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CITY OF SANTEE

MAYOR
John W. Minto

CITY COUNCIL
Ronn Hall
Stephen Houlahan
Brian W. Jones
Rob McNelis

December 20, 2017

Honorable Mayor, Members of the City Council, and
Citizens of the City of Santee, California

We are pleased to submit to you the Comprehensive Annual Financial Report of the City of Santee,
California (“City”) for the fiscal year ended June 30, 2017. The financial statements are presented in
conformity with generally accepted accounting principles (GAAP) and audited in accordance with generally
accepted auditing standards by a firm of licensed independent certified public accountants.

This report consists of management’s representations concerning the finances of the City. Consequently,
management assumes full responsibility for the completeness and reliability of all of the information
presented in this report. To provide a reasonable basis for making these representations, management of the
City has established a comprehensive internal control framework that is designed both to protect the City’s
assets from loss, theft, or misuse and to compile sufficient reliable information for the preparation of the
City’s financial statements in conformity with GAAP. Because the cost of internal controls should not
outweigh their benefits, the City’s comprehensive framework of internal controls has been designed to
provide reasonable rather than absolute assurance that the financial statements will be free from material
misstatement.

The City’s financial statements have been audited by Davis Farr LLP, a firm of licensed independent
certified public accountants. The goal of the independent audit was to provide reasonable assurance that the
financial statements of the City for the fiscal year ended June 30, 2017 are free of material misstatement.
The independent audit involved examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements; assessing the accounting principles used and significant estimates made by
management; and evaluating the overall financial statement presentation. The independent auditor
concluded, based upon the audit, that there was a reasonable basis for rendering an unmodified opinion that
the City’s financial statements for the fiscal year ended June 30, 2017 are fairly presented in conformity with
GAAP. The independent auditor’s report is presented as the first component of the financial section of this
report.

The independent audit of the financial statements of the City is typically part of a broader, federally
mandated “Single Audit” designed to meet the special needs of federal grantor agencies. The standards
governing Single Audit engagements require the independent auditor to report not only on the fair
presentation of the financial statements, but also on the audited governments’ internal controls and
compliance with legal requirements, with special emphasis on internal controls and legal requirements
involving the administration of federal awards. These reports are available in the City’s separately issued
Single Audit Report on Federal Awards.

10601 Magnolia Avenue * Santee, California 92071 ¢ (619) 258-4100 ¢ www.cityofsanteeca.gov
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GAAP requires that management provide a narrative introduction, overview, and analysis to accompany
the basic financial statements in the form of Management’s Discussion and Analysis (MD&A). This
letter of transmittal is designed to complement the MD&A and should be read in conjunction with it. The
City’s MD&A can be found immediately following the report of the independent auditors.

Profile of the City

The City of Santee is located eighteen miles east of downtown San Diego and is nestled in the rolling hills
of the San Diego River Valley. The City occupies a land area of approximately 17 square miles and is a
dynamic community of 57,100 residents. Santee’s 2016 median household income of $78,932 is the
highest of all east San Diego County cities. Santee is best described as having family based
neighborhoods, award winning schools and parks, and one of the lowest crime rates in the region.

The City of Santee was incorporated in 1980 as a general law city. On November 4, 2008 the voters in
Santee approved Proposition P which adopted a city charter. Santee operates under the Council-Manager
form of government. Policy-making and legislative authority are vested in the governing City Council
consisting of the Mayor, Vice Mayor, and three other council members. The City Council, among other
items, is responsible for passing ordinances, adopting the budget, appointing committees, and appointing
the City Manager, City Attorney, City Clerk, and City Treasurer. The City Manager is responsible for
carrying out the policies and ordinances of the City Council, for overseeing the day-to-day operations of
the city, and for hiring the heads of various departments. The four council members are elected at-large
to serve a four-year term. The Mayor is directly elected to a four-year term, and serves as the presiding
officer of the City Council. The position of Vice Mayor is filled by one of the four council members for a
one-year term on a rotating basis.

The City is responsible for providing a range of municipal services that includes law enforcement, fire
and life safety, street maintenance, traffic circulation, planning and community development, park and
landscape maintenance, code enforcement, building inspection and recreation programs for all ages.
Water and sewer service is provided by Padre Dam Municipal Water District. Refuse collection and
recycling services are provided through a franchise agreement with Waste Management.

The City is financially accountable for the Santee Public Financing Authority, a legally separate entity,
which is reported within the City’s financial statements. Additional information regarding the Santee
Public Financing Authority can be found in Note 1A in the Notes to the Basic Financial Statements. As
further discussed in Note 3G in the Notes to the Basic Financial Statements, in accordance with State law,
the Santee Community Development Commission (“Commission”) was dissolved and ceased to exist as a
legal entity as of February 1, 2012. The City serves as the Successor Agency to the Commission, and
separate fiduciary fund financial statements and related note disclosures are included in the Financial
Section of this report.

The operating and capital improvement program budgets serve as the foundation for the City’s financial
planning and control. The appropriated budget is prepared by fund, program and department. The City
Manager may authorize transfers of appropriations within a department. Transfers of appropriations
between departments, or any increase in fund appropriations require the approval of the City Council.
Budget-to-actual comparisons are provided in this report for each individual governmental fund for which
an appropriated annual budget has been adopted. For the General Fund, this comparison is presented in
the Required Supplementary Information section of the report.
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Local Economy

The University of San Diego (USD) Burnham-Moores Center for Real Estate publishes a monthly index
of leading economic indicators for San Diego County which provides insight into the health of the local
economy. The index is calculated using the following six variables: building permit activity, initial
claims for unemployment, stock prices, consumer confidence, help wanted advertising and the strength of
the national economy. This index has shown a steady positive trend over the past several years, and the
monthly index has either increased or remained unchanged for twelve consecutive months through
October 2017. The index has improved by 4.6% since October 2016.

Santee’s economy is tied closely to
that of the San Diego region. The
City’s primary General Fund revenue
sources are property taxes and sales
tax, which combined provide two-

USD Burnham-Moores
Index of Leading Economic Indicators
San Diego County
October 2014 - October 2017

150 thirds of the General Fund revenues.
145 Improvement in the housing market
140 - over the past couple of years, along
135 with new residential and commercial
13(5) r. .. construgtion activ@ty resulted in a
R T T ST B S R S R S N 4.3% _ increase  in net assessed
£ & £ 3 4 & £ 5 g5 &£ L L4 valuation in fiscal year 2016-17 and
© & « 2 0o & « ° o &2 <« ~ 0O an 8.5% increase in net assessed

valuation for the fiscal year 2017-18
tax roll. The unwinding of the sales tax “Triple Flip” by the State of California created a non-recurring
spike in sales tax revenue in FY 2015-16. As a result, Santee experienced a 7.4% decrease in sales tax
revenue in FY 2016-17. However, actual point of sale revenue generated during the fiscal year reflected a
3.0% increase from the prior fiscal year, a reflection of steady improvement in general economic
conditions. Sales tax revenue is projected to increase by 1.5% in fiscal year 2017-18. Santee currently
has approximately 153 national chain retailers and restaurants, with 22 national chains added since 2014.

Enhancements to the local economy include the March 2011 completion of the final segment of State
Route 52, which now links all three freeways serving Santee and which provides direct freeway access
into Santee Town Center and to the eastern and western ends of the City. The State Route 52 link
provides people living or doing business in Santee a direct connection to most of the major freeway
corridors in the region. Santee is now connected to all parts of the region within a 20-25 minute reverse
commute.

An important component of the local economy is the Sportsplex USA complex which is located on 15
acres within the 55-acre Town Center Community Park. This site includes a themed sports complex, top
quality athletic fields for soccer and football, an entertainment venue, multi-use trails and playgrounds.
The sports complex within the park has three lighted softball/baseball fields with artificial turf outfields,
two arena soccer fields, four batting cages and a restaurant with indoor and outdoor seating. It
accommodates local and regional sports leagues, tournaments, sports camps, corporate events and other
special events, drawing over 350,000 visitors annually. The sports complex is operated by Sportsplex
USA under a public-private partnership with the City.

Another major attraction is the Santee Lakes Recreation Preserve and Regional Campground, owned and
operated by Padre Dam Municipal Water District, which generates over 660,000 visitors annually.
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Santee Town Center, located in the heart of the City, includes more than 1.1 million square ft. of retail
and commercial space covering 706 acres and provides a strong contribution to the City’s tax base. Major
components of Santee Town Center include: a) Santee Trolley Square shopping center which includes
over 450,000 square ft. of specialty retail, restaurants, and high volume retail stores, and b) the Santee
Plaza/Promenade power center anchored by Costco, Wal-Mart and Home Depot. Just west of Santee
Town Center is a 250,000 square ft. shopping center featuring Lowe’s Home Improvement Center and
Kohl’s Department Store. Adjacent to Santee Trolley Square, HD Supply Facilities Maintenance
occupies a state of the art 77,000 square ft. office facility.

San Diego Christian College, an accredited 500-enrollment private college, relocated its campus to the
RiverView Professional Center adjacent to Santee Trolley Square in January 2014, and has expansion
plans to accommodate up to 1,200 students. Parc One, a 172-unit apartment project, was recently
completed on a site adjacent to Santee Trolley Square and the college campus.

With available land for development, a skilled labor force, low crime rate, transit linkage to downtown
San Diego and San Diego State University by trolley and direct access to three regional freeways, Santee
is well positioned with opportunities for economic growth and expansion.

Long Term Financial Planning

The City utilizes a five-year financial projection which is updated throughout the year as conditions
change. The purpose of this plan is to provide a longer-range view of the impact of budgetary decisions
and economic conditions affecting the City. The City Council has adopted a General Fund Reserve
Policy which states that a minimum reserve of 20% of annual General Fund operating expenditures be
maintained as a contingency for economic uncertainties. While the City is currently in compliance with
this policy, the five-year financial projection reflects serious challenges to the City’s budget, with deficits
beginning in FY 2019-20 and growing annually thereafter. There are two main factors contributing to
these future deficits, increases in employee retirement costs (further discussed below) and contract law
enforcement services costs. In addition to directly addressing these two main factors, management is
actively working with the City Council to identify and develop strategies that contain the growth in
expenditures, enhance existing revenue sources and identify new revenue sources.

A key factor affecting the City’s fiscal condition is California Public Employees’ Retirement System
(CalPERS) pension costs. CalPERS is phasing the implementation of changes to actuarial methods,
demographic assumptions and a reduction in the discount rate (assumed rate of return on retirement plan
assets), resulting in substantial increases in required annual pension contributions that continue to step-up
annually through FY 2024-25. Fortunately, the City Council has taken and continues to take pension cost
reform actions. These actions included the adoption of a second tier of lower cost retirement benefits for
new employees, making supplemental payments towards the City’s unfunded pension liability and
increasing the portion of retirement costs paid by employees. In addition, on January 1, 2013 the
California Public Employees’ Pension Reform Act took effect, creating a third tier of even lower cost
retirement benefits for new members to the retirement system.

The City Council adopts a five-year Capital Improvement Program (CIP) which serves as a planning tool
for identifying the infrastructure and other capital needs of the community, and to coordinate the
financing and scheduling of projects. The CIP is important to ensure that limited resources are allocated
in a prudent manner, that under-funded projects are identified in order to develop financial strategies for
the future and that necessary investments continue to be made in infrastructure to protect the long-term
fiscal health of the City. On June 28, 2017 the CIP for fiscal years 2017-18 through 2021-22 was adopted
which includes $205.0 million in projects for which $106.5 million in funding has been identified. The
CIP is revised periodically in response to continually evolving needs, priorities and financial conditions.
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Major Initiatives

In March 2011 the Santee Community Development Commission issued $26.8 million in tax allocation
bonds to finance major street improvements and streetscape enhancements along a one-mile stretch of the
Prospect Avenue industrial corridor. This $23.8 million project was completed in mid-2016 and will
expand future economic development opportunities along Prospect Avenue as well as create collaborative
opportunities adjacent to the Gillespie Field Airport which is owned by the County of San Diego.

In September 2014 the City entered into a debt financing agreement with the San Diego Association of
Governments which has provided $5.4 million to accelerate the investment in street rehabilitation and
improvements throughout the City and allows the City to capitalize on a favorable construction bid
pricing environment. Though the improvements funded by this financing were completed in late-2017,
the City has allocated $1.8 million over the next two fiscal years to make continued investment in street
rehabilitation and improvements.

The repair and replacement of outdated corrugated metal storm drain pipes (“CMP”) continues to be a
priority for the City. To date approximately 43% of the City’s total CMP inventory has been repaired or
replaced. Over the next two fiscal years $5.9 million has been allocated by the City to continue this
effort.

On December 10, 2016 the Deputy Ken Collier Neighborhood Park was dedicated. This $1.2 million
half-acre park was partially funded with state and local grants and includes two playgrounds, a half-court
basketball court, outdoor exercise equipment, benches and a picnic area. The park is named in honor of a
San Diego County Sheriff’s Department deputy who was killed in the line of duty in February 2010.

Design is nearly complete on the $11.2 million Mast Park Improvements project that will ultimately
rehabilitate and add new amenities to this 58-acre park site originally developed by the County of San
Diego in the 1970s and acquired by the City in 1982. Improvements include the replacement of existing
restroom facilities with facilities that meet current accessibility standards and incorporate water and
energy efficiency technology, a new concession stand, removal of the existing paved trail in favor of a
disintegrated granite trail located further away from habitat areas, installation of lodge pole fencing, new
play structures, benches, picnic tables, shade structures, a basketball court, informational signage,
additional parking, lighting and revisions to the disc-golf course layout. Construction is expected to start
in late-2018 and be completed approximately late-2019.

The retention and expansion of retail, commercial, and industrial businesses within Santee, as well as the
development of both affordable and move-up housing are critical to the long-term financial stability of the
City. RiverView at Santee will ultimately be one of the most significant developments in the City’s
history. RiverView is a 1.9 million square ft. master planned mixed-use project on 104 acres adjacent to
Trolley Square designed for high technology, research & development and office uses along with
residential units and retail space. The initial completed phases of RiverView include the 77,000 square
foot office facility occupied by HD Supply Facilities Maintenance and the RiverView Professional Center
occupied by the San Diego Christian College. The 172-unit Parc One apartment project was completed in
early 2016. On December 17, 2015 the City Council approved a project for the construction of a Karl
Strauss brewery operation with tasting room, corporate offices, warchouse, restaurant and outdoor patio
grotto totaling 112,580 square ft. on a 10-acre site within RiverView. This project would serve as the
corporate headquarters for Karl Strauss, be a destination venue and bring employment opportunities to
Santee.
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Construction of $3.5 million in infrastructure improvements on Town Center Parkway aimed at
encouraging current and future development within RiverView were completed in December 2014.
These improvements include street widening, sidewalk installation, landscaping, utility undergrounding
and the installation of a traffic signal. Also included is a raised pedestrian crossing, which serves as a
traffic calming feature, to provide a seamless pedestrian link between Santee Trolley Square and the San
Diego Metropolitan Transit System trolley station to destinations within RiverView. The pedestrian
crossing includes decorative concrete pavement, mosaic stones, colored tiles and ornamental street
lighting.

In April 2017 the City closed escrow on a 6.7-acre parcel of County-owned land adjacent to Santee
Trolley Square for the future development of a multiplex theater on this site. A Request for Proposals for
a Multiplex Theater Project Development Opportunity was issued, and on October 25, 2017 the City
Council authorized the City Manager and City Attorney to enter negotiations with a theater
developer/operator. We anticipate that an agreement will be reached with the theater developer/operator
in early-2018 and that this eagerly-anticipated multiplex theater project will soon come to fruition.

On August 1, 2016 the annexation of approximately 114.8 acres of territory from the City of San Diego
into Santee became effective. The annexation area, known as the Weston development project, is planned
for the construction of approximately 273 single family homes and 142 detached condominiums, adding
an estimated 1,158 future residents to Santee. Model homes were completed in December 2017 and
construction of additional homes is underway. Two community facilities districts have been formed for
this development, one to provide financing for public infrastructure and another to provide a funding
mechanism to ensure the cost of providing public services is fully mitigated by the development and does
not have an adverse fiscal impact on the City.

Awards and Acknowledgements

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the City of Santee for its
comprehensive annual financial report for the fiscal year ended June 30, 2016. This was the 13"
consecutive year that the City has achieved this prestigious award. In order to be awarded a Certificate of
Achievement, a government must publish an easily readable and efficiently organized comprehensive
annual financial report. The report must satisfy both generally accepted accounting principles and
applicable legal requirements.

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

This report reflects the combined efforts and year-round dedication of the entire Finance Department
staff. In particular we would like to note the contributions of Interim Finance Manager Darlene Morrow-
Truver, Accountant Janet Fernandez and Procurement Specialist Jan Sherar to the completion of this
report. Additionally we would like to thank the Mayor and members of the City Council for their interest
and support in planning and conducting the financial operations of the City in a responsible and
professional manner.

Respectfully submitted,

Mo B8 1 AT

Marlene D. Best Tim K. McDermott
City Manager Director of Finance/Treasurer
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City Council
City of Santee
Santee, California

Independent Auditor’s Report

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of the City of Santee, California, as of
and for the year ended June 30, 2017, and the related notes to the financial statements, which
collectively comprise the City’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinions.



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, each major fund, and the
aggregate remaining fund information of the City of Santee, California, as of June 30, 2017, and
the respective changes in financial position for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Report on Summarized Comparative Information

We have previously audited the City of Santee’s 2016 financial statements, and we expressed an
unmodified audit opinion on those audited financial statements in our report dated December 15,
2016. In our opinion, the summarized comparative information presented herein as of and for the
year ended June 30, 2016 is consistent, in all material respects, with the audited financial
statements from which it has been derived.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis, Schedule of the City’s Proportionate share of the Net
Pension Liability, Schedule of Contributions, Schedule of Funding Progress - OPEB and
Schedule of Revenues, Expenditures and Changes in Fund Balance — Budget and Actual —
General Fund be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of Santee’s basic financial statements. The combining and
individual nonmajor fund financial statements, budget and actual schedules, the introductory
section and the statistical section are presented for purposes of additional analysis and are not a
required part of the basic financial statements. The combining and individual nonmajor fund
financial statements and budget and actual schedules are the responsibility of management and
were derived from and relates directly to the underlying accounting and other records used to
prepare the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic
financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the combining and



individual nonmajor fund financial statements and budget and actual schedules are fairly stated,
in all material respects, in relation to the basic financial statements as a whole.

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

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 20, 2017 on our consideration of the City of Santee’s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards in considering City of Santee’s internal control over financial reporting and
compliance.

Irvine, California
December 20, 2017
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CITY OF SANTEE
MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the City of Santee we offer readers of the City’s financial statements this narrative
overview and analysis of the financial activities of the City for the fiscal year ended June 30, 2017. We
encourage readers to consider the information presented here in conjunction with additional information that
we have furnished in our letter of transmittal, which can be found in the introductory section of this report,
and with the City’s financial statements, which follow this discussion.

FINANCIAL HIGHLIGHTS

o The assets of the City exceeded its liabilities at June 30, 2017 by $173.7 million (net position).

e The City’s total net position decreased by $6.2 million during the fiscal year. This decrease is primarily
a reflection of an $8.4 million increase in the City’s net pension liability over the past year.

e The City’s long-term liabilities increased by $7.5 million during the fiscal year. This increase is the
primarily the result of the increase in the City’s net pension liability as noted above

e At June 30, 2017 the City’s governmental funds reported combined fund balances of $32.4 million, a
decrease of $2.9 million from the prior year. Substantial investments were made during the past fiscal
year in infrastructure, street repair and maintenance, parks and various capital projects primarily from
restricted resources accumulated in prior years.

OVERVIEW OF THE FINANCIAL STATEMENTS

The discussion and analysis are intended to serve as an introduction to the City’s basic financial statements.
The City’s basic financial statements are comprised of three components: 1) government-wide financial
statements, 2) fund financial statements, and 3) notes to the basic financial statements. This report also
contains other supplementary information in addition to the basic financial statements themselves.

Government-wide Financial Statements
The government-wide financial statements are designed to provide readers with a broad overview of the
City’s finances, in a manner similar to a private-sector business.

The Statement of Net Position presents information on all of the City’s assets, liabilities and deferred
inflows/outflows of resources, with the difference reported as net position. Over time, increases or decreases
in net position may serve as a useful indicator of whether the financial position of the City is improving or
deteriorating.

The Statement of Activities presents information showing how the City’s net position changed during the
most recent fiscal year. All changes in net position are reported as soon as the underlying events giving rise
to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are
reported in this statement for some items that will only result in cash flows in future fiscal periods (e.g.,
uncollected taxes and earned but unused vacation leave).

The government-wide financial statements distinguish functions that are principally supported by taxes and
intergovernmental revenues (governmental activities) from other functions that are intended to recover all or
a significant portion of their costs through user fees and charges (business-type activities). The governmental
activities of the City of Santee include general government, public safety, public works, community
development, and parks and recreation. The City does not have business-type activities.



CITY OF SANTEE
Management's Discussion and Analysis (continued)
June 30,2017

The government-wide financial statements include not only the City of Santee itself (known as the primary
government), but also blended component units. Blended component units, although legally separate entities
are, in substance, part of the primary government’s operations and are included as part of the primary
government. Accordingly, the Santee Public Financing Authority is reported as part of the City. As
discussed in Notes 1A and 3G in the Notes to the Financial Statements, in accordance with State law the
Santee Community Development Commission was dissolved and ceased to exist as a legal entity as of
February 1, 2012.

The government-wide financial statements can be found in the financial section of this report immediately
following this Management’s Discussion and Analysis.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The City, like other state and local governments, uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements. The funds of the
City can be divided into two categories: governmental funds and fiduciary funds.

Governmental Funds Governmental funds are used to account for essentially the same functions reported
as governmental activities in the government-wide financial statements. However, unlike the government-
wide financial statements, governmental fund financial statements focus on near-term inflows and outflows
of spendable resources, as well as on balances of spendable resources available at the end of the fiscal year.

Because the focus of governmental funds is narrower than that of the government-wide financial statements,
it is useful to compare the information presented for governmental funds with similar information presented
for governmental activities in the government-wide financial statements. By doing so, readers may better
understand the long-term impact of the government’s near-term financing decisions. Both the governmental
funds Balance Sheet and governmental funds Statement of Revenues, Expenditures, and Changes in Fund
Balances provide a reconciliation to facilitate this comparison between governmental funds and
governmental activities.

The City maintains 26 individual governmental funds. Information is presented separately in the
governmental funds Balance Sheet and in the governmental funds Statement of Revenues, Expenditures, and
Changes in Fund Balances for the General Fund, Capital Projects Fund and Public Facilities Fund which are
considered to be major funds. Data from the other 23 governmental funds are combined into a single,
aggregate presentation. Individual fund data for each of these nonmajor governmental funds is provided in
the form of combining statements in the supplementary information section of this report.

The City adopts a two year appropriated budget for its General Fund and Special Revenue Funds. Budgetary
comparison statements have been provided for the General Fund to demonstrate compliance with this budget.

The basic governmental funds financial statements can be found in the financial section of this report,
following the government-wide financial statements.

Fiduciary Funds Fiduciary funds are used to account for resources held for the benefit of parties outside of
the government. Fiduciary funds are not reported in the government-wide financial statements because the
resources of those funds are not available to support the City’s own programs. The economic resources
measurement focus and the accrual basis of accounting are used to account for fiduciary funds.



CITY OF SANTEE
Management’s Discussion and Analysis (continued)
June 30,2017

The City maintains one type of fiduciary fund. The Private Purpose Trust Fund is used to report resources
held in trust for the Santee Community Development Commission Successor Agency to wind-down the
affairs of the former Santee Community Development Commission and to satisfy related enforceable
obligations.

The fiduciary fund financial statements can be found in the financial section of this report, following the
basic governmental funds financial statements.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the
government-wide and fund financial statements. The notes to the financial statements can be found in the
financial section of this report, following the fund financial statements.

Other Information

In addition to the basic financial statements and accompanying notes, this report also presents certain
required supplementary information concerning the City’s net pension liability, pension contributions,
progress in funding its other post-employment benefits (OPEB) to employees, budgetary information and
compliance. Required supplementary information can be found in the financial section of this report,
following the notes to the financial statements.

The combining statements referred to earlier in connection with non-major governmental funds are presented
immediately following the required supplementary information.

FINANCIAL ANALYSIS OF THE GOVERNMENT-WIDE STATEMENTS

As noted earlier, net position may serve over time as a useful indicator of the City’s financial position. At
June 30, 2017 assets exceeded liabilities by $173.7 million, a decrease of $6.2 million during the year.

City of Santee
Summary of Net Position
June 30, 2017 and 2016
Governmental Activities
2017 2016

Current and other assets $ 40,639,771 $ 43,084,895

Capital assets 188,835,498 189,220,423

Total assets 229,475,269 232,305,318

Deferred outflows of resources 6,754,393 2,298,501

Long-term liabilities 52,168,648 44,644,258

Other liabilities 7,732,412 6,556,557

Total liabilities 59,901,060 51,200,815

Deferred inflows of resources 2,617,506 3,466,895
Net position:

Net investment in capital assets 174,642,185 176,071,642

Restricted 16,828,134 19,771,922

Unrestricted (17,759,223) (15,907,455)

Total net position

$173,711,096

$179,936,109




CITY OF SANTEE
Management's Discussion and Analysis (continued)
June 30,2017

The largest portion of the City’s net position ($174.6 million) reflects the investment in capital assets, less
any related debt outstanding that was used to acquire those assets. The City uses these capital assets to
provide a variety of services to its citizens. Consequently, these assets are not available for future spending.
Although the City’s investment in capital assets is reported net of related debt, it should be noted that the
resources used to repay this debt must be provided from other sources, since the capital assets themselves
cannot be used to liquidate these liabilities.

An additional portion of the City’s net position ($16.8 million) represents resources that are subject to
external restrictions on how they may be used. The remaining balance of unrestricted net position (a deficit
of $17.8 million) reflects the net impact of the recognition of the City’s net pension liability (and related
deferred outflows and inflows of resources) which reduce the City’s net position by $30.8 million at June 30,
2017. In recent years the City has elected to make supplemental payments towards its unfunded pension
liability and considers efforts to reduce this liability to be a priority.

Governmental Activities
Net position decreased by $6.2 million during the fiscal year as a result of the City’s governmental activities.
Key elements of this decrease are as follows:

City of Santee
Changes in Net Position
For the Fiscal Years Ended June 30, 2017 and 2016

Governmental Activities

2017 2016
Revenues:
Program revenues:
Charges for services $ 11,224,663 $ 8,758,926
Operating grants and contributions 1,844,943 2,757,140
Capital grants and contributions 4,016,506 8,008,366
General revenues:
Taxes:
Property taxes 16,107,853 14,717,412
Sales tax 12,814,078 13,842,272
Franchise taxes 2,803,436 2,912,740
Other taxes 854,709 745,340
Motor vehicle in lieu, unrestricted 25,426 22,516
Investment income 103,861 185,129
Miscellaneous 148,598 32,615
Total revenues 49,944,073 51,982,456
Expenses:
General government 7,772,714 6,575,847
Public safety 26,069,863 24,321,086
Public works 19,022,773 21,112,813
Community development 106,108 104,282
Parks and recreation 2,708,167 2,568,283
Interest and fiscal charges 489,461 499,695
Total expenses 56,169,086 55,182,006
Change in net position (6,225,013) (3,199,550)
Net position, beginning of year 179,936,109 183,135,659

Net position, end of year

$173,711,096

$179,936,109




CITY OF SANTEE
Management’s Discussion and Analysis (continued)
June 30,2017

Charges for services increased by $2.5 million from the prior fiscal year. Changes from the prior year
include a $1.3 million increase in paramedic program reimbursements from the County of San Diego, a
$736,441 final distribution received upon dissolution of the San Diego Pooled Insurance Program
Authority and a $394,581 increase in building permit revenues.

Capital grants and contributions decreased by $4.0 million from the prior fiscal year. Changes from the
prior year include: a $1.3 million decrease from the prior fiscal year in funding received from the Santee
Community Development Commission Successor Agency for the Prospect Avenue Enhancements
project which was completed in the prior fiscal year; $950,970 in developer fair-share contributions
received in the prior fiscal year for future infrastructure improvements; an $832,038 decrease in
development impact fees received and a $626,406 decrease in TransNet funds received for circulation
projects.

Property tax, the City’s largest revenue sources, increased by $1.4 million or 9.4%. Increases in
residential real estate values and new construction over the prior year resulted in a 4.3% increase in net
assessed valuation. In addition, property taxes received as a result of residual distributions and pass-
through payments related to the Santee Community Development Successor Agency reflected an
$806,425 increase from the prior fiscal year.

Sales tax, the City’s second largest revenue source, decreased by $1.0 million or 7.4% from the prior
fiscal year. This decrease is the result of a one-time revenue spike in the prior fiscal year from the wind-
down of the “Triple-Flip” by the State of California. Actual point of sale revenue for the fiscal year
reflected a 3.0% increase from the prior fiscal year.

Revenues by Source - Governmental Activities
Total Revenues - $49.9 Million
Fiscal Year 2016-17

Other
Franchise taxes 2%
6% ($1.0 m)

Investment income
0%
($0.1 m)

Sales tax (82.8 m)
26% \
($12.8 m)
\_______—— — ~

Charges for services
22%

($11.2 m)
Prop;;toi)taxes Capital grants and
($16.1 m) contributions Operating grants and
8% contributions
($4.0 m) 4%
($1.9m)

General government expenses increased by $1.2 million or 18.2%. This increase includes a $443,948
payment made over the past year to the County of San Diego to return First Time Home Buyer Program
(“FTHB”) loan repayments received that had been funded with federal HOME Investment Partnership
funds, as the City’s FTHB program is now being administered by the County. Also included are
increases in claims expenses and increases in pension and retiree health liabilities. Substantial
investments were made over the past year in information technology and the City’s web site.

Public safety expenses increased by $1.7 million or 7.2%. Included in this increase is a $594,726
increase in contract law enforcement services costs. Over the past year the City also began providing
financial support to the Grossmont Union High School District for a portion of the cost of two School
Resource Officers. Increases in pension and retiree health liabilities are also reflected.
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CITY OF SANTEE
Management's Discussion and Analysis (continued)
June 30,2017

Expenses by Source - Governmental Activities
Total Expenses - $56.2 Million
Fiscal Year 2016-17

Public safety
46%

Public works
34%
($19.0 m)

General government
14%

Community

($7.8 m) Interest . development
1% Parks and recreation 0%
o,
($0.5 m) 5% ($0.1 m)

($2.7 m)

FINANCIAL ANALYSIS OF THE GOVERNMENTAL FUNDS

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements. The focus of the City’s governmental funds is to provide information on near-term
inflows, outflows, and balances of spendable resources. Such information is useful in assessing the City’s
financing requirements.

At June 30, 2017, the City’s governmental funds reported combined fund balances of $32.4 million, a
decrease of $2.9 million from the prior year. Approximately 29% of this amount ($9.5 million) constitutes
unassigned fund balance, which is available for spending at the City’s discretion. The remainder of the fund
balance is either nonspendable, restricted, committed, or assigned to indicate that it is 1) not in spendable
form ($23,319), 2) restricted for particular purposes ($16.8 million), 3) committed for particular purposes
($1.2 million), or 4) assigned for particular purposes ($4.8 million).

The General Fund is the chief operating fund of the City. At the end of the current fiscal year, unassigned
fund balance of the General Fund was $9.5 million, while the total fund balance was $15.0 million. As a
measure of the General Fund’s liquidity, it may be useful to compare both unassigned fund balance and total
fund balance to total General Fund expenditures. Unassigned fund balance represents approximately 22% of
total General Fund expenditures for the year, while total fund balance represents approximately 35% of the
total General Fund expenditures for the year.

The General Fund balance increased by $606,499 during the past fiscal year. General Fund revenues were
$2.5 million more than in the previous fiscal year. As discussed above, property tax revenue increased by
$1.4 million and sales tax revenue decreased by $1.0 million from the prior fiscal year. Charges for services
revenues increased by $1.5 million from the prior year, primarily the result of a $1.3 million increase in
paramedic program reimbursements from County Service Area 69 as four additional months of
reimbursements were recognized in the current fiscal than were recognized in the prior fiscal year based on
the timing of when the reimbursements were received. An increase in building permit fees is also reflected
in the charges for services revenues. Other revenue increased by $563,437 from the prior year, primarily the
result of a final distribution received upon the dissolution of the San Diego Pooled Insurance Program
Authority. General Fund expenditures were $4.6 million more than in the previous fiscal year. Key
components of this increase include: 1) $2.0 million for the purchase of several new Fire Department
vehicles including an aerial ladder truck, pumper and paramedic ambulance, 2) a $786,451 expenditure for
10



CITY OF SANTEE
Management’s Discussion and Analysis (continued)
June 30,2017

the City’s share of a regional communications system infrastructure upgrade, 3) a $588,466 increase in
General Fund contract law enforcement services expenditures and 4) a $325,657 increase in contract plan
check and building inspection service expenditures as a result of a corresponding increase in building permit
and land development activity.

The Capital Projects Fund, a major fund, experienced a $321,721 decrease in fund balance during the past
fiscal year as funds accumulated in prior years were expended for various capital projects, bringing the
fund’s total fund balance to $2.1 million, all of which is legally restricted, committed or assigned for various
capital improvement projects. Capital Projects Fund expenditures totaled $7.1 million, a $4.7 million
decrease from the prior fiscal year.

The Public Facilities Fund, a major fund, experienced a $578,238 increase in fund balance during the past
fiscal year as a result of developer fees received, bringing the fund’s total fund balance to $4.5 million, all of
which is legally restricted for the construction of park facilities and community buildings. There were no
expenditures or other uses of funds during the past fiscal year.

The Nonmajor Governmental Funds balance decreased by a combined $3.7 million during the past year,
bringing the Nonmajor Governmental Funds total fund balance to $10.8 million. The primary factor leading
to this decrease is the transfer of funds to the Capital Projects Fund for various capital improvement projects.

General Fund Budgetary Highlights

The City adopts a two-year operating budget. Over the course of the two-year period the budget is revised to
reflect encumbrances and appropriations approved for carryover from the prior year, and to address
unforeseen events and changes in conditions that occur after the budget is adopted.

General Fund appropriations were increased by $5.0 million during the two-year budget cycle from the
originally adopted budget. Supplemental appropriations approved during the year include prior year
encumbrances and appropriations that were carried forward and funded from the prior fiscal year’s budget.
Other supplemental appropriations include the appropriation of various federal, state and local grants
received during the year, appropriation adjustments for two fire engines (a ladder truck and a pumper) that
were purchased with capital lease financing, contract plan check and building inspection services, claims
expenses and other incidental adjustments.

Actual General Fund revenues were $1.7 million more than budgeted. Other revenue was $840,015 more
than budgeted as a result of the final distribution received upon the dissolution of the San Diego Pooled
Insurance Program Authority that was received at the end of the fiscal year and thus not reflected in the
budget. Charges for services revenue was $624,461 more than budgeted as 14 months of County Service
Area 69 reimbursements were recognized during the fiscal year and with land development revenues being
stronger than anticipated. Property tax revenue was $198,853 more than budgeted and sales tax revenue was
$139,078 more than budgeted. Various other revenue categories experienced minor variances.

Actual General Fund expenditures were $1.7 million less than budgeted. Total actual personnel costs were
$545,009 less than budgeted, primarily as a result of positions that were vacant for a portion of the year. Fire
Department non-personnel expenditures were $320,147 less than budgeted, reflecting budget savings in
various supplies, equipment and fleet operations expenditures. Development Services Department non-
personnel expenditures were $257,006 less than budgeted, primarily as a result of grant funded activities that
were initiated but not completed during the year. Community Services Department non-personnel
expenditures were $205,832 less than budgeted, reflecting budget savings in various facility maintenance,
recreation and grant funded activities.

11



CITY OF SANTEE
Management's Discussion and Analysis (continued)
June 30,2017

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

The City’s investment in capital assets as of June 30, 2017 was $188.8 million (net of accumulated
depreciation). This investment in capital assets includes land, buildings, parks, infrastructure, equipment,
vehicles, and construction in progress.

City of Santee
Capital Assets (Net of Accumulated Depreciation)
June 30, 2017 and 2016

Governmental Activities

2017 2016
Land $12,328,650 $12,198,750
Parks 5,257,745 4,858,872
Construction in progress 1,688,196 3,646,969
Buildings 11,701,451 12,134,753
Improvements other than buildings 4,986,265 4,795,062
Equipment 6,201,875 5,516,706
Vehicles 3,439,673 1,687,766
Infrastructure 143,231,643 144,381,545
Totals $188,835,498 $189,220,423

Major capital asset activity during the year included the following:

$2.0 million was spent for the purchase of major apparatus and vehicles for the Fire Department
including an aerial ladder truck, pumper and paramedic ambulance.

$1.8 million was spent for the rehabilitation of numerous streets and related drainage facilities
throughout the City.

The 0.53 acre Deputy Ken Collier Neighborhood Park was dedicated in December 2016 at a total cost of
$1.2 million.

The Mast Boulevard Traffic Signal Controllers Upgrade project was completed at a total cost of $1.2
million.

$786,451 was spent for the City’s share to upgrade the 800 MHz regional communications system
utilized by public safety and public services agencies.

$756,446 was spent for the design of improvements for the renovation and development of Mast Park, a
58-acre site. The total estimated project cost is $11.2 million, with construction anticipated to begin in
late-2018.

A total of $546,735 was spent to replace heating, ventilation and air conditioning systems at City Hall.

$452,397 was spent for the lining and replacement of corrugated metal drainage pipes in various
locations throughout the City.

Additional information about the City’s capital assets is presented in Note 2D of the Notes to the Financial
Statements.

12



CITY OF SANTEE
Management’s Discussion and Analysis (continued)
June 30,2017

Long-term Debt

At June 30, 2017 the City had $52.2 million in long-term debt outstanding. Of this amount, $375,000 is
comprised of lease revenue bonds payable from lease payments made by the City to the Santee Public
Financing Authority.

City of Santee
Long-term Debt
June 30, 2017 and 2016

Governmental Activities

2017 2016
Bonds payable $375,000 $555,000
Notes and loans payable 10,644,800 11,292,946
Capital leases payable 2,085,210 2,458,347
Claims and judgments 1,487,994 1,329,982
Compensated absences 1,195,701 1,136,269
Other post-employment benefits 335,648 193,717
Net pension liability 34,955,992 26,520,484
Premiums on long-term debt 1,088,303 1,157,513
Totals $52,168,648 $44,644,258

The City’s outstanding debt increased by $7.5 million during the past fiscal year. This increase is primarily
attributable to an $8.4 million increase in the City’s net pension liability. Reductions in long-term debt
occurred primarily as a result of principal payments made on lease revenue bonds and various notes, loans
and capital leases payable. Additional information regarding long-term debt can be found at Note 2F in the
Notes to the Financial Statements.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS

Following are some of the economic factors considered by management in the development of next year’s
budget.

e Total General Fund revenues are projected to increase by 2.3% or $913,000.

e The net assessed valuation of property in the City was anticipated to increase by 6.5% when the budget
was developed. However, the actual increase in net assessed valuation is 8.5%, resulting in a
corresponding increase in property tax revenues. Continued improvement has been seen in the
residential real estate market over the past year, allowing for the continued restoration of valuation that
had been temporarily reduced in prior years. Valuation additions are also reflected from changes in
ownership and new construction over the past year.

e Sales tax revenue is projected to increase by $189,500 or 1.5% next fiscal year. Solid growth is expected
to continue in the Building & Construction and County Pool allocations, with growth in General
Consumer Goods expected to be less than 1%.

e Essentially no change is expected in franchise fee revenue next year, with increases in revenues from
certain franchisees expected to be offset by a decrease in the revenues to be received from
telecommunications franchisees.

e The General Fund adopted budget for next fiscal year reflects a 1.5% or $595,000 increase in operating
expenditures from the FY 2016-17 budgeted expenditures.

e Law enforcement services contract costs are expected to increase by 6.0% over the next year.

e Next year’s budget provides for a 3.5% across the board salary increases for all employee groups, with
no change in the total authorized staffing level.
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CITY OF SANTEE
Management's Discussion and Analysis (continued)
June 30,2017

e Actuarial method and demographic assumption changes and a reduction in the discount rate (assumed
rate of return on retirement plan assets) that are being implemented by the California Public Employees
Retirement System are expected to result in future sharp increases in retirement costs as the impact of
these changes is phased in over the next eight years. While the FY 2017-18 budget is balanced, the
impact of these changes will provide serious challenges for the City in balancing its budget in future
years. In response to these changes, employees are now being required to pay a larger share of
retirement plan costs. Taking additional steps to reduce the City’s pension liability and pension costs is a
key priority.

e The General Fund reserve policy that a minimum reserve of 20% of annual General Fund operating
expenditures be maintained will be met.

e Supplemental General Fund reserves were identified to fund future vehicle replacement, various capital
improvement projects and to make an accelerated payment towards the City’s pension and retiree health
liabilities.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the City’s finances for all those with an
interest in the City’s finances. Questions concerning any of the information provided in this report, or
requests for additional financial information should be addressed to the City of Santee Finance Department,
10601 Magnolia Avenue, Santee, CA 92071. Additional information is also available on the City’s web site
at www.cityofsanteeca.gov.
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City of Santee
Statement of Net Position
June 30, 2017

(with comparative information for prior year)

ASSETS
Cash and Investments (Note 2A)
Accounts Receivable
Loans Receivable (Note 2C)
Interest Receivable
Due From Other Governments
Inventory
Deposits
Prepaid Items

Capital Assets, Not Being Depreciated (Note 2D)
Capital Assets, Being Depreciated, Net (Note 2D)

Total Assets

DEFERRED OUTFLOWS OF RESOURCES
Related to Pensions (Note 3B)

Total Deferred Outflows of Resources

LIABILITIES
Accounts Payable
Accrued Liabilities
Interest Payable
Deposits Payable
Unearned Revenue
Noncurrent Liabilities:
Due Within One Year (Note 2F)
Due in More Than One Year (Note 2F)

Total Liabilities

DEFERRED INFLOWS OF RESOURCES
Related to Pensions (Note 3B)

Total Deferred Inflows of Resources

NET POSITION
Net Investment in Capital Assets
Restricted for:

Streets and Roads
Construction

Other Purposes

Unrestricted

Total Net Position

Governmental Activities

2017 2016
33914258 $ 30,918,762
1,064,786 1,035,035
1,418,500 1,538,500
87,901 62,415
3,673,609 5,403,292
4,120 4327
457,398 2,416,268
19,199 1,706,296
19,274,591 20,704,591
169,560,907 168,515,832
229,475,269 232,305,318
6,754,393 2,298,501
6,754,393 2,298,501
3,970,697 2,646,091
1,162,790 906,622
50,806 59,177
2,365,698 2,824,049
182,421 120,618
2,521,761 2,196,084
49,646,887 42,448,174
59,901,060 51,200,815
2,617,506 3,466,895
2,617,506 3,466,895
174,642,185 176,071,642
3,804,370 6,582,870
6,007,534 6,152,902
7,016,230 7,036,150
(17,759,223) (15,907,455)

173,711,096 §

179,936,109

See accompanying notes to financial statements.



City of Santee
Statement of Activities

Year Ended June 30, 2017

(with comparative information for prior year)

Program Revenues

Charges Operating Capital Net (Expense) Revenue
for Grants and Grants and and Changes in Net Position
Functions/Programs Expenses Services Contributions Contributions 2017 2016

General Government $ 7,772,714 $ 1,547,383 $ 33,885 $ - $ (6,191,446) $ (5,401,128)
Public Safety 26,069,863 4,852,436 365,297 - (20,852,130) (20,261,943)
Public Works 19,022,773 4,070,185 1,109,244 3,375,333 (10,468,011) (9,054,286)

Community Development 106,108 - 336,517 - 230,409 563,137
Parks and Recreation 2,708,167 754,659 - 641,173 (1,312,335) (1,003,659)
Interest and Fiscal Charges 489,461 - - - (489,461) (499,695)

Total Governmental
Activities $ 56,169,086 $ 11,224,663 $ 1,844,943 $ 4,016,506 (39,082,974) (35,657,574)
General Revenues:
Taxes:

Property Taxes 16,107,853 14,717,412

Sales Taxes 12,814,078 13,842,272

Franchise Taxes 2,803,436 2,912,740

Other Taxes 854,709 745,340

Motor Vehicle in Lieu, Unrestricted 25,426 22,516

Investment Earnings 103,861 185,129

Miscellaneous 148,598 32,615

Total General Revenues 32,857,961 32,458,024
Change in Net Position (6,225,013) (3,199,550)

Net Position - Beginning of Year 179,936,109 183,135,659

Net Position - End of Year

See accompanying notes to financial statements.
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City of Santee
Balance Sheet
Governmental Funds
June 30, 2017
(with comparative information for prior year)

ASSETS
Cash and Investments
Receivables:
Accounts
Loans
Interest
Due From Other Funds
Due From Other Governments
Deposits
Inventory
Prepaid Items

Total Assets

LIABILITIES, DEFERRED INFLOWS OF
RESOURCES AND FUND BALANCES
Liabilities:
Accounts Payable
Accrued Liabilities
Deposits Payable

Unearned Revenue
Due to Other Funds

Total Liabilities

Deferred Inflows of Resources:
Unavailable Revenues - Intergovernmental

Total Deferred Inflows of Resources

Fund Balances:
Nonspendable
Restricted
Committed

Assigned
Unassigned

Total Fund Balances

Total Liabilities, Deferred Inflows of
Resources and Fund Balances

Capital Public

General Projects Facilities
17,984,364 $ 2,538,260 $ 4,526,814
1,056,562 - -
50,033 - 12,077
2,949,530 458,781 -
4,120 - -
19,014 - -
22,063,623 $§ 2,997,041 $ 4,538,891
3,256,853 § 471,262 $ -
1,158,346 - -
2,355,015 10,683 -
176,018 6,403 -
6,946,232 488,348 -
135,435 423,802 -
135,435 423,802 -
23,134 - -
875,015 831,525 4,538,891
160,546 981,656 -
4,413,608 271,710 -
9,509,653 - -
14,981,956 2,084,891 4,538,891
22,063,623 $ 2,997,041 $ 4,538,891

See accompanying notes to financial statements.



Total Governmental

Non-Major Funds
Governmental Funds 2017 2016
$ 8,864,820 $ 33,914,258 $ 30,918,762
8,224 1,064,786 1,035,035
1,418,500 1,418,500 1,538,500
25,791 87,901 62,415
- - 7,315
265,298 3,673,609 5,403,292
457,398 457,398 2,416,268
- 4,120 4,327
185 19,199 1,706,296
$ 11,040,216 $ 40,639,771 $ 43,092,210
$ 242,582 $ 3,970,697 $ 2,646,091
4,444 1,162,790 906,622
- 2,365,698 2,824,049
- 182,421 120,618
- - 7,315
247,026 7,681,606 6,504,695
37,530 596,767 1,345,391
37,530 596,767 1,345,391
185 23,319 1,710,623
10,582,703 16,828,134 19,771,919
13,438 1,155,640 1,810,326
159,334 4,844,652 2,542,915
- 9,509,653 9,406,341
10,755,660 32,361,398 35,242,124
$ 11,040,216 $ 40,639,771 $ 43,092,210

See accompanying notes to financial statements.
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City of Santee
Reconciliation of the Balance Sheet of Governmental Funds
to the Statement of Net Position
June 30, 2017

Fund Balances of Governmental Funds $ 32,361,398
Amounts reported for governmental activities in the Statement of Net Position are different because:

Capital assets, net of accumulated depreciation, are not financial resources
and, therefore, are not reported in the funds. 188,835,498

Receivables which are not considered to be available to finance current expenditures
are reported as unavailable revenue in the governmental funds. 596,767

Deferred outflows and inflows of resources related to pensions that are required to be
recognized over a defined closed period.

Pension Related Deferred Outflows of Resources $ 6,754,393
Pension Related Deferred Inflows of Resources (2,617,506) 4,136,887

Long-term liabilities, including bonds payable, are not due and payable in the current
period and therefore are not reported in the governmental funds.

Bonds Payable $ (375,000)
Notes and Loans Payable (10,644,800)
Capital Lease Payable (2,085,210)
Claims and Judgments (1,487,994)
Compensated Absences (1,195,701)
OPEB Obligation (335,648)
Net Pension Liability (34,955,992)
Unamortized Premiums on Long-term Debt (1,088,303) (52,168,648)

Accrued interest payable for the current portion of interest due on long-term debt
has not been reported in the governmental funds. (50,806)

Net Position of Governmental Activities $ 173,711,096

See accompanying notes to financial statements.
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City of Santee
Statement of Revenues, Expenditures and Changes in Fund Balances
Governmental Funds
Year Ended June 30, 2017
(with comparative information for prior year)

Capital Public
General Projects Facilities
REVENUES
Taxes:
Property $ 16,107,853 $ - 8 -
Sales 12,814,078 - -
Other 3,658,145 - -
Special Assessments 1,074,283 - -
Intergovernmental 303,459 841,482 -
Licenses and Permits 168,512 - -
Fines and Forfeitures 212,791 - -
Developer Fees - - 565,748
Charges for Services 7,198,261 - -
Investment Earnings 107,130 - 12,490
Other Revenue 1,245,155 - -
Total Revenues 42,889,667 841,482 578,238
EXPENDITURES
Current:
General Government 5,665,647 695,154 -
Public Safety 28,183,759 - -
Public Works 6,471,130 4,566,313 -
Community Development - - -
Parks and Recreation 1,302,973 1,822,522 -
Debt Service:
Principal 553,335 - -
Interest and Fiscal Charges 95,867 - -
Total Expenditures 42,272,711 7,083,989 -
Excess (Deficiency) of Revenues Over (Under) Expenditures 616,956 (6,242,507) 578,238
OTHER FINANCING SOURCES (USES)
Transfers In 31,376 5,920,786 -
Transfers Out (41,833) - -
Capital Lease - - -
Total Other Financing Sources (Uses) (10,457) 5,920,786 -
Net Change in Fund Balances 606,499 (321,721) 578,238
Fund Balances - Beginning of Year 14,375,457 2,406,612 3,960,653
Fund Balances - Ending $ 14981956 $ 2,084,891 $ 4,538,891

See accompanying notes to financial statements.

22



Total Governmental

Non-Major Funds
Governmental Funds 2017 2016

621,021 $ 16,728,874 $ 15,311,705

- 12,814,078 13,842,272
1,107,029 4,765,174 4,977,021
800,119 1,874,402 1,799,217
2,353,627 3,498,568 3,752,831
- 168,512 165,258
994 213,785 218,241
1,395,153 1,960,901 3,703,007
- 7,198,261 5,663,982
49,536 169,156 361,187
43,769 1,288,924 717,545
6,371,248 50,680,635 50,512,266
481,292 6,842,093 6,243,184
140,489 28,324,248 24,660,671
2,357,452 13,394,895 19,020,068
106,108 106,108 104,282
- 3,125,495 1,535,812
648,145 1,201,480 1,016,325
471,175 567,042 524,483
4,204,661 53,561,361 53,104,825
2,166,587 (2,880,726) (2,592,559)
161,885 6,114,047 11,702,655
(6,072,214) (6,114,047)  (11,702,655)
- - 1,683,962
(5,910,329) - 1,683,962
(3,743,742) (2,880,726) (908,597)
14,499,402 35,242,124 36,150,721

10,755,660 § 32,361,398 § 35,242,124

See accompanying notes to financial statements.
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City of Santee

Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund Balances

of Governmental Funds to the Statement of Activities

Year Ended June 30, 2017

Net Change in Fund Balances - Total Governmental Funds

Amounts reported for governmental activities in the statement of activities are different because:

Governmental funds report capital outlay as expenditures. However, in the Statement
of Activities the cost of those assets is allocated over their estimated useful lives as
depreciation expense. This is the amount by which depreciation exceeded capital outlay
in the current period.

Capital Additions $ 8,281,868
Gain (Loss) on Disposal (272,920)
Depreciation Expense (8,394,070)

The issuance of long-term debt provides current financial resources to governmental
funds, while the repayment of the principal of long-term debt consumes the current
financial resources of governmental funds. Neither transaction, however, has any effect
on net position. Also, governmental funds report the effect of issuance costs,
premiums, discounts and similar items when the debt is first issued, whereas these
amounts are deferred and amortized in the Statement of Activities.

Principal Payments $ 1,201,480
Amortization of Notes Payable Premium 69,210

Accrued interest payable for the current portion of interest due on long-term debt has
not been reported in the governmental funds.

The net effect of revenues reported in the Statement of Activities which are not
considered to be available to finance current expenditures and therefore are not reported
as revenues in the governmental funds.

Expenses were charged to the Statement of Activities for compensated absences, claims
payable, net pension liability, pension related deferred outflows and inflows of
resources and OPEB payable. In the governmental funds, these do not require the use
of current funds and accordingly are not included.

Net Change in Claims and Judgments $ (158,012)
Net Change in Compensated Absences (59,432)
Net Change in Net Pension Liability (8,435,508)
Net Change in Pension Related Deferred

Outflows and Inflows of Resources 5,305,281
Net Change in OPEB Obligation (141,931)

Change in Net Position of Governmental Activities

See accompanying notes to financial statements.
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City of Santee
Statement of Fiduciary Net Position
Fiduciary Funds
June 30, 2017
(with comparative information for prior year)

Successor Agency Private

Purpose Trust Fund
2017 2016
ASSETS
Cash and Investments $ 2472506 $§ 4,342,998
Cash and Investments with Fiscal Agent 911,092 4,201,317
Receivables:
Loans 483,517 525,102
Due from Other Government - 2,353
Interest 5,161 16,442
Land Held for Resale 439,000 439,000
Land - 129,900
Total Assets 4,311,276 9,657,112
DEFERRED OUTFLOWS OF RESOURCES
Deferred Refunding Charge 7,329,509 -
Total Deferred Outflows of Resources 7,329,509 -
LIABILITIES
Accounts Payable - 112,478
Interest Payable 757,789 946,657
Noncurrent Liabilities:
Due Within One Year 1,990,000 1,264,381
Due in More Than One Year 47,751,388 45,235,157
Total Liabilities 50,499,177 47,558,673
NET POSITION
Net Position (Deficit) Held in Trust for Successor Agency $ (38,858,392) § (37,901,561)

See accompanying notes to financial statements.

25



City of Santee
Statement of Changes in Fiduciary Net Position
Fiduciary Funds
Year Ended June 30, 2017
(with comparative information for prior year)

Successor Agency Private

Purpose Trust Fund
2017 2016
ADDITIONS
Taxes $ 2558955 $§ 5,608,761
Investment Earnings 6,333 95,477
Total Additions 2,565,288 5,704,238
DEDUCTIONS
Administrative Costs 490,550 338,605
Projects - 1,254,752
Interest and Bond Issuance Costs 3,031,569 2,631,763
Total Deductions 3,522,119 4,225,120
Change in Net Position (956,831) 1,479,118
Net Position - Beginning of Year (37,901,561) (39,380,679)
Net Position - End of Year $ (38,858,392) $§ (37,901,561)

See accompanying notes to financial statements.
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City of Santee
Notes to Financial Statements
Year Ended June 30, 2017

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A)

B)

Reporting Entity

The City of Santee (City) was incorporated on December 1, 1980 and became a Charter City on January 20,
2009. The City operates under the Council/Manager form of government. As required by generally accepted
accounting principles, the financial statements of the City include the financial activities of the City (the
primary government) and the Santee Public Financing Authority. The component unit discussed below is
included in the reporting entity because of the significance of its operational and financial relationship with
the City.

Santee Public Financing Authority - The purpose of the Santee Public Financing Authority (Authority) is
to facilitate the financing of public improvements for the City and the Santee Community Development
Commission. On February 1, 2012, the Santee Community Development Commission was dissolved by
legislation from the California State Legislature and a decision by the California Supreme Court. The City
of Santee is the Successor Agency of the Santee Community Development Commission which oversees the
remaining activities of the former Santee Community Development Commission.

The Authority’s Board of Directors is the Santee City Council and therefore is a blended component unit.
Separate financial statements for the Santee Public Financing Authority may be obtained at 10601 Magnolia
Avenue, Santee, California 92701.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net position and the statement of activities)
report information on all the nonfiduciary activities of the primary government and its component units. For
the most part, the effect of interfund activity has been removed from these statements.

The Statement of Activities demonstrates the degree to which the direct expenses of a given function 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 fund financial statements provide information about the City’s funds. Separate financial statements are
provided for governmental funds and fiduciary funds. The emphasis of fund financial statements is on major
governmental funds, each displayed in a separate column. All remaining governmental funds are aggregated
and reported as nonmajor funds.

The City reports the following major governmental funds:

General Fund - Used to account for all financial resources except those required to be accounted for in another
fund.

Capital Projects Fund - This capital projects fund is used to account for the design and construction of various
capital projects.
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City of Santee
Notes to Financial Statements
(Continued)

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — Continued

)

Public Facilities Fund - is used to account for developer fees collected for the construction of park facilities
and community buildings.

Additionally, the City reports the following fund type:

The Fiduciary Fund - is used to account for the balances and transactions of the Successor Agency to the
Santee Community Development Commission.

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 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.
Non-exchange transactions, in which the City gives (or receives) value without directly receiving (or giving)
equal value in exchange, include property taxes, grants, entitlements and donations. On an accrual basis,
revenue from property taxes is recognized in the fiscal year for which the taxes are levied. Revenues from
grants, entitlements and donations are recognized in the fiscal year for which all eligibility requirements have
been satisfied.

Governmental fund financial statements are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. Under this method, revenues are recognized as soon as they are
both measurable and available. Revenues are available when they are collectible 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 are recorded when a liability is incurred, except for principal and interest on general long-term
debt, claims and judgments and compensated absences, which are recognized as expenditures to the extent
they have matured. General capital asset acquisitions are reported as expenditures in governmental funds.

Proceeds of long-term debt and acquisitions under capital leases are reported as other financing sources.

Property taxes, charges for services, and interest associated with the current fiscal period are all considered to
be susceptible to accrual and have been recognized as revenues of the current fiscal period. Only the portion
of special assessments receivable due within 60 days of the end of the current fiscal period is susceptible to
accrual as revenue of the current period. All other revenue items are measurable and available only when
cash is received by the government.

As a general rule, the effect of interfund activity has been eliminated from the government-wide financial
statements. Interfund services provided and used are not eliminated in the process of consolidation.

Amounts reported as program revenues include: 1) charges to members, customers, or applicants for goods,
services, or privileges provided; 2) operating grants and contributions; and 3) capital grants and contributions,
including special assessments. Internally dedicated resources are reported as general revenues rather than as
program revenues. Likewise, general revenues include all taxes.

When both restricted and unrestricted resources are available for use, it is the City’s policy to use restricted
resources first, and then use unrestricted resources as needed.
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City of Santee
Notes to Financial Statements
(Continued)

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — Continued
D) Assets, Liabilities, and Net Position or Equity

Cash and Investments

The City pools cash resources from all funds to facilitate the management of cash and achieve the goal of
obtaining the highest yield with the greatest safety and least risk. The balance in the pooled cash account is
available to meet current operating requirements. Cash in excess of current requirements is invested in various
interest-bearing accounts and other investments for varying terms.

Investments are stated at fair value, the value at which a financial instrument could be exchanged in a current
transaction between willing parties, except for investment contracts that are reported at cost because they are

not transferable, and they have terms that are not affected by changes in market interest rates.

Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the end of
the fiscal year are referred to as either “due to/from other funds” (i.e., the current portion of interfund loans)
or “advances to/from other funds” (i.e., the non-current portion of interfund loans). All other outstanding
balances between funds are reported as “due to/from other funds”.

Advances between funds, as reported in the fund financial statements, are offset by nonspendable fund balance
in applicable governmental funds to indicate that they are not available for appropriation and are not

expendable available financial resources.

Property Tax Calendar

Property taxes attach as an enforceable lien on property as of January 1. Taxes are levied on July 1 and are
payable in two installments, on November 1 and February 1. The County of San Diego, California (County)
bills and collects the property taxes and remits them to the City according to a payment schedule established
by the County. City property tax revenues are recognized when received in cash except at year-end when
they are accrued pursuant to the modified accrual basis of accounting. The City recognizes as revenues at
June 30 available taxes or those collected within 60 days.

The County is permitted by State law to levy taxes at 1% of full market value (at time of purchase) and can
increase the property tax no more than 2% per year. The City receives a share of this basic levy based on

complex formulas.

Inventories and Prepaid Items

Inventory consisting of office supplies, is stated at cost on an average cost basis and is adjusted to reflect
periodic physical counts. These inventories are recorded as expenditures when consumed.

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as prepaid
items under the consumption method in both government-wide and fund financial statements.

Land Held for Resale

Land held for resale is carried at the lower of cost or estimated realizable value.
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City of Santee
Notes to Financial Statements
(Continued)

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — Continued

Capital Assets

Capital assets, which include land, buildings, improvements, equipment, and infrastructure assets (e.g; roads,
bridges, sidewalks, and similar items) are reported in the government-wide financial statements. Capital assets
are defined by the City as assets with an initial, individual cost of more than $5,000 ($25,000 in the case of
infrastructure) and an estimated useful life in excess of 3 years. Such assets are recorded at the lower of actual
historical cost or fair value. Donated capital assets are recorded at estimated acquisition value at the date of
donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
asset lives are not capitalized.

Capital assets are depreciated using the straight-line method over the following estimated useful lives:

Buildings 50 years
System Infrastructure 25 to 50 years
Building Improvements 5 to 25 years
Vehicles 3 to 15 years
Computer Equipment 3 to 10 years
Office Equipment 3 to 7 years

Long-Term Obligations

Long-term obligations reported in the government-wide statements include revenue bonds, notes and loans
payable, claims payable, compensated absences, net pension liability and other post-employment benefits.

Compensated Absences

It is the City’s policy to permit employees to accumulate earned but unused vacation, sick and compensatory
time. The balance of unpaid vacation and compensatory time at June 30, 2017 is recorded as a long-term
liability. For governmental funds, the cost of accumulated vacation and comp time is expected to be paid
from the General Fund.

Vacation pay is payable to employees at the time used or upon termination of employment. Sick leave
accumulated but unused is cumulative from year to year and is payable to employees at the time used, or to a

maximum amount of $6,000 upon non-disability retirement for safety employees only.

The maximum compensation for accumulated vacation and sick leave is as follows:

Vacation Sick Leave
General and Management Employees 600 hours $ -
Safety Employees 768 hours $ 6,000
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City of Santee
Notes to Financial Statements
(Continued)

1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — Continued

E)

Claims and Judgments

The City accounts for material claims and judgments outstanding at year-end. When it is probable that a claim
liability has been incurred at year-end, and the amount of the loss can be reasonably estimated, the City records
the estimated loss net of any insurance coverage under its self-insurance program.

Deferred Outflows/Inflows of Resources

In addition to assets, the statement of net position will sometimes report a separate section for deferred outflows
of resources. This separate financial statement element, deferred outflows of resources, represents a
consumption of net position that applies to a future period(s) and so will not be recognized as an outflow of
resources (expenses/expenditure) until then. The City has two items that qualify for reporting in this category.
The first is related to pensions, which arises only under a full accrual basis of accounting. This includes pension
contributions subsequent to the measurement date of the net pension liability and other amounts, which are
amortized over an actuarially determined period. Accordingly, this item is reported in the government-wide
statement of net position. The second is related to deferred refunding charges, which resulted from the
difference in the carrying value of refunded debts and their reacquisition prices, which is amortized over the
remaining life of the bonds. Accordingly, this item is reported only in the fiduciary funds.

In addition to liabilities, the statement of financial position will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element, deferred inflows of resources,
represents an acquisition of net position that applies to a future period(s) and so will not be recognized as an
inflow of resources (revenue) until that time. The City has two types of deferred inflows of resources. One
item arises only under a modified accrual basis of accounting. Accordingly, the item, unavailable revenue, is
reported only in the governmental funds balance sheet. The governmental funds report unavailable revenues
from intergovernmental revenues. These amounts are deferred and recognized as an inflow of resources in
the period that the amounts become available. The City also has deferred inflows of resources related to
pensions, which arises only under a full accrual basis of accounting. Accordingly, this item (pension related
items), is reported only in the government-wide statement of net position. These amounts are amortized over
an actuarially determined period.

Fair Value Measurements

Certain assets and liabilities are required to be reported at fair value. The fair value framework provides a
hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. The hierarchy gives
the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1
measurements) and the lowest priority to unobservable inputs (Level 3 measurements). The three levels of
fair value hierarchy are described as follows:

Level 1 - Inputs to the valuation methodology are unadjusted quoted prices for identical assets or liabilities in
active markets.

Level 2 - Inputs other than quoted prices included within Level 1 that are observable for the asset or liability,

either directly or indirectly and fair value is determined through the use of models or other valuation
methodologies including:
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F)

G)

H)

Quoted prices for similar assets or liabilities in active markets;

Quoted prices for identical or similar assets or liabilities in markets that are inactive;

Inputs other than quoted prices that are observable for the asset or liability; and

Inputs that are derived principally from or corroborated by observable market data by correlation
or other means.

Level 3 - Inputs to the valuation methodology are unobservable and significant to the fair value measurement.
These unobservable inputs reflect the City’s own assumptions about the inputs market participants would use
in pricing the asset or liability (including assumptions about risk). These unobservable inputs are developed
based on the best information available in the circumstances and may include the City’s own data.

Pensions

For purposes of measuring the net pension liability, deferred outflows and inflows of resources related to
pensions, and pension expense, information about the fiduciary net position and additions to/deductions from
the fiduciary net position have been determined on the same basis as they are reported by the CalPERS
Financial Office. For this purpose, benefit payments (including refunds of employee contributions) are
recognized when currently due and payable in accordance with the benefit terms. Investments are reported at
fair value. CalPERS audited financial statements are publicly available reports that can be obtained at
CalPERS’ website under Forms and Publications.

GASB 68 requires that the reported results must pertain to liability and asset information within certain
defined timeframes. For this report, the following timeframes are used:

Valuation Date (VD) June 30, 2015
Measurement Date (MD) June 30, 2016
Measurement Period (MP) June 30, 2015 to June 30, 2016

Prior Year Comparative Information

Selected information regarding the prior year has been included in the accompanying financial statements.
This information has been included for comparison purposes only and does not represent a complete
presentation in accordance with generally accepted accounting principles. Accordingly, such information
should be read in conjunction with the government’s prior year financial statement, from which this selected
financial data was derived. The City has reclassified certain prior year information to conform to current year
presentation.

Estimates

The preparation of the basic financial statements in conformity with generally accepted accounting principles
in the United States requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements
and the reported changes in net position during the reporting period. Actual results could differ from those
estimates.
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A) Cash and Investments

Cash and investments at June 30, 2017 are classified in the accompanying financial statements as follows:

Cash and Investments $ 33,914,243
Cash and Investments with Fiscal Agent 15
Fiduciary Funds:
Cash and Investments 2,472,506
Cash and Investments with Fiscal Agent 911,092
Total Cash and Investments $ 37297856

Cash and investments as of June 30, 2017 consist of the following:

Cash on Hand $ 7,350
Deposits with Financial Institutions 1,375,798
Investments 35,914,708
Total Cash and Investments $ 37,297,856

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

The following table identifies the investment types that are authorized for the City by the California
Government Code and the City’s investment policy. The table also identifies certain provisions of the
California Government Code (or the City’s investment policy, if 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 trustees that are governed by provisions of debt agreements of the City, rather than the general
provisions of the California Government Code or the City’s investment policy.

Authorized by Maximum Maximum

Investment Maximum Percentage Of  Investment In

Authorized Investment Type Policy Maturity(l) Portfolio'” One Issuer'"
Local Agency Bonds Yes 5 years 30% None
U.S. Treasury Obligations Yes S years None None
Federal Agency Securities Yes 5 years None None
Banker’s Acceptances Yes 180 days 40% 30%
Commercial Paper Yes 270 days 15%? None
Negotiable Certificates of Deposit Yes 5 years 30% None
Repurchase Agreements Yes 90 days 10% None
Reverse Repurchase Agreements No N/A N/A N/A
Medium-Term Notes Yes 5 years 30% None
Mutual Funds Yes N/A 15% 10%
Money Market Mutual Funds Yes N/A 15% 10%
Mortgage Pass-through securities No N/A N/A N/A
County Pooled Investment Funds No N/A N/A N/A
Local Agency Investment Fund (LAIF) Yes N/A None None
California Asset Management Program Yes N/A None None
JP A Pools (Other Investment Pools) No N/A N/A N/A
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(DBased on state law requirements or investment policy requirements, whichever is more restrictive.
@ An additional 15% may be invested in commercial paper if the dollar-weighted average maturity of the
entire amount does not exceed 31 days.

Investments Authorized by Debt Agreements

Investments of debt proceeds held by bond trustees are governed by provisions of the debt agreements,
rather than the general provisions of the California Government Code or the City’s investment policy. The
table below identifies the investment types that are authorized for investment held by bond trustees. The
table also identifies certain provisions of these debt agreements that address interest rate risk, credit risk,
and concentration of credit risk.

Maximum Maximum

Maximum Percentage  Investment In

Authorized Investment Type Maturity Of Portfolio One Issuer
Local Agency Bonds N/A None None
U.S. Treasury Obligations N/A None None
Federal Agency Securities N/A None None
Banker's Acceptances 365 days None None
Commercial Paper 270 days None None
Certificates of Deposit 365 days None None
Repurchase Agreements 365 days None None
Money Market Mutual Funds N/A None None
Local Agency Investment Fund (LAIF) N/A None None
California Asset Management Program N/A None None
Investment Agreements N/A None None

Disclosures Relating to 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 manages its exposure to interest rate risk
is by purchasing a combination of shorter term and longer-term investments and by timing cash flows from
maturities so that a portion of the portfolio is maturing or coming close to maturity evenly over time as
necessary to provide the cash flow and liquidity needed for operations.

Information about the sensitivity of the fair values of the City’s investments (including investments held by

bond trustee) to market interest rate fluctuation is provided by the following table that shows the distribution
of the City’s investments by maturity:
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Remaining Maturity (in Months)

12 Months 13 to 36 37 to 60 More Than
Investment Type Total Or Less Months Months 60 Months
Treasury Securities $ 1,999,195 $ 499,839 $§ 993477 $ 505,879 $ -
Federal Agency Securities 8,742,905 3,243,570 5,499,335 - -
Medium Term Notes 3,693,937 999,282 2,205,441 489,214 -
Local Agency Investment Fund (LAIF) 18,924,568 18,924,568 - - -
California Asset Management Program (CAMP) 148,351 148,351 - - -
Commercial Paper 994,278 994,278 - - -
Certificate of Deposit 500,367 500,367 - - -
Investments with fiscal agent:
Money Market Funds 911,107 911,107 - - -
Total $35,914,708 $§ 26,221,362 §$ 8,698,253 § 995,093 $ -

Disclosures Relating to 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 manages its exposure to credit risk by monitoring the credit rating of its investments.
Presented below is the minimum rating required by (where applicable) the California Government Code,
the City's investment policy, or debt agreements, and the actual rating as of year-end for each investment
type by Standard and Poor’s Investor’s Service.

Minimum Exempt Rating as of Year End
Legal From Not
Investment Type Total Rating Disclosure AAA AA A Rated

Treasury Securities $ 1,999,195 N/A $1,999,195 $ - $ -3 -3 -
Federal Agency Securities 8,742,905 N/A - 7,795,284 947,621 - -
Medium Term Notes 3,693,937 AA - 489214 3,204,723 - -
Local Agency Investment Fund (LAIF) 18,924,568 N/A - - - - 18,924,568
California Asset Management Program (CAMP) 148,351 AAA - 148,351 - - -
Commercial Paper 994,278 N/A - - - 994,278 -
Certificate of Deposit 500,367 N/A - - - 500,367 -
Investments with fiscal agent:

Money Market Funds 911,107 N/A - 911,107 - - -
Total $ 35,914,708 $1,999,195 $9343956 $4,152344 $1494,645 $18,924,568

Concentration of Credit Risk

The City's investment policy limits the percentage holdings with any single issuer to a maximum of 10%
of the City's surplus funds, except for investments in U.S. Treasury Securities, Federal Agency Securities,
CAMP and LAIF. Investments in any one issuer (other than mutual funds or external investment pools)
that represent 5% or more of total City investments are as follows:
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Investment Reported % of Total

Issuer Type Amount Investments
Federal National Mortgage Association Federal Agency § 4,762,025 13.26%
Federal Home Loan Mortgage Corporation Federal Agency 1,994,880 5.55%
Federal Home Loan Bank Federal Agency 1,986,000 5.53%

Custodial Credit Risk

Custodial 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 custodial 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 deposits or investments, other than the following provision for
deposits: The California Government Code requires that a financial institution secure deposits made by state
or local government 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. The City generally manages its exposure to
custodial credit risk by collateralizing deposits and by using an investment custodian other than the broker-
dealer.

Investment in Investment Pools

The City is a voluntary participant in the Local Agency Investment Fund (LAIF) that is regulated by California
Government Code under the oversight of the Treasurer of the State of California. The fair value of the City’s
investment in this pool is reported in the accompanying financial statements at amounts based on the City’s
pro-rata share of the fair value provided by LAIF for the entire LAIF portfolio (in relation to the amortized
cost of that portfolio). The balance available for withdrawal is based on the accounting records maintained
by LAIF.

The City is a voluntary participant in the California Asset Management Program (CAMP), an investment pool
managed by Public Financial Management, Inc. CAMP was established under provisions of the California
Joint Exercise of Powers Act. The fair value of the City's investment in this pool is reported in the
accompanying financial statements at amounts based upon the City's pro-rata share of the fair value provided
by CAMP for the entire CAMP portfolio (in relation to the amortized cost of that portfolio). The balance
available for withdrawal is based on the accounting records maintained by CAMP, which are recorded on an
amortized cost basis.
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B) Fair Value Measurements
The City categorizes certain assets and liabilities within the fair value hierarchy established by generally

accepted accounting principles. The City has the following recurring fair value measurements as of
June 30, 2017:

Fair Value Hierarchy
Investment Type Total Level 1 Level 2 Level 3
Investments measured at fair value
Treasury Securities $ 1,999,195 $ - $ 1,999,195 $ -
Federal Agency Securities 8,742,905 - 8,742,905 -
Medium Term Notes 3,693,937 - 3,693,937 -
Commercial Paper 994,278 - 994,278 -
Negotiable Certificates of Deposit 500,367 - 500,367 -
Total investments measured at fair value 15,930,682 $ - $15,930,682 $ -

Investments not measured at fair value

California Asset Management Program (CAMP) 148,351
Local Agency Investment Fund (LAIF) 18,924,568
Money Market Funds 911,107

Total Investments $ 35,914,708

C) Loans Receivable

The City has made various First Time Home Buyer Loans to individuals with Federal HOME and
CalHome Program funding to assist them in acquiring a single-family residence within the City. These
loans are at various low simple interest rates. Assuming all conditions of the loans are met, accrued and
unpaid interest is forgiven by the City after ten years of owner occupancy. The principal amounts of the
loans are due and payable thirty years from the date of the loan unless the property is sold, rented or
transferred.

The balance of the loans outstanding at June 30, 2017 was $1,418,500.
The loans receivable in the Fiduciary Fund represent those loans issued by the former Community

Development Commission for low and moderate-income housing. The balance of the loans at June 30,
2017, net of an allowance for doubtful accounts is $483,517.
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D) Capital Assets

The following table presents summary information on the changes in governmental funds capital assets for
the year ended June 30, 2017:

Beginning Additions Deletions Transfers Ending
Governmental Activities
Capital assets, not being depreciated:
Land $ 12,198,750 $§ 129,900 $ -3 - §$ 12,328,650
Parks 4,858,872 94,527 - 304,346 5,257,745
Construction in Progress 3,646,969 1,284,625 - (3,243,398) 1,688,196
Total capital assets, not being depreciated 20,704,591 1,509,052 - (2,939,052) 19,274,591
Capital assets, being depreciated:
Buildings & Improvements 20,470,545 108,457 - - 20,579,002
Improvements other than buildings 6,991,373 762,602 - 19,686 7,773,661
Equipment 10,000,173 1,236,887 (20,278) 7,614 11,224,396
Vehicles 5,601,950 2,198,681 (1,090,909) - 6,709,722
Infrastructure 259,436,177 2,466,189 (1,076,209) 2,911,752 263,737,909

Total capital assets, being depreciated 302,500,218 6,772,816 (2,187,396) 2,939,052 310,024,690

Less accumulated depreciation for:

Buildings & Improvements (8,208,415) (669,136) - - (8,877,551)
Improvements other than buildings (2,323,688) (463,708) - - (2,787,396)
Equipment (4,483,467) (559,332) 20,278 - (5,022,521)
Vehicles (3,914,184) (446,774) 1,090,909 - (3,270,049)
Infrastructure (115,054,632)  (6,255,120) 803,486 - (120,506,266)
Total accumulated depreciation (133,984,386)  (8,394,070) 1,914,673 - (140,463,783)
Total capital assets, being depreciated, net 168,515,832 (1,621,254) (272,723) 2,939,052 169,560,907
Governmental activities capital assets, net $189,220,423 $ (112,202) § (272,723) § - $ 188,835,498

Depreciation expense was charged to the governmental activities as follows:

General Government $ 183,969
Public Safety 531,642
Public Works 6,460,089
Parks & Recreation 1,218,370
Total Governmental Activities

Depreciation Expense $ 8,394,070
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E) Interfund Receivables, Payables and Transfers

These balances resulted from short-term loans between funds to meet temporary cash flow requirements
during the fiscal year.

Transfers In Transfers Out
Capital Projects General Fund § 41,833
General Fund Non-Major Governmental Funds 31,376
Capital Projects Non-Major Governmental Funds 5,878,953
Nonmajor Governmental Funds Non-Major Governmental Funds 161,885
Total $ 6,114,047

Transfers are recorded to reflect the reimbursement of expenditures incurred in one fund with resources
required to be recorded in other funds when received. Most of the transfers above were made related to
funding various capital projects.

F) Long-term Liabilities

Changes in Long-term Liabilities

Long-term liability activity for the governmental activities for the year ended June 30, 2017 was as follows:

Beginning Ending Due Within
Balance Additions Deletions Balance One Year

Governmental Activities:
Bonds Payable $ 555000 $ - § 180,000 $ 375000 $ 185,000
Notes and Loans Payable 11,292,946 - 648,146 10,644,800 666,339
Capital Lease Payable 2,458,347 - 373,137 2,085,210 343,886
Claims and Judgments 1,329,982 741,789 583,777 1,487,994 360,550
Compensated Absences 1,136,269 1,054,129 994,697 1,195,701 896,776
OPEB Opbligation (Note 3C) 193,717 330,444 188,513 335,648 -
Net Pension Liability (Note 3B) 26,520,484 9,955,692 1,520,184 34,955,992 -
Premiums on Long-term Debt 1,157,513 - 69,210 1,088,303 69,210
Total $44,644258 $12,082,054 $ 4,557,664 $52,168,648 $ 2,521,761

Lease Revenue Bonds

On January 25, 2005, the Santee Public Financing Authority issued 2005 Lease Revenue Bonds (Bonds) in
the amount of $2,180,000. The Bonds are capital-related debt, and were issued for the purpose of refunding
$2,065,000 of outstanding 1993 Revenue Bonds issued by the Santee Public Financing Authority and to
finance improvements to City Hall.

The Bonds are special obligations of the Authority payable from revenues consisting primarily of lease

payments to be made by the City to the Authority pursuant to a lease agreement for the right to use and
occupy City Hall facilities.
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The Lease Revenue Bonds consist of $2,180,000 of serial bonds that accrue interest at rates between 3.000%
and 3.875% and mature between February 1, 2006 and February 1, 2019. The City has purchased a surety
bond to satisfy the reserve requirements.
Lease Revenue Bonds outstanding at June 30, 2017 were $375,000.

Annual debt service requirements to maturity for the Lease Revenue Bonds are as follows:

Year Ending  Governmental Activities

June 30, Principal Interest
2018 $ 185,000 $ 14,300
2019 190,000 7,363

Total $ 375,000 $ 21,663

Notes and Loans Payable

On November 17, 2010, the City entered into an agreement with the San Diego Association of Governments
(SANDAG) under which the City borrowed $8,450,000 through the TransNet debt financing program.
Under the agreement, the City is responsible for its proportionate share of SANDAG’s bond issuance costs,
annual debt service and administrative costs through the maturity date of the note in fiscal year ending
2030. Interest on the note is 3.116%. The repayment of debt is the first priority on the use of the City’s
annual TransNet revenues. As of June 30, 2017, the City’s total debt outstanding on this note was
$5,773,874.

Annual debt service requirements to maturity on this debt at June 30, 2017 are as follows:

Year Ending  Governmental Activities

June 30, Principal Interest
2018 $ 354232 § 235905
2019 369,253 221,736
2020 384,139 206,966
2021 398,750 191,600
2022 415,000 175,650

2023-2027 2,343,750 613,463
2028-2032 1,508,750 116,600
Total $ 5773874 § 1,761,920

Revenues Pledged - The City has pledged a portion of TransNet revenues to repay a note payable to
SANDAG. The note payable is secured solely by the TransNet revenues. Total principal and interest
remaining on the note payable is $7,535,794 payable through fiscal year 2030. For the current year,
principal and interest paid by the TransNet revenues were $343,538 and $248,977, respectively.
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On November 17, 2011 the City received a $1,400,000 Section 108 loan from the U.S. Department of
Housing and Urban Development. The loan is secured by a pledge of future Community Development
Block Grant revenues. The City has also established a debt service reserve fund that is required to be
maintained at a minimum amount of 125% of the outstanding principal balance of the loan. The loan will
be repaid over a 10-year period with level principal payments plus interest at varying amounts.

Annual debt service requirements to maturity on this debt at June 30, 2017 are as follows:

Year Ending  Governmental Activities

June 30, Principal Interest
2018 $ 140,000 $ 13,440
2019 140,000 11,123
2020 140,000 8,449
2021 140,000 5,299
2022 140,000 1,792

Total $ 700,000 $ 40,103

In November 2012, the City entered into an “On-Bill Financing Loan agreement” with the San Diego Gas
& Electric Company (SDG&E) whereby SDG&E provided no interest loan funding to the City to facilitate
the purchase and installation of energy efficiency and demand reduction measures. The loan term to
maturity is 83 months and is repaid monthly on the City’s SDG&E utility bills.

The monthly savings from the energy efficiency upgrades is estimated to be approximately $663 and the
monthly loan payment to maturity is $592. Imputed interest on the loan is immaterial and has not been

included in these financial statements. The total loan balance outstanding at June 30, 2017 is $17,176.

Annual loan payments to maturity are as follows:

Year Ending
June 30, Principal
2018 $ 7,107
2019 7,107
2020 2,962
Total $ 17,176

On September 10, 2014, the City entered into an agreement with the San Diego Association of Governments
(SANDAG) under which the City borrowed $4,500,000 through the TransNet debt financing program.
Under the agreement, the City is responsible for its proportionate share of SANDAG’s bond issuance costs,
annual debt service and administrative costs through the maturity date of the note in fiscal year ending
2034. Interest on the note is 3.851%. The repayment of debt is the first priority on the use of the City’s
annual TransNet revenues. As of June 30, 2017, the City’s total debt outstanding on this note was
$4,153,750.
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Annual debt service requirements to maturity on this debt at June 30, 2017 are as follows:

Year Ending  Governmental Activities

June 30, Principal Interest
2018 $ 165,000