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CITY OF EUREKA
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2008

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The basic financial statements of the City of Eureka have been prepared in conformity with
accounting principles generally accepted in the United States of America (USGAAP) as applied
to governmental units. The Governmental Accounting Standards Board (GASB) is the accepted
standard-setting body for establishing governmental accounting and financial reporting
principles. The more significant of the government’s accounting policies are described below.

A. Reporting Entity

The City of Eureka was incorporated as a town on April 18, 1856, under a special act of the
legislature, reincorporated as city on February 19, 1874, and incorporated under a Freeholder’s
Charter on February 18, 1895. The City operates under a Council-Manager form of government
and is governed by an elected mayor and five elected city council members. The City provides
the following services as authorized by its charter: public safety (police and fire), streets and
highways, public improvements, land use, building and housing standards, culture-recreation
programs, parks and recreation areas, utilities, public transit, and administrative and fiscal
services.

As required by accounting principles generally accepted in the United States of America, these
basic financial statements present financial information for the City of Eureka (the primary
government) and its component units. Blended component units, although legally separate
entities are, in substance, part of the City’s operations and data from these units are combined
with data of the City. Discretely presented component units, on the other hand, are reported in a
separate column in the basic financial statements to emphasize their legal separateness from
the City. Each blended component unit has a fiscal year end of June 30. The blended
component units are included in the City’s reporting entity because of the significance of their
operational and financial relationships with the City.

Blended Component Units

The following blended component units are included in the reporting entity as though they were
part of the primary government. Separate financial statements for the blended component units
are in file at the offices of the City of Eureka at 531 K Street, Eureka, California 95501.

EUREKA REDEVELOPMENT AGENCY

The Eureka Redevelopment Agency was created by the City Council and given the authority
and responsibility to redevelop and upgrade blighted areas of the City. The City Council also
functions as the Board of the Eureka Redevelopment Agency, and these board members are
therefore authorized to transact business of the Agency. The City performs all administrative,
budgeting, and accounting functions of the Agency. The Agency’s operations are governmental
in nature and, as such, have been included in the major Low and Moderate Income Housing,
Redevelopment Debt Service, and Redevelopment Capital Projects Funds, and the
Redevelopment Administration Fund, which is reported as an Internal Service Fund in the City
of Eureka financial statements. The capital assets and long-term liabilities of the Agency are
reported in the government-wide Statement of Net Assets.
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CITY OF EUREKA
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2008

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

A. Reporting Entity (Continued)
Blended Component Units (Continued)
EUREKA PUBLIC FINANCING AUTHORITY

The City created the Eureka Public Financing Authority to sell bonds and lend the proceeds of
bond issues to Eureka Redevelopment Agency. The City Council also functions as the Board of
the Eureka Public Financing Authority. The City performs all administrative, budgeting, and
accounting functions of the Authority.

Joint Ventures
HUMBOLDT/DEL NORTE HAZARDOUS MATERIAL RESPONSE AUTHORITY

The Hazardous Materials Response Authority was created as a separate legal entity by a joint
powers agreement between the Counties of Humboldt and Del Norte, and the Cities of Eureka,
Crescent City, Arcata, Blue Lake, Fortuna, Ferndale, Rio Dell, and Trinidad. The purpose of
this joint venture is to pool resources of the participants to provide a united, coordinated,
orderly, positive, and more effective means for aiding and assisting in the formulation,
administration, implementation, and maintenance of an area-wide hazardous materials
response team.

The Authority is governed by a board of directors composed of one member and an alternate
appointed by each participant. The Authority adopts its own budget and has the power to incur
debts, liabilities, or obligations. The City of Eureka is responsible for directing the operations of
the Hazardous Materials Response Teams and for the accounting of the Authority. The
Authority is recorded as a private purpose trust fund of the City. The Authority in turn
reimburses the City for the costs of operation and accounting services. Upon commencement of
the Authority, the participants agreed to contribute a proportionate share of the costs of
operation based on population. The participants do not have an on-going equity interest in the
Authority. However, the participants do share the operation costs of the Authority. At
termination of the agreement, all surplus monies will be returned to the participants in
proportion to the amounts received by the Authority; property shall be divided in a manner
agreed upon by the participants. Complete financial statements for the Hazardous Materials
Response Authority are on file at the offices of the City of Eureka at 531 K Street, Eureka,
California 95501.

HUMBOLDT TRANSIT AUTHORITY

The Transit Authority was created as a separate legal entity by a joint powers agreement
between the County of Humboldt and the Cities of Fortuna, Eureka, Arcata, Trinidad, and Rio
Dell. The governing board consists of a city council member and an alternate member
appointed from each participating city, as well as two board members and up to two alternate
members appointed by the Humboldt County Board of Supervisors.
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

A. Reporting Entity (Continued)

Joint Ventures (Continued)
HUMBOLDT TRANSIT AUTHORITY (Continued)

The Authority is responsible for adopting its own budget and has the power to incur debts,
liabilities, or obligations. On commencement of operations of the Authority, the County
contributed 50 percent of the initial equity, and the participating cities jointly contributed 50
percent based upon population data. The participants do not have an on-going equity interest in
the Authority. However, the participants do share operating costs of the Authority, and the
current share of the City of Eureka is 25.6 percent. At termination of the agreement, all surplus
monies will be returned to the participants in proportion to the amounts received; and property
shall be divided in a manner agreed upon by the parties. Complete financial statements for
Humboldt Transit Authority may be obtained at the offices of the Authority at 133 V Street,
Eureka, California, 95501.

HUMBOLDT WASTE MANAGEMENT AUTHORITY

The Humboldt Waste Management Authority was created as a separate entity by a joint powers
agreement between the County of Humboldt and the Cities of Arcata, Eureka, Blue Lake,
Ferndale, and Rio Dell. The governing board consists of one director and one alternate
appointed by each member of the Authority. The Authority is responsible for adopting its own
budget and has the power to incur debts, liabilities, or obligations.

The Authority was formed in October 1999 for the purpose of providing economical coordination
of solid waste management services and efficiently and fairly assuring against potential adverse
effects of past solid waste management services within the service area. It is intended that the
Authority shall develop and fund programs for the (A) Siting, permitting, developing,
constructing, maintaining, operating, or contracting for the construction and/or from operation of
disposal sites, transfer facilities and equipment, materials recovery facilities, waste-to-energy
facilities, and/or solid waste landfills; (B) preparing and implementing an Integrated Waste
Management Plan and other planning documents; (C) disposal of waste generated in the
incorporated and unincorporated area of the County and the granting of franchises for waste
hauling; (D) planning, implementing, and supervising programs which serve all or most
jurisdictions, including facilities, special wastes, and recycling market development. The general
purpose also includes establishment of pooled insurance and other financial mechanisms to
provide for the safe closure and long-term post-closure maintenance of the Cummings Road
Sanitary Landfill (when closed). This may include ownership and/or management of the landfill
during the final stages of the landfill's active life, during closure, and thereafter. Upon
dissolution, the remaining assets of the Authority, after payment of or adequate provision for all
debts, liabilities, and obligations of the Authority, shall be divided among the members in
accordance with a unanimous agreement among them or in proportion to the total tonnage of
solid waste each member caused to be delivered to the transfer facility. Financial statements
may be obtained at the Humboldt Waste Management Authority, located at 1059 West
Hawthorne Street, Eureka, California 95501.
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CITY OF EUREKA
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2008

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

B. Government-wide and Fund Financial Statements
Government-wide Financial Statements

The City’'s government-wide financial statements include a Statement of Net Assets and a
Statement of Activities. These statements present summaries of governmental activities and
business-type activities for the City, the primary government, accompanied by a total column.
Fiduciary activities (either funds or component units) of the City are not included in these
statements.

These basic financial 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.

Certain types of transactions are reported as program revenues for the City in three categories:

e Charges for services
e Operating grants and contributions
e 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 on 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, also interfund services
provided and used are not eliminated. The following interfund activities have been eliminated:

e Due to, Due from other funds
¢ Advances to, Advances from other funds
e Transfers in, Transfers out

The City applies all applicable GASB pronouncements (including all NCGA Statements and
Interpretations currently in effect) as well as the following pronouncements issued on or before
November 30, 1989, unless those pronouncements conflict with or contradict GASB
pronouncements: Financial Accounting Standards Board (FASB) statements and
Interpretations, Accounting Principles Board (APB) Opinions, and Accounting Research
Bulletins (ARB) 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.
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

B. Government-wide and Fund Financial Statements (Continued)
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.

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.

Revenues are recorded when received in cash, except that revenues subject to accrual
(generally 60 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 tax, sales
tax, special assessments, intergovernmental revenues, other taxes, interest revenue, rental
revenue, and certain charges for services. Expenditures are recorded in the accounting period
in which the related fund liability is incurred.

Deferred revenues arise when potential revenues do not meet both the “measurable” and
“available” criteria for recognition in the current period. Unearned revenues arise when the
government receives resources before it has a legal claim to them, as when grant monies are
received prior to incurring qualifying expenditures. In subsequent periods when both revenue
recognition criteria are met or when the government has a legal claim to the resources, the
deferred revenue is removed from the balance sheet and revenue is recognized.

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

The reconciliation of the Fund Financial Statements to the Government-wide Financial

Statements is provided to explain the differences created by the integrated approach of GASB
Statement No. 34.
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June 30, 2008

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

B. Government-wide and Fund Financial Statements (Continued)
Proprietary fund financial statements

Proprietary fund financial statements include a Statement of Net Assets, a Statement of
Revenues, Expenses, and Changes in Net Assets, and a Statement of Cash Flows for all
proprietary funds.

Columns representing internal service funds are also presented in these statements. However,
internal service fund balances and activities have been combined with the governmental
activities in the government-wide financial statements.

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
noncurrent) are included on the Statement of Net Assets. The Statement of Revenues,
Expenses, and Change 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 in which
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 nonoperating revenues.
Operating expenses are those expenses that are essential to the primary operations of the
fund. All other expenses are reported as nonoperating expenses.

Fiduciary fund financial statements

Fiduciary fund financial statements include a Statement of Net Assets and Statement of
Changes in Net Assets. The City’s fiduciary funds are accounted for according to the nature of
the fund. The City has two such funds which are accounted for using “economic resources”
measurement focus and the accrual basis of accounting are the proprietary funds explained
above. The one Agency fund of the City does not use or have a measurement focus.

C. Measurement focus, basis of accounting, and financial statement presentation

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

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

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C. Measurement focus, basis of accounting, and financial statement presentation
(Continued)

The government reports the following major governmental funds:

The General fund is the government’s primary operating fund. It accounts for all financial
resources of the general government, except those required to be accounted for in another
fund.

The Housing fund is used to account for all housing funds of the City, including: the proceeds
of Community Development Block grants, as required by federal regulations; reimbursement of
block grant economic development loans (“program income”); rental rehabilitation state grant
funds; Home Investment Partnership Program (HOME) for loans of federal and state grant
funds; and local housing to operate as a revolving loan fund. Funding sources for the housing
loan programs include grants and loan repayments.

The Low and Moderate Income Housing fund is a Redevelopment Agency Fund established
pursuant to California Redevelopment Law to account for the deposit of twenty percent of tax
increment revenues received by the Redevelopment Agency. The funds are to be used to
increase and improve the community’s supply of low and moderate income housing.

The Redevelopment Debt Service fund accounts for three project areas of the Agency. The
project areas are: Century Ill Phase I; Century lll Phase IlI; and Eureka Tomorrow. Tax
increment revenues are used to: repay City advances, to repay loans from the Eureka Public
Financing Authority, for the Low and Moderate Income Housing Fund, twenty percent set aside
required by state law, and for other legitimate redevelopment activities, such as administration
and tax collection fees.

The Redevelopment Capital Projects fund is used to account for capital improvements of the
Redevelopment Agency which are financed by proceeds of tax allocation bonds, bank loans,
and City advances. The Agency has three capital project areas: Century Il Phase I; Century 11l
Phase II; and Eureka Tomorrow.

The government reports the following major proprietary funds:

The Water fund is used to account for the operation and maintenance of the City’s water utility.
Revenues are primarily user charges. Rates are set periodically by the City Council.

The Wastewater fund is used to account for the operation and maintenance of the City’s sewer
utility.

The Harbor fund is used for administration and operation of the Humboldt Bay Harbor.

The Building fund is used for administration of construction regulation programs, building code
enforcement, and public information programs.
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June 30, 2008

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C. Measurement focus, basis of accounting, and financial statement presentation
(Continued)

The Transit fund is used for administration and operation of the Eureka Transit System and
Dial-a-Ride/Lift program, as well as the City’s share of a county-wide transit system.

The Golf fund is used for the administration of the Municipal Golf Course.
Additionally, the government reports the following fund types:

Internal service funds account for data processing, fleet management services, risk
management, and redevelopment administration to other departments or agencies of the
government on a cost reimbursement basis. Transactions for interfund services provided and
used are accounted for as revenues, expenditures, or expenses. Transactions that constitute
reimbursements to a fund for expenditures/expenses initially made from it that are properly
applicable to another fund, are recorded as expenditures/expenses in the reimbursing fund and
as reductions of expenditures/expenses in the fund that is reimbursed. All other interfund
transactions are reported as transfers.

The pension trust fund accounts for the activities of the public safety employees retirement
system, which accumulates resources for pension benefit payments to qualified public safety
employees.

The private-purpose trust fund accounts for the activities of the Humboldt Del Norte Hazard
Materials Response Authority.

The Agency Fund is used to account for funds received and held by the City in a custodial
capacity.

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

Recognition of Interest Liability

Interest expenditures on long-term debt are recognized when payment is due. Proprietary fund
interest expense is recognized as the liability is incurred.

Use of Estimates

The preparation of basic financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts and disclosures. Actual results could differ from
these estimates and assumptions.
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June 30, 2008

NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D. Assets, liabilities, and net assets or equity
1. Deposits and Investments

The City pools its available cash for investment purposes. The City considers pooled cash and
investment amounts, with original maturities of three months or less, to be cash equivalents.

In accordance with GASB Statement No. 31 “Accounting and Financial Reporting for Certain
Investments and for External Investment Pools”, highly liquid market investments with
maturities of one year or less at time of purchase are stated at amortized cost. All other
investments are stated at fair value. Market value is used as fair value for those securities for
which market quotations are readily available.

Under provisions of the City’s investment policy, the City may invest in any instruments
authorized by Section 53601 of the California Government Code.

The City participates in an investment pool managed by the State of California titled Local
Agency Investment Fund (LAIF) which has invested a portion of the pool funds in Structured
Notes and Asset-backed Securities. LAIF's investments are subject to credit risk with the full
faith and credit of the State of California collateralizing these investments. In addition, these
Structured Notes and Asset-backed Securities are subject to market risk as to change in
interest rates.

Monies held by bond trustees are invested, as followed by California Government Code Section
53601 (1), in accordance with the provisions of the respective bond indentures involved.

During the fiscal year, the City may have held Structured Notes. 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. They are issued by corporations and government-sponsored
enterprises such as the Federal National Mortgage Association (FNMA) and the Federal Home
Loan Mortgage Corporation (FHLMC). These securities could be called prior to maturity,
depending on changes in interest rates.

For purposes of reporting cash flows, the City considers each fund’s share in the cash and
investments pool to be cash and cash equivalents, including cash with fiscal agents.

2. Receivables and payables
Advances to other funds

For governmental fund types, noncurrent portions of long term interfund loans receivable are
equally offset by a fund balance reservation which indicates that they do not constitute
“available spendable resources” since they are not a component of net current assets. Current
portions of long term interfund loans receivable are considered “available spendable
resources.”
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D. Assets, liabilities, and net assets or equity (Continued)
3. Inventory and prepaid items

Inventories of supplies are expended when purchased because the amounts are not considered
to be material. Inventory of land held for resale is valued at the lower of cost or net realizable
value. Payments made to vendors for services that will benefit periods beyond June 30, 2008
are recorded as prepaid items.

4. Restricted Assets

Fiscal agents acting on behalf of the city hold investment funds arising from the proceeds of
long-term debt issuances. The funds may be used for specific capital outlays or for the payment
of certain bonds, certificate of participation, or tax allocation bonds and have been invested only
as permitted by specific State statues or applicable City ordinance, resolution, or bond
indenture.

Use of Restricted and Unrestricted Net Assets

When an expense is incurred for purposes for which both restricted and unrestricted net assets
are available, the City’s policy is to apply restricted net assets first.

5. Capital Assets

Capital assets are valued at historical cost or estimated historical cost if actual historical cost
was not available. Donated capital assets are valued at their estimated fair value on the date
donated. City policy has set the capitalization threshold for reporting capital assets at $5,000
including infrastructure. Depreciation is recorded on a straight-line basis over estimated useful
lives of the assets as follows:

Water system 20-50 years
Sewer system 15-50 years
Buildings 30-50 years
Improvements-not buildings 20-40 years
Machinery and equipment 3-20 years
Infrastructure 15-50 years

In June 1999, the Governmental Accounting Standards Board (GASB) issued Statement No. 34
which requires the inclusion of infrastructure capital assets in local governments’ basic financial
statements. In accordance with GASB Statement No. 34, the City has included infrastructure
acquired or constructed in the Basic Financial Statements.

The City defines infrastructure as the basic physical assets that allow the City to function. The
assets include streets, sewer, and park lands. Each major infrastructure system can be divided
into subsystems. For example the street system can be subdivided into pavement, curb and
gutters, sidewalks, medians, streetlights, landscaping, and land. These subsystems were not
delineated in the basic financial statements. The appropriate operating department maintains
information regarding the subsystems.

Interest accrued during capital assets construction, if any, is capitalized for the business-type
funds as part of the asset cost.
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D. Assets, liabilities, and net assets or equity (Continued)

6. Compensated Absences

It is the City’s policy to permit employees to accumulate earned but unused vacation and sick
pay benefits. There is no liability for unpaid accumulated sick leave since the City does not
have a policy to pay any amounts when employees separate from service with the City. All
vacation pay is accrued when incurred in the government-side and proprietary fund financial
statements. A liability for these amounts is reported in governmental funds only if they have
matured, for example, as a result of employee resignations and retirements.

7. Long-Term obligations

In the government-wide financial statements, and proprietary fund types in the fund financial
statements, long-term debt and other long-term obligations are reported as liabilities in the
applicable governmental activities, business-type activities, or proprietary fund type statement
of net assets. Bond premiums and discounts, as well as issuance costs, are deferred and
amortized over the life of the bonds using the straight-line method. Bonds payable are reported
net of the applicable premium or discount. Issuance costs are reported as deferred charges and
amortized over the term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and
discounts, as well as bond issuance costs, during the current period. The face amount of debt
issued is reported as other financing sources. Premiums received on debt issuances are
reported as other financing sources while discounts on debt issuances are reported as other
financing uses. Issuance costs, whether or not withheld from the actual debt proceeds received,
are reported as debt service expenditures.

8. Net Assets

Government-Wide Financial Statements

Invested in Capital Assets, Net of Related Debt — This amount consists of capital assets net of
accumulated depreciation and reduced by outstanding debt that is attributed to the acquisition,
construction, or improvement of the assets.

Restricted Net Assets — This amount is restricted by external creditors, grantors, contributors, or
laws or regulations of other governments.

Unrestricted Net Assets — This amount is all net assets that do not meet the definition of
“invested in capital assets, net of related debt” or “restricted net assets.”

Fund Financial Statements

Reservations of fund balances of governmental funds are created to either satisfy legal
covenants, including State laws, that require a portion of the fund balance be segregated or
identify the portion of the fund balance not available for future expenditures. Designations of
fund balances represent tentative management plans that are subject to change.
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D. Assets, liabilities, and net assets or equity (Continued)
9. Property Taxes

Property taxes in the State of California are administered for all local agencies at the county
level, and consist of secured, unsecured, and utility tax rolls. The following is a summary of
major policies and practices relating to property taxes.

Property Valuations — are established by the Assessor of the County of Humboldt for the
secured and unsecured property tax rolls; the utility property tax rolls are valued by the State
Board of Equalization. Under the provisions of Article XIIIA of the State Constitution
(Proposition 13 adopted by the voters on June 6, 1978) properties are assessed at 100% of full
value. From this base of assessment, subsequent annual increases in valuation are limited to a
maximum of 2%. However, increases to full value are allowed for property improvements or
upon change in ownership. Personal property is excluded from these limitations, and is subject
to annual reappraisal.

Tax Levies — are limited to 1% of full value which results in a tax rate of $1.00 per $100
assessed valuation, under the provisions of Proposition 13. Tax rates for voter-approved
indebtedness are excluded from this limitation.

Tax Levy Dates — are attached annually on January 1 preceding the fiscal year for which the
taxes are levied. The fiscal year begins July 1 and ends June 30 of the following year. Taxes
are levied on both real and unsecured personal property as it exists at that time. Liens against
real estate, as well as the tax on personal property, are not relieved by subsequent renewal or
change in ownership.

Tax Collections — are the responsibility of the county tax collector. Taxes and assessments on
secured and utility rolls which constitute a lien against the property, may be paid in two
installments: The first is due on November 1 of the fiscal year and is delinquent if not paid by
December 10; and the second is due on March 1 of the fiscal year and is delinquent if not paid
by April 10. Unsecured personal property taxes do not constitute a lien against real property
unless the taxes become delinquent. Payment must be made in one installment, which is
delinquent if not paid by August 31 of the fiscal year. Significant penalties are imposed by the
county for late payments.

The County of Humboldt levies, bills, and collects property taxes and special assessments for
the City. Property taxes levied are recorded as revenue when received, in the fiscal year of
levy, due to the adoption of the “alternate method of property tax distribution”, known as the
Teeter Plan, by the City and the County of Humboldt. The Teeter Plan authorizes the
Auditor/Controller of the County of Humboldt to allocate 100 percent of the secured property
taxes billed, but not yet paid. The County of Humboldt remits tax monies to the City in three
installments as follows:

50 percent remitted in December

45 percent remitted in April
5 percent remitted in June
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NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

E. New Accounting Pronouncements

GASB Statement No. 48

This statement is effective for periods beginning after December 15, 2006 and establishes
accounting and financial reporting standards for transactions in which a government receives, or is
entitled to, resources in exchange for future cash flows generated by collecting specific receivables
or specific future revenues. It also contains provisions that apply to certain situations in which a
government does not receive resources but, nevertheless, pledges or commits future cash flows
generated by collecting specific future revenues. In addition, this statement establishes
accounting and financial reporting standards that apply to all intra-entity transfers of assets and
future revenues. Implementation of GASB Statement No. 48 did not have an impact on the City’s
basic financial statements for the fiscal year ended June 30, 2008.

GASB Statement No. 50

For the fiscal year ended June 30, 2008, the City implemented GASB Statement No. 50, “Pension
Disclosures — an Amendment of GASB Statements No. 25 and No. 27”. The statement is effective
for periods beginning after June 15, 2007. This statement establishes and modifies requirements
related to financial reporting by pension plans and by employers that provide defined benefit and
defined contribution pensions.

NOTE2 RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS

A. Explanation of certain differences between the governmental funds balance sheet
and the government-wide statement of net assets.

The governmental funds balance sheet includes a reconciliation between fund balance of total
governmental funds and net assets of governmental activities as reported in the government-
wide statement of net assets. Each element of the reconciliation is explained in detail on the
face of the statement.

B. Explanation of certain differences between the governmental funds statement of
revenues, expenditures, and changes in fund balances and the government-wide
statement of activities.

The governmental funds statement of revenues, expenditures, and changes in fund balances
includes a reconciliation between net changes in fund balances of total governmental funds and
changes in net assets of governmental activities as reported in the government-wide statement
of activities. Each element of the reconciliation is explained in detail on the face of the
statement.

NOTE 3 STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

A. Budgetary information

Annual appropriated budgets are adopted for all funds of the City. Appropriations include
amounts encumbered at fiscal year—end as these encumbrances are not reappropriated in the
following year. All annual appropriations lapse at fiscal year end. Legally adopted budgetary
appropriations are enacted at the departmental level for current operating expenditures, with
separate appropriations for capital and other projects, debt service, reserves, transfers and
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NOTE 3 STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY (Continued)

contingencies. Expenditures cannot legally exceed appropriations at these control levels.
Amendments to the budget at the legal appropriation level must be approved by City Council.
Amendments to the budget at less than the legal appropriation level may be made by
management.

Project-length financial plans are adopted for capital and other projects. Appropriations for
these projects are included in the annual appropriated budgets for each of the applicable funds.
Unspent project amounts are included in the annual budgets of subsequent years until project
completion.

Budgetary financial statements include revenues and expenditures which are presented in
accordance with Accounting Principles Generally Accepted in the United States of America
(USGAAP).

Formal budgetary integration is employed as a management control device. Encumbrance
accounting, under which purchase orders, contracts, and other commitments for the
expenditure of monies are recorded in order to reserve that portion of the applicable
appropriation, is employed as an extension of formal budgetary integration. Encumbrances
outstanding at fiscal year-end commitments will be re-appropriated and honored during the
subsequent year.

B. Excess of expenditures over appropriations.

There was an excess of expenditures over appropriations in the General Fund in the amounts
of $2,256, $10,187 and $1,910.

There was an excess of expenditures in the Redevelopment Agency Debt Service Fund in the
amount of $178,573.

C. Deficit fund equity

Major fund

The Redevelopment Debt Service fund had a deficit fund balance of $8,321,119 as of June 30,
2008. This is a result of interfund advances made to the Redevelopment Agency to finance
capital projects and administration.

Nonmajor fund

The Capital Improvements Special Revenue Fund and the Habitat Acquisition and Restoration
Funds had a deficit balance at June 30, 2008 of $156,684 and $34,280 respectively.
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NOTE 4 CASH AND INVESTMENTS

Cash and investments as of June 30, 2008 are classified in the accompanying financial

statements as follows:

Statement of net assets:

Cash and investments $ 16,465,946
Restricted cash and investments with fiscal agents 2,151,334

Fiduciary funds:
Cash and investments 1,186,986
Total cash and investments $ 19,804,266

Cash and investments as of June 30, 2008 consist of the following:

Petty cash $ 3,417
Deposits with financial institutions 1,892,258
Investments 17,908,591

Total cash and investments $ 19,804,266

A. Investments Authorized by the California Government Code and the City’s Investment Policy

The table below identifies the investment types that are authorized for the City of Eureka (City)
by the California Government Code (or the City’s investment policy, where more restrictive).
The table also identifies certain provisions of the California Government Code (or the City’s
investment policy, where more restrictive) that address interest rate risk, credit risk, and
concentration of credit risk. This table does not address investments of debt proceeds held by
bond trustee that are governed by the provisions of debt agreements of the City, rather than the
general provisions of the California government Code or the City’s investment policy.

Maximum Maximum
Maximum  Percentage Investment
Authorized Investment Type Maturity of Portfolio in One Issuer

Bankers' Acceptances 180 days 40% None
Certificates of Deposits 180 days 20% None
Negotiable Certificates of Deposit 2 years 30% None
Commercial Paper 270 days 25% None
State of California Loca