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MARCELLO & COMPANY

CERTIFIED PUBLIC ACCOUNTANTS

2701 Cottage Way, Suite 30 / Sacramento, California 95821

INDEPENDENT AUDITOR'S REPORT

Honorable Mayor
Members of the Town Council
Town of Mammoth Lakes, California

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 Town of Mammoth
Lakes, California as of and for the year ended June 30, 2010, which collectively comprise the Town's
basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the Town of Mammoth Lakes’ management. Our responsibility is to express opinions on
these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of the Town of Mammoth Lakes, California, as of June 30,
2010, and the respective changes in financial position, and cash flows, where applicable, thereof for the
year then ended in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, we have also issued our report dated October 29,
2010, on our consideration of the Town of Mammoth Lakes’ 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 the internal control over financial reporting or on compliance. That report is an integral part
of an audit performed in accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.



Honorable Mayor
Members of the Town Council
Town of Mammoth Lakes, California

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 through 9, and budgetary comparison information on pages 44
through 45, be presented to supplement the basic financial statements. Such information, although not
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 historic context. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of preparing
the information and comparing the information for consistency with management’s responses to our
inquiries, 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.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Town of Mammoth Lakes’ basic financial statements as a whole. The combining and
individual nonmajor fund financial statements are presented for purposes of additional analysis and are
not a required part of the financial statements. The combining and individual nonmajor fund financial
statements are the responsibility of management and were derived from and relate directly to the
underlying accounting and other records used to prepare the financial statements. The information has
been subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. In our opinion, the information is fairly stated in all material respects in
relation to the financial statements as a whole.

PV arello # 4«»4,4%

Certified Public Accountants
Sacramento, California
October 29, 2010



Finance Department (760) 934-8989
P.O. Box 1609, Mammoth Lakes, CA 93546

MANAGEMENT’S DISCUSSION AND ANALYSIS

The discussion and analysis of the Town of Mammoth Lakes financial performance for the fiscal
year ended June 30, 2010 provides an analysis on the Town's overall financial position, and
municipal operations. It is intended to assist readers in evaluating the Town's finances, and
provides discussion of significant changes that occurred in various funding sources, including
any variances from the approved budget. In addition, it describes the activities during the year
related to capital assets and long-term debt. We end our discussion and analysis with a
description of currently known facts, decisions, and conditions that are expected to have a
significant effect on the financial position or operations. Please read it in conjunction with the
Town’s financial statements.

The Statement of Net Assets and the Statement of Activities:

A frequent question asked about the Town'’s finances is, “Is the Town as a whole better off or
worse off as a result of the year's activities?” The Statement of Net Assets and the Statement
of Activities report information about the Town as a whole and about its activities in a way that
answers this question. These statements include all assets and liabilities of the Town using the
accrual basis of accounting; this is similar to the accounting used by most private-sector
companies.

These two statements report the Town's net assets and changes to the assets. Net assets are
the difference between assets and liabilities, which is one way to measure the Town's financial
health, or financial position. Over time, increases or decreases in the Town’s net assets are an
indication of whether its financial health is improving or deteriorating. [t is important to
remember this measure of financial health in reviewing all of the Town’s assets, including street
infrastructure, storm drainage, and street lights; these assets are valuable to the Town, but they
are not always available for immediate sale to fund other Town priorities. Furthermore, the
depreciation of these assets is recorded as an expense in the Statement of Activities and can
be confusing if the goal of the reader is to follow the flow of cash and expenditures. That is why
the Fund Financial Statements continue to be an important part of the Town’s financial story,
and are presented after the Statement of Activities report.

In the Statement of Net Assets and the Statement of Activities, the Town's Activities are
separated as follows:

Governmental activities — Almost all of the Town'’s services are reported in this category,
including the general administration (town manager, town clerk, personnel, finance etc.),
police protection, public works, and tourism and recreation and community development.
Transient occupancy tax, sales tax, property taxes, other taxes, interest, grants,



The Statement of Net Assets and the Statement of Activities: (continued)

intergovernmental revenue and service charges finance these activities. The Statement of
Net Assets also includes the value of capital assets (net of depreciation, future debt
payments and the assets and liabilities of the internal service funds); while the Statement of
Activities includes depreciation expense and some of the activity in the internal service
funds on the accrual basis. These are significant differences from the Fund Financial
Statements.

Business-type activities — The Town'’s airport charges fees to customers to cover all or most
of the cost of certain services that the airport provides. The Town also operates the Long
Valley Mineral Pit that is a business-type activity charging customers for the cost of services
(dumping of clean materials).

Fund Financial Statements:

The fund financial statements provide detailed information about the most significant funds and
other funds — not the Town as a whole. Some funds are required to be established by State law
and by bond covenants. However, management established many other funds to help it control
and manage money for particular purposes, or to show that it is meeting legal responsibilities
for using certain taxes, grants, and other resources. The Town's two types of funds are
governmental and proprietary.

Governmental funds — Most of the Town’'s basic services are reported in governmental funds,
which focus on how money flows in and out of those funds, and the balances left at year-end
that are available for spending. These funds are reported using an accounting method called
modified accrual accounting, which measures cash and all other financial assets that can
readily be converted to cash. The governmental funds statements provide a detailed short-term
view of the Town's general government operations and the basic services it provides.
Governmental funds information helps determine whether there are more or fewer financial
resources that can be spent in the near future to finance the Town's programs. There is a
reconciliation of the significant differences between the governmental funds financial
statements and the government-wide financial statements. These differences are unavoidable,
because by definition the reports are looking at different financial activity. Both report types
provide a different perspective on the Town's finances that are beneficial.

Proprietary funds — When the Town charges customers for the services it provides, these
services are generally reported in proprietary funds. Proprietary funds are reported in the same
way as activities in the Statement of Net Assets and the Statement of Activities. In fact, the
Town’s enterprise funds (Airport & Long Valley Mineral Pit) are the same as the business-type
activities that are reported in the government-wide statements but provide more detail and
additional information such as a Statement of Cash Flows.

Reporting the Town’s Fiduciary Responsibilities:

The Town is the trustee, or fiduciary, for certain funds held on behalf of developers or
assessment districts. The Town’s fiduciary activities are reported in a separate Statement of
Fiduciary Assets and Liabilities. The fiduciary activities have been excluded from the Town’s
other financial statements because the Town cannot use these assets to finance its operations.



Reporting the Town's Fiduciary Responsibilities: (continued)

The Town is responsible for ensuring that the assets reported in these funds are used for their
intended purposes.

Financial Analysis of the Town as a Whole

Net Assets: A condensed presentation of the Town's net assets shown in the following table
totals $136,733,339 as of June 30, 2010. The Town had a decrease in net assets compared to
the prior year of ($4,431,197).

Town of Mammoth Lakes
Net Assets
Business-type Activities

Governmental Activities Total

2009-10 2008-09 2009-10  2008-09 2009-10  2008-09
Current and other assets ~ § 33,703,843 $ 31,649,740 (4,104,284) (4,225,395) $ 29,509,559 § 27,424,345
Capital assets, net of
depreciation 103,679,129 111,076,293 12,409,148 12,816,667 116,088,277 123,892,960
Total assets 137,382,972 142,726,033 8,304,864 8,591,272 145,687,836 151,317,305
Long-term debt
outstanding 5,660,434 6,546,797 250,214 292,280 5,910,648 6,839,077
Other liabilities 2,963,832 2,888,949 80,017 424,743 3,043,849 3,313,692
Total liabilities 8,624,266 9,435,746 330,231 717,023 8,954,497 10,152,769
Net assets:
Invested in capital
assets, Net 98,655,060 105,238,996 12,182,273 12,547,726 110,837,333 117,786,722
Restricted 783,263 783,270 - - 783,263 783,270
Unrestricted 29,320,383 27,268,021 {4,207,640) (4,673,477) 25,112,743 22,594,544
Total net assets  $128,758,706  $133,290,287  $7,974,633  $7,874,249  $136,733,339  $141,164,536

By far the largest portion of the net assets reflects the Town'’s investment in capital assets (e.g.,
land, buildings, streets, machinery, and equipment), less any related debt used to acquire those
assets that are still outstanding. These capital assets are used to provide services to citizens;
and are therefore not available for future spending. Even the unrestricted net asset total
includes funding that has been set aside or reserved for various purposes. For illustration
purposes, the table below details the breakdown for the portion of the ‘unrestricted’ net assets
that has been set aside or reserved for various purposes for the governmental activities.

2009-10 2008-09
Long term receivables $ 6,309,756 $ 6,432,964
Self insurance 15,000 16,000
Debt service 782,738 782,738
Economic uncertainties 3,652,690 2,782,839
Subsequent years’ expenditures 3,175,377 3,278,979
Vehicle and equipment replacement 5,962,469 4835176
Total designated portion of unrestricted assets $19,898,030 $18,127,696



General Fund Budgetary Highlights:

General fund revenues (taxes and assessments) ended the year strong and exceeded final
budget expectations significantly. Transient occupancy taxes (TOT) exceeded budget
expectations by 20.5% or $1,761,419. Property tax missed budget projections by $127,296 or
3% and sales tax missed projections by 7% or $121,750. Fortunately, the surplus in TOT
balanced out the shortfalls in other revenue types, and helped the Town’s general fund revenue
end the year very strong.

General Government Functions:

The revenue and expenditures for the governmental and business-type activities are
summarized in the following table.

Revenue:

Program revenue:

Charges for services

Operating grants and
contributions

Capital grants and
contributions

General Revenue:
Transient occupancy
tax
Sales tax
Property tax
Other taxes
Other revenue
Transfers in (out)
Total revenue

Expenses:
General government
Public safety

Tourism & recreation

Community
development

Public works

Airport

Landfill (Mineral Pit)

Debt service (interest)

Total expenses

Change in Net Assets:

Net assets - beginning
as restated
Net Assets - ending

Governmental Activities Business-type Activities Total

2009-10 2008-09 2009-10  2008-09 2009-10 2008-09
$2,574,270 $2,032,081 $557,667 $446,337 $3,131,937 $2,478,418
4,824,648 9,444,093 - 10,000 4,824,648 9,454,093
- - 777,097 6,634,813 777,097 6,634,813
10,499,794 9,693,570 - - 10,499,794 9,693,570
2,567,982 2,413,024 - - 2,567,982 2,413,024
3,705,828 3,911,453 - - 3,705,829 3,911,453
2,597,642 2,583,397 - - 2,597,642 2,583,397
145,120 333,537 148,718 448 293,838 333,985
_(1,061,411) - 1,081,411 1,256,453 - 1,256,453
25,853,874 30,411,155 2,544,893 8,348,051 28,398,767 38,759,206
3,601,927 4,491,186 - - 3,601,927 4,491,186
4,721,191 6,171,169 - - 4,721,191 6,171,169
3,562,265 3,135,315 - - 3,562,265 3,135,315
2,892,238 3,426,668 - - 2,892,238 3,426,668
16,009,830 13,686,950 - - 16,009,830 13,586,950
- - 2,427,516 2,950,402 2,427,516 2,950,402
- - 16,993 30,785 16,993 30,785
. 246,104 262,089 - - 246,104 262,089
31,033,555 31,073,377 2,444,509 2,981,187 33,478,064 34,054,564
(5,179,681) (662,222) 100,384 5,366,864 (5,079,297) 4,704,642
133,938,387 133,952,509 7,874,249 2,507,385 141,812,636 136,459,894
$128,758,706  $133,290,287 $7,974,633 $7,874,249 $136,733,339 $141,164,536




Fund Balance:

The Town's Fund Balance, sometimes referred to as the Town’s savings account, includes
amounts that are set aside for specific purposes, or offset long-term receivables, or are
restricted by other entities or even by local commitments, such as through the voter approved
passage of the Measure R sales tax increase. However, portions of the fund balance
designations are set by Council resolutions or could be redirected to other uses or are available
to be appropriated. Below is a summary of those general fund balances over the last 5 years.
This is different than the Governmental Funds discussed above, which include more than just
the general fund.

General Fund Reserves:

Year Year Year Year Year
Ended Ended Ended Ended Ended
6/30/2010 6/30/2009  6/30/2008  6/30/2007 6/30/2006
Self insurance $ 15,000 $ 15,000 $ 345000 $ 345000 $ 345,000
Economic Uncertainties 3,652,690 2,782,838 2,782,839 4,417,319 3,824,605
Subsequent Years'
Expenditures 78,479 - 21,344 5,802,930 4,788,219
Undesignated - 91,372 - 8,968 874,784

There have been significant increases in the reserves over the prior fiscal year. Probably the
most significant increase is in the Reserve for Economic Uncertainty which increased almost
$900,000 and is at the Council adopted target of 25% of general fund tax revenue.

Internal Service 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 Town and to other
government units on a cost reimbursement basis, as follows:

(a) The Town garage is operated as an internal service fund. Services provided by the
garage are charged to the governmental agencies that have contracted with the Town to
receive the garage services. Also, services that the garage provides to other Town
departments are charged to the department that benefits from the service.

(b) The fund also is used to account for purchases of vehicles and equipment when
adequate funds have been accumulated and replacement is necessary. The Town also
uses an internal service fund to account for certain insurance and benefit programs
offered to employees. Premiums are collected from the employee or the department,
depending on the benefit and paid to the internal service fund. The internal service
fund, in turn, processes certain medical expense reimbursements and premiums.

Enterprise Funds:

Enterprise funds are used to finance and account for the acquisition, operation, and
maintenance of Town facilities and services that are entirely or predominantly self-supporting
from user charges. Enterprise operations are accounted for in such a manner as to show a
profit or loss as in comparable private enterprises. At June 30, 2010, the Town operated two
enterprise funds: the Mammoth Yosemite Airport, and the Long Valley Mineral Pit on behalf of
the US Forest Service. The airport’s current year operating (loss) was ($1,727,522). This loss
is mainly due to the depreciation charge of $1,699,390 and ongoing litigation costs. The Long
Valley Mineral Pit's operating (loss) was ($10,668).



Debt Administration:

The Town paid down principal of $1,100,809 on existing Certificates of Participation debt during
the fiscal year. Total Certificates of Participation debt as of June 30, 2010 was $3,454,912.
The Town has never issued general obligation bonds or revenue bonds. The Town also has
received a California State Water Resources Control Board loan; the outstanding balance at
June 30, 2010 was $633,533 and has an interest rate of 2.5%.

Outlook for the Future:

The Town has benefited enormously from the increased property valuations that many
California communities have experienced. That growth reversed itself in FY 2009-10 and
receipts were 5% less than the prior fiscal year. This decrease is primarily from two factors.
The first is the reappraised lower valuations for properties that changed ownership since 2005.
The second factor is the large increase in delinquent tax payments. The Town will eventually
receive those delinquency payments once the County has collected the tax payments. |t is
expected that property tax valuations will continue to suffer declines in the next few years.

Transient Occupancy Tax is the largest generator of general fund dollars. Despite the ‘Great
Recession’ and the slow growth recovery, the Town experienced significant TOT revenue
growth of 8.2% over the prior year. This is in spite of room discounts that many properties
implemented to increase value to the visitor. The Town has realized a significant increase in
TOT remitters. Most of those remitters are property owners that have taken a more active role
in renting out their property themselves and have shifted their business away from reservation
bureaus or are supplementing the rental activity generated by reservation bureaus. The
expectation is that TOT growth will continue. Commercial air service has been very successful
since the launch of daily winter season flights in FY 2008-09. Fiscal Year 2009-10 experienced
an increase to 4 daily winter season flights and the initiation of year long daily flights, all
operated by Horizon Air.  United Airlines began daily flight operations from the San Francisco
Bay Area in the winter of 2010. In addition to marketing efforts conducted by the airlines, the
newly formed nonprofit organization, Mammoth Lakes Tourism, will take on the marketing
responsibilities beginning July 2010, that had been previously conducted by the Town. The
expectation is that a single purpose organization will be better able to leverage effective
marketing dollars than the Town. The marketing changes and the increased commercial air
service are anticipated to continue the TOT growth that the Town has steadily experienced
since the recession.

At the June 2010 election, the voters approved to remove the sunset clause on the Utility User
Tax (UUT), and dedicated future UUT funding (after June 2011) for mobility, recreation, arts
and culture. This is after the June 2009 election that increased local sales tax by %% and
dedicated that funding source for recreation, parks and trails, also known as Measure R. The
voters have continued to show a willingness to approve tax increases for purposes that improve
the quality of life and enhance the visitor experience.

Litigation costs were a large expense during the last fiscal year and will likely continue in the
near future. The Town has been sued by Mammoth Lakes Land Acquisition, LLP (Hot Creek),
and in April 2008 the trial court jury found in favor of Hot Creek and set damages at $30 million.
The Town's legal costs on the case exceeded $400,000 during the last fiscal year. In FY 2010-
11 and FY 2011-12 the Town will continue working on the settiement of the litigation, and legal
expenses will continue.

The Town begins the new fiscal year with a stronger general fund cash position (60% or
$1,657,750 increase over June 2009), before accounts payable and debt service payments.



Outlook for the future: (continued

In spite of this stronger fiscal position, Council has decreased revenue-funded projects and
lowered expenditure appropriations for FY 2010-11. Under this subdued revenue budget
forecast, any ‘normal’ snow season should result in a fiscal year revenue surplus in FY 2010-11
of anywhere between $1,000,000 to $2,000,000.

Although the forecast expectation in tax revenue is positive, it is very unlikely that real estate
and development will recover at all in the upcoming year. The budget assumes below average
development revenue and will likely realize below average revenue.

In conclusion, the Town has realized a financial recovery from visitor-generated taxes, but has
not, and does not expect a recovery in building permits or real estate related development
revenue. The Town is in a moderate, but cautious position to fund on-going operations and is
positioned to move forward on limited funding of capital projects. The biggest question at this
time is the impact of the $30,000,000 judgment against the Town. Servicing that debt would
overshadow the financial strength the Town is currently enjoying and could lead to a reduction
in services provided by the Town.

Respectfully submitted,

&

Cyndi Myrold
Acting Finance Director
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TOWN OF MAMMOTH LAKES
Notes to Financial Statements
June 30, 2010

The notes to the financial statements include a summary of significant accounting policies and other
notes considered essential to fully disclose and fairly present the transactions and financial position of
the Town.

Note 1 - Significant Accounting Policies

Note 2 - Stewardship, Compliance, and Accountability

Note 3 - Cash and Investments

Note 4 - Accounts and Grants Receivables

Note 5 - Notes Receivables

Note 6 - Capital Assets

Note 7 - Payables and Accrued Liabilities

Note 8 - Long Term Debt Obiigations

Note 9 - Interfund Balances

Note 10 - Interfund Transfers

Note 11 - Defined Benefit Pension Plan

Note 12 - Nature and Purpose of Reported Reserves and Designations

Note 13 - Risk Management

Note 14 - Commitments and Contingencies

Note 15 - Assessment District Debt

Note 16 - Dependence upon Tourism Industry
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TOWN OF MAMMOTH LAKES
Notes to Financial Statements
June 30, 2010

Note 1 - Significant Accounting Policies

The accounting policies of the Town of Mammoth Lakes conform to accounting principles generally
accepted in the United States of America as prescribed by the Governmental Accounting Standards
Board (GASB) and the American Institute of Certified Public Accountants (AICPA) as applicable to
governments. The following is a summary of the more significant policies.

A. Description of the Reporting Entity

The Town of Mammoth Lakes, and the Mammoth Lakes Municipal Service Corporation, comprise the
reporting entity. Although these entities are legally separate from each other, they are presented on
a blended basis as part of the primary government because their governing boards consist
exclusively of all five members of the Town Council. Under the criteria in GASB Statement No. 14,
as amended by GASB No. 39, these entities meet the criteria for inclusion within the Town's financial
reports. Financial information for the Town of Mammoth Lakes Municipal Service Corporation is
available at the Finance Department of the Town of Mammoth Lakes. The Town has no discretely
presented component units. The accompanying financial statements contain information for the total
reporting entity.

Mammoth Lakes Municipal Service Corporation - This corporation was organized on August 1, 1989,
pursuant to the Nonprofit Public Benefit Corporations Law of the State of California, solely for the
purpose of providing assistance to the Town by acquiring, constructing, improving, developing and
installing certain real and personal property together with appurtenances and appurtenant work for
the use, benefit and enjoyment of the public. The Corporation was formed at the request of the Town
to assist in lease financing of certain capital improvement projects. The Corporation's financial data
and transactionis are included within the Debt Service Fund. Oversight responsibility is determined
by such criteria as financial interdependency, selection of governing authority and designation of
management, budget control and the ability to significantly influence operations in accordance with
GASB Statement No. 14, and amended by GASB No. 39.

B. Basis of Presentation

Government-wide Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of
activities) report information on all of the nonfiduciary activities of the primary government. 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.

The statement of activities demonstrates the degree to which the direct and indirect expenses of a
given function or segment are offset by program revenue. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenue includes (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 revenue aré reported instead as general revenue. Expenses
reported for functional activities include allocated indirect expenses.
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Note 1 - Significant Accounting Policies

Separate financial statements are provided for governmental funds, proprietary funds and fiduciary
funds, even though the later 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.

Fund Financial Statements

The accounting system of the Town is organized and operated on the basis of separate funds, each
of which is considered to be a separate accounting entity. Each fund is accounted for by providing a
separate set of self-balancing accounts that constitute its assets, liabilities, fund equity, revenue, and
expenditures/expenses. Funds are organized into three major categories: governmental, proprietary,
and fiduciary. An emphasis is placed on major funds within the governmental and proprietary
categories. A fund is considered major if it is the primary operation fund of the Town or meets the
following criteria:

a. Total assets, liabilities, revenue, or expenditures/expenses of that individual governmental fund
or enterprise fund are at least 10% of the corresponding total for all funds of that category or

type.

b. Total assets, liabilities, revenue, or expenditures/expenses of the individual governmental fund or
enterprise fund are at least 5% of the corresponding total for all governmental and enterprise
funds combined.

¢. The government has determined that a fund is important to the financial statement user.

The funds of the financial reporting entity are described below:

Governmental Fund Types - Governmental funds are the funds through which most general
government functions typically are financed. The Town maintains the following fund types:

General Fund - the general fund accounts for all unrestricted resources except those required to
be accounted for in another fund.

Special Revenue Funds — these funds are used to account for the proceeds of specific revenue
resources (other than major capital projects) that are legally restricted to expenditures for
specified purposes.

Debt Service Funds — these funds are used to account for the accumulation of resources for, and
the repayment of, general long-term debt obligation payments for principal, interest and related
costs.

Capital Projects Fund — these funds are used to account for financial resources to be used for the
acquisition or construction of major capital facilities.

Proprietary Fund Types - Proprietary funds are used to account for activities that are similar to those
found in the private sector. The measurement focus is upon determination of net income and capital
maintenance. The following are the Town's proprietary fund types:
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Enterprise Funds — these funds are established to account for operations that are financed and
operated in a manner similar to private business enterprises - where the intent of the Town is that
the costs (expenses, including depreciation) of providing goods or services to the general public
on a continuing basis be financed or recovered primarily through user charges. The Mammoth
Yosemite Airport and the Long Valley Landfill are reported as enterprise funds.

Internal Service Funds — these funds are established to account for the financing of goods or
services provided by one department or agency to other departments or agencies of the Town,
and to other government units on a cost reimbursement basis. The Town's purchasing of
vehicles and equipment, and the self insurance employee benefit program, is reported as internal
service funds.

Fiduciary Fund Types - Fiduciary funds account for assets held by the Town as a trustee or agent for
individuals, private organizations, and other units of governments. The Town's funds inciuded in this
category are as follows:

Expendable Trust Funds — these funds are accounted for in essentially the same manner as the
governmental fund types, using the same measurement focus and basis of accounting.
Expendable trust funds account for assets where both the principal and interest may be spent.

Agency Funds — these funds account for assets held by the Town as trustee or agent for
individuals, private organizations, assessment districts, or other governmental units and/or other
funds.

The Major Funds are as follows:

General Fund - this fund is the general operating fund of the Town. It is used to account for all
financial resources except those required to be accounted for in another fund.

Housing and Community Development Fund - this fund is used to account for funds received by
the Town and loaned to real estate developers and nonprofit organizations for the purpose of
providing affordable housing.

Measurement Focus

Measurement focus is a term used to describe “which” transactions are recorded within the various
financial statements. Basis of accounting refers to “when” transactions are recorded regardless of
the measurement focus applied. The Government-wide Statement of Net Assets and the Statement
of Activities, and both governmental and business-like activities are presented using the economic
resources measurement focus. The accounting objectives of the economic measurement focus are
the determination of operating income, changes in net assets (or cost recovery), financial position,
and cash flows. All assets and liabilities (whether current or noncurrent) associated with their
activities are reported.

In the fund financial statement, the “current financial resources” measurement focus or the “economic
resources” measurement focus is used, as appropriate:

a. All governmental funds utilize a “current financial resources” measurement focus. Only current
financial assets and liabilities are generally included on their balance sheets. Their operating
statements present sources and uses of available spendable financial resources during a given
period. These funds use fund balance as their measure of available spendable financial
resources at the end of the period.
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b. The proprietary fund utilizes an “economic resources” measurement focus. Proprietary fund
equity is classified as net assets.

c. Agency funds are not involved in the measurement of results of operations; therefore,
measurement focus is not applicable to them.

Basis of Accounting

In the government-wide Statement of Net Assets and Statement of Activities, both governmental and
business-like activities are presented using the “accrual basis of accounting.” Under the accrual
basis of accounting, revenue is recognized when earned, and expenses are recorded when the
liability is incurred and the amount of obligation is ascertainable. Revenue, expenses, gains, losses,
assets, and liabilities resulting from exchange and exchange-like transactions are recognized when
the exchange takes place.

On the fund financial statements, governmental funds are presented on the “modified accrual basis of
accounting.” Under this modified accrual basis of accounting, revenue is recognized when
“measurable and available.” Measurable means knowing or being able to reasonably estimate the
amount. Available means collectible within the current period or soon enough thereafter to pay
current liabilities. Revenue which is susceptible to accrual include property taxes and special
assessments that are levied for and due for the fiscal year and collected within 60 days after year-
end. Licenses, permits, fines, penalties, charges for services and miscellaneous revenue are
recorded as governmental fund type revenue when received in cash because they are not generally
measurable until actually received. Revenue from taxpayer assessed taxes, such as sales taxes, are
recognized in the accounting period in which they became both measurable and available to finance
expenditures of the fiscal period. Grant revenue, which is normally reimbursements of expenses
under contractual agreements, is recorded as a receivable when earned rather than when
susceptible to accrual. Generally, this occurs when authorized expenditures are made under the
grant program or contractual agreement. Expenditures are recognized when the fund liability is
incurred, if measurable, except for unmatured interest on long-term debt in the governmental funds,
which is recognized when due.

Proprietary funds use the “accrual basis of accounting” which records the financial effect on an
enterprise of transactions and other events and circumstances that have cash consequences for an
enterprise in the periods in which those transactions, events and circumstances occur rather than
only when cash is received or paid by the enterprise. The Town has made an election in accordance
with GASB Statement No. 20, not to follow the Financial Accounting Standards Board Statements
after November 30, 1989, but rather use the Governmental Accounting Standards Board (GASB)
Statements for accounting and financial statement presentation purposes.

C. Budgetary Data

General Budget Policies - the Town maintains budgetary controls of which the objective is to ensure
compliance with legal provisions embodied in the annual budget approval by the Town Council.
Budgetary control for operations is maintained at the department level by individual funds. Budgetary
control for capital improvement projects (i.e., project-length financial plans) is maintained at the
individual project level by fund. The Town's budgeted expenditure authority lapses at the end of
each fiscal year. However, outstanding purchase order commitments may be reappropriated for the
subsequent fiscal year upon Town Council approval. This approval is generally limited to capital
improvement projects.
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Budget Basis of Accounting - budgets for governmental funds are adopted on a basis consistent with
accounting principles generally accepted in the United States of America as prescribed by the GASB
and the American Institute of Certified Public Accountants (AICPA). The Budgetary Comparison
Schedules of the General Fund and Major Funds present comparisons of legally adopted budget
amounts (both the original budget and final budget), and actual amounts, on the budgetary basis.
The budgeting basis is substantially equivalent to the Town's accounting basis; thus no reconciliation
between the two is considered necessary.

D. Other Accounting Policies

Cash and Investments — the Town follows the requirements of GASB 3, as amended by GASB 31,
and GASB 40, in reporting cash and investments at fair value and disclosing risks related to credit
risk, concentration of credit risk, interest rate risk and foreign currency risk, as applicable.

Compensated Absences - the Town utilizes the general fund and proprietary funds to account for its
compensated absences. Resources have been set aside to cover short-term and long-term
liabilities. The Town's method of calculating the liability is in accordance with GASB Statement No.
16, except that additional accruals for salary-related payments associated with the payment of
compensated absences, for example, the employer’s share of pension contributions, social security
and medicare taxes, have not been accrued as that amount is not considered significant or material
to the financial statements taken as a whole. Comprehensive leave pay is payable to employees at
the time the leave is taken or upon termination of employment. Comprehensive leave is payable for
any type of employee leave, and may not exceed 1,040 hours cumulative. Any excess leave is paid
to an employee at the end of each fiscal year. In addition, an employee may request a pay out of
comprehensive leave twice a year but must maintain a balance of 240 hours to receive a pay out.

E. Cash and Cash Equivalents

For purposes of the statement of cash flows, the Town considers all highly liquid investments with a
maturity of three months or less when purchased to be cash equivalents.

F. Prepaid Expenses

Prepaid expenses consist of fuel, vehicle parts and expendable supplies which are physically
counted annually and valued at cost on the weighted average method, which approximates fair value.

G. Capital Assets

Capital assets used in governmental fund type operations are accounted for on the statement of net
assets. Public domain general capital assets (infrastructure) consisting of certain improvements
other than buildings, such as roads, sidewalks and bridges are capitalized prospectively starting July
1, 2003 in accordance with GASB Statement No. 34. Town policy has set the capitalization threshold
for reporting capital assets at $5,000. Capital outlay is recorded as expenditures of the general and
special revenue funds and as assets in the government-wide financial statements to the extent the
Town's capitalization threshold is met. Donated assets are recorded at estimated fair value at the date
of donation.
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Property, plant and equipment acquired for proprietary funds are capitalized in the respective fund to
which it applies and are stated at their cost. Where cost could not be determined from the available
records, estimated historical cost was used to record the estimated value of the assets.

Depreciation is recorded on a straight-line basis over the estimated useful lives of the capital assets
which range from 4 to 20 years for equipment and vehicles, and 20 to 50 years for buildings and
improvements. Land, art and treasurers are not considered exhaustible, therefore are not being
depreciated.

H. Use of Estimates

The preparation of financial statements requires management to make estimates and assumptions
that affect certain reported amounts and disclosures. Accordingly, actual results could differ from
those estimates.

|. Property Taxes

Property taxes in the State of California are administered for all local agencies at the County level
and consist of secured, unsecured and utility tax rolls. The following is a summary of major policies
and practices relating to property taxes:

Property Valuations - are established by the Assessor of Mono County for the secured and
unsecured property tax rolls; the utility property tax roll is valued by the California State Board of
Equalization. Under the provisions of Article XIIIA of the State Constitution (Proposition 13,
adopted by the voters on June 6, 1978), properties are assessed at 100% of full value. From this
base of assessment, subsequent annual increases in valuation are limited to a maximum of 2%.
However, increase to full value is allowed for property improvements or upon change in
ownership. Personal property is excluded from these limitations and is subject to annual
reappraisal.

Tax Levies - are limited to 1% of full assessed value which results in a tax rate of $1.00 per $100
assessed valuation under the provisions of Proposition 13. Tax rates for voter-approved
indebtedness are excluded from this limitation.

Tax Levy Dates - are attached annually on January 1, preceding the fiscal year for which the
taxes are levied. The fiscal year begins July 1 and ends June 30 of the following year. Taxes are
levied on both real and unsecured personal property. Liens against real estate, as well as the tax
on personal property, are not relieved by subsequent renewal or change in ownership.

Tax Collections - are the responsibility of the Mono County's tax collector. Taxes and
assessments on secured and utility rolls, which constitute a lien against the property, may be paid
in two installments: The first is due on November 1 of the fiscal year and is delinquent if not paid
by December 10; and the second is due on March 1 of the fiscal year and is delinquent if not paid
by April 10. Unsecured personal property taxes do not constitute a lien against real property
unless the taxes become delinquent. Payment must be made in one instaliment, which is
delinquent if not paid by August 31 of the fiscal year. Significant penalties are imposed by Mono
County for late payments.
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Tax Levy Apportionments - due to the nature of the Town-wide maximum levy, it is not possible to
identify general-purpose tax rates for specific entities. Under State legislation adopted
subsequent to the passage of Proposition 13, apportionments to local agencies are made by
each County auditor-controller based primarily on the ratio that each agency represented of the
total Town-wide levy for the three fiscal years prior to fiscal year 1979.

Property Tax Administration Fees - the State of California fiscal year 1990-91 Budget Act
authorized Counties to collect an administrative fee for its collection and distribution of property
taxes.

J. Receivables and Payables

Balances representing lending/borrowing transactions between funds outstanding at the end of
the fiscal year are reported as either “due to/due from other funds” (amounts due within one
year), “advances to/from other funds” (non-current portions of interfund lending/borrowing
transactions), or “loans toffrom other funds” (long-term lending/borrowing transactions as
evidenced by loan agreements). Advances and loans to other funds are offset by a fund balance
reserve in applicable governmental funds to indicate they are not available for appropriation, and
are not expendable available financial resources. Property, sales, use, and utility user taxes
related to the current fiscal year are accrued as revenue and accounts receivable, and
considered available if received within 60 days of year end. Federal and State grants are
considered receivable and accrued as revenue when reimbursable costs are incurred under the
accrual basis of accounting in the government-wide statement of net assets.

The amount recognized as revenue under the modified accrual basis of accounting is limited to
the amount that is deemed measurable and available. The Town considers these taxes available
if they are received during the period when settlement of prior fiscal year accounts payable and
payroll charges normally occur. Grants, entitlements or shared revenues are recorded as

receivables and revenue in the general, special revenue and capital projects funds when they are
received or susceptible to accrual.

K. Allowance for Uncollectible Accounts

Management has elected to record bad debts using the direct write-off method. Accounting
principles generally accepted in the United States of America require that the allowance method
be used to reflect bad debts. However, the effect of the use of the direct write-off method is not

materially different from the results that would have been obtained had the allowance method
been followed.

L. Net Assets
The Town’s net assets are classified on the Statement of Net Assets as follows:

Invested in Capital Assets - represents the Town'’s total investment in capital assets net of any
related acquisition debt.

Restricted Net Assets - includes resources that the Town is legally or contractually obligated to
spend in accordance with restrictions imposed by external third parties.
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Unrestricted Net Assets - represents resources derived from sources without spending
restrictions. These resources are used for transactions relating the general operations of the
Town, and may be used at the discretion of the Town Council to meet current expenses for any
purpose.

Note 2 - Stewardship, Compliance, and Accountability

Budgetary Information
The Town follows these annual procedures in establishing the budgetary data reflected in the financial
statements:

e The Town Manager submits to the Town Council a proposed draft budget for the fiscal year
commencing the following July 1. The budget includes proposed expenditures and the means of
financing them.

e The Town Council reviews the proposed budget at special scheduled sessions which are open to
the public. The Council also conducts a public hearing on the proposed budget to obtain
comments from interested persons.

o Prior to July 1, the budget is adopted by minute action of the Town Council.

« From the effective date of the budget, which is adopted and controlled at the department level,
the amounts stated therein as proposed expenditures become appropriations to the various Town
departments. The Town Council may amend the budget by minute action during the fiscal year.
The Town Manager may authorize transfers from one object or purpose to another within the
same department. All appropriations lapse at year end.

Revenue Limitations Imposed By California Proposition 218

Proposition 218, which was approved by the voters in November 1996, regulates the Town'’s ability to
impose, increase, and extend taxes, assessments, and fees. Any new, increased, or extended taxes,
assessments, and fees subject to the provisions of Proposition 218, require voter approval before they
can be implemented. Additionally, Proposition 218 provides that these taxes, assessments, and fees are
subject to the voter initiative process and may be rescinded in the future years by the voters.
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Note 3 - Cash and Investments
The Town follows the practice of pooling cash and investments of all funds except for restricted funds
required to be held by outside custodians, fiscal agents or trustees under the provisions of bond

indentures. Cash and investments as of June 30, 2010 are classified in the accompanying financial
statements as follows:

Statement of Net Assets

Cash and investments $ 11,954,740
Restricted Cash with fiscal agent 783,263
subtotal 12,738,003
Statement of Fiduciary Assets and Liabilities

Cash and investments 2,776,351
Investments with fiscal agent 2,113,981
subtotal 4,890,332

Total $ 17,628,335

Cash and Investments consist of the following:

Deposits with financial institutions $ 572,671
Investment with Local Agency Investment Fund 14,353,516
Investments by fiscal agents 2,702,148

Total $ 17,628,335

Investment Policy

The table below identifies the investment types that are authorized under provisions of the Town’s
investment policy adopted September 1, 2010, and in accordance with Section 53601 of the California
Government Code. The table also identifies certain provisions of the investment policy that address
concentration or maximum percentages and maturity.

Maximum Maximum
Permitted Investments/Deposits Percentages Maturity
Investment Type A:
Securities of the US Government Unlimited 5 years
Certificates of Deposit Unlimited 5 years
Commercial Paper (A-1, P-1, F-1, only) 25% 270 days
Local Agency Investment Fund (LAIF) $40,000,000 n/a
Passbook Deposits - n/a
Investment Type B:
Negotiable Certificates of Deposit 30% 5 years
Bankers Acceptances 40% 180 days
Repurchase Agreements - 1 year
Mutual Funds 15% 5 years
Medium Term Notes 30% 5 years

Type A investments do not require any specific approval of the Town Council. All Type B investments
require a specific resolution of the Town Council prior to the investment purchase/deposit.
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Collateral and Categorization Requirements

At fiscal year end, the Town's carrying amount of demand deposits was $571,267 and the bank account
balances were $1,121,652. The difference of $550,385 represented outstanding checks and deposits in
transit. Of the total bank deposit balance, $250,000 was insured by Federal Depository Insurance
Corporation (FDIC) and $871,652 was collateralized in accordance with California Government Code
Section 53600 — 53609.

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
to changes in market interest rates. One of the ways that the Town of Mammoth manages its exposure
to interest rate risk is by investing with LAIF, who purchases a combination of shorter term and medium
term investments, but is generally due on demand to the Town.

Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fuffill its obligation to the holder of
the investment. This is measured by the assignment of a rating by a nationally recognized statistical
rating organization. The Town's investment policy limits credit risk by requiring compliance with the
California Government Code for investment of public funds, as described in detail above.

Concentration of Credit Risk

The investment policy of the Town contains no limitations on the amount that can be invested in any
single issuer beyond that stipulated by the California government code. Investments in any one issuer
that represent 5% or more of total investments at June 30, 2010 are as follows:

Investment Type Fair Value Maturity Yield Concentration
Local Agency Investment Fund $14,353,5616 7.2 months 0.56% 81%
Money Market Mutual Funds 2,702,148 on demand 0.01% 15%

The 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 California government code and the Town's investment
policy do not contain legal or policy requirements that would limit the exposure to custodial credit risk for
deposits, other than the following provision 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 public agencies.
California law also allows financial institutions to secure Town deposits by pledging first trust deed
mortgage notes having a value of 150% of the secured public deposits.

At June 30, 2010, the Town had $871,652 in financial institutions that was not covered by the FDIC, but
was covered by collateralized securities of the financial institutions where the deposits were maintained.

The credit risk for investments is the risk that, in the event of the failure of the counterparty (e.g., broker-
dealer) 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 Town’s
investment policy do not contain legal or policy requirements that would limit the exposure to custodial
credit risk for investments.
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With respect to investments, custodial credit risk generally applies only to direct investments in
marketable securities. Custodial credit risk does not apply to a local government's indirect investment in
securities through the use of mutual funds or government investment pools (such as LAIF).

Participation in an External Investment Pool

The Town is a voluntary participant in the California Local Agency Investment Fund (LAIF) that is
regulated by California Government Code Section under the oversight of the Local Investment Advisory
Board (Board). The Board consists of five members as designated by state statue, and is chaired by the
State Treasurer who is responsible for the day to day administration of LAIF. The balance available for
withdrawal is based on the accounting records maintained by LAIF, which are recorded on an amortized
cost basis, which is different from the fair value of the Town's position in the LAIF pool. The State
Treasurer determines fair value on its investment portfolio based on market quotations for those
securities where market quotations are readily available, and on amortized cost or best estimate for
those securities where market value is not readily available. As of June 30, 2010, the Town’s investment
in LAIF was $14,353,516. The total amount invested by all public agencies at that date was $23.2 billion.
LAIF is part of the California Pooled Money Investment Account (PMIA), which at June 30, 2010 had a
balance of $69.4 billion. Financial Statements of LAIF and PMIA may be obtained from the California
Treasurer's web site at www.treasurer.ca.gov.

Note 4 - Accounts and Grants Receivables

At June 30, 2010, accounts and grants receivables as reported in the Statement of Net Assets consist of
the following:

Governmental Activities

Grants $ 1,113,817
Transit occupancy tax 500,653
Sales tax 266,300
Gasoline tax 18,524
Property tax 117,071
Franchise fees/Utility user taxes 108,463
Mono County - reimbursements 154,985
ESTA receivable 51,555
Interest 17,805
Developer 367,500
Other 231,539

$ 2,948,212

Business-type Activities

Grants $ 367,359
Reimbursements 26,680
Rents 19,118
Other 9,795

$ 422,952
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The Town participates in “Housing Rehabilitation and Affordable Housing Loan Programs” designed to
encourage construction and improvement to low-to-moderate income housing or other similar projects.
Under these programs, grants and loans are provided under favorable terms to homeowners and real
estate developers who agree to spend these funds in accordance with the Town's loan agreement terms.
Although these loans are expected to be repaid in full, their balance has been offset by a deferred
revenue account, as they are not expected to be repaid during the next fiscal year, nor in the foreseeable
future.

At June 30, 2010, notes receivables as reported in the Statement of Net Assets - Governmental Activities
column consist of the following:

General Fund:

Aspen Village housing $ 900,000
Special Revenue Funds:
Bristlecone Apartments 977,684
inyo Mono Advacates 820,532
Aspen Village housing 2,000,000
Aspen Village housing 3,412,500
Jeffries Apartments 3,412,500
MLF, Inc, HELP housing 468,794
HELP housing grant loan 343,907
$ 12,335,917
Note 6 - Capital Assets
Governmental-type capital asset activity for the year was as follows:
Beginning Additions/ Retirements/ Ending
Balance Completions Adjustments Balance
Non-depreciable Assets
Land $ 17,574,933 $ - $ - $ 17,574,933
Depreciable Assets
Buildings and structures 19,197,733 74,000 - 18,271,733
Streets and roads 175,308,559 1,871,056 (1,825,665) 175,353,950
Storm drains 13,297,796 880,561 - 14,178,357
Vehicles and equipment 825,595 107,100 - 032,695
208,629,683 2,932,717 (1,825,665) 209,736,735
Accumulated Depreciation (119,116,844) 1,825,665 (9,709,629) (127,000,808)
Depreciabie assets, net 89,512,839 4,758,382 (11,535,294) 82,735,927
Total capital assets, net $ 107,087,772 $ 4,758,382 $(11,535,294) $ 100,310,860
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internal Service Fund capital asset activity for the year was as follows:

Beginning Additions/ Retirements/ Ending
Balance Completions Adjustments Balance
Depreciable Assets
Vehicles and equipment $ 9229156 $ - $ - $ 9,229,156
Accumulated depreciation (5,240,635) (620,252) - (5,860,887)
Total capital assets, net $ 3,988,521 $ (620,252) $ - $ 3,368,269

Reported in the Statement of Net Assets are the combined capital assets of the governmental-type and
internal service funds, as follows:

Intemnal
Gowernmental Senice Total
Capital assets, not being depreciated $ 17,574,933 $ - $ 17,574,933
Capital assets, net of depreciation 82,735,927 3,368,269 86,104,196

$ 103,679,129

Business-type capital asset activity, the Mammoth Yosemite Airport, for the year was as follows:

Beginning Additions/ Retirements/ Ending
Balance Completions Adjustments Balance
Non-depreciable Assets
Land 3 544,316 $ - $ - $ 544,316
Depreciable Assets
Buildings and runway 14,375,666 254 063 - 14,629,729
Vehicles and equipment 1,770,087 623,166 - 2,393,253
16,145,753 877,229 - 17,022,982
Accumulated Depreciation (3,873,402) (1,284,748) - (5,158,150)
Depreciable assets, net 12,272,351 (407,519) - 11,864,832
Total capital assets, net $ 12,816,667 $ (407,519) § - $ 12,409,148
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Notes to Financial Statements
June 30, 2010
Note 7 - Payables and Accrued Liabilities

At June 30, 2010, accounts payables and accrued liabilities as reported in the Statement of Net Assets
consist of the following:

Governmental Activities

Capital projects in progress $ 131,577
Consultants 115,413
Vendors 134,259
ISF - vendors 76,888
Insurance 17,530
Accrued labor costs 89,513
Mono County Sheriff & Animal Control 95,305
Mammoth Lakes Housing, Inc. 506,579
Other consultants and vendors 1,058,858

$ 2225922

Business-type Activities

Capital projects in progress 3 33,532
Vendors 46,485

3 80,017

Note 8 - Long Term Debt Obligations

A. Compensated Absences

Town employees accumulate earned but unused vacation pay benefits which can be converted to
cash at termination of employment. Since no means exists to reasonable estimate the amounts that
might be liquidated with expendable currently available resources, if any, they are reported as long-
term debt obligations on the statement of net assets. No expenditure is reported for these amounts
in the fund statements. However, in the statement of activities the expenditure is allocated to each
function based on usage. The non-current portion of these vested benefits, payable in accordance
with various collective bargaining agreements at year end totaled $636,365 for governmental
activities, and $23,339 for business-type activities.

B. Capital Lease Obligations

As lessee, the Town is obligated under certain capital lease-purchase agreements. The assets and
corresponding liabilities are accounted for in the vehicle internal service fund. Assets acquired under
such agreements amounted to $938,941, with an outstanding balance of $181,665 at June 30, 2010.
The schedule of future minimum lease payments due, together with the present value of the
minimum lease payments, is as follows:
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Note 8 - Long Term Debt Obligations (continued)

Annual
Year Ending June 30. Payments
2011 $ 193,596
Less: amount representing interest (11,931)
Present value of future minimum lease payments $ 181,665

C. Loans Payable - Governmental Activities

On August 16, 2004, the Municipal Finance Corporation loaned the Town $500,000 for financing
construction of the Visitors Welcome Center. Principal and interest payments in the amount of
$40,600 are due semi-annually on January 15 and July 15, with interest at 3.5% per annum. The
debt matures in year 2011. As of June 30, 2010, the outstanding balance was $117,594.

Between 1999 and 2001 the Town borrowed $1,182,000 from the California State Water Resources
Control Board’s Revolving Loan Fund, for storm drain improvements. Principal and interest
payments in the amount of $79,000 are due each January, including interest at 2.5% per annum.
This debt matures in year 2019. As of June 30, 2010, the outstanding balance was $633,533.

Loans Payable - Governmental Activities

Year Ending Visitors Storm Drain Total Interest Total
June 30, Center Improv. Principal
2011 $ 77,714 $ 63,247 $ 140,961 $ 19,181 $§ 160,142
2012 39,880 64,829 104,709 14,857 119,566
2013 - 66,449 66,449 12,538 78,987
2014 - 68,111 68,111 10,877 78,988
2015 - 69,813 69,813 9,174 78,987
2016-2020 - 301,084 301,084 18,801 319,885

$ 117,594 $ 633,633 $ 751,127 $ 85428 § 836,555

D. Cettificates of Participation

On June 1, 2000, the Town issued $2,470,000 in Certificates of Participation to purchase land.
Interest is due semi-annually on June 1 and December 1, with principal payments due June 1
annually. Total annual payments are approximately $200,000, with an average interest rate of
6.43%. The debt matures in year 2025. As of June 30, 2010, the outstanding balance was
$1,885,000.

On April 1, 2003, the Town issued $5,770,000 in Certificates of Participation to refinance the 1997
COP of the Town, which was issued to refinance 1989 and 1991 COPs of the Town, which were both
for capital improvement projects. Interest is due semi-annually on June 1 and December 1, with
principal payments due June 1 annually. Total annual payments are approximately $840,000 per
year, with an average interest rate of 2.34%. The debt matures in year 2011. As of June 30, 2010,
the outstanding balance was $570,000.
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Note 8 - Long Term Debt Obligations (continued)

On January 7, 2004, the Town issued $1,370,000 in Certificates of Participation to purchase land for
an affordable/workforce housing project. Principal and interest payments in the amount of $83,300
are due semi-annually on January 27 and July 27, with interest at 3.8% per annum. The debt
matures in year 2014. As of June 30, 2010, the outstanding balance was $611,960.

On January 8, 2004, the Town issued $845,500 in Certificates of Participation of which $422,750 is
taxable to the lender. The COP was issued to purchase land for an affordable/workforce housing
project. Principal and interest payments in the amount of $53,000 are due semi-annually on January
27 and July 27. The interest rate for the non-taxable portion of the COP is 3.89% per annum, while
the interest on the taxable portion is 5.65% per annum. The debt matures in year 2014. As of June
30, 2010, the outstanding balance was $387,952.

Certificates of Participation

2000 2003 2004 2004
Year Ended Land COPS Land Land Total Interest Total
June 30, Acquisition Refunding Acquisition Acquisition Principal
2011 $ 80,000 $570,000 $144,266 $ 91,457 $ 885723 $ 176,971 $ 1,062,694
2012 85,000 - 149,932 95,049 329,981 144,387 474,368
2013 90,000 - 155,821 98,783 344,604 129,580 474,184
2014 100,000 - 161,941 102,663 364,604 114,000 478,604
2015 100,000 - - - 400,000 99,955 199,955
2016-2020 600,000 - - - 600,000 396,410 996,410
2021-2025 830,000 - - - 830,000 171,600 1,001,600

$1,885,000 $570,000 $611,960 $387,952 $3,454,912 $1,232,903 $ 4,687,815

E. Loans Payable - Business type Activities

The Town is obligated under two loans with the Department of Transportation Aeronautics Division for
capital improvements at the airport. These loans are summarized as follows:

Loaned on September 30, 1985, by the Department of Transportation to the County of Mono in the
amount of $208,222. Pursuant to a subsequent agreement between the Town of Mammoth Lakes
and the County of Mono, ownership of the airport and the debt identified above transferred to the
Town of Mammoth Lakes in 1991. The purpose of the loan was for an airport improvement project.
The loan is amortized over 25 years, with an interest rate of 8.03% per annum. As of June 30, 2010,
the outstanding balance was $8,328.

Loaned on September 14, 1998, by the Department of Transportation to the Town of Mammoth
Lakes for a water system and taxi lane extension at the Mammoth Lakes Airport. The loan amount
was $500,000, amortized over 17 years, with an interest rate of 5.0498% per annum. As of June 30,
2010, the outstanding balance was $218,547.
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Note 8 - Long Term Debt Obligations (concluded)

Year Ended Department of Transportation Loans
June 30, Principal Interest Total
2011 $ 43,796 $ 11,704 $ 55500
2012 37,197 9,245 46,442
2013 38,927 7,367 46,294
2014 40,657 5,401 46,058
2015 42,388 3,348 45,736
2016 23,910 1,207 25117
$ 226,875 $ 38,272 $ 265,147
F. Long term debt activity for the year was comprised of the following:
Beginning Ending Due Within
Governmental Activities Balance Additions Reductions Balance One Year
Certificates of participation $ 4,555,721 $ - $(1,100,809) $ 3,454,912 $ 885,723
Loans payable 887,896 - (136,769) 751,127 140,961
Capital leases 393,660 - (211,995) 181,665 181,665
Compensated absences 709,500 804 (73,939) 636,365 -
$6,546,777  $ 804 $(1,623,512) $ 5,024,069 $ 1,208,349
Business-type Activities
Loans payable $ 268941 $ - $ (42,066) $ 226,875 $ 43,796
Compensated absences 23,339 - - 23,339 -
$ 292,280 % - $ (42,086) $ 250,214 $ 43,796

Note 9 - Interfund Balances

The Town in its efforts to become a destination resort has worked for years towards the recently
completed development of expanded airport facilities in order to accommodate larger aircraft, and has
worked closely with the Federal Aviation Administration (FAA) in order to achieve this goal. Scheduled
airline service commenced in the fall of 2008. The Town’s general fund loaned the Airport enterprise
fund the necessary capital funds to accomplish the required capital improvements. A formal interest
bearing loan agreement was established.

The Town has developed a Fractional Assessment District that will capture much needed funding that
would otherwise be lost with the development of fractional ownership facilities. Because current State
law prohibits the Town from collecting transient occupancy taxes from owners of fractional development,
the Fractional Assessment District will provide a taxing mechanism in order to reduce the impact of these
facilities on the Town. The Town's general fund loan agreement provides for loan repayment in future
years as new Fractional Developments are annexed into the District.
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Note 9 - Interfund Balances (continued)

The Town reports interfund balances between many of its funds. Some of the balances are considered
immaterial and are aggregated into a single column or row. The sum of all balances presented in the
table agrees with the sum of interfund balances presented in the statements of net assets/balance sheet
for governmental funds, and for proprietary funds. These interfund balances have been eliminated in the
government-wide financial statements.

Interfund balances at June 30, 2010 consist of the following:

Due to General fund from:

Airport fund

Capital project funds
Fractional district funds
All others

Due to Nonmajor Gavernmental funds from:

Capital project DIF funds

Due to Internal Service fund from:

DIF general facitities fund

Note 10 - Interfund Transfers

$ 5,078,371
3,286,263
704,514

91

$ 9,069,239
$ 1587014
$ 1,275,000

The Town reports interfund transfers between many of its funds. Some of the transfers are considered
immaterial and are aggregated into a single column or row. The sum of all transfers presented in the
table agrees with the sum of interfund transfers presented in the governmental and proprietary fund

financial statements.

Operating transfers

Out

$ 14,282,290
254,154
1,177,745
151,084
51,143

15,119

Fund type In
General fund $ 10,049,476
Special revenue funds 1,812,840
Capital projects funds 1,191,724
Debt service fund 1,634,653
Internal service fund 45,592
Airport enterprise fund 800,848
Airport debt service fund 260,563
Agency funds 135,739
$ 15,931,535

$ 156,931,635

Transfers are used to (1) move revenue from the fund that statute or budget requires to collect them, to
the fund that statute or budget requires to expend them, (2) move receipts restricted to debt service from
funds collecting the receipts, to the debt service fund as debt service payments become due, and (3) use
unrestricted revenue collected in the general fund to finance various programs accounted for in other
funds in accordance with budgetary authorizations. The Town accounts for its capital improvement and
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Note 10 - Interfund Transfers (continued)

construction projects primarily through its gas tax and capital project funds. Such expenditures are
primarily funded from general fund revenue, tax revenue, grants and developer impact fees. These
transfers are reported in the fiscal period in which the transactions are approved and recorded.

Note 11 - Defined Benefit Pension Plan

Plan Description

All eligible full-time employees participate in the Town's defined benefit pension plan, administered
through the California Public Employee's Retirement System, which provides retirement and disability
benefits, annual cost of living adjustments and death benefits to plan members and beneficiaries. The
California Public Employees' Retirement System (CalPERS) is an agent multiple-employer plan
administered by CalPERS, which acts as a common investment and administrative agent for participating
public employers within the State of California. A menu of benefit provision as well as other
requirements is established by State statutes within the Public Employees’ Retirement Law. The Town
selects optional benefit provisions from the benefit menu by contract with CalPERS and adopts those
benefits through local resolution (other local methods). CalPERS issues a separate comprehensive
annual financial report. Copies of the CalPERS annual financial report may be obtained from the
CalPERS Executive Office, 400 P Street, Sacramento, California, 95814.

Funding Status and Progress

Non-public safety participants are required to contribute 7% of their annual covered salary, while public
safety employees are required to contribute 9% of their annual covered salary. The Town makes the
contributions required of Town employees on their behalf and for their account. The Town’s required
contribution is based upon an actuarially determined rate. The current 2009-2010 year rate was
15.278% for non-public safety employees (miscellaneous plan) and 24.871% for public safety employees
(safety plan), of annual covered payroll. The projected 2010-2011 year rate is 15.213% for non-public
safety employees and 24.224% for public safety employees, of annual covered payroll. The contribution
requirements of plan members, and the Town, are established and may be amended by CalPERS.

Annual Pension Cost

For the fiscal year ended June 30, 2010, the Town's total annual pension cost of $1,922,348 to CalPERS
was equal to the Town's required and actual employer contributions of $1,299,816, and the employee
share of $622,532. The required contribution was determined as part of the June 30, 2007 actuarial
valuation using the entry age normal actuarial cost method.

The actuarial assumptions included:
» a7.75% investment rate of return (net of administrative expenses)

» projected annual salary increases of 3.25% to 14.45% depending on age, service and type of
employment

» aninflation rate of 3.0%

» a payroll growth rate of 3.25%

\%

individual salary growth merit scale varying by duration of employment coupled with an assumed
annual inflation growth of 3.0% and an annual production growth of 0.25%
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Note 11 - Defined Benefit Pension Plan (continued)

The actuarial value of CalPERS’ risk pool assets was determined using techniques that smooth the
effects of short-term volatility in the market value of investments over a fifteen-year period (smoothed
market value).

The contribution rate for normal cost is determined using the entry-age normal actuarial cost method, a
projected benefit cost method. It takes into account those benefits that are expected to be earned in the
future as well as those already accrued.

Three-year Trend Information

Fiscal Annual Pension Percentage of Net Pension

Year Cost (APC) APC Contributed Obligation
2007-08 $ 2,303,062 100% $-0-
2008-09 $ 2,175,960 100% $-0-
2009-10 $ 1,922,348 100% $-0-

Funded Status of the Plans
The funded status of the plans as of the most recent actuarial valuation dates is as follows (in millions):

Annual Unfunded Unfunded
Valuation Actuarial Liability/ Annual  (Over-funded)
Report Accrued Value of (Excess Funded Covered Liability as a

Date Liability Assets Assets) Status Payroll % of Payroll

Miscellaneous Plan - 2.7% at age 55 Risk Pool:
6/30/2009 $ 2140 $ 1674 $ 466 78.2% $ 440 105.9%

Safety Plan - 3.0% at age 50 Risk Pool:
6/30/2009 $ 9721 $ 8027 $ 1,694 82.6% 3 973 174.0%

QOther Plans

The Town entered into a contract with the Public Agency Retirement Services (PARS) effective July
2003 for the provision of an additional pension plan for full-time vested safety employees. The Town is
funding the plan in accordance with actuarial assumptions as determined by a third party actuary. The
Town requires all part-time, seasonal, and temporary non-CalPERS qualified employees to participate in
an Alternative Retirement System (ARS) administered by PARS. The ARS replaces participation in the
Federal Insurance Contributions Act (FICA) program also known as Social Security.

Note 12 - Nature and Purpose of Reported Reserves and Designations

The difference between assets and liabilities of governmental funds is reported as fund balance, which is
divided into reserved and unreserved components, with unreserved representing amounts considered
available for new spending. Unreserved fund balance may be further divided into designated and
undesignated portions. Designations represent management's self imposed intended future use of
available resources (i.e., contingencies, equipment replacement) and generally reflect actual plans
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Note 12 - Nature and Purpose of Reported Reserves and Designations (continued)
approved by the Town Council or senior management. Reservations of fund balance are intended to

reflect demands or limitations on net current financial resources. A summary of the reported reserves
and designations by fund at June 30, 2010, follows:

Reserved
General fund - reserve for long term loans receivables $ 1,012,860
General fund - reserve for interfund loans 9,069,231
General fund - reserve for prepaid rent expense 48,230

Unreserved, but designated
Debt Service fund - designated for future debt service payments 782,738

Note 13 - Risk Management

The Town is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees; and natural disasters. The Town is a member of the
California Joint Powers Insurance Authority (California JPIA), a public entity risk pool currently operating
as a common risk management and insurance program for member cities and townships. The
relationship between the Town and the JPIA is such that the JPIA is not a component unit of the Town
for financial reporting purposes. The general liability and workers compensation coverages are pooled
self-insurance programs administered by the California JPIA on behalf of the member. The
comprehensive general and automobile liability insurance, property insurance, and crime insurance are
purchased from private insurance companies on behalf of the member.

Note 14 - Commitments and Contingencies

There are various legal claims and legal actions pending against the Town for which no provision has
been made in the financial statements because the amount of liability, if any, is unknown except as
discussed in the next paragraph. In the opinion of the Town Attorney and Town Management, liabilities
arising from these claims and legal actions, if any, will not be material to these financial statements.

The Town was the defendant in litigation with a real estate developer for alleged breach of contract. In
2008 a jury awarded the developer $30 million in damages, and subsequently the judge awarded the
prevailing party an additional $2.3 million for attorney fees, which is discussed in Note 18 - Subsequent
Events.

The Town has received state and federal funds for specific purposes that are subject to review and audit
by the grantor agencies. Although such audits could generate expenditure disallowances under terms of
the grants, it is believed that any required reimbursements will not be material.

At June 30, 2010, the Town was in contract for several grant funded street projects, which are expected
to be completed by December 31, 2010.
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Note 15 - Assessment District Debt

The Town acts as an agent for collection of property taxes and repayment of several special assessment
improvement bonds issued for assessment districts within the Town. Since the Town is not obligated in
the event of any manner for these special assessment bonds, the debt is not recorded in these financial
statements. The outstanding balance of the bond obligations at June 30, 2010 was as follows:

Bluffs Reassessment District 1993-4R $ 2,209,617
North Village Area 2003 Special Tax bonds $ 8,525,000

Note 16 - Dependence upon Tourism Industry

The Town is strongly dependent on tourism generated tax dollars for providing revenue to its general
fund, the main operating fund of the Town. Property tax revenue is also a main contributor to the general
fund. The following table shows what percentage these three revenue sources provide to the Town’s
general fund.

Fiscal Year Ended June 30,

General fund tax type: 2007 2008 2009 2010
Transient Occupancy 54% 46% 51% 50%
Property 14% 16% 21% 18%
Sales 12% 9% 13% 8%
80% 71% 85% 76%

The tourism industry accounts for all the transient occupancy taxes collected and a significant portion of
all sales taxes collected. Consequently, a downturn in the tourism industry for the Town would result in a
substantial reduction in general fund revenues. In the event of such a downturn, the Town may have
insufficient resources in its general fund to pay all of its obligations or provide services to its citizens at
the current level.

Note 17 - New Pronouncements

The GASB issued Statement No. 54, “Fund Balance Reporting and Governmental Fund Type
Definitions,” issued in March 2009, initially distinguishes fund balance between amounts that are
considered nonspendable, such as fund balance associated with long-term notes receivable or inventory,
and other amounts that are classified as spendable based on the relative strength of the constraints that
control the purposes for which specific amounts can be spent. Beginning with the most binding
constraints, fund balance amounts will be reported in the following classifications:

¢ Restricted - Amounts that can be spent only for the specific purposes stipulated by constitution,
external resource providers, or through enabling legislation.

e Committed - Amounts that can be used only for the specific purposes determined by a formal
action of the government's highest leve! of decision-making authority.

» Assigned - Amounts intended to be used by the government for specific purposes but do not
meet the criteria to be classified as restricted or committed.

e Unassigned - The residual classification for the government’s general fund and includes all
spendable amounts not contained in the other classifications.
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Note 17 - New Pronouncements (continued)

The new standard also clarifies the definitions of individual governmental fund types. It also specifies
how economic stabilization or “rainy day” amounts should be reported. Because of the specific nature of
these accounts, the statement considers stabilization amount as specific purposes. Stabilization
amounts should be reported in the general fund as restricted or committed if they meet the appropriate
criteria.  Only if the resources in the stabilization arrangement derive from a restricted or committed
revenue source could a stabilization fund be reported as a special revenue fund.

The definitions of the general fund, special revenue fund type, capital projects fund type, debt service
fund type, and permanent fund type are clarified by this statement. The capital projects fund type was
clarified for better alignment with the needs of financial statement users and prepares. Definitions are as
follows:

» General fund - Account for and report all financial resources and uses not accounted for and
reported in another fund.

> Special revenue funds - Account for and report the proceeds of specific revenue sources that are
restricted or committed to expenditure for specified purposes other than debt service or capital
projects.

\//

Capital projects funds - Account for and report financial resources that are restricted, committed,
or assigned to the expenditure for capital outlays, including the acquisition of construction of
capital facilities and other capital assets.

» Debt service funds - Account for and report financial resources that are restricted, committed, or
assigned to expenditure for principal and interest.

> Permanent funds - Account for and report resources that are restricted to the extent that only
earnings, and not principal, may be used for purposes that support the reporting government’s
programs, that is, for the benefit of the government or its citizenry.

The Town is currently analyzing its accounting practices to determine the potential impact on its financial
statements when GASB Statement No. 54 is implemented. The requirements of this statement are
effective for the Town beginning July 1, 2010.

Note 18 - Subsequent Events

The management of the Town has reviewed the results of operations for the period from its fiscal year
end June 30, 2010 through December 7, 2010, the date the financial statements were available to be
issued, and have determined that no adjustments are necessary to the amounts reported in the
accompanying financial statements nor have any subsequent events occurred, the nature of which would
require disclosure, except as follows.

In November 2010, the Town lost its appeal of a prior lawsuit and judgment brought by a plaintiff in whom
the prior jury awarded Hot Creek Developers $30 million in damages and $2.3 million in attorney fees.
The Town is currently analyzing all of its options to address the judgment, and will be engaging in
settlement discussions.
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TOWN OF MAMMOTH LAKES
Note to Required Supplementary Information on
Budgetary Comparison Information
Year Ended June 30, 2010

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

Prior to the close of each fiscal year, the Town Manager submits to the Town Council a proposed
operating budget for the fiscal year commencing the following July 1. The operating budget
includes proposed revenues and expenditures.

Public hearings are conducted at Town Council meetings to obtain taxpayer comments prior to
adoption of the budget in June.

Prior to July 1, the budget is legally adopted for all governmental fund types through Council
approved budget.

The Town Manager is authorized to transfer budget amounts within and between funds as
deemed desirable and necessary in order to meet the Town's needs; however, revisions that alter
the total expenditures must be approved by the Town Council. Formal budgetary integration is
employed as a management control device during the year for the governmental type funds.

Budgets for the governmental type funds are adopted on a basis consistent with generally

accepted accounting principles. Budgeted amounts presented are as originally adopted and as
further amended by the Town Council.
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Budgetary Comparison Information
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Year Ended June 30, 2010

Resources (Inflows)
Taxes and assessments
Licenses and permits
Intergovernmental
Charge for services
Fines and penalties
Use of money and property
Other revenue
Transfers in from other funds
Amounts Available for Appropriation

Charges to Appropriations (Outflow)
General government
Public safety
Tourism and recreation
Community development
Public ways and facilities
Transportation and transit
Workforce housing
Transfers out to other funds
Total Charges to Appropriations

Surplus (Deficit)

Variance with

Final Budget

Budget Amounts Actual Positive

Original Final Amounts (Negative)
$ 16,781,107 $ 16,781,107 $ 17,704,591 $ 923,484
338,866 391,309 293,765 (97,544)
805,402 805,402 748,454 (56,948)
1,076,269 1,211,191 1,833,139 621,948
75,250 109,750 60,452 (49,298)
118,113 118,113 242,849 124,736
46,191 46,691 145,120 98,429
10,096,312 9,490,420 10,049,476 559,056
29,337,510 28,953,983 31,077,846 2,123,863
3,368,498 3,368,498 3,643,571 (275,073)
4,882,422 4,668,058 4,685,453 (17,395)
3,441,521 3,082,899 3,137,045 (54,146)
1,185,149 1,379,531 1,703,717 {324,186)
616,534 616,534 818,260 (201,726)
1,192,622 1,192,622 1,256,839 (64,217)
436,098 435,851 437,885 (2,034)
15,281,133 14,991,402 14,282,290 709,112
30,403,977 29,735,395 29,965,060 (229,665)
$ (1.066467) $ (781412) $ 1,112,786 $ 1,894,198
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