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CALIFORNIA

LIVERM®RE

February 1, 2013

Honorable Mayor and Members of the City Council:

I am pleased to transmit the City's Comprehensive Annual Financial Report (CAFR) for the
fiscal year ended June 30, 2012. Responsibility for accuracy of the data and the fairness of
presentation including all footnotes and disclosures rests with the City. 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 and to compile sufficient reliable information for the preparation of
the City’s financial statements in conformity with generally accepted accounting principles
(GAAP). The data in this report is presented in a manner that is designed to fairly set forth
the financial position and results of operations of the City. It contains the disclosures
necessary to promote in-depth understanding of the City's financial affairs.

The City's financial statements have been audited by Maze & Associates Accountancy
Corporation located in Pleasant Hill, California. The independent auditors concluded, based
on their audit, that there was a reasonable basis for rendering an unqualified opinion that
the City of Livermore’s financial statements for the fiscal year ended June 30, 2012 are
fairly presented in conformity with generally accepted accounting principles. The
independent auditor’s report is the first item presented in the financial section of this report.

In addition to the financial audit, each year the City is required to undergo an audit in
conformity with the provisions of the Single Audit Act Amendments of 1996 and the U.S.
Office of Management and Budget Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations. That report is commonly referred to as a Single Audit report
and is issued as a separate document and is not included herein. The Single Audit report
includes the schedule of expenditures of federal financial awards, findings and
recommendations, and an auditor's report on the internal control structure and compliance
with applicable laws and regulations. Management assumes full responsibility for the
completeness and reliability of the information contained in the auditor's report on the
internal control structure, based upon a comprehensive framework of internal control that
has been established for this purpose. Because the cost of internal control should not
exceed anticipated benefits, the objective is to provide reasonable, rather than absolute
assurance that the financial statements are free of any material misstatements.

The provisions of Government Accounting Standard Board (GASB) Statement 34, “Basic
Financial Statements—and Management's Discussion & Analysis—for State and Local
Governments” requires that management provide a narrative introduction, overview and
analysis to accompany the basic financial statements entitled, “Management Discussion &
Analysis” (MD&A). This letter of transmittal is designed to complement MD&A and should
be read in conjunction with it. The MD&A is found immediately following the report of the
independent auditors in the financial section of the CAFR.
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Reporting Entity and Its Services

The financial statements presented in this report include the financial activity of the City of
Livermore as well as two separate legal entities which are controlled by and are dependent
upon the City. As of June 30, 2012 these entities are as follows:

e Livermore Capital Projects Financing Authority.
¢ Livermore Redevelopment Agency activity through January 31, 2012.

Financial information for these entities are included as blended component units in the
City's financial statements in accordance with GASB Statement 14, "The Financial
Reporting Entity," issued by the Governmental Accounting Standards Board.

The City Council serves as the governing board of the Livermore Capital Projects Financing
Authority (LCPFA), and served as the governing board for the Livermore Redevelopment
Agency prior to dissolution on January 31, 2012. The LCPFA is a joint powers authority
established between the City of Livermore and the recently dissolved Livermore
Redevelopment Agency. The City provides accounting services to these separate entities
and performs all their administrative functions.

Activities of the Livermore Redevelopment Agency are shown as a capital projects fund
within the major Governmental Funds schedules. Resources to be used for the repayment
of long-term debt are reported as a debt service fund located within the non-major
governmental funds schedules. The low-moderate income set-aside funds are reported as
a special revenue fund also within the non-major governmental funds statements. The
Livermore Redevelopment agency was dissolved on January 31, 2012 per ABx1 26. The
activities of the Livermore Redevelopment Agency are reported in the financial statements
through the dissolution date January 31, 2012.

Construction and acquisition activities of the Livermore Capital Projects Financing Authority
(LCPFA) are shown as capital projects funds within the non-major governmental funds
financial statements, specifically as the LCPFA 2008 Certificates of Participation (COP)
Construction Fund and the LCPFA 2011 COP Construction fund.

Livermore was incorporated as a General Law city on April 1, 1876. A General Law city has
the power to make and enforce ordinances and regulations with respect to municipal affairs
to the extent expressly permitted or implied by the California constitution or specific
legislation. The city government is organized under the Council-Manager form of local
government. The five-member City Council is elected at large for overlapping four-year
terms. The City Council includes an elected Mayor whose term of office is two years. The
City Council appoints the City Manager and City Attorney to carry out its adopted policies.
In addition, the City Council appoints members of advisory Commissions, Committees, and
Boards.

The City provides full services to its citizens. Services include police safety; fire safety and
building inspection; street and landscape maintenance; street lighting; planning and public
improvements; public library; general administrative services; sewer and water services; as
well as a municipal airport and two golf courses. Recreation and leisure services are not
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provided by the City. Recreation and leisure services are provided to citizens by the
Livermore Area Recreation and Park District (LARPD), a special district formed in 1947,
governed by a separately elected board.

Basis of Accounting and Budgetary Control

The government-wide, proprietary and fiduciary fund financial statements are reported
using the economic resources measurement focus and the full accrual basis. This means
revenues are recorded when earned and expenses are recorded at the time liabilities are
incurred, regardless of when the related cash flows take place. This basis of accounting is
contrasted with the modified accrual basis that is used by all governmental funds. As
explained in Note 1 to the Basic Financial Statements, this means that with specified
exceptions, revenues are recorded when measurable and available, rather than received,
and expenditures are recorded when paid and not necessarily when the liability is incurred.
The exceptions for revenue are fines, licenses and permits. The exceptions for
expenditures are certain employee leave amounts and principal and interest on general
long-term debt which is recognized when due.

The Livermore Municipal Code established the Finance Division and assigned specific
duties and responsibilities for the provision of all fiscal and budgetary functions. Internal
accounting controls have been developed to provide reasonable assurance regarding the
safeguarding of assets and the reliability of financial records for preparing financial
statements and maintaining asset accountability. Examples of accounting controls include
separation of operational responsibilities from financial recordkeeping in the areas of
payroll, accounts payable, and accounts receivable. In addition, physical custody of assets
is separated from accounting or the authorization of related transactions.

A two-year financial plan is adopted by the City Council on a basis consistent with generally
accepted accounting principles except for proprietary funds that have budgets for capital
outlay but not depreciation. Budgets for proprietary funds also differ from GAAP in that
costs of issuing debt are not amortized over the life of the issue but are expensed at
issuance. Legal budgetary control is maintained at the fund level. The City Council may
amend the budget by resolution or minute order during the year. The City Manager may
transfer appropriations from one activity to another within the same fund. Certain capital
improvement project appropriations not expended during the first year of the two-year
budget cycle may be carried over to the second year but lapse thereafter.

Financial Highlights of Fiscal Year 2011-2012

The City began to see the effects of a stabilizing economy during fiscal year 2011-12. The
City’s General Fund revenues stopped deteriorating, and actually increased due in large
part to an influx of one-time resources, most notably settlement of disputed sales taxes.
The City was able to contain General Fund expenditures and for the first time in several
years, General Fund Reserves were able to begin being replenished in accordance with the
newly revised Reserve Policy which Council adopted in June of 2012.

One of the highlights of fiscal year 2011-12 was the progress made on the development of

the El Charro Specific Plan. $25 million of capital improvements were undertaken in
support of the development area where the Paragon Outlet Mall opened in November of
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2012. This massive project included roadway, utility, drainage and other infrastructure
improvements and is considered vital to the future economic growth which is expected to
occur in the area.

The other item that had considerable impact on the City of Livermore during fiscal year
2011-12 was the dissolution of Redevelopment Agencies mandated by the State of
California. Without redevelopment agencies, the City has lost an important economic
development tool which will have a negative impact on the community for years to come.

The Agency’s dissolution resulted in loans and advances made by the City to the Agency in
in excess of $13 million were expensed (written-off) as bad debt as a result of the State of
California Department of Finance determination that these items were not “enforceable
obligations” as defined by AB1X26. For more information about the dissolution, please
refer to note 15 in the accompanying financial statements.

Cash Management

The city pools cash from all operating sources in order to facilitate the control of cash and
the investment of idle funds. The Administrative Services Director manages the portfolio in
accordance with the Investment Policy of the City Council and Government Code 853601
and 856535. Permitted investments include U.S. Treasury bills and notes, U.S. Government
Agency securities, Bankers Acceptances, Time Certificates of Deposit, Repurchase
Agreements, Commercial Paper, Medium Term Notes, Mutual Funds and State of
California Local Agency Investment Fund. Maturities may range from overnight to five
years. The total amount of interest earned on all funds was $2.4 million with an average
yield of 0.56%. Other funds held by fiscal agents and trustees are invested according to the
restrictions of the bond documents and the city's investment policy.

Risk Management

In 1986 the City became self-insured and joined a risk sharing pool which covers general
liability claims, now called the California Joint Powers Risk Management Authority
(CJPRMA). The pool provides coverage up to $40 million per occurrence above the self-
insured retention of $500,000. Claims are administered in the City Attorney’s office by the
Risk Manager with the assistance of a third-party claims adjustment firm. In FY 2011-2012,
the pool made its twentieth distribution of excess assets. The amount distributed to the City
of Livermore was $97,023, or 30.8% of the amount of the deposit premium paid for FY
2011-2012.

In March 1992 the City joined a risk sharing pool called the Local Agency Workers’
Compensation Excess Joint Powers Authority (LAWCX) for workers’ compensation and
employer liability and provides statutory unlimited coverage above the self-insured retention
of $350,000. Annually, the pool calculates a premium adjustment for the fiscal year’s
premium. The FY 2011-2012 premium adjustment has not been provided as of the date of
this letter.
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Long-Term Financial Planning

In June 2012, the City Council adopted a resolution establishing the Livermore Fund
Balance Policy to maintain the fiscal stability of the organization, to help maintain the City’'s
credit worthiness, and to provide funds for economic uncertainties, contingencies and cash
flow requirements. The General Fund Financial Stabilization Operating Reserve is set at
15% of operating expenditures plus debt service transfers to be used in a catastrophic event
or in a major emergency or in periods of severe fiscal crisis. The General Fund Economic
Uncertainty Reserve is set at 10% of operating expenditures plus debt service transfers to be
used during times of severe economic distress such as protracted recessionary periods,
State raids on local resources, or other impactful unforeseen events which greatly diminish
the financial ability of the City to deliver core services.

As of June 30, 2012, the Committed Financial Stabilization Operating reserve of
$11,500,000 exceeds the minimum level of 15% expenditures. The Assigned Economic
Uncertainty reserve of $5,349,482 is 7% expenditures which fell short of the 10% target.
The Unassigned fund balance of $1,134,242 meets the fund balance goal of 1.5%
expenditures. The City has until fiscal 2018 to meet the goals.

Economic Indicators

The City of Livermore is located on the southeasterly boundary of Alameda County near the
intersection of 1-580 and 1-680. The City is situated approximately 50 miles east of San
Francisco in the growing Tri-Valley area which contains the cities of Pleasanton, Livermore,
Dublin, and San Ramon. The estimated population of Livermore is 82,400 per the California
Employment Development Department as of January 1, 2011 and represents an increase
of 0.8% compared to the prior year.

The East Bay region of Alameda County that includes Livermore is reflecting the effects of
the current economy. According to information supplied by the East Bay Economic
Development Alliance that can be found at its www.eastbayeda.org website, between June
2011 and June 2012, the total number of jobs in the East Bay increased by 24,600 or 1.3%.

Wholesale Trade and Education and Health increased jobs by 9,000, while Professional
and Other Service Provider jobs increased by 6,000. Construction grew by 2,200 jobs, while
government cut back 3,500 jobs. In July 2012 the unemployment rate in Livermore was
6.2%. This is better in comparison to an unadjusted unemployment rate of 9.5% for
Alameda County and 10.9% for California. In comparison to the East Bay, San Francisco
County’s unemployment rate was 7.7% in July 2012, lower than the July 2011 rate of 9.0%.
The unemployment rate in Santa Clara County was 8.7% in July 2012, down from 10.1% in
July 2011.

As reported by the Bay East Association of Realtors the median sales price for a residence
in Livermore June 2012 was $480,000 and $412,500 in June 2011.
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The City of Livermore occupies approximately 27 square miles of the 413 square miles in
the valley. There were no annexations in FY 2011-12. The current General Plan approved
in February 2004 covers 55,000 acres and has the following use categories:

At October 2012

General Plan Remaining to be
Use Categories Planned Acres Developed Total Developed
Industrial Acreage 2,592 870 1,722
Commercial Acreage 845 81 764
Mixed Use 78 16 62
Residential Acreage 8,742 390 8,352
Totals 12,257 1,357 10,900

Independent Audit

Each year the Finance Division of the Administrative Services Department provides for an
audit of the city's books of account, financial records and transactions of all operations. The
contract for the services of an independent certified public accountant is approved by the
City Council. The auditor's independent opinion is included in the Financial Section of this
report.

Achievement Award

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
Livermore for its comprehensive annual financial report for the fiscal year ended June 30,
2011. This was the twenty second consecutive year that the City of Livermore has achieved
this prestigious award. In order to be awarded a Certificate of Achievement, a government
unit must publish an easily readable and efficiently organized comprehensive annual
financial report. This 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 GFOA to determine its
eligibility for another certificate.
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