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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
Apple Valley Fire Protection District

We have audited the accompanying financial statements of the governmental activities and funds of Apple Valley
Fire Protection District as of and for the year ended June 30, 2012, which collectively comprise the District’s
basic financial statements as listed in the table of contents. These financial statements are the responsibility of
Apple Valley Fire Protection District’s management. 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.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities and funds of the Apple Valley Fire Protection District as of June
30, 2012, and the respective changes in financial position and the respective budgetary comparison for the general
fund for the year then ended in conformity with accounting principles generally accepted in the United States of
America.

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 2 through 12 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.

Stanbuck Walsh, LLP

Starbuck Walsh, LLP
November 20, 2012

16057 Kamana Road, Suite A, Apple Valley, CA 92307 « Tel: 760.242.9222 ° Fax: 760.242.9202 = www.starbuckwalsh.com

Members: American Institute of Certified Public Accountants | California Society of Certified Public Accountants




APPLE VALLEY FIRE PROTECTION DISTRICT

MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

Introduction

As management of the Apple Valley Fire Protection District (the District), we offer readers of the District’s
financial statements this narrative overview and analysis of the financial activities of the Apple Valley Fire
Protection District for the fiscal year ended June 30, 2012. We encourage readers to consider the information
presented here in conjunction with the District’s financial statements and notes to the basic financial statements in
order to enhance their understanding of the District’s financial performance.

Financial Highlights

* The District’s governmental revenues of $7,773,643 increased $110,377 or 1.4%, from the prior year.

e The District’s governmental expenditures of $7,937,249 decreased by $1,086,404 or 12.0% from the prior
year. The decrease included a decrease of $804,431 in capital outlay. The June 30, 2011 financial
statements included capital acquisitions of two new fire engines. Absent the large fluctuation in capital
expenditures, the District’s expenditures would have decreased $281,973, or 3.4% from the prior year.

* On a budgetary basis, General Fund actual revenues recorded negative variances from the final budget of
the year. Actual revenues fell below budgeted revenues by $87,701. Actual expenditures were $423,364
less than what was budgeted to be spent.

* As of the close of the current fiscal year, the District’s governmental funds reported combined ending
fund balances of $1,891,858, a decrease of $13,606 from the prior year.

Profile of the Government

Government Entity

The Apple Valley Fire Protection District became self-governing on January 15, 1951. It covers approximately
206 square miles in the High Desert of San Bernardino County. The District serves a population of approximately
90,000 in the incorporated and unincorporated areas of Apple Valley.

The District operates seven (5) fire stations and an administrative office. Under the command of 1 Fire Chief and
1 Division Chief, 9 fire-fighting personnel are on duty at all times for immediate response. These personnel staff
three (3) Medic Engines, 1 aerial ladder truck, a Medic Squad, an urban search and rescue unit, 2 water tenders, 2
patrols, and 4 brush engines. The District currently employs 42 full and 16 part-time personnel, with additional
support of one (1) Reserve Fire Inspector.

Budgetary Control

The development of the budget is guided by the District’s Master Plan, the goals established by the Board of
Directors, the District’s Financial Plan, and the desire to maintain high quality and cost effective fire protection
and emergency services.



APPLE VALLEY FIRE PROTECTION DISTRICT

MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

Revenue related to property valuations represents approximately 59.4% of the District’s overall revenue and
comes from direct property tax receipts that are distributed from the County. Special assessment property taxes
from specific properties represent 27.1% of overall revenues and are subject to an annual cost of living allowance
(COLA) capped at 2.0%. Other revenue consists of fees and reimbursements for services, such as permits,
inspection fees, interest and miscellaneous sources.

Expenditures are allocated in four major areas within the budget: Salaries and Benefits; Services and Supplies;
Capital Outlay; and Debt Service.

Financial Highlights

e The Statement of Net Assets presents information on all of the District’s assets and liabilities. Over time,
increases or decreases in net assets may serve as a useful indicator of the financial position of the District.
At year-end, the assets of the District exceeded liabilities by $9,063,942.

e Total Governmental Fund Balances decreased by $13,606 to $1,898,858 at June 30, 2012.

e The Unrestricted Fund Balance at June 30, 2012 was $1,832,923, representing 23.1% of district-wide
expenditures.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Apple Valley Fire Protection District’s
basic financial statements, which consist of the following components:

Statement of Net Assets

Statement of Activities

Balance Sheet - Governmental Funds

Reconciliation of the Balance Sheet of the Governmental Funds to the Statement of Net Assets
Statement of Revenues, Expenditures and Changes in Fund Balance — Governmental Funds

Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund Balance of the
Governmental Funds to the Statement of Activities

Statement of Revenues, Expenditures, and Changes in General Fund Balance — Budget and Actual

Notes to the Financial Statements



APPLE VALLEY FIRE PROTECTION DISTRICT

MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

These statements help to illustrate the status of the District as a whole through the reporting of the year’s
activities. The Statement of Net Assets and Statement of Activities report information about the District as a
whole, and include all assets and liabilities, using the full accrual basis of accounting. Capital assets and long-
term liabilities are included in these two statements. These statements report the District’s net assets and all of the
current year’s revenues and expenses.

The Fund Statements, which include the Balance Sheet and the Statement of Revenues, Expenditures and
Changes in Fund Balance, are based on the modified accrual basis of accounting. These statements present only
current assets and current liabilities and exclude capital assets and long-term liabilities.

The Statement of Net Assets presents information on all of the District’s assets and liabilities, with the difference
between the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful
indicator of whether the financial position of the District is improving or deteriorating. As of June 30, 2012, the
District had total assets of $10,739,798 and total liabilities of $1,675,856 resulting in total net assets of
$9,063,942. This represents a decrease of $263,466 in total net assets.

Current Assets include cash and investments and receivables. Non-current Assets include capital assets, net of
related depreciation. The Apple Valley Fire Protection District uses these capital assets to provide services to
citizens; consequently, these assets are not available for future spending. Although the Apple Valley Fire
Protection District’s investment in its capital assets is reported net of related debt, it should be noted that the
resources needed to repay this debt must be provided from other sources, because the capital assets themselves
cannot be used to pay off these liabilities.

Current Liabilities include accounts payable and accrued payables. Long-term Liabilities include non-current
liabilities due with one year and non-current liabilities due in more than one year.

The remaining Net Assets are divided between those that are restricted and those that are unrestricted. Restricted
net assets are those net of related liabilities that are restricted to uses specified by third parties. Unrestricted net
assets can be used to meet the District’s ongoing obligations and to provide services to the community.



APPLE VALLEY FIRE PROTECTION DISTRICT

MANAGEMENT’S DISCUSSION AND ANALYSIS

JUNE 30, 2012
Increase
Net Assets (Decrease)
2012 2011 2012/2011
Assets

Current Assets

Cash and investments $ 1,923,770 $ 1,535,155 § 388,615

Receivables (net of allowance for uncollectibles) 292,425 611,524 (319,099)

Restricted cash and investments 17,316 33,326 (16,010)
Total Current Assets 2,233,511 2,180,005 53,506
Non-Current Assets

Capital assets, net of accumulated depreciation 8,506,287 8,798,968 (292,681)
Total Non-Current Assets 8,506,287 8,798,968 (292,681)
Total Assets 10,739,798 10,978,973 (239,175)

Liabilities

Current Liabilities

Accrued payables 341,153 270,563 70,590

Deposits 500 500 -

Deferred revenue - 3,478 (3,478)
Total Current Liabilities 341,653 274,541 67,112
Long Term Liabilities

Noncurrent Liabilities,

Due within one year 384,165 437,576 (53,411)
Due in more than one year 950,038 939,448 10,590
Total Long Term Liabilities 1,334,203 1,377,024 (42,821)
Total Liabilities 1,675,856 1,651,565 24,291
Net Assets

Invested in capital assets, net of related debt 7,921,375 8,184,608 (263,233)

Restricted for capital projects — Jess Ranch 366 476 (110)

Restricted — Development impact fees 16,950 28,445 (11,495)

Unrestricted 1,125,251 1,133,879 11,372
Total Net Assets $ 9,063,942 $ 9,327,408 $ (263,466)




APPLE VALLEY FIRE PROTECTION DISTRICT

MANAGEMENT’S DISCUSSION AND ANALYSIS

JUNE 30, 2012

The following Statement of Activities compares key elements in the change in net assets during the fiscal years

2012 and 2011, as well as the District’s revenues and expenditures for the same two periods:

Net Assets at Beginning of the Year

General Revenues
Property taxes
Special assessments
Use of property and money
Gain on sale of assets
PASIS dividends

Total General Revenues

Program Revenues
Charges for services
Operating grants and contributions
Capital grants and contributions
Total Program Revenues

Total Revenues

Less: General Expenses
(Decrease) Increase in Net Assets
Net Assets at Year End

e Total revenues increased 3.3% from 2011.

e General expenses decreased 1.5% from 2011.

$

2012 2011
9,327,408 $ 9,973,721
4,704,637 4,820,347
2,147,351 2,107,937
149,302 127,857
- 4,913
150,000 ]
7,151,290 7,061,054
497,622 382,554
101,413 113,937
173,318 110,634
772,353 607,125
7,923,643 7,668,179
(8,187,109) (8,314,492)
(263,466) (646,313)
9,063,942 $ 9,327,408




APPLE VALLEY FIRE PROTECTION DISTRICT

MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

The Governmental Funds Balance Sheet presents the current assets, liabilities and fund balances of the District as
of June 30, 2012. The Balance Sheet assets of $2,233,511 exclude capital assets, net of accumulated depreciation.
The assets presented on the Balance Sheet are as follows:

Total Assets from Statement of Net Assets $ 10,739,798
Less: Capital Assets, net of Accumulated Depreciation (8,506,287)
Assets Reported on Balance Sheet $ 2,233,511

The Balance Sheet liabilities exclude noncurrent liabilities of $1,334,203. The liabilities presented on the Balance
Sheet are as follows:

Total Liabilities from Statement of Net Assets $ 1,675,856
Less: Non-Current Liabilities: Due within One Year (384,165)
Less: Non-Current Liabilities: Due in More than One Year (950,038)
Liabilities Reported on Balance Sheet $ 341,653

The assets reported on the Balance Sheet equal liabilities and fund balance:

Assets reported on Balance Sheet $ 2,233,511
Liabilities Reported on Balance Sheet 341,653
Fund Balance 1,891,858
Total Liabilities and Fund Balance $ 2,233,511

The Reconciliation of the Balance Sheet of the Governmental Funds to the Statement of Net Assets reconciles
the difference between the fund balance of governmental funds of $1,891,858 and the much larger number
representing the District’s net assets of $9,063,942:

End of year fund balance — Governmental Funds $ 1,891,858
Capital Assets, Net of Accumulated Depreciation 8,506,287
Long Term Liabilities
Due within one year (384,165)
Due in more than one year (950,038)
Net Assets of Governmental Activities $ 9,063,942




APPLE VALLEY FIRE PROTECTION DISTRICT

MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

The revenues in the Statement of Revenues, Expenditures and Changes in Fund Balance — Governmental
Funds present the detail of Revenues and Expenditures for the District. Revenues total $7,773,643 and consist of
the following:

Revenues

Charges for services Use of money and

Taxes
61%

The expenditures in the Statement of Revenues, Expenditures and Changes in Fund Balance total $7,937,249
and consist of the following:

Expenditures

Capital outlay Debt service
1%

Services & supplies
20%

Salaries & benefits
78%




APPLE VALLEY FIRE PROTECTION DISTRICT

MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

The Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balance of the
Governmental Funds — to the Statement of Activities is necessary because amounts reported in the Statement of
Revenues, Expenditures and Changes in Fund Balance differ for several reasons to those shown in the Statement
of Activities:

Net Change in Fund Balance $ (13,606)
Add principal portion of debt service payment 29,447
Add the cost of assets capitalized 9,983
Less depreciation expense (302,664)

Less decrease in compensated absences reported in the Government-wide
Statement of Activities which did not affect current financial
Resources. 13,374

Change in Net Assets in Governmental Activities $ (263,466)




APPLE VALLEY FIRE PROTECTION DISTRICT

MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

The Notes to the Financial Statements present additional information and disclosures about the amounts reported
in the financial statements.

Note 1: Provides a Summary of Significant Accounting Policies, including the following:

The Description of Reporting Entity highlights the District’s formation and governing structure of
a five-member board;

The Description of Funds outlines the Governmental Fund Type for Apple Valley Fire Protection
District, which includes the General Fund where all resources are accounted for in there entirety for
reporting purposes and two Special Revenue Funds.

The Basis of Accounting/Measurement Focus outlines the various statements presented in the
audit. The government-wide statements are presented on the accrual basis of accounting and are based
on the “economic resource” measurement focus, while the fund financial statements are presented on
the modified accrual basis and the ‘flow of resources” measurement focus;

Claims and Judgments outlines the manner in which liability of claims, judgments and litigation
will be accounted for. Said liabilities will be accounted for in the year that the liability has incurred,
including the probable amount of loss, when it can be reasonably estimated,;

Capital Assets, by District policy, maintain the threshold for capitalizing assets of $5,000 per item.
Such assets are recorded at historical cost and are depreciated annually.

Budgetary Practice includes the process in which the annual budget is adopted. The annual budget
is adopted by the Board of directors after holding a series of committee meetings, workshops and
public hearings;

Deferred Compensation Plan describes the deferred compensation plan utilized by the District;

Investments outline the requirement of GASB 31 and how the investments are classified on the
Balance Sheet.

Estimates explain the use of estimates in the report and that actual results could differ from the
estimates.

Use of Restricted Resources defines the manner in which the District utilizes assets. Unrestricted
assets are those assets that do not have restrictions imposed by third parties.

Restricted Assets provides a definition of what constitutes restrictions on assets and which of the
District’s assets are restricted.

Compensated Absences policies are described here. These are the District’s policies governing sick
and vacation time.

-10-



APPLE VALLEY FIRE PROTECTION DISTRICT

MANAGEMENT"’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

Accounts Receivable and Allowance for Bad Debt describes the District’s policies for receivables
and uncollectible amounts.

Fund Balance describes the District’s policies for establishing and rescinding restricted, committed
and assigned fund balances, including stabilization funds.

e Note 2: Cash and Investments at June 30, 2012 include cash demand deposits of $897,699 and
investments in the Local Agency Investment Fund (LAIF) of $1,043,387.

e Note 3: Property Taxes are received by the District in two installments, December and April, and are
recognized when levied to the extent that they result in current receivables.

e Note 4: Capital Assets and Depreciation includes the reportable capital assets and calculated
depreciation. The District does not depreciate land or investments. Buildings, improvements and
equipment are depreciated annually. Major items purchased during the year include vehicles and mobile
data computers.

e Note 5: Risk Management identifies the providers for Workers’ Compensation Insurance and General
Liability Insurance. The District is self-insured for Workers® Compensation. General Liability Insurance
is covered through the Special Districts Risk Management Authority (SDRMA), which is a JPA.

¢ Note 6: Long-Term Debt includes compensated absences of $749,290 consisting of $239,932 in accrued
vacation and $509,358 in accrued sick leave, and installment debt of $584,913.

e Note 7: Classifications of Net Assets and Fund Balance provides an explanation of how net assets are
classified for the purposes of reporting, in three categories: Invested in Capital Assets, Restricted Net
Assets, Unrestricted Net Assets.

e Note 8: Retirement Plan includes a Plan Description and Funding Policy. The District provides
retirement through the California Public Employees Retirement System (CalPERS). The Safety
employees’ plan provides for 3% @ 55 retirement and the Miscellaneous (Non-Safety) employees are
provided 2.7% @ 55. Effective August 25, 2012, the District adopted a second tier for new members into
CalPERS. The Safety employees’ plan will now provide 2% @ 55 and the Miscellaneous employees’
plan will now provide 2% @ 60.

¢ Note 9: Other Postemployment Benefits includes the District’s policies and plans for providing health
insurance for its retirees.

e Note 10: Interfund Activities describes the amount and nature of transfers between funds.

e Note 11: Short-Term Financing reports the borrowing activity for debt with a maturity of twelve
months or less, including debt that the District borrowed and repaid in entirety during the year.

e Note 12: Contingencies are inherent to financial statements. The District estimates the amount of its
loss of redevelopment fund revenue to the State, and states that is has no liability claims or legal
proceedings filed that are expected to have a material effect on the District.

-11-



APPLE VALLEY FIRE PROTECTION DISTRICT

MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2012

Currently Known Facts, Decisions, and Conditions

e In an effort to achieve long-term cost savings, the District adopted a second tier for new members into
CalPERS. New members of the Safety plan will receive 2% @ 55 instead of 3% at 55, and new members
of the Miscellaneous plan will receive 2% @ 60 instead of 2.7% at 55.

e Concurrent with the process of issuing $1,465,000 in tax and revenue anticipation bonds, the District
received Moody’s highest rating given for issuances of short-term debt (debt one year or less in maturity).

e Manufacturing specifications were completed on the District’s two new fire engines, allowing the District
to place both engines into service during the first quarter of the 2012-2013 fiscal year.

e Management remains committed to increasing the funded status of its Other Post-Employment Benefits
(OPEB) liability.

Requests for Information
This financial report is designed to provide a general overview of the financial position of the Apple Valley Fire
Protection District for all those with an interest in the District’s finances. Questions concerning any of the

information provided in this report or request for additional financial information should be addressed to the
Finance Director, 22400 Headquarters Drive, Apple Valley, California 92307.

-12-



APPLE VALLEY FIRE PROTECTION DISTRICT

STATEMENT OF NET ASSETS
JUNE 30, 2012
Governmental
Activities
ASSETS
Cash and investments $ 1,923,770
Taxes receivable 173,986
Accrued interest receivable 846
Other receivables 35,554
Grants receivable 82,039
Restricted cash and cash equivalents 17,316
Capital assets, net of accumulated depreciation 8,506,287
Total Assets 10,739,798
LIABILITIES
Accrued payables 341,153
Deposits 500
Noncurrent liabilities
Due within one year 384,165
Due in more than one year 950,038
Total Liabilities 1,675,856
NET ASSETS
Invested in capital assets, net of related debt 7,921,375
Restricted for capital projects 366
Restricted - Development impact fees 16,950
Unrestricted 1,125,251
Total Net Assets $ 9,063,942

The accompanying notes are an integral part of these financial statements.

-13-



APPLE VALLEY FIRE PROTECTION DISTRICT

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2012

Program Revenues

Operating Capital Net
Charges for  Grants and Grants and  Governmental
Expenses Services  Contributions Contributions Activities

Governmental Activities
Public safety - fire protection $ 8,187,109 §$§ 497,622 § 101,413 § 173,318 § (7,414,756)

Total Governmental Activities $ 8,187,109 § 497,622 $ 101,413 $ 173,318 (7,414,756)

General Revenues

Property taxes 6,851,988

Investment income 149,302

PASIS dividends 150,000

Total General Revenues 7,151,290
Change in Net Assets (263,466)

Net Assets at Beginning of Year 9,327,408

Net Assets at End of Year $ 9,063,942

The accompanying notes are an integral part of the financial statements.

-14-



APPLE VALLEY FIRE PROTECTION DISTRICT

GOVERNMENTAL FUNDS
BALANCE SHEET
JUNE 30, 2012

ASSETS

Cash and investments
Receivables

Accounts receivable

Accrued property taxes

Accrued special taxes

Accrued interest

Accrued other

Due from other governments
Restricted cash and investments

Total Assets
LIABILITIES AND FUND BALANCES

LIABILITIES
Accounts payable and accrued liabilities

Deposits

FUND BALANCES
Restricted spendable
Debt service
Facilities
Limited spendable
Petty cash and revolving cash
Assigned spendable
Held for economic uncertainties
Facilities and equipment
Unpaid sick and vacation benefits
Unassigned spendable

Total Fund Balances

Total Liabilities and
and Fund Balances

Special Revenue Funds

Total Liabilities

General Jess Ranch  Development

Fund Equipment Impact Fees Totals
1,923,770 $ - 3 - 1,923,770
286 - - 286
173,986 - - 173,986
19,909 - - 19,909
846 - - 846
11,961 - - 11,961
76,006 - 9,431 85,437
- 366 16,950 17,316
2,206,764 $ 366 §$§ 26,381 $ 2,233,511
341,153 $ - 3 - 341,153
500 - - 500
341,653 - - 341,653
32,188 - - 32,188
- 366 26,381 26,747
2,250 - - 2,250
793,714 - - 793,714
214,000 - - 214,000
483,830 - - 483,830
339,129 - - 339,129
1,865,111 366 26,381 1,891,858
2,206,764 $ 366 $ 26,381 $ 2,233,511

The accompanying notes are an integral part of the financial statements.

-15-



APPLE VALLEY FIRE PROTECTION DISTRICT
GOVERNMENTAL FUNDS
RECONCILIATION OF THE BALANCE SHEET OF THE GOVERNMENTAL FUNDS

TO THE STATEMENT OF NET ASSETS
JUNE 30, 2012

Fund Balance of the Governmental funds $ 1,891,858

Amounts reported for governmental activities in the Statement of Net Assets are
different because:

Capital assets, net of depreciation, are not current financial resources and

are not included in the governmental funds. 8,506,287
Long-term liabilities are not due and payable in the current period and, therefore,
are not reported in the governmental funds. (1,334,203)
Net Assets of Governmental Activities $ 9,063,942

The accompanying notes are an integral part of the financial statements.

-16-



APPLE VALLEY FIRE PROTECTION DISTRICT

GOVERNMENTAL FUNDS

STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE

FOR THE YEAR ENDED JUNE 30, 2012

Special Revenue Funds

General Jess Ranch Development
Fund Equipment Impact Fees Total
REVENUES
Property taxes $ 4,704,637 $ - $ - $ 4,704,637
Special assessments 2,147,351 - - 2,147,351
Intergovernmental 92,420 - 152,020 244,440
Charges for current services 497,622 - - 497,622
Use of money and property 149,208 - 94 149,302
Contributions 30,291 - - 30,291
Total Revenues 7,621,529 - 152,114 7,773,643
EXPENDITURES
Current:
Salaries and benefits 6,184,375 - - 6,184,375
Services and supplies 1,622,138 110 - 1,622,248
Capital outlay 65,879 - - 65,879
Debt service:
Principal retirement 29,447 - - 29,447
Interest and fiscal charges 35,300 - - 35,300
Total Expenditures 7,937,139 110 - 7,937,249
Excess of Revenues
Over (Under) Expenditures (315,610) (110) 152,114 (163,606)
Other Sources (Uses)
PASIS dividends 150,000 - - 150,000
Operating transfers in 154,178 - - 154,178
Operating transfers out - - (154,178) (154,178)
Total Other Financing Sources 304,178 - (154,178) 150,000
Net Change in Fund Balance (11,432) (110) (2,064) (13,606)
FUND BALANCE, Beginning of Year 1,876,543 476 28,445 1,905,464
FUND BALANCE, End of Year $ 1,865,111 $ 366 $ 26,381 $ 1,891,858

The accompanying notes are an integral part of the financial statements.

-17-



APPLE VALLEY FIRE PROTECTION DISTRICT

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE OF THE GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2012

Net Change in Fund Balance - Governmental Funds $ (13,606)

Amounts reported for governmental activities in the Statement of Activities differ
from the amounts reported in the Statement of Revenues, Expenditures, and Changes
in Fund Balance because:

Governmental funds report principal payments on debt as debt service expenditures.

Only the interest portion of debt service payments is expensed in the Statement
of Activities. 29,447

Governmental funds report capital outlays as expenditures. However, in the Statement
of Activities, the costs of those assets is allocated over their estimated useful lives
as depreciation expense or are allocated to the appropriate functional expense when
the cost is below the capitalization threshhold. This activity is reconciled as follows:
Cost of assets capitalized 9,983
Depreciation expense (302,664)

Compensated abences expenses reported in the statement of activities do not
require the use of current financial resources and therefore are not reported as
expenditures in govermental funds. This amount represents the net change in
the compensated absences liability. 13,374

Change in Net Assets of Governmental Activities $ (263,466)

The accompanying notes are an integral part of the financial statements.
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APPLE VALLEY FIRE PROTECTION DISTRICT

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN GENERAL FUND BALANCE - BUDGET AND ACTUAL
FOR THE YEAR ENDED JUNE 30, 2012

Variance with

Final Budget -
Budgeted Amounts Actual Increase
Original Final Amounts (Decrease)
REVENUES
Property taxes $ 4,855,481 $ 4,848,139 §$§ 4,704,637 $ (143,502)
Special assessments 2,142,337 2,149,919 2,147,351 (2,568)
Intergovernmental 67,969 92,116 92,420 304
Charges for services and other revenue 449,955 447,026 497,622 50,596
Use of property and money 153,985 141,530 149,208 7,678
Contributions 33,600 30,500 30,291 (209)
Total Revenues 7,703,327 7,709,230 7,621,529 (87,701)
EXPENDITURES
Current:
Salaries and benefits 6,284,004 6,455,317 6,184,375 270,942
Services and supplies 1,665,673 1,771,520 1,622,138 149,382
Capital outlay 924,360 60,000 65,879 (5,879)
Debt service:
Principal 29,447 29,447 29,447
Interest and fiscal charges 34,119 34,219 35,300 (1,081)
Contingencies 10,000 10,000 - 10,000
Total Expenditures 8,947,603 8,360,503 7,937,139 423,364
Excess of Revenues
Over Expenditures (1,244,276) (651,273) (315,610) 335,663
OTHER FINANCING SOURCES
Proceeds from sale of capital assets - 8,000 - (8,000)
Financing proceeds 614,360 - - -
PASIS dividends - 150,000 150,000 -
Transfers (net) . 120,653 120,653 154,178 33,525
Total Other Financing Sources 735,013 278,653 304,178 25,525
Net Change in Fund Balance (509,263) (372,620) (11,432) 361,188
FUND BALANCE, Beginning of Year 2,134,349 1,876,543 1,876,543 -
FUND BALANCE, End of Year $ 1,62508 $ 1,503,923 §$§ 1,865,111 § 361,188

The accompanying notes are an integral part of the financial statements.
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APPLE VALLEY FIRE PROTECTION DISTRICT

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE #1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Apple Valley Fire Protection District (the District) conform to accounting
principles generally accepted in the United States of America as applicable to governments. The Governmental
Accounting Standards Board (GASB) is the accepted standard setting body for governmental accounting and
financial reporting principles. The District has implemented GASB Statement No. 34 and these statements are
presented according to those requirements. The following is a summary of the significant policies.

A. Description of the Reporting Entity

The Apple Valley Fire Protection District (the District) was formed on January 15, 1951, pursuant to the
provisions of Section 13800 of the California Health and Safety Code. The purpose of the District is to
provide fire protection services to the Town of Apple Valley and surrounding area. The District is a self-
governed fire protection District organized entirely within the County of San Bernardino. The District,
covering 206 square miles within its boundaries, is governed by a five-member Board of Directors elected by
the citizens of the Town of Apple Valley.

The accompanying general purpose financial statements comply with the provisions of GASB Statement No.
14, “The Financial Reporting Entity,” in that the financial statements include all organizations, activities, and
functions that comprise the District. Component units are legally separate entities for which the District (the
primary entity) is financially accountable. Financial accountability is defined as the ability to appoint a voting
majority of the organization’s governing body and either (1) the District’s ability to impose its will over the
organization or (2) the potential that the organization will provide a financial benefit to, or impose a financial
burden on, the District. Using these criteria, the District has no component units.

B. Description of Funds

The accounts of the District are organized in two funds, which are considered separate accounting entities.
The operations of the funds are accounted for with a set of self-balancing accounts that comprise its assets,
liabilities, fund equity, revenues, and expenditures. The following types of funds are used:

Governmental Fund Type

e General Fund — Because the District provides only fire protection services all resources are accounted for

in this fund.
o Special Revenue Fund — The Special Revenue Fund is used to account for the proceeds of a specific
revenue source that is legally restricted to expenditures for a specified purpose.
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APPLE VALLEY FIRE PROTECTION DISTRICT

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE #1 —- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C. Basis of Accounting/Measurement Focus

Government — Wide Financial Statements

The District’s Government-Wide Financial Statements include a Statement of Net Assets and a Statement of
Activities. These statements present summaries of Governmental Activities for the District.

These statements are presented on an “economic resources” measurement focus and the accrual basis of
accounting. Accordingly, all of the District’s assets and liabilities, including capital assets as well as long-
term debt, are included in the accompanying Statement of Net Assets. The Statement of Activities presents
changes in net assets. Under the accrual basis of accounting, revenues are recognized in the period in which
they are earned while expenses are recognized in the period in which the liability is incurred. 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. The types of
transactions reported as program revenues for the District are reported in three categories: 1) charges for
services, 2) operating grants and contributions, and 3) capital grants and contributions. Charges for services
include revenues from customers or applicants who purchase, use, or directly benefit from goods, services, or
privileges provided by a given function. Operating grants and contributions include revenues restricted to
meeting the requirements of a particular operating function and may include state shared revenues and grants.
Capital grants and contributions include revenues restricted to meeting the requirements of a particular capital
function and may include grants or other contributions. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

Governmental Fund Financial Statements

Governmental fund financial statements include a Balance Sheet and Statement of Revenue, Expenditures,
and Changes in Fund Balance for the General Fund. An accompanying schedule is presented to reconcile and
explain the differences in fund balance as presented in these statements to the net assets presented in the
Government-Wide Financial Statements.

All governmental funds are accounted for on a spending or “current financial resources” measurement focus
and the modified accrual basis of accounting. Accordingly, only current assets and current liabilities are
included on the Balance Sheet. The Statement of Revenues, Expenditures and Changes in Fund Balance
presents increases (revenues and other financing sources) and decreases (expenditures and other financing
uses) in fund balance. Revenues are recognized in the accounting period in which they become susceptible to
accrual, that is, when they become both measurable and available to finance expenditures of the current
period. “Measurable” means that the amount of the transaction can be determined, and “available” means
collectible within the current period or soon enough thereafter to be used to pay liabilities of the current
period. Accrued revenues include property taxes received within 60 days after year-end and earnings on
investments. Grant funds earned but not received are recorded as a receivable, and grant funds received
before the revenue recognition criteria have been met are reported as deferred revenues. Expenditures are
recorded when the fund liability is incurred, if measurable, except for unmatured interest on general long-term
debt, which is recognized when due.
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APPLE VALLEY FIRE PROTECTION DISTRICT

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE #1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D. Claims and Judgments

In accordance with Governmental Accounting Standards Board (GASB) Code Section C50.110, the District
records a liability for claims, judgments, and litigation when it is probable that a liability has been incurred at
year-end and the probable amount of loss (net of any insurance coverage) can be reasonably estimated.

E. Capital Assets

Capital assets, which include land, buildings, improvements, and equipment, are reported in the
Governmental Activities column of the Government-Wide Financial Statements. Capital assets are defined
by the District as all land, buildings, vehicles, computers, equipment, and improvements, with an initial
individual cost of more than $5,000. Such assets are recorded at historical cost or estimated historical cost if
purchased or constructed. Donated capital assets are recorded at estimated market value at the date of
donation or annexation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
assets lives are not capitalized. Depreciation is recorded in the Government-Wide Financial Statements on a
straight-line basis over the useful life of the assets as follows:

Buildings 40 years
Improvements other than buildings 5-50 years
Machinery and Equipment 3-20 years

F. Budgetary Practice

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

1) The annual budget is adopted by the Board of Directors after the holding of a hearing and provides for the
general operation of the District. The operating budget includes proposed expenditures and the means of
financing them.

2) The Board of Directors approves total budgeted appropriations and any amendments to appropriations
throughout the year. This "appropriated budget" (as defined by GASB Code Sec. 2400.109) covers
District expenditures in the General Funds. Budget figures used in the accompanying financial statements
are the final adjusted amounts.

3) Formal budgetary integration is employed as a management control device during the year.
Commitments for materials and services, such as purchase orders and contracts, are recorded as
encumbrances to assist in controlling expenditures. Also, unencumbered appropriations lapse at year-end.

4) The annual budget for the General Fund is adopted on a basis consistent with generally accepted

accounting principles (GAAP). Accordingly, actual revenues and expenditures have been adjusted for
comparison with related budgeted amounts in the financial statements.
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APPLE VALLEY FIRE PROTECTION DISTRICT

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE #1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

F. Budgetary Practice (Continued)

5) The District is not required to adopt a budget for its Special Revenue Fund; therefore, budgetary
comparison information is not presented for that fund.

G. Deferred Compensation Plan

The District offers its employees a deferred compensation plan created in accordance with Internal Revenue
Code, Section 457. The plan, available to all District employees, permits them to defer a portion of their
salary until future years. The deferred compensation is not available to employees until termination,
retirement, death, or unforeseeable emergency.

The District has adopted the provisions of GASB Statement No. 32, "Accounting and Financial Reporting for
Internal Revenue Code 457 Deferred Compensation Plans". Management believes that the District has no
fiduciary role under the revised plan, and plan funds are not available to the District's general creditors.
Accordingly, the District has not reported plan assets in the accompanying financial statements.

H. Investments

The foremost objective of the District’s investment policy is safety of capital. The following are authorized
and suitable investments of District funds: Local Agency Investment Fund (LAIF), a State of California
managed investment pool; time deposits with maturities not exceeding two years; repurchase agreements not
exceeding 90 days in maturities; and Money Market Funds having a weighted average maturity of 90 days
and meeting the criteria contained in Government Codes Sections 53601 (k).

The District has adopted the provisions of Governmental Accounting Standards Board (GASB) Statement No.
31, “Accounting and Financial Reporting for Certain Investments and External Pools”, which require
governmental entities to report certain investments at fair value in the balance sheet and recognize the
corresponding change in the fair value of investments in the year in which the change occurred. In
accordance with GASB Statement No. 31, the District has adjusted certain investments to fair value (when
material).

Investments are included within the financial statement classifications of “Cash and investments” and are
stated at fair value, unless fair value reasonably approximates cost, in which case cost is used.

I. Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that effect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.
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APPLE VALLEY FIRE PROTECTION DISTRICT

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE #1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

J. Use of Restricted Resources

When both restricted and unrestricted resources are available for use, it is the District’s policy to use restricted
resources first, and then unrestricted resources as they are needed.

K. Restricted Assets

Restricted assets are cash and cash equivalents whose use is limited by legal requirements. Restricted cash
and cash equivalents represents developer fees restricted for construction of a fire station for the Jess Ranch
project and Development Impact Fees collected by the Town of Apple Valley and remitted to the District for
capital expenditures.

L. Compensated Absences

The District’s policy is to pay for a variable scale of 60% to 100% of sick time accrued upon retirement, death
or resignation of an employee after five years continuous service with the District. The accrual rate is 96
hours per year for 40-hour employees, and 144 hours per year for 24-hour and shift employees based on
longevity with the District.

M. Accounts Receivable and Allowance for Bad Debts

The District considers accounts receivable to be fully collectible. Accordingly, no allowance for doubtful
accounts is required.

N. Fund Balance

Decisions to establish or rescind committed and assigned fund balances are made by the District’s board of
directors through formal board resolutions pursuant to adoption of annual budgets.

NOTE #2 - CASH AND INVESTMENTS

Authorized Investments

In accordance with Section 53601 of the California Government Code, the District’s Board of Directors has
directed the District to invest in the following:

e Local Agency Investment Fund (State Pool)
e Other investments which are expressly permitted by the District’s Board of Directors

The California Local Agency Investment Fund (LAIF) is a special fund of the California State Treasury through
which local governments may pool investments. The District may invest up to $50,000,000 in the fund.
Investments in LAIF are highly liquid, as deposits can be converted to cash within 24 hours without loss of
interest. All investments with the LAIF are secured by the full faith and credit of the state of California.
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APPLE VALLEY FIRE PROTECTION DISTRICT

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE #2 — CASH AND INVESTMENTS (Continued)

Pooled Deposits/Credit Risk

The District may waive collateral requirements for deposits which are fully insured by Federal depository
insurance.

Category 1: Insured or collateralized with securities held by the District or by its agent in the District’s name.

Category 2: Collateralized with securities held by the pledging financial institution’s trust department or agent in
the District’s name.

Category 3: Uncollateralized. This includes any bank balance that is collateralized with security held by the
pledging financial institution or by its trust department or agent but not in the District’s name.

Credit Risk, Carrying Amount, and Market Value of Investments

The investments that are represented by specific identifiable investment securities are classified as to credit risk
by three categories as follow:

Category 1: Insured or registered, with securities held by the District or by its agent in the District’s name.

Category 2: Uninsured and unregistered, with securities held by the pledging financial institution’s or
counterparty’s trust department or agent in the District’s name.

Category 3: Uninsured and unregistered, with securities held by the counterparty or by its trust department or
agent, but not in the District’s name.

Carrying
1 2 3 Total Amount
Cash in banks $ 250,366 $ - $ 697,170 $ 947,536 $ 897,699
Pooled investments:
*Local Agency
Investment Fund 1,043,387 1,043,387

$ 1,990,923 $ 1,941,086
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APPLE VALLEY FIRE PROTECTION DISTRICT

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE #2 — CASH AND INVESTMENTS (Continued)
* Not subject to categorization.

** The management of the State of California Pooled Money Investment Account has indicated to the District
that as of June 30, 2012, the carrying amount of the pool was $60,502,186,417 and the estimated market value of
the pool (including accrued interest) was $60,612,199,285. The District’s proportionate share of that value is
$1,043,387. Included in LAIF’s investment portfolio are collateralized mortgage obligations, mortgage-backed
securities, other asset-backed securities, loans to certain state funds, and floating rate securities issued by federal
agencies, government-sponsored enterprises, and corporations.

Fair Value of Investments

GASB Statement No. 31 generally applies to investments in external investment pools (State of California LAIF
and County Treasury investment pools); investments purchased with maturities greater than one year, mutual
funds, and certain investment agreements. Generally, governmental entities need to report the “fair value”
changes for these investments at year-end and record these gains or losses on their income statements.

The State Treasurer’s Local Agency Investment Fund is a governmental investment pool managed and directed by
the California State Treasurer and is not registered with the Securities and Exchange Commission. An oversight
committee, comprised of California State officials and various participants, provide oversight to the management
of the fund. The daily operations and responsibilities of LAIF fall under the auspices of the State Treasurer’s
Office. It is the District’s understanding that the values of shares in the LAIF pool reflect “fair value.” The
District is a voluntary participant in the investment pool.

NOTE #3 - PROPERTY TAXES
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 December 10 and April 10. The County of San Bernardino bills and collects the

property taxes and distributes them to the District in installments during the year. District property tax revenues
are recognized when levied to the extent that they result in current receivables.
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APPLE VALLEY FIRE PROTECTION DISTRICT

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE #4 — CAPITAL ASSETS AND DEPRECIATION

In accordance with GASB Statement No. 34, the District has reported all capital assets in the Government-Wide
Statement of Net Assets. The following table presents the capital assets activity for the year ended June 30, 2012.

Governmental Activities

Capital Assets Not Being Depreciated
Construction in progress on equipment
Land

Total Capital Assets Not Being Depreciated

Capital Assets, Being Depreciated
Buildings and other improvements
Equipment and vehicles

Total Capital Assets Being Depreciated

Less Accumulated Depreciation For
Buildings and other improvements
Equipment and vehicles

Total Accumulated Depreciation

Total Capital Assets Being Depreciated, Net

Governmental Activities Capital Assets, Net

Balance Balance
Beginning End

of Year Increases Decreases of Year

$ 864360 $ - $ - $ 864,360
2,571,933 - - 2,571,933
3,436,293 - - 3,436,293
6,241,967 - - 6,241,967
3,616,005 9,983 3,625,988
9,857,972 9,983 9,867,955
1,528,393 152,932 - 1,681,325
2,966,904 149,732 3,116,636
4,495,297 302,664 4,797,961
5,362,675 (292,681) - 5,069,994

3 8,798,968 3

(292,681) $

3 8,506,287

Depreciation expense in the amount of $302,644 was charged to the public safety function on the Statement of

Activities for the year ended June 30, 2012.
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APPLE VALLEY FIRE PROTECTION DISTRICT
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2012

NOTE #5 — RISK MANAGEMENT

The District is exposed to various risks of loss related to torts, theft of, damage to, and destruction of assets, errors
and omissions, injuries to employees and natural disasters.

Workers' Compensation

The District is a member of the Public Agency Self Insurance System of San Bernardino County (PASIS). PASIS
provides workers’ compensation insurance services. PASIS is set up as a banking system where the members
share the expenses, and each member is responsible for its own losses up to a $300,000 per occurrence self-
insured retention. Losses above the self-insured retention are covered by reinsurance, purchased by PASIS. The
District makes an annual contribution based on past and projected future claims. Projections of future ultimate
losses are inherently uncertain because of the random nature of claims occurrences. Therefore, future loss rates
are projected judgmentally based on the historical rates.

Claims expenditures and liabilities are reported when it is probable that a loss has occurred and the amount of that
loss can be reasonably estimated. These losses do not include an estimate of claims that have been incurred but
not reported. At June 30, 2012, the amount of potential outstanding claims liability is estimated to be $2,313,710.
The District is able to access its accumulated balance with PASIS. During the year ended June 30, 2012, the
District withdrew $150,000 of its cash balance. Funds available as of June 30, 2012 in excess of the $75,000
minimum required deposit were $985,756.

Three Year Trend Information of Funding for PASIS

Cash Cash Potential
Year Balance Premiums Balance Outstanding
Ending Beginning and Interest Claims and End Claims Liability
June 30, of Year Earned Payments of Year at End of Year
2010 $ 1,193,714 $ 364,277 $ 319,861 $1,238,130 $ 2,086,769
2011 $ 1,238,130 $ 256,984 $ 230,334 $1,264,780 $ 2,045,884
2012 $ 1,264,780 $ 290,900 $ 494,924 $1,060,756 $ 2,313,710
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NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE #6 - LONG-TERM DEBT

Change in long-term debt activity is as follows:

Balance Balance
Beginning End Amount Due
of Year Additions Deletions of Year In2011-2012
Installment loan $ 614,360 $ - $ 29,447 $ 584,913 $ 30,786
Compensated absences 762,664 263,106 276,480 749,290 353,379
$ 1,377,024 $ 263,106 $ 305,927 $ 1,334,203 $ 384,165

Installment Loan

In June 2011 the District secured a loan from Municipal Finance Corporation in the amount of $614,360 to
finance the purchase of two new fire engines. Terms of the loan require semi-annual payments of principal and
interest of $28,383 through December 2020 and one payment of $280,033 in June 2021. The loan bears interest

at 4.5% per annum.

Future maturities are as follows:

Year(s) ended June 30,
2013 $ 30,786
2014 32,189
2015 33,653
2016 35,185
2017 36,786
2018-2021 416,314
Total $ 584,913

Compensated Absences

For governmental funds, accumulated vacation and sick leave benefits payable in future years when used by the
District employees amounted to $749,290 ($239,932 vacation and $509,358 sick leave) at June 30, 2012.
Vacation benefits will be recorded as an expenditure in the governmental funds when the related current liability
is incurred. The long term portion of this liability, along with sick leave will be recorded as an expenditure upon

retirement.

Workers Compensation

An actuarial study performed as of June 30, 2012 for PASIS estimated potential future outstanding claims liability

for the District as of June 30, 2012 to be $2,313,710.
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APPLE VALLEY FIRE PROTECTION DISTRICT

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2012

NOTE #7 - CLASSIFICATIONS OF NET ASSETS AND FUND BALANCE

In the Government-Wide financial statements net assets are classified in the following categories:

Invested in Capital Assets Net of Related Debt

This component of net assets consists of capital assets, including restricted capital assets, net of accumulated
depreciation reduced by the outstanding balances of any bonds, mortgages, notes, or other borrowings that are
attributable to the acquisition, construction, or improvement of those assets. If there are significant unspent
related debt proceeds at year-end, the portion of the debt attributable to the unspent proceeds is not included in the
calculation of invested in capital assets, net of related debt. Rather, that portion of the debt is included in the
same net assets component as the unspent proceeds.

Restricted Net Assets

This component of net assets consists of constraints placed on net asset use through external constraints imposed
by creditors (such as through debt covenants), grantors, contributors, or laws or regulations of other governments
or constraints imposed by law through constitutional provisions or enabling legislation.

Unrestricted Net Assets

This category represents the net assets of the District that are not externally restricted for any project or other
purpose.

In the Fund Financial Statements the District has established “reserves” to segregate portions of fund balance
which are not appropriable for expenditure in future periods, or which are legally set aside for a specific future
use. Fund “designations” also are established to indicate tentative plans for financial resource utilization of
unreserved fund balance in a future period. The District’s governmental funds reserves and designations at June
30, 2012 are presented below:

Fund Balance

Restricted spendable $ 58,945
Limited spendable
Petty cash and revolving cash 2,250
Total Limited Spendable 2,250
Assigned spendable
Held for economic uncertainties 793,714
Facilities and equipment 214,000
Unpaid sick and vacation benefits 483,830
Total Assigned Spendable 1,491,544
Unassigned Spendable 339,119
Total Fund Balance $ 1,891,858
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APPLE VALLEY FIRE PROTECTION DISTRICT

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE #8 — RETIREMENT PLAN

Plan Description

The District's defined benefit pension plans, The Safety and Miscellaneous Plans of the Apple Valley Fire
Protection District (the "Plans"), provide retirement and disability benefits, annual cost-of-living adjustments, and
death benefits to plan members and beneficiaries. The Plans are part of the Public Agency portion of the
California Public Employees Retirement System (CalPERS), an agent multiple-employer plan administered by
CalPERS, which acts as a common investment and administrative agent for participating public employers within
the State of California. A menu of benefit provisions, as well as other requirements is established by State
statutes within the Public Employees' Retirement Law. The District selects optional benefit provisions from the
benefit menu by contract with CalPERS and adopts those benefits through local ordinance. CalPERS issues a
separate comprehensive annual financial report. Copies of the CalPERS annual financial report may be obtained
from the CalPERS Executive Office located at 400 P Street, Sacramento, California 95814.

Funding Policy

Active plan members in the Safety and Miscellaneous Plans are required to contribute 9 percent and 8 percent,
respectively, of their annual covered salary. The District is required to contribute the actuarially determined
remaining amounts necessary to fund the benefits for its members. The actuarial methods and assumptions used
are those adopted by the CalPERS Board of Administration. The required employer contribution rates for fiscal
year 2011-2012 was 22.204% for miscellaneous employees and 19.998% for safety employees. The contribution
requirements of the plan members are established by State statute, and the employer contribution rate is
established and may be amended by CalPERS.

Annual Pension Cost

For fiscal year 2011-2012, the District's annual pension cost was $817,984, and was equal to the District’s
required and actual contributions. The required contribution for fiscal year 2011-2012 was determined as part of
the June 30, 2009 actuarial valuation using mandated risk pooling for all employers with retirement plans with
fewer than 100 members. The actuarial assumptions included (a)7.75 % investment rate of return (net of
administrative expenses); (b) projected salary increases that vary by duration of service ranging from 3.25% to
14.45%; and (c) 3.25% cost-of-living adjustment. Both (a) and (b) include an inflation component of 3.0%. The
actuarial value of the Plans' assets was determined using a technique that smoothes the effect of short-term
volatility in the market value of investments over 15 years. Additionally, at the time of joining the risk pool, a
Side Fund was created to account for the difference between the unfunded statues of the pool and funded status of
our plan. The initial side fund amortization period was 14 years as of June 30, 2005.
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NOTE #8 — RETIREMENT PLAN (Continued)

Three-Year Trend Information for the Plans

Annual Percentage Net
Year Ending Pension of APC Pension
June 30, Cost (APC) Contributed Obligation
2010 $ 1,143,486 100% -
2011 $ 1,008,929 100% -
2012 $ 817,984 100% -
Funded Status of Safety Plan
Entry Age
Normal Actuarial Unfunded/ Annual UAALasa
Valuation Accrued Value of (Overfunded) Funded Covered Percentage
Date Liability Assets Liability Ratio Payroll of Payroll
06/30/07  $1,648,159,522  $ 1,422,143,105  $ 226,016,417 86.3% $ 200,537,256 112.7%
06/30/08  $1,755,559,311  $ 1,517,609,609  $ 237,949,702 86.5% $ 210,590,567 113.0%
06/30/09  $1,802,882,330 $ 1,520,081,328  $ 282,801,002 84.3% $ 221,600,192 127.6%
Funded Status of Miscellaneous Plan
Entry Age
Normal Actuarial Unfunded/ Annual UAAL asa
Valuation Accrued Value of (Overfunded) Funded Covered Percentage
Date Liability Assets Liability Ratio Payroll of Payroll
06/30/07  $1,627,025,950 $ 1,362,059,317  $ 264,966,633 83.7% $ 376,292,121 70.4%
06/30/08  $1,823,366,479  $ 1,529,548,799  $ 293,817,680 83.9% §$ 414,589,514 70.9%
06/30/09  $2,140,438,884  § 1,674,260,302  $ 466,178,582 782% $ 440,071,499 105.9%

NOTE #9 - OTHER POST EMPLOYMENT BENEFITS

The District implemented GASBS No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pensions, as of June 30, 2007 for the postemployment healthcare benefits

provided by the District.

Plan Description

The District has established a single-employer trust, “The Apple Valley Fire Protection District Retiree Health
Reimbursement Arrangement,” (“the HRA”) with US Bank National Association (“the Bank™) to administer its
postemployment healthcare plan. The District’s plan provides retiree healthcare benefits in the form of premium
payments for employees who retire from the District. Eligible retirees may elect coverage through the District’s
contract with CalPERS healthcare benefits. The plan benefits are established and may be amended by the Apple
Valley Fire Protection District’s Board of Directors.
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NOTE #9 - OTHER POST EMPLOYMENT BENEFITS (Continued)

Under the HRA, retirees are classified into two groups. The first group, current retirees and spouses and active
employees hired before January 1, 2003, receives $400 per month ($550 for retiree and spouse) in District-paid
premiums called Supplemental Benefit Contribution (SBC). This group also has the option of electing coverage
through the District’s contract with CalPERS healthcare benefits. Retirees who elect that coverage also receive
the benefit of District-paid premiums for the Minimum Required Contribution (MRC) required by PERS. At June
30, 2012 the MRC was $112 per month. The second group, active employees hired after January 1, 2003, will
receive only the minimum required contribution.

The financial report for The Apple Valley Fire Protection District Retiree Health Reimbursement Arrangement
can be obtained from the finance department of the Apple Valley Fire Protection District at 22400 Headquarters
Drive, Apple Valley, CA 92307.

Funding Policy

The contribution requirements of the HRA are established and may be amended by the District’s Board. The
minimum contributions by the District are based on actuarially determined rates described as the Annual Required
Contribution (ARC). For the fiscal year ending June 30, 2012, the District’s ARC represented a contribution of
$178,743 to the HRA.

Annual OPEB Cost

For the fiscal year ended June 30, 2012, the District’s annual OPEB cost (expense) of $244,000 exceeded the
ARC of $178,743 by $65,257. The District’s annual OPEB cost, the percentage of annual OPEB cost contributed
to the HRA, and the net OPEB obligation since adoption of GASBS No. 45 is as follows:

Annual OPEB Percentage of Annual Net OPEB
Fiscal Year Ending Cost OPEB Cost Contributed Obligation
06/30/09 $ 262,021 100% -
06/30/10 $ 277,742 100% -
06/30/11 $ 221,900 100% -
06/30/12 $ 244,000 100% -
Funded Status and Funding Progress
Actuarial Unfunded
Fiscal Year Accrued Actuarial Value Actuarial Accrued Funded
Ending Liability (AAL) Of Assets Liability (UAAL) Ratio
06/30/09 $ 2,448,970 $ 429,743 $ 2,019,227 17.5%
06/30/10 $ 2,448970 $ 706,149 $ 1,742,821 28.8%
06/30/11 $ 2,570,097 $ 865,741 $ 1,704,356 33.7%
06/30/12 $ 2,570,097 $ 1015544 $ 1,554,553 39.5%
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NOTE #9 - OTHER POST EMPLOYMENT BENEFITS (Continued)

Actuarial Methods and Assumptions

Projections of benefits for financial reporting purposes are based on the HRA and include the types of benefits
provided at the time of each valuation. In the June 30, 2011 actuarial valuation, the frozen attained age actuarial
cost method was used. In this method, the frozen actuarial accrued liability is determined using the projected unit
credit actuarial cost method and spread in level dollars over 30 years. Normal cost is determined on the basis of
total benefit present value in excess of the sum of the actuarial accrued liability plus assets with the balance
spread in level dollars over the expected future working lifetime of active employees.

Assumptions include a 6.0% discount rate and an annual healthcare cost trend rate ranging from an initial 10.0%
to 5.0% after five years.

NOTE #10 -INTERFUND ACTIVITIES

Interfund activities were as follows:

Interfund Interfund Interfund Interfund
Receivable Payable Transfers in Transfers Out
General Fund $ -3 - 3 154,178 $ -
Special Revenue Fund — Development
Impact Fees Fund - - - 154,178
$ -3 - $ 154,178 § 154,178

Transfers were made from the Development Impact Fees Fund to the General Fund to reimburse the General Fund
for specific development fees incurred. For the year ended June 30, 2012, $93,970 was transferred to cover
additional costs of mobile data computers, $31,825 was transferred to cover costs of other capital acquisitions,
and $28,383 was transferred for the first payment on the installment debt incurred for the purchase of two new
engines.

NOTE #11 - SHORT-TERM FINANCING

The District had a line of credit in the amount of $860,000 with Desert Community Bank which bore interest at a
rate of 4.25% per annum. Draws from the line of credit were used as a Tax and Revenue Anticipation Note to
finance current operations. Increases and decreases during the year ended June 30, 2012 were as follows:

Balance Balance
Beginning End
of Year Additions Deletions of Year
Desert Community Bank
Line of Credit $ - 3 860,000 $ 860,000 $ -

NOTE #12 - CONTINGENCIES

To the best of the District’s knowledge, there is no action, suit, proceeding, inquiry or investigation at law or in
equity before or by any court, public board or body, pending or threatened against or affecting the District, which
is likely to have a material adverse effect on the financial condition of the District.
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NOTE #13 - SUBSEQUENT EVENT

On July 1, 2012, the District issued Tax Revenue Anticipation Bonds. The total of the issuance was $1,465,000

with a coupon interest rate of 2.00% and a maturity date of June 28, 2013. The bonds will be paid back with
2012-2013 revenues.
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