory section, which includes the Transmittal Letter and general information; and,

Financial section, which includes the Management’s Discussion and Analysis (this part), the Basic Financial
Statements, which include the Government-wide and the Fund Financial Statements along with the notes
to these financial statements, and Combining and Individual Fund Financial Statements and Schedules.

Statistical section, which includes detailed information as a context for understanding what the
information in the financial statements, and footnotes says about the City's overall financial health

The Basic Financial Statements

The Basic Financial Statements are comprised of the Government-wide Financial Statements and the Fund
Financial Statements; these two sets of financial statements provide two different views of the City’s financial
activities and financial position.



City of Fort Bragg, California
Comprehensive Annual Financial Report
For the year ended June 30, 2018

Management’s Discussion and Analysis

OVERVIEW OF THE ANNUAL FINANCIAL REPORT, Continued

Government-wide Financial Statements

The Government-wide Financial Statements provide a broad overview of the City’s activities as a whole and
comprise the Statement of Net Position and the Statement of Activities. The Statement of Net Position
provides information about the financial position of the City as a whole, including all of its capital assets and
long-term liabilities on the full accrual basis, similar to that used by corporations. The Statement of Activities
provides information about all the City’s revenues and all its expenses, also on the full accrual basis, with the
emphasis on measuring net revenues or expenses of each the City’s programs. The Statement of Activities
explains in detail the change in Net Position for the year.

All of the City’s activities are grouped into Governmental Activities and Business-type activities, as explained
below. All the amounts in the Statement of Net position and the Statement of Activities are separated into
Governmental Activities and Business-type Activities in order to provide a summary of these two activities of
the City as a whole.

¢ Governmental activities — All of the City’s basic services are considered to be governmental activities,
including general government, community development, public safety, public works and administration.
These services are supported by general City revenues such as taxes and by specific program revenues
such as developer fees.

¢ Business-type activities — All the City’s enterprise activities are reported here, including Water,
Wastewater (Sewer), and the C.V. Starr Community Center. Unlike governmental services, these services
are supported by charges paid by users based on the amount of the service they use.

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. The City, like other state and local governments, uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements. All of the funds
of the City may be divided into two categories: governmental funds and proprietary funds.

Fund Financial Statements, Continued

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 on balances of spendable resources available at the end of the
fiscal year. Such information may be useful in evaluating a government’s near-term financing requirements.
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Management’s Discussion and Analysis

OVERVIEW OF THE ANNUAL FINANCIAL REPORT, Continued

Because the focus of the Governmental Fund Financial Statements 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 Statement. By
doing so, readers may better understand the long-term impact of the government’s near-term financial
decisions. Both the governmental fund balance sheet and the governmental fund statement of revenues,
expenditures, and changes in fund balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities. The Governmental Fund Financial Statements provide
detailed information about each of the City’s most significant funds, called major funds. The concept of major
funds, and the determination of which are major funds, was established by GASB Statement No. 34 and
replaces the concept of combining like funds and presenting them as one total. Instead, each major fund is
presented individually, with all non-major funds summarized and presented only in a single column.
Subordinate schedules present the detail of these non-major funds. Major funds present the major activities
of the City for the year, and may change from year to year as a result of changes in the pattern of the City’s
activities.

For the fiscal year ended June 30, 2018, the City’s major funds are as follows:

GOVERNMENTAL FUNDS:

¢ General Fund

CDBG Program Income Special Revenue
Housing Successor Agency Special Revenue
Street Sales Tax Special Revenue

Street Resurfacing Capital Projects

* & o o

For the fiscal year ended June 30, 2018, the City adopted annual appropriated budgets for all funds.
Budgetary comparison schedules have been provided for the general fund and major governmental funds to
demonstrate compliance with this budget and may be found on beginning on page 34.

Proprietary funds. The City maintains Enterprise-type and Internal Service 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 Water, Wastewater,
and C.V. Starr Center activities. Internal service funds are an accounting methodology

used to accumulate and allocate costs internally among the City’s various functions. The City uses internal
service funds to account for its building maintenance, information technology assets, and its fleet of vehicles.
Proprietary funds provide the same type of information as the Government-wide Financial Statements, only
in more detail. The proprietary fund financial statements provide separate information for all of these
operations.
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Management’s Discussion and Analysis

OVERVIEW OF THE ANNUAL FINANCIAL REPORT, Continued
Fund Financial Statements, Continued

ENTERPRISE-TYPE FUNDS:

¢ Water Enterprise Fund
¢ Wastewater Enterprise Fund
¢ CV Starr Center Enterprise Fund

Notes to the Basic Financial Statements

The notes 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 basic financial statements may be found
on pages 46-92 of this report. Required Supplementary Information follows the notes on page 95.

Combining and Individual Fund Financial Statements and Schedules
The combining statements referred to earlier in connection with non-major governmental funds are

presented on pages 103-125 of this report. Combining statements for internal services funds are presented
on pages 127-129.
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Management’s Discussion and Analysis

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net position may serve over time as a useful indicator of a government’s financial position.

In the case of the City, assets exceeded liabilities by $82.1M as of June 30, 2018. The following table

represents a comparative analysis of the net assets of governmental and business-type activities as of June
30, 2018 and June 30, 2017. Year over year assets increased $5.4M and liabilities increase $4M. No new debt

was issued.

2018 2017
Govern- Business- Govern- Business-
mental type mental type
Activities Activities Total Activities Activities Total
Current and other assets S 11,151,164 $10,309,901 $21,461,065 $11,745,268 S 8,499,990 $20,245,258
Noncurrent assets 42,573,705 35,947,727 78,521,432 39,934,923 34,432,706 74,367,629
Total assets 53,724,869 46,257,628 99,982,497 51,680,191 42,932,696 94,612,887
Deferred outflows of resources 3,114,703 473,526 3,588,229 2,656,832 533,641 3,190,473
Total assets and
deferred outflows of resources 56,839,572 46,731,154 103,570,726 54,337,023 43,466,337 97,803,360
Current and otherliabilities 1,174,015 2,026,572 3,200,587 1,345,316 894,916 2,240,232
Noncurrent liabilities 14,057,706 3,431,521 17,489,227 10,705,055 3,759,175 14,464,230
Total liabilities 15,231,721 5,458,093 20,689,814 12,050,371 4,654,091 16,704,462
Deferred inflows of resources 822,501 77,781 900,282 1,769,036 195,123 1,964,159
Total liabilities and
deferred inflows of resources 16,054,222 5,535,874 21,590,096 13,819,407 4,849,214 18,668,621
Net position:
Netinvestmentin
capital assets 42,293,357 33,571,793 75,865,150 39,522,761 31,596,615 71,119,376
Restricted 3,757,504 108,064 3,865,568 2,512,534 108,064 2,620,598
Unrestricted (5,115,419) 7,515,423 2,400,004 (1,517,680) 6,912,444 5,394,764
Total net position S 40,935,442 $41,195,280 $82,130,722 $40,517,614 $38,617,123 $79,134,737

Overall, net position increased by approximately S3M. Governmental activities increased $418k while
business-type activities contributed $2.6M. Although revenues outpaced expenditures by $5.2M,

implementation of GASB statement 75 (related to reporting of OPEB liabilities) included a prior year

adjustment to beginning net position of $2.2M. The revenue and expense factors contributing to the year

over year performance increase are discussed in further detail in the ensuing sections of this report.
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Management’s Discussion and Analysis

GOVERNMENT-WIDE FINANCIAL ANALYSIS, continued

A large portion (92%) of the City of Fort Bragg’s net assets reflect its investment in capital assets (e.g., land,
easements, buildings, machinery, and infrastructure); less any related outstanding debt that was used to
acquire those assets. The City uses these capital assets to provide a variety of services to its citizens;
consequently, these assets are not available for future spending. The balance in net investment in capital
assets increased in FY 2017-18 by $4.8M to a total of S82M. The increase reflects capital outlay in multiple
projects, including Street Resurfacing projects (52M), Chestnut Street Multi-Use Trail ($1.5M), Alley Rehab
Projects ($400k), Coastal Trail Phase Il ($1.2M), Water Tank Replacement Project ($1.5M) and kickoff of the
Wastewater Treatment Facility Project (5858k). Citywide total assets placed in service equaled $6.3M which
was offset by $1.5M in depreciation.

Restricted net position is comprised of revenues held for expenditure for specified purposes (special revenue)
as well as amounts held for debt service. Examples of special revenues are street sales tax and CDBG
program income. Overall restricted net position increased year over year by approximately $1.3M and ended
with a balance of $3.9M. Accumulation of special sales tax for street repair (5407k) a receivable from the
State Parks Prop 84 Grants for the Summer’s Lane Reservoir Project ($700k) and a receivable from the State
Parks Prop 84 Grants for the Coastal Trail Phase Il Project ($295k) contributed to the increase.

Unrestricted Net Position decreased $3M over the previous year and is now $2.4M. Governmental Activities
saw a decrease of $3.6M in unrestricted net position whereas Business-type Activities saw an increase of
$603k. The decrease in unrestricted net position is largely due to implementation of GASB statement 68
(related to reporting of pension liabilities) and GASB statement 75 (related to reporting of OPEB liabilities).
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GOVERNMENT-WIDE FINANCIAL ANALYSIS, Continued

The change in net position for the fiscal years ended June 30, 2018, and 2017, follows
Changes in Net Position

2018 2017
Governmental Business-type Governmental Business-type
Activities Activities Total Activities Activities Total
Revenues:
Program revenues:
Charges for services $ 3,257,145 $ 7,146,794 $ 10,403,939 $ 3,054,289 $ 6,683,468 $ 9,737,757
Grants and contributions:
Operating 2,258,542 - 2,258,542 1,251,088 - 1,251,088
Capital 3,324,209 - 3,324,209 922,119 - 922,119
General revenues:
Property taxes and assessments 1,034,552 236,035 1,270,587 1,084,296 234,006 1,318,302
Sales and use tax 1,785,264 915,239 2,700,503 2,413,528 880,985 3,294,513
Transient occupancy taxes 2,619,227 - 2,619,227 2,149,404 - 2,149,404
Other taxes 718,762 - 718,762 673,736 - 673,736
Use of money and property (110,374) 98,062 (12,312) (22,602) 56,453 33,851
Other general 60,670 272,338 333,008 150,934 1,241,533 1,392,467
Loss onsale of capital assets
Total revenues 14,947,997 8,668,468 23,616,465 11,676,792 9,096,445 20,773,237
Expenses:
Governmental activities:
General government 2,679,593 - 2,679,593 2,220,574 - 2,220,574
Public safety 4,535,363 - 4,535,363 4,387,530 - 4,387,530
Public works 2,922,026 - 2,922,026 2,749,701 - 2,749,701
Community development 1,207,939 - 1,207,939 1,017,906 - 1,017,906
Parks and recreation - - - 37,582 - 37,582
Interest and fiscal charges 52,749 - 52,749 21,060 - 21,060
Business-type activities: - -
Water - 2,033,988 2,033,988 - 2,157,742 2,157,742
Wastewater - 2,568,894 2,568,894 - 2,847,226 2,847,226
C.V. Starr Center - 2,385,927 2,385,927 - 2,320,454 2,320,454
Total expenses 11,397,670 6,988,809 18,386,479 10,434,353 7,325,422 17,759,775
Excess (Deficiency) of revenues over
expenditures before transfers 3,550,327 1,679,659 5,229,986 1,242,439 1,771,023 3,013,462
Transfers (898,498) 898,498 - (2,003,107) 2,003,107 -
Change in net position 2,651,829 2,578,157 5,229,986 (1,267,347) 3,774,130 2,506,783
Net position:
Beginning of year 40,517,614 38,617,123 79,134,737 41,784,961 34,842,993 76,627,954
Beginning, as adjusted 38,283,613 38,617,123 76,900,736 41,784,961 34,842,993 76,627,954
End of year $ 40,935,442 $ 41,195,280 $ 82,130,722 $40,517,614 $38,617,123 $79,134,737
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GOVERNMENT-WIDE FINANCIAL ANALYSIS, Continued

Revenues

The City’s total revenues for Governmental and Business-type Activities were $23.6 M for the fiscal year

ended June 30, 2018 which represents a 14% increase over the previous fiscal year. Governmental Activities
increased $3.3M while Business-type Activities decreased $428k. Significant revenues for the City for fiscal
year 2017-18 were derived from charges for services (55%) grants and contributions (13%), sales and use tax

(11%), transient occupancy tax (11%) and property tax (5%).

Significant Revenue Sources
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Following is a discussion of variances in key revenues for the fiscal year 2017-2018:

Charges for Services. Charges for Services increased $666k or 7%. An increase of $203k is
attributable to Governmental Activities while Business-type Activities increased $463k. Charges
for services for Governmental Activities is made up mostly of salary, benefit and overhead charges
to the Business-type Activities as well as charges to various grants for staff time and administrative
costs. The total increase in cost allocation plan revenues year over year is $254k. Revenue
received from the Mendocino Council of Governments (MCOG) decreased by $282k related to the
one time purchase in FY 2016-17 of a new street sweeper. Additionally Community Development
charges relating to building permits, development fees and general pla