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MARCELLO & COMPANY

CERTIFIED PUBLIC ACCOUNTANTS

2701 Cottage Way, Suite 30 / Sacramento, California 95825 / 916.979.9079

INDEPENDENT AUDITOR’S REPORT

Honorable Mayor
Members of the City Council
City of Orland, California

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Orland, California, as
of and for the year ended June 30, 2010, which collectively comprise the City’s basic financial statements as
listed in the table of contents. These financial statements are the responsibility of the City of Orland’s
management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the
aggregate remaining fund information of the City of Orland, as of June 30, 2010, and the respective changes
in financial position and, where applicable, cash flows thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated December 17,
2010, on our consideration of the City of Orland’s internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal control
over financial reporting or on compliance. That reportis an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.

The City of Orland has not presented management's discussion and analysis that the Governmental
Accounting Standards Board has determined is necessary to supplement, although not required to be part of,
the basic financial statements.

The schedule of funding progress and budgetary comparison information on pages 28 through 30 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
Page Two

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Orland’s basic financial statements. The combining and individual nonmajor fund
financial statements on pages 31 to 32 are presented for the purposes of additional analysis and are not a
required part of the basic financial statements. The combining and individual 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 separately issued schedule of expenditures of federal awards is presented
for purposes of additional analysis as required by U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations, and is also not a required part of the
basic financial statements of the City of Orland. The schedule of expenditures of federal awards has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our opinion,
is fairly stated in all material respects in relation to the basic financial statements taken as a whole.

T} v tte yd é’”ﬂ‘%

Certified Public Accountants
Sacramento, California
December 17, 2010
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CITY OF ORLAND
Notes to Financial Statements
June 30, 2010

The notes to the financial statements include a summary of significant accounting policies and other notes considered
essential to fully disclose and fairly present the transactions and financial position of the City as follows:

Note 1 - Defining the Reporting Entity

Note 2 - Summary of Significant Accounting Policies

Note 3 - Stewardship, Compliance, and Accountability

Note 4 - Cash and Investments

Note 5 - Receivables

Note 6 - Capital Assets

Note 7 - Long-term Obligations

Note 8 - Subsequent Events

Note 9 - Interfund Transactions

Note 10 - Defined Benefit Pension Plan

Note 11 - Risk Management

Note 12 - Contingent Liabilities

Note 13 - New Pronouncements
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CITY OF ORLAND
Notes to Financial Statements
June 30, 2010

Note 1 - Defining the Reporting Entity

The City of Orland (the City) was incorporated under the laws of the State of California. The City operates under a
Council-Manager form of government. The City provides a full range of municipal services to its citizens including public
safety, public works, planning and building regulation, recreation and parks, water and sewer services.

The financial statements of the City include those of separately administered organizations that are controlled by, or
dependent on, the City. Control or dependence is determined on the basis of budget adoption, taxing authority, funding
and appointment of the respective governing board.

Based on the foregoing criteria, the financial statements of the following organizations are included in the accompanying
financial statements:

Orland Volunteer Fire Department
The Orland Volunteer Fire Department is included in these financial statements because the governing body

exercises oversight responsibility, and the Orland Volunteer Fire Department is not fiscally independent of the City of
Orland.

Although the component unit is legally separate from the City, it is reported on a blended basis as part of the primary
government because its board consists of members of the City Council. The component unit's financial statements may
be obtained from the City.

Note 2 - Summary of Significant Accounting Policies

The accounting policies of the City conform to accounting principles generally accepted in the United States of America
as applied to governmental agencies. The Governmental Accounting Standards Board (GASB) is the accepted
standard-setting body for establishing governmental accounting and financial reporting principles. The more significant
accounting policies of the City are described below.

In June 1999, the GASB issued Statement No. 34, Basic Financial Statements and Management’s Discussion and
Analysis for State and Local Governments. GASB Statement No. 34 is effective in three phases based on the public
institution’s total annual revenues in the fiscal year ending after June 15, 1999. The City adopted the provisions of this
statement along with GASB Statement No. 37, Basic Financial Statements and Management's Discussion and Analysis
for State and Local Governments: Omnibus (an amendment to GASB Statements No. 21 and No. 34), as of July 1, 2003.
In June 2001, GASB issued Statement No. 38, Certain Financial Statement Note Disclosures, to revaluate certain
existing disclosure requirements in the context of reporting model statement No. 34. The City adopted the provisions of
Statement No. 38 as of July 1, 2003.

The Financial Statement presentation, required by GASB Statements No. 34, 37, and 38 provides a comprehensive,
entity-wide perspective of the City’s assets, liabilities, and replaces the fund-group perspective previously required. The
City now follows the “primary government's governmental activities” reporting requirements of GASB No. 34 that
provides a comprehensive one-line look at the City’s financial activities.

Government-wide Financial Statements

The government-wide financial statement (i.e., the statement of net assets and the statement of activities) reports
information on all of the non-fiduciary activities of the primary government. For the most part, the effect of interfund
activity has been removed from these statements. Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-type activities, which rely to a significant extent on
fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment is
offset by program revenue. Direct expenses are those that are clearly identifiable with a specific function or segment.

Program revenue includes (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 contributors 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 revenue, are reported instead as general revenue. Expenses reported for functional activities
include allocated indirect expenses.
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CITY OF ORLAND
Notes to Financial Statements
June 30, 2010

Note 2 - Summary of Significant Accounting Policies

Separate financial statements are provided for governmental funds, proprietary funds and fiduciary funds, even though
the later are excluded from the government-wide financial statements. Major individual governmental funds and major
individual enterprise funds are reported as separate columns in the fund financial statements.

Fund Financial Statements

The accounting system of the City is organized and operated on the basis of separate funds, each of which is
considered to be a separate accounting entity. Each fund is accounted for by providing a separate set of self-balancing
accounts that constitute its assets, liabilities, fund equity, revenue, and expenditures/expenses. Funds are organized
into three major categories: governmental, proprietary, and fiduciary. An emphasis is placed on major funds within the
governmental and proprietary categories. A fund is considered major if it is the primary operation fund of the City or
meets the following criteria:

o Total assets, liabilities, revenue, or expenditures/expenses of that individual governmental fund or
enterprise fund are at least 10% of the corresponding total for all funds of that category or type

o Total assets, liabilities, revenue, or expenditures/expenses of the individual governmental fund or enterprise
fund are at least 5% of the corresponding total for all governmental and enterprise funds combined

e The government has determined that a fund is important to the financial statement user
The funds of the financial reporting entity are described below:

Governmental Fund Types - Governmental funds are the funds through which most general government functions
typically are financed. The City maintains the following fund types:

General Fund - the general fund accounts for all unrestricted resources except those required to be accounted for in
another fund.

Special Revenue Funds - these funds are used to account for the proceeds of specific revenue resources (other
than major capital projects) that are legally restricted to expenditures for specified purposes.

Debt Service Funds - these funds are used to account for the accumulation of resources for, and the repayment of,
general long-term debt obligation payments for principal, interest and related costs. This fund type is currently notin
use by the City.

Capital Projects Fund - these funds are used to account for financial resources to be used for the acquisition or
construction of major capital facilities. This fund type is currently not in use by the City.

Proprietary Fund Types - Proprietary funds are used to account for activities that are similar to those found in the private
sector. The measurement focus is upon determination of net income and capital maintenance. The following are the
City's proprietary fund types:

Enterprise Funds — these funds are established to account for operations that are financed and operated in a
manner similar to private business enterprises - where the intent of the City is that the costs (expenses, including
depreciation) of providing goods or services to the general public on a continuing basis be financed or recovered
primarily through user charges. Water, sewer, industrial sewer, and building inspection services are reported as
enterprise funds.

Internal Service Funds - these funds are established to account for the financing of goods or services provided by
one department or agency to other departments or agencies of the City, and to other government units on a cost
reimbursement basis. This fund type is currently not in use by the City.

Fiduciary Fund Types - Fiduciary funds account for assets held by the City as a trustee or agent for individuals, private
organizations, and other units of governments. Funds included in this category are as follows:

Expendable Trust Funds — these funds are accounted for in essentially the same manner as the governmental fund
types, using the same measurement focus and basis of accounting. Expendable trust funds account for assets
where both the principal and interest may be spent.
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CITY OF ORLAND
Notes to Financial Statements
June 30, 2010

Note 2 - Summary of Significant Accounting Policies

Agency Funds — these funds account for assets held by the City as trustee or agent for individuals, private
organizations, assessment districts, or other governmental units and/or other funds.

Fiduciary fund types are currently not in use by the City.

The Major Funds are as follows:

General Fund - this 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.

City Impact Fees - this fund is used to account for fees collected from builders and real estate developers for the
impact of creating additional burdens and charges to various city departments for additional police, fire, parks,
recreation, public works, streets, and administrative services as a result of their projects.

04-HOME-Housing - this fund is used to account for a $1.5 million grant received and subsequently loaned to a
nonprofit organization as part of an apartment property purchase and rehabilitation program to provide affordable
housing.

POST 1992 - this fund is used to account for various grants received after 1992, whose funds were used to provide
down payments to citizens for their purchase of affordable housing, or home rehabilitation loans.

Basis of Accounting and Measurement Focus

Basis of accounting refers to when revenue and expenditures or expenses are recognized in the accounts and reported
in the financial statements. Basis of accounting relates to the timing of measurement made, regardless of the
measurement focus applied.

The government-wide financial statements are reported using the economic resources measurement focus and the
accrual basis of accounting. Revenue is 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 revenue in the year for which it is levied.
Grants and similar items are recognized as revenue as soon as all eligibility requirements have been met.

In the fund financial statements, all governmental funds are accounted for using the modified accrual basis of
accounting. Revenue is recognized when it becomes both measurable and available to finance the expenditures of the
current period (susceptible to accrual).

Major revenue sources susceptible to accrual include substantially all property taxes, taxpayer-assessed taxes (such as
sales, use, utility users, business license, transient occupancy, franchise fees, and gas taxes), interest, special
assessments levied, state and federal grants, and charges for current services. Revenue from licenses, permits, fines
and forfeits are recorded as received. Expenditures are recorded when the related fund liability is incurred.

All Governmental Funds are accounted for using a current financial resources measurement focus. This means that
only current assets and current liabilities are generally included on their balance sheets. Their reported fund balance
(net current assets) is considered a measure of “available spendable resources”. Governmental fund operating
statements present increases (revenue and other financing sources) and decreases (expenditures and other financing
uses) in net current assets. Accordingly, they present a summary of sources and uses of “available spendable
resources” during a period.

The government-wide financial statement is accounted for on a flow of economic resources measurement focus. This
means that all assets and all liabilities (whether current or noncurrent) associated with their activity are included on their
balance sheets.

Private sector standards of accounting and financial reporting (FASB Pronouncements) issued prior to December 1,
1989, generally are followed in 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 (GASB).
Governments also have the option of following subsequent private-sector guidance for their business-type activities and
enterprise funds, subject to the same limitation. The City has elected not to follow subsequent private-sector guidance.
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CITY OF ORLAND
Notes to Financial Statements
June 30, 2010

Note 2 - Summary of Significant Accounting Policies

Use of Estimates

Financial statement preparation in conformity with accounting principles generally accepted in the United States of
America requires the use of estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue
and expenditures/expenses during the reporting period. Actual results could differ from those estimates.

Cash and Investments

Cash and investments held in the City’s investment pool are reported as cash and investments since “funds” can spend
cash at any time without prior notice or penalty. All investments with fiscal agents are also considered cash equivalents
if they are liquid. Investments are stated at fair value.

Cash and Cash Equivalents

For purposes of the statement of cash flows, the City considers all highly liquid investments either: (1) with a maturity of
three months or less when purchased to be cash equivalents or (2) collected within sixty days of the fiscal year end.
Cash and cash equivalents and are reported under the caption “cash and investments” on the statement of net assets.

Receivables and Payables

Balances representing lending/borrowing transactions between funds outstanding at fiscal year end are reported as
internal loans and consist of either (1) “due to/from other funds” (amounts due within one year), (2) “advances to/from
other funds” (non-current portions of interfund lending/borrowing transactions), or (3) “loans to/from other funds” (long-
term lending/borrowing transactions as evidenced by loan agreements). Internal loans are offset by a fund balance
reserve in the applicable governmental funds to indicate they are not available for appropriation, and are not expendable
available financial resources.

Property, sales, use, and utility user taxes related to the current fiscal year are accrued as revenue and accounts
receivable and considered available if received within 60 days of year end. Federal and State grants are considered
receivable and accrued as revenue when reimbursable costs are incurred under the accrual basis of accounting in the
government-wide statement of net assets. The amount recognized as revenue under the modified accrual basis of
accounting is limited to the amount that is deemed measurable and available. The City considers these taxes available
if they are received during the period when settlement of prior fiscal year accounts payable and payroll charges normally
occur.

Grants, entitlements or shared revenue is recorded as receivables and revenues in the general and special revenue
funds when they are received or susceptible to accrual.

Economic and Community Development Loans

The majority of these loans are deferred repayment loans under the City’s housing and economic development
programs. The program consists of long-term deferred payment loans of grant funds from the State, which were
reported as grant revenues in the year received, and expenditures in the year the loans were made. A deferred loan is
required to be repaid in full only if the secured property is sold or transferred. Prior to the sale or transfer, no payment is
required. Principal and interest payments which are receivable at year end are offset by an equal amount of deferred
revenue. Such payments will be recognized as revenue when received.

Prepaid Expenses
The purchase of materials and supplies in the water and sewer enterprise funds that have not been consumed as of
year end are recorded as prepaid expenses, and are charged to expenditures when consumed.

Allowance for Doubtful Accounts

Management has elected to record bad debts using the direct write-off method. Accounting principles generally
accepted in the United States of America require that the allowance method be used to reflect bad debts. However, the
effect of the use of the direct write-off method is not materially different from the results that would have been obtained
had the allowance method been followed.

Capital Assets
Capital assets used in governmental fund type operations are accounted for on the statement of net assets. Public
domain (infrastructure) general capital assets consisting of certain improvements other than buildings, such as roads,
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CITY OF ORLAND
Notes to Financial Statements
June 30, 2010

Note 2 - Summary of Significant Accounting Policies

sidewalks and bridges are capitalized prospectively starting July 1, 2003 in accordance with GASB Statement No. 34.
City policy has set the capitalization threshold for reporting capital assets at $5,000. Capital outlay is recorded as
expenditures of the general and special revenue funds and as assets in the government-wide financial statements to the
extent the City’s capitalization threshold is met. Donated assets are recorded at estimated fair value at the date of donation.

Property, plant and equipment acquired for proprietary funds are capitalized in the respective fund to which it applies and
are stated at their cost. Where cost could not be determined from the available records, estimated historical cost was
used to record the estimated value of the assets.

Depreciation is recorded on a straight-line basis over the estimated useful lives of the capital assets which range from 5 to
20 years for equipment, machinery and vehicles, and 20 to 50 years for buildings and improvements. Land, art and
treasurers are not considered exhaustible, therefore are not being depreciated.

Deferred Revenue

The City reports deferred revenue on its combined balance sheet. Deferred revenues arise when potential revenue
does not meet both the “measurable” and “available” criteria for recognition in the current period. Deferred revenues
also arise when resources are received by the City before it has a legal claim to them, as when grant monies are
received prior to the incurrence of qualifying expenditures. In subsequent periods, when both revenue recognition
criteria are met, or when the City has a legal claim to the resources, the liability for deferred revenue is removed from the
combined balance sheet and revenue is recognized.

Compensated Absences

Compensated absences represent the vested portion of accumulated vacation and sick leave. The City’'s method of
calculating the liability is in accordance with GASB Statement No. 16, except that additional accruals for salary-related
payments associated with the payment of compensated absences, for example, the employer’'s share of pension
contributions, social security and medicare taxes, have not been accrued as that amount is not considered significant or
material to the financial statements taken as a whole. Eligible employees, depending upon their position and length of
service, can accumulate between two to four weeks vacation. The City accrues a liability for compensated absences
which meet the following criteria:

e The City’s obligation relating to employees’ rights to receive compensation for future absences is attributable to
employees’ services already rendered

e The obligation relates to rights that vest or accumulate
e Payment of the compensation is probable
e The amount can be reasonably estimated

Long-term Obligations

In the government-wide financial statements, long-term debt and such obligations are reported as liabilities in the
applicable column on the statement of net assets. Compensated absences are considered due after one year.

Net Assets
The City’s net assets are classified as follows:

= Invested in capital assets, net of related debt - represents the City’s total investment in capital assets reduced
by any outstanding debt related to the acquisition of these assets

= Restricted net assets - include resources that the City is legally or contractually obligated to spend in
accordance with restrictions imposed by external third parties

= Unrestricted net assets - represent resources derived from sources without spending restrictions. These
resources are used for transactions relating the general operations of the City, and may be used at the
discretion of the governing board to meet current expenses for any purpose
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CITY OF ORLAND
Notes to Financial Statements
June 30, 2010

Note 2 - Summary of Significant Accounting Policies

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 Glenn County Assessor for the secured and unsecured property tax
rolls; the utility property tax roll is valued by the State Board of Equalization. Under the provisions of Article XIII-
A 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, increase to full value is 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 assessed 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, proceeding 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's 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 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 City has elected to receive the City's portion of the property taxes from the county under the
county Teeter Bill program. Under this program, the City receives 100% of the City's share of the levied
property taxes in periodic payments with the county assuming responsibility for the delinquencies.

Property Tax Administration Fees - the State of California FY 90-91 Budget Act authorized counties to collect an
administrative fee for collection and distribution of property taxes.

Tax Levy Apportionments - due to the nature of the City-wide maximum levy, it is not possible to identify
general-purpose tax rates for specific entities. Under State legislation adopted subsequent to the passage of
Proposition 13, apportionments to local agencies are made by the county's auditor-controller based primarily on

the ratio that each agency represented of the total City-wide levy for the three fiscal years prior to fiscal year
1979.

Note 3 - Stewardship, Compliance, and Accountability

Budgetary Information

The City follows these procedures annually in establishing the budgetary data reflected in the financial statements:

1.

The City Manager submits to the City Council a proposed draft budget for the fiscal year commencing the following
July 1. The budget includes proposed expenditures and the means of financing them.

The City Council reviews the proposed budget at special scheduled sessions which are open to the public. The
Council also conducts a public hearing on the proposed budget to obtain comments from interested persons.

Prior to July 1, the budget is adopted through the passage of a resolution.

From the effective date of the budget, which is adopted and controlled at the department level, the amounts stated
therein as proposed expenditures become appropriations to the various City departments. The City Council may
amend the budget by resolution during the fiscal year. The City Manager may authorize transfers from one object
or purpose to another within the same department, and between departments within the General Fund. All
appropriations lapse at year end.
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CITY OF ORLAND
Notes to Financial Statements
June 30, 2010

Note 3 - Stewardship, Compliance, and Accountability (continued)

Revenue Limitations Imposed By California Proposition 218

Proposition 218, which was approved by the voters in November 1996, regulates the City’s ability to impose, increase,
and extend taxes, assessments, and fees. Any new, increased, or extended taxes, assessments, and fees subject to
the provisions of Proposition 218, require voter approval before they can be implemented. Additionally, Proposition 218
provides that these taxes, assessments, and fees are subject to the voter initiative process and may be rescinded in the
future years by the voters.

Note 4 - 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 as of June
30, 2010 are classified in the accompanying financial statements as follows:

Statement of Net Assets
Cash and investments $ 3,495,947

Cash and Investments consist of the following:
Deposits with financial institutions:

Checking accounts $ 346,732
Savings accounts 430,979
Money market mutual funds 2,712,830
Investment with Local Agency Investment Fund 5,406
$ 3,495,947

Collateral and Categorization Requirements

At fiscal year end, the City’s carrying amount of demand deposits was $3,490,216 and the bank account balances were
$3,766,727. The difference of $276,511 represented outstanding checks and deposits in transit. Of the total bank
deposit balances, $750,000 was insured by Federal Depository Insurance Corporation (FDIC) and $3,016,727 was
collateralized in accordance with California Government Code Section 53600 — 53609.

Investment Policy
The table below identifies the investment types that are authorized under provisions of the City’s investment policy
adopted September 7, 2005, and in accordance with Section 53601 of the California Government Code. The table also

identifies certain provisions of the investment policy that address interest rate risk, credit risk, and concentration of credit
risk.

Maximum Maximum Maximum Minimum

Maturity Percentage Investment Rating
Authorized Investment Type of Portfolio in One Issuer
Certificates of Deposit 5 years None None None
Negotiable Certificates of Deposit 5 years 30% None None
Local Agency Investment Fund N/A None $5m None
Passbook Savings N/A None None None
U.S. Government Securities 5 years None None None
U.S. Treasury Securities 5 years None None None
Bankers Acceptances 270 days 40% None None
Commercial Paper 180 days 30% None None
Medium Term Notes 5 years 30% None None

20



CITY OF ORLAND
Notes to Financial Statements
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Note 4 - Cash and Investments (continued)

Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an investment.
Generally, the longer the maturity of an investment, the greater the sensitivity of its fair value to changes in market
interest rates. One of the ways that the City of Orland manages its exposure to interest rate risk is by investing in due on
demand and short-term investments; which provides cash flow and liquidity needed for operations.

Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the investment.
This is measured by the assignment of a rating by a nationally recognized statistical rating organization. The City’s
investment policy limits credit risk by requiring compliance with the California Government Code for investment of public
funds, as described in detail above.

Concentration of Credit Risk

The investment policy of the City contains no limitations on the amount that can be invested in any single issuer beyond
that stipulated by the California government code. Investments in any one issuer that represent 5% or more of total
investments at June 30, 2010 are as follows:

Investment Type Fair Value Maturity Yield Concentration
Umpqua Bank - checking $ 346,732 on demand 0.00% 10%
Bank of America - savings 430,979 on demand 1.00% 12%
Umpqua Bank - money market 1,702,332 on demand 0.51% 49%
Met-Life Bank - money market 1,002,993 on demand 0.60% 29%

Custodial Credit Risk

The credit risk for deposits is the risk that, in the event of the failure of a depository financial institution, a government will
not be able to recover its deposits or will not be able to recover collateral securities that are in the possession of an
outside party. The California government code and the City's investment policy do not contain legal or policy

requirements that would limit the exposure to custodial credit risk for deposits, other than the following provision for
deposits:

The California government code requires that a financial institution secure deposits made by state or local
governmental units by pledging securities in an undivided collateral pool held by a depository regulated under state
law (unless so waived by the governmental unit). The market value of the pledged securities in the collateral pool
must equal at least 110% of the total amount deposited by the public agencies. California law also allows financial
institutions to secure City deposits by pledging first trust deed mortgage notes having a value of 150% of the
secured public deposits.

At June 30, 2010, the City had $3,016,727 in financial institutions that was not covered by the FDIC, but was covered by
collateralized securities of the financial institutions where the deposits were maintained.

The credit risk for investments is the risk that, in the event of the failure of the counterparty (e.g., broker-dealer) to a
transaction, a government will not be able to recover the value of its investment or collateral securities that are in the
possession of another party. The California government code and the City’s investment policy do not contain legal or
policy requirements that would limit the exposure to custodial credit risk for investments. With respect to investments,
custodial credit risk generally applies only to direct investments in marketable securities. Custodial credit risk does not
apply to alocal government’s indirect investment in securities through the use of mutual funds or government investment
pools (such as LAIF).

Participation in an External Investment Pool

The City is a voluntary participant in the California Local Agency Investment Fund (LAIF) that is regulated by California
Government Code Section under the oversight of the Local Investment Advisory Board (Board). The Board consists of
five members as designated by state statue, and is chaired by the State Treasurer who is responsible for the day to day
administration of LAIF. The balance available for withdrawal is based on the accounting records maintained by LAIF,
which are recorded on an amortized cost basis, which is different from the fair value of the City’s position in the LAIF
pool.
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Note 4 - Cash and Investments (concluded)

The State Treasurer 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. As of June 30, 2010, the City's investment in LAIF was $5,406. The total amount invested
by all public agencies at that date was $23.2 billion. LAIF is part of the California Pooled Money Investment Account
(PMIA), which at June 30, 2010 had a balance of $69.4 billion. Financial Statements of LAIF and PMIA may be obtained
from the California Treasurer's web site at www.treasurer.ca.gov.

Note 5 - Receivables

Receivables on the statement of net assets consist of the following:

Governmental Activities:

Intergovernmental, property, sales and gasoline taxes $ 113,071
Franchise, transient and other local taxes 75,381
Other income 37,690
Grant reimbursements 1,400,113

$ 1,626,255

Business-type Activities:

Water utility customers $ 27,301
Sewer utility customers 21,888
$ 49,189

Notes receivable in the amount of $2,293,457 consists of deferred repayment loans provided under the City housing and
economic development department’s affordable housing purchase and rehabilitation grant award programs. The loans
are collateralized by deeds of trust on the purchased or improved properties.

Note 6 - Capital Assets

Governmental-type capital asset activity for the year was as follows:

Governmental Beginning Additions/ Retirements/ Ending
Balance Completions Adjustments Balance

Non-depreciable Assets

Land $ 181,286  $ - $ - $ 181,286

Depreciable Assets:

Buildings and improvements 2,579,481 56,482 - 2,635,963

Vehicles and equipment 969,169 2,984 - 972,153
3,548,650 59,466 - 3,608,116

Accumulated Depreciation (656,632) (152,675) - (809,307)
2,892,018 (93,209) - 2,798,809

Total capital assets, net $ 3073304 $ (93,209) % - $ 2,980,095
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CITY OF ORLAND
Notes to Financial Statements
June 30, 2010

Note 6 - Capital Assets (continued)

Business-type capital asset activity for the year was as follows:

Water Fund Beginning Additions/ Retirements/ Ending
Balance Completions Dispositions Balance

Depreciable Assets:

System infrastructure,

improvements & equipment $ 2191947 % 28,296 $ - $ 2,220,243

Accumulated Depreciation (1,198,747) (57,627) - (1,256,374)

Total capital assets, net $ 993200 $ (29,331) $ - $ 963,869

Sewer Fund Beginning Additions/ Retirements/ Ending
Balance Completions Dispositions Balance

Non-depreciable Assets:

Land $ 8580 $ - $ - $ 8,580

Depreciable Assets:

System infrastructure,

improvements & equipment 1,572,376 8,451 - 1,580,827

Accumulated Depreciation (497,140) (44,438) - (541,578)

1,075,236 (35,987) - 1,039,249

Total capital assets, net $ 1,083,816 $ (35,987) % - $ 1,047,829

Industrial Sewer Fund Beginning Additions/ Retirements/ Ending
Balance Completions Dispositions Balance

Depreciable Assets:

System infrastructure,

improvements & equipment $ 588,444 % - $ - $ 588444

Accumulated Depreciation (345,268) (14,715) - (359,983)

Total capital assets, net $ 243176 $ (14,715)  § - $ 228,461
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CITY OF ORLAND
Notes to Financial Statements
June 30, 2010

Note 6 - Capital Assets (concluded)

Building Inspection Fund Beginning Additions/ Retirements/ Ending
Balance Completions Dispositions Balance

Depreciable Assets:

Vehicles and equipment $ 44611 $ - $ - $ 44,611

Accumulated Depreciation (25,085) (6,128) - (31,193)

Total capital assets, net ) 19,546 $ (6,128) $ - $ 13,418

Note 7 - Long-term Obligations

The following summarizes the changes in long-term obligations for the year:

Beginning End of Due Within
Governmental Activities Balance Additions Reductions Year One Year
Compensated absences $ 325,315  $ - $(170,283) % 155,032 $ -
Business-type Activities
Capital lease $ 198,800 $ - $ (36,176) $ 162,624 $ 37,928
Compensated absences 109,266 - (30,536) 78,730 -
$ 308,066 $ = $ (66,712) $ 241,354 $ 37,928

Capital Lease Obligation

Capital lease dated November 20, 2008, due in monthly payments of $3,651, interest at 4.9% per annum, final maturity
fiscal year 2013-14, secured by a vehicle. Future debt service requirements are as follows:

Year Ending June 30,

2011 $ 43814
2012 43,814
2013 43,814
2014 31,182

$ 162,624

Note 8 - Subsequent Events

The management of the City has reviewed the results of operations for the period from its year end June 30, 2010
through December 27, 2010, the date the financial statements were available to be issued, and have determined that no
adjustments are necessary to the amounts reported in the accompanying financial statements nor have any subsequent
events occurred, the nature of which would require disclosure.
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CITY OF ORLAND
Notes to Financial Statements
June 30, 2010

Note 9 - Interfund Transactions
The following summarizes internal loans. During the year, several funds did not have adequate cash for operations;

consequently other funds were able to provide short-term loans for working capital requirements. These balances have
been eliminated in the government wide statements and are expected to be repaid within the next fiscal year.

Due from Other Funds / Receivables

General fund $ 563,107
Water fund 472,221
$ 1,035,328

Due to Other Funds / Payables

General fund $ 472,221
Sewer fund 61,510
Building inspection fund 138,034
Centennial celebration fund 2,246
Police dept grant funds 23,430
Economic and block grant funds 337,887

$ 1,035,328

Note 10 - Defined Benefit Pension Plan

Plan Description

All eligible full-time employees participate in the City’s defined benefit pension plan, administered through the California
Public Employee's Retirement System, which provides retirement and disability benefits, annual cost of living
adjustments and death benefits to plan members and beneficiaries. The California Public Employees' Retirement
System (CalPERS) is an agent multiple-employer plan administered by CalPERS, which acts as a common investment
and administrative agent for participating public employers within the State of California. A menu of benefit provision as
well as other requirements is 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 resolution (other local methods). CalPERS issues a separate comprehensive annual financial report. Copies of
the CalPERS annual financial report may be obtained from the CalPERS Executive Office, 400 P Street, Sacramento,
California, 95814.

Funding Status and Progress

Non-public safety participants are required to contribute 7% of their annual covered salary, while public safety employees
are required to contribute 9% of their annual covered salary. The City made the full contributions required of City
employees on their behalf and for their account until September 2009 when an agreement was reached with employees
for them to pay their required contribution. The City’s required contribution is based upon an actuarially determined rate.
The current 2009-10 year employer rate was 20.65% for non-public safety employees (miscellaneous plan) and 38.645%
for public safety employees (safety plan), of annual covered payroll. The contribution requirements of plan members,
and the City, are established annually and may be amended by CalPERS.

Annual Pension Cost

The City’s annual pension cost of $592,848 for CalPERS was equal to the City’s required and actual employer
contributions of $454,178; employer-paid employee member contributions of $34,605; and the employee member-paid
contributions of $104,065. The required contribution was determined as part of the June 30, 2007 actuarial valuation
using the entry age normal actuarial cost method.
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Notes to Financial Statements
June 30, 2010

Note 10 - Defined Benefit Pension Plan (continued)

The actuarial assumptions included:

» a7.75% investment rate of return (net of administrative expenses)
projected salary increases of 3.55% to 14.45% depending on age, service, and type of employment
an inflation rate of 3.0%

a payroll growth rate of 3.25%

Y V VYV V

individual salary growth - a merit scale varying by duration of employment coupled with an assumed annual
inflation growth rate of 3.00% and an annual production growth of 0.25%

The actuarial value of CalPERS assets was determined using techniques that smooth the effects of short-term volatility
in the market value of investments over a three-year period (smoothed market value). The Schedule of Funding
Progress on page 28 shows that both plans were underfunded as of June 30, 2009. Information for the year ending
June 30, 2010 has not been released by the Plan Actuary.

The contribution rate for normal cost is determined using the entry-age normal actuarial cost method, a projected benefit
cost method. It takes into account those benefits that are expected to be earned in the future as well as those already
accrued. Significant actuarial assumptions used in the 2010 valuation to compute the actuarially determined contribution
requirement are the same as those used to compute the pension benefit obligation as described above.

Historical Trend Information

Three-year trend information gives an indication of the progress made in accumulating sufficient assets to pay
benefits when due.

Three-Year Trend Information for CalPERS

Fiscal Annual Pension Percentage of Net Pension

Year Cost (APC) APC Contributed Obligation
2007-08 $ 711141 100% $-0-
2008-09 $ 592,849 100% $-0-
2009-10 $ 707,656 100% $-0-

Note 11 - Risk Management

The City is exposed to various risks of loss related to torts, thefts, damage and destruction of assets, errors and
omissions, injuries to employees, and natural disasters. The City is a member of the Golden State Risk Management
Authority (GSRMA, the Authority), a public entity risk pool currently operating as a common risk management and
insurance program for 170 member cities, counties and districts. The relationship between the City and GSRMA is such
that the Authority is not a component unit of the City for financial reporting purposes. GSRMA is governed by a Board
consisting of representatives from member municipalities. The Board controls the operations of the Authority, including
selection of management and approval of operating budgets, independent of any influence by member municipalities
beyond their representation on the Board. The City’s deposits with the Authority are in accordance with formulas
established by the Authority. Actual surpluses or losses are shared according to a formula developed from overall loss
costs and spread to member entities on a percentage basis after a retrospective rating.

For workers compensation and employers’ liability coverage, the City is insured for $200,000 per occurrence, including
“defense costs.” For general liability coverage, the City is insured for the $250,000 per occurrence with excess coverage
limits. Property and equipment are also covered under this policy.

During the year the City expended $133,701 for workers compensation coverage and $95,103 for property and liability
coverage. Financial statements may be obtained from GSRMA, Post Office Box 706, Willows, CA 95988.
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CITY OF ORLAND
Notes to Financial Statements
June 30, 2010

Note 12 - Contingent Liabilities

The City participates in a number of State and federally assisted grant programs, principal of which are the Community
Development Block Grants. These programs are subject to program compliance audits by the grantors and/or their
representatives. The amount, if any, of expenditures which may be disallowed by the granting agencies cannot be
determined at this time although the City expects such amounts, if any, to be immaterial.

Note 13 - New Pronouncements

The GASB issued Statement No. 54, “Fund Balance Reporting and Governmental Fund Type Definitions,” issued in
March 2009, initially distinguishes fund balance between amounts that are considered nonspendable, such as fund
balance associated with long-term notes receivable or inventory, and other amounts that are classified as spendable
based on the relative strength of the constraints that control the purposes for which specific amounts can be spent.
Beginning with the most binding constraints, fund balance amounts will be reported in the following classifications:

e Restricted - amounts that can be spent only for the specific purposes stipulated by constitution, external
resource providers, or through enabling legislation

e Committed - amounts that can be used only for the specific purposes determined by a formal action of the
government'’s highest level of decision-making authority

e Assigned - amounts intended to be used by the government for specific purposes but do not meet the criteria to
be classified as restricted or committed

e Unassigned - the residual classification for the government's general fund and includes all spendable amounts
not contained in the other classifications

The new standard also clarifies the definitions of individual governmental fund types. It also specifies how economic
stabilization or “rainy day” amounts should be reported. Because of the specific nature of these accounts, the statement
considers stabilization amount as specific purposes. Stabilization amounts should be reported in the general fund as
restricted or committed if they meet the appropriate criteria. Only if the resources in the stabilization arrangement derive
from a restricted or committed revenue source could a stabilization fund be reported as a special revenue fund.

The definitions of the general fund, special revenue fund type, capital projects fund type, debt service fund type, and
permanent fund type are clarified by this statement. The capital projects fund type was clarified for better alignment with
the needs of financial statement users and prepares. Definitions are as follows:

> General fund - account for and report all financial resources and uses not accounted for and reported in another
fund

> Special revenue funds - account for and report the proceeds of specific revenue sources that are restricted or
committed to expenditure for specified purposes other than debt service or capital projects

> Capital projects funds - account for and report financial resources that are restricted, committed, or assigned to

the expenditure for capital outlays, including the acquisition of construction of capital facilities and other capital
assets

> Debt service funds - account for and report financial resources that are restricted, committed, or assigned to
expenditure for principal and interest

» Permanent funds - account for and report resources that are restricted to the extent that only earnings, and not
principal, may be used for purposes that support the reporting government’s programs, that is, for the benefit of
the government or its citizenry

The requirements of this statement are effective for fiscal periods beginning after June 15, 2010.
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CITY OF ORLAND
Schedule of Funding Progress
Defined Benefit Pension Plan
Year Ended June 30, 2010

Pooled Report Format

Since the City has less than 100 active members in each plan, it is required by CalPERS to participate in
arisk pool. Therefore, no required supplementary information is required to be presented in this report
regarding the funded status of the plan, however the City believes this information is particularly useful to
users of this financial statement report because it displays the unfunded status of the plans. The following
valuation reports the activity of the risk pools as a whole, and not the specific activity of individual members
such as the City of Orland.

Actuarial Valuation Date - Year Ended

Miscellaneous Plan - 2.7% @ 55 June 30, 2007 June 30, 2008 June 30, 2009

Accrued Liabilities (AL) $ 1,627,025,950 $ 1,823,366,479 $ 2,140,438,884
Actuarial Value of Assets (AVA) $ 1,362,059,317 $ 1,529,548,799 $ 1,674,260,302
Unfunded Liabilities (UL) $ 264,966,633 $ 293,817,680 $ 466,178,582
Funded Ratio (AVA/AL) 83.7% 83.9% 78.2%
Annual Covered Payroll $ 376,292,121 $ 414,589,514 $ 440,071,499
UL As a Percentage of Payroll 70.4% 70.9% 105.9%

Safety Plan - 3.0% @ 50

Accrued Liabilities (AL) $ 7,986,055,176 $ 8,700,467,733 $ 9,721,675,347
Actuarial Value of Assets (AVA) $ 6,826,599,459 $ 7,464,927,716 $ 8,027,158,724
Unfunded Liabilities (UL) $ 1,159,455717 $ 1,235,540,017 $ 1,694,516,623
Funded Ratio (AVAJ/AL) 85.5% 85.8% 82.6%
Annual Covered Payroll $ 831,607,658 $ 914,840,596 $ 973,814,168
UL As a Percentage of Payroll 139.4% 135.1% 174.0%

Note - Details of the defined benefit pension plan can be found in Note 10 of the financial statements.
Information for the year ended June 30, 2010 has not been released by the Plan Actuary.
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CITY OF ORLAND
Note to Required Supplementary Information
Budgetary Comparison Schedule
Year Ended June 30, 2010

The City follows these procedures in establishing the budgetary data reflected in the financial statements:

Prior to the close of each fiscal year, the City Manager submits to the City Council a proposed operating
budget for the fiscal year commencing the following July 1. The operating budget includes proposed
revenue and expenditures.

Public hearings are conducted at City Council meetings to obtain taxpayer comments prior to adoption of
the budget in June.

Prior to July 1, the budget is legally adopted for all governmental fund types through Council approved
budget.

The City Manager is authorized to transfer budget amounts within and between funds as deemed desirable
and necessary in order to meet the City’'s needs; however, revisions that alter the total expenditures must
be approved by the City Council. Formal budgetary integration is employed as a management control
device during the year for the governmental type funds.

Budgets for the governmental type funds are adopted on a basis consistent with generally accepted
accounting principles. Budgeted amounts presented are as originally adopted and as further amended by
the City Council.
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CITY OF ORLAND
Budgetary Comparison Information
General Fund
Year Ended June 30, 2009

Variance with

Final Budget
Budgeted Amounts Actual Positive

Resources (Inflows) Original Final Amounts (Negative)
Property taxes $ 707,204 $ 707,204 $ 702,831 3 (4,373)
Sales taxes 665,000 665,000 775,658 110,658
Motor vehicle in lieu 551,798 551,798 612,730 60,932
Franchise and transient taxes 128,778 128,778 150,707 21,929
Licenses and fees 33,000 33,000 56,926 23,926
Fines and forfeits 38,000 38,000 25,147 (12,853)
Intergovernmental 87,000 87,000 87,641 641
Charges for services 104,000 104,000 118,877 14,877
Use of money and property 65,000 65,000 33,056 (31,944)
Other revenue 192,000 192,000 337,613 145,613

2,571,780 2,571,780 2,901,186 329,406
Charges to Appropriations (Outflows)
General government 391,211 391,211 388,989 2,222
Community development 146,187 146,187 138,872 7,315
Public safety 1,554,186 1,554,186 1,577,287 (23,101)
Public works and streets 274,184 274,184 173,284 100,900
Library and Arts 275,918 275,918 258,352 17,566
Parks and recreation 192,951 192,951 271,734 (78,783)

2,834,637 2,834,637 2,808,518 26,119
Surplus (Deficit) 3 (262,857) $ (262,857) $ 92,668 3 355,525
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