
CITY OF MONTEREY 
Notes to Financial Statements 

 

    

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES 
 
 The City of Monterey, California was incorporated in 1850 as a charter city and operates under the 

Council-Manager form of government. The City provides the following services: public safety (police, fire 
and building inspection), highways and streets, sewer collection, leisure services, public improvements, 
planning and zoning, redevelopment and general administration services. 

  
A. Reporting Entity 
 
 The financial statements of the City of Monterey include the financial activities of the City as well as 

separate legal entities which are controlled by and dependent on the City.  The City Council serves as the 
governing board of the Redevelopment Agency of the City of Monterey (the “Agency”) and the City of 
Monterey Joint Powers Financing Authority (the “Authority”), a joint powers authority between the City 
and the Agency.  These financial activities are controlled entirely by the City, which also performs all their 
administrative and accounting functions.  The financial activities of the Agency and the Authority have been 
aggregated and merged (termed “blended”) with those of the City in the accompanying general purpose 
financial statements.  Financial statements for the Agency and the Authority may be obtained from the City 
of Monterey, Monterey, California, 93940. 

 
 The Agency prepares and implements plans for improvement, rehabilitation, and development of certain 

areas within the City.  The financial activities of the Agency have been included in these financial 
statements in the Low and Moderate Income Housing Special Revenue Fund, the Capital Projects Fund, the 
Debt Service Fund and the General Long-Term Obligations Account Group. 

 
 The Authority assists with the financing or refinancing of certain public capital facilities in the City.    The 

financial activities of the Authority are not significant and are included in the Enterprise Funds. 
 
B. Fund Accounting 
 
 The accounts of the City are organized on the basis of funds and account groups, each of which is 

considered a separate accounting entity.  The operations of each fund are accounted for with a separate set 
of self-balancing accounts that comprise its assets, liabilities, fund equity, revenues, and expenditures or 
expenses, as appropriate.  Government resources are allocated to and accounted for in individual funds 
based upon the purposes for which they are to be spent and the means by which spending activities are 
controlled.  These various funds are grouped as follows, in the general purpose financial statements: 

 
 GOVERNMENTAL FUND TYPES 
 
 General Fund is the general operating fund of the City.  It is used to account for all financial resources 

except those required to be accounted for in another fund. 
 
 Special Revenue Funds are used to account for the proceeds of specific revenue sources (other than 

expendable trusts or major capital projects) that are legally restricted to expenditures for specific 
purposes. The City maintains ten Special Revenue Funds. 

 
 Debt Service Fund is used to account for financial resources to be used for the payment of principal and 

interest on long-term obligations.  The City maintains one Debt Service Fund. 



CITY OF MONTEREY 
Notes to Financial Statements 

 

    

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
 Capital Projects Fund is used to account for financial resources to be used for the acquisition or 

construction of major capital facilities (other than those financed by proprietary fund types).  The City 
maintains one Capital Projects Fund. 

 
 PROPRIETARY FUND TYPES 
 
 Enterprise Funds are used to account for operations (a) that are financed and operated in a manner similar 

to private business enterprises where the intent of the governing body is that the costs and expenses, 
including depreciation, of providing goods or services to the general public on a continuing basis be 
financed or recovered primarily through user charges; or (b) where the governing body has decided that 
periodic determination of revenues earned, expenses incurred, and/or net income is appropriate for capital 
maintenance, public policy, management control, accountability, or other purposes.  The City maintains 
five Enterprise Funds. 

 
 Internal Service Funds are used to account for the financing of goods or services provided by one 

department or agency to other departments or agencies of the City, or to other governments, on a 
cost-reimbursement basis.  The City maintains three Internal Service Funds. 

  
 FIDUCIARY FUND TYPES 
 
 Trust and Agency Funds are used to account for assets held by the City as an agent or trustee for 

individuals, private organizations, other governments and/or other funds.  These include Agency Funds,  
Expendable Trust Funds and Non-expendable Trust Funds.  Agency Funds are custodial in nature (assets 
equal liabilities) and do not involve measurement of results of operations.  Nonexpendable Trust Funds are 
accounted for in the same manner as proprietary funds except that the principal of the trust may not be 
spent.  Expendable Trust Funds are accounted for in the same way as government funds.  The City 
maintains six fiduciary funds. 

 
C. Basis of Accounting 
 
 Basis of accounting refers to when revenues and expenditures or expenses are recognized in the accounts 

and reported in the general purpose financial statements.  Basis of accounting relates to the timing of the 
measurements made, regardless of the measurement focus applied. 

  
 All governmental fund types, expendable trust and agency funds are accounted for using the modified 

accrual basis of accounting.  Their revenues are recognized when they become measurable and available 
as net current assets. 

 
 Those revenues susceptible to accrual are property taxes, franchise taxes, licenses and interest. Sales taxes 

collected and held by the State at year end on behalf of the City also are recognized as revenue. 
 
 Expenditures are generally recognized under the modified accrual basis of accounting when the related 

fund liability is incurred.  An exception to this general rule is principal and interest on general long-term 
debt, which is recognized when due.  Financial resources usually are appropriated in other funds for 
transfer to the debt service fund in the period in which maturing debt principal and interest must be paid.  
Such amounts are not current liabilities of the debt service fund as their settlement will not require 
expenditure of existing fund assets. 
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
 All proprietary fund types are accounted for using the accrual basis of accounting.  Their revenues are 

recognized when they are earned, and their expenses are recognized when they are incurred. 
 
 In accounting for proprietary fund activities, the City follows those Financial Accounting Standard Board 

Statements issued before November 30, 1989 which do not conflict with Governmental Accounting 
Standards Board Statements. 
 
Non-exchange transactions, in which the City gives or receives value without directly receiving or giving 
equal value in exchange, include property taxes, grants, entitlements, and donations. On an accrual basis, 
revenue from property taxes is recognized in the fiscal year for which the taxes are levied. Revenue from 
grants, entitlements, and donations is recognized in the fiscal year in which all eligibility requirements 
have been satisfied. 

 
D. Measurement Focus 
  
 The accounting and reporting treatment applied to the fixed assets and long-term liabilities associated with 

a fund is determined by its measurement focus.  All governmental fund types are accounted for on a 
spending or financial flow measurement focus, which means that only current assets and current liabilities 
are generally included on their balance sheets.  Their reported fund balance (net current assets) is 
considered a measure of available spendable resources.  Governmental fund types and expendable trust 
fund operating statements present increases and decreases in net current assets.  Accordingly, they are said 
to present a summary of sources and uses of available spendable resources during a period. 

 
 All proprietary fund types and nonexpendable trust funds are accounted for on a cost of services or capital 

maintenance measurement focus, which means that all assets and all liabilities associated with their 
activity are included on their balance sheets.  Proprietary fund type operating statements present increases 
(revenues) and decreases (expenses) in total assets. 

 
E. Budgets and Budgetary Accounting 
 
 The City follows these procedures in establishing the operating budgetary data reflected in the financial 

statements: 
 

1.  Prior to June 30, the City Manager submits to the City Council a proposed operating budget for the 
fiscal year commencing the following July 1.  The operating budget includes proposed expenditures 
and the means of financing them.  Public hearings are conducted to obtain taxpayer comments. 

 
2.  The budget is legally enacted through passage of a resolution during the second City Council meeting 

in the month of June. 
 
3.  The City Manager may transfer budgeted amounts among accounts within a fund; however, any 

revisions that alter the total expenditures of any fund must be approved by the City Council. 
 
4.  Formal budgetary integration is employed as a management control device during the year for the 

General Fund, Special Revenue Funds, Debt Service Fund, Enterprise Funds and the Capital Projects 
Fund; these are the only Funds with legally adopted budgets 
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
5.  Budgets are adopted on a basis consistent with generally accepted accounting principles (GAAP), 

except for Capital Projects Fund capital expenditures which are budgeted on a project length basis.  
Budget versus actual comparisons for these expenditures have therefore not been presented in these 
financial statements. 

 
6.  Budgeted amounts are as originally adopted or as amended by City Council.  Individual amendments 

were not material in relation to the original appropriations. 
  
F.  Encumbrances 
 

Encumbrance accounting is employed as an extension of formal budgetary integration in the governmental 
fund types. Under encumbrance accounting, purchase orders, contracts and other commitments for the 
expenditure of monies are recorded in order to reserve that portion of the applicable appropriation. 
Encumbrances outstanding at year end are reported as reservations of fund balance since they do not 
constitute expenditures or liabilities.  Outstanding encumbrances at year-end are automatically 
reappropriated the following year. 
 

  Unexpended appropriations lapse at year end unless budgeted on a project basis. 
 
G. Compensated Absences 
 
 The liability for compensated absences includes the vested portions of vacation and compensated time off. 

Unused sick leave does not vest.  The net change in the liability for vacation and compensated time off is 
measured annually at the fiscal year end.  The liability was $1,730,000 at June 30, 2001, an increase of 
$22,000 from the liability at June 30, 2000.  The entire liability is recorded in the general long-term 
obligations account group. 

 
H. Property Tax 
 

Monterey County assesses properties and bills, collects, and distributes the City’s portion of actual 
property taxes collected to the City.  Secured and unsecured property taxes are levied on January 1. 
Property taxes levied are recorded as revenue and receivables in the fiscal year of levy, provided they are 
collected during the fiscal year or within 60 days of the fiscal year end. 

 
 Secured property tax is due in two installments, on November 1 and March 1, and becomes a lien on those 

dates.  It becomes delinquent on December 10 and April 10, respectively.  Unsecured property tax is due 
on July 1, and becomes delinquent on August 31.  The term “unsecured” refers to taxes on personal 
property, which is property other than real estate, land and buildings.  These taxes are secured by liens on 
the property being taxed. 

 
I. Property Held for Resale 
 

As part of its Low & Moderate Income Housing Program, the Redevelopment Agency purchases and sells 
affordable homes in the City to low/moderate income homebuyers in accordance with the affordable 
housing program.  Homes are sold at below-market prices, but purchasers must resell these homes only to 
the Agency at approximately the same price and in the same condition.  Homes owned by the Agency are 
accounted for at cost, which is below market. 
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
J. Total Columns on Combined Statements 
 

Although each of the City’s funds is a separate accounting entity, the Combined Financial Statements also 
include total columns, which are captioned Memorandum Only to indicate that they are presented only to 
facilitate financial analysis.  Data in these columns do not present financial position, results of operations, 
or changes in cash flow in conformity with generally accepted accounting principles.  Neither is such data 
comparable to a consolidation, since no interfund eliminations have been made in the aggregation of this 
data. 
 

K. Closed and New Funds 
  

During the year the City established the Public Education and Government Access Special Revenue Fund, 
Senior Center Programs Special Revenue Fund, Navy Services Enterprise Fund, Institutional Network 
Enterprise Fund, and Equipment Replacement Internal Service Fund.   

 
L. Restatements and Recategorizations 
 

For the year ended June 30, 2001, certain account classification have been changed to improve financial 
statements presentation.  For comparative purposes, prior year balances have been reclassified to conform 
with 2001 presentation. 
 
The City pools cash from all sources and all funds except cash with fiscal agents so that it can be invested 
at the maximum yield, consistent with safety and liquidity, while individual funds can make expenditures at 
any time. 
 

NOTE 2 - CASH AND INVESTMENTS  
 
A. Categorization of Credit Risk of Securities Instruments 
 

The City and its fiscal agents invest in individual investments and in investment pools.  Individual 
investments are evidenced by specific identifiable pieces of paper called securities instruments, or by an 
electronic entry registering the owner in the records of the institution issuing the security, called the book 
entry system. 
 
The City categorizes its individual securities instruments in ascending order to reflect the relative risk of 
loss of these instruments.  This risk is called Credit Risk; the lower the number, the lower the risk.  The 
three levels of risk prescribed by generally accepted accounting principles are described below: 

 
Category 1 - Securities instruments in this category are in the City’s name and are in the possession of the 
Trust Department of the bank employed by the City solely for this purpose.  The City is the registered 
owner of securities held in book entry form by the bank’s Trust Department. 
 
Category 2 - Securities instruments and book entry form securities in this category are in the bank’s name 
but are held by its Trust Department in a separate account in the City’s name. 

 
Category 3 - None of the City’s investments are in this category, which would include only City-owned 
securities instruments or book entry form securities which were not in the City’s name or which were not 
held by the bank’s Trust Department. 
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NOTE 2 - CASH AND INVESTMENTS (Continued) 
 

Pooled Investments - Pooled investments are not categorized because of their pooled, rather than 
individual, nature. 
 

 Investments are carried at fair value, which is the same as market value, and are categorized 
as follows at June 30, 2001: 

 
 Available for 

Operations  Restricted 
 Total Fair  

Value 
Category 1 investments:

U.S. Government Securities:
    Federal National Mortgage Assoc. $6,013,280 $6,013,280
    Federal Home Loan Mortgage Corp. 2,010,620 2,010,620
    Federal Farm Credit Bank 4,107,281 4,107,281
    Federal Home Loan Bank 17,894,453 17,894,453
Corporate Notes 6,075,280 6,075,280
Corporate Stocks 1,244,710$  1,244,710

Category 2 investments:
 Repurchase Agreement 1,904,500 1,904,500
U.S. Government Securities:
    Federal Home Loan Bank 2,729,437 2,729,437

Non-categorized investments:
Local Agency Investment Fund 15,399,380 15,399,380
Mutual Funds (U.S. Securities) 1,421,478 1,421,478

Total investments 51,500,294 7,300,125 58,800,419

Cash (overdraft) in bank and on hand (332,572)         83,811         (248,761)

Total cash and investments $51,167,722 $7,383,936 $58,551,658

 
B. Cash Deposits 
 

California Law requires banks and savings and loan institutions to pledge government securities with a 
market value of 110% of the City’s cash on deposit or first trust deed mortgage notes with a value of 150% 
of the deposit as collateral for these deposits.  Under California Law, this collateral is held in the City’s 
name and places the City ahead of general creditors of the institution.  The City has waived collateral 
requirements for the portion of deposits covered by federal deposit insurance. 
 
Cash in banks is entirely insured (Category 1) or collateralized by the institution holding the deposit 
(Category 2), as discussed above. 
   
The carrying amount of the City’s cash deposits was an overdraft of $248,761 at June 30, 2001.  At that 
date bank balances before reconciling items were $532,562 of which $183,810 was insured (Category 1), 
and $348,752 was collateralized (Category 2) as discussed above. 
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NOTE 2 - CASH AND INVESTMENTS (Continued) 
 
C. Authorized Investments 

 
The City’s investment policy and the California Government Code allow the City to invest in the 
following: 
 

Securities of the U.S. Government or its Agencies 
Small Business Administration Loans 
Certificates of Deposit (or Time Deposits) placed with commercial banks and/or savings and loan 

companies 
Negotiable Certificates of Deposit 
Bankers’ Acceptances 
Commercial Paper rated A-1 by Standard & Poor’s Corporation or P-1 by Moody’s Commercial 

Paper Record 
Corporate Notes 
California Local Agency Investment Fund 
Repurchase Agreements 
Passbook Savings Accounts 
Reverse Repurchase Agreements 
Shares of beneficial interest issued by diversified management companies 

 
The City’s investments are carried at fair value, as required by generally accepted accounting principles.  
The City adjusts the carrying value of its investments to reflect their fair value at each fiscal year end, and 
it includes the effects of these adjustments in income for that fiscal year. 
 

D. Local Agency Investment Fund 
 
 The City is a voluntary participant in the Local Agency Investment Fund (LAIF) that 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 City reports its investment in LAIF at the 
fair value amount provided by LAIF, which was not materially different than cost.  The balance available 
for withdrawal is based on the accounting records maintained by LAIF, which are on an amortized cost 
basis.  Included in LAIF’s investment portfolio are collateralized mortgage obligations, mortgage-backed 
securities, other asset-backed securities, loans to certain state funds, and floating rate securities issued by 
federal agencies, government-sponsored enterprises, and corporations. 

  

E. Cash Equivalents 
 
For purposes of the statement of cash flows, the City considers all highly liquid investments with maturity 
of three months or less when purchased to be cash equivalents.  Proprietary fund types’ cash and 
investments balances classified as Available for Operations are considered cash equivalents for purposes 
of the statement of cash flows. 
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NOTE 3 - INTERFUND TRANSACTIONS  
 
A. Operating Transfers Between City Funds 
 

With Council approval, resources may be transferred from one City fund to another.  The purpose of the 
majority of transfers, called operating transfers, is to reimburse a fund which has made an expenditure on 
behalf of another fund.  Less often, a residual equity transfer may be made to open or close a fund.  Fiscal 
2000 operating transfers comprised the following: 
 

Operating Transfers
Out In

General Fund $7,845,525 $1,427,055
Special Revenue Funds

Neighborhood Improvement Fund 14,234 93,853
State/Federal Grants Fund 913,684 87,074
Gas Tax Fund 537,904
Landscape Maintenance Fund 28,807
Parking Adjustment Fee 120,000
Housing Grants 943,000
Park Dedication Fund 3,486
Sewer/Storm Water Improvements Fund 414,353 44,234

Debt Service Fund 1,624,934
Capital Projects Fund 13,392 7,810,540
Enterprise Funds:

Marina Fund 226,426
Cemetery Fund 12,307 245,619
Parking Fund 447,721 219,966
Materials Recovery Facility Fund 9,500
Presidio of Monterey Public Works Fund 255,872

Internal Service Funds:
Equipment Replacement Fund 86,000 442,525
Information Services Fund 3,000 17,895
Risk Management Fund 42,000

Trust Funds:
Sports Center Endowment Fund 13,392
Tidelands Trust Fund 250,490
Scholze Park Nonexpendable Trust Fund 20,000

$12,107,394 $12,107,394
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NOTE 3 - INTERFUND TRANSACTIONS (Continued) 
 
B. Current Interfund Balances 
 
 Current interfund balances arise in the normal course of business and are expected to be repaid shortly 

after the end of the fiscal year.  At June 30, 2001 interfund balances were as follows:  
 

Due To/ (From) Other Funds
Receivable Payable

General Fund $1,460,033
Special Revenue Funds:

State/Federal Grants Fund $461,102
Housing Grants Fund 4,242

Capital Projects Fund 215,847
Enterprise Funds:

Presidio of Monterey Public Works Fund 778,842

$1,460,033 $1,460,033

 
 
C.  Long Term Interfund Advances 
 

Long-term interfund advances are not expected to be repaid in the next year.  At June 30, 2001, these 
advances comprised the following: 
 

Receivable Payable

General Fund $1,480,391
Special Revenue Funds:

Sewer/Storm Water System Improvement Fund 689,910
Low and Moderate Income Housing Fund 1,472,383          231,274             

Debt Service Fund 1,472,383          
Enterprise Funds:

Marina Fund 336,093             
Parking Fund 231,274             

Expendable Trust Fund:
Tidelands Trust Fund 454,388             

Total all funds $3,184,048 $3,184,048
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NOTE 3 - INTERFUND TRANSACTIONS (Continued) 
 

D. Repayment Agreement 
 

In December 1993 the City Council and Redevelopment Agency Board of Directors authorized repayment 
of certain costs incurred by the City on behalf of the Agency.  The Repayment Agreement covers assets 
constructed by the City in the redevelopment areas and assets leased to the City from the Agency.   During 
the year ended June 30, 2001, the City determined that the amounts owed under the Repayment Agreement 
previously recorded in the financial statements represented only that part of the total balance related to 
projects paid for with actual cash advances from the City.  The City further determined that under the 
Repayment Agreement, projects paid for with debt financing are also included. Accordingly, an additional 
amount of $50,212,578 has been recorded as a prior period adjustment by an entry to Repayment 
Agreement Receivable and Deferred Revenue in the General Fund, and by an entry to Repayment 
Agreement Payable in the general long-term obligations account group.   
 
The Repayment Agreement requires the Agency to make repayments annually out of available cash; 
repayments of $3,385,135 were made in fiscal 2001. 
  

NOTE 4 - LOANS AND MORTGAGES RECEIVABLE 
  
A. Downpayment Assistance Loans 
 

These are loans to qualified moderate income residents of the City or qualified moderate income 
individuals employed in the City for up to 15% of the purchase price of a residence in the City (to a 
maximum of $45,000).  Such loans bear simple interest at 5% per annum, with principal and interest 
deferred for the first five years.  At the end of five years the City reviews the income status of the 
borrower.  Based on such review, the balance of the loan is payable in monthly installments over a period 
of up to 15 years, or deferred for an additional period of five years with repayment upon sale or transfer of 
the residence.  Due to the long-term nature of the interest receivable, interest on the loans is recorded only 
when it becomes available as net current assets. 

 
B. Rehabilitation Loans 

 
These are loans up to $75,000 to qualifying low-income homeowners in the City.  Such loans bear simple 
interest at 5% per annum, with principal and interest due upon the sale or transfer of the residence.  Due to 
the long-term nature of the interest receivable, interest on the loans is recorded only when it becomes 
available as net current assets.  

 
C. Project Subsidy Loans 

 
In October 1997, the Agency entered into a Development Agreement and Ground Lease with a developer 
for the C-21 Redevelopment Mixed Use Project in the Custom House Redevelopment Project Area.  Under 
the terms of the agreement, the developer constructed a theater/retail complex, which included affordable 
housing units.  The developer agreed to provide on-site management of the housing units.  The Agency 
agreed to provide a project subsidy loan to implement the project.  No principal or interest repayment is 
required until 2018.  
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NOTE 5 - FIXED ASSETS 
 
 Governmental fixed assets are recorded at cost in the General Fixed Assets Account Group, which 

provides accounting control over the cost of fixed assets used by the City’s governmental funds.  The 
General Fixed Assets Account Group is not a fund and its balances are not financial resources available 
for expenditure.  Public domain or infrastructure assets are not recorded in the financial statements. 

 
 Proprietary fund fixed assets are recorded at cost and depreciated over their estimated useful lives.  All 

fixed assets are valued at historical cost or estimated historical cost if actual historical cost is not 
available. Donated fixed assets are valued at their estimated fair market value on the date donated. 
 
Depreciation of all proprietary fund fixed assets is charged as an expense against operations each year and 
the total amount of depreciation taken over the years, called accumulated depreciation, is reported on the 
proprietary funds’ balance sheet as a reduction in the book value of the fixed assets. 

 
 Depreciation of fixed assets in service is provided using the straight line method which means the cost of 

the asset is divided by its expected useful life in years and the result is charged to expense each year until 
the asset is fully depreciated.  The City has assigned the useful lives listed below to proprietary fund fixed 
assets. 

 
Buildings  40 years 
Building improvements  20 years 
Furniture and equipment  5-15 years 
Vehicles  5-10 years 

 
A. General Fixed Assets 

 
 A summary of changes in general fixed assets at June 30, 2001 follows: 

 
Balance Balance

June 30, 2000 Additions Retirements Transfers June 30, 2001

  Land and improvements $22,667,149 $5,000 $22,672,149
  Buildings and improvements 57,999,364 124,370 ($395,008) ($1,964,510) 55,764,216
  Machinery and equipment 6,357,679 179,660 (786,190) 5,751,149
  Construction in progress 1,025,506 585,829 (794,846) 816,489
  Total General Fixed Assets $88,049,698 $894,859 ($1,181,198) ($2,759,356) $85,004,003

 
Transfers include the cost of a parking structure transferred to the Parking Enterprise Fund effective July 1, 
2001. 
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NOTE 5 - FIXED ASSETS (Continued) 
 
B. General Fixed Assets Construction in Progress 
 

A summary of General Fixed Assets construction in progress as of June 30, 2001 follows: 
 

Project Expended to
Authorization June 30, 2001 Committed

Civic Center Improvement $1,048,500 $190,282 $843,961
P.O.M Child Development Center Improvement 322,877 300,103 22,774
FS #3 Emergency Water Storage Tank 20,000 856 19,144
Beach Equipment Storage Facility 75,000 7,466 67,534
Harbor OFC Public Restroom Upgrade 75,000 71,900 3,100
Wharf 2 Beach Restroom 110,000 11,165 98,835
Monterey Sports Center Expansion Phase # 3 75,000 73,247 1,753
Monterey Sports Center Expansion 4,500,000 2,096 4,497,904
Pavement Management System Reinv I 35,000 8,520 26,480
Monterey Sports Center Expansion 275,000 144,125 130,875
Monterey City Library Remodel 28,000 6,729 21,271

$6,564,377 $816,489 $5,733,631

 
C. Expenditures on Infrastructure 
 

 Fiscal year 2001 capital outlays included the above additions to Fixed Assets as well as the 
following expenditures on infrastructure: 

Infrastructure, repair and maintenance of assets:

Neighborhood improvements $1,942,969
Street resurfacing 513,162
Window on the Bay improvements 404,309
Sewerline repairs 376,411
Traffic signal at naval Post Graduate School entrance 196,159
Civic Center design 177,841
Mark Thomas drive/Santa Catalina School intersection 153,437
Griffin Plaza 142,714
Storm drain improvements 121,551
Highway 68/Ragsdale to Highway 218 107,354
Pedestrian signals Citywide 100,641
Other miscellaneous projects 356,068

$4,592,616

 



CITY OF MONTEREY 
Notes to Financial Statements 

 

    

NOTE 5 - FIXED ASSETS (Continued) 
 
D. Proprietary Fixed Assets 
 
 A summary of changes in fixed assets in proprietary funds at June 30, 2001 follows: 

 
Balance Additions Balance

June 30, 2000 and Transfers Retirements June 30, 2001
Enterprise Funds
  Land $9,205,157 $9,205,157
  Buildings and improvements 33,543,579 $2,759,356 ($1,927) 36,301,008
  Machinery and equipment 481,684 941 (49,174) 433,451
  Construction in progress 93,147 3,838 (93,147) 3,838
  Less accumulated depreciation (12,953,092) (2,739,111) (15,692,203)
    Net book value of Enterprise Fixed Assets $30,370,475 $25,024 ($144,248) $30,251,251

Internal Service Funds
  Buildings and improvements $87,458 $87,458
  Machinery and equipment 8,000,975 $623,025 ($279,299) 8,344,701
  Less accumulated depreciation (4,912,452) (726,696) 255,061 (5,384,087)
    Net book value of Internal Service Fixed Assets $3,175,981 ($103,671) ($24,238) $3,048,072

 
 

E. Proprietary Fixed Assets Construction in Progress 
 
 A Summary of Enterprise Funds construction in progress as of June 30, 2001 follows: 

 
Project Expended to

Authorization June 30, 2001 Committed

Calle Principal Restroom 200,000 3,838 196,162
 

 
NOTE 6 - LONG TERM DEBT 

 
A. The City’s Long-Term Debt 

 
The City generally incurs long-term debt to finance projects or purchase assets which will have useful 
lives equal to or greater than the related debt. 

 
 The General Long-Term Obligations Account Group provides accounting control over the principal of the 

City’s general long term debt.  This debt will be repaid out of governmental funds but is not accounted for 
in these funds because this part of the debt does not require an appropriation or expenditure in the current 
accounting period.  
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NOTE 6 - LONG TERM DEBT (Continued) 
 
B. Transactions and Balances 
 
 The following summarizes the City’s long-term debt transactions and balances at June 30, 2001: 

 
Balance

June 30, 2000 Balance
(as restated) Retirements June 30, 2001

General Long Term Debt:
Lease Revenue Bonds:

1977 Custom House, 5.25-5.6%, due 4/1/04 $1,625,000 $370,000 $1,255,000 
1978 Conference Center, 5.93%, due 6/1/05 3,545,000 240,000 3,305,000
1999 Redevelopment Agency, 3.0-4.6%,      
    due 11/1/12 6,162,750 498,300 5,664,450

Loans Payable:
California Energy Commission, 4.68% 12/11/03 76,371 24,288 52,083 
CaLease Public Funding Corporation, 6.97%, 
    due 8/15/04 53,281 10,463 42,818 
Daniel Green, 7%, due 7/1/03 76,954 23,884 53,070 

$11,539,356 $1,166,935 $10,372,421 

Enterprise Long Term Debt:
Lease Revenue Bonds:

1994 Materials Recovery Facility, 5.00-5.75%, 
    due 03/1/18 $3,780,000 $80,000 $3,700,000 
1999 Redevelopment Agency, 3.0-4.6%,      
    due 11/1/12 12,512,250 1,011,700 11,500,550

Loans Payable:
State of California Small Craft
   Harbor Loans (a), 4.50-4.70%, due 2024 6,193,208 198,960 5,994,248

Special Assessment Bonds:
1974 Cannery Row (a), 6.50%, due 7/2/00 85,000 65,000 20,000

$22,570,458 $1,355,660 $21,214,798 

 
 The City had $6,139,226 in restricted cash and investments at June 30, 2001 held by fiscal agents, which 

may only be disbursed for specified capital outlays or the for the payment of certain bonds.  These funds 
have been invested only as permitted by either specific State statute or applicable City ordinance, 
resolution or bond indenture. 

 
 Enterprise Fund bond discount and origination costs are amortized on a straight-line basis over the lives of 

the related debt issues.  General long-term debt issuance costs are accounted for as expenditures when 
incurred. 



CITY OF MONTEREY 
Notes to Financial Statements 

 

    

NOTE 6 - LONG TERM DEBT (Continued) 
 

C. Repayment Requirements 
 

At June 30, 2001 future annual principal and interest payment requirements for general long-term debt and 
enterprise fund long-term debt were as follows: 

 

For the Year Ending
Lease 

Revenue Miscellaneous
June 30 Bonds Loans Totals

General Long Term Debt
2002 1,681,067 $70,093 $1,751,160
2003 1,673,703 70,092 1,743,795
2004 1,674,996 13,997 1,688,993
2005 3,286,845 7,001 3,293,846
2006 518,129 518,129

Thereafter 3,315,509 3,315,509
12,150,250 161,183 12,311,433

  Less amount representing interest 1,925,800 13,212 1,939,012
Outstanding principal balance $10,224,450 $147,971 $10,372,421

Enterprise Fund
2002 $1,894,210 $506,203 $2,400,413
2003 1,884,760 486,203 2,370,963
2004 1,892,386 486,204 2,378,590
2005 1,911,398 486,204 2,397,602
2006 1,369,575 486,202 1,855,777

Thereafter 11,207,364 8,462,891 19,670,255
20,159,693 10,913,907 31,073,600

  Less amount representing interest 4,959,143 4,899,659 9,858,802

Outstanding principal balance $15,200,550 $6,014,248 $21,214,798

 
 The City’s bond indentures contain significant limitations and restrictions regarding annual debt service 

requirements, maintenance of and flow of monies through various restricted accounts and minimum revenue 
bond coverages.  City management believes the City is in compliance with all such indenture requirements. 

 
D. Description of Major Debt Issues 
 

Lease Revenue Bonds 
 
 On September 20, 1977, $6,000,000 of Custom House Parking Facilities Lease Revenue Bonds, Series 

1977, were issued to finance the construction of two parking structures.  The bonds bear interest at 5.25% 
to 5.60% and mature April 1, 2004.  Principal payments are due annually on April 1 and interest payments 
are due semi-annually on April 1 and October 1.  The bonds are subject to early redemption at the 
discretion of the City upon payment of a redemption price equal to the outstanding principal and accrued 
interest, plus a premium of up to 2.5%.  The bonds will be repaid from lease revenues from the City for the 
parking structures. 
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NOTE 6 - LONG TERM DEBT (Continued) 
 
 On March 7, 1978, $6,000,000 of Custom House Center Lease Revenue Bonds, Series 1978, were issued 

to refund the 1974 Custom House Center Lease Revenue Bonds, Series 1974.  The bonds bear interest at 
5.93% mature June 1, 2005.  Principal payments are due annually on June 1 and interest payments are due 
semi-annually on June 1 and December 1.  The bonds are subject to early redemption at the discretion of 
the City upon payment of a redemption price equal to the outstanding principal and accrued interest, plus a 
premium of up to 3%.  The bonds will be repaid from lease revenues from the City for the Custom House 
Center. 

 
On April 28, 1999, $19,045,000 of Redevelopment Agency Lease Revenue Refunding Bonds, Series 1999, 
were issued to refund the Agency’s 1992 and 1993 Lease Revenue Bonds and to prepay a lease entered 
into in 1998 by the City to construct the City’s Columbarium.  The bonds bear interest at 3.00% to 4.60% 
and are due November 1, 2012.  Principal payments are due annually on November 1 and interest payments 
are due semi-annually on May 1 and November 1.  Bonds maturing on or after November 1, 2004 are 
subject to early redemption at the discretion of the City upon payment of a redemption price equal to the 
outstanding principal and accrued interest, plus a premium of .25%.  The bonds will be repaid from 
incremental property taxes of the Agency and lease revenues from the City’s General Fund. 
 

 On February 15, 1994, $4,045,000 of Lease Revenue Bonds, Series 1994, were issued to finance the 
construction of a Materials Recovery Facility.  The bonds bear interest at 5.00% to 5.75% and are due 
March 1, 2018.  Principal and interest payments are due annually on March 1.  The bonds are subject to 
early redemption at the discretion of the City upon payment of a redemption price equal to the outstanding 
principal and accrued interest, plus a premium of .25%.  The bonds will be repaid from lease revenues 
from the City for the materials recovery facility. 

 
 State of California Small Craft Harbor Loans 
 
 On various dates from 1975 to 1997, the State of California made loans to the City to finance various 

marina construction and improvement projects.  These Small Craft Harbor loans bear interest at 4.50% to 
4.70% and mature 28 to 30 years from the award date.  Principal and interest payments are due annually on 
August 1.  The loans will be repaid from fees and rentals charged by the City for marina facilities.  

 
 Special Assessment Debt Without Governmental Commitment 
 
 Special assessment districts exist in various parts of the City to provide improvements to properties 

located in those districts.  Properties are assessed for the cost of improvements; these assessments are 
payable over the term of the debt issued to finance the improvements and must be sufficient to repay this 
debt.  The City has no direct or contingent liability or moral obligation for repayment of these bonds, 
which are not included in the general debt of the City.  The outstanding balance of these issues at June 30, 
2001 was $100,000. 
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NOTE 7 - FUND EQUITY 
 
A. Fund Equity and Deficits 
 

Fund equity consists of reserved and unreserved amounts.  Reserved fund equity represents that portion of 
a fund balance or retained earnings which has been appropriated for expenditure or is legally segregated 
for a specific future use.  The remaining portion is unreserved. 
 
A portion of unreserved fund balance may be designated to indicate plans for financial resource utilization 
in a future period, such as for general contingencies or capital projects.  Such plans are subject to change 
and therefore might not be legally authorized or result in expenditures. 
 
At June 30, 2001 deficit fund balances or retained earnings existed in the following funds: 
 

Enterprise Funds:
Materials Recovery Facility Fund $24,774
Cemetery Fund 97,450
Presidio Fund 295,606

Internal Service Fund:
Information Services Fund 17,188  

 
These deficits are expected to be funded by future operating revenues and operating transfers from other 
funds. 

 
B. Contributed Capital 
 

Contributed capital represents grants and other funds contributed to enterprise and internal service funds to 
acquire capital assets.  Effective July 1, 2000 the City began accounting for these contributions as non-
operating revenue. 
 
In fiscal year 2001, the Vehicle Maintenance Internal Service Fund made a residual equity transfer of 
$1,996,691 to the Equipment Replacement Internal Service Fund, which was established during the fiscal 
year to account for asset replacements. 
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NOTE 8 - SEGMENT INFORMATION FOR ENTERPRISE FUNDS 
 

The City maintains five enterprise funds, which account for the operations of the marina, cemetery, parking, 
operations, recycling facility and Presidio public works contract.  These funds are intended to be self-
supporting, primarily through user fees charged for services rendered.  Segment information for these funds 
for the year ended June 30, 2001 follows: 
 

Presidio of
Monterey

Materials Public Navy Institutional
Marina Cemetery Parking Recovery Works Services Network

Operating revenues $1,830,273 $236,387 $5,734,066 $289,865 $3,872,262 $336,316 $345,000
Depreciation and amortization 418,630 29,754 974,734 93,887 590
Operating income (loss) 559,519 (21,348) 1,772,101 188,607 (92,418) 35,386 345,000
Nonoperating revenue (expense), net (199,820) (28,760) (93,612) (167,386) 164 6,300
Net income (loss) 133,273 183,204 1,450,734 30,721 (348,290) 35,550 351,300
Fixed assets additions, net (941) (3,838)
Net working capital (deficiency) 1,126,927 6,981 6,107,992 165,859 (300,030) 35,550 351,300
Total assets 8,095,126 1,130,096 27,512,022 3,750,931 846,346 61,300 351,300
Total equity (deficit) 1,488,611 257,096 16,635,288 (24,774) (295,606) 35,550 351,300  

 
NOTE 9 - PENSION PLANS 
 
A. CALPERS Safety and Miscellaneous Employees Plans 
 
 Substantially all City employees are eligible to participate in pension plans offered by California Public 

Employees Retirement System (CALPERS), an agent multiple employer defined benefit pension plan 
which acts as a common investment and administrative agent for its participating member employers.  
CALPERS provides retirement and disability benefits, annual cost of living adjustments and death benefits 
to plan members, who must be public employees and beneficiaries.  The City’s employees participate in 
the separate Safety (police and fire) and Miscellaneous (all other) Employee Plans.  Benefit provisions 
under both Plans are established by State statute and City resolution.  Benefits are based on years of 
credited service, equal to one year of full time employment.  Funding contributions for both Plans are 
determined annually on an actuarial basis as of June 30 by CALPERS; the City must contribute these 
amounts. 
 
The Plans’ provisions and benefits in effect at June 30, 2001, are summarized as follows: 
 

Safety Miscellaneous
Benefit vesting schedule 5 years service 5 years service
Benefit payments monthly for life monthly for life
Retirement age 50 55
Monthly benefits, as a % of annual salary 2.000%-2.700% 1.426%-2.418%
Required employee contribution rates 9% 7%
Required employer contribution rates (FY 2001) 0% 0%
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NOTE 9 - PENSION PLANS (Continued) 
 
CALPERS determines contribution requirements using a modification of the Entry Age Normal Method.  
Under this method, the City’s total normal benefit cost for each employee from date of hire to date of 
retirement is expressed as a level percentage of the related total payroll cost.  Normal benefit cost under 
this method is the level amount the City must pay annually to fund an employee’s projected retirement 
benefit.  This level percentage of payroll method is used to amortize any unfunded actuarial liabilities.  
The actuarial assumptions used to compute contribution requirements are also used to compute the 
actuarial accrued liability.  The City does not have a net pension obligation since it pays these actuarially 
required contributions monthly. 

 
 CALPERS uses the market related value method of valuing the Plan’s assets.  An investment rate of return 

of 8.25% is assumed, including inflation at 3.5%.  Annual salary increases are assumed to vary by duration 
of service.  Changes in liability due to plan amendments, changes in actuarial assumptions, or changes in 
actuarial methods are amortized as a level percentage of payroll on a closed basis over twenty years. 
Investment gains and losses are accumulated as they are realized and ten percent of the net balance is 
amortized annually. 

 
 The Plans’ actuarial values (which differs from market value) and funding progress over the most recently 

available three years are set forth below at their actuarial valuation date of June 30: 
 

Safety Plan:
Actuarial

Valuation 
Date

Entry Age 
Accrued 
Liability Value of Assets

Unfunded 
(Overfunded) 

Liability
Funded 
Ratio

Annual 
Covered  
Payroll

Unfunded 
(Overfunded) 
Liability as % 

of Payroll
1997 40,243,847 42,952,001 (2,708,154) 106.7% 5,833,769 (46.422%)
1998 46,321,482 51,021,967 (4,700,485) 110.1% 6,291,176 (74.716%)
1999 50,344,783 57,687,708 (7,342,925) 114.6% 6,274,759 (117.023%)

 
 
Miscellaneous Plan:

Actuarial

Valuation 
Date

Entry Age 
Accrued 
Liability Value of Assets

Unfunded 
(Overfunded) 

Liability
Funded 
Ratio

Annual 
Covered 
Payroll

Unfunded 
(Overfunded) 
Liability as % 

of Payroll
1997 41,361,398 50,503,056 (9,141,658) 122.1% 12,505,261 (73.102%)
1998 46,100,865 63,754,679 (17,653,814) 138.3% 14,402,472 (122.575%)
1999 54,433,051 70,483,509 (16,050,458) 129.5% 15,180,519 (105.731%)

 
 Audited annual financial statements are available from CALPERS at P.O. Box 942709, Sacramento, CA  

94229-2709. 
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NOTE 9 - PENSION PLANS (Continued) 
 
 PERS has reported that the value of the net assets in the Plans held for Pension Benefits changed as follows 

during the year ended June 30, 1999, the most recently available: 
 

Safety Miscellaneous

Beginning Balance, June 30, 1998 $51,021,967 $63,754,679

Contributions received 1,426,828 1,228,018

Benefits and Refunds Paid (1,868,518) (2,034,090)

Expected Investment Earnings Credited 4,191,454 5,227,169

Expected Actuarial Value of Assets, June 30, 1999 $54,771,731 $68,175,776

Market Value of Assets, June 30, 1999 $63,519,660 $75,098,977

Actuarial Value of Assets, June 30, 1999 $57,687,708 $70,483,509
 

 
Actuarially required contributions for fiscal years 2001, 2000 and 1999 were $256,803, $343,442 and 
$848,000 respectively. The City made these contributions as required, together with certain immaterial 
amounts required as the result of the payment of overtime and other additional employee compensation. 
 

B. Deferred Compensation Plan 
 
 City employees may defer a portion of their compensation under a City sponsored Deferred Compensation 

Plan created in accordance with Internal Revenue Code Section 457.  Under this plan, participants are not 
taxed on the deferred portion of their compensation until distributed to them; distributions may be made 
only at termination, retirement, death or in an emergency as defined by the Plan. 

 
The laws governing deferred compensation plan assets require plan assets to be held by a trust for the 
exclusive benefit of plan participants and their beneficiaries.  Since the assets held under these plans are 
not the City’s property and are not subject to City control, they have been excluded from these financial 
statements. 

 
C. Post Employment Benefits Other Than Pensions 
 
 The City provides limited health care benefits through PERS to eligible retired employees.  Benefits 

provided require sharing of cost by retirees.  During the year ended June 30, 2001 the City paid $6,245 for 
its share of benefits on behalf of 83 participants. 

 
NOTE 10 - RISK MANAGEMENT 
 
A. Coverage 

 
 The City is exposed to various risks of loss related to torts; theft of, damage to and destruction of assets; 

errors and omissions; injuries to employees, health benefits for employees and natural disasters.  The City 
retains the risk for its general liability, auto physical damage and worker’s compensation liability.  All risk 
management activities are accounted for in internal service funds. 
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NOTE 10 - RISK MANAGEMENT (Continued) 
 
 A summary of the City’s per-occurrence limits follows: 
  

  General liability  Workers’ compensation 
     
Retained risk  Up to $500,000  Up to $300,000 
Coverage through insurance  $500,000 to $19,500,000  Above $300,000 

 
 Coverage above the retained risk amount for workers’ compensation is provided through insurance 

purchased by the City.  Coverage above the retained risk amount for general liability is provided through a 
joint purchase of coverage from insurance carriers by the Authority for California Cities Excess Liability 
(ACCEL), a joint powers authority whose purpose is to develop and fund programs of excess insurance for 
its members.  The Board of Directors of ACCEL consists of representatives of its member cities. 

 
 The City’s deposits with ACCEL are in accordance with formulas established by ACCEL.  Actual 

surpluses or losses are shared according to a formula developed from overall loss costs and spread to 
member entities on a percentage basis after a retrospective rating.  City contributions to ACCEL for the 
year ended June 30, 2001 were $145,107.  Financial statements may be obtained from ACCEL, 500 
Washington Street, Suite 300, San Francisco, CA  94111.   

 
 Property risks are covered on an occurrence basis up to $500,000,000 with a $50,000 deductible, by 

commercial insurance purchased from independent third parties.  No settlement amounts have exceeded 
commercial or ACCEL insurance coverage for each of the past three years. 

 
B. Liability for Uninsured Claims 
 
 The liability for the uninsured portion of claims and judgments included in the internal service fund is 

based on the results of actuarial studies and includes amounts for claims incurred but not reported.  Claim 
liabilities are calculated considering the effects of inflation, recent claim settlement trends, including 
frequency and amount of payouts and other economic social factors.  The City obtains full actuarial studies 
bi-annually. Annual premiums are charged by the internal service funds using various allocation methods 
that include actual costs and trends in claims experience.  Claims and judgments, including a provision for 
claims incurred but not reported are recorded when a loss is deemed probable of assertion and the amount 
of the loss is reasonably determinable. 

 
 Claims activities for the years ended June 30, 2001 and 2000 are presented below (fiscal 2000 claims 

paid and change in liability have been recast to conform with current year presentation): 
 

Workers' General Total
Compensation Liability 2001 2000

Beginning balance $4,371,000 $1,113,588 $5,484,588 $8,257,588
Liability for current fiscal year claims 1,087,000 348,000 1,435,000 1,300,515

Change in liability for prior fiscal year
   claims and claims incurred but 

   not reported (IBNR) (118,377) 494,448 376,071 (2,884,858)
Claims paid (968,623) (524,636) (1,493,259) (1,188,657)

Ending balance $4,371,000 $1,431,400 $5,802,400 $5,484,588
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NOTE 10 - RISK MANAGEMENT (Continued) 
 

C. Health Care 
 

The City provides its employees with a choice of 2 different medical insurance plans.  The City pays the 
premium up to $16 per month per employee.  The City also provides its employees with dental insurance 
paying premiums up to $46 per employee.  The City also provides long-term disability and life insurance 
to its employees. 

 
NOTE 11 – PRESIDIO MUNICIPAL SERVICES AGENCY 
 

At the request of the U.S. Army in 1997 the City and the City of Seaside formed the Presidio Municipal 
Services Agency (the “Presidio Agency”) under the Joint Exercise of Powers Act of the State of 
California. The sole function of the Presidio Agency is to coordinate the provision of services by each 
member City in the operation and maintenance of the U.S. Army’s Presidio facilities in Monterey.  The 
Presidio Agency has no employees; the City of Monterey provides approximately 80% of the services 
required along with all the Presidio Agency’s administrative and financing requirements; the City of 
Seaside provides the remainder.  The City’s share of these services is reported in the Presidio of Monterey 
Public Works Enterprise Fund. 
 
The governing body of the Presidio Agency consists of two members, one appointed by each member city.  
As a separate legal entity, the Presidio Authority exercises full powers and authorities within the Joint 
Powers Agreement.  Obligations of the Presidio Authority are not those of the member cities.  Financial 
statements of the Presidio Agency may be obtained from the City of Monterey, Monterey, California, 
93940. 
 

NOTE 12 - COMMITMENTS AND CONTINGENCIES 
 
The City participates in several federal and state grant programs.  These programs have been audited by 
the City’s independent accountants in accordance with the provisions of the federal Single Audit Act of 
1984 as amended in 1996 and applicable State requirements.  No cost disallowances were proposed as a 
result of these audits; however, these programs are still subject to further examination by the grantors and 
the amount, if any, of expenditures which may be disallowed by the granting agencies cannot be determined 
at this time.  The City expects such amounts, if any, to be immaterial. 

 
The City is subject to litigation arising in the normal course of business. In the opinion of the City Attorney 
there is no pending litigation which is likely to have a material adverse effect on the financial position of 
the City. 




