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NATIONAL CITY
SAID

Office of the City Manager

December 20, 2016
To the Honorable Mayor, Members of the City Council and Citizens of the City of National City:

It is our pleasure to submit the Comprehensive Annual Financial Report (“CAFR”) of the City of
National City (the “City”) for the fiscal year ended June 30, 2016. The CAFR has been prepared in
conformity with generally accepted accounting principles (“GAAP”) and audited in accordance with
generally accepted auditing standards by an independent firm of licensed certified public accountants.

This report consists of management’s representations concerning the finances of the City. Consequently,
management assumes full responsibility for the completeness and reliability of all of the information
presented in this report. To provide a reasonable basis for making these representations, management has
established a comprehensive internal control framework that is designed both to protect the City’s assets
from loss, theft, or misuse and to compile sufficient reliable information for the preparation of the City’s
financial statements in conformity with GAAP. Because the cost of internal controls should not outweigh
their benefits, internal controls have been designed to provide reasonable rather than absolute assurance
that the financial statements will be free from material misstatement. As management, we assert that, to
the best of our knowledge and belief, this financial report is complete and reliable in all material respects.
All disclosures necessary to enable the reader to gain an understanding of the City's financial activities
have been included.

The Pun Group, LLP, an independent auditing firm of certified public accountants, has issued an
unmodified (“clean”) opinion on the City’s financial statements for the fiscal year ended June 30, 2016.
The independent auditor’s report is presented as the first component of the financial section of this CAFR.

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

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

PROFILE OF THE CITY OF NATIONAL CITY

The City of National City, incorporated on September 17, 1887, is located in southwestern San Diego
County, bordered by the City of San Diego to the north and east, San Diego Bay to the west, and the City
of Chula Vista to the south. The City is home to a fairly constant population of about 60,000 residents
and occupies 9.2 square miles.



The City is a general law city and operates under the council/manager form of government. The City
Council comprises five members, including the mayor, who are elected at large for four-year overlapping
terms. The mayor is the presiding officer of the Council. The citizens of National City also elect the City
Treasurer and the City Clerk.

The City Council is responsible for enacting ordinances, adopting the budget, establishing policies,
reviewing the General Plan, appointing committees, and appointing the City Manager and the City
Attorney. The City Manager is responsible for carrying out the policies and ordinances of the Council,
overseeing the day-to-day operations of the City, and appointing the heads of departments. The City
Attorney is the legal counsel for the City and the Community Development Commission and advises the
City Council, the City’s boards and commissions, and City staff.

The City provides a full range of services, which include general government, public safety (police, fire,
disaster preparedness, and building inspection), construction and maintenance of the City’s infrastructure,
economic development, affordable housing, cultural and recreational programs, library and literacy
programs, and senior and nutrition services.

BUDGETARY CONTROL

The annual budget serves as the foundation for the City’s financial planning and control. The proposed
budget is presented to the City Council for review and adoption prior to the beginning of each fiscal year,
July 1*. The Council is required to hold public hearings on the proposed budget prior to adoption. The
state mandates a structurally balanced budget. The budget is prepared by fund and department. After
budget adoption, in accordance with budget policy, an increase in a department’s total appropriation must
be approved by the Council when it involves the use of fund balance or an appropriation of unanticipated
or over-realized revenue identified to a specific source. The City Manager is authorized to make
budgetary revisions between budget line items within a fund. And department directors may transfer
appropriations within their respective departments. The budget is regularly monitored and the Council
receives quarterly updates. Budget-to-actual comparisons are provided in this report for each major
governmental fund for which an annual budget has been adopted. For the General Fund, this comparison
is presented on page 96 as part of the basic financial statements for the governmental funds. For
governmental funds other than the General Fund, with appropriated annual budgets, this comparison is
presented in the governmental fund subsection of this report, which begins on page 97.

FACTORS AFFECTING FINANCIAL CONDITION

Economic Profile

The University of San Diego (“USD”) tracks six _ o

variables to evaluate and monitor the health of the Index g;r';g?gg%fjﬁ;%’;‘;g_;g?;cators
San Diego County economy: unemployment filings, | ’
help wanted advertising, local stock prices, | 44
consumer confidence, building permits and the | 135
strength of the national economy. The results are | 130
consolidated and summarized in USD’s “Index of | '
Leading Economic Indicators for San Diego 1?2
County” (the “Index”). During fiscal year 2016, the | 1
Index decreased approximately 0.2% indicating a | 105
steady local economy.  Although, the index | 1%
relatively remained unchanged from prior fiscal
year, the Index reflects an overall positive year-over-year trend since fiscal year 2010.

Jul-11 Jul-12 Jul-13 Jul-14 Jul-15 Jul-16
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A key factor in the improving economy is the decline in unemployment rates for the June 2015 to June
2016 period, which fell at the state level and local levels — California’s from 6.2% to 5.4%, the San Diego
County metropolitan area’s from 5.2% to 5.1%, and the City’s from 6.6% to 6.5%. Also contributing to the
recovery is a return to growth over the past four years in assessed property values in both National City and
the County, as a whole, after three years of declining or flat values.

General Fund revenue trends suggest National City is benefitting
The City continues to
recover from past revenue declines with sustained revenue
growth, led by the City’s major revenue sources, sales- and
property-related taxes, as shown in Table 1. In fiscal year 2016,
sales-related tax revenues were boosted by continued strong

from the improving economic climate.

Table 2

Source of Taxable Sales by Industry

B Restaurants &
Hotels
11.1%

o Autos &
B General Trar:ts;%}ation
Consumer e
Goods
28.6%
B Fuel & B Building &
Service Construction
Stations 4.3%
4.79
J {Eood & Drugs @ Business &

3.3% Industry
5.0%

Table 1

Prior Years Sales- & Property-

Related Taxes Projection
FY14 | FY15 | FY1e FY 17
$32.8M | $34.5M | $36.6M $36.7M

receipts in the autos & transportation, building &
construction, and restaurants & hotels. The autos &
transportation segment was the single largest
contributor to sales tax revenue growth and accounted
for approximately 43% of sales tax revenues. One of
the most significant growth in revenues generated by
the City’s voter-approved 1% district transactions &
use (“Proposition ‘D’”) tax occurred in general
consumer goods, which also was the principal source
of those revenues and accounted approximately 42%
of total district transaction & use tax revenues. The
autos & transportation, and restaurants & hotels
sectors showed strength as well and were substantial
elements of both revenue sources. Though the City is
heavily dependent upon sales-related tax revenues, as
Table 2 illustrates, it has a diversified commercial,
retail, and industrial presence, which reduces the

impacts of economic downturns and helps it rebound steadily.

Property tax revenue, although a much
smaller revenue source than sales tax, has
been boosted by the City’s all-time-high total
assessed valuation. Net taxable assessed
value rose by 2.6% in 2016, driven by
significant increases in average and median
housing prices. Despite these surges, prices
remain well below their respective peaks,
leaving significant room for additional
growth.

As noted above, the improving economy has
led to sustained revenue growth, particularly
from sales- and property-related taxes, which
represent three-quarters of the General
Fund’s revenue total. As a result, General
Fund revenues, excluding those associated
with one-time events, are expected to slightly
increase in fiscal year 2016.

Table 3
Net Taxable Assessed Property Value History
Fiscal Year Total Increase Percent Cumulative
Ended Assessed over Increase over Increase
June 30 Valuation Prior Year Prior Year Since 2006
2006 2,355,008,346 - - -
2007 2,703,243,809 348,235,463 14.8% 348,235,463
2008 2,923,482,096 220,238,287 8.1% 568,473,750
2009 3,127,120,736 203,638,640 7.0% 772,112,390
2010 3,030,591,425 -96,529,311 -3.1% 675,583,079
2011 2,991,549,736 -39,041,689 -1.3% 636,541,390
2012 2,993,669,068 2,119,332 0.1% 638,660,722
2013 3,109,969,070 116,300,002 3.9% 754,960,724
2014 3,254,789,852 144,820,782 4.7% 899,781,506
2015 3,354,840,139 100,050,287 3.1% 999,831,793
2016 3,340,631,221 85,791,082 2.6% 1,085,622,875
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National City has a progressive history of commercial development, including the “Mile of Cars,” San
Diego County’s first major auto park, and Westfield Plaza Bonita, the County’s first indoor mall and
largest enclosed mall in the South San Diego Bay area. Both attract shoppers from throughout the County
and outlying areas and continue to be major revenue sources for the City, directly supporting local
programs and services. The Walmart Supercenter is the retail hub of the City’s central section, generating
significant tax revenue and bringing shoppers to nearby stores and restaurants. Despite these successes,
however, National City has experienced economic ebbs and flows which have directly impacted service
levels to the community. In 2005 and 2006, the City faced revenue shortfalls and structural deficits that led
to reductions in services and service hours. In response, National City voters in 2006 approved the
Proposition “D” transactions & use tax, which now produces nearly $10 million of revenue per year.
During the November 2014 General Elections, National City voters approved a measure extending the tax
for an additional twenty years. Proposition “D” has allowed the City to continue to provide important
programs and services to its citizens.

Additional setbacks occurred with the global recession beginning in 2008 and the State of California’s
dissolution of redevelopment agencies in February 2012. The recession impacted City general purpose
revenues and the operations of the City, but the dissolution of redevelopment agencies hampered
completion of economic development projects and, in some cases, stopped them all together. National
City’s Redevelopment Agency was a critical partner in planning and implementing improvements to the
City’s infrastructure, as well as in meeting the housing needs for low and moderate income residents, and
the loss of it resulted in the loss of millions of dollars in revenue needed to address these priorities.

Long-term Financial Planning

During the fiscal year 2015 budget process, City management reviewed and updated the City’s five-year
Strategic Plan. The Strategic Plan is approved by the Council every two years in conjunction with adoption
of the annual budget. Its purpose is to:

e establish a long-range vision and direction for the City;

ensure all participants are working toward the same goals and objectives;

assess/adjust the direction of the organization given the current (and changing) environment;
communicate goals and initiatives of the organization; and

provide a basis for developing a work plan to ensure the goals and initiatives of the Strategic Plan are
carried out.

City of National City Strategic Plan
2015-2020
Provide Quality Services
Achieve Fiscal Sustainability
Improve Quality of Life
Enhance Housing and Community Assets
Promote a Healthy Community

The City updates its five-year Capital Improvement Program (“CIP”’) annually. The CIP encompasses and
highlights some of the City’s needed infrastructure improvements. Planned capital expenditures during
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fiscal years 2017-2021 total approximately $93.7 million. Funding comes from multiple sources, including
available fund balance, general purpose revenues, user fees, special tax revenues, and regional, state, and
federal funds. In addition to routine sewer, drainage, and transportation-related projects, the CIP includes
improvements to parks, recreation, and community services facilities and municipal buildings and facilities,
such as the library, community center, police department, and fire stations.

Financial Policies

A portion of the fund balance of the General Fund, the “Contingency Reserve,” is committed to
strengthening the City’s ability to withstand unexpected financial emergencies and to accumulate funds for
large-scale purchases. The City’s reserve policy establishes that the City will accumulate and maintain an
amount equal to between twenty-five percent (25%) and fifty percent (50%) of a single year’s General
Fund operating expenditures for these purposes. The operational surplus generated by the City’s fiscal year
2016 activities, when combined with the fund balance previously committed by the Council to the
Contingency Reserve is sufficient to fund the Contingency Reserve at its minimum threshold.

The City’s reserve policy was updated in fiscal year 2016 to create a reserve, the “Facilities Maintenance
Reserve,” in the General Fund with the objective of pre-funding the costs of deferred maintenance on City
facilities and providing funding for “down payments” on replacement costs. The reserve policy establishes
a target level for this reserve of between ten (10%) and fifteen percent (15%) of the total acquisition cost of
the City’s building assets. An initial balance of $2,500,000, or 4.9% of the total acquisition cost, was
transferred during fiscal year 2016. In accordance with the reserve policy, the assets maintained in this
reserve are designated as committed fund balance.

In addition to the Contingency Reserve and Facilities Maintenance Reserve, the City maintains a number of
other reserves, most of which have accumulated their minimum target balances, as of June 30, 2016.

Cash Management Policies and Practices

As National City’s governing body, the City Council is granted the authority to manage the City’s
investment program, pursuant to California Government Code Section 53600 et seq. Management
responsibility for the cash and investment management of City funds to be delegated to the Director of
Finance and/or Financial Services Officer.

The City annually adopts a comprehensive investment policy specifying investment objectives, such as
type and term of investments, reporting requirements, and investment oversight. The City’s investments
generally include US Treasury and Agency securities, Certificate of Deposit Account Registry Service
deposits, medium-term corporate notes, negotiable certificates of deposit, commercial paper, the State of
California’s Local Agency Investment Fund, and the County of San Diego Pooled Money Fund. See Note
2 for a list of the City’s authorized investments. The investment policy complies in all respects with State
laws governing deposit and investment of public funds.

The objective of the investment portfolio is to enhance the City’s cash resources, while meeting the short
and long term cash flow demands of the City. To achieve this objective, the portfolio is structured to

provide safety of principal and liquidity, while providing a reasonable return on investments.

MAJOR ACCOMPLISHMENTS AND INITIATIVES

The City of National City’s Capital Improvement Program (CIP) addresses the City’s initiatives of
improving quality of life, enhancing housing and community assets, and promoting a healthy

ix



community. Amongst the most notable projects recently completed or in construction are the
following:

Infrastructure

A Avenue “Green” Street ($3.7 million project; completed December 2015)

The project will implement low-impact development (LID) infiltration measures along portions of
“A” Avenue between E. 8th Street and Kimball Park to treat urban storm water runoff prior to
entering the storm drain system and discharging into Paradise Creek. Other improvements include
enhanced crosswalks with pedestrian refuge islands and corner bulb-outs for traffic calming,
pedestrian actuated flashing crosswalk signs, and high intensity signing and striping; new
sidewalks and pedestrian curb ramps for ADA compliance; decomposed granite walking paths
through Kimball Park; a new gateway plaza with permeable pavers adjacent to National City
Public Library; and an educational creek-themed art wall.

D Avenue Community Corridor, Roundabout & War Memorial ($2.6 million project; completed
February 2016)

Phase I of the project includes traffic calming, pedestrian, bicycle and Safe Routes to School
enhancements on "D" Avenue between Division Street and E. 30th Street. Improvements include
enhanced crosswalks with pedestrian refuge islands and corner bulb-outs for traffic calming,
pedestrian actuated flashing crosswalk signs, and high intensity signing and striping; new
sidewalks and pedestrian curb ramps for ADA compliance; new bike lanes and sharrows with
signage; reverse angle parking for bicycle safety; and green bike boxes at two signalized
intersections, E. 18th Street and E. 24th Street. Additional Phase I improvements include new
bike sharrows with signage on 30th Street between "D" Avenue and Hoover Avenue; and new
buffered bike lanes with signage on Hoover Avenue between W. 30th Street and the entrance to
the Sweetwater River Bike Path at W. 33rd Street. Phase II includes a new traffic calming
roundabout at E. 12th Street and improvements to the War Memorial.

Highland Ave Safety Enhancements ($1.9 million project; completed February 2016)

The project provides safety enhancements for drivers and pedestrians along Highland Avenue
between Division Street and E. 8th Street. Improvements include enhanced crosswalks with
pedestrian refuge islands and high intensity signing and striping; pedestrian curb ramps for ADA
compliance; new street lights; and traffic calming measures such as corner bulb-outs and a "road
diet" converting four travel lanes to two travel lanes with protected left turn lanes at intersections,
raised islands midblock and replacement of parallel parking with angle parking on the east side of
the street.

Paradise Valley Road Safe to School ($350,000 project; completed May 2016)

The project will construct new sidewalk, curb and gutter, and lighting along the west side of
Paradise Valley Road between E. 8th Street and E. Plaza Boulevard to provide a "gap closure"
along this key walking route to/from Ira Harbison Elementary School.

Downtown-Westside Community Connections ($1.2 million project for Phases 111 & 1V; completed
August 2016)

Phase I of the project includes traffic calming and pedestrian enhancements as part of the Coolidge
Avenue Safe Routes to School project. Phase II includes traffic calming and pedestrian



enhancements as part of the "A" Avenue Green Street project. Phase III includes traffic calming,
pedestrian, bicycle and transit enhancements on Plaza Boulevard between Coolidge Avenue and
"A" Avenue, such as enhanced crosswalks with corner bulb-outs and high intensity signing and
striping; pedestrian curb ramps for ADA compliance; new bike sharrows with signage; new street
lights; wayfinding signage; storm water treatment infiltration areas; and benches at bus stops.
Phase IV includes new pedestrian curb ramps for ADA compliance on W. 14th Street between "A"
Avenue and Coolidge Avenue.

Safe Routes to School — Citywide Pedestrian Crossing Enhancements ($300,000 project;
estimated completion December 2016)

The project includes purchase and installation of solar powered, pedestrian actuated LED-
enhanced crosswalk sign systems with high-intensity striping at ten crosswalks nearby local
schools in National City. One of the locations, in front of Granger Jr High School, also includes
construction of a raised crosswalk.

Plaza Boulevard Widening — Phase 1 ($6.5 million project; estimated completion March 2017)
Phase I of the project includes utility undergrounding and widening of Plaza Boulevard between
"N" Avenue and [-805. Additional improvements include adding travel lanes to expand roadway
capacity and improve traffic flow, roadway rehabilitation and restriping, traffic signal
modifications for safety and operations, new street lights, and pedestrian / ADA enhancements.

Bicycle Parking Enhancements ($120,000 project; estimated completion June 2017)

The project will design, fabricate and install custom bicycle racks at parks, public buildings and
along bicycle corridors. The bicycle racks will provide cyclists with safe, secure and convenient
parking for end-of-trip storage. The project will also compliment on-going programs and public
outreach efforts in the community such as National City's Safe Routes to School Education &
Encouragement Sustainability Program, which includes educating parents and students on bicycle
safety, and disseminating maps that show the locations of bicycle storage facilities throughout the
City.

Housing

Westside Infill Transit Oriented Development (“WI-TOD™’) Affordable Housing Project
(Estimated Completion: Phase | Housing — December 2016; Phase Il Housing — March 2018;
Community Park — June 2018)

The Westside Infill Transit Oriented Development (WI-TOD) project will deliver 201 affordable
housing units on the east side of Paradise Creek, located at 2020 and 2100 Hoover Avenue. Phase
I includes 109 units and Phase II includes 92 units. The project will also develop an
approximately 4-acre Community Park on the west side of Paradise Creek. In November 2014,
the City completed demolition of existing structures, which included the former City Public
Works yard and support facilities, site remediation and rough grading, to allow for construction of
the WI-TOD. This work was completed pursuant to the City’s obligation to the former
redevelopment agency to carry out the Disposition and Development Agreement by and between
the Community Development Commission of the City of National City and Paradise Creek
Housing Partners, L.P., a California limited partnership (the “Developer”), entered into June 21,
2011.

X1



Facilities

National City Public Library Improvements ($1.1 million project; completed February 2016)

The project includes installation of new composite textile flooring, public safety cameras, lighting
upgrades, new radio-frequency identification (RFID) book delivery system, new book shelves,
landscaping, irrigation, and architectural concrete for the National City Public Library.

Fire Station 31 Improvements ($180,000 project; estimated completion December 2016)
The project includes replacement of the A/C unit, roof repairs, painting, bathroom upgrades,
plumbing repairs and new patio area for Fire Station 31.

Police Department Building Improvements ($2 million project; estimated completion December
2016)

The project includes electrical and mechanical upgrades, installation of custom mobile shelving,
ADA upgrades, fire suppression system upgrades and waterproofing to support expansion of the
Police Department Property & Evidence Room. The project also includes other deferred
maintenance items to improve facility operations.

Parks & Recreation

National City Aquatic Center ($5.3 million project; completed March 2016)

The project will construct an approximately 4,700 square foot Aquatic Center adjacent to Pepper
Park and Pier 32 Marina. The facility will include two multi-purpose classrooms that can be
opened as one larger room; storefront/office space; locker rooms with showers and restrooms; boat
and equipment storage; decorative lighting, landscaping and public art.

Civic Center (City Hall) Improvements ($350,000 project; completed October 2016)
The project includes upgrades to the second floor lobby, public information office, Council
Chambers, large conference room, fire suppression system for server room and ADA.

Kimball Park Low-Impact Development and Paradise Creek Restoration ($2.4 million project;
estimated completion November 2016)

The project will construct multiple bioretention areas and expand wetlands habitats in and around
Kimball Park to treat a highly urbanized drainage area of approximately 77 acres. The project will
also restore approximately 1,050 linear feet of Paradise Creek through Kimball Park by removing
the concrete channel, widening the creek and reintroducing native riparian vegetation. The project
will implement low-impact development to improve water quality from urban storm water runoff
and provide an opportunity for residents and guests to interact with a natural, tidally-influenced
water body through the park. Educational signage will also be installed along the restored creek
and expanded wetland areas within the park.

Camacho Recreation Center Improvements ($120,000 project; estimated completion December
2016)

The project includes refinishing the gymnasium floor, interior painting, replacement of powered
roof vents, and repairs to the roof and exterior doors for the Camacho Recreation Center.

Xil



National City Municipal Pool Improvements ($160,000 project; estimated completion December
2016)

The project includes repair and/or replacement of pool deck drains; refurbishment of the pool
deck, concrete walkways and shower/locker room floors; security lighting upgrades; minor
painting and repairs to the exterior buildings; and mechanical, electrical and plumbing upgrades
for the National City Municipal Pool and support facilities.

Kimball & EI Toyon Park Improvements ($5 million project; estimated completion December
2016)

Improvements for Kimball Park include implementation of storm water low-impact development
measures, new restrooms, lighting, “state-of-the-art” skate park, central plaza, benches, trash
receptacles, public safety cameras, ADA upgrades, walking paths, and drought tolerant
landscaping. Improvements for El Toyon Park include new restrooms, lighting, public safety
cameras, ADA upgrades, programmable metal swing gates for the “horseshoe” parking lot, and
tennis court resurfacing.

Information on the City’s CIP projects can be found at http://nationalcityprojects.com.
Awards and Acknowledgements

The Government Finance Officers Association of the United States and Canada (“GFOA”)
awarded the Certificate of Achievement for Excellence in Financial Reporting to the City of
National City for its CAFR for the fiscal year ended June 30, 2015. The Certificate of
Achievement is the highest form of recognition for excellence in state and local government
financial reporting. In order to receive the award, a governmental unit must publish an easily
readable and efficiently organized CAFR that satisfies both GAAP and applicable program
requirements.

A Certificate of Achievement for Excellence in Financial Reporting is valid for a period of one
year. We believe that our current CAFR continues to meet the Certificate of Achievement
Program’s requirements, and we are submitting it to the GFOA to determine its eligibility for
another certificate.

The preparation of this report would not have been possible without the dedication and
professionalism of the entire staff of the Department of Finance. We would like to express our
gratitude to those who devoted significant hours in preparing the report. We appreciate and
commend all the City departments who assisted and contributed materials to this document. And
we acknowledge the Mayor and members of the City Council for their interest, dedication, and
constant support for planning and conducting the financial operations of the City in a responsible
and progressive manner.

Respectfully submitted,
74 : (7 —
Leslie Deese Mark Roberts

City Manager Director of Finance
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PUN GROUP

ACCOUNTANTS & ADVISORS

INDEPENDENT AUDITORS’ REPORT

To the Honorable Mayor and Members of the City Council
of the City of National City
National City, California

Report on Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type activities,
each major fund, and the aggregate remaining fund information of the City of National City, California (the “City”),
as of and for the year ended June 30, 2016, and the related notes to the financial statements, which collectively
comprise the City’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

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

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

6265 Greenwich Drive, Suite 220, San Diego, California 92122
Tel: 858-242-5100 * Fax: 858-242-5150
Www.pungroup.com



To the Honorable Mayor and Members of the City Council
of the City of National City

National City, California

Page 2

Opinions

In our opinion, the financial statements referred to previously present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of the City as of June 30, 2016, 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.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s Discussion
and Analysis, Budgetary Comparison Schedules, Schedule of Funding Progress for Other Postemployment Benefits,
Schedule of Changes in the Net Pension Liability and Related Ratios and Schedule of Contributions, on pages 7 to 16
and 95 to 105 be presented to supplement the basic financial statements. Such information, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate operational, economic,
or historical context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted of inquiries
of management about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we obtained during our
audit of the basic financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the City’s basic financial statements. The Combining and Individual Nonmajor Fund Financial Statements,
Budgetary Comparison Schedules, and Statistical Section, are presented for purposes of additional analysis and are
not a required part of the basic financial statements.

The Combining and Individual Nonmajor Fund Financial Statements and Fund Budgetary Comparison Schedules on
pages 112 through 142 are the responsibility of management and were 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 Combining and Individual Nonmajor Fund Financial Statements and Fund Budgetary Comparison
Schedules are fairly stated in all material respects in relation to the basic financial statements as a whole.



To the Honorable Mayor and Members of the City Council
of the City of National City

National City, California

Page 3

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 20, 2016, on our
consideration of the City’s internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards in considering the City’s
internal control over financial reporting and compliance.

%@W P

San Diego, California
December 20, 2016
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and Members of the City Council
of the City of National City
National City, California

We have audited, in accordance with the 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, the financial statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City of National City, California (the “City”), as of
and for the year ended June 30, 2016, and the related notes to the financial statements, which collectively comprise
the City’s basic financial statements, and have issued our report thereon dated December 20, 2016.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City’s internal control over
financial reporting (internal control) to determine the audit procedures that are appropriate in the circumstances for
the purpose of expressing our opinions on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the City’s internal control. Accordingly, we do not express an opinion on the effectiveness of
the City’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough to
merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and
was not designed to identify all deficiencies in internal control that might be material weaknesses or, significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statements are free from material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards.

6265 Greenwich Drive, Suite 220, San Diego, California 92122
Tel: 858-242-5100 * Fax: 858-242-5150
Www.pungroup.com



To the Honorable Mayor and Members of the City Council
of the City of National City

National City, California

Page 2

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the entity’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

L

San Diego, California
December 20, 2016



Management’s Discussion and Analysis

Management of the City of National City (the “City”) offers this narrative overview and analysis of the
financial activities of the City for the fiscal year ended June 30, 2016. We encourage readers to consider
the information presented here in conjunction with our letter of transmittal, which can be found on page v
of this report. The intent of this discussion and analysis is to provide a summarized view of the City’s
financial performance, as a whole; therefore, readers should also review the basic financial statements and
supporting notes to enhance their understanding of the City’s financial performance.

Overview of the Financial Statements

This Management’s Discussion & Analysis (“MD&A”) is intended to serve as an introduction to the
City’s basic financial statements, which comprise three components: 1) government-wide financial
statements, 2) fund financial statements, and 3) notes to the basic financial statements. This report also
contains other supplementary information.

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

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

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

The government-wide financial statements distinguish functions of the City that are principally supported
by taxes and intergovernmental revenues (governmental activities) from other functions that are intended
to recover all or a significant portion of their costs through user fees and charges (business-type
activities). The governmental activities of the City include general government, public safety,
transportation, community development, health, and culture and recreation. The business-type activities
of the City comprise the operations of Kimball Towers and Morgan Towers, which provide housing for
low and moderate income seniors.

The government-wide financial statements report the activities of the City and its three blended
component units: the Housing Authority of the City of National City, the Parking Authority of the City of
National City, and the National City Joint Powers Financing Authority. Although legally separate, the
component units function, for all practical purposes, as departments of the City and, therefore, have been
blended, as part of the primary government. The Successor Agency to the Community Development
Commission as the National City Redevelopment Agency (“Successor Agency”) is included as a
fiduciary component unit, since it would be misleading to exclude it, due to the nature and significance of
the relationship between it and the City. The activity of the Successor Agency is reported with the City’s
fiduciary funds, which are not included in the government-wide statements because the resources of those
funds are not available to support the City’s own programs.



The government-wide financial statements are presented using the accrual basis of accounting, which
differs from the modified accrual basis of accounting used for preparing the governmental fund financial
statements. Note 1 of the Notes to the Basic Financial Statements section fully describes these bases of
accounting. Proprietary funds, discussed below, also are reported using the accrual basis of accounting.

The government-wide financial statements can be found on pages 20-23 of this report.

Fund Financial Statements. A fund is a grouping of related accounts used to maintain control over
resources that have been segregated for specific activities or objectives. The City, like other state and
local governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. In the basic financial statements, the emphasis is on major funds. Each of the City’s funds
falls into one of three categories: governmental, proprietary, or fiduciary.

Governmental Funds. Governmental funds are used to account for the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the government-
wide financial statements, the governmental fund financial statements focus on near-term inflows and
outflows of spendable resources, as well as on balances of spendable resources available at the end of the
fiscal year. Such information may be useful in evaluating the City’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
so, readers can better understand the long-term impact of the government’s near-term financing decisions.
Reconciliations between the government-wide financial statements and the governmental fund financial
statements are included as part of the basic financial statements. The major reconciling items relate to
capital assets and debt. In the governmental funds, acquisitions of capital assets are treated as
“expenditures,” because, upon purchase of a capital asset, cash used to acquire it is no longer available for
other purposes. The issuance of debt provides cash, which is then available for specified purposes. At
the end of the fiscal year, the unassigned fund balances in the governmental fund financial statements
reflect spendable resources available for appropriation by the City Council. Spendable balances are not
presented on the face of the government-wide financial statements.

The City maintains thirty-four individual governmental funds, including the General Fund. Information is
presented separately in the governmental funds’ Balance Sheet and Statement of Revenues, Expenditures,
and Changes in Fund Balance for the General Fund, Housing Fund, Housing Choice Voucher (aka
“Section 8”) Program Fund, and Sewer Service Fund, all of which are major funds. The City’s other
governmental funds are considered non-major, and their data are combined into a single, aggregated
presentation.

The governmental fund financial statements can be found on pages 28-34. Individual fund information
for each of the non-major governmental funds is provided in the form of combining statements and can be
found on pages 112-119.

The City adopts annual budgets for its General, Housing, Housing Choice Voucher Program, and Sewer
Service Funds. Budgetary comparison statements, found on pages 96-100, have been provided, to reflect
compliance with these budgets.

Proprietary Funds. The City maintains two types of proprietary funds: enterprise and internal service.
Enterprise funds are used to report the same functions presented as business-type activities in the
government-wide financial statements. The City’s enterprise funds account for activities relating to the
operations of Kimball Towers and Morgan Towers, which provide housing to low and moderate income



seniors. Internal service funds are used to accumulate and allocate costs internally among the City’s
functions. The City has seven internal service funds: the Facilities Maintenance Fund, the Liability
Insurance Fund, the Information Systems Maintenance Fund, the Motor Vehicle Services Fund, the
Equipment Replacement Reserve Fund, the Office Equipment Depreciation Fund, and the
Telecommunications Revolving Fund. Because these services predominantly benefit governmental,
rather than business-type, functions, their financial information is included within the governmental
activities in the government-wide financial statements.

Proprietary fund financial statements provide the same type of information as the government-wide
financial statements (business-type activities), only in more detail. The proprietary fund financial
statements provide separate information for Kimball Towers and Morgan Towers. The internal service
funds are combined into a single, aggregated presentation in the proprietary fund financial statements.

The proprietary fund financial statements can be found on pages 37-40. Individual fund data for the
internal service funds is provided in the form of supplementary combining statements and can be found
on pages 135-142.

Fiduciary Funds. Fiduciary funds are used to account for activities for which the City’s role is purely
custodial. The fiduciary funds of the City are the Agency Funds (comprising the Cobra Insurance Fund
and Miscellaneous Deposits Fund) and the Successor Agency Private-purpose Trust Fund. These funds
are not reflected in the government-wide financial statements because the resources of the funds are not
available to support the City’s programs. The accounting used for fiduciary funds is much like that used
for proprietary funds.

The fiduciary fund financial statements can be found on pages 43-44, and the combining Statement of
Changes in Assets and Liabilities for the Agency Funds can be found on page 145.

Notes to the Basic Financial Statements. The Notes to the Basic Financial Statements section provides
additional information essential for a full understanding of the data provided in the government-wide
financial statements. The Notes to the Basic Financial Statements section begins on page 47.

Other Information. In addition to the basic financial statements and accompanying notes, this report
presents certain required supplementary information concerning the City’s progress in funding its
obligation to provide pension and other postemployment benefits to its employees. Required
supplementary information can be found on pages 101-105.

The combining statements referred to earlier in connection with non-major governmental funds and
internal service funds are presented on pages 112-119 and 135-142, respectively.

Government-wide Financial Analysis

As noted earlier, over time, a government’s net position may serve as a useful indicator of its financial
position. Table 1 below presents a summarization of the City’s assets, liabilities, deferred outflows and
inflows, and net position for its governmental and business-type activities.



TABLE 1

NET POSITION
For the year ended June 30, 2016

Governmental Business-Type
Activities Activities Total
2016 2015 2016 2015 2016 2015
Current and Other Assets $ 106,318,129 $ 98,615,952 $ 2,310,402 $ 2,177,592 $ 108,628,531 $ 100,793,544
Capital Assets, Net 146,413,209 133,737,536 5,933,077 6,237,547 152,346,286 139,975,083
TOTAL ASSETS 252,731,338 232,353,488 8,243,479 8,415,139 260,974,817 240,768,627
Deferred Outflows of Resources 7,396,038 6,311,773 - - 7,396,038 6,311,773
Current Liabilities 12,160,183 12,060,337 481,673 468,165 12,641,856 12,528,502
Long-term Liabilities 96,083,125 93,410,902 725,833 1,045,741 96,808,958 94,456,643
TOTAL LIABILITIES 108,243,308 105,471,239 1,207,506 1,513,906 109,450,814 106,985,145
Deferred Inflows of Resources 7,849,166 13,823,056 - - 7,849,166 13,823,056
Net Position:
Net Investment in
Capital Assets 134,444,245 120,377,947 4,905,110 4,926,410 139,349,355 125,304,357
Restricted 35,747,699 33,889,727 2,031,385 1,876,125 37,779,084 35,765,852
Unrestricted (26,157,042) (34,896,708) 99,478 98,698 (26,057,564) (34,798,010)

TOTAL NET POSITION $ 144,034,902 $ 119,370,966 $ 7,035,973 $ 6,901,233 $ 151,070,875 $ 126,272,199

The City’s assets and deferred outflows of resources exceeded its liabilities and deferred inflows of
resources by $151,070,875 at June 30, 2016, an increase of $24,798,676 from June 30, 2015. By far, the
largest portion of the City’s net position, $139,349,355, is its investment in capital assets (i.e., land,
buildings, machinery, equipment, and infrastructure), net of accumulated depreciation and related
outstanding debt used to acquire those assets. These capital assets are used to provide services to citizens
and, consequently, are not available for future spending. Although the City’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 resources, since the capital assets themselves cannot be used to liquidate the
liabilities.

Another portion of the City’s net position, $37,779,084, represents resources that are subject to external
restrictions on how they may be used. The remainder of net position, unrestricted net position, was
($26,057,564), as of June 30, 2016. Unrestricted net position consists of the City’s net pension liability of
($77,949,839) and $51,892,275, the latter of which may be used to meet the City’s ongoing obligations to
citizens and creditors.

Inclusion of the net pension liability in unrestricted net position is required by Governmental Accounting
Standards Board Statement No. 68 (“GASB 68), Accounting & Financial Reporting for Pensions,
implemented as of the fiscal year ending June 30, 2015. The primary objective of GASB 68 is to improve
accounting and financial reporting by state and local governments. It is also intended to improve the
decision-usefulness of information in employer and governmental non-employer contributing entity
financial reports and enhance its value for assessing accountability and inter-period equity by requiring
recognition of the entire net pension liability and a more comprehensive measure of pension expense
through a new note disclosure and required supplementary information. Information intended to enhance
decision-usefulness and accountability can be found starting on page 79 of this report.
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The $24,798,676 (19.6 percent) growth in the City’s total net position resulted from increases in
governmental activities and business-type activities of $24,663,936 and $134,740, respectively.
Governmental and business-type operating results are discussed on page 22. Table 2 provides a
condensed summary of activities of the City’s governmental and business-type operations for the period
ended June 30, 2016, with the prior fiscal year presented for comparative purposes.

TABLE 2

CHANGES IN NET POSITION
For the year ended June 30, 2016

Governmental Business-Type
Activities Activity Total
2016 2015 2016 2015 2016 2015
REVENUES:
Program Revenues:
Charges for Services $ 19,686,913 $ 21,909,268 $ 2,391,019 $ 2,361,695 $ 22,077,932 $ 24,270,963
Operating Grants and
Contributions 13,295,661 12,508,517 - - 13,295,661 12,508,517
Capital Grants and
Contributions 7,299,398 11,399,349 - - 7,299,398 11,399,349
General Revenues: 40,281,972 45,817,134 2,391,019 2,361,695 42,672,991 48,178,829
Taxes:
Property Taxes 10,293,634 10,301,592 - - 10,293,634 10,301,592
Sales Taxes 29,170,512 27,095,666 - - 29,170,512 27,095,666
Franchise Taxes 1,922,723 1,902,082 - - 1,922,723 1,902,082
Utility User Tax 867,488 818,820 - - 867,488 818,820
Motor Vehicle in-lieu Taxes - - - - - -
Transient Occupancy Taxes 1,611,788 1,383,793 - - 1,611,788 1,383,793
Investment Earnings 553,184 304,655 3,678 2,579 556,862 307,234
Gain on Sale of Capital Assets - - - - - -
Miiscellaneous 1,864 - 14,023 14,869 15,887 14,869
Gain on Sale of Capital Assets - - - - - -
Loss on Disposition of - -
Capital Assets(1) - - - - - -
TOTAL REVENUES 84,703,165 87,623,742 2,408,720 2,379,143 87,111,885 90,002,885
EXPENSES:
General Government 6,237,858 6,299,372 - - 6,237,858 6,299,372
Public Safety 31,293,361 31,522,488 - - 31,293,361 31,522,488
Transportation 8,605,631 6,737,292 - - 8,605,631 6,737,292
Community Development 11,812,563 11,603,528 - - 11,812,563 11,603,528
Health 7,499,719 7,416,697 - - 7,499,719 7,416,697
Culture and Leisure 7,188,896 6,349,578 - - 7,188,896 6,349,578
Depreciation - - - - - -
Interest on Long-term Debt 308,808 407,194 - - 308,808 407,194
Kimball Towers - - 1,160,095 1,251,377 1,160,095 1,251,377
Morgan Towers - - 1,113,885 1,078,546 1,113,885 1,078,546
TOTAL EXPENSES 72,946,836 70,336,149 2,273,980 2,329,923 75,220,816 72,666,072
11,756,329 17,287,593 134,740 49,220 11,891,069 17,336,813
TRANSFERS:
Transfer to Successor Agency (826,577) - - - (826,577) -
SPECIAL ITEMS
Transfers of assets from Successor Agency 13,734,184 - - - 13,734,184 -
Restatement of Net Assets (See Note 14) - (81,881,423) - - - (81,881,423)
NET POSITION, BEGINNING OF YEAR 119,370,966 183,964,796 6,901,233 6,852,013 126,272,199 190,816,809
NET POSITION, END OF YEAR $ 144,034,902 $ 119,370,966 $ 7,035,973 $ 6,901,233 $ 151,070,875 $ 126,272,199

As noted above, net position for governmental activities grew by $24,663,936. Key elements of the
increase include:

» a transfer of a $6,000,000 promissory note receivable, a non-cash transaction, from the Successor
Agency Private-Purpose Trust Fund to the City’s Low & Moderate Income Housing Asset Fund;

= land held for resale valued at $5,784,182 was transferred as a non-cash transaction from the Successor
Agency to the City to be retained for government use or for future development; and

= capital assets valued at $1,950,002 were transferred as a non-cash transaction from the Successor
Agency to the City to be retained for government use.
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Additional detail information for the transfer of the promissory note, and real property assets can be found
on page 91 (Note 14) of the Notes to the Basic Financial Statements section.

Business-type activities increased the City’s net position by $134,740. The growth resulted from a slight
increase, $29,577 (1.2%), in combined revenues and decrease of $55,943, or 2.4 percent, in overall
expenses for Kimball Towers and Morgan Towers, the City’s two business-type activities. The increase
in revenues primarily was due to a $29,324 growth in rental income. The most significant factor in the
reduction of expenses was a $36,698 decrease in operating expenses.

Governmental Activities. The City’s total revenues from governmental activities were $84,703,165 for
the fiscal year ended June 30, 2016. The largest source of revenue for the City, at 34.4 percent, is sales-
related taxes (comprising sales & use tax, district transaction & use tax, and property tax in lieu of sales
tax). Revenues from sales-related taxes grew $2,074,846 or 7.7 percent, year over year. Revenues from
other taxes, the most significant of which is property-related taxes (real property taxes, personal property
taxes, and property tax in lieu of vehicle license fee [“VLF”]), increased by $289,346 or 2.0 percent, and
represented 17.3 percent of total revenues at the end of the current fiscal year (fiscal year 2016).

Operating grants and contributions for governmental activities ended the fiscal year at $13,295,661,
increasing approximately 6.3 percent or $787,144 from the prior year. Charges for services declined by
$2,222.355, or 10.1 percent, from the prior year. Lastly, capital grants and contributions fell $4,099,951,
or 35.9 percent.

The City’s expenses for governmental activities cover a wide array of services, with $31,293,361, or 42.9
percent, for fiscal year 2016 related to public safety and $11,812,563, or 16.2 percent, to community
development. Overall, expenses for governmental activities rose $2,610,687, or 3.7 percent, with a
$1,868,339, or 27.7 percent, growth in transportation expenses the primary driver of the change.

Business-type Activities. Overall revenues from the City’s business-type activities were $2,408,720 for
the current fiscal year, $2,391,019 of which was from rental income. Rental income revenues increased

1.2 percent, year over year.

The City’s business-type activities expenses account for Kimball Towers and Morgan Towers operations.
These expenses totalled $2,273,980, increasing 1.6% over the prior year.

Financial Analysis of the City’s Funds

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements.

Governmental Funds. The focus of the City’s governmental funds is to provide information on near-
term inflows, outflows, and balances of spendable resources. Such information is useful in assessing the
City’s financing requirements. In particular, unassigned fund balance may serve as a useful measure of a
government’s net resources available for spending at the end of the fiscal year.

The City’s classifications of fund balance comprise a hierarchy based on the extent to which the City is

bound to observe constraints imposed upon the use of the financial resources of the funds. Fund balance

is reported in five categories, based upon the following defining characteristics:

» non-spendable — either not in spendable form or legally or contractually required to be maintained
intact;

» restricted fund — subject to externally enforceable limitations by law, enabling legislation, or
limitations imposed by creditors or grantors;
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» committed — may be spent only for the specific purposes determined by formal action of the
government’s highest level of decision-making authority (City Council) and, therefore, may be used
for different purposes only upon the government’s taking the same formal action that imposed the
original constraint;

= assigned — constrained by the City’s intent to utilize fund balance for specific purposes;

= unassigned — fund balance not falling in any of the foregoing categories and available for spending at
the City’s discretion.

TABLE3

GOVERNMENTAL FUNDS SUMMARY
For the year ended June 30, 2016

Housing Choice Voucher

General Fund Other Governmental Funds Total Governmental Funds
Program Fund
2016 2015 2016 2015 2016 2015 2016 2015
Total Assets $ 53,627,269 $ 44,646,500 $§ 416,565 § 109,149 § 44368274 $ 48,043,912 § 98,412,108 § 92,799,561
Total Liabilities 3,562,081 3,674,420 16,289 68,969 9,257,204 13,813,600 12,835,574 17,556,989
Deferred Inflows of Resources
Fund Balances
Non-spendable 10,766,098 4,963,916 - - - 7,927,027 10,766,098 12,890,943
Restricted 754913 590,998 400,276 40,180 35,933,029 30,965,565 37,088,218 31,596,743
Committed 11,585,066 9,085,066 - - - - 11,585,066 9,085,066
Assigned 14,792,381 16,065,735 - 706,558 14,792,381 16,772,293
Unassigned 12,166,730 10,266,365 - - (821,959) (5,368,838) 11,344,771 4,897,527
Total Fund Balance 50,065,188 40,972,080 400,276 40,180 35,111,070 34,230,312 85,576,534 75,242,572
Total Liabilities, Deferred Inflows,
and Fund Balances § 53,627,269  $ 44,646,500 § 416,565 § 109,149 § 44368274 $ 48,043,912 § 98,412,108 § 92,799,561

The table below summarizes the balance sheet of the City’s General Fund and other governmental funds.

As of the end of the current fiscal year, the City’s governmental funds reported combined ending fund
balances of $85,576,534, an increase of $10,333,962 over the prior year. The restricted component
represents the largest portion, 43.3 percent, of ending fund balance followed by assigned, at 17.3 percent,
and committed, which includes assets the City has set aside in reserves for future economic contingencies
and for facilities maintenance, 13.5 percent. The unassigned fund balance represents 13.3 percent of total
fund balance. Lastly, the General Fund non-spendable fund balance represents 12.6 percent of total fund
balance, increasing by $5,802,182 mostly due to a transfer of land held for resale from the Successor
Agency Private-Purpose Trust Fund. The non-spendable fund balance for other governmental funds
decreased due to a reclassification of long-term loan receivables and property acquired for resale
previously reported as non-spendable. Since the expected proceeds from these assets are restricted, they
are now properly included in that fund balance classification.

The General Fund is the principal operating fund of the City. At the end of the current fiscal year, the
total fund balance of the General Fund equaled $50,065,188 in comparison to $40,972,080 the prior year,
an increase of $9,093,108. General Fund revenues decreased slightly, $188,139, with a $4,494,283
decrease in intergovernmental revenues offsetting increases of $2,374,631 and $1,634,158 in taxes and
other revenues, respectively. General Fund expenditures grew $3,549,701, primarily due to increases in
the public safety and general government functions. A special item of $5,784,182 was added to record
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the transfer of land held for resale referenced above. And other financing uses decreased $3,563,729
primarily as the result of fiscal year 2016 transfers of excess fund balances from the City’s internal
service funds for the creation of a General Fund facilities maintenance reserve and a fiscal year 2015
transfer from the General Fund to the Equipment Replacement Reserve Fund which did not recur in the
current fiscal year.

The fund balance classification for the General Fund and other major funds can be found on page 90, in
Note 13 of the Notes to Financial Statements section.

Proprietary Funds. As noted earlier, the City’s proprietary funds provide the same type of information
found in the government-wide financial statements, but in more detail. Factors concerning the finances of
these funds have already been addressed in the discussion of the City’s business-type activities.

TABLE 4
Variance with
Original Budget Final Budget Actual Amounts Final Budget
Total Revenues 45,845,540 47,563,202 52,873,165 5,309,963
Expenditures:
General Government 7,886,764 8,620,844 6,638,782 1,982,062
Public Safety 31,034,392 31,330,829 30,906,623 424,206
Transportation 3,247,288 3,624,368 3,247,417 376,951
Community Development 240,408 240,186 166,779 73,407
Culture and Leisure 2,895,649 3,293,634 3,105,160 188,474
Capital Outlay 7,344,967 7,628,977 4,975,491 2,653,486
Principal - - 54,208 (54,208)
Interest on Long-term Debt - - 16,118 (16,118)
Total Expenditures 52,649,468 54,738,838 49,110,578 5,628,260
Revenues Over (Under) Exp enditures (6,803,928) (7,175,636) 3,762,587 10,938,223
Other Financing Sources (2,207,761) (3,034,338) (453,661) 2,580,677
Special Items - - 5,784,182
Net Change in Fund Balances (9,011,689) (10,209,974) 9,093,108 19,303,082
Beginning Fund Balance 40,972,080
Ending Fund Balance 50,065,188

General Fund Budgetary Highlights

Final budgeted General Fund revenues increased $1,717,662 from the total originally budgeted for fiscal
year 2016, largely as the result of adjustments to account for one-time insurance settlement proceeds
received for the reimbursement of legal cost pursuant to a settlement agreement and for intergovernmental
revenues for reimbursable capital projects.

Actual amounts differed from the final General Fund budget as follows:

»  Actual revenues exceeded their final budgeted total by $5,309,963, with higher than projected sales-
related taxes, transient lodging tax, franchise fee, operating lease, intergovernmental revenues, one-
time insurance reimbursement, mutual aid agreements, and state mandated claim reimbursement
revenues the primary contributors to the positive difference.

» Actual expenditures were less than their overall budgeted amount by $5,628,260, attributable
primarily to unspent appropriations for grants, capital projects, and other special programs that were
not completed during the year (and, thus, are carried over to the following fiscal year). In addition,
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$853,725 was saved in maintenance and operations expenses, much of which was in contract services
and professional services, and $423,198 in personnel cost savings were realized, most of which
occurred in the Police Department.

» The above-referenced transfer of land held for resale from the Successor Agency Private-Purpose
Trust Fund was an unbudgeted special item of $5,784,182.

Capital Asset and Debt Administration

Capital Assets. The City’s investment in capital assets (net of accumulated depreciation) for
governmental and business-type activities, as of June 30, 2016, amounted to $152,346,288. This
investment includes land, rights of ways, construction in progress, buildings and improvements,
machinery, and infrastructure. Infrastructure assets represented 37.0 percent of total combined assets.

TABLE 5

CAPITAL ASSETS AT YEAR-END
(NET OF DEPRECIATION)
For the year ended June 30, 2016

Governmental Business-Type
Activities Activities Total
2016 2015 2016 2015 2016 2015
Land $ 22,011,750 $ 20,411,750 $ 528,382 $ 528,382 $ 22,540,132 $ 20,940,132
Right-of-way 4,245,088 4,245,088 4,245,088 4,245,088
Construction in progress 33,043,820 29,969,669 33,043,820 29,969,669
Buildings and improvements 25,789,266 21,571,006 5,153,467 5,436,974 30,942,733 27,007,980
Machinery and equipment 5,015,233 3,843,217 251,228 272,191 5,266,461 4,115,408
Infrastructure 56,308,054 53,696,806 56,308,054 53,696,806
TOTALS $ 146,413,211  $133,737,536 $§ 5933,077 § 6,237,547 $152,346,288  $ 139,975,083

The largest addition to capital assets during the current fiscal year was in buildings and improvements,
which grew $3,934,753 to $30,942,733. The most significant contributors to the growth were the
completion of an aquatic center and building upgrades to the City’s library. Construction in progress
totalled $33,043,280, an increase of $3,074,151 from prior year. The most significant projects for which
construction was underway during the fiscal year were city-wide street resurfacing, Kimball Park
improvements, and Highland Avenue Safety Enhancement. Notable projects completed during the fiscal
year and affecting the construction in progress total were the aquatic center, “A” Avenue Green Street &
Pedestrian Pathway, “D” Avenue Community Corridor, and the library building upgrades. Land valued at
$1,600,000 was transferred to the City from the Successor Agency as result of the Successor Agency’s
Long-Range Property Management Plan. Depreciation expense during the fiscal year was $5,126,777 for
governmental activities and $304,470 for business-type activities.

Additional information on the City’s capital assets can be found in Note 5 on pages 68-70 of this report.
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Long-term Debt. At the end of the current fiscal year, the City had total debt outstanding of
$24,505,137, including bonded debt of $8,925,000.

TABLE 6

OUTSTANDING LONG-TERM DEBT
For the year ended June 30, 2016

Governmental Business-Type
Activities Activities Total
2016 2015 2016 2015 2016 2015
2012 General Obligation Refunding Bonds $ 4,155,000 $ 4,405,000 $ - $ - $ 4,155,000 $ 4,405,000
Bond Premium 19,258 20,863 - - 19,258 20,863
NCJPFA Lease Revenue Refunding Bonds 965,000 1,425,000 - - 965,000 1,425,000
HUD 108 Bonds, Series A 3,805,000 4,140,000 - - 3,805,000 4,140,000
Capital Leases 1,723,764 1,948,686 - - 1,723,764 1,948,686
Morgan Towers Notes Payable - - 1,027,967 1,311,137 1,027,967 1,311,137
Compensated Absences 3,783,359 3,444,318 - - 3,783,359 3,444,318
Claims Payable 8,128,000 7,886,000 - - 8,128,000 7,886,000
OPEB Liability 897,789 603,300 - - 897,789 603,300
TOTALS 23,477,170 23,873,167 1,027,967 1,311,137 24,505,137 25,184,304

The City’s total debt decreased by $679,167, or 2.7%, during the current fiscal year. The net decrease
primarily resulted from normal scheduled principal payments, offset by increases in claims payable, other
post-employment benefits, and employees’ compensated absences benefits.

The City’s general obligation bond ratings are “A+.”

Additional information on the City’s long-term debt can be found in Note 6 beginning on page 70 of this
report.

Requests for Information

This financial report is designed to provide a general overview of the City’s finances for all those
interested. Questions concerning any information provided in this report or requests for additional
financial information should be addressed to the Director of Finance, 1243 National City Boulevard,
National City, CA 91950.
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City of National City

Statement of Net Position

June 30, 2016
Primary Government
Governmental Business-Type
Activities Activities Total
ASSETS
Current assets:
Cash and investments $ 77,186,476 $ 101,208 $ 77,287,684
Receivables:

Accounts 1,331,729 395 1,332,124

Taxes 6,543,880 - 6,543,880

Interest 118,610 - 118,610
Due from other governments 1,499,379 - 1,499,379
Due from Successor Agency 262,895 - 262,895
Land held for resale 7,029,182 - 7,029,182
Inventories and prepaid items 96,782 177,414 274,196

Total current assets 94,068,933 279,017 94,347,950
Noncurrent assets:
Restricted cash and investments:

Held by fiscal agent 10,334 2,031,385 2,041,719
Loans receivable 12,238,862 - 12,238,862
Non-depreciable capital assets 59,300,658 528,382 59,829,040
Depreciable capital assets, net 87,112,551 5,404,695 92,517,246

Total noncurrent assets 158,662,405 7,964,462 166,626,867

Total assets 252,731,338 8,243,479 260,974,817
DEFERRED OUTFLOWS OF RESOURCES

Deferred loss on refunding 50,400 - 50,400

Pension related deferred outflows 7,345,638 - 7,345,638

Total deferred outflows of resources 7,396,038 - 7,396,038

See accompanying Notes to the Basic Financial Statements.
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City of National City

Statement of Net Position (Continued)

June 30, 2016
Primary Government
Governmental Business-Type
Activities Activities Total
LIABILITIES
Current liabilities:
Accounts payable $ 4,470,627 $ 68,259 $ 4,538,886
Accrued liabilities 1,691,469 15,420 1,706,889
Interest payable 90,092 5,568 95,660
Unearned revenue 315,658 - 315,658
Deposits payable - 90,292 90,292
Compensated absences - due within one year 1,962,327 - 1,962,327
Claims payable - due within one year 2,305,406 - 2,305,406
Long-term debt - due within one year 1,324,604 302,134 1,626,738
Total current liabilities 12,160,183 481,673 12,641,856
Noncurrent liabilities:
Developer deposits 248,454 - 248,454
Net OPEB obligation 897,788 - 897,788
Aggregate net pension liability 77,949,839 - 77,949,839
Compensated absences - due in more than one year 1,821,032 - 1,821,032
Claims payable - due in more than one year 5,822,594 - 5,822,594
Long-term debt - due in more than one year 9,343,418 725,833 10,069,251
Total noncurrent liabilities 96,083,125 725,833 96,808,958
Total liabilities 108,243,308 1,207,506 109,450,814
DEFERRED INFLOWS OF RESOURCES
Pension related deferred inflows 7,849,166 - 7,849,166
Total deferred inflows of resources 7,849,166 - 7,849,166
NET POSITION
Net investment in capital assets 134,444,245 4,905,110 139,349,355
Restricted:
General services 29,511,338 - 29,511,338
Community development 3,448,959 1,287,890 4,736,849
Debt service 1,845,117 743,495 2,588,612
Capital projects 942,285 - 942,285
Total restricted 35,747,699 2,031,385 37,779,084
Unrestricted (deficit) (26,157,042) 99,478 (26,057,564)
Total net position $ 144,034,902 $ 7,035,973 $ 151,070,875

See accompanying Notes to the Basic Financial Statements.
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City of National City
Statement of Activities and Changes in Net Position
For the Year Ended June 30, 2016

Program Revenues

Operating Capital Total
Charges for Grants and Grants and Program
Functions/Programs Expenses Services Contributions Contributions Revenues
Primary government:
Governmental activities:
General government $ 6,237,858 $ 5,081,812 $ 495,850 $ - $ 5,577,662
Public safety 31,293,361 2,681,493 1,235,161 - 3,916,654
Transportation 8,605,631 1,344,988 - 6,083,984 7,428,972
Community development 11,812,56