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FINANCIAL SECTION

Honorable Mayor and City Council
City of El Segundo, California
INDEPENDENT AUDITORS’ REPORT
Report on the 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 El Segundo, California, as of and for the year ended September 30, 2015, and the
related notes to the financial statements, which collectively comprise the City’s basic financial
statements as listed in the table of contents.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express opinions on these financial statements based on our audit. We
did not audit the financial statements of the El Segundo Senior Citizen Housing Corporation, a
discretely presented component unit which represents 0.6%, 10.5%, and 1.3%, respectively, of
the assets, net position, and revenues of the governmental activities opinion unit. Those
statements for the year ended December 31, 2014 were audited by other auditors whose report
has been furnished to us, and our opinion, insofar as it relates to the amounts included for that
discretely presented component unit, is based solely on the report of the other auditors. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’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
entity’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.
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Honorable Mayor and City Council
City of El Segundo, California

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinions.
Opinions
In our opinion, based on our audit and the report of other auditors, the financial statements
referred to above present fairly, in all material respects, the respective financial position of the
governmental activities, the business-type activities, the discretely presented component unit,
each major fund, and the aggregate remaining fund information of the City of El Segundo,
California, as of September 30, 2015, and the respective changes in financial position and,
where applicable, cash flows thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.
Emphasis of Matter
The financial statements for the year ended September 30, 2015 reflect certain prior period
adjustments as described further in note 16 to the financial statements. Our opinion is not
modified with respect to this matter.
As described further in note 16 to the financial statements, during the year ended September
30, 2015 the City implemented Governmental Accounting Standards Board (GASB) Statement
No. 68. Our opinion is not modified with respect to this matter.
Other Matters
Prior Year Financial Statements
The financial statements of the City of El Segundo for the fiscal year ended September 30, 2014
were audited by other auditors whose report dated March 20, 2015 expressed an unmodified
opinion on those statements. In our opinion, the summarized comparative information presented
herein as of and for the year ended September 30, 2014, is consistent, in all material respects,
with the audited financial statements from which it has been derived.
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis, budgetary comparison information of the general fund
and major special revenue funds, the schedules of funding progress, the schedule of change in
net pension liability and the schedule of plan contributions 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
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City of El Segundo, California
comparing the information for consistency with management’s responses to our inquiries, the
basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express
an opinion or provide any assurance.
Other Information
Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City of El Segundo’s basic financial statements. The combining and
individual fund statements and schedules, the introductory section and the statistical section are
presented for purposes of additional analysis and are not a required part of the basic financial
statements. The combining and individual fund statements and schedules 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 fund statements and schedules are fairly stated, in all material
respects, in relation to the basic financial statements as a whole. The introductory section and
the statistical section have not been subjected to the auditing procedures applied in the audit of
the basic financial statements, and accordingly, we do not express an opinion or provide any
assurance on them.
Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated
September 19, 2016, on our consideration of the City of El Segundo's internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on internal control over financial reporting or
on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering City of El Segundo’s internal control over
financial reporting and compliance.

Irvine, California
September 19, 2016
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BASIC FINANCIAL STATEMENTS

CITY OF EL SEGUNDO
Notes to Basic Financial Statements
Year Ended September 30, 2015

(1)

Organization and Summary of Significant Accounting Policies
(a)

Description of the Reporting Entity
The City of El Segundo was incorporated on January 18, 1917, under the laws of the
State of California and enjoys all the rights and privileges applicable to a general law city.
It is governed by an elected five-member board. As required by accounting principles
generally accepted in the United States of America, these financial statements present
the City of El Segundo (the primary government) and its component units. Blended
component units, although legally separate entities, are, in substance, part of the
government’s operations and therefore data from these units are combined with data of
the primary government. The component units discussed below are included in the
reporting entity because of their operational or financial relationships with the City of El
Segundo.
The City is considered to be financially accountable for an organization if the City
appoints a voting majority of that organization’s governing body and the City is able to
impose its will on that organization or there is a potential for that organization to provide
specific financial benefits to or impose specific financial burdens on the City. The City is
also considered to be financially accountable for an organization if that organization is
fiscally dependent (i.e., it is unable to adopt its budget, levy taxes, set rates or charges,
or issue bonded debt without approval from the City). In certain cases, other
organizations are included as component units if the nature and significance of their
relationship with the City are such that their exclusion would cause the City’s financial
statements to be misleading or incomplete.
Based upon the above criteria, the component units of the City include the El Segundo
Capital Improvement Corporation and the El Segundo Senior Citizen Housing
Corporation, dba Park Vista.
Blended Component Unit
The El Segundo Capital Improvement Corporation (“the Corporation”) was established
July 1, 1988, pursuant to the Nonprofit Public Benefit Corporation Law of the State of
California (Title 1, Division 2, Part 2 of the California Corporations Code) solely for the
purpose of providing financial assistance to the City by acquiring, constructing, improving
and developing certain real and personal property. Activities of the Corporation are
recorded in the Capital Projects and Debt Service Funds. The City Council of the City of
El Segundo is the governing board for the Corporation. During fiscal year 2014-15, the
Corporation had no financial activities and separate financial statements have not been
issued.

- 29 -

CITY OF EL SEGUNDO
Notes to Basic Financial Statements
(Continued)

(1)

Organization and Summary of Significant Accounting Policies (Continued)
(a)

Description of the Reporting Entity (Continued)
Discretely Presented Component Unit
The El Segundo Senior Citizen Housing Corporation, dba Park Vista (“the Corporation”),
is a California nonprofit public benefit corporation created by the City of El Segundo in
1984 to operate a low income senior apartment complex. The apartment complex was
built and funded by the City. In 1987, the complex was ready for occupancy. Rather
than operate the complex as a fund of the City, the City elected to form the Corporation
to facilitate better communication with the residents who live there. The Corporation is
managed by a seven-member Board of Directors, which is appointed by the City
Council. The City is financially accountable and has the ability to impose its will on the
Corporation which has the potential to provide specific financial benefits to, or impose
specific financial burdens on, the City. As a result, the activities of the Corporation have
been discretely presented. All members of the Board of Directors are unpaid volunteers.
The Corporation’s fiscal year end is December 31, which is different than the City’s fiscal
year end. Additionally, the financial statements are audited by other independent
auditors. Separate financial statements may be obtained at City Hall, City of El
Segundo, 350 Main Street, El Segundo, CA 90245.
In May 1986, the City entered into an agreement with the Senior Citizen Housing
Corporation Board. The City built the Senior Housing Center, and the Senior Citizen
Housing Corporation Board issued a promissory note for $1,780,000, payable over 20
years at 8% interest to repay the City for its construction costs. Furthermore, the City
and Board issued an additional amount of $2,345,538 and $882,545, principal and
interest, respectively. The City will still own the property at the end of 20 years.
Therefore, the note payments are treated by the City as rent income.

(b)

Government-Wide and Fund Financial Statements
The government-wide financial statements (i.e., the Statement of Net Position and the
Statement of Activities) report information on all of the nonfiduciary activities of the
primary government and its component units. For the most part, the effect of interfund
activity has been removed from these statements. Governmental activities, which
normally are supported by taxes and intergovernmental revenues, are reported
separately from business-type activities, which rely to a significant extent on fees and
charges for support.
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CITY OF EL SEGUNDO
Notes to Basic Financial Statements
(Continued)

(1)

Organization and Summary of Significant Accounting Policies (Continued)
(b)

Government-Wide and Fund Financial Statements (Continued)
The Statement of Activities demonstrates the degree to which the direct expenses of a
given function or segments are offset by program revenues. Direct expenses are those
that are clearly identifiable with a specific function or segment. Program revenues
include: 1) charges to customers or applicants who purchase, use or directly benefit from
goods, services or privileges provided by a given function or segment; and 2) grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.
Separate financial statements are provided for governmental funds, proprietary funds
and fiduciary funds, even though the latter are excluded from the government-wide
financial statements.
Major individual governmental funds and major individual
enterprise funds are reported as separate columns in the fund financial statements.

(c)

Fund Classifications
The City reports the following major governmental funds:
General Fund
This fund is used to account for all financial resources that are not restricted as to their
use. These include sales and use taxes, business license fees, property taxes, utility
user’s tax, franchise taxes, interest earnings, various permit fees, charges for services,
and other miscellaneous revenues.
Residential Sound Insulation Fund (RSI)
This fund accounts for the Federal Aviation Administration grant funds used for
residential sound insulation of dwellings located in the airport noise impact area.
LAWA Fund
This fund accounts for additional funding for the City’s Residential Sound Insulation
Program that is received from Los Angeles World Airports.

- 31 -

CITY OF EL SEGUNDO
Notes to Basic Financial Statements
(Continued)

(1)

Organization and Summary of Significant Accounting Policies (Continued)
(c)

Fund Classifications (Continued)
The City reports the following major enterprise funds:
Water Fund
This fund accounts for water utility revenues, including service fees and installation
charges, and all expenses related to the construction and maintenance of City’s water
distribution system.
Sewer Fund
This fund accounts for the financial transactions of the City’s wastewater collection
system.
Golf Course Fund
This fund accounts for revenues from user fees and expenses incurred for the operation
and maintenance of “The Lakes at El Segundo” golf facility.
Additionally, the City reports the following fund types:
Internal Service Funds
These funds account for financial transactions related to repair, replacement and
maintenance of City-owned equipment, and the City’s self-insurance programs. These
services are provided to other departments or agencies of the City on a cost
reimbursement basis.
Agency Funds
These funds are used to account for deposits held by the City Treasurer as a guarantee
of specific performance by outside organizations. These deposits are refundable upon
completion of the specified performance.
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CITY OF EL SEGUNDO
Notes to Basic Financial Statements
(Continued)

(1)

Organization and Summary of Significant Accounting Policies (Continued)
(d)

Measurement Focus, Basis of Accounting and Financial Statement Presentation
The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are the proprietary fund
financial statements. Revenues are recorded when earned and expenses are recorded
when a liability is incurred, regardless of the timing of related cash flows. Property taxes
are recognized as revenues in the year for which they are levied. Grants and similar
items are recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met.
Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Revenues
are recognized as soon as they are both measurable and available. Revenues are
considered to be available when they are collectible within the current period or soon
enough thereafter to pay liabilities of the current period. For this purpose, the
government considers revenues to be available if they are collected within 60 days of the
end of the current fiscal period. Expenditures generally are recorded when a liability is
incurred, as under accrual accounting. However, debt service expenditures, as well as
expenditures related to compensated absences and claims and judgments, are recorded
only when payment is due.
Property taxes, franchise taxes, licenses and interest associated with the current fiscal
period are all considered to be susceptible to accrual and so have been recognized as
revenues of the current fiscal period. Only the portion of special assessments receivable
due within the current fiscal period is considered to be susceptible to accrual as revenue
of the current period. All other revenue items are considered to be measurable and
available only when cash is received by the government.
As a general rule, the effect of interfund activity has been eliminated from the
government-wide financial statements. Exceptions to this general rule are charges
between the City’s proprietary funds function and various other functions of the
government. Elimination of these charges would distort the direct costs and program
revenues reported for the various functions concerned.
Amounts reported as program revenues include: 1) charges to customers or applicants
for goods, services or privileges provided; 2) operating grants and contributions; and 3)
capital grants and contributions, including special assessments. Internally dedicated
resources are reported as general revenues rather than as program revenues. Likewise,
general revenues include all taxes.
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CITY OF EL SEGUNDO
Notes to Basic Financial Statements
(Continued)

(1)

Organization and Summary of Significant Accounting Policies (Continued)
(d)

Measurement Focus, Basis of Accounting and Financial Statement Presentation
(Continued)
Proprietary funds distinguish operating revenues and expenses from non-operating
items. Operating revenues and expenses generally result from providing services and
producing and delivering goods in connection with a proprietary fund’s principal ongoing
operations. The principal operating revenues of the Enterprise Funds and of the Internal
Service Funds are charges to customers for sales and services. Operating expenses for
Enterprises Funds and Internal Service Funds include the cost of sales and services,
administrative expenses and depreciation on capital assets. All revenues and expenses
not meeting this definition are reported as non-operating revenues and expenses.
When both restricted and unrestricted resources are available for use, it is the City’s
policy to use restricted resources first, and then unrestricted resources as they are
needed.
The City reports one agency fund. Agency funds are used to account for situations
where the government’s role is purely custodial. All assets reported in an agency fund
are offset by a liability to the party on whose behalf they are held. Agency funds have no
measurement focus.

(e)

Cash and Investments
For purpose of the statement of cash flows, the City considers cash and cash
equivalents as short-term, highly liquid investments with maturities of three months or
less at the time of purchase. The City follows the practice of pooling cash and
investments of all funds. Since cash and investments are pooled, the City utilizes the
assumption that the cash and investments in the Enterprise and Internal Service Funds
are cash and cash equivalents.
Investments for the City, as well as for its component unit, are reported at fair value as
required by GASB Statement No. 31, Accounting and Financial Reporting for Certain
Investments and for External Investment Pools. In applying GASB 31, the City utilized
the following methods and assumptions:
1. Fair value is based on quoted market prices as of the valuation date;
2. The portfolio did not hold investments in any of the following:
a. Items required to be reported at amortized cost;
b. Items in external pools that are not SEC-registered;
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CITY OF EL SEGUNDO
Notes to Basic Financial Statements
(Continued)

(1)

Organization and Summary of Significant Accounting Policies (Continued)
(e)

Cash and Investments (Continued)
c. Items subject to involuntary participation in an external pool; and
d. Items associated with a fund other than the fund to which the income is
assigned.
3. Aside from investments clearly identified as belonging to a specific fund, any
unrealized gain/loss resulting from the valuation will be recognized within the
General Fund to the extent its cash and investments’ balances exceed the
cumulative value of those investments subject to GASB 31;
4. The unrealized gain/loss resulting from valuation will be reported within the revenue
account “use of money and property” on the Statement of Revenues, Expenditures
and Changes in Fund Balance.
The City’s policy is generally to hold investments until maturity or until market values
equal or exceed cost. The State Treasurer’s Investment Pool operates in accordance
with appropriate State laws and regulations. The reported value of the pool is equal to
the fair value of the pool shares.

(f)

Receivables and Payables
Activity between funds that are representative of lending/borrowing arrangements
outstanding at the end of the fiscal year are referred to as either “due to/from other
funds” (i.e., the current portion of interfund loans) or “advances to/from other funds” (i.e.,
the non-current portion of interfund loans). All other outstanding balances between
funds are reported as “due to/from other funds.” Any residual balances outstanding
between the governmental activities and business-type activities are reported in the
government-wide financial statements as “internal balances.”
The portion of fund balance associated with amounts that have been disbursed to other
funds in the form of long-term interfund advances have been classified as nonspendable
unless the funds associated with repayment of the advances are otherwise restricted for
specific purposes.
All trade and property tax receivables are shown net of an allowance for uncollectibles.
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CITY OF EL SEGUNDO
Notes to Basic Financial Statements
(Continued)

(1)

Organization and Summary of Significant Accounting Policies (Continued)
(f)

Receivables and Payables (Continued)
Property tax revenue is recognized on the basis of National Council on Governmental
Accounting (NCGA) Interpretation No. 3 (adopted by GASB); that is, in the fiscal year for
which the taxes have been levied providing they become available. Available means
collected within the current period or expected to be collected soon enough thereafter
(not to exceed 60 days) to be used to pay liabilities of the current period. The County of
Los Angeles collects property taxes for the City. Tax liens attach annually as of 12:01
A.M. on the first day in January preceding the fiscal year for which the taxes are levied.
Taxes are levied on both real and personal property as it exists on that date. All secured
personal property taxes and one-half of the taxes on real property are due November 1;
the second installment is due February 1. All taxes are delinquent, if unpaid, on
December 10 and April 10, respectively. Unsecured personal property taxes become
due on March 1 each year and are delinquent, if unpaid, on August 31.

(g)

Inventories
Inventories of materials and supplies are carried at cost on a first-in, first-out basis. The
City uses the consumption method for accounting for inventories. The fund balances
have been classified as nonspendable for amounts equal to the inventories in the fundlevel statements, since these amounts are not available for appropriation.

(h)

Prepaid Costs
Certain payments to vendors reflect costs applicable to future accounting periods and
are recorded as prepaid items in both government-wide and fund financial statements.
The cost of prepaid items is recorded as expenditures/expenses when consumed rather
than purchased. The fund balances in the governmental fund types have been classified
as nonspendable for amounts equal to the prepaid items in the fund-level statements,
since these amounts are not available for appropriation.

(i)

Capital Assets
Capital assets, which include property, plant, equipment and infrastructure assets (e.g.,
roads, bridges, sidewalks and similar items), are reported in the applicable governmental
or business-type activities columns in the government-wide financial statements. Capital
assets are defined by the City as assets with an initial, individual cost of more than
$5,000 and an estimated useful life in excess of two years. Such assets are recorded at
historical cost or estimated historical cost if purchased or constructed. Donated capital
assets are recorded at estimated fair market value at the date of donation.
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CITY OF EL SEGUNDO
Notes to Basic Financial Statements
(Continued)

(1)

Organization and Summary of Significant Accounting Policies (Continued)
(i)

Capital Assets (Continued)
In accordance with GASB Statement No. 34, the City has reported its general
infrastructure assets. The City defined infrastructure assets as roadway, storm drain,
parks, water system, sewer system and similar items with an initial individual cost of
more than $100,000. 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.
Major outlays for capital assets and improvements are capitalized as projects are
constructed. Interest incurred during the construction phase of capital assets of
business-type activities is included as part of the capitalized value of the assets
constructed.
Infrastructure, property, plant and equipment of the primary government, as well as the
component units, are depreciated using the straight-line method over the following
estimated useful lives:
Assets
Buildings and improvements
Vehicles and equipment
Infrastructure

(j)

Years
50
5-50
25-100

Compensated Absences
It is the City’s policy to permit employees to accumulate earned but unused vacation and
sick pay benefits. Vacation pay is payable to employees at the time a vacation is taken
or upon termination of employment. Upon termination an employee will be paid for any
unused vacation pay up to an approved amount of hours. Sick leave is payable when an
employee is unable to work because of illness. Upon retirement (minimum five years of
service) an employee will be paid at a rate of 50% to 100% depending on the type of
retirement. All vacation pay and sick leave are accrued when incurred in the
government-wide financial statements and proprietary fund financial statements.

(k)

Claims and Judgments
The City is partially self-insured for general liability and workers’ compensation claims.
The City records estimated liabilities for such claims filed or estimated to be filed for
incidents, which have occurred. The City’s claims and judgments payable are recorded in
the City’s Liability Insurance and Workers’ Compensation Internal Service Funds. See
Note 11 for details on possible future claims.
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CITY OF EL SEGUNDO
Notes to Basic Financial Statements
(Continued)

(1)

Organization and Summary of Significant Accounting Policies (Continued)
(l)

Fund Balances
Fund balance of governmental funds is reported in various categories based on the
nature of any limitations requiring the use of resources for specific purposes. The City
itself can establish limitations on the use of resources through either a commitment
(committed fund balance) or an assignment (assigned fund balance).
Fund balances are reported in the fund statements in the following classifications:
Nonspendable Fund Balance – this includes amounts that cannot be spent because they
are either not spendable in form (such as inventory) or legally or contractually required to
be maintained intact (such as endowments).
Restricted Fund Balance – this includes amounts that can be spent only for specific
purposes stipulated by constitution, external resource providers, or through enabling
legislation. If the Council action limiting the use of funds is included in the same action
(legislation) that created (enabled) the funding source, then it is restricted.
Committed Fund Balance – this includes amounts that can be used only for the specific
purposes determined by a formal action of the Council. It includes legislation (Council
action) that can only be overturned by new legislation requiring the same type of voting
consensus that created the original action. Therefore, if the Council action limiting the
use of the funds is separate from the action (legislation) that created (enabled) the
funding source, then it is committed, not restricted. The City considers a resolution to
constitute a formal action of City Council for the purposes of establishing committed fund
balances.
Assigned Fund Balance – this includes amounts that are designated or expressed by the
Council, but does not require a formal action like a resolution or ordinance. The Council
may delegate the ability of an employee or committee to assign uses of specific funds,
for specific purposes. The Council has by resolution authorized the Finance Director to
assign fund balance.
Unassigned Fund Balance – this includes the remaining spendable amounts which are
not included in one of the other classifications.
It is the City’s policy that restricted resources will be applied first, followed by (in order of
application) committed, assigned, and unassigned resources, in the absence of a formal
policy adopted by the Council.
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(1)

Organization and Summary of Significant Accounting Policies (Continued)
(m)

Long-Term Obligations
In the government-wide financial statements and proprietary fund types in the fund
financial statements, long-term debt and other long-term obligations are reported as
liabilities in the applicable governmental activities, business-type activities, or proprietary
fund type statement of net assets. Bond premiums and discounts are deferred and
amortized over the life of the bonds using the effective interest method. Bonds payable
are reported net of the applicable bond premium or discount. The face amount of debt
issued is reported as other financing sources. Premiums received on debt issuances
are reported as other financing sources while discounts on debt issuances are reported
as other financing uses. Issuance costs, whether or not withheld from the actual debt
proceeds received, are reported as costs when incurred.

(n)

Functional Classifications
Expenditures of the governmental funds are classified by function.
classifications are defined as follows:

Functional

General government – includes legislative activities that have a primary objective of
providing legal and policy guidelines for the City. Also, included in this classification are
those activities that provide management or support services across more than one
functional area.
Public safety – includes those activities that involve the protection of people and
property.
Public works – includes those activities that involve the maintenance and improvement
of City streets, roads and park department development and maintenance.
Community and cultural – includes those activities that involve the enhancing of the
general quality of life.
Debt service – includes those activities that account for the payment of long- term debt
principal, interest and fiscal charges.
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(1)

Organization and Summary of Significant Accounting Policies (Continued)
(o)

Use of Estimates
The preparation of basic financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenue and expenditures during the reporting period. Actual
results could differ from those estimates.

(p)

Reclassifications
Certain minor reclassifications of prior year data have been made in order to enhance its
comparability with current year figures.

(q)

Deferred Outflows/Inflows of Resources
In addition to assets, the statement of financial position will sometimes report a separate
section for deferred outflows of resources. This separate financial statement element,
deferred outflows of resources, represents a consumption of net position that applies to
a future period(s) and so will not be recognized as an outflow of resources (expense/
expenditure) until that time. The government has two items that qualify for reporting in
this category. Deferred outflows – contributions and deferred outflows – actuarial. All of
these items relate to the recording of the pension liability.
In addition to liabilities, the statement of financial position will sometimes report a
separate section for deferred inflows of resources. This separate financial statement
element, deferred inflows of resources, represents an acquisition of net position that
applies to a future period(s) and so will not be recognized as an inflow of resources
(revenue) until that time. The government has two items that qualify for reporting in this
category. One of these items arises only under a modified accrual basis of accounting.
Accordingly, the item, unavailable revenue, is reported only in the governmental funds
balance sheet. The governmental funds report unavailable revenue related to items
received outside the City’s availability period of 60 days. These amounts are deferred
and recognized as an inflow of resources in the period that the amounts become
available. The second item, deferred inflows – actuarial is the net difference between the
projected and actual earnings on the City’s pension plan investments.
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(1)

Organization and Summary of Significant Accounting Policies (Continued)
(r)

Pensions
For purposes of measuring the net pension liability, deferred outflows and inflows of
resources related to pensions, and pension expense, information about the fiduciary net
position and additions to/deductions from the fiduciary net position have been
determined on the same basis as they are reported by the CalPERS Financial Office.
For this purpose, benefit payments (including refunds of employee contributions) are
recognized when currently due and payable in accordance with the benefit terms.
Investments are reported at fair value. CalPERS audited financial statements are
publicly available reports that can be obtained at CalPERS’ website under Forms and
Publications.
GASB 68 requires that the reported results must pertain to liability and asset information
within certain defined timeframes. For this report, the following timeframes are used:

(2)

Valuation Date (VD)

June 30, 2014

Measurement Date (MD)

June 30, 2015

Measurement Period (MP)

June 30, 2014 to June 30, 2015

Budgetary Compliance and Deficit Fund Balances
(a)

Excess of Expenditures Over Appropriations
It is the City’s intention to seek authority from the City Council to realign the current
year’s budget to reflect priority changes in the goals and objectives of the City. This
realignment did not take place in the current year budget; therefore, expenditures
exceeded appropriations in the following funds:
Expenditures
Major Special Revenue Fund:
LAWA Fund
Non-Major Special Revenue Fund:
C.O.P.S. Fund

- 41 -

$ 18,002
178,411

Appropriations
173,960

Excess
18,002
4,451

CITY OF EL SEGUNDO
Notes to Basic Financial Statements
(Continued)

(2)

Budgetary Compliance and Deficit Fund Balances (Continued)
(b)

Fund Balance Deficits
The following funds contained deficit fund balances at September 30, 2015:
Major Special Revenue Fund:
Residential Sound Insulation Fund
$6,420,620
Nonmajor Special Revenue Fund:
Traffic Safety Fund
5,275
Federal Grants Fund
4,642
State Grants Fund
68,154
The City expects to eliminate these deficits when future reimbursements are received
from granting agencies.

(3)

Cash and Investments
Primary Government
Cash and investments as of September 30, 2015 are classified in the accompanying financial
statements as follows:
Statement of Net Position:
Cash and investments
Statement of Fiduciary Assets and Liabilities:
Cash and investments
Total cash and investments

$68,919,968
740,692
$69,660,660

Cash and investments of the primary government as of September 30, 2015 consist of the
following:
Cash on hand
Deposits with financial institutions
Investments

$
25,388
14,930,716
54,704,556

Total cash and investments
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$69,660,660
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(3)

Cash and Investments (Continued)
Discretely Presented Component Unit
Cash and investments of the discretely presented component unit as of December 31, 2014
consist of the following:
Deposits with financial institutions
Investments

$251,763
208,418

Total cash and investments

$460,181

Investments Authorized by California Government Code and the City’s Investment Policy
The table below identifies the investment types that are authorized for the City by the California
Government Code Section 53601 or the City’s investment policy, where more restrictive. The
table also identifies certain provisions of the California Government Code (or the City’s
investment policy if more restrictive) that address interest rate risk, credit risk, and concentration
of credit risk. This table does not address investments of debt proceeds held by bond trustees
that are governed by the provisions of debt agreements of the City, rather than the general
provisions of the California Government Code or the City’s investment policy.
Type of Investment
U.S. Treasury securities
Federal agency securities
Bankers’ acceptances
Commercial paper
Negotiable CDs
Repurchase agreements
Medium term notes
Mutual funds
Local Agency Investment
Fund (LAIF)

Maximum Maturity
5 years
5 years
180 days
180 days
5 years
90 days
5 years
n/a

Maximum Percentage
of Portfolio
100%
100%
40%
25%
30%
50%
30%
15%

Maximum Investment
in One Issuer
none
none
30%
10%
none
none
none
10%

n/a

none

100%

Each of the maximums included in the table on the previous page are based upon state law
requirements or investment policy requirements whichever is more restrictive.
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(3)

Cash and Investments (Continued)
Disclosures Relating to Interest Rate Risk
Interest rate risk is the risk that changes in market interest rates will adversely affect the fair
value of an investment. Generally, the longer the maturity of an investment, the greater the
sensitivity of its fair value is to changes in market interest rates. One of the ways that the City
manages its exposure to interest rate risk is by purchasing a combination of shorter term and
longer term investments and by timing cash flows from maturities so that a portion of the
portfolio is maturing or coming close to maturity evenly over time as necessary to provide the
cash flow and liquidity needed for operations. Information about the sensitivity of the fair values
of the City’s investments, including investments held by bond trustees, to market interest rate
fluctuations is provided by the following table that shows the distribution of the City’s
investments by maturity.

Investment Type
Federal agency securities
Negotiable CDs
Medium term notes
LAIF
Total

Total
$15,290,373
9,197,337
3,773,445
26,443,401

Remaining Maturity (in Months)
12 Months
13 to 24
25 to 60
or Less
Months
Months
251,072
5,104,486
9,934,815
2,751,152
2,510,121
3,936,064
1,256,180
506,985
2,010,280
26,443,401
-

$54,704,556

30,701,805

8,121,592

15,881,159

Disclosures Relating to Credit Risk
Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the
holder of the investment. This is measured by the assignment of a rating by a nationally
recognized statistical rating organization. Presented below are the minimum ratings required by,
where applicable, the California Government Code or the City’s investment policy, or debt
agreements, and the actual rating as of the year-end for each investment type:
Minimum
Investment Type
Legal Rating
Federal agency securities
N/A
Negotiable CDs
N/A
Medium term notes
A
LAIF
N/A
Total

Total
$15,290,373
9,197,337
3,773,445
26,443,401

AAA

$54,704,556

-
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-

-

Remaining as of Year End
AA/A
BAA
14,276,093
3,273,360
500,085

17,549,453

500,085

Not Rated
1,014,280
9,197,337
26,443,401
36,655,018

CITY OF EL SEGUNDO
Notes to Basic Financial Statements
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(3)

Cash and Investments (Continued)
Disclosures Relating to Credit Risk (Continued)
The $208,418 investment of the discretely presented component unit was invested in LAIF as of
December 31, 2014. This investment had a maturity of less than 12 months and since it was an
investment pool it was unrated.
Concentration of Credit Risk
The investment policy of the City contains no limitations on the amount that can be invested in
any one issuer beyond what is stipulated by the California Government Code. Investments in
any one issuer (other than U.S. Treasury securities, mutual funds, and external investment
pools) that represent 5% or more of total City investments are as follows:
Issuer

Investment Type

Federal National Mortgage Association
Federal Farm Credit Bank
Federal Home Loan Mortgage
Corporation

Federal agency securities
Federal agency securities
Federal agency securities

Reported Amount
$ 3,996,680
3,766,555
5,231,753

Percentage of
Total
Investments
7%
7%
10%

Custodial Credit Risk
Custodial credit risk for deposits is the risk that, in the event of the failure of a depository
financial institution, a government will not be able to recover its deposits or will not be able to
recover collateral securities that are in the possession of an outside party. The custodial credit
risk for investments is the risk that, in the event of the failure of the counterparty (e.g., brokerdealer) to a transaction, a government will not be able to recover the value of its investment or
collateral securities that are in the possession of another party. The California Government
Code and the City’s investment policy do not contain legal or policy requirements that would limit
the exposure to custodial credit risk for deposits or investments, other than the following
provisions for deposits.


The California Government Code requires that a financial institution secure deposits
made by State or local governmental units by pledging securities in an undivided
collateral pool held by a depository regulated under State law, unless so waived by the
governmental unit.



The market value of the pledged securities in the collateral pool must equal at least
110% of the total amount deposited by the City.



California law also allows financial institutions to secure City deposits by pledging first
trust deed mortgage notes having a value of 150% of the secured City deposits.
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(3)

Cash and Investments (Continued)
Custodial Credit Risk (Continued)
Investments held by a bond trustee are selected under the terms of the applicable trust
agreement. The trustee acquires the investment and holds the investment on behalf of the
reporting government.
Investment in State Investment Pool
The City is a voluntary participant in LAIF, which is regulated by California Government Code
Section 16429 under the oversight of the Treasurer of the State of California. The fair value of
the City’s investment in this pool is reported in the accompanying financial statements at
amounts based upon the City’s pro-rata share of the fair value provided by LAIF for the entire
LAIF portfolio (in relation to the amortized cost of that portfolio). The balance available for
withdrawal is based on the accounting records maintained by LAIF, which are recorded on an
amortized cost basis. Currently, LAIF does not have an investment rating.
Investments with Fair Values Highly Sensitive to Interest Rate Fluctuations
The City’s investments include the following investments that are highly sensitive to interest rate
fluctuations (to a greater degree than already indicated in the information provided above):


(4)

Federal agency securities with step-up coupon rate types that grant the issuer the option
to call the note on certain specified dates. At each call date, should the issuer not call
the note, the coupon rate of the note increases (steps up) by an amount specified at the
inception of the note. The call feature embedded within a step-up note causes the fair
value of the instrument to be considered highly sensitive to interest rate changes. As of
September 30, 2015, the fair value of these securities amounted to $501,395.

Notes and Loans Receivables
The balance of notes receivable in the General Fund consists of loans made to employees for
computer purchases. The balance at September 30, 2015 was $66,317.
The balance of notes receivable in the other governmental funds consists of minor home repair
loans made to qualifying homeowners residing within the City. The balance at September 30,
2015 was $54,405.
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