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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
Oceanside Public Financing Authority
Oceanside, California

Report on Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities and each major fund of the Oceanside Public Financing Authority, (the Authority) as of and for
the year ended June 30, 2013, and the related notes to the financial statements, which collectively
comprise the Authority’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

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

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

Lance, Soll & Lunghard, LLP 203 North Brea Boulevard * Suite 203 < Brea, CA 92821 « TEL 714.672.0022 * Fax 714.672.0331 www.Islcpas.com
Orange County  Temecula Valley  Silicon Valley  Los Angeles County
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To the Board of Directors
Oceanside Public Financing Authority
Oceanside, California

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 and each major
fund of the Authority as of June 30, 2013, and the respective changes in financial position and, where
applicable, cash flows thereof for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Other Matters

Management has omitted the management’s discussion and analysis that accounting principles generally
accepted in the United States of America require to be presented to supplement the basic financial
statements. Such missing information, although not a part of the basic financial statements, is required
by the Governmental Accounting Standards Board, who considers it to be an essential part of the
financial reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. Out opinion on the basic financial statements is not affected by this missing
information.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
February 10, 2014 on our consideration of the Authority’s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering Authority’s internal
control over financial reporting and compliance.

%,%{%W%

Brea, California
February 10, 2014



OCEANSIDE PUBLIC FINANCING AUTHORITY

STATEMENT OF NET POSITION
JUNE 30, 2013

Assets:
Current assets:
Cash and investments
Restricted cash and investments
Interest receivable
Lease receivable
Total current assets

Noncurrent assets:
Lease receivable
Total noncurrent assets

Total Assets

Deferred Outflows of Resources:
Deferred charge of refunding

Total Deferred Outflows
of Resources

Liabilities:
Current liabilities:
Interest payable

Certificates of participation payable
Total current liabilities

Noncurrent liabilities:
Certificates of participation payable
Total noncurrent liabilities

Total Liabilities

Net Position:
Restricted for debt service

Total Net Position

See Notes to Financial Statements

Primary Government

Governmental Business-Type
Activities Activities Total

$ 2,135,790 $ 1,019,880 3,155,670
73,922 6 73,928
80,823 187,114 267,937
1,698,306 2,150,000 3,848,306
3,988,841 3,357,000 7,345,841
13,610,726 19,713,132 33,323,858
13,610,726 19,713,132 33,323,858
17,599,567 23,070,132 40,669,699
- 209,556 209,556
- 209,556 209,556
67,931 187,114 255,045
1,698,306 2,150,000 3,848,306
1,766,237 2,337,114 4,103,351
15,833,330 20,942,574 36,775,904
15,833,330 20,942,574 36,775,904
17,599,567 23,279,688 40,879,255
$ - 5 - -




OCEANSIDE PUBLIC FINANCING AUTHORITY

STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2013

Program Revenues

Charges Operating Capital
for Contributions Contributions
Expenses Services and Grants and Grants
Functions/Programs
Governmental Activities:
Interest on long-term debt $ 1,025,236 $ - $ - $ -
Total Governmental Activities 1,025,236 - - -
Business-Type Activities:
Water certificates of participation 234,621 - - -
Sewer Refunding Bonds 1,224,958 - - -
Total Business-Type Activities $ 1,459,579 $ - $ - $ -

General Revenues:
Taxes:
Interest earnings
Lease revenues
Total General Revenues
Change in Net Position

Net Position at Beginning of Year

Net Position at End of Year

See Notes to Financial Statements 4



Net (Expense) Revenue and
Changes in Net Position

Governmental Business-Type

Activities Activities Total
$ (1,025236) $ - $ (1,025,236)
(1,025,236) - (1,025,236)
- (234,621) (234,621)
- (1,224,958) (1,224,958)
- (1,459,579) (1,459,579)
(137,626) 1,459,579 1,321,953
1,162,862 - 1,162,862
1,025,236 1,459,579 2,484,815
$ - $ - $ -

See Notes to Financial Statements



OCEANSIDE PUBLIC FINANCING AUTHORITY

BALANCE SHEET
GOVERNMENTAL FUND
JUNE 30, 2013

Assets:
Cash and investments
Receivables:
Accrued interest
Restricted cash and investments

Total Assets
Fund Balances:
Restricted for:

Debt service

Total Fund Balances

See Notes to Financial Statements

Debt Service Fund

2003 2011 2013 Total
Certificates of Certificates of Certificates of Governmental
Participation Participation Participation Funds
$ - $ 655 $ 2,135,135 $ 2,135,790
- - 12,892 12,892
- - 73,922 73,922
$ - $ 655 $ 2,221,949 $ 2,222,604
$ - $ 655 $ 2,221,949 $ 2,222,604
$ - $ 655 $ 2,221,949 $ 2,222,604




OCEANSIDE PUBLIC FINANCING AUTHORITY

RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET POSITION
JUNE 30, 2013

Fund balances of governmental fund

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

Lease receivable, which is not considered to be available to finance current
expenditures, is not reported in the governmental fund. For the Statement of Net
Assets, this amount is accrued.

Interest receivable, which is not considered to be available to finance current
expenditures is not reported in the governmental fund. For the Statement of

Net Position, this amount is accrued.

Interest payable on long-term debt does not require current financial resources.
Therefore, interest payable was not reported as a liability in the Governmental
Fund Balance Sheet.

Long-term liabilities are not due and payable in the current period. Therefore,
long-term liabilities are not reported in the Governmental Fund Balance Sheet.

Certificates of participation

Net position of governmental activities

See Notes to Financial Statements 7

$ 2,222,604

15,309,032

67,931

(67,931)

(17,531,636)




OCEANSIDE PUBLIC FINANCING AUTHORITY

STATEMENT OF REVENUES,

EXPENDITURES AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS
YEAR ENDED JUNE 30, 2013

Revenues:
Investment earnings
Lease revenue
Miscellaneous

Total Revenues
Expenditures:
Debt service:
Principal retirement
Interest and fees

Total Expenditures

Excess of Revenues
Over Expenditures

Other Financing Sources (Uses):
Transfers (to) from the City of Oceanside

Refunding bonds issued
Transfer in
Transfer out

Total Other Financing Sources

(Uses)

Net Change in Fund Balances

Fund Balances, Beginning of Year

Fund Balances, End of Year

See Notes to Financial Statements

Debt Service Fund

2003 2011 2013 Total
Certificates of Certificates of Certificates of Governmental
Participation Participation Participation Funds
$ 16,657 $ - $ (5,620) $ 11,037
1,231,128 - - 1,231,128
772,683 785,760 1,558,443
2,020,468 785,760 (5,620) 2,800,608
15,270,000 525,000 1,325,257 17,120,257
829,353 260,105 84,441 1,173,899
16,099,353 785,105 1,409,698 18,294,156
(14,078,885) 655 (1,415,318) (15,493,548)
- (108,852) 1,500,000 1,391,148
- - 12,126,893 12,126,893
9,989,626 - - 9,989,626
- - (9,989,626) (9,989,626)
9,989,626 (108,852) 3,637,267 13,518,041
(4,089,259) (108,197) 2,221,949 (1,975,507)
4,089,259 108,852 - 4,198,111
$ - $ 655 $ 2,221,949 $ 2,222,604




OCEANSIDE PUBLIC FINANCING AUTHORITY

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

YEAR ENDED JUNE 30, 2013

Net change in fund balances - total governmental fund

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

The principal portion of lease revenues received from the City of Oceanside provides
current financial resources to the governmental fund. However, these transactions have
no effect on net assets.

Investment earnings in the Statement of Activities that do not provide current financial
resources are not reported as revenues in the governmental fund. The following
amount represents the change in accrued interest from the prior year.

The repayment of the principal of long-term debt consumes the current financial
resources of governmental fund. These transactions, however, have no effect

on net position. Also, the governmental fund reports the effect of issuance costs
and premiums when debt is first issued, whereas these amounts are deferred and
amortized in the Statement of Activities. These amounts are the net effect of these
differences in the treatment of long-term debt:

Principal payments

Issuance of long-term liabilities (e.g. bonds, leases and loans) provides current
financial resources to governmental funds, the issuance of debt increase long-term
liabilities in the Statement of Net Position. Additionally, the issuance of long-term
liabilities provides current financial resources to the governmental funds. The Authority
therefore reports this as a lease receivable from the City of Oceanside.
Long-term debt issued $
Lease receivable issued

(7,725,000)
7,152,314

Interest expense on long-term debt is reported in the Government-Wide Statement
of Activities, but it does not require the use of current financial resources. Therefore,
interest expense is not reported as an expenditure in the governmental fund.

The following amount represents the change in accrued interest from the prior year.

Change in net position of governmental activities

See Notes to Financial Statements 9

$ (1,975,507)

(10,170,171)

(148,663)

12,718,364

(572,686)

148,663



OCEANSIDE PUBLIC FINANCING AUTHORITY

STATEMENT OF NET POSITION
PROPRIETARY FUNDS
JUNE 30, 2013

Assets:

Current:
Cash and investments
Restricted cash and investments
Interest receivable
Leases receivable

Total Current Assets

Noncurrent:
Leases receivable

Total Noncurrent Assets

Total Assets

Deferred Outflows of Resources:
Deferred charge on refunding

Total Deferred Outflows
of Resources

Liabilities:
Current:
Interest payable

Certificates of participation and bonds payable

Total Current Liabilities

Noncurrent:

Certificates of participation and bonds payable

Total Noncurrent Liabilities
Total Liabilities

Net Position:
Restricted for debt service

Total Net Position

See Notes to Financial Statements

Business-Type Activities - Enterprise Funds

Water
Refunding Waste Water
Certificates of Refunding
Participation Bonds Totals

$ - $ 1,019,880 $ 1,019,880
- 6 6
97,151 89,963 187,114
580,000 1,570,000 2,150,000
677,151 2,679,849 677,151
5,440,000 14,273,132 19,713,132
5,440,000 14,273,132 19,713,132
6,117,151 16,952,981 23,070,132
209,556 209,556
- 209,556 209,556
97,151 89,963 187,114
580,000 1,570,000 2,150,000
677,151 1,659,963 2,337,114
5,440,000 15,502,574 20,942,574
5,440,000 15,502,574 20,942,574
6,117,151 17,162,537 23,279,688
$ - S - $ -

10



OCEANSIDE PUBLIC FINANCING AUTHORITY

STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN FUND NET POSITION
PROPRIETARY FUNDS

YEAR ENDED JUNE 30, 2013

Business-Type Activities - Enterprise Funds

Water
Refunding Waste Water
Certificates of Refunding
Participation Bonds Totals
Nonoperating Revenues (Expenses):
Interest revenue $ 234,621 $ 1,224,958 $ 1,459,579
Interest expense and fiscal charges (234,621) (1,224,958) (1,459,579)
Total Nonoperating
Revenues (Expenses) - - -
Changes in Net Position - - -
Net Position:
Beginning of Fiscal Year - - -
End of Fiscal Year $ - $ - $ -

See Notes to Financial Statements 11



OCEANSIDE PUBLIC FINANCING AUTHORITY

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
YEAR ENDED JUNE 30, 2013

Cash Flows from Non-Capital
Financing Activities:

Due from the City of Oceanside

Lease payment received

Principal paid on long-term debt

Interest paid on long-term debt

Net Cash Provided (Used) by
Non-Capital Financing Activities

Cash Flows from Investing Activities:
Investment earnings

Net Cash Provided by
Investing Activities

Cash Flows from Capital and
and Related Financing Activities:
Proceeds from bonds issued

Net Cash Provided by Capital
and Related Financing Activities

Net Increase in Cash
and Cash Equivalents

Cash and Cash Equivalents at Beginning of Year

Cash and Cash Equivalents at End of Year

See Notes to Financial Statements

12

Business-Type Activities - Enterprise Funds

Water
Refunding Waste Water
Certificates of Refunding
Participation Bonds Totals
$ (4,843,736) $ (1,028,008) (5,871,744)
560,000 720,000 1,280,000
(560,000) (15,855,000) (16,415,000)
(234,621) (1,224,958) (1,459,579)
(5,078,357) (17,387,966) (22,466,323)
234,621 1,224,958 1,459,579
234,621 1,224,958 1,459,579
- 15,135,000 15,135,000
- 15,135,000 15,135,000
(4,843,736) (1,028,008) (5,871,744)
4,843,736 2,047,894 6,891,630
$ - $ 1,019,886 1,019,886




OCEANSIDE PUBLIC FINANCING AUTHORITY

NOTES TO BASIC FINANCIAL STATEMENTS

JUNE 30, 2013

Note 1:

Summary of Significant Accounting Policies

The basic financial statements of the Oceanside Public Financing Authority (the Authority)
have been prepared in conformity with accounting principles generally accepted in the
United States of America (GAAP) as applied to governmental agencies. The Governmental
Accounting Standards Board (GASB) is the accepted standard setting body for establishing
governmental accounting and financial reporting principles. The more significant of the
Authority's accounting policies are described below.

a.

Financial Reporting Entity

The Oceanside Public Financing Authority was established January 23, 2002 under the
Joint Exercise of Powers Law of the State of California (constituting Chapter 5 of Division
7 of Title 1 of the California Government Code) to assist in the financing of public capital
improvements to be owned by any of its members (the City of Oceanside and the
Oceanside Community Development Commission). The Authority is a blended
component unit of the City since the governing Board of the Authority is substantively the
same as the City. Accordingly the financial operations of the Authority have also been
included in the basic financial statements of the City.

Basis of Accounting and Measurement Focus

The accounts of the Authority are organized on the basis of funds, 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 purpose for which
they are to be spent and the means by which spending activities are controlled.

Government-Wide Financial Statements:

The Authority's government-wide financial statements include a Statement of Net
Position and a Statement of Activities. These statements present summaries of
governmental and business-type activities of the Authority, accompanied by a total
column.

These basic financial statements are presented on an "economic resources”
measurement focus and the accrual basis of accounting. Accordingly, all of the
Authority's assets and liabilities are included in the accompanying Statement of Net
Position. The Statement of Activities presents changes in net position. Under the accrual
basis of accounting, revenues are recognized in the period in which they are earned
while expenses are recognized in the period in which the liability is incurred.

When both restricted and unrestricted resources are available for use, it is the Authority's

policy to use restricted resources first, and then use unrestricted resources as they are
needed.

13



OCEANSIDE PUBLIC FINANCING AUTHORITY

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2013

Note 1: Summary of Significant Accounting Policies (Continued)

Governmental Fund Financial Statements:

Governmental fund financial statements include a Balance Sheet and a Statement of
Revenues Expenditures and Changes in Fund Balances for the Authority's major
governmental fund. Accompanying schedules are presented to reconcile and explain the
differences in net position as presented in these statements to the net position presented
in the government-wide financial statements.

All governmental funds are accounted for on a spending or "current financial resources"
measurement focus and the modified accrual basis of accounting. Accordingly, only
current assets and current liabilities are included on the Balance Sheet. The Statement of
Revenues, Expenditures and Changes in Fund Balances present increases (revenues
and other financing sources) and decreases (expenditures and other financing uses) in
net current assets. Under the modified accrual basis of accounting, revenues are
recognized in the accounting period in which they become both "measurable and
available" to finance expenditures of the current period. 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. For this purpose, the
Authority considers revenues to be available if they are collected within 60 days of the
end of the current fiscal period.

Expenditures are generally recorded in the accounting period in which the related fund
liability is incurred.

Unavailable revenues arise when potential revenues do not meet both the "measurable”
and "available" criteria for recognition in the current period. Unearned revenues also arise
when the government receives resources before it has a legal claim to them, as when
grant monies are received prior to incurring qualifying expenditures. In subsequent
periods when both revenue recognition criteria are met or when the government has a
legal claim to the resources, the deferred revenue is removed from the balance sheet and
revenue is recognized.

The Authority reports the following major governmental fund:

The 2011 Certificates of Participation Debt Service Fund is used to account for the
payment of principal and interest of the 2011 Certificates of Participation.

The 2013 Certificates of Participation Debt Service Fund is used to account for the
payment of principal and interest of the 2013 Certificates of Participation.

Proprietary Fund Financial Statements:

Proprietary fund financial statements include a Statement of Net Position, a Statement of
Revenues, Expenses and Changes in Net Position, and a Statement of Cash Flows for
all proprietary funds.

Proprietary funds are accounted for using the "economic resources" measurement focus
and the accrual basis of accounting. Accordingly, all assets and liabilities (whether
current or noncurrent) are included on the Statement of Net Position. The Statement of
Revenues, Expenses and Changes in Net Position present increases (revenues) and
decreases (expenses) in total net position. Under the accrual basis of accounting,

14



OCEANSIDE PUBLIC FINANCING AUTHORITY

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2013

Note 1: Summary of Significant Accounting Policies (Continued)

revenues are recognized in the period in which they are earned while expenses are
recognized in the period in which liability is incurred.

Operating revenues in the proprietary funds are those revenues that are generated from
the primary operations of the fund. All other revenues are reported as nonoperating
revenues. Operating expenses are those expenses that are essential to the primary
operations of the fund. All other expenses are reported as nonoperating expenses.

The Authority reports the following major enterprise funds:

The Water Refunding Certificates of Participation is used to account for the payment
of principal and interest of the 2003 Water Refunding Certificates of Participation.

The Waste Water Refunding Bonds are used to account for the payment of principal
and interest of the 2003 and 2008 Certificates of Participation and the Series 2013A
Sewer Revenue Refund Bonds.

Cash, Cash Equivalents and Investments

The Authority pools its available cash, other than the restricted cash and investments
held by bond trustee, with the City of Oceanside for investment purposes. The Authority
considers this pooled cash to be cash equivalents since the Authority can withdraw funds
from the City's pool at any time.

Investments are stated at fair value. Market value is used as fair value for those
securities for which market quotations are readily available.

Deferred outflows/inflows of resources

In addition to assets, the statement of financial position will sometimes report a separate
section for deferred outflows of resources. This separate financial statement element,
deferred outflows of resources, represents a consumption of net position that applies to a
future period(s) and so will not be recognized as an outflow of resources (expense/
expenditure) until then.

In addition to liabilities, the statement of financial position will sometimes report a
separate section for deferred inflows of resources. This separate financial statement
element, deferred inflows of resources, represents an acquisition of net position that
applies to a future period(s) and so will not be recognized as an inflow of resources
(revenue) until that time.

15



OCEANSIDE PUBLIC FINANCING AUTHORITY

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2013

Note 1:

Summary of Significant Accounting Policies (Continued)

e.

Fund Balances

The fund balances reported on the fund statements consist of the following categories:

Nonspendable Fund Balance - This includes amounts that cannot be spent because
they are either (a) not in spendable form or (b) legally or contractually required to be
maintained intact.

Restricted Fund Balance - This includes amounts that can be spent only for the
specific purposes stipulated by constitution, external resource providers, or through
enabling legislation.

Committed Fund Balance - This includes amounts that can be used only for the
specific purposes determined by a formal action of the Board.

Assigned Fund Balance - This includes amounts that are designated by the Board for
specific purposes.

Unassigned Fund Balance - This is the residual classification that includes all
spendable amounts not contained in the other classifications.

When expenditures are incurred for purposes for which both restricted and unrestricted
(committed, assigned or unassigned) fund balances are available, the Authority's policy is

to apply restricted fund balance first.

When expenditures are incurred for purposes for which committed, assigned or
unassigned fund balances are available, the Authority's policy is to apply committed fund

balance first and then assigned fund balance followed by unassigned fund balance.

Net Position

The net position reported on the Statement of Net Position can be classified into the

following three categories:

Net Investment in Capital Assets - This amount consists of capital assets, net of
accumulated depreciation and reduced by outstanding debt that attributed to the
acquisition, construction, or improvement of the assets.

Restricted Net Position - This amount is restricted by external creditors, grantors,
contributors, or laws or regulations of other governments.

Unrestricted Net Position - This amount is all net position that do not meet the
definition of "invested in capital assets, net of related debt" or "restricted net position".

16



OCEANSIDE PUBLIC FINANCING AUTHORITY

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

JUNE 30, 2013

Note 1: Summary of Significant Accounting Policies (Continued)

g.

Flow Assumption
Net Position flow assumption

Sometimes the Authority will fund outlays for a particular purpose from both restricted
(e.g., restricted bond or grant proceeds) and unrestricted resources. In order to calculate
the amounts to report as restricted — net position and unrestricted — net position in the
government-wide and proprietary fund financial statements, a flow assumption must be
made about the order in which the resources are considered to be applied. It is the
Authority’s policy to consider restricted — net position to have been depleted before
unrestricted — net position is applied.

Fund balance flow assumptions

Sometimes the Authority will fund outlays for a particular purpose from both restricted
and unrestricted resources (the total of committed, assigned, and unassigned fund
balance). In order to calculate the amounts to report as restricted, committed, assigned,
and unassigned fund balance in the governmental fund financial statements a flow
assumption must be made about the order in which the resources are considered to be
applied. It is the Authority’s policy to consider restricted fund balance to have been
depleted before using any of the components of unrestricted fund balance. Further, when
the components of unrestricted fund balance can be used for the same purpose,
committed fund balance is depleted first, followed by assigned fund balance. Unassigned
fund balance is applied last.

Use of Estimates

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

Note 2: Cash and Investments

Cash and investments at June 30, 2013, are classified in the accompanying financial
statements as follows:

Cash and investments $ 3,155,670
Restricted cash and investments 73,928
$ 3,229,598

17



OCEANSIDE PUBLIC FINANCING AUTHORITY

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2013

Note 2:

Cash and Investments (Continued)

Investments Authorized by the California Government Code and the Authority's
Investment Policy

The table below identifies the investment types that are authorized for the Authority by the
California Government Code (or the Authority's investment policy, where more restrictive).
The table also identifies certain provisions of the California Government Code (or the
Authority's investment policy, where more restrictive) that address interest rate risk, credit
risk, and concentration of credit risk. This table does not address investments of debt
proceeds held by bond trustee that are governed by the provisions of debt agreements of the
Authority, rather than the general provisions of the California Government Code or the
Authority's investment policy.

Maximum Maximum
Maximum Percentage Investment in
Authorized Investment Type Maturity of Portfolio * One Issuer
United States Treasury Obligations 5 years None None
United States Government Sponsored
Enterprise Securities 5 years None 25%
Banker's Acceptance 180 days 20% 5%
Time Deposits 3 year 5% None
Repurchase Agreements 30 days 30% None
Reverse Repurchase Agreements 60 days 15% None
Commercial Paper 270 days 15% 1%
Corporate Medium Term Notes 36-48 months 15% 1%
Municipal Bonds 36-48 months 15% 1%
Local Agency Investment Fund (LAIF) N/A None None

N/A - Not Applicable

* Excluding amounts held in bond trustees that are not subject to California
Government Code restrictions.

Investments Authorized by Debt Agreements

Investment of debt proceeds held by bond trustee are governed by provisions of the debt
agreements, rather than the general provisions of the California Government Code or the
Authority's investment policy. Investments authorized for funds held by bond trustee include,
United States Treasury Obligations, United States Government Sponsored Enterprise
Securities, Commercial Paper, Bankers' Acceptances, Money Market Mutual Funds,
Investment Contracts and any other investments permitted by bond insurer. There were no
limitations on the maximum amount that can be invested in one issuer, maximum percentage
allowed or the maximum maturity of an investment, except for the maturity of Banker's
Acceptance and Commercial Paper which are limited to 180 days and 270 days, respectively.
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Note 2:

Cash and Investments (Continued)
Disclosures Relating to Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair
value of an investment. Generally, the longer the maturity of an investment, the greater the
sensitivity of its fair value to changes in market interest rates. One of the ways that the
Authority manages its exposure to interest rate risk is by purchasing a combination of shorter
term and longer term investments and by timing cash flows from maturities so that a portion
of the portfolio is maturing or coming close to maturity evenly over time as necessary to
provide the cash flow and liquidity needed for operations.

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to
the holder of the investment. This is measured by the assignment of a rating by a nationally
recognized statistical rating organization. The Authority's investments held by bond trustee
consist of money market mutual funds in the amount of $73,928, which are rated AAA by
Standard and Poor.

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository
financial institution, a government will not be able to recover its deposits or will not be able to
recover collateral securities that are in the possession of an outside party. The custodial
credit risk for investments is the risk that, in the event of the failure of the counterparty (e.g.,
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 Authority's investment policy do not contain legal or policy
requirements that would limit the exposure to custodial credit risk for deposits or investments,
other than the following 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 the Authority deposits by pledging first trust deed mortgage notes
having a value of 150% of the secured public deposits.

Disclosures Related to Interest Rate Risk, Credit Risk and Custodial Credit Risk
The Authority's cash and investments are pooled with the City of Oceanside's cash and
investments. Additional disclosures regarding pooled investments related to interest rate risk,

credit risk and custodial credit risk are available in the City of Oceanside's Comprehensive
Annual Financial Report.
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Note 3:

Note 4:

Leases Receivable

The City has entered into various master lease agreements with the Authority. The annual
payments required under the leases approximate the debt service requirements of the
respective capital improvement project certificates of participation issued by the Authority.
The leases shall terminate upon payment of all principal and interest due on the certificates.
Ownership of all leased assets will be transferred to the City at expiration of the lease. The
Authority has accounted for the agreements as a capital lease. At June 30, 2013, leases
receivable from the City in the amount $37,172,164 has been reflected in the accompanying
financial statements. The minimum lease payments to be received correspond approximately
to the debt service payments with the final debt service payments to be made from the
respective reserve funds of the Authority.

Long-Term Liabilities
a. Governmental Activities Long-Term Liabilities

The following is a summary of changes in governmental activities long-term liabilities for
the year ended June 30, 2013:

Balance at Balance at Due Within
July 1, 2012 Additions Deletions June 30, 2013 One Year
2003 COP $ 15270,000 $ - 8 15,270,000 $ - 8
2011 COP 7,255,000 - 525,000 6,730,000 540,000
2013 COP - 12,126,893 1,325,257 10,801,636 1,158,306

Certificates of
participation $ 22525000 $ 12,126,893 § 17,120,257 $§ 17,531,636 $ 1,698,306

2003 Certificates of Participation - Original Issue $25,185,000

The 2003 Certificates of Participation were issued by the Financing Authority to refinance
$24,510,000 outstanding 1993 Series A Refunding Certificates of Participation and to
lease certain facilities and projects from the Financing Authority at an amount necessary
to meet the annual debt service and related costs. The Oceanside 2013 Refunding
Certificate of Participation was issued to refund the 2003 Certificates of Participation.
There was no remaining balance as of June 30, 2013.

2011 Refunding Certificates of Participation - Original Issue $7,725,000

The 2011 Refunding Certificates of Participation were issued by the Oceanside Public
Financing Authority to refund the 1998 Certificates of Participation, which were issued by
the Financing Authority for the purpose of reimbursing the City for costs of acquisition of
certain real property and improvements to be used as police and library facilities. The
certificates consist of serial certificates in the amount of $7,725,000 due in annual
installments of $470,000 to $840,000. Interest rates range from 2.19% to 4.77% and are
payable semiannually on December 1 and June 1. At June 30, 2013, the outstanding
balance of these certificates was $6,730,000.
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Note 4: Long-Term Liabilities (Continued)

The annual debt service requirements on these certificates are as follows:

Year Ending

June 30 Principal Interest Total
2014 $ 540,000 $ 245,614 $ 785,614
2015 565,000 231,672 796,672
2016 590,000 215,457 805,457
2017 620,000 196,864 816,864
2018 640,000 175,616 815,616
2019-2023 3,775,000 445,157 4,220,157
Totals $ 6,730,000 $ 1,510,380 $ 8,240,380

2013 Refunding Certificates of Participation Series A - Original Issue $12,126,893

The 2013 Refunding Certificates of Participation were issued by the City to refund the
2003 Certificates of Participation, which were issued by the Financing Authority for the
purpose of refinance outstanding 1993 Series A Refunding Certificates of Participation
and to lease certain facilities and projects. The current refunding resulted in a cash flow
difference of $6,289,645 and resulted in an economic gain (difference between the
present values of the old debt and new debt service payments) of $5,816,271 or
($2,137,653 less prior funds on hand). The certificates consist of serial certificates in the
amount of $12,500,000 due in annual installments of $1,345,000 including interest.
Interest rate is 1.776% and payments are payable semiannually on October 1 and
April 1. As of June 30, 2013, the outstanding balance of these certificates was
$10,801,636.

The annual debt service requirements on these certificates are as follows:

Year Ending
June 30 Principal Interest Total
2014 $ 1,158,306 $ 186,694 $ 1,345,000
2015 1,178,969 166,031 1,345,000
2016 1,200,001 144,999 1,345,000
2017 1,221,408 123,592 1,345,000
2018 1,243,197 101,803 1,345,000
2019-2023 4,799,755 222,328 5,022,083
Totals $ 10,801,636 $ 945,447 $ 11,747,083
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Note 4:

Long-Term Liabilities (Continued)

b.

Business-Type and Proprietary Funds Long-Term Liabilities

The following is a summary of changes in business-type activities long-term liabilities for
the year ended June 30, 2013:

Balance at July Balance at Due Within
1,2012 Additions Deletions June 30, 2013 One Year

Revenue COP (1993 Water System

Refunding Project) Series 2003

Water System $ 6,580,000 $ - $ 560,000 $ 6,020,000 $ 580,000
Revenue COP (1993 Wastewater

System Refunding Project) Series

2003 6,515,000 - 6,515,000

Revenue COP Series 2008 9,340,000 - 9,340,000

2013A Sewer Revenue Refunding

Bonds - 15,135,000 - 15,135,000 1,570,000
Subtotal 22,435,000 15,135,000 16,415,000 21,155,000 2,150,000

Bond discount (178,633) - (178,633) -

Bond premium - 1,937,574 - 1,937,574
Total $ 22,256,367 $ 17,072,574 $ 16,236,367 $ 23,092,574 $§ 2,150,000

Bonds Payable

2013A Sewer Revenue Refunding Bonds - Original Issue $15,135,000

The bonds were issued by the City to (a) prepay all of City of Oceanside Revenue
Certificates of Participation (1993 Wastewater System Refunding Project) Series 2003
and City of Oceanside Revenue Refunding Certificates of Participation, Series 2008;
(b) to prepay all amounts due under the 1993 State Loan; (c) to finance certain
improvements to the City’'s Sewer System; and (d) to pay the costs of issuing the 2013A
Bonds. The bonds are due in semi-annual installments ranging from $735,000 to
$1,570,000 through November 2028. Interest rates range from 2.0% to 5.0% and are
payable semiannually on May 1 and November 1. Bonds are subject to optional
redemption prior to maturity. A portion of the proceeds of were used to purchase U.S.
government securities. Those securities were deposited in an irrevocable trust with an
escrow agent to provide for all future debt service payments on the 2003 and 2008
Certificates of Participation. As a result, the 2003 and 2008 Certificates of Participation
are considered to be defeased and the liability for those bonds has been removed from
the statement of net position.
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Note 4: Long-Term Liabilities (Continued)

The advance refunding resulted in a difference between the reacquisition price and the
net carrying amount of the old debt of $209,556. This difference, reported in the
accompanying financial statements as a deferred charge on refunding, is being charged
to operations through the year 2028. The City completed the advance refunding to
reduce its total debt service payments by $5,248,340 and to obtain an economic gain
(difference between the present values of the old and new debt service payments) of
$4,649,651 or ($3,714,329 less refunding funds on hand). As of June 30, 2013, the
outstanding balance of these bonds was $15,135,000. The unamortized bond premium at
June 30, 2013, was $1,937,574.

The annual debt service requirements on these bonds are as follows:

Year Ending

June 30 Principal Interest Total
2014 $ 1,570,000 $ 550,698 $ 2,120,698
2015 1,590,000 530,219 2,120,219
2016 1,615,000 498,419 2,113,419
2017 1,075,000 433,819 1,508,819
2018 1,120,000 390,819 1,510,819
2019-2023 4,790,000 1,270,045 6,060,045
2024-2028 3,375,000 445,895 3,820,895
Totals $ 15,135,000 $ 4,119,914 $ 19,254,914

Certificates of Participation

Revenue Certificates of Participation (1993 Water System Refunding Project)
Series 2003 - Original Issue $15,855,000

The 2003 Revenue Certificates of Participation were issued by the Oceanside Public
Financing Authority (the Authority) to refinance $14,835,000 outstanding 1993 Water
System Refunding Plan Certificates of Participation. The City has entered into an
installment sale agreement with the Authority which provides for the payment by the City
from the pledged revenues derived from the operation of the water system equivalent to
the principal and interest on the certificates and related costs. Annual payments of
$540,000 to $1,430,000 will be made through August 1, 2021; interest ranges from
2.00% to 4.13%. Certificates maturing before August 1, 2014, are not subject to
redemption prior to maturity. Certificates maturing on or after August 1, 2014, are subject
to redemption in whole or in part on August 1, 2013, and each interest date thereafter. As
of June 30, 2013, the outstanding balance of these certificates was $6,020,000.
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Note 4: Long-Term Liabilities (Continued)

The annual debt service requirements on these certificates are as follows:

Year Ending

June 30 Principal Interest Total
2014 $ 580,000 $ 224,100 $ 804,100
2015 595,000 205,369 800,369
2016 615,000 183,400 798,400
2017 640,000 158,300 798,300
2018 665,000 132,200 797,200
2019-2022 2,925,000 245,419 3,170,419
Totals $ 6,020,000 $ 1,148,788 $ 7,168,788

Revenue Certificates of Participation (1993 Wastewater System Refunding Project)
Series 2003 - Original Issue $11,080,000

The 2003 Revenue Certificates of Participation were issued by the Authority to refinance
$10,960,000 outstanding 1993 Wastewater System Refunding Plan Certificates of
Participation. On May 1, 2013, the Oceanside Public Financing Authority Sewer Revenue
Refunding Bonds, Series 2013A were issued to refund the 2003 Revenue Certificates of
Participation and the 2008 Revenue Certificates of Participation. There was no remaining
balance as of June 30, 2013.

Revenue Certificates of Participation Series 2008 - Original Issue $10,540,000

The 2008 Revenue Certificates of Participation were issued by the Authority to prepay all
outstanding obligations of the City under the Installment Purchase Contract, dated as of
April 1, 2002, by and between the City and the Financing Authority. On May 1, 2013, the
Oceanside Public Financing Authority Sewer Revenue Refunding Bonds, Series 2013A
were issued to refund the 2003 Revenue Certificates of Participation and the 2008
Revenue Certificates of Participation. There was no remaining balance as of
June 30, 2013.

Note 5: Insurance Coverage

The certificates of participation indentures specify the coverage and types of insurance,
which should be maintained by the Authority. Insurance coverage is maintained for the
Authority by the City through its participation in the San Diego Pooled Insurance Program
Joint Powers Authority and is sufficient to satisfy all requirements of the indentures.
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INDEPENDENT AUDITOR’'S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Oceanside Public Financing Authority
Oceanside, California

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the governmental
activities, the business-type activities and each major fund of the Oceanside Public Financing Authority
(the Authority) as of and for the year ended June 30, 2013, and the related notes to the financial
statements, which collectively comprise the Authority’s basic financial statements, and have issued our
report thereon dated February 10, 2014.

Internal Control Over Financial Reporting

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

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

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

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority’s financial statements are free
from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an
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To the Board of Directors
Oceanside Public Financing Authority
Oceanside, California

opinion. The results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards.

Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with

Government Auditing Standards in considering the entity’s internal control and compliance.
Accordingly, this communication is not suitable for any other purpose.

%,%/%W%

Brea, California
February 10, 2014
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