CITY OF STOCKTON
SINGLE AUDIT REPORTS

FOR THE YEAR ENDED JUNE 30, 2004



CITY OF STOCKTON
FOR THE YEAR ENDED JUNE 30, 2004

TABLE OF CONTENTS
Page(s)
FINANCIAL SECTION:
Independent Auditor's Report 1-2
MANAGEMENT’S DISCUSSION AND ANALYSIS (Required
Supplementary Information) 3-13
BASIC FINANCIAL STATEMENTS: ~
Government-wide Financial Statements:
Statement of Net Assets 15
Statement of Activities 16-17
Fund Financial Statements:
Balance Sheet — Governmental Funds 22-23
Reconciliation of the Balance Sheet of Governmental Funds to
the Statement of Net Assets 25
Statement of Revenues, Expenditures and Changes in Fund
Balances - Governmental Funds 26-29
Reconciliation of the Statement of Revenues, Expenditures
and Changes in Fund Balances of Governmental Funds to
the Statement of Activities 31
Statement of Net Assets — Proprietary Funds . 32-33
Statement of Revenues, Expenses and Changes in Fund Net
Assets — Proprietary Funds 34-35
Statement of Cash Flows — Proprietary Funds 36-39
Statement of Fiduciary Net Assets — Fiduciary Fund 40
Notes to the Financial Statements 41-76
REQUIRED SUPPLEMENTARY INFORMATION:
Schedules of Defined Benefit Pension Plans Funded Status:
Miscellaneous Plan 77
Safety Plan 77
Schedule of Revenues, Expenditures and Changes in Fund
Balance — Budget and Actual — On a Budgetary Basis -
General Fund 78-79
80-81

Notes to the Required Supplementary Information



CITY OF STOCKTON

FOR THE YEAR ENDED JUNE 30, 2004
TABLE OF CONTENTS (Continued)

Page(s)

FEDERAL AWARD PROGRAMS:

Independent Auditor's Report on Compliance with Requirements

Applicable to Each Major Program and Internal Control over Compliance

in Accordance with OMB Circular A-133 82-83

Independent Auditor's Report on Internal Control over Financial

Reporting and on Compliance and Other Matters Based on an

Audit of Financial Statements Performed in Accordance with

Government Auditing Standards - 84-85
Schedule of Expenditures of Federal Awards 86-88
Notes to the Schedule of Expenditures of Federal Awards 89-92

Schedule of Findings and Questioned Costs 93-94



AC
MACIAS GINI & COMPANY e

3000 S Street, Ste, 300
Sacramento, California 95816

916.928,4600 PHONE
916.928.2755 rAx

To the City Council
City of Stockton, 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, 2004, 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 management. 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 of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes ‘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, 2004, and the respective changes in financial position and cash
flows, where applicable, thereof for the fiscal year then ended in conformity with
accounting principles generally accepted in the United States of America.
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In accordance with Government Auditing Standards, we have also issued our report
dated October 25, 2004, on our consideration of the City’s internal control over financial
reporting and 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 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 the Governmental Accounting Standards Board. 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 accompanying
schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by U.S. Office of Management and Budget Circular A-133, Audits
of States, Local Governments, and Non-Profit Organizations, and is not a required part
of the basic financial statements. Such information has been subjected to the auditing
- procedures applied in the audit of the basic financial statements and, in our opinion; is
fairly stated in all material respects in relation to the basic financial statements taken as

a whole.

”/a.cms, G’n‘m ¢ Gwpand LLP
Certified Public Accountants

Sacramento, California
October 25, 2004



Management’s Discussion and Analysis

The following is presented as discussion and analysi$ of the financial performance of the City of
Stockton (City) for the fiscal year ended June 30, 2004. Please consider the information
presented here in conjunction with the information furnished in the Letter of Transmittal, which
can be found at the beginning of the Comprehensive Annual Financial Report. All dollar
amounts are expressed in thousands unless otherwise indicated.

- FINANCIAL HIGHLIGHTS

» At the close of the 2004 fiscal year, the City’s assets exceeded its liabilities by $840,944 (net
assets). Of this amount, $136,084 (unrestricted net assets) may be used to meet ongoing
obligations to citizens and creditors, $112,856 is restricted for specific purposes (restricted
net assets), and $592,004 is invested in capital assets, net of related debt.

= The City’s total net assets increased by $86,275. Governmental activities accounted for
$62,502 of this increase and business-type activities accounted for the remaining $23,773.
Contributions of capital assets from developers and development related fees were the key
drivers of the increase in net assets.

« Qverall investment earnings decreased by $7,311, primarily due to the recognition at June
30 of a $6,082 net decrease in fair value of investments. In addition, the average rate of
return on the City’s general investment pool dropped from 3.23% in fiscal year 2003 to
2.56% in fiscal year 2004, resulting in a decrease of $1,860 in interest income.

» The City's long-term liabilities related to governmental activities increased by $72,926 (26%)
at fiscal year end. The key factors in this increase were the issuance of $24,645 of 1915 Act
Special Assessment Bonds, $3,250 of Mello-Roos Special Tax Bonds, $47,000 of Revenue
Bonds for the Events Center-Arena project, and an increase of $1,774 in the allowance for
workers' compensation self-insurance claims and judgments.

» Long-term liabilities related to enterprise funds increased by $22,700, primarily due to the
issuance of $32,785 of Lease Revenue Bonds for parking and capital projects.

» As of June 30, 2004, the City’s governmental funds (General Fund, special revenue funds,
debt service funds, capital projects funds, and the Permanent Fund) reported combined
ending fund balances of $297,939.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended as an introduction to the City’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 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.



The government-wide financial statements include the statement of net assets and the
statement of activities. Both of the 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, library, parks and recreation, and general government
services. The business-type activities of the City include water utility, sanitary wastewater utility,
stormwater utility, solid waste operations, golf courses, and the parking district.

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

The Statement of Net Assets presents information on all Clty assets and liabilities. The
difference between the two is reported as net assets. Over time, increases or decPeases in net
assets and liabilities may serve as a useful indicator of whether the City’s flnanCIal position is
improving or deteriorating.

The Statement of Activities presents information showing how the City’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 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 15-17 of this report.

Fund Financial Statements are designed to report information about groupings of related
accounts which are 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 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, governmental fund financial statements focus on how financial assets can readily be
converted to available resources and the balances left at year end that are available for
spending. Such information may be useful in determining what financial resources are available
in the near future to finance the City’s programs.

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. Both the governmental funds balance sheet and the governmental funds
statement of revenues, expenditures, and changes in fund balances provide a reconciliation to
facilitate this comparison.







