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City of

I{IG Inc. 1987

January 12, 2016

To the Honorable Mayor, Members of the City Council and the Citizens of Highland:

State law requires that every general-purpose local government publish within six months
of the close of each fiscal year a complete set of audited financial statements. This report
is published to fulfill that requirement for the fiscal year ended June 30, 2015.

Management assumes full responsibility for the completeness and reliability of the
information contained in this report, based upon a comprehensive framework of internal
control that it has established for this purpose. Because the cost of internal control should
not exceed anticipated benefits, the objective is to provide reasonable, rather than an
absolute assurance that the financial statements are free of any material misstatements.

White Nelson Diehl Evans LLP, a firm of certified public accountants, have issued an
unmodified (“clean’) opinion on the City of Highland’s financial statements for the year
ended June 30, 2015. The independent auditor’s report is located in the front of the
financial section of this report.

Management’s Discussion and Analysis (MD&A) immediately follows the independent
auditor’s report and provides a narrative introduction, overview, and analysis of the basic
financial statements. Management’s Discussion and Analysis complements this letter of
transmittal and should be read in conjunction with it.

Profile of the Government

The City of Highland was incorporated on November 24, 1987 and is located at the
foothills of the San Bernardino Mountains in the heart of the Inland Empire. San
Bernardino County along with Riverside County makes up the Inland Empire, one of the
largest regions in the United States. Highland has a current population of 54,332 people
and is approximately 18 square miles. The City of Highland is empowered by statute to
extend its corporate limits by annexation, which it has done from time to time. In
October 2000, Highland completed annexation of 3,200 acres in the City’s southeast area.
With this annexation, Highland increased its boundaries by approximately 33%. This
territory currently consists mainly of undeveloped land.

Lewis Operating Corporation and Orange County are currently processing entitlements
for this area. Once the entitlements are approved, mass grading could start immediately.
Development can begin once the mass grading is finished. This is expected in the next
few years.

Mayor Mayor Pro Tem City Council City Council City Council City Manager
Larry McCallon Penny Lilburn Sam J. Racadio Jody Scott John P. Timmer Joseph A. Hughes
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The City operates under the council-manager form of government. The City Council
consists of five members. The mayor and mayor pro tem are selected annually. As the
legislative body for the City, the Council is responsible for adopting ordinances and
resolutions, adopting the budget, setting fees, appointing committees, hiring the City
Manager, providing policy direction to staff as well as various other duties. The citizens
of Highland elect council members at large every two years. The City Manager is
responsible for carrying out the policies and direction of the Council along with
overseeing the daily operations of the City.

The City Council also has an additional role as Board Members for the Successor Agency
to the Redevelopment Agency (SARDA), the Highland Public Financing Authority
(HPFA) and the Highland Housing Authority. As SARDA Board Members, they direct
all the activity within the project area of the former Redevelopment Agency, as the
former RDA is dissolved. The HPFA did not have any activity during the year. As
Board members of the Housing Authority (HA), they direct housing activities that used to
be handled by the former RDA Board and the Low and Moderate Income Housing fund.

The City of Highland provides a full range of services. These services include, but are
not limited to: police protection, fire suppression, paramedic services, animal control and
licensing, the construction and maintenance of streets and infrastructure, planning and
zoning, building and safety, engineering and inspection, code enforcement and general
administration. Other services that are within the City boundaries are provided by: San
Bernardino County, San Bernardino Valley Water Conservation, San Bernardino Unified
School District, Redlands Unified School District, The YMCA of the East Valley and
East Valley Water District.

The biennial budget serves as the foundation for the City’s financial planning and control.
As part of each budget year, goals and objectives of the City Council are incorporated
into departmental goals and objectives for staff. This process is referred to as the Work
Program. The main purpose of the Work Program is to identify goals, programs and
projects to be completed. The Work Program is then used when preparing the budget so
these projects can be funded. Some of the major programs needed to meet citizen’s needs
this past year were: Initiate construction of the new Fire Station No. 1, finalize the
construction of the infrastructure in the golden triangle, develop Orange County/Lewis
Operating Corporation specific plan, complete construction of Greenspot Road bridge
and complete the preliminary engineering for the Base Line interchange project; in
addition to many capital projects that were approved through the Work Program that are
too numerous to list.

The Council is required to hold public hearings on the proposed budget and to adopt a
final budget by no later than June 30, the close of the City’s fiscal year. The appropriated
budget is prepared by fund and department. Department heads may make transfers of
appropriations within a department. Transfers of appropriations between departments,
however, require the special 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 and major special
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revenue funds, this comparison is presented as part of the required supplementary
information in the accompanying financial statements. For governmental funds that have
appropriated annual budgets, other than the general fund, major special revenue funds,
-major capital project funds and major debt service funds, this comparison is presented in
the supplementary section of the accompanying financial statements.

In addition, the City maintains budgetary controls. The objective of these budgetary
controls is to ensure compliance with legal provisions embodied in the annual
appropriated budget approved by the City's governing body. Annual budgets are adopted
for the general fund, special revenue funds, capital projects funds, debt service funds and
internal service funds. A midyear budget review process (usually by the City Manager
and Director of Administrative Services) is conducted to evaluate where the City stands
at half year. A five-year financial plan is adopted for capital projects in addition to the
annual appropriated budgets. Every year the capital improvement plan is updated and
changed if needed. The level of budgetary control (the level at which expenditures cannot
legally exceed the appropriated amount) is established by departments within an
individual fund. The City also maintains an encumbrance accounting system as one
technique of accomplishing budgetary control. Although encumbered amounts do lapse
at year-end, they generally are re-appropriated as part of the following year's budget.

Local economy

Highland has seen revenue sources stabilize or even increase in 2014/2015. Although
property taxes (not including the additional amounts from the former RDA) did
marginally increase, Highland is still feeling the effect of the State stealing an additional
local revenue source, vehicle license fees. Other revenues such as charges for services
decreased while the extraction tax, transient occupancy tax, franchise fees and sale & use
tax increased. Intergovernmental revenue saw a slight decrease. Because of declining
interest rates, investment income was down. With expenditures increasing at a higher
rate than revenues over the last few years, it was the efficient and careful watch of these
expenditures that made it possible for the general fund to be balanced in 2014/2015.
Although Highland does have a “rainy day” fund, we have never had to use it.

In adopting the 2013/2015 biennial budget, the City had to take into consideration that
expenditures were continuing to increase at a higher rate than revenues. As a result,
budgeted property taxes in the general fund and fire department fund for 2013/2014 and
2014/2015 were budgeted at a slightly higher amount that was received in 2012/2013.
This was to compensate for the increase in the Police and Fire costs. Both the General
Fund and Fire Department funds are balanced.

Highland has been able to maintain a balanced general fund budget without layoffs, pay
reductions, furloughs or a reduction in services. Highland is mainly a residential
community and as a result, the City’s second highest revenue source is property taxes.
The City has a light industrial and manufacturing area in town with many small retail
shops and three large plazas. These plazas supply the City with jobs and sales tax
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revenues. This light manufacturing and industrial base adds to a stabile unemployment
rate in Highland.

For the future, there are a number of projects that hold economic development potential
for the community. Primarily, a commercial development located on Greenspot Road,
east of SR-210, referred to as the “Golden Triangle.” Recently, Lowe’s, Staples, In-N-
Out and Chevron opened in this area on the south side of Greenspot. Road. The City
continues to work with developers for the north side of Greenspot Road. Meanwhile, the
City has spent $18M on improving Greenspot Road.

It is also anticipated that in the next few years, the newly annexed area on the east side of
Highland will be developed.

Opening this past year in Highland is Family Dollar. They are located in the Town
Center on Base Line west of SR-210. CVS Pharmacy and a Baker’s have already opened
in this area. Family Dollar is also considering opening an additional store near Base
Line/Victoria Avenue. Also opening this last year was Dick’s BBQ in the Golden
Triangle. It is estimated that the revenues that these projects will bring in may be offset
by an on-going increase in services required by existing programs.

Long-term financial planning

When the City incorporated in 1987, the Local Agency Formation Commission’s
(LAFCO) analysis stated, “The proposed City of Highland does not appear financially
feasible.” In addition, the Christensen & Wallace Incorporation feasibility study stated
“The preceding analysis ...of the community of Highland leads to the conclusion that with
the current economic base, incorporation is best at marginal.”

Today, Highland is one of the most fiscally healthy cities in the Inland Empire, if not the
entire State. This was accomplished by being extremely conservative in expenditures
over the last twenty-seven years. While many cities rely on sales tax as a primary
revenue source, Highland has relied on the vehicle license fees and property tax as the
major revenue sources. Highland’s sales tax earning potential was reduced in 1987 when
the City of San Bernardino annexed Highland’s potential sales tax areas prior to
Highland’s incorporation. As part of the long-term financial planning process, Highland
continues to work on developing marketing plans on Base Line, Greenspot Road and
Fifth Street, the major thoroughfares through the city. With SR-210 running through the
center of the City and having Base Line, Greenspot Road and Fifth Street intersecting
SR-210, the development of these corridors is vital to the increase of a sales tax base in
Highland.

As always, the key goals will be to maintain a sound fiscal base, insure proper public
facilities and infrastructure for current and future generations, assure proper level of
public safety and health for the community, enhance the image and identity of the City
and insure a high level of human resources and relations for staff, commissions and
citizens.
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As demonstrated by the statements and schedules included in this report, the City
continues to meet its responsibility for sound financial management. Since the City
incorporated, a commitment was made to a pay-as-you-go philosophy. The City’s
general fund has no debt and Highland’s other funds can use reserves to pay for many of
the capital projects rather than placing a debt on future generations.

Relevant financial policies

Prior to the passage in November 2004 of Proposition 1A, which protects local
government revenues from State raids, the State historically took funds away from local
governments without paying them back. This was accomplished through what the State
calls the ERAF (Educational Revenue Augmentation Fund) shift. Through the ERAF
shift, the State takes property tax dollars from local governments and “shifts” them to
education to fulfill their obligation of school funding. In short, the State balances their
budget by taking funds from local governments.

Before Proposition 1A passed, the City of Highland annually paid since 1992
approximately $301,433 into the State’s ERAF fund. Although Proposition 1A was
approved by the voters, the cities will continue to pay these funds taken by the State.

For fiscal years 2004/2005 & 2005/2006, the State enacted ERAF III, which essentially
doubled Highland’s current amount paid to the ERAF fund.  For these two fiscal years,
the State took an additional $302,000 each year and placed it in the ERAF fund. These
amounts will not be paid back, but Proposition 1A ensured that if funds are ever taken
again, they must be repaid. However, as stated earlier, the $301,433 taken as part of the
original ERAF will still be taken annually by the State and never paid back.

An additional part of ERAF III was the RDA portion. The effect on the Highland RDA
for fiscal years 2004/2005 & 2005/2006 was $242,800, for each fiscal year.

In 2008/2009, the State tried to take $654,507 from the Highland RDA. With help from
the California Redevelopment Association (CRA), the State was sued and lost. However,
for 2009/2010 & 2010/2011, the State approved SERAF (Supplemental Educational
Revenue Augmentation Fund), an additional one-time taking from redevelopment
agencies of $1.7B in 2009/2010 and $.35B in 2010/2011 for a total of $2.05B over two
years. Once again, the redevelopment agencies sued the State, but this time lost. The
amount taken from the Highland RDA in 2009/2010 was $3,182,076. The amount taken
in 2010/2011 was $654,507.

For fiscal years 2011/2012 and beyond, the State passed AB 1X 26 which eliminated
redevelopment agencies. However, the State then passed AB 1X 27 which included the
payment of a ransom if a community wanted to keep its redevelopment agency.
Basically the State would eliminate a redevelopment agency and take all of its assets
(land, cash, etc.) if the City did not elect to pay this ransom. These bills included
language that the ransom would have to be paid by the city and reimbursed by the
agency. This was yet another attempt by the State to steal money from local governments



to balance their budgets. Highland’s share of this extortion was estimated to be
$2,731,486 in 2011/2012 and an annual payment thereafter of approximately $655,000.
The CRA once again sued the State and the State Supreme Court held in favor of the
State for AB 1X 26, but not on AB 1X 27. This meant that over 400 redevelopment
agencies throughout the State would be dissolved, and have been. Taken from Highland
was the best economic tool to help jobs and businesses grow in our community. The
funds taken from Highland would be used to offset the State’s responsibilities to the local
taxing agencies. The State’s taking of local funds as a temporary bandage to solve their
annual budget problems is not a long term solution and will continue to have long lasting
effects on local governments.

Since the dissolution of the former RDA, Highland has started to rebound. This was
accomplished by the General Fund taking on an additional $755,000 per year in expenses
that was previously paid by the RDA. The City is still working with the Department of
Finance (DOF) in getting repaid $1.9M in outstanding loans. The two loans of $1.3M
and $600,000 were loaned to the RDA in 1997 and 1998, in good faith. It was the full
intention of the City for these loans to be repaid someday.

Awards and Acknowledgments

The Government Finance Officers Association (GFOA) of the United States and Canada
awarded the Distinguished Budget Presentation Award to the City for the fiscal years of
2013-2015. This budget award is the highest form of recognition a City can receive in
governmental budgeting. This was the twenty-third year that the City has received this
distinguished award. Also, the City received the California Society of Municipal Finance
Officers (CSMFO) award for Excellence in Operational Budgeting for fiscal years 2013-
2015. The City has received this award from CSMFO every year since first applying for
it in 1991-1992. The City will apply for these same awards for the 2015-2017 biennial
budget next year.

Both awards are for two years and recipients must meet very strict criteria. The budget
document has to serve as a policy document, an operation guide, a financial plan and a
communications device; therefore it is a significant City achievement.

The GFOA also awarded a Certificate of Achievement for Excellence in Financial
Reporting to the City for the fiscal year ended June 30, 2014 for its comprehensive
annual financial report. This award is the highest form of recognition for excellence in
state and local government financial reporting. This was the twenty-fifth consecutive
year that the City has received such recognition. Nine years ago, the CSMFO ruled that
if an organization applies for the GFOA (national) award, it would not be eligible for the
CSMFO (state) award. Therefore, last year, the City did not apply for the CSMFO
Outstanding Financial Reporting award for June 30, 2014. The City had received this
award every year since first applying for it in 1990-1991.  The City will only be able to
apply for the GFOA Certificate of Achievement award from now on.
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In order to be awarded a Certificate of Achievement, the City must publish an easily
readable and efficiently organized comprehensive annual financial report, whose contents
conform to program standards. This report must satisfy both generally accepted
accounting principles and applicable legal requirements.

This achievement is valid for a period of one year only. I believe the current report
continues to conform to the Certificate of Achievement program requirements and I am
submitting it to the GFOA.

I would like to thank Finance/Personnel Subcommittee members John Timmer and Sam
Racadio for their direction in the preparation of this report. I would also like to thank the
entire City Council for carrying out their continued responsibility as stewards of
Highland’s finances. Highland’s fiscal health would not be where it is without this. In
conclusion, I would like to thank City Manager, Joe Hughes. Joe continues to
demonstrate high standards of leadership, financial management and professionalism,
which is also critical to Highland’s fiscal health.

Respectfully submitted,

Chuck Dantuono
Director of Administrative
Services/City Treasurer
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WHITENELSON\DIEHL EVANS LLP

Certified Public Accountants ScConsultants

INDEPENDENT AUDITORS’ REPORT

To the Honorable Mayor and
Members of the City Council

City of Highland

Highland, California

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 Highland (the City), as of and for
the year ended June 30, 2015, 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.

Auditors’ 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 auditors’ 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 auditors consider 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.

-1-
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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 as of June 30, 2015, and the respective changes in financial
position and, where applicable, cash flows thereof for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Emphasis of Matter

As discussed in Note 16 to the financial statements, the beginning balance of the net position of the
governmental activities was restated. Our opinions are not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis, the schedule of proportionate share of the net pension liability,
the schedule of contributions - defined benefit pension plan, the schedule of funding progress - other
post-employment benefits and budgetary comparison schedules, identified as Required Supplementary
Information (RSI) in the accompanying table of contents, 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 RSI 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 RSI 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’s basic financial statements. The introductory section, supplementary
information and statistical section are presented for purposes of additional analysis and are not a
required part of the basic financial statements.



Other Matters (Continued)
Other Information (Continued)

The supplementary information is the responsibility of management and was derived from and relate
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 supplementary information is fairly stated, in all material respects, in relation to the basic financial
statements as a whole.

The introductory section and 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 them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 12, 2015, on our consideration of the City of Highland 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
the City of Highland’s internal control over financial reporting and compliance.

Irvine, California
December 12, 2015






MANAGEMENT’S DISCUSSION AND ANALYSIS

The following discussion and analysis of the financial performance of the City of Highland
provides an overview of the City’s financial activities for the fiscal year ended June 30, 2015.
Please read it in conjunction with the transmittal letter and financial statements identified in the
accompanying table of contents.

Using the Accompanying Financial Statements

This annual report consists of a series of financial statements. The Statement of Net Position and
the Statement of Activities provide information about the activities of the City as a whole and
present a longer-term view of the City’s finances. Also included in the accompanying report are
fund financial statements. For governmental activities, the fund financial statements tell how
these services were financed in the short term as well as what remains for future spending. Fund
financial statements also report the City’s operations in more detail than the government-wide
statements by providing information about the city’s most significant funds. The remaining
statements provide financial information about activities for which the City acts solely as a
trustee or agent for the benefit of those outside of the government.

OVERVIEW OF THE FINANCIAL STATEMENTS

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

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

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

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

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

e Fiduciary fund statements provide information about the fiduciary relationships — like
the agency funds of the City — in which the city acts solely as agent or trustee for the
benefit of others, to whom the resources in question belong.

The financial statements also include nofes that explain some of the information in the financial
statements and provide more detailed data. The statements are followed by a section of required
supplementary information that provided additional financial and budgetary information.

Figure A-1 summarizes the major features of the City’s financial statements, including the
portion of the city government they cover and the types of information they contain.



The remainder of this overview section of management’s discussion and analysis explains the
structure and contents of each of the statements.

Figure A-1

Major Features of the City’s Government-wide and Fund Financial Statements

Scope

Required financial
statements

Accounting basis
and measurement
focus

Type of asset/
liability information

Type of inflow/
outflow information

Government-wide
Statements

Fund Statements

Governmental Funds

Proprietary Funds

Fiduciary Funds

Entire City
government (except
fiduciary funds) and
the City’s
component units

e Statement of net
position

e Statement of
activities

Accrual accounting
and economic
resources focus

All assets and
liabilities, both
financial and capital,
and short-term and
long-term

All revenues and
expenses during
year, regardless of
when cash is
received or paid

The activities of the
City that are not
proprietary or
fiduciary

e Balance sheet

e  Statement of
revenues,
expenditures
and changes in
fund balances

Modified accrual
accounting and
current financial
resources focus

Only assets expected
to be used up and
liabilities that come
due during the year
or soon thereafter;
no capital assets or
long-term debt
included

Revenues for which
cash is received
during or soon after
the end of the year;
expenditures when
goods or services
have been received
and payment is due
during the year or
soon thereafter

Activities the City
operates similar to
private businesses

e  Statement of net
position

e  Statement of
revenues,
expenses and
changes in net
position

e Statement of
cash flows

Accrual accounting
and economic
resources focus

All assets and
liabilities, both
financial and capital,
and short-term and
long-term

All revenues and
expenses during the
year, regardless of
when cash is
received or paid

Instances in which
the City is the trustee
or agent for someone
else’s resources

e  Statement of
fiduciary net
position

e  Statement of
changes in
fiduciary net
position

Accrual accounting
and economic
resources focus

All assets and
liabilities, both
short-term and long-
term; the City’s
fiduciary funds do
not currently contain
capital assets.

All revenues and
expenses during
year, regardless of
when cash is
received or paid.



Reporting the City as a Whole

The accompanying government-wide financial statements include two statements that present
financial data for the city as a whole. One of the most important questions asked about the
City’s finances is, “Is the City as a whole better off or worse off as a result of the year’s
activities?” The Statement of Net Position and the Statement of Activities report information
about the City as a whole and about its activities in a way that helps answer this question. These
statements include all assets and liabilities using the accrual basis of accounting, which is
similar to the accounting used by most private-sector companies. All of the current year’s
revenues and expenses are taken into account regardless of when cash is received or paid.

These two statements report the City’s net position and changes in them. You can think of the
City’s net position — the difference between assets & deferred outflows of resources and
liabilities & deferred inflows of resources — as one way to measure the City’s financial health, or
financial position. Over time, increases and decreases in the City’s net position are one indicator
of whether its financial health is improving or deteriorating. You will need to consider other
nonfinancial factors, however, such as changes in the City’s property tax base, sales tax base and
the condition of the City’s roads, to assess the overall health of the city.

The Statement of Net Position and the Statement of Activities:

e Governmental activities — Most of the City’s basic services are reported here such as general
government, community development, public safety and highways & streets. Sales taxes,
property taxes, state subventions, charges for services and other revenues finance most of
these activities.

Reporting the City’s Most Significant Funds

The fund financial statements provide detailed information about the City’s most significant
funds — not the City as a whole. Some funds are required to be established by state law or by
bond covenants. However, City Council establishes many other funds to help it control and
manage money for particular purposes or to show that it is meeting administrative
responsibilities for using certain taxes, grants, or other money (like grants received). The City’s
two kinds of funds — governmental and proprietary — use different accounting approaches.

e Governmental funds — Most of the City’s basic services are reported in governmental funds,
which focus on how money flows into and out of those funds and the balances left at year
end that are available for spending. These funds are reported using an accounting method
called modified accrual accounting, which measures cash and all other current financial
assets that can readily be converted to cash. The governmental fund statements provide a
detailed short-term view of the City’s general government operations and the basic services it
provides. Governmental fund information helps you determine whether there are more or
fewer financial resources that can be spent in the near future to finance the City’s programs.
We describe the relationship or differences between governmental activities (reported in the
Statement of Net Position and the Statement of Activities) and govermmental funds in
reconciliation at the bottom of the fund financial statements.

e Proprietary funds — When the City charges customers for the services it provides — whether
to outside customers or to other units of the City — these services are generally reported in
proprietary funds. Proprietary funds are reported in the same way that all activities are
reported in the Statement of Net Position and the Statement of Activities. The City does not
have any enterprise funds (a component of proprietary funds). Enterprise funds are the same
as the business-type activities and would be reported in the government-wide statements but
would provide more detail and additional information, such as cash flows, for proprietary
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funds. The City does use internal service funds (the other component of proprietary funds) to
report activities that provide supplies and services for the City’s other programs and
activities.

Reporting the City’s Fiduciary Responsibilities

The City is an agent for certain assets held for, and under the control of, other organizations and
individuals. All of the City’s fiduciary activities are reported in a separate Statement of Fiduciary
Assets. We exclude these activities from the City’s other financial statements because the City
cannot use these assets to finance its operations. The City is responsible for ensuring that the
assets reported in these funds are used for their intended purposes. Currently, these funds consist
of the two Community Facilities Districts and the Successor Agency to the City of Highland
Redevelopment Agency Private Purpose Trust Fund.

GOVERNMENT-WIDE FINANCIAL STATEMENTS

A summary of the government-wide statement of net position follows:

Net Position
June 30, 2015

Governmental Activities

2015 2014 (as restated)

Current and other assets 52,886,649 55,165,466
Capital assets, net 215,639,035 209,133,022
Total assets 268,525,684 264,298,488
Deferred Outflows of Resources 418,087 363,682
Long-term liabilities 4,041,656 4,829,641
Other liabilities 2,816,608 3.921.395
Total liabilities 6,858,264 8,751,036
Deferred Inflows of Resources 796,561 -
Net position:

Net Investment in capital assets 215,639,035 209,133,022

Restricted 36,329,464 35,679,537

Unrestricted 9,320,447 11.098.575
Total net position $261,288,946 $255,911,134

The largest portion of the City’s net position (82.5%) reflects its investments in capital assets
(i.e. land, buildings, infrastructure, etc.); less any related debt used to acquire those assets that is
still outstanding. The City uses these assets to provide services to its citizens; consequently,
these assets are not available for future spending.

Restricted net position (13.9%) represents resources that are subject to external restrictions on

how they may be used. Examples of restricted net position would be funds for gas tax,
development impact fees, assessment districts and other special revenue funds.
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Unrestricted net position (3.6%) can be used to finance day-to-day operations without constraints
established by debt covenants, enabling legislation, or other legal requirements. An example of
unrestricted net position would be the general fund.

A summary of the government-wide statement of activities follows:

Changes in Net Position
June 30, 2015
Governmental Activities

2015 201
Program Revenues:
Charges for services 5,485,215 5,773,324
Operating contributions & grants 4,464,421 7,901,021
Capital contributions & grants 11,931,594 17,151,933
Total Program Revenues 21,881,230 30,826,749
General Revenues:
Property taxes 8,568,219 8,188,274
Sales & use tax 1,682,344 1,639,446
Transient occupancy tax 264,628 249,722
Franchise fees 1,561,126 1,500,203
Business license tax 344,282 253,690
Other 14,362 47,160
Investment income 987,829 48,567
Miscellaneous 1,403,154 1,004,511
Total General Revenues 14,825,944 12,931,573
Total revenues 36,707,174 43,757,851
Expenses:
General government 6,693,784 7,288,603
Highways & streets 12,304,340 13,352,100
Public safety 12,331,238 11,800,508
Total expenses 31,329,362 32,441,211
Change in net position 5,377,812 11,316,640
Restatement of Capital Assets (note 16) - 3,746,577
Restatement of depreciation (note 16) - (3,859,190)
Extraordinary Item-Repayment of Advance - (946,087)
Implementation of GASB 68 & 71 (note 16) - (3,513,889)
Change in net position 5,377,812 6,744,051
Beginning net position 255,911,134 249,167,083
Ending net position 261,288,946 255,911,134

The increase or decrease in net position can provide an indication as to whether the overall
financial position of the city improved or deteriorated during the year. The net position of the
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City’s governmental activities increased by 2.0% ($255.9M compared to $261.3M). The net
position (financial position) of the City changed as a result of the revenue and expense
fluctuations described below.

The decrease in total program revenues above is due to grants (operating grants & capital grants)
not being utilized in 2014/2015 as much as we did in 2013/2014. The primary reduction was in
the form of capital grants, mainly for infrastructure. The use of grants whether operating or
capital will fluctuate from year to year. General revenues increased because of the repayment of
interest of the former RDA loan ($946,087) and all of the tax categories increasing marginally.

Overall expenses in general government decreased as a result of all of the departments in the
general fund and other funds, watching their administrative expenses. Expenses in Highways &
Streets decreased as a result of grant activity-primarily because of the HBP grant discussed
above for Greenspot Road Bridge. Public Safety expenses increased primarily due to the
increase in contracts for the Sheriff’s Department for police services and Cal-Fire for fire
suppression and paramedic services. With the elimination of the RDA, there should be no
expenses for Interest and Fiscal Charges because the City has no debt.

The change in net position before applying Extraordinary Items and Restated Items is a result of
the situations discussed above.

For the reasons stated above, the City’s net position increased by $5.4M ($255.9M to $261.3M).

Governmental Activities

Revenues by Source

2014/2015 % 2013/2014 %

Charges for services 5,485,215 14.9% 5,773,324 13.2%
Operating contributions & grants 4,464,421 12.2% 7,901,021 18.1%
Capital contributions & grants 11,931,594 32.5% 17,151,933 39.2%
Property taxes 8,568,219 23.3% 8,188,274 18.7%
Sales & use tax 1,682,344 4.6% 1,639,446 3.7%
Transient occupancy tax 264,628 0.7% 249,722 0.6%
Franchise fees 1,561,126 4.3% 1,500,203 3.4%
Business license tax 344,282 0.9% 253,690 0.6%
Other 14,362 0.1% 47,160 0.1%
Investment income 987,829 2.7% 48,567 0.1%
Miscellaneous 1,403,154 3.8% 1,004,511 2.3%
Total Revenues $36,707,174 100.0% $43,757,851 100.0%

Expenses by Function

2014/2015 % 2013/2014 %

General government 6,693,784 21.4% 7,288,603 22.5%

Highways & streets 12,304,340 39.3% 13,352,100 41.2%

Public safety 12,331,238 39.4% 11,800,508 36.4%

Total Expenses $31,329,362  100.0% $32,441,211 100.0%
MAJOR FUNDS

As noted earlier, the City uses fund accounting to provide proper financial management of the
City’s resources and to demonstrate compliance with finance-related legal requirements.
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Major Governmental Funds

The General Fund is the chief operating fund of the City. At the end of the current fiscal year,
the total fund balance of the general fund was $8,482,611. The total fund balance is broken
down into two categories, Nonspendable and Spendable. Spendable is then broken down into
three sub-categories; Restricted, Assigned and Unassigned. Nonspendable is just that, it cannot
be spent because it is not in a spendable form, such as inventory. Restricted means there have
been restrictions placed on how these funds can be used (similar to the “reserved” term we used
to use). Committed means the City Council has committed these funds for a specific project or
intent. And lastly, Assigned means the City Council has given permission to the City Manager
to assign funds to a specific project or intent.

The reasons for significant changes in the revenues and expenses of the city’s general fund from
the prior year are as follows:

e Total revenues (excluding operating transfers) increased by $1,005,494, a 7.2% increase.
Taxes increased by 4.3% or $499,407. This is attributable to all categories of taxes
(property, sale & use, extraction tax increasing marginally. Licenses and Permits decreased
mildly by 0.3% or $1,506. Miscellaneous revenue decreased by 62.6% or $517,187. This
was mainly due to receiving a one-time reimbursement from the San Bernardino County
Sheriff’s Department for Worker’s Compensation in 2013/2014. Intergovernmental revenue
increased by 4.7% or $4,049 and Charges for Services increased by 9.9% or $91,145 due in
part to development starting to come back. Interest income increased by 9,239% or $938,711
as a result of an RDA loan being paid off with $946,000 in interest income.

e Total expenses (excluding operating transfers) increased by $171,741. Although there was
an increase in the Sheriff contract, all departments were once again vigilant with their
budgets and this accounted for an overall increase of expenses of only 1.3%. General
government (all departments other than public safety) expenses decreased by 0.7% or 38,985.
Public safety (police department & animal control) increased by 2.9% or $233,694. There
were no capital purchases in the general fund in 2014/2015.

e Fund Balance in the general fund increased by $3,376.

The Major Grants fund is used to account for any federal grant that is not required to be
accounted for in its own fund. Accounting for these grants in one fund is more efficient and
manageable.

e Expenses in this fund decreased by $3,263,791 primarily because of the HBP (Highway
Bridge Program) and TE (Transportation Enhancement) grants the City used to construct the
Boulder Avenue Bridge and the Greenspot Road Bridge were more heavily used in
2013/2014 than 2014/2015.

e Typically, revenues should equal expenses in this fund. However, some projects can’t be
reimbursed until the project is over or reimbursements are not received in a timely fashion
and are not accounted for in the same period as the expense. This will lead to expenses over
revenues in some years as well as a negative fund balance on some occasions. In rare
circumstances, we will receive the revenue before the project is started and expenses are
incurred. In 2014/2015, the HBP & TE grant expenses of the Greenspot Road Bridge alone
totaled over $7M and were not reimbursed soon enough to be accounted for in 2014/2015.
They will be accounted for in 2015/2016.
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The Fire Department fund is used to account for all expenses and revenues of the Fire
Department.

The reasons for significant changes in the revenues and expenses of the Fire Department fund
from the prior year are as follows:

e There was an overall decrease in revenues in this fund of 4.5% primarily due to charges for
services and intergovernmental revenues decreasing by 20.6% and 33.8%, respectively.
Intergovernmental includes Residual Balance revenues which is “leftover” or residual former
RDA tax increment. This amount decreased by $110,974 or 33.8%. However, property
taxes did increase marginally by $99,304 or 4.4%. Interest Income decreased by 1.0%.
Licenses & Permits decreased by $19,057 or 40.0%.

e The overall expenses in this department increased by $14,415 or 0.6%. Capital outlay
increased by $35,424 or 72.4%. This was due to the demolition of the old Library and Post
Office buildings located on the site of the future Fire Station No. 1.

e The fund balance of this fund decreased by $222,168. This is primarily due to the
intergovernmental revenue decline and capital outlay expenses increasing as discussed
above.

The Grants fund is used to account for any non-federal grant that is not required to be accounted
for in its own fund. It is also used to account for joint projects with local municipalities.
Accounting for these grants and projects in one fund is more efficient and manageable.

The reasons for significant changes in the revenues and expenses of the Grants fund from the
prior year are as follows:

e The overall expenses in this department decreased by $1,190,503 primarily due to higher
grant and joint project activity in 2013/2014. These grants and joint projects will vary from
year to year. Although the expenses were less in 2014/2015, there was still significant
activity with the following projects; Greenspot Road Bridge (grants and joint project with
East Valley Water District) and the 5" Street storm drain project with East Valley Water
District.

e The fund balance of this fund increased by $232,704 due to grant reimbursements and joint
project reimbursements for 2013/2014 being received in 2014/2015.

The Measure I fund is used to account for the % cent sales tax increase on gasoline.

The reasons for significant changes in the revenues and expenses of the Measure I fund from the
prior year are as follows:

e The overall revenues in the Measure I fund increased marginally by $56,822 or 6.9%.
Measure I funds (the % cent sales tax increase on gasoline) received increased by $56,225.
Investment income increased by $597.

e The overall expenses in this department increased by $392,672 primarily due to this fund
being heav11y used in 2014/2015 for capital projects. This fund was used for projects such
as; the 9" Street rehabilitation project and the Base Line beautification project.

e The fund balance of this fund decreased by $349,885 for the reasons discussed above. This
fund will continue see more activity with capital projects in 2015/2016.
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The General Capital Financing fund was established to provide matching funds for potential
competitive grants and fund future one-time capital purchases and capital projects.

The reasons for significant changes in the revenues, expenses and fund balance of the general
capital financing fund from the prior year are as follows:

Revenues in this fund increased from $22,940 in 2013/2014 to $988,631 in 2014/2015
primarily due to the $945,413 loan the City made to Orange County. This loan financed
infrastructure improvements on the newly constructed Greenspot Road bridge that will
benefit the Harmony development when it develops. It was more efficient to construct those
improvements now, rather than later after the bridge was already fully constructed.
Investment income increased modestly by 5.8% or $1,140.

Expenses in this fund increased by $183,535 due to this fund being heavily used to match
grants for capital projects in 2014/2015. Highland’s success in obtaining grants is very much
due to being able to match grant funds when some cities are not able to do so. Many grants
are competitive and having the capability to match these grant funds gives Highland an edge.
This fund also assisted with one-time capital projects in 2014/2015. It is expected that this
fund will continue to be used in this capacity over the next several years.

The fund balance in this fund increased overall by $783,992. This is because the general
fund transferred $1,686,087 to the general capital financing fund to help fund future projects
including the pavement rehabilitation program. These funds will also be used to match
future competitive grants.

Major Enterprise Funds

The City does not have any enterprise funds.

GENERAL FUND-BUDGET

The total expenses of the general fund did not exceed the total appropriations for 2014/2015.

Differences between the original budget and the final amended budget of the General Fund can
be briefly summarized as follows:

The following are significant increases to the expense budget for the General Fund:

e $151,437 for completing the Environmental Impact Report for the Harmony project.
This expense was reimbursed by the developer.

e $1,686,087 General Fund transfer to the General Capital Financing fund for future capital
projects including the Pavement Management System.

Additional information on the City’s budget adjustments and policies can be found in the notes
to required supplementary information on page 94.
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CAPITAL ASSETS

Capital Assets (net of depreciation)
Governmental Activities

2015 2014 (as restated)

Land $4,530,880 $4,230,405
Rights of Way 86,802,528 86,675,312
Construction in progress 6,786,811 17,767,602
Buildings & improvements 29,478,756 30,717,818
Equipment, furniture & software 1,957,087 2,129,727
Vehicles 1,465,717 1,575,649
Infrastructure 84,617,256 66,036,509

Total $215,639.035 $209,133,022

The major additions to capital assets during the year ended June 30, 2015 were as follows:

e Purchased a plotter printer for public works.

e Installed ALPR (Automated License Plate Readers) throughout the City.

e Purchased vacant land on Central Avenue to potentially expand the current Senior
Housing project.

Infrastructure additions include but are not limited to:

Project No. SWK 13-002 City Wide Sidewalk repairs.

Project No. BRG 04-005 Greenspot Road Bridge.

Project No. STR 07-003 Base Line Beautification project.

Project No. STR 11-002 9'" Street Safety Improvements project.

Project No. STR 07-004 Greenspot Road Improvements.

Project No. SIG 13-001 Traffic Signals (Base Line/Browning & Greenspot/Weaver).
Lankershim Avenue Street Improvements.

Additional information on the City’s capital assets can be found in the notes to the financial
statements starting on page 58.

LONG-TERM DEBT

The City has no debt! It has been a long standing policy of the City Council since incorporation
to have a “pay as you go” philosophy.

Additional information on the City’s long-term liabilities can be found in the notes to the
accompanying financial statements starting on page 59.

Contacting the City’s Financial Management:

This financial report is designed to provide our citizens, taxpayers, customers, investors and
creditors with a general overview of the city’s finances and to show the City’s accountability for
the money it receives. If you have questions about this report or need additional financial
information, contact the Director of Administrative Services/City Treasurer, Chuck Dantuono, at
the City of Highland, 27215 Base Line, Highland, California, 92346.
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THE STATEMENT OF NET POSITION AND THE STATEMENT OF ACTIVITIES

One of the most important questions asked about the City’s finances is, “Is the City as a whole
better off or worse off as a result of this year’s activities?” The Statement of Net Position and
the Statement of Activities report information about the City as a whole and about its activities in
a way that helps answer this question. These statements include a/l assets, deferred outflows of
resources, liabilities and deferred inflows of resources using the accrual basis of accounting,
which is similar to the accounting used by most private-sector companies. All of the current
year’s revenues and expenses are taken into account regardless of when cash is received or paid.

These two statements report the City’s net position and changes in them. You can think of the
City’s net position-the difference between assets, deferred outflows of resources, liabilities and
deferred inflows of resources as one way to measure the City’s financial health, or financial
position. Over time, increases or decreases in the City’s net position are one indicator of
whether its financial health is improving or deteriorating. You will need to consider other non-
financial factors, however, such as changes in the City’s property tax base and the condition of
the City’s roads, to assess the overall health of the City.

The Statement of Net Position and the Statement of Activities, present information about the
following:

e Governmental activities-All of the City’s basic services are considered to be governmental
activities, including general government, community development, public safety, and public
works. Vehicle license fees, property taxes, sales taxes, transient occupancy taxes, and
franchise fees finance most of these activities.

e Component units-The City’s governmental activities include the blending of two separate
legal entities-the Highland Public Financing Authority and the City of Highland Housing
Authority. Although legally separate, these “component units” are important because the
City is financially accountable for them. The Highland Public Financing Authority did not
have any activity this year.
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CITY OF HIGHLAND
STATEMENT OF NET POSITION

June 30, 2015

ASSETS:
Cash and investments
Restricted cash and investments:
Cash and investments with fiscal agent
Receivables, net:
Accounts
Interest
Property taxes
Loans
Due from other governments
Advance to Successor Agency
Inventory
Prepaids items
Capital assets:
Nondepreciable
Depreciable, net of accumulated depreciation
TOTAL ASSET<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>