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INDEPENDENT AUDITOR’S REPORT

Honorable Mayor
Members of the City Council
City of Scotts Valley, California

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the aggregate discretely presented component unit, each major fund, and
the aggregate remaining fund information of the City of Scotts Valley, California, as of and for the
year ended June 30, 2008, 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.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. 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, the
aggregate discretely presented component unit, each major fund, and the aggregate remaining fund
information of the City of Scotts Valley, California, as of June 30, 2008, and the respective changes
in financial position and cash flows, were applicable, thereof for the year then ended in conformity
with accounting principles generally accepted in the United States of America.

The management’s discussion and analysis, budgetary comparison information, and schedule of
funding progress 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.



Honorable Mayor
Members of the City Council
Scotts Valley, California

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Scotts Valley's basic financial statements. The introductory
section, major fund budgetary comparison schedules, combining nonmajor fund financial
statements, and statistical section as listed in the table of contents are presented for purposes of
additional analysis and are not a required part of the basic financial statements. The major fund
budgetary comparison schedules and combining nonmajor fund financial statements 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 sections 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. ‘

Certified Public Accountants
Sacramento, California

October 30, 2008



MANAGEMENT’S DISCUSSION AND ANALYSIS

This section of the City of Scotts Valley’s annual financial report presents the City’s discussion
and analysis of its financial performance during the fiscal year ended June 30, 2008. Please
read it in conjunction with the transmittal letter at the front of this report and the City’s financial
statements, which follow this section.

FINANCIAL HIGHLIGHTS

The City’'s assets exceeded liabilities at June 30, 2008, by $63,470,611. The current year
change in net assets was an increase of $1,652,415. Of the total net assets, $35,604,412 was
invested in capital assets (net of related debt) and $20,183,192 had restrictions on their use
leaving $7,683,007 as unrestricted. The current increase in City net assets is a combination of
the governmental activities increasing $2,213,874 and the business-type activities decreasing
$561,459.

As of June 30, 2008, the City’s governmental funds (General Fund, special revenue funds, debt
service funds, and capital project funds) had a combined fund balance of $18,219,964, an
increase of $2,488,436 from the previous year. Of the total fund balance, $5,466,990 was
reserved; $2,396,318 was designated for capital acquisitions, debt service payments, and future
expenditures; and $10,356,656 was neither reserved nor designated.

The City’s voters approved a temporary sales tax in November 2005. It became effective April
1, 2006. For the first three years it would be an additional half-cent sales tax. For the final two
years it would reduce to a quarter-cent. The discussion on the General Fund budget on page
10 discusses the regular (or base rate) sales tax and the temporary sales tax revenues.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of four parts: management’s discussion and analysis (this section),
the basic financial statements, required supplementary information, and an optional section that
presents combining statement for nonmajor governmental funds and internal service funds. The
basic financial statements include two kinds of statements that present different views of the
City.

e The first two statements are government-wide financial statements that provide both
long-term and short-term information about the City’s overall financial status.

e The remaining statements are fund financial statements that focus on individual parts of
the City government, reporting the City’s operations in more detail than the government-
wide statements.

- the governmental funds statements tell how general government
services such as public safety were financed in the short term as
well as what remains for future spending.

- Proprietary fund statements offer both short- and long-term
financial information about the activities the government operates
like businesses, such as the sewer system.



OVERVIEW OF THE FINANCIAL STATEMENTS (continued)

Fiduciary fund statements provide information about the financial
relationships (such as special assessment bond funds) in which
the City acts solely as a trustee or agent for the benefit of others,
to whom the resources in question belong.

The financial statements also include notes that explain some of the information in the financial
statements and provide more detailed information. The statements are followed by a section of
required supplementary information that further explains and supports the information in the

financial statements.

In addition to these required elements, the City included a section with

combining statements that provide details about the City’s non major governmental funds and
internal service funds, each of which are added together and presented in single columns in the
basic financial statements.

Figure 1 below summarizes the major features of the City’s financial statements, including the
portion of the City government they cover and the types of information they contain. The
remainder of this overview section of management’s dlscusswn and analysis explains the
structure and contents of each of the statements.

Figure 1
Major Features of the City’'s Government-wide and Fund Financial Statements
Government-wide Governmental Proprietary Fiduciary
Statements Funds Funds Funds
Scope Entire City government The activities of the City Activities the City Instances in which
(except fiduciary funds) that are not proprietary or | operates similar to the City is the
and the City’s component | fiduciary private businesses trustee or agent for
units someone else’s
resources
Required Statement of net assets Balance sheet, Statement of net assets | Statement of
financial Statement of activities Statement of revenues, Statement of revenues, | fiduciary net assets
statements expenditures, and expenses, and changes | Statement of
changes in fund balances | in net assets changes in
Statement of cash flows | fiduciary net assets
Accounting Accrual accounting and Modified accrual Accrual accounting Accrual accounting
basis and economic resources accounting and current and economic and economic
measurement | focus financial resources focus | resources focus resources focus
focus
Type of All assets and liabilities, Only assets expected to All assets and All assets and
asset/liability | both financial and be used up and liabilities | liabilities, both financial | liabilities, both
information capital, and short-term that come due during the | and capital, and short- short-term and
and long-term year or soon thereafter; term and long-term long-term
no capital assets
included
Type of All revenues and Revenues for which All revenues and All revenues and
inflow/outflow| expenses during the cash is received during expenses during the expenses during
information | year, regardless of when | or soon after the end of year, regardless of the year,

cash is received or paid

the year; expenditures
when goods or services
have been received and
payment is due during
the year or soon
thereafter

when cash is received
or paid

regardiess of when
cash is received or
paid




OVERVIEW OF THE FINANCIAL STATEMENTS (continued)

Government-wide Statement

The government-wide statements report information about the City as a whole using accounting
methods similar to those used by private-sector companies. The statement of net assets
includes all of the government’s assets and liabilities. All of the current year’s revenues and
expenses are accounted for in the statement of activities regardless of when cash is received or
paid.

The two government-wide statements report the City’s net assets and how they have changed.
Net assets (the difference between the City’s assets and liabilities) is one way to measure the
City’s financial health, or position. Over time, increases or decreases in the City’s net assets
are an indicator of whether its financial health is improving or deteriorating, respectively.

The government-wide financial statements of the City are divided into three categories:

e Government activities: Most of the City’s basic services are included here, such as the
police, public works, planning, building, park/street maintenance, and general
administration. Various taxes, franchise fees, service charges, and investment earnings
finance most of these activities.

» Business-type activities: The City charges fees to customers to help cover the cost of
certain services it provides. The City’s sewer system and recreation programs are
included here.

e Component units: The City includes three other entities in its report - the Scotts Valley
Redevelopment Agency, the Scotts Valley Public Financing Authority, and the Scotts
Valley Parks and Recreation Advocates. Although legally separate, these “component
units” are important because the City is financially accountable for them.

Fund Financial Statements

The fund financial statements provide more detailed information about the City’s most significant
funds, not the City as a whole. Funds are accounting devices that the City uses to keep track of
specific sources of funding and spending for particular purposes. Some funds are required by
State law and by bond covenants. The City Council establishes other funds to control and
manage money for particular purposes such as capital project grant funds or to show that it is
properly using certain restricted taxes such as gas tax revenues.

The City has three kinds of funds:

e Government funds: Most of the City’s basic services are included in government funds,
which focus on (1) how cash and other financial assets that can readily be converted to
cash flow in and out and (2) the balances left at year-end that are available for spending.
Consequently, the governmental funds statements provide a detailed short-term view
that helps you determine whether there are more or fewer financial resources that can
be spent in the near future to finance the City’s programs. Because this information
does not encompass the additional long-term focus of the government-wide statements,
there is additional information at the bottom of the governmental funds statement, or on
the subsequent page, that explains the relationship (or differences) between them.

e Proprietary funds: Services for which the City charges customers a fee are generally
reported in proprietary funds. Proprietary funds, like the government-wide statements,



OVERVIEW OF THE FINANCIAL STATEMENTS (continued)

provide both long- and short-term financial information. The City’s enterprise funds (one
type of proprietary fund) are the same as its business-type activities, but provide more
detail and additional information, such as cash flows. Internal service funds (the other
kind of proprietary fund) report activities that provide supplies and services for the City’s
other programs and activities, such as the City’s dental insurance program.

Fiduciary funds: The City is the trustee for some bondholders and fiduciary for others of
the City’s limited obligation improvement bonds associated with various special
assessment districts within the City. The City is also responsible for other assets that,
because of a trust arrangement, can be used for their intended purposes. All of the
City’s fiduciary activities are reported in a separate statement of fiduciary net assets and
a statement of changes in fiduciary net assets. These activities are excluded from the
City’s government-wide financial statements because the City cannot use these assets
to finance its operations.

FINANCIAL ANALYSIS OF THE CITY AS AWHOLE

The following analysis pertains to the Government-wide statements as described above in the
overview of the financial statements.

Net Assets: A condensed presentation of the City’'s net assets shown below totals
$63,470,611 as of June 30, 2008. This is an increase of $1,652,415, or 2.7%, from the previous

year.

It is a combination of an increase in total assets of $1,641,534 and a decrease in total

liabilities of $10,881. The full Statement of Net Assets can be seen on Page 15.

City of Scotts Valley
Net Assets
(in thousands of dollars)

Governmental Business-type Total
Activities Activities Total Percent
2008 2007 2008 2007 2008 2007 Change
Current and other assets ~ $22,257  $19,495 $7264 $ 7,119 $29,521 $26,614 10.9%
Capital assets, net 35,019 35,578 17,182 17,889 52,201 _53,467 (2.4%)
Total assets 57,276 55,073 24.446 25,008 81.722 _80,081 2.0%
Long-term debt outstanding 13,761 14,048 63 41 13,824 14,089 (1.9%)
Other liabilities 4,071 3.795 357 379 4,428 4,174 6.1%
Total liabilities 17,832 17,843 420 420 18,252 18,263 (0.1%)
Net assets:
Invested in capital assets,
net of related debt 18,422 18,729 17,182 17,889 35,604 36,618 2.8%
Restricted 15,200 12,692 5,366 4,983 20,566 17,675 16.4%
Unrestricted 5,822 5,809 1,478 1,716 7,300 7,525 (3.0%)
Total net assets ~ $39.444  $37.230 $24,026 $24,588  _$63.470 $61.818 2.7%



FINANCIAL ANALYSIS OF THE CITY AS A WHOLE (continued)

The main increases (decreases) in total assets were as follows:

Cash and Investments $2,724,186
Cash and Investments
with Fiscal Agents and Trustees 280,903

Unamortized Debt Issuance Costs, Net (72,995)

The increase in cash is mainly in the governmental activities which increased $2,597,464. The
General Fund ($1,091,646) and Affordable Housing Fund ($1,070,328) made up most of that
increase. The General Fund increase came from a rebound in sales tax revenues and a
temporary sales tax rate increase approved by City voters. The Affordable Housing increased
from annual tax increment revenues. Cash and investments with fiscal agents and trustees
increased due to a debt payment made to the trustee before year end and prior to the
bondholder payment date. The net unamortized debt issuance costs decreased simply due to
the current year’s amortization amount.

The main increases and (decreases) in total liabilities were as follows:

Accounts Payable $89,224
Accrued Interest 118,070
Long-term debt, net of current portion (264,928)

The increase in accounts payable is approximately equally divided amongst the General Fund,
special revenue, debt service, and capital projects funds. The increases are a function of the
timing when bills were paid and not due to any specific reason. The increase in accrued interest
comes from the capital appreciation bonds in the 1997 certificates of participation. The accrued
interest will continue to grow on these bonds until they begin to be paid off in fiscal year 2020.
Long-term debt decreased due to annual debt payments.

Changes in Net Assets: City-wide the change in net assets went from an increase of
$2,954,442 in fiscal year 2007 to an increase of $1,652,415 in fiscal year 2008. This is a result
of total revenues increasing only $488,895 (or 2.6%) and total expenses increasing $1,790,922
(or 11.1%). A further analysis is shown below.

Percent

2008 2007 Change

Program Revenues $ 5,145 $ 5,170 (0.5%)
General Revenues 14,464 13,950 3.7%
Governmental Expenses (14,260) (12,665) 12.6%
Business-type Expenses (3,697) (3,501) 5.6%

Net Increase (Decrease) $ 1.652 $ 2954



FINANCIAL ANALYSIS OF THE CITY AS A WHOLE (continued)

Below is a current and prior fiscal year recap of the changes in net assets. The full Statement of
Activities can be seen on Page 16.

General revenues show an increase of $513,352, or 3.7%. This is made up primarily of
property taxes ($312,870) and sales tax ($210,746). Of the property tax revenue increase, a
total of $285,062 came from the Redevelopment Agency. Of that amount, $57,013 was from
the affordable housing 20% set-aside portion. The remaining $27,808 is attributed to the
General Fund property taxes. This represents a 3.7% increase for the General Fund property
taxes despite a cooling in the real estate market. The increase in sales tax consists of $134,878
from the regular sales tax and $75,868 from the temporary sales tax rate increase. The only
significant decrease was in other taxes which decreased $111,968. Of that amount, $98,957
was related to the real property transfer tax. This tax has been decreasing the last two years
due to the real estate market decline.

City of Scotts Valley

Change in Net Assets
(in thousands of dollars)

Governmental Business-type Total
Activities Activities Total Percent
2008 2007 2008 2007 2008 2007 Change
Program revenues:
Charges for services $588 $666 $2,738 $2,706 $3,326  $3,372 (1.4%)
Operating grants 610 703 0 0 610 703 (13.2%)
Capital grants 1,156 992 54 103 1,210 1,095 10.5%
General revenues:
Property tax 6,205 5,892 0 0 6,205 5,892 5.3%
Sales tax 3,189 2,979 0 0 3,189 2,979 7.0%
Other taxes 3,569 3,663 0 0 3,569 3,663 (2.6%)
investment earnings 681 606 303 355 984 961 2.4%
Miscellaneous 517 455 0 0 517 455 13.6%
Total revenues 16,515 15,956 3,095 3,164 19,610 19,120 2.6%
Expenses:
General government 1,594 1,613 0 0 1,594 1,513 5.4%
Public safety 3,777 3,612 0 0 3,777 3,612 4.6%
Planning & building 1,791 1,148 0 0 1,791 1,148 56.0%
Public works 2,817 2,746 0 0 2,817 2,746 2.6%
Redevelopment 3,321 2,648 0 0 3,321 2,648 27.2%
Interest on debt 960 998 0 0 960 998 (3.8%)
Wastewater 0 0 2,696 2,530 2,696 2,530 6.6%
Recreation 0 0 1,001 971 1,001 971 3.1%
Total expenses 14,260 12,665 3,697 3,501 17,957 16,166 11.1%
Increase (decrease) in
net assets $2,255 _$3,291 ($602) ($337) $1,653 $2954 (44.0%)



FINANCIAL ANALYSIS OF THE CITY AS A WHOLE (continued)

Net Cost of Services: The table below presents the total cost of each of the City’s
governmental activities as well as each activity’s net cost (total cost less fees generated by the
activities and intergovernmental aid). The net cost shows the financial burden that was placed
on the City's taxpayers by each of these functions.

For governmental activities, the total costs of $14,259,694 were offset by charges for services
($587,898), operating grants/contributions ($609,797), and capital grants/contributions
($1,155,665), bringing the net cost of services down to $11,906,334. The two areas with the
largest change between years are Planning/Building and Redevelopment. The majority of the
increase in Planning/Building relates to the development of the specific plan and environmental
impact report for the City’s Town Center Project. The increase in Redevelopment strictly relates
to the pass-through payments. The amount for fiscal year 2008 is for both current year pass-
through payments and an amount for prior years due to an error by the County (see full
explanation on page 10 regarding the increase in the Debt Service fund expenditures).

City of Scotts Valley
Net Cost of Governmental Activities
(in thousands of dollars)

Total Cost Net Cost

of Services Percent of Services Percent

2008 2007 Change 2008 2007 Change

General Government $1,594 $1,513 5.4% $1,568 $1,484 57%

Public Safety 3,777 3,612 4.6% 3,483 3,287 6.0%

Pianning & Building 1,791 1,148 56.0% 1,383 700 97.6%

Public Works 2,817 2,746 2.6% 1,191 1,187 0.3%

Redevelopment 3,368 2,648 27.2% 3,368 2,648 27.2%
Interest on L-T Debt 913 998 (9.3%) 913 998 (8.5%)

Total $14.260 $12.665 12.6% $11.906 $10,304 15.5%

FINANCIAL ANALYSIS OF THE CITY’S FUNDS

The following analysis pertains to the fund financial statements as described above in the
overview of the financial statements. '

There are no restrictions, commitments, or other limitations that would significantly affect the
availability of fund resources for the future.

To provide an overview of the City’s funds, below is a table showing the increases and
(decreases) to total assets, liabilities, revenues, and expenditures of the City fund types from
fiscal year 2007 to 2008. The total revenues and expenditures do not include any “other
financing sources (uses).”

Increase (Decrease) from Prior Year

Assets Liabilities Revenues Expenditures
General Fund $1,169,927 $202,834 $200,721 ($2,941,910)
Special Revenue 1,428,085 (320,943) 80,767 79,717
Debt Service (448,436) 171,695 212,036 703,143
Capital Projects 501,649 109,203 13,034 65,041



FINANCIAL ANALYSIS OF THE CITY AS AWHOLE (continued)
The General Fund budget is discussed below under the “Budgetary Highlights”.

The three largest variances other than the General Fund are the assets in the Special Revenue
and Capital Projects funds; and expenditures in the Debt Service fund. Approximately 75% of
the Special Revenue asset increase is due to the increase in cash in the Affordable Housing
fund. This increase came from the fact that there was $1,335,274 in revenues and only
$259,364 in expenditures.

Approximately 80% of the Capital Projects asset increase is due to the increase in cash in the
General Capital Improvements fund. The increase in this fund came from the State due to the
passage of Proposition 1B on the November 7, 2006 ballot. This proposition provided funding
for traffic improvements. Scotts Valley received the minimum $400,000. The two projects,
resurfacing of Granite Creek Road and rehabilitation/resurfacing of Glen Canyon Road, will be
completed in the 2008-09 fiscal year.

The increase in the Debt Service expenditures is due to the tax increment pass-through
payments and interest expense in the Redevelopment Agency Debt Service Fund. The County
withholds and sets aside for the Agency an amount each year from the Agency's tax increment
for the construction of a new library in the City of Scotts Valley. For ten years the County had
withheld less than the required amount. In 2007-08 the County corrected the error and withheld
an additional amount for prior years and a higher current year amount. In total, the County
withheld an additional $525,327 over the previous year for the library construction fund.
Because of higher tax increment revenue, an additional $147,557 was withheld for all other
pass-through agreements. Interest expense was also $90,260 higher than the previous year
because there was only one semi-annual interest payment made in the previous year due to a
refinancing of debt.

GENERAL FUND BUDGETARY HIGHLIGHTS

Total revenues were $534,802 (6.4%) over budget. The two largest variances are in tax
revenue which was over budget by $248,302 (3.8%) and investment earnings which was over
budget by $194,995 (278.6%).

The main tax revenues being over and under budget were as follows:

Over Budget Under Budget
Sales Tax - Temporary $87,444 No major variances.
Transient Occupancy Tax 68,257
Sales Tax - Base 58,235

The sales tax received by the City from the temporary and the base rate were over budget
$87,444 and $58,235, respectively. Sales tax had decreased for four straight fiscal years
through June 30, 2005. This is the third straight year that sales tax has increased over the prior
year. Transient occupancy tax was $68,257 over budget, however, only an increase over the
prior year of $29,469.

Investment earnings were over budget for the most part ($157,315) due to interest earned on
the loan from the General Fund to the Redevelopment Agency. This loan was made during the
Agency’s early years when tax increment revenues were low. That interest was accrued in the
financial statements but was not budgeted as this interest will be paid in future years.
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GENERAL FUND BUDGETARY HIGHLIGHTS (continued)

On the expenditure side, the General Fund was under budget to the original and final budget by
$6,176 and $34,560, respectively. The budget in total increased $28,384. The majority of that
increase ($14,698) is due to the replacement of a 1983 pickup truck that broke down during the
year and had to be replaced. The new truck was not in the original budget.

Assets increased $1,169,927. This is almost entirely due to an increase in cash. The base
sales tax and the temporary sales tax measure are the main reasons for this increase.
Expenditures decreased $2,941,910. The City refunded bonds in the prior year. After adjusting
for that refunding, expenditures increased only $240,983, or 3.2% over the prior year.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets: A recap of the City’s capital assets, net of accumulated depreciation, is shown
below. The City-wide decrease (net of depreciation) is $1,266,378, or 2.4%. The governmental
activities had capital assets additions of $585,943. Current year depreciation of $1,145,226
brought capital assets to a net decrease of $559,283. The main capital asset addition was the
Hacienda Drive rehabilitation project ($171,456). The business-type activities had capital
assets additions of $124,314 while depreciation of $831,409 created a net decrease of
$707,095. The largest addition this year was the Carbonero Creek Lift Station improvements
($89,923).

City of Scotts Valley
Capital Assets, Net of Depreciation
(in thousands of dollars)

Governmental Business-type Total
Activities Activities Total Percent
2008 2007 2008 2007 2008 2007 Change
Land $7,191 $7,176 $429 $429 $7,620 $7,605 0.2%
Buildings &

Improvements 3,543 3,593 2,450 2,571 5,993 6,164 (2.8%)
Equipment 543 527 440 579 983 1,106 (11.1%)
Infrastructure 23,168 23,965 13,771 13,553 36,939 37,518 (1.5%)
Outfall Agreement 0 0 92 95 92 95 (3.2%)
Construction

in Progress 574 317 0 662 574 979 (41.4%)

Total $35,019 _$35,578 $17,182 $17.889 $52,201 $53.467 (2.4%)

More detailed information about the City’s capital assets is presented in Note 4 to the financial
statements.

Long-term Debt: A recap of the City’s long-term debt is shown on the next page. Total long-
term debt decreased $248,246, or 2.2%. All reductions in debt were due to regularly scheduled
debt payments. The only increase in long-term debt was in accrued compensated absences.
More detailed information about the City’s long-term debt is presented in Note 5 to the financial
statements.
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CAPITAL ASSET AND DEBT ADMINISTRATION (continued)

City of Scotts Valley
Outstanding Debt
(in thousands of dollars)

Governmental Business-type Total
Activities Activities Total Percent
2008 2007 2008 2007 2008 2007 Change
Certificates of

Participation $7,485 $7,595 $ 0 $ 0 $7.485 $7,595 (1.4%)
installment Notes 140 140 0 0 140 140 (0.0%)
Tax Allocation Bonds 6,215 6,485 0 0 6,215 6,485 (4.2%)

Accrued Comp
Absences 750 640 170 148 920 788 16.8%
Total $14590 $14,860 $170 148 $14.760 $15.088 (2.2%)

NEXT YEAR’S BUDGETS AND RATES

The City continues to have a hiring freeze. As positions become vacant, they are not being
filled. The two exceptions are emergency dispatch and police officers. Police officer positions
are capped at two vacancies. With additional vacancies and the addition of the temporary sales
tax rate increase, the General Fund is budgeted with a surplus of $233,906. The temporary
sales tax revenues are budgeted at $1,130,000. Therefore, without the temporary tax measure,
the City would have a deficit of $896,094. Regular sales tax has rebounded the last two years
and is being budgeted at $2,050,000 in fiscal year 2009, an increase of $80,000 over fiscal year
2008.

The City will once again benefit from a reduction in its liability insurance in fiscal year 2009 of
approximately $8,000. Approximately $7,300 of that reduction is allocated to the General Fund.
The City is a member of a risk pool for its liability insurance. A combination of low claims
experienced by the City and internal measures by the Pool were the reasons for this decrease.
There was no reduction in insurance coverage by the Pool. Medical insurance premiums will
increase 5.2% effective January 1, 2009. CalPERS has provided the City with next year’s rate
and a projected 2010-11 rate. A recap of the retirement rates by fiscal year is shown below.

Fiscal Miscellaneous Safety

Year Group Group

2006-07 14.254% 24.917% Actual
2007-08 14.813% 26.644% Actual
2008-09 15.510% 28.192% Actual
2009-10 16.176% 29.381% Actual
2010-11 16.200% 29.500% Projected

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide the citizens, taxpayers, customers, investors, and
creditors of Scotts Valley with a general overview of the City’s finances and to demonstrate the
City’s accountability for the money it receives. If you have questions about this report or need
additional information, contact the City of Scotts Valley Finance Department, 1 Civic Center
Drive, Scotts Valley, CA 95066.
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CITY OF SCOTTS VALLEY
STATEMENT OF NET ASSETS
JUNE 30, 2008

Primary Government

Governmental Business-Type
Activities Activities Total
ASSETS
Cash and Investments (Note 2) $ 17,475,619 $ 7,032,672 $ 24,508,291
Receivables:

Due from other Governments 1,126,121 56,039 1,182,160

Sewer Fees 0 128,229 128,229

Other 3,869 31,246 35,115
Inventory 0 2,688 2,688
Prepaid Expenses 0 13,794 13,794
Long-Term Loans Receivable (Note 3) 2,101,816 0 2,101,816
Restricted Assets (Note 2):

Cash and Investments with Fiscal Agents and Trustees 719,221 0 719,221
Unamortized Debt Issuance Costs, Net 830,836 0 830,836
Capital Assets (Note 4):

Land and construction in progress 7,764,899 429,416 8,194,315

Other capital assets, net of depreciation 27,254,188 16,752,551 44,006,739

Total capital assets 35,019,087 17,181,967 52,201,054

Total Assets 57,276,569 24,446 635 81,723,204
LIABILITIES
Accounts Payable 462,771 69,691 532,462
Accrued Liabilities 229,293 67,173 296,466
Accrued Interest 2,319,891 0 2,319,891
Unearned Revenues 230,658 113,263 343,921
Long-Term Debt (Note 5):

Current Portion of Long-Term Debt (Note 5) 828,914 107,000 935,914

Certificates of Participation 7,377,837 0 7,377,837

Installment Notes 135,000 0 135,000

Tax Allocation Bonds 5,935,000 0 5,935,000

Accrued Compensated Absences 312,736 63,366 376,102

Total Liabilities 17,832,100 420,493 18,252,593
NET ASSETS

Invested in Capital Assets, net of related debt 18,859,445 17,181,967 36,041,412

Restricted for:

Capital Projects 3,660,039 5,366,589 9,026,628
Debt Service 2,399,011 0 2,399,011
Affordable Housing 6,713,216 0 6,713,216
Unrestricted 7,812,758 1,477,586 9,290,344
Total Net Assets $ 39,444,469 $ 24,026,142 $ 63,470,611

The Notes to the Financial Statements are an integral part of this statement.




CITY OF SCOTTS VALLEY
STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Program Revenues

Operating Capital
Charges for Grants and Grants and
Functions/Programs Expenses Services Contributions  Contributions Total
Primary Government:
Governmental Activities:
General Government $ 1,594,392 § 20,822 0 5,371 26,193
Public Safety 3,776,900 44,288 185,748 63,482 293,518
Planning & Building 1,791,231 358,411 32,287 17,694 408,392
Public Works 2,816,823 164,377 391,762 1,069,118 1,625,257
Redevelopment 3,320,907 0 0 0 0
Interest on Long-Term Debt
and Fiscal Agent Charges 959,441 0 0 0 0
Total Governmental Activities 14,259,694 587,898 609,797 1,155,665 2,353,360
Business-Type Activities:
Wastewater 2,696,078 1,750,667 0 54,344 1,805,011
Recreation Programs 1,001,179 986,920 0 0 986,920
Total Business-Type Activities 3,697,257 2,737,587 0 54,344 2,791,931
Total Primary Government $ 17,956,951 $ 3,325,485 $ 609,797 $ 1,210,009 $ 5,145,291
General Revenues:
Taxes:
Property Tax
Sales Tax

Vehicle In-Lieu Fee (intergovernmental / Unrestricted)
Franchise Taxes
Utility Users Tax
Transient Occupancy Tax
Other Taxes
Total Taxes
Investment Earnings

Miscellaneous
Transfers

Total General Revenues and Transfers
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.
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Net (Expense) Revenue and Changes in Net Assets

Governmental Business-Type

Activities Activities Total
$ (1,568,199) $ 0% (1,568,199)
(3,483,382) 0 (3,483,382)
(1,382,839) 0 (1,382,839)
(1,191,566) 0 (1,191,566)
(3,320,907) 0 (3,320,907)
(959,441) 0 (959,441)
(11,906,334) 0 (11,906,334)
0 (891,067) (891,067)
0 (14,259) (14,259)
0 (905,326) (905,326)
(11,906,334) (905,326) (12,811,660)
6,204,821 0 6,204,821
3,189,364 0 3,189,364
919,817 0 919,817
764,895 0 764,895
753,020 0 753,020
723,257 0 723,257
407,406 0 407,406
12,962,580 0 12,962,580
680,783 303,237 984,020
517,475 0 517,475
(40,630) 40,630 0
14,120,208 343,867 14,464,075
2,213,874 (561,459) 1,652,415
37,230,595 24,587,601 61,818,196
$ 39,444,469 $ 24,026,142 § 63,470,611
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CITY OF SCOTTS VALLEY
BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2008

Redevelopment
General Affordable Agency
Fund Housing Debt Service
ASSETS
Cash and Investments $ 2595644 $ 6,231,914 § 642,296
Receivables: )
Due from other Governments 957,563 0 65,599
Other
Due from other Funds 27,685 0 0
Advances Due from other Funds 3,589,447 484,214 0
Long-Term Loans Receivable 0 1,701,816 0
Restricted Assets:
Cash and Investments with Fiscal
Agents and Trustees 442 858 0 276,363
Total Assets $ 7613,197 $ 8,417,944 § 984,258
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts Payable $ 108,558 $ 0% 273,712
Accrued Liabilities 213,928 2,912 0
Accrued Compensated Absenses 143,452 0 0
Due to other Funds 0 0 0
Advances Due to other Funds 0 0 3,934,129
Deferred Revenues 184,580 1,701,816 0
Total Liabilities 650,518 1,704,728 4,207,841
Fund Balances (Deficit): (Note 9)
Reserved 4,032,305 484,214 0
Unreserved, reported in
General Fund:
Designated 396,199 0 0
Undesignated 2,534,175 0 0
Special Revenue Funds:
Designated 0 0 0
Undesignated 0 6,229,002 0
Debt Service Funds:
Designated 0 0 0
Undesignated 0 0 (3,223,583)
Total Fund Balances (Deficit) 6,962,679 6,713,216 (3,223,583)
Total Liabilities and
Fund Balances (Deficit) $ 7,613,197 $ 8,417,944 $ 984,258

The Notes to the Financial Statements are an integral part of this statement.
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Other
Governmental
Funds Total

$ 8,001,967 $ 17,471,821

102,959 1,126,121

3,869 3,869
0 27,685
0 4,073,661

400,000 2,101,816

0 719,221

$ 8,508,795 $ 25,524,194

$ 77,250 $ 459,520
12,453 229,293
84,223 227,675
27,685 27,685

139,532 4,073,661
400,000 2,286,396

741,143 7,304,230

950,471 5,466,990
0 396,199
0 2,534,175

360,044 350,044
4,787,347 11,016,349

1,679,790 1,679,790
0 (3,223,583)

7,767,652 18,219,964

$ 8,508,795 $ 25,524,194

The Notes to the Financial Statements are an integral part of this statement.
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CITY OF SCOTTS VALLEY
RECONCILIATION OF THE STATEMENT OF GOVERNMENTAL FUNDS BALANCE SHEET
TO THE GOVERNMENT-WIDE STATEMENT OF NET ASSETS
JUNE 30, 2008

Total Fund Balances - Total Governmental Funds (Page 21) $ 18,219,964

Amounts reported for Governmental Activities in the Statement of Net Assets are
different because:

Capital assets used in governmental activities are not current financial resources and
therefore are not reported in the Governmental Funds Balance Sheet. 35,019,087

Interest payable on long-term debt does not require current financial resources.
Therefore, interest payable is not reported as a liablility in the Governmental Funds
Balance Sheet. (2,319,891)

An Internal Service Fund is used by management to charge the costs of dental insurance
to individual funds. The assets and liabilities of this Internal Service Fund are included
in governmental activities in the Government-Wide Statement of Net Assets. 547

Long-term liabilities are not due and payable in the current period and, therefore, are not
reported in the Governmental Funds Balance Sheet.

1992 Certificates of Participation (204,163)
1997 Certificates of Participation (1,250,588)
2003 Certificates of Participation (3,455,000)
2006 Certificates of Participation (2,575,000)
Tax Allocation Bonds (6,215,000)
Note Payable - Scotts Valley Water District (140,000)
Compensated Absences (522,061)

The unamortized balance of the advance refunding payment and the associated
refunding bond issuance costs is not a current financial resource and, therefore,
is not reported in the Governmental Funds Balance Sheet. 830,836

The premiums received on the issuance of long-term are deferred and amortized
over the life of the debt on the Government-Wide Staternent of Net Assets. (46,078)

Long-term loans receivable are not current financial resourses and, therefore, are

offset in the Governmental Funds Balance Sheet by a corresponding amount of
deferred revenue under liabilities. 2,101,816

Net Assets of Governmental Activities (Page 15) $ 39,444,469

The Notes to the Financial Statements are an integral part of this statement.
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CITY OF SCOTTS VALLEY
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
FOR THE FISCAL YEAR ENDING JUNE 30, 2008

Redevelopment

General Affordable Agency
Fund Housing Debt Service
Revenues:
Taxes and Assessments $ 7,590,782 $ 1,084,891 $ 4,339,563
Intergovernmental Revenues 19,045 0 0
Fees and Services 476,878 0 0
Fines and Forfeitures 89,098 0 0
Investment Earnings 264,995 250,383 60,334
Contributions, Non-Government 10,000 0 0
Miscellaneous Revenues 385,130 0 0
Total Revenues 8,835,928 1,335,274 4,399,897
Expenditures:
Current;
General Government 1,701,720 0 0
Public Safety 3,596,290 0 0
Planning and Building 542,857 259,364 0
Public Works 1,330,977 0 0
Capital Outlay 140,122 0 0
Tax Increment Pass-Through 0 0 3,320,907
Debt Service 0
Principal 110,232 0 270,000
Interest and Finance Charges 311,174 0 530,197
Refunding Bond Issuance Costs 0 0 0
Total Expenditures 7,733,372 259,364 4,121,104
Excess of Revenues over (under) Expenditures 1,102,556 1,075,910 278,793
Other Financing Sources (Uses):
Transfers In 0 0 59,000
Transfers Out (135,463) 0 (1,031,698)
Issuance of Debt 0 0 0
Premium on Debt Issued 0 0 0
Net Other Financing Sources (Uses) (135,463) 0 (972,698)
Net Change in Fund Balances 967,093 1,075,910 (693,905)
Beginning Fund Balances (Deficit) 5,995,586 5,637,306 (2,529,678)
Ending Fund Balances (Deficit) $ 6962679 $ 6,713,216 $ (3,223,583)

The Notes to the Financial Statements are an integral part of this statement.
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Other

Governmental
Funds Total

$ 332,171 $ 13,347,407

960,523 979,568

260,622 737,500

0 89,008

333,280 908,992

50,979 60,979

1,199 386,329

1,938,774 16,509,873

0 1,701,720

8,705 3,604,995

1,031,698 1,833,919

342,271 1,673,248

484,293 624,415

0 3,320,907

0 380,232

0 841,371

0 0

1,866,967 13,980,807

71,807 2,529,066

1,215,041 1,274,041
(147,510) (1,314,671)

0 0

0 0
1,067,531 (40,630)

1,139,338 2,488,436

6,628,314 15,731,528

$ 7,767,652 $ 18,219,964

The Notes to the Financial Statements are an integral part of this statement.
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CITY OF SCOTTS VALLEY
RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Net change in fund balances - total governmental funds (Page 25) $ 2,488,436

Amounts reported for governmental activities in the statement of activities (Page 15)
are different because:

Governmental funds report capital outlays as expenditures. However, in the statement

of activities the cost of those assets is allocated over their estimated useful lives and

reported as depreciation expense.
Current year capital outlays 585,943
Current year depreciation (1,145,226)

Governmental funds report amounts received as repayment of loans or notes receivable
as revenue. However, in the statement of activities these amounts would be a
decrease of the receivable. 4,325

An internal service fund is used by management to charge the costs of dental insurance
to individual funds. The net expense of this internal service fund is reported with
governmental activities. 457

Repayment of long-term debt principal is an expenditure in the governmental funds, but
the repayment reduces long-term liabilities in the statement of net assets.
Repayment of long-term debt principal 380,232

Governmental funds report payments for the advance refunding of debt, bond premiums,

and debt issuance costs as expenditures. However, in the statement of activities these

amounts are amortized over the remaining life of the refunded debt.
Debt issuance costs -
Bond premium -
Amortization of advance refunding payment and issuance costs (72,995)

Bond proceeds provide current financial resources to governmental funds, but issuing
debt increases long-term liabilities in the statement of net assets. -

Some expenses recorded in the statement of activities do not require the use of current
financial resources and therefore are not reported as expenditures in governmental

funds:
Accrual of compensated absences 90,772
Accrual of interest expense on long-term debt (118,070)
Change in net assets of governmental activities (Page 17) $ 2,213,874

The Notes to the Financial Statements are an integral part of this statement.
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ASSETS
Current:
Cash and Investments
Receivables:
Due from other Governments
Sewer Fees
Other
Inventory
Prepaid Expenses
Total Current Assets

Capital Assets (Note 4):

Land and construction in progress
Other capital assets, net of depreciation

Total capital assets

Total Assets

LIABILITIES
Current Liabilities:
Accounts Payable
Accrued Liabilities
Compensated Absences
Deferred Revenues
Total Current Liabilities

Noncurrent Liabilities:
Compensated Absences
Total Noncurrent Liabilities

Total Liabilities

NET ASSETS
Invested in Capital Assets,
net of related debt
Restricted (Note 9):
Repair/Replace Capital Assets
Construction and Improvments
Unrestricted

Total Net Assets

The Notes to the Financial Statements are an integral part of this statement.

CITY OF SCOTTS VALLEY
STATEMENT OF NET ASSETS
PROPRIETARY FUNDS
JUNE 30, 2008

Governmental

Enterprise Funds Activities -

Internal

Recreation Wastewater Service

Fund Fund Total Fund

$ 20 $ 7,032,652 $ 7,032,672 $ 3,798
0 56,039 56,039 0
0 128,229 128,229 0
31,246 0 31,246 0
0 2,688 2,688 0
13,794 0 13,794 0
45,060 7,219,608 7,264,668 3,798
0 429,416 429,416 0
30,061 16,722,490 16,752,551 0
30,061 17,151,906 17,181,967 0
75,121 24,371,514 24,446,635 3,798
12,942 56,749 69,691 3,251
38,133 29,040 67,173 0
16,560 90,440 107,000 0
113,263 0 113,263 0
180,898 - 176,229 357,127 3,251
12,054 51,312 63,366 0
12,054 51,312 63,366 0
192,952 227,541 420,493 3,251
30,061 17,151,906 17,181,967 0
0 3,195,737 3,195,737 0
0 2,170,852 2,170,852 0
(147,892) 1,625,478 1,477,586 547
$ (117,831)% 24,143,973 $ 24,026,142 $ 547
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CITY OF SCOTTS VALLEY
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
PROPRIETARY FUNDS
FOR THE FISCAL YEAR ENDING JUNE 30, 2008

Enterprise Funds
Recreation Wastewater
Fund Fund Total
Operating Revenues:

Fees and Services $ 986,920 % 1,750,667 $ 2,737,587 $
Total Operating Revenues 986,920 1,750,667 2,737,587
Operating Expenses:

Salaries 566,828 541,185 1,108,013

Taxes and Benefits 157,926 275,380 433,306

Maintenance and Operations 144,539 704,220 848,759

Advertising 9,519 0 9,519

Professional and Contractual Services 93,530 46,469 139,999

Utilities and Communications 16,331 281,467 297,798

Insurance and Bonds 4,251 24,203 28,454

Depreciation 8,255 823,154 831,409
Total Operating Expenses 1,001,179 2,696,078 3,697,257
(Loss) from Operations (14,259) (945,411) (959,670)
Nonoperating Revenues (Expenses):

interest Income 0 303,237 303,237

Connection Fees 0 54,344 54,344
Total Nonoperating Revenues 0 357,581 357,581
Net (Loss) before Transfers (14,259) (587,830) (602,089)
Transfers In 40,630 0 40,630
Change in Net Assets 26,371 (587,830) (561,459)
Net Assets - Beginning of Year (144,202) 24,731,803 24,587,601
Net Assets - End of Year $ (117,831)% 24,143,973 $ 24,026,142 $

The Notes to the Financial Statements are an integral part of this statement.
29

Governmental
Activities -
Internal
Service
Fund
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76,258
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CITY OF SCOTTS VALLEY
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
FOR THE FISCAL YEAR ENDING JUNE 30, 2008

Governmental
Enterprise Funds Activities -
Internal
Recreation Wastewater Service
Fund Fund Total Fund
Cash Flows from Operating Activities:

Cash Received from Customers $ 940,362 $ 1,736,556 $ 2,676,918 $ 76,258

Cash Payments for Good and Services (424,602) (1,321,617) (1,746,219) (72,614)

Cash Payments to Employees (558,064) (519,811) (1,077,875) 0
Net Cash Provided by (Used for) Operating Activities (42,304) (104,872) (147,176) 3,644
Cash Flows from Noncapital Financing Activities:

Rent and Other 0 0 0 0

Transfers In (Out) 40,630 0 40,630 0
Net Cash Provided by (Used for) Noncapital

Financing Activities 40,630 0 40,630 0
Cash Flows from Capital and Related Financing Activities

Receipts of Connection and Standby Fees 0 54,344 54,344 0

Purchase of Vehicles and Equipment 0 (786,446) (786,446) 0

Construction of Improvements & Land Purchase 0 662,132 662,132 0
Net Cash Provided by (Used for) Capital and Related

Financing Activities 0 (69,970) {69,970) 0
Cash Flows from Investing Activities:

Interest Received 0 303,237 303,237 64
Net Cash Provided by Investing Activities 0 303,237 303,237 64
Net Increase (Decrease) in Cash (1,674) 128,395 126,721 3,708
Cash and Investments, Beginning of Year 1,694 6,904,256 6,905,950 90
Cash and Investments, End of Year $ 20 $ 7,032,651 $ 7,032,671 $ 3,798

(Continued)

The Notes to the Financial Statements are an integral part of this statement.
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Governmental

Activities -
Internal
Recreation  Wastewater Service
Fund Fund Total Fund
Reconciliation of Operating Income to Net
Cash Provided by (Used for) Operating Activities
Operating (Loss) $  (14259)$ (945,411)$ (959,670) $ 393
Adjustments to Reconcile Operating Income to
Net Cash Provided by (Used for) Operating Activities:
Depreciation 8,255 823,154 831,409 0
Changes in Assets and Liabilities:
(Increase) Decrease in Accounts Receivable (7,025) (14,111) (21,136) 0
(Increase) Decrease in Prepaid Expenses 2,068 0 2,068 0
Increase (Decrease) in Accounts Payable (574) 10,122 9,548 3,405
Increase(Decrease) in Acc Liabilities/Comp Absences 8,764 21,374 30,138 0
(Decrease) in Deferred Revenues (39,533) 0 (39,533) 0
Net Cash Provided by (Used for) Operating Activities $ (42,304)$ (104,872)$  (147,176) $ 3,798
(Concluded)

The Notes to the Financial Statements are an integral part of this statement.
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CITY OF SCOTTS VALLEY
STATEMENT OF FIDUCIARY NET ASSETS
JUNE 30, 2008

Total
ASSETS
Restricted Assets:
Cash and Investments Held for Others $ 1,317,694
Cash and Investments Held in
Accordance with Bond Indentures 824,067
Total Assets $ 2,141,761
LIABILITIES
Payable from Restricted Assets:
Advance Assessments Collected $ 1,072,568
Bond Reserve Payable 824,067
Deposits 245,126
Total Liabilities $ 2,141,761

The Notes to the Financial Statements are an integral part of this statement.
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1.

CITY OF SCOTTS VALLEY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2008

DESCRIPTION OF FUNDS AND SIGNIFICANT ACCOUNTING POLICIES

A. Description of the Reporting Entity

The City of Scotts Valley (City) operates under the Council-Manager form of government and
provides the following services: public safety (police), parks and recreation, public works, streets,
planning, and general administrative services. The City also provides environmental health services
through its wastewater fund and provides recreation programs through its recreation fund, which are
intended to be funded from user fees.

For financial reporting purposes, the financial statements of the City of Scotts Valley include all
organizations that the City, as the primary government, is financially accountable for. This financial
accountability is defined as the authority of the primary government to appoint a voting majority of an
organization's governing body, where the primary government is able to impose its will on that
organization; or where there is a potential for the organization to provide specific financial benefits to,
or impose specific financial burdens on, the primary government.

As a result, the Scotts Valley Redevelopment Agency and the Scotts Valley Public Financing
Authority are considered component units of the financial reporting entity and have been included in
the financial statements by blending their financial data with financial data of the City as though these
organizations are part of the City. The blended component units, which are discussed below, are
included in the City’s reporting entity because of the significance of their operational or financial
relationships with the City.

The Scotts Valley Redevelopment Agency (the “Agency”) was established by the City Council in
August 1980 to facilitate redevelopment activities for the City. The Agency’s Redevelopment Plan
was adopted in November 1990. Although the Agency is a separate legal entity from the City, it is
reported as if it were part of the primary government because the members of the City Council also
serve as the Agency's governing board and because the Agency’s sole purpose is to facilitate
redevelopment activities for the City. Separate financial statements are issued by the Agency to
comply with redevelopment agency requirements as established by the State of California. A copy
may be obtained upon request from its administrative office at the following address:

Scotts Valley Redevelopment Agency
One Civic Center Drive
Scotts Valley, CA 95066

The Scotts Valley Public Financing Authority (the “Authority”) was established in April 1989 by
the City to facilitate financing for the City. Although the Authority is a separate legal entity from the
City, it is reported as if it were part of the primary government because the members of the City
Council also serve as the Authority’s governing board and because the Authority’s sole purpose is to
be a financing entity for the City. The Authority does not issue separate financial statements.

B. Basis of Accounting/Measurement Focus

The accounts of the City are organized on the basis of funds, each of which is considered a separate
accounting entity. The operations of each fund are accounted for with a separate set of self
balancing accounts that comprise its assets, liabilities, fund equity revenues, and expenditures or
expenses, as appropriate. Governmental resources are allocated to and accounted for in individual
funds based upon the purposes for which they are to be spent and the means by which spending
activities are controlled.
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1.

CITY OF SCOTTS VALLEY
NOTES TO FINANCIAL STATEMENTS (continued)
JUNE 30, 2008

DESCRIPTION OF FUNDS AND SIGNIFICANT ACCOUNTING POLICIES (continued)

Government — Wide Financial Statements

The Government-Wide Financial Statements include a Statement a Net Assets and a Statement of
Activities. These statements present summaries of Governmental and Business-Type Activities for
the City accompanied by a total column. Fudiciary activities of the city are not included in these
statements.

These statements are presented on an economic resources measurement focus and the accrual
basis of accounting. Accordingly, all of the City’s assets and liabilities, including capital assets, as
well as infrastructure assets, and long-term liabilities, are included in the accompanying Statement of
Net Assets. The Statement of Activities presents changes in net assets. Under the accrual basis of
accounting, revenues are recognized in the period in which they are earned while expenses are
recognized in the period in which the liability is incurred. The types of transactions reported as
program revenues for the City are reported in three categories: 1) charges for services, 2) operating
grants and contributions, and 3) capital grants and contributions.

Certain eliminations have been made as prescribed by GASB Statement No. 34 in regards to
interfund activities, payables and receivables. All internal balances in the Statement of Net Assets
have been eliminated except those representing balances between the governmental activities and
the business-type activities, which are presented as internal balances and eliminated in the total
primary government column. In the Statement of Activities, internal service fund transactions have
been eliminated; however, those transactions between governmental and business-type activities
have not been eliminated.

The City applies all applicable GASB pronouncements (including all National Council on
Governmental Accounting Statements and Interpretations currently in effect) as well as the following
pronouncements issued on or before November 30, 1989, to the business type activities, unless
those pronouncements conflict with or contradict GASB pronouncements, such as: Financial
Accounting Standards Board (FASB) Statements and Interpretations, Accounting Principles Board
Opinions, and Accounting Research Bulletins of the committee on Accounting Procedure. The City
applies all applicable FASB Statements and Interpretations issued after November 30, 1989, except
those that conflict with or contradict GASB pronouncements.

Governmental Fund Financial Statements

Governmental Fund Financial Statements include a Balance Sheet and a Statement of Revenues,
Expenditures, and Changes in Fund Balances for all major governmental funds and non-major funds
aggregated. An accompanying schedule is presented to reconcile and explain the differences in net
assets as presented in these statements to the net assets presented in the Government-Wide
financial statements.

The City of Scotts Valley reports the following major governmental funds:

The General fund is the general operating fund of the City. It is used to account for all
financial resources except those required to be accounted for in another fund.

The Community Development Block Grant fund is used to account for the activity related to
this grant.

The Affordable Housing fund is used to account for the 20% state required set-aside funds
of the Redevelopment Agency’s tax increment revenues. These monies can only be spent
on low and moderate-income housing purposes.

The Redevelopment Agency Debt Service fund is used to account for the tax increment
revenue as well as payments on Redevelopment Agency Debt.
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1.

CITY OF SCOTTS VALLEY
NOTES TO FINANCIAL STATEMENTS (continued)
JUNE 30, 2008

DESCRIPTION OF FUNDS AND SIGNIFICANT ACCOUNTING POLICIES (continued)

The Public Financing Authority fund is used to account for the investment activities of the
Authority payments on Authority debt.

All governmental funds are accounted for on a spending or current financial resources measurement
focus and the modified accrual basis of accounting. Accordingly, only current assets and current
liabilities are included on the Balance Sheet. The Statement of Revenues, Expenditures and
Changes in Fund Balances present increases (revenues and other financing sources) and
decreases) expenditures and other financing uses) in net current assets. Under the modified accrual
basis of accounting, revenues are recognized in the accounting period in which they become both
measurable and available to finance expenditures of the current period. Accordingly, revenues are
recorded when received in cash, except that revenues subject to accrual (generally 90 days after
fiscal year-end) are recognized when due. The primary revenue sources, which have been treated
as susceptible to accrual by the City, are property taxes, sales tax, intergovernmental revenues, and
other taxes. Expenditures are recorded in the accounting period in which the related fund liability is
incurred.

Proprietary Fund Financial Statements

Proprietary Fund Financial Statements include a Statement of Net Assets, a Statement of Revenues,
Expenses and Changes in Fund Net Assets, and a Statement of Cash Flows for each major
proprietary fund and non-major funds aggregated. A column representing an internal service fund is
also presented in these statements. However, internal service balances and activities have been
combined with the governmental and business-type activities in the Government-Wide financial
statements. :

The City of Scotts Valley reports the following major proprietary fund types:

The Recreation fund accounts for the City’s Recreation programs. The classes, sports
programs, and after-school/summer child care programs are all provided on a user fee
basis.

The Wastewater fund is used to account for the operation of the City’s Wastewater system.
This is a self-supporting activity through user fees charged to both residences and
businesses in the City.

Proprietary funds are accounted for using the economic resources measurement focus and the
accrual basis of accounting. Accordingly, all assets and liabilities (whether current or non-current)
are included on the Statement of Net Assets. The Statement of Revenues, Expenses and Changes
in Fund Net Assets presents increases (revenues) and decreases (expenses) in total net assets.
Under the accrual basis of accounting, revenues are recognized in the period in which they are
earned while expenses are recognized in the period of which the liability is incurred.

Operating revenues in the proprietary funds are those revenues that are generated from the primary
operations of the fund. All other revenues are reported as non-operating revenues. Operating
expenses are those expenses that are essential to the primary operations of the fund. All other
expenses are reported as non-operating expenses.

Fiduciary Fund Financial Statements

Fiduciary Fund Financial statements include a Statement of Net Assets. The City’s Fiduciary funds
represent Agency funds, which are custodial in nature (assets equal liabilities) and do not involve
measurement of results of operations. The Agency funds are accounted for on the accrual basis of
accounting.
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Additionally, the City reports the following funds:

Six Fiduciary funds account for: 1) receipt of special taxes and assessments used to pay municipal
and interest on four Assessment District Bonds with no direct City liability, 2) receipt and
disbursement of monies held in General Trust, 3) collections held for the construction of a skate
park.

An internal service fund accounts for the City’s self-insured dental plan.

Reconciliation of the Fund financial statements to the Government-Wide financial statements is
provided to explain the differences created by the integrated approach of the GASB Statement No.
34 reporting model.

Capital Assets

Capital assets are reported in the applicable governmental or business-type activity columns in the
government-wide financial statements. Included in capital assets are land, buildings and
improvements, equipment, and infrastructure. City policy has set the capitalization threshold for
reporting capital assets at $5,000. Donated assets are recorded at estimated fair value at the date of
donation. Capital outlay is recorded as expenditures of the General, Special Revenue, and Capital
Projects Funds and assets in government-wide financial statements to the extent the City’s
capitalization threshold is met. Depreciation is recorded on a straight-line basis over the estimated
useful lives of the capital assets as follows:

Equipment — 5 to 10 years
Buildings and Improvements — 40 years
Infrastructure — 20 to 75 years

Budgets and Budgetary Accounting Process

A.  The City Manager submits a proposed budget to the City Council.
B. Public hearings are conducted to obtain citizen comments.
C. The City Council legally adopts the operating and capital improvement budgets.

Once the budgets are adopted, legal budgetary control is established by requiring the following
transactions be approved by the City Council:

A. Transfers between funds.

B.  Any budget amendment that would increase a fund's total appropriations.

C. Any budget amendment that would increase a fund's total appropriation of operating
expenditures.

Management may approve transfers of all other line item appropriations within a fund without the
approval of the City Council.

Supplemental budgetary appropriations were required during the fiscal year.

Unencumbered appropriations lapse at fiscal year end. Encumbered appropriations at fiscal year
end are reappropriated in the following fiscal year.

Formal budgetary control is integrated into the City's general ledger as a management control device
during the fiscal year.

All of the City's governmental type funds have legally adopted budgets, prepared on a basis
consistent with the accounting for these funds.
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Investments

Investments are pooled and investment income is allocated to each fund based on its proportionate
share of the pool's earnings. During fiscal year 2007 / 2008, the entity realized no gain from the sale
of investments. The calculation of realized gains is independent of the calculation of the net
increases in fair value of investments. Realized gains and losses on investments that have been
held in more than one fiscal period and sold in the current fiscal year may have been recognized as
an increase or decrease in the fair value of investments reported in the prior fiscal year. The net
increase in the fair value of investments during fiscal year 2007 / 2008 was $5,466. This amount
takes into account all changes in fair value (including purchases and sales) that occurred during the
fiscal year.

Unbilled Receivables

The City bills wastewater service fees every two months. Whenever the fiscal year end does not
coincide with a billing month, the City accrues unbilled wastewater service fees.

Inventory

Inventories for gasoline and oil are accounted for in the Wastewater Enterprise Fund. The
inventories are priced at cost, determined on a first-in, first-out basis.

Compensated Absences

A long-term liability of accumulated vacation and sick leave has been recorded in the Government-
Wide Financial Statements. In the Fund Financial Statements, this liability is only recorded in the
Enterprise Funds.

Encumbrances

Encumbrance accounting is employed by the City in all of its governmental funds. In doing so,
purchase orders, contracts, and other commitments for the expenditure of monies are recorded to
reserve that portion of the applicable appropriation,

Cash and Cash Equivalents

For purposes of the statement of cash flows, the City considers all highly liquid investments with a
maturity of three months or less when purchased to be cash equivalents. The Proprietary Funds'
“deposits” in the City-wide cash management pool are, in substance, demand deposits and are
considered cash equivalents for purposes of the statement of cash flows.

Property Tax Levy, Collection, and Maximum Rates

The State of California Constitution Article Xl A (Proposition 13) provides that the combined
maximum property tax rate on any given property may not exceed one percent of its assessed value
unless an additional amount for general obligation debt has been approved by voters. Assessed
value is calculated at 100 percent of fair value as defined by Article Xl A and may be increased by
no more than two percent per year, cumulatively, unless the property is sold, improved, or
transferred. The State Legislature has determined the method of distribution of receipts from a one-
percent tax levy among the counties, cities, school districts, and other districts.
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1. DESCRIPTION OF FUNDS AND SIGNIFICANT ACCOUNTING POLICIES (concluded)

Santa Cruz County assesses properties, and bills for and collects property taxes as follows:

Secured Unsecured
Valuation Dates January 1 January 1
Lien/Lewy Dates July 1 July 1
Due Dates 50% November 1 July 1
50% February 1
Delinquent as of December 10 (for November) August 31

April 10 (for February)

Property taxes are recognized in the fiscal year for which taxes have been levied and collected within
sixty days of the fiscal year end. Beginning in fiscal year 1993-94 under the Alternative Method of
Tax Assessment and Collections (Teeter Plan), Santa Cruz County began providing the Agency
100% of the property tax increment whether or not the property owners actually paid their tax bills.

Transactions Between Funds

In the Fund Financial Statements, the City records numerous transactions between funds, including
expenditures and transfers of resources, to provide services and to construct assets. All interfund
transactions, except loans or advances, interfund services provided and used, and reimbursements,
are treated as transfers. Interfund services provided and used include internal service fund charges
for services to City departments. In those interfund transactions where one fund pays expenditures
or expenses of another fund, a transfer of funds is treated as a credit against the fund that originally
paid for the expenditure or expense, and is charged to expenditures or expenses in the appropriate
fund.

2. CASH AND INVESTMENTS

The City follows the practice of pooling cash and investments of all funds except for restricted funds
required to be held by outside custodians, fiscal agents or trustees under the provisions of bond
indentures. Cash and investments are summarized below as of June 30, 2008.

Pooled Deposits $ (347,729)
Pooled Investments:

California Local Agency Investment Fund (LAIF) 18,300,520

Money Market 8,252,747
Petty Cash 1,720
Subtotal 26,207,258
Investments with Fiscal Agents and Trustees 1,162,015
Total Cash and Investments $27,369,273
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The City’s cash and investments are reported in the financial statements as follows:

Government-Wide Fiduciary
Statement of Net Assets Funds
Governmental Business-Type Statement of
Activities Activities Net Assets Totai
Cash & Investments $17,475,619 $7,032,672 $1,317,694 $25,825,985
Restricted Cash & Investments 719,221 - 824,067 1,543,288
Total $18,194.840 $7.032,672 $2.141,761 $27.369,273

Pooled Deposits

At June 30, 2008, the difference between the carrying amount of the City's demand deposits of
$90,846 and the corresponding bank balance of ($347,729) was due to outstanding checks and
deposits in transit. Of the bank balance, $90,846 was insured by federal depository insurance and
none was collateralized 110% in accordance with the California Government Code with securities
held by the pledging financial institution in the City's name.

Investments

Under provisions of the City's investment policy, and in accordance with Section 53601 of the
California Government Code, the City may make deposits into and invest in the following:

Securities of the U.S. Government, or its agencies Bankers Acceptances
Negotiable Certificates of Deposit Commercial Paper
Repurchase Agreements (Repos) Corporate Medium Term Notes
Passbook Savings Account Demand Deposits Money Market Funds

Local Agency Investment Fund (State Pool) Demand Deposits

At no time during the fiscal year did the City borrow funds through the use of reverse-repurchase
agreements.  Reverse-repurchase agreement investments are not allowed under the City’s
investment policy.

External Investment Pool

The City invests in the California State Treasurer’s Local Agency Investment Fund (LAIF). LAIF,
established in 1977, is regulated by California Government Code Section 16429 and under the day
to day administration of the State Treasurer. There is a five member Local Investment Advisory
Board is chaired by the State Treasurer. As of June 30, 2008, LAIF had approximately 70 billion in
investments.

LAIF determines fair value on its investment portfolio based on market quotations for those
securities where market quotations are readily available, and on amortized cost or best estimate for
those securities where market value is not readily available. The City’s investments with LAIF at
June 30, 2008, included a portion of the pooled funds invested in structured notes and asset-backed
securities. These investments are described as follows.

Structured Notes are debt securities (other than asset-backed securities) whose cash flow
characteristics (coupon rate, redemption amount, or stated maturity) depend upon one or
more indices and / or that have embedded forwards or options.
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Asset-Backed Securities, the bulk of which are mortgage-backed securities, entitle their
purchasers to receive a share of the cash flows from a pool of assets such as principal
and interest repayments from a pool of mortgages (such as Collateralized Mortgage
Obligations) or credit card receivables.

As of June 30, 2008, the City had $18,300,520 invested in LAIF, which had invested 14.72% of the
pool investment funds in Structured Notes and Asset-Backed Securities. The City valued its
investments with LAIF by multiplying its account balance with a fair value factor determined by LAIF.
This factor is the result of dividing all LAIF participants’ total aggregate fair value ($70,024,464,150)
by total aggregate amortized cost ($70,027,950,242) resulting in a factor of .999950219.

Investment Risks

Interest Rate Risk: As a means of limiting its exposure to fair value losses arising from
interest rates, the City’s investment policy limits investments to a maximum maturity of five
years. At June 30, 2008, investment maturities (other than investments of debt proceeds
held by bond trustees that are governed by the provisions of debt agreements) were:

Less Than 1 1-2 2-3
1 Year Year Years Years
LAIF $18,300,520 $- $ - $-
Money Market 8,252,747 - - -
Totals $26.553.267 $- $- $-

Credit Risk: All Federal Home Loan Bank and Federal National Mortgage Association
investments were rated AAA by Moody’s which meets the minimum requirements set forth
in the City's Investment Policy for managing credit risk. The LAIF, certificates of deposit,
and money market investments are not rated.

3. LONG-TERM LOANS RECEIVABLE
Special Revenue Funds:

$ 1,288,521 due from a California Limited Partnership with simple interest at 3%, all due and payable
by November 22, 2026. Funds were loaned by the Scotts Valley Redevelopment Agency Affordable
Housing Fund to facilitate the construction of 46 affordable housing units. The loan is secured by a
deed of trust on the housing units.

$ 413,295 due from ten parties together with contingent interest calculated as an amount equal to
10% of appreciation of the residential properties purchased by the various parties, all due and
payable: upon sale or transfer, upon default, upon cash-out refinancing of the superior “first” or
“second” loan, or upon the date the “first” note becomes due and payable. Funds were loaned by the
Scotts Valley Redevelopment Agency Affordable Housing Fund to facilitate the purchase of
affordable housing through the Agency’s “silent second” loan program. The loans are secured by
deeds of trust on the respective properties.

$400,000 due from a California Limited Partnership with interest at 6.1% compounded annually, all
due and payable by September 15, 2054. Funds were loaned by the Scotts Valley Redevelopment
Agency Affordable Housing Fund to facilitate the construction of 46 affordable housing units. The
loan is secured by a deed of trust on the housing units.
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Capital asset activity for the fiscal year ended June 30, 2008, was as follows:

Balance Balance
July 1, 2007 Additions Deletions June 30, 2008
Governmental Activities:
Capital assets not being depreciated:
Land $7,175,750 $ 15,000 $ 0 $7,190,750
Construction in progress 316,812 284,037 26,700 574,149
Total capital assets not being depreciated _7,492,562 299,037 26,700 7,764,899
Capital assets being depreciated:
Buildings and Improvements 5,268,051 93,811 0 5,361,862
Machinery and equipment 2,215,140 140,800 120,176 2,235,764
Infrastructure 34,833,229 78,995 0 34,912,224
Total capital assets being depreciated 42,316,420 313,606 120,176 42,509,850
Less accumulated depreciation for:
Buildings and Improvements 1,674,356 144,274 0 1,818,630
Machinery and equipment 1,687,940 124,689 120,176 1,692,453
Infrastructure 10,868,316 876,263 0 11,744,579
Total accumulated depreciation 14,230,612 1,145,226 120,176 15,255,662
Total capital assets being depreciated, net _28,085,808 (831,620%) 0 27,254,188
Governmental capital assets, net $35,578,370 $ (532,583) $_26,700 $35,019,087
Business-Type Activities:
Capital assets not being depreciated:
Land $429,416 $ 0 $ 0 $ 429,416
Construction in progress 662,132 86,923 749,055 0
Total capital assets not being depreciated __ 1,091,548 86,923 749,055 429,416
Capital assets being depreciated:
Buildings and Improvements 4,938,679 6,086 0 4,944,765
Machinery and equipment 5,238,777 31,305 0 5,268,082
Infrastructure 22,312,677 749,055 0 23,061,732
Outfall agreement 178,000 0 0 178,000
Total capital assets being depreciated 32,666,133 786.446 0 33,452,579
Less accumulated depreciation for:
Buildings and Improvements 2,367,533 126,735 0 2,494,268
Machinery and equipment 4,658,478 169,978 0 4,828,456
Infrastructure 8,759,533 531,729 0 9,291,262
Outfall agreement 83,073 2,967 0 86,040
Total accumulated depreciation 15,868,617 831,409 0 16,700,026
Total capital assets being depreciated, net _16,797,516 (44,963) 0 16,752,553
Business-type capital assets, net $17.889,064 $ 41,960 $ 749,055 17,181
Total Capital Assets $53,467.434 $ (490,623) $_ 775755 $52,201,056
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Depreciation expense was charged to functions and programs of the City as follows:

Governmental Activities:

General government $ 40,149
Public safety 91,948
Planning & building 6,456
Public works 1,006,673
Total depreciation expense — government activities $ 1,145,226
Business-Type Activities:
Wastewater $ 823,154
Recreation 8,255
Total depreciation expense — business-type activities $ 831409

5. LONG-TERM DEBT

The following is a summary of long-term debt transactions for the fiscal year ended June 30, 2008:

GOVERNMENTAL ACTIVITIES
Balance at Balance at Due Within
July 1, 2007 Additions Reductions June 30,2008 One Year
Certificates of Participation $ 7,594,983 $ 0 $110,232  $ 7,484,751 $106,914
Installment Notes 140,000 0 0 140,000 5,000
Tax Allocation Bonds 6,485,000 0 270,000 6,215,000 280,000
Accrued Compensated
Absences 640,098 401,700 292,062 749,736 437.000
Totals $14.,860,081 $401,700 $672.294 $14589487 $828.914
BUSINESS-TYPE ACTIVITIES
Balance at Balance at Due Within
July 1, 2007 Additions Reductions June 30,2008 One Year
Accrued Compensated
Absences $148,018 $98.910 $76,562 $170,366 $107,000

Debt service payments are generally provided from the following sources:

Certificates of Participation - General revenues recorded in the General Fund and tax increment
revenues recorded in the Redevelopment Agency Debt Service Fund.

1997 Scotts Valley Water District Installment Note — Redevelopment Agency tax increment revenues
recorded in the Redevelopment Agency Debt Service Fund and amounts to be recovered from future
property developers in the Gateway South area.

Tax Allocation Bonds - Redevelopment Agency tax increment revenues recorded in the

Redevelopment Agency Debt Service Fund.
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Accrued Compensated Absences - General revenues recorded in the General Fund and operating
revenues recorded in the Proprietary Funds.

Current Refunding of Long-Term Debt:

See Note 14 on Page 52 detailing the partial refunding of the 1997 Certificates of Participation.

Certificates of Participation:

The City entered into lease and sub-lease agreements with the Scotts Valley Public Financing
Authority, a Joint Powers Authority formed by the City of Scotts Valley and the Scotts Valley
Redevelopment Agency, to lease and lease-back certain public assets. The lease revenues are
used as security for the issuance of Certificates of Participation (COP). The annual lease payments
are equal to the total debt service payments on the Certificates. The leases have a purchase option
for the Scotts Valley Public Financing Authority to acquire the public assets that are subordinated to
a bargain purchase option in the City's sub-lease agreement. Since the financial activities of the City
and the Scotts Valley Public Financing Authority are included in the financial statements (Note 1),
economic substance is emphasized over legal form and the above leasing transactions are reported
as general obligation debts and recorded in the Government-Wide Statement of Net Assets under
Governmental Activities.

The following Certificates of Participation were outstanding at June 30, 2008:

Original issue - $7,359,911, Refunding and 1992 Public Improvements Project $204,163
Original issue - $4,940,588, 1997-1 Refunding Certificates of Participation 1,250,588
Original issue - $3,455,000, Refunding and 2003 Public Improvement Project 3,455,000
Original issue - $2,735,000, 2006 Refunding Certificates of Participation 2,575,000

Total Certificates of Participation $7.484,751

in 1992, the Scotts Valley Public Financing Authority issued $7,359,911 of current interest and
capital appreciation bonds. The current interest bonds were refunded entirely by refunding
certificates issued in 1997 and 2003 (see below). Only the capital appreciation bonds in the original
amount of $499,911 remain outstanding for this issue. The interest rate for the capital appreciation
bonds ranges from 6.85% to 7.00% per annum. This COP refunded previous COP’s issued in 1986
and 1990. The 1986 COP proceeds were used to construct the current City Hall. The 1990 COP
proceeds were used for improvements and additions to the storm drainage system within Scotts

Valley Drive.
1992 Refunding Certificates of Participation
Fiscal Year
Ending Principal Interest Total

2009 $46,914 $93,086 $140,000
2010 43,457 96,543 140,000
2011 40,568 99,432 140,000
2012 37,871 102,129 140,000
2013 35,353 104,647 140,000

Totals $ 204,163 $ 495,837 $ 700,000
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in 1997, the Scotts Valley Public Financing Authority issued $4,940,587.95 of refunding COP’s. The
proceeds were used to refund a portion of the current interest bonds from the 1992 COP. The 1997
COP consisted of $3,690,000 of current interest certificates ranging from 3.70% to 5.25% per
annum, and $1,250,587.95 of capital appreciation certificates ranging from 5.60% to 5.70% per
annum. The current interest certificates were refunded by the 2006 Refunding COP’s. Only the
capital appreciation certificates remain outstanding.

1997-1 Refunding Certificates of Participation

Fiscal Year
Ending Principal Interest Total
2018-2022 $ 462,639 $1,202,361 $1,665,000
2023-2027 787,949 2,832,051 3,620,000
Totals $1.250,588 $4,034.412 $5,285.000

in 2003, the Scotts Valley Public Financing Authority issued $3,455,000 of Refunding and 2003
Capital Improvement Project Certificates of Participation. The proceeds were used to refund the
remaining 1992 COP current interest certificates and to provide partial funding for the purchase of an
existing 6,000 square foot building to be used as a City community center. The interest rates for this
COP range from 4.5% to 4.7% per annum.

2003 Refunding Certificates of Participation

Fiscal Year
Ending Principal Interest Total

2009 $0 $159,283 $159,283
2010 0 159,283 159,283
2011 0 159,283 159,283
2012 0 159,283 159,283
2013 0 159,283 159,283
2014-2018 115,000 793,825 908,825
2019-2023 505,000 698,426 1,203,426
2024-2028 820,000 601,001 1,421,001
2029-2032 2,015,000 192,860 2,207,860
Totals $3,455,000 $3,082,527 $6,537,527

In 2006, the Scotts Valley Public Financing Authority issued $2,735,000 of 2006Refunding Certificates of
Participation. The proceeds were used to refund the remaining 1997-1 Refunding COP current interest
certificates. The interest rates for this COP range from 4.0% to 4.25%.
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2006 Refunding Certificates of Participation

Fiscal Year
Ending Principal Interest Total

2009 $60,000 $ 105,825 $ 165,825
2010 70,000 103,325 173,325
2011 70,000 100,525 170,525
2012 70,000 97,725 167,725
2013 75,000 94,925 169,925
2014-2018 1,815,000 303,687 2,118,687
2019-2023 415,000 8.819 423,819
Totals $2,575,000 $ 814,831 $3,389,831

Installment Notes:
The following installment notes were outstanding at June 30, 2007:

Scotts Valley Water District $140,000
In 1997, the City agreed to a $165,000 installment note payable to the Scotts Valley Water District for
the City’s share of bonds issued by the Water District. The District and the City shared the proceeds
of the bond issue in order to save on issuance costs. The Scotts Valley Redevelopment Agency

ultimately used the proceeds and is repaying the installment note in annual principal amounts varying
from $ 0 to $15,000 plus interest at 6% per annum, through 2028.

Instaliment Note — Scotts Valley Water District

Fiscal Year
Ending Principal Interest Total

2009 $10,000 $8,198 $18,198
2010 5,000 7,920 12,920
2011 5,000 7,640 12,640
2012 0 7,350 7.350
2013 5,000 7,200 12,200
2014-2018 30,000 32,250 62,250
2019-2023 40,000 22,200 62,200
2024-2028 45,000 8.850 53,850
Totals $ 140,000 $101,608 $ 241,608

Tax Allocation Bonds:
The following Tax Allocation Bonds were outstanding at June 30, 2008:
Tax Allocation Refunding Bonds of 2006 $6,215,000

In 2006, the Redevelopment Agency issued $6,810,000 Tax Allocation Refunding Bonds. The
proceeds were used to refund the 1999 tax allocation bonds and to fully pay off the outstanding
balance of the installment note to the City of Santa Cruz. Annual repayment instaliments range from
$290,000 to $385,000, plus interest at 3.4% to 5.0% per annum, through 2030.
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Tax Allocation Refunding Bonds of 2006

Fiscal Year ,

Ending Principal Interest Total
2009 $280,000 $270,276 $550,276
2010 280,000 260,476 540,476
2011 290,000 250,269 540,269
2012 305,000 239,483 544,483
2013 315,000 227,989 542,989

2014-2018 1,770,000 942,599 2,712,599
2019-2023 1,150,000 607,394 1,757,394
2024-2028 1,350,000 311,125 1,661,125
2029-2030 475,000 23,875 498,875

Totals $6,215,000 $3,133,486 $9,348.486

Special Assessment Bonds (No City Liability)

The City is not liable for repayment of the special assessment and community facilities district debt,
but is only acting as an agent in collecting the applicable assessments and taxes from property
owners, forwarding the collections to the paying agent for payment of principal and interest to the
bondholders. The City is responsible for initiating foreclosure proceedings where required by bond
covenants. The following special assessment and community facilities district debt were outstanding
as of June 30, 2008:

Original issue - $6,966,000, 2002 Consolidated Reassessment District $3,675,000
Original issue - $4,800,000, Community Facilities District, 97-1 Series A 3,775,000
Original issue - $1,700,000, Community Facilities District, 97-1 Series B 1,405,000

Total Special Assessment District Bonds (No City Liability) $8,855,000

6. RISK MANAGEMENT

The City is exposed to various risks of loss related to torts; theft of, damage to and destruction of
assets; errors and omissions; injuries to employees; and natural disasters.

The City participates in a public entity risk pool that operates as a common risk management and
insurance program for 10 member cities. The City pays an annual premium to the pool for its
general liability and workers’ compensation coverage. Risk of loss is retained for general liability
claims by each city up to $10,000 per occurrence. The agreement with the pool provides that it will
be self-sustaining through member premiums and that excess coverage be carried for general
liability claims between $500,000 and $5,000,000 and for workers’ compensation claims in excess of
$300,000 per insured event. The amount of unpaid claims was immaterial at fiscal year end.

During fiscal year 1993, the City established a Dental Insurance Fund (an internal service fund) to
account for and finance its uninsured risks of loss for employee dental care. The Dental Insurance
Fund finances employee and dependent claims up to a maximum of $1,000 per participant per
calendar year entirely through self-insurance. The amount of unpaid claims was immaterial at fiscal
year end.

The City continues to carry commercial insurance for all other insured risks of loss. The City paid no
settlements in excess of insurance coverage in any of the past three fiscal years.
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INTERFUND TRANSACTIONS

Current Interfund Balances: The following is a summary of the current amounts due from and due
to other funds at June 30, 2008:

Receivable Fund Amount Payable Fund Amount
Major Funds: General Fund $27,685
Non Major Funds: Community Center 16,227
Homeland Security
Grant 11,458
Totals $27.685 $27.685

The above transfers resulted from the normal course of the City’s operations.

Long-term Interfund Advances: The following is a summary of the advances made that were not
expected to be repaid in one year or less:

Receivable Fund Amount Payable Fund Amount
Major Fund: General $3,589,447 Redevelopment Agency

Affordable Housing 484,214 Debt Service $3,934,129
Non Major Fund: General Facilities 139,532
Totals $4.073,661 $4.073,661

The advance from the General Fund to the Redevelopment Agency is being repaid with tax
increment revenues with interest at an interest rate equal to the Local Agency Investment Fund rate.
The funds were loaned for start-up expenses, initial formation of the Redevelopment Agency, and
improvement projects.

The advance from Affordable Housing to the Redevelopment Agency Debt Service is being repaid
with tax increment revenues. The funds were loaned to pay for the ERAF shifts by the State.

The advance from the General Fund to the General Facilities Fund will be repaid with future impact
fee revenues. The funds were loaned for the construction of the current City Hall.

Interfund Transfers: In the governmental fund financial statements, total transfers in and out were
$1,209,783, as follows:

Transfers In:
Redevelopment Recreation Non
Debt Service Fund Fund Major Fund Total

Transfers Out:

General Fund $0 $40,630 $94,833 $135,463
Redevelopment

Debt Service Fund 0 0 928,392 928,392
Non Major Fund 59,000 0 88,510 147,510
Total $59,000 $40630 $1.111.735 $1.211.365
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The General Fund transferred out a total of $135,463 as follows: $61,975 to the Senior Center and
$40,630 to the Recreation Fund for operations, and $32,858 to the General Capital Projects Fund for
the City’s General Plan update.

The Redevelopment Agency’s Debt Service Fund transferred out a total of $928,392 to the
Redevelopment Agency’s Capital Projects Fund for various projects and administration.

The FEMA-EI Nino Disaster Fund (Non-Major) transferred out $147,510. OF that amount,

$59,000 was transferred to the Redevelopment Agency’s Debt Service Fund and $88,510 to the
Natural Disaster Assistance Fund to reimburse these Funds for project costs that were ultimately
funded by FEMA and State Office of Emergency Services.

8. COMMITMENTS AND CONTINGENCIES

Under an agreement with the City of Santa Cruz, the City is obligated to pay 4% of the actual new
outfall facilities operation and maintenance costs in order to use the Santa Cruz sewer outfall facility.

The City has construction contract commitments in the amount of $207,861 at June 30, 2008 for the
following projects:

Project: Commitments
Traffic Signal Controllers $141,463
Vine Hill School Road Bike Lane and Landscaping 35,000
Hacienda Drive Pedestrian / Bike Lane 31,398
Total Contract Commitments $207 861

In December of 2003 the City entered into a Memorandum of Understanding (MOU) with the Land
Trust of Santa Cruz County. The Land Trust is to manage approximately 162 acres of open space in
accordance with the Glenwood Open Space Management Plan approved by the City Council on
June 4, 2004. The City has placed $1,070,000 in an endowment trust fund managed by the Land
Trust. All costs associated with the management of the open space are to be paid by investment
earnings and principal of this endowment. If the Land Trust is unable to provide management
services or if the agreement is terminated, any remaining amount in the endowment trust fund will be
returned to the City.

9. RESERVED /DESIGNATED FUND BALANCES AND RESTRICTED NET ASSETS

Total reserved and designated fund balances for the governmental fund types are detailed as
follows:

Non
General Affordable Major
Fund Housing Funds Total
Reserved for;

Debt Service $ 442,858 $ 0 $ 0 $ 442,858
Advances Due from Other Funds 3,589,447 484,214 0 4,073,661
Construction Projects 0 0 950,471 950471
Total Reserved $4,032,.305 $484 214 $950,471 $5,466.990
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9. RESERVED / DESIGNATED FUND BALANCES AND RESTRICTED NET ASSETS (concluded)

10.

1.

Non
General Major
Fund Funds Total
Designated for:

Capital Acquisition $396,199 $ 0 $ 396,199
Debt Service 0 1,679,790 1,679,790
Future Expenditures 0 350,044 350,044
Total Designated $396,199 $2,029.834 $2,426,033

Total restricted net assets for the proprietary funds are detailed as follows:

Wastewater
Fund
Restricted for:
Repair and Replacement of Capital Assets $3,195,737
Wastewater System Construction and Improvements 2,170,852
Total $5,366,589

DEFICIT FUND BALANCES

At June 30, 2007, the following City funds had deficit fund balances:

Major Fund:
Redevelopment Agency Debt Service ($3,120,278)
Non Major Funds:
General Facility ($70,967)
Senior Center (2,050)
Total Non Major Funds ($73,017)

The Redevelopment Agency Debt Service fund deficit will be eliminated by future tax increment
revenue. The General Facility fund deficit will be eliminated by future impact fee revenues. The
Senior Center fund deficit will be eliminated through increased emphasis on revenue generating
activities such as facility rental and classes.

PENSION PLAN
Plan Description

The City’s defined benefit pension plans, the Safety Plan of the City of Scotts Valley (“Safety Plan”)
and the Miscellaneous Plan of the City of Scotts Valley (“Miscellaneous Plan”), provide retirement
and disability benefits, annual cost-of-living adjustments, and death benefits to plan members and
beneficiaries. The Safety Plan and the Miscellaneous Plan are part of the Public Agency portion of
the California Public Employees Retirement System (CalPERS), a cost-sharing multiple-employer
defined benefit plan administered by CalPERS, which acts as a common investment and
administrative agent for participating public employers within the State of California. Menus of benefit
provisions as well as other requirements are established by State statutes within the Public
Employees’ Retirement Law. The City selects optional benefit provisions from the benefit menu by
contract with CalPERS and adopts those benefits through local ordinance. CalPERS issues a
separate comprehensive annual financial report. Copies of the CalPERS’ annual financial report may
be obtained from CalPERS Executive Office — 400 P Street — Sacramento, CA 95814.
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CITY OF SCOTTS VALLEY
NOTES TO FINANCIAL STATEMENTS (continued)
JUNE 30, 2008

PENSION PLAN (concluded)

Funded Status

Because the City has less than 100 employees, it is required to participate in a risk pool.
Therefore, no required supplementary information is provided in this report regarding the funded
status of the City’s Plans.

Funding Policy

The City contributes for active plan members in the Safety Plan and Miscellaneous Plan 9% and 7%,
respectively, of their annual covered salaries. The City also is required to contribute the actuarially
determined remaining amounts necessary to fund the benefits for its members. The actuarial
methods and assumptions used are those adopted by the CalPERS Board of Administration. The
required employer contribution rate for the fiscal 2007 / 2008 was 14.813% for Miscellaneous Plan
employees and 26.644% for Safety Plan employees. The contribution requirements of the plan are
established by State statute and the employer contribution rates are established and may be
amended by CalPERS.

Annual Pension Cost

For fiscal year 2007 / 2008, the City’s annual pension cost for the Safety Plan was $397,742 and the
City actually contributed $397,742. For the fiscal year 2007 / 2008, the City’s annual pension cost for
the Miscellaneous Plan was $415,806 and the City actually contributed $415,806. The required
contribution for fiscal year 2007 / 2008 was determined as part of the June 30, 2006 actuarial
valuations using the entry age normal actuarial cost method with the contributions determined as a
percentage of pay.

The Safety Plan’s and Miscellaneous Plan’s unfunded actuarial accrued liabilities are being
amortized as a level percentage of projected payrolls on a closed basis. The remaining
amortization period at June 30, 2006 was 17 years for the Safety Plan and 18 years for the
Miscellaneous Plan.

Three-Year Trend Information

Miscellaneous Plan Safety Plan
Fiscal Annual Percentage Net Annual Percentage Net
Year Pension of APC Pension Pension of APC Pension
Ending Cost (APC) Contributed Obligation Cost (APC) Contributed Obligation
6/30/2006 $329,416 100% $0 $379,717 100% 30
6/30/2007 $412,174 100% $0 $342,834 100% $0
6/30/2008 $415,806 100% $0 $397,742 100% $0

12. POSTEMPLOYMENT BENEFITS

The City provides postemployment benefits to eligible employees in the form of partial
reimbursement for postretirement health insurance premiums. Eligibility requirements include a
minimum of ten years employment with the City and minimum retirement ages of 50 years for safety
employees and 55 years for non-safety employees. For eligible employees, the City will pay 33-75%
of the retired employee's health insurance premiums, the exact amount determined by years of
service, employee group, and age. In addition, there is a cap on what the City will contribute that is
indexed to the cost of CalPERS postretirement medical insurance premiums.
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12. POSTEMPLOYMENT BENEFITS (conciuded)

The obligation of the City to provide these benefits is determined by agreements with the various
employee bargaining groups.

The City's contributions are financed on a pay-as-you-go basis. The City paid $124,448 in post
employment benefits for the 17 retired employees who were eligible for benefits during the fiscal year
ended June 30, 2008.

13. JOINT POWERS AUTHORITY

The City participates in a public entity risk pool under a joint power agreement (JPA): the Monterey
Bay Area Self Insurance Authority. The relationship between the City and the JPA is such that the
JPA is not a component of the City for financial reporting purposes.

The Monterey Bay Area Self Insurance Authority (MBASIA) provides for workers” compensation and
liability insurance for its members: various small cities in the Monterey Bay Area. The MBASIA is
governed by a board of directors composed of representatives from each of the member cities. This
board controls the operations of the MBASIA, including selection of management and approval of
operating budgets independent of any influence by the member cities beyond their representation on
the Board. Each member city pays a premium based on factors determined by the board. Below is
the condensed financial information of the MBASIA for the fiscal year ended June 30, 2007 (fiscal
year 2008 not available at the time of the printing of the City’s financial statements):

Total Assets $13,776,254 Total Revenues $4,501,904
Total Liabilities 19,079,823 Total Expenditures 3,778,871
Net Assets (Deficit) ($5,303,569) Change in Net Assets $723,033

The City paid $139,466 for workers compensation and $39,341 for liability premiums during the year
ended June 30, 2007. The City's share of the fiscal year-end assets, liabilities, or fund equity has not
been calculated by the MBASIA.
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