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Honorable Mayor and Members of the City Council
City of Concord

We are pleased to present the Comprehensive Annual Financial Report (CAFR) of the City of
Concord (City) for the fiscal year ended June 30, 2014 in accordance with Municipal Code,
Chapter 2, Article IV, Section 2-223. The financial statements are presented in conformity with
generally accepted accounting principles (GAAP). These financial statements have been
audited by Vavrinek, Trine, Day and Co., LLP, a firm of certified public accountants, in
accordance with generally accepted auditing standards. The goal of the independent audit
was to provide reasonable assurance that the financial statements of the City for the fiscal
year ended June 30, 2014 are free of material misstatements. Vavrinek, Trine, Day and Co.,
LLP, has issued an unmodified ("clean") opinion on the City of Concord's financial statements.

This letter of transmittal provides a non-technical summary of City finances, services,
achievements, and economic prospects. We ask that readers who wish a more detailed
discussion of the City's financial results refer to Management’s Discussion & Analysis (MD&A)
contained in the Financial Section of the CAFR.

The CAFR was prepared by the City's Finance Department in conformance with the principles
and standards for financial reporting set forth by the Governmental Accounting Standard Board
(GASB). Management assumes full responsibility for the completeness and reliability of the
information contained in this report, based upon a comprehensive framework of internal control
that has been established for this purpose. Because the cost of internal control should not
exceed anticipated benefits, the objective is to provide reasonable, rather than absolute,
assurance that the financial statements are free of any material misstatements. We believe the
data is presented in a manner designed to present a fair representation of the financial position
and results of operations of the City as measured by the financial activity of its various funds;
and that disclosures enable the reader to gain an understanding of the City's financial affairs.

The CAFR is divided into three sections:

e The Introductory Section includes this letter of transmittal, an organizational overview
of the City government and prior awards received.

o The Financial Section consists of the independent auditors’ report, Management's
Discussion and Analysis, Basic Financial Statements (which include the Government-
Wide Financial Statements, Fund Financial Statements, Notes to the Financial
Statements and Required Supplementary Information) and a Supplementary Section
containing the Combined and Individual Fund Financial Statements and Schedules.
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o The Statistical Section includes a number of tables of unaudited data depicting the
financial history of the City, demographics and other selected information about the
City.

Management's Discussion and Analysis (MD&A) immediately follows the independent
auditor's report and provides a narrative introduction, overview and analysis of the basic
financial statements. The MD&A complements this letter of transmittal and should be read in
conjunction with it. Further discussion of the accounting policies used by the City can be
found in the notes to the financial statements.

The City of Concord is required to undergo an annual single audit in conformity with the
provisions of the Single Audit Act Amendments of 1996 and the U.S. Office of Management
and Budget's Circular A-133, Audits of States, Local Governments and Nonprofit
Organizations. Information related to this single audit, including a schedule of federal
expenditures of federal awards, the independent auditor's report on intemal control and
compliance with applicable laws and regulations are included in a separately issued single
audit report.

Reporting Entity

Located 29 miles east of San Franclsco, Concord is the largest clty in Contra Costa County
with a population of 124,656. The City covers 31.13 square miles and provides a full range of
services including: police protection, recreational activities, community and economic
development, street improvements and maintenance services, parks maintenance, sewer, and
general administrative and support services. In addition, the City oversees management of the
Concord Pavilion, Diablo Creek Golf Course and Camp Concord in South Lake Tahoe,
Callfornia.

Concord is a General Law city formed under the State legislative process and structured under
provisions of the California constitution. Concord’s governing body, the City Councll, is
comprised of five elected members, who serve "at-large" rather than by district, each for four-
year terms. City voters also elect a City Treasurer who serves a four-year term.

Each year, the Council selects one of its members to serve as Mayor and another as Vice
Mayor. Beginning in December 2013, the Mayor serves a two-year term.

Concord is operated under the Council-Manager form of govemment. The Council hires the
City Manager, who is then responsible for all management functions of the City, including the
development of the budget, delivery of services, hiring of personnel and implementation of
capital projects. The City Council also directly hires the City Attorney who serves as the City's
primary legal advisor.

Concord is the job center of Contra Costa County and is the County's strongest retail location.
Concord offers the amenities that many businesses require for success. In Concord, business-
friendly government policies, outstanding Class A office space values, numerous industrial
parks and excellent transportation options combine with favorable home prices, an educated
workforce and a dynamic retail environment to create ideal conditions for businesses to locate
and expand. These qualities make Concord a premier business location.

The City Council's commitment to families and to the community fosters a high quality of life
with attractive residential neighborhoods, and abundant recreational and entertainment
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opportunities for all ages. Concord, the city where “"Families Come First,"” is a community of
friendly neighborhoods with an excellent park system, convenient shopping, large preserves of
open space, and an exciting downtown, which features Todos Santos Plaza as the focal point.

Concord's housing mix offers affordable home and rental prices that are among the most
favorable in the Bay area, allowing residents to live where they work and play. An extensive
transportation system, including easy freeway access, two rapid rail transit stations (Bay Area
Rapid Transit (BART)), bus services and a regional airport operated by Contra Costa County,
makes Concord's location convenient to San Francisco and other Bay area cities.

The CAFR includes all funds of the City; as well as all govemmental organizations and
activities for which the Council has financial accountability. These include the Concord Public
Financing Authority (the Authority), the City of Concord Retirement System, the Concord
Pleasant Hill Health Care District and Concord Sanitary Sewer Services, Inc.

The Concord Redevelopment Agency (RDA) was dissolved on February 1, 2012, and was
replaced by the Redevelopment Successor Agency (RSA). The RSA is not a component unit of
the City and is instead a separate legal entity overseen by the Oversight Board and the State
Department of Finance. The City’s role in the RSA is fiduciary in nature. The RSA is reported
as a private-public trust fund, a fiduciary fund type. Additional information about the dissolution
of the RDA is included in the MD&A and the notes to the financial statements.

Significant Community Events and Accomplishments

Examples of significant community events and accomplishments for the fiscal year ended June
30, 2014 include the following:

< Assessment of the City's unmet infrastructure and liability needs
» Development and adoption of a fiscal stability ordinance

% Continued progress towards acquiring and developing the former Concord Naval
Weapons Station

%+ Facilitated the formation and launched Visit Concord, the Tourism Business
Improvement District organization charged with implementing marketing programs to
increase tourism and transient occupancy tax for the City.

% Facilitated the attraction of Concord Mazda, Fresenius Medical Care and the expansion
of Concord Audi resulting in increased revenue and high skilled jobs in Concord

< Completed the construction of bicycle and pedestrian improvement projects including
1.6 mile Monument Corridor Pedestrian and Bikeway project, Chalomar Road Sidewalk
Gap Closure project and Monument Boulevard Accessibility Improvements project.

< Partnered with Gurnick Academy of Medical Arts to provide blood pressure screenings,
and presentations on health and wellness to seniors at the Concord Senior Center. The
partnership also provided an opportunity for the nursing students to gain valuable
geriatric client experience.

)

%

Implemented first cycle of Concord/Pleasant Hill Health Care District grant awards.
Eighteen grant applicants were awarded $204,000 of Health Care District Funds. As a
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customer service enhancement, an on-line application process was developed to
automate the application, reporting and monitoring of the program.

<+ Entered into a new, significantly more favorable, lease agreement with Live Nation for
the operation of the Concord Pavilion.

< Distributed over 2,000 Leap Frog devices to local elementary schools and community
based organizations, through a partnership with Leap Pad Company.

* Received the Arbor Day Foundation designation as a TREE CITY USA for a superior
urban forest as well as the Growth Award to recognize environmental improvement and
high levels of tree care. This award is designed not only to recognize achievement, but
also to communicate new ideas and help the leaders of all TREE CITY USAs plan for
improving community tree care.

Economic Condition and Outlook

Since Fiscal Year 2012-13, the City of Concord has seen a sustained, but slow recovery from
the recession that began in Fiscal Year 2007-08. Like many cities throughout the Country and
State, Concord was forced to make tough decisions to reduce expenditures during the recent
economic downturn. The City cut its workforce by 25%, deferred infrastructure and facility
maintenance, reduced programs, outsourced services and shifted employee benefit costs to
the employees. The adoption of Measure Q, a temporary ¥ cent use and transactions tax, in
November 2010 was a significant event that allowed the City to rebuild its reserves over the
last four years and maintain core services. The table below provides an overview of the use of
Measure Q funds through the end of FY 2013-14.

Table 1: Annual Measure Q Use Tax Receipts and Uses
As of June 30, 2014 (Dollars in Millions)
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Fiscal Year 2010-11 Activity (April 1 through June 30) $2.144 $2.144 $0.000
Fiscal Year 2011-12 Activity 9.971 5.171 4.799
Fiscal Year 2012-13 Actiwty 10.641 5.393 5.248
Fiscal Year 2013-14 Activity 11.432 9.109 2.323
Total $34.188 $21.817 $12.370

While an economic recovery is underway in Concord, it is not recovering quickly enough to fully
resolve Concord's remaining fiscal challenges including unfunded maintenance and
infrastructure needs for roads, parks, facilites and street signs/lights, unfunded long-term
liabilities, increases in retirement and health care costs, and revenues not keeping pace with
expenditure growth.

On November 4, 2014, voters approved a nine year extension to the temporary % cent use and
transactions tax. This temporary tax sunsets in March 2025. This extension of Measure Q
ensures that the City will be able to maintain essential City services and begin to address the
City's remaining fiscal challenges.



Recent economic news indicates that a slow economic recovery is continuing. Unemployment
data is slowly improving, sales tax revenue is increasing, the economy is growing modestly and
the Concord housing market continues to show signs of recovery.

Sales tax revenue remains the largest General Fund revenue source and provides for 42
percent of general municipal services such as public safety, street maintenance, and parks and
recreation programs. While the City experienced a decline in sales tax revenues during the
recession, the strengthening of the local economy is evident as sales tax revenue has steadily
increased since then. Sales taxes increased $3.7 million to $40.1 million or 10% over the prior
year.

Property tax revenue represents the second most significant General Fund revenue source
making up 24% of total General Fund revenues. Property taxes increased $1.1 or 6% over
fiscal year 2012-13. The City's net taxable assessed value increased 5.9% in fiscal year 2013-
14, outpacing the countywide increase of 3.7%. Residentiai properties experienced the largest
increase in assessed value at 7.2%. The medlan home price in the City increased to $400,000
in August 2014 compared fo $351,500 in the prior year, representing a 13.8% increase.
Although housing prices are beginning to rebound, the median single family home price in the
City is still well below the 2006 median home price of $523,800. Further signs of a
strengthening housing recovery are reflected in the fiscal year 2014-15 County Property Tax
Assessment Roll released in August 2014, in which the City’s net taxable assessed value
increased 9.8%.

The City’s unemployment rate was 6.5% in June 2014 compared to 7.9% in the previous year,
slightly higher than the County’s rate of 6.0% (7.3% in June 2013). The reglon's unemployment
rates are lower than the State rate of 7.4% which was down from 8.5% in June 2013.
According to Beacon Economics, employment in East Bay region of the San Francisco Bay
Area will continue to grow although at a slightly iower rate of approximately 1.8% during the
upcoming year.

The City’s ability to sustain a vibrant local economy to insure future fiscal strength will depend
on the City's ability to attract, retain and expand businesses while balancing the needs of the
business and residential communities. The City’s past success in attracting and retaining
businesses has not been coincidental. Concord is a leader in providing a variety of economic
development services and programs to enhance Concord's economic vitality and increase
private investment in the City. The City’s Economic Vitality Strategy and Action Plan promotes
leveraging resources, marketing the City strengths to decision makers, partnering with
interested business and community groups and engaging City Staff to facilitate economic
development. Concord’s award winning One-Stop Permit Center provides permit services to
reduce development timelines and enable developers to complete projects efficiently thereby
producing revenue sooner to the City's General Fund. Concord’s Business Retention Program
offers a variety of services to assist the retention and expansion of Concord businesses. The
program enhances Concord’s business relationships by strengthening communication,
facilitating entitlements and assisting with site selection.

The City’s current general obligation credit rating is Aa3 from Moody’s Investor Service and is
unchanged from the prior year.
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Budgeta Control

The City maintains budgetary controls through the C ty Council's adoption of an annual budget
and by maintaining an encumbrance accounting system. Expenditures for City operations and
other purposes identified in the annual budget cannot legally exceed the budgeted amounts
approved by the City Council.

The Concord Mun cipal Code requires the City Manager to present the Annual Operating
Budget to the City Council for approval A budget workshop and public hearings on the
proposed budget are held during April through June with final budget adoption by the end of
June. The City Council has adopted a number of Poli ies & Procedures, including Budget an
Fiscal Policies, Budget Preparation, Budget Approp 1ation and Transfer Controls which provide
direction in the development of the Annua Opera ing Budget The City Manager has also
authorized several Administrative Directives which further clarify budget policies, processes
and related controls.

Ultimate budgetary control resides at the fund level, however, the City has adopted a number
of budgetary appropration and transfer procedures to provide strong internal controls while
encouraging improved accountability and administrative responsiveness  All budgetary
transfers require Director of F nance review and approval Al transfers of approp iations
affecting Personnel Services (wages & benefits) require Director of Human Resources and City
Manager review and approval Additionally, all transfers between funds and between
departments require City Manager or City Council rev ew and approval.

All capital project appropr ation t ansfers require City Manager approval. Transfers 'n excess
of $20 000 requre City Counc’l approval The City Counc!’s approval s requ red for new
app opriations with the exception of money received for specifc purposes (e g. Developer
Contnbutions) where the appropriation and revenue received are of equal value. Specia
revenue budget appropriations based on funds provided by grants donatons or contributions
require City Manager and City Council approval.

The City also uses encumbrance accounting as another techn que for accompl shing budgetary
control An encumb ance s a commitment of a future expenditure earmarked for a parti ua
purpose that reduces the amount of budgetary authority available for general spending At he
end of the fiscal year encumbe ed appropriations are carried forward and become art of the
following year s budget wh le appropriat ons that have not been encumbered lapse

The City co tinues t meet its responsibility for sound financial management as demon trated
by the statements and schedules included in the financial section of this report

Internal Controls

In developing and enhanc'ng the City's accoun ing system, s'gn ficant cons’ eraton s give o
the adequacy o the City's system of internal accounting controls. Intemal controls are
designed to prov'de reasonable assurance regarding the safeguarding of assets against the
loss from unauthorized use or dispos ton, and the reliability of financial records for prepanng
fnancial s atements and ma'n anng accountability for assets. The concept of reasonab
assurance recognizes that the cost of cont o should not exceed the benefits likely to be
denved, and that the evaluation of costs and benefits requres estimates and judgments by
management



Budget and Fiscal Policies: Long Range Financial Forecasting

The City of Concord has tilized a Ten Year Financial Forecast Program since 1995. The Ten
Year Financial Forecast Program requires that the City Manager annually present balanced ten
year financial forecasts for all ma'or funds including the General Fund, Special Re enue
Funds, Capital Improvement Funds and Proprietary Funds ncluding the Post-Retirement
Benefits Funds, wth the exceptio of the Sewer Fund where twenty years of fnancial
information 1s maintain d The Ten Year Financial Forecast in ludes all projected sources of
revenue and all projected expenditures ‘nclud’'ng salarie , benefits, materials s rvices and
capital improvement projects. Each year all forecasts are revisited and assumptions are
evaluated and updated

Reserve Polic

To address financ al uncertainties the City s policy is to maintain General Fund reserves nd
contingencies to total not less than 15% of General Fund operati g expenditures with a goal to
ret rn to 30% reserves as s on as ‘s economically feas'ble. As of June 30 2014, the General
Fund Reserves totaled $12.3 million approximately 15% of actual Genera Fund Operating
Expend'tures

In addition to the General Fund reserves ide tified above a separate Measure Q designated
eserve has been establshed to provde more time for the City to address its on-going
structural budget deficit As stated earlier, Measure Q is a temporary sales tax measure which
sunsets n Mar h 20 5 Measure Q revenues in excess of those neede to maintain a 15%
General Fund reserve are allocated to the des’gnated Measure Q reserve, to be utihzed after
the temporary sales tax measure sunsets. As of June 30, 2014 the des gnated Measure Q
Reserves totaled $12 4 mllon, approximately 16% of General Fu d Operating Expend tures

The otal comb ned gen ra fund reserves inc uding Measure Q and non spendable assets, is
$24.7 milion or 31° of Genera Fund perating Expend tures, as of June 30, 2014

Awards

The Government F'nance Officers Association (GFOA) of the United States and Canada
awarded its Certif cate of Achievement for Excellence in Financial Reporting to the City for its
CAFR for the fiscal year ended June 30, 2013 This was the twenty-first consecutive year that
the City of Concord has been recognized for excellence in financial reportng To qualify for the
Certificate of Achievement, the governmental entity must publish an easily readable and
efficiently organized CAFR he content of wh ch conform to program standards Such report
must satisfy account'ng principles genera y accepted in the United States of Amenca, as well
as all applicable legal requirements

The Certificate of Achievement s vald for only one year. The City believes this CAFR
continues to conform o the Certrfficate of Ache ement Program requ rements and will be
subm tting it to GFOA for considerat'on of the annual award.
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