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1201 Dove Street, Suite 680
Newport Beach, CA 92660
949.221.0025

MACIAS GINI & O'CONNELL w»

Certified Public Accountants & Management Consultants

The Board of Directors of the
Hughson Redevelopment Agency

Independent Auditor’s Report

We have audited the accompanying financial statements of the governmental activities and each major fund
of the Hughson Redevelopment Agency (Agency), a component unit of the City of Hughson, California as
of and for the year ended June 30, 2008, which collectively comprise the Agency’s basic financial
statements as listed in the table of contents. These financial statements are the responsibility of the Agency
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 consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Agency’s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, 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 and each major fund of the Agency as of June
30, 2008, and the respective changes in financial position 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 December 22,
2008, on our consideration of the Agency’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 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.

WWW. cpa.com An Independent Member of the BDO Seidman Alliance



The Agency has not presented the management’s discussion and analysis that the Governmental Accounting
Standards Board has determined is necessary to supplement, although not required to be part of, the basic
financial statements.

The required supplementary information identified in the accompanying table of contents is not a required
part of the basic financial statements, but is supplementary information required by the Governmental
Accounting Standards Board. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on it.

Drcians (T S O Conndl! ccr

Certified Public Accountants
Newport Beach, California

December 22, 2008



HUGHSON REDEVELOPMENT AGENCY
Statement of Net Assets
June 30, 2008

Assets:
Current assets:
Cash and investments
Cash and investments with fiscal agents
Accounts receivable
Capital assets:
Not being depreciated

Total assets

Liabilities:
Accounts payable
Interest payable

Total current liabilities

Noncurrent liabilities:
Due in one year
Due in more than one year

Total liabilities

Net assets (deficit):
Invested in capital assets
Restricted for:
Low and moderate income housing projects
Debt service
Unrestricted (deficit)

Total net assets (deficit)

See Accompanying Notes to Financial Statements.

Governmental
Activities

1,732,127
207,412
15,130

318,456

2,273,125

4,896
37,699

42,595

55,000
3,050,000

3,147,595

318,456

808,471
723,233
(2,724,630)

(874,470)




HUGHSON REDEVELOPMENT AGENCY
Statement of Activities
For the Year Ended June 30, 2008

Net (Expense)
Revenues and
Change in
Net Assets
Governmental
Activities
Functions/Programs Expenses Totals
Community development $ 324482 § (324,482)
Interest and fiscal charges 158,148 (158,148)
Total governmental activities $ 482,630 (482,630)
General revenues:
Property tax increment 538,297
Investment earnings 115,886
Other revenues 20,200
Total general revenue 674,383
Change in net assets 191,753
Net assets (deficit), beginning of year (1,066,223)
Net assets (deficit), end of year $ (874,470)

See Accompanying Notes to Financial Statements.



HUGHSON REDEVELOPMENT AGENCY

Balance Sheet
Governmental Funds

June 30, 2008
Low and
Moderate
Income Housing Capital Debt
Special Revenue Projects Service Total
Assets:
Cash and investments $ 802,575 $ 419477 $ 510,075 $ 1,732,127
Cash and investments with fiscal agents - - 207,412 207,412
Accounts receivable 6,038 3,346 5,746 15,130
Total assets $ 808,613 § 422823 $ 723,233 $§ 1,954,669
Liabilities and fund balances:
Liabilities:
Accounts payable $ 142§ 4,754  $ - $ 4,896
Total liabilities 142 4,754 - 4,896
Fund balances:
Reserved:
Community development
projects - 418,069 - 418,069
Debt service - - 723,233 723,233
Low and moderate income
housing projects 808,471 - - 808,471
Total fund balances 808,471 418,069 723,233 1,949,773
Total liabilities and
fund balances $ 808,613 $ 422823 $ 723,233 $ 1,954,669

See Accompanying Notes to Financial Statements.



HUGHSON REDEVELOPMENT AGENCY
Reconciliation of the Balance Sheet of Governmental Funds
to the Statement of Net Assets
June 30, 2008

Fund balances of all governmental funds $ 1,949,773

Amounts reported for governmental activities in the statement of net assets are
different because:

Capital assets used in governmental activities are not financial
resources and, therefore, are not reported in the funds. 318,456

Long-term liabilities are not due and payable in the current period and,
therefore, are not reported in the balance sheet of governmental funds.

Tax allocation bonds (3,105,000)

Accrued interest payable for the current portion of interest due on long-
term debt is not accrued as a liability in the balance sheet of
governmental funds. (37,699)

Net assets (deficit) of governmental activities $ (874,470)

See Accompanying Notes to Financial Statements.



HUGHSON REDEVELOPMENT AGENCY

Statement of Revenues, Expenditures and Changes in Fund Balances

Revenues:
Property taxes
Interest
Other revenues

Total revenues

Expenditures:
Current:
Administration
Pass through payments
Capital outlay
Debt service:
Principal
Interest and fiscal charges

Total expenditures
Net change in fund balances
Fund balances, beginning of year

Fund balances, end of year

Governmental Funds
For the Year Ended June 30, 2008

Low and
Moderate
Income Housing Capital Debt
Special Revenue Projects Service Total
$ 131,511 § - 526,045 657,556
37,345 39,808 38,733 115,886
- 20,200 - 20,200
168,856 60,008 564,778 793,642
73,665 247,512 3,305 324,482
- - 119,259 119,259
- 318,456 - 318,456
10,000 - 40,000 50,000
31,719 - 126,878 158,597
115,384 565,968 289,442 970,794
53,472 (505,960) 275,336 (177,152)
754,999 924,029 447,897 2,126,925
$ 808,471 § 418,069 723,233 1,949,773

See Accompanying Notes to Financial Statements.



HUGHSON REDEVELOPMENT AGENCY
Reconciliation of the Statement of Revenues, Expenditures and
Changes in Fund Balances of Governmental Funds to the Statement of Activities
For the Year Ended June 30, 2008

Net change in fund balances - total governmental funds $ (177,152)

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

Governmental funds report capital outlays as expenditures. However, these
expenditures are capitalized in the statement of net assets; therefore, they are
not reported in the statement of activities. 318,456
The issuance of long-term debt provides current financial resources to
governmental funds, while the repayment of the principal of long-term debt

consumes the current financial resources of governmental funds. Neither
transaction, however has any effect on net assets.

Principal payment 50,000

Accrued interest payable on long-term debt. This is the net change in accrued
interest for the current period. 449

Change in net assets of governmental activities $ 191,753

See Accompanying Notes to Financial Statements.
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HUGHSON REDEVELOPMENT AGENCY
Notes to Financial Statements
June 30, 2008

Summary of Significant Accounting Policies
(a) Reporting Entity

The Hughson Redevelopment Agency (Agency) is a component unit of the City of Hughson (City).
The Agency is a separate legal entity operating under the Community Redevelopment Law of the
State of California (CRA), but is financially accountable to the City. The Agency is governed by
its Board comprised of the same five individuals who comprise the City Council.

The Agency was activated by the City on January, 2002, by Ordinance No. 01-11 pursuant to CRA
provisions to conduct economic development and other redevelopment activities in order to
eliminate blight in the project areas designated by its Board. The financial statements only present
information relative to the Agency (on a June 30, fiscal year end basis), and do not present the
financial position or results of operations of the City.

(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 about the reporting government as a whole, and only show
governmental activities.  Governmental activities are normally supported by taxes and
intergovernmental revenues, as opposed to business-type activities, which rely to a significant
extent on fees and charges for support. The Agency does not report any business-type activities.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment is offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include 1) charges to customers
or applicants who purchase, use or directly benefit from goods, services, or privileges provided by
a given function or segment and 2) grants and contributions that are restricted to meeting the
operational or capital requirements of a particular function or segment. Taxes and other items not
properly included among program revenues are reported instead as general revenues. When both
restricted and unrestricted resources are available for use, it is the Agency’s policy to use restricted
resources first, then use unrestricted resources as they are needed.

Fund Financial Statements

The accounting system of the Agency 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,
revenues, and expenditures. An emphasis is placed on major funds within the governmental
category. A fund is considered major, if total assets, liabilities, revenues or expenditures of that
individual governmental fund are at least ten percent of the corresponding total for all funds of that
category or type.



HUGHSON REDEVELOPMENT AGENCY
Notes to Financial Statements (Continued)
June 30, 2008

The Agency reports the following major governmental funds:

The Low and Moderate Income Housing Special Revenue Fund was established to account for the
20 percent tax increment housing set-aside required by the State when a redevelopment project area
is created. The funds will be used to assist low and moderate income families within the Agency.

The Capital Projects Fund was established to undertake projects aimed at eliminating blight within
the redevelopment project area. The Agency Board has identified a particular geographic area
within the City of Hughson as comprising the project area.

The Debt Service Fund was established to account for the receipt of tax increment funds
(excluding the 20 percent set-aside) generated through the creation of the redevelopment project
area. The funds will service debt related to the project area, including the 2006 Tax Allocation
Bonds. The latter debt was issued to provide financing for initial project activities of the Agency.

(c) Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when the liability is incurred, regardless of the timing of the related cash flows. Property
taxes are recognized as revenues in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the provider have been
met.

Governmental funds financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Under this method, revenues are
recognized when measurable and available. Revenues are considered to be available when they are
collectible within the current period or soon enough thereafter to pay liabilities of the current
period. For this purpose, the government considers revenues to be available if they are collected
within 60 days of the end of the current fiscal year. Expenditures generally are recorded when a
liability is incurred, as under accrual accounting. However, debt service expenditures are not
recognized until paid.

Property taxes and interest revenue associated with the current fiscal period are considered to be
susceptible to accrual and so have been recognized as revenues of the current fiscal period. Any
other revenue items are considered to be measurable and available only when cash is received by
the government.
(d) Assets, Liabilities, and Net Assets or Equity

1. Cash and Investments

Investments are reported in the accompanying statement of net assets at fair value. Changes

in fair value that occur during a fiscal year are recognized as investment income reported for
that fiscal year. Investment income includes interest earnings and changes in fair value.

10



HUGHSON REDEVELOPMENT AGENCY
Notes to Financial Statements (Continued)
June 30, 2008

Agency cash and investments are held by the City which pools all funds, except for assets
held by fiscal agents. Each fund’s share in this pool is displayed in the accompanying
financial statements as cash and investments.

2. Cash and Investments with Fiscal Agents

The Agency has monies held by trustees or fiscal agents pledged to the payment or security
of certain notes. The California Government Code provides that these monies, in the
absence of specific statutory provisions governing the issuance of the debt, may be invested
in accordance with the ordinance, resolutions or indentures specifying the types of
investments its trustees or fiscal agents may make.

3. Capital Assets

Capital assets, which include construction in progress, are reported in the government-wide
financial statements. The Agency utilizes a capitalization threshold of $5,000. Donated
assets are valued at the fair value of the assets on the date on which they were contributed.
The costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend assets lives are not capitalized.

4. Long-term Obligations

In the government-wide financial statements, long-term debt and other long-term obligations
are reported as liabilities in the applicable statement of net assets.

5. Fund Equity

In the fund financial statements, governmental funds report reservations of fund balance for
amounts that are not available for appropriation or are legally restricted by outside parties for
use for a specific purpose.

6. Property Taxes

The assessment, levy and collection of property taxes are the responsibility of the County of
Stanislaus. The Agency records property taxes as revenue when received from the County,
except at year end when property taxes received within 60 days are accrued as revenue.
Property taxes are assessed and collected each fiscal year according to the following property
tax calendar:

Lien January 1

Levy July 1 to June 30

Due November 1 - 1st installment
Due March 1 - 2nd installment
Delinquent December 11 - 1st installment

Delinquent April 11 - 2nd installment

11
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HUGHSON REDEVELOPMENT AGENCY
Notes to Financial Statements (Continued)
June 30, 2008

7. Low and Moderate Income Housing Set-Asides

The Agency is required to set-aside 20% of its tax increment (including 20% of any debt
issued) to benefit low and moderate income housing components of the City’s housing
element to its general plan. The Agency complied with this requirement as of the current
fiscal year by applying 20% of its tax increments into the Low and Moderate Income
Housing Special Revenue Fund.

Detailed Notes on All Funds
(a) Cash and Investments

Cash and investments at June 30, 2008 are classified in the accompanying financial statements as
follows:

Statement of net assets:

Cash and investments $ 1,732,127
Cash and investments with fiscal agents 207,412
Total cash and investments $ 1,939,539

Cash and investments as of June 30, 2008 consist of the following:

Investments $ 207,412
Equity in City investment pool 1,732,127
Total cash and investments $ 1,939,539

Investments Authorized by the City’s Investment Policy

The Agency utilizes the City of Hughson’s Statement of Investment Policy, which is reviewed and
adopted by the City Council each year. The investment policy allows all investments authorized by
Section 53601 of the California Government Code. The City’s investment policy is disclosed in the
City’s annual financial report.

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 Agency 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.

12



HUGHSON REDEVELOPMENT AGENCY
Notes to Financial Statements (Continued)
June 30, 2008

Information about the sensitivity of the fair values of the Agency investments (including
investments held by fiscal agents) to market interest rate fluctuations is provided in the following
table that shows the distribution of the Agency’s investments by maturity:

Months to Maturity
Total Minimum 12 Months
Investment Type Investment Rating Rating Or Less
Equity in City investment pool ~ $ 1,732,127 N/A Not Rated  § 1,732,127
Held by Fiscal Agents:
Money Market 207,412 A AAA 207,412
Total $ 1,939,539 $ 1,939,539

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 City’s investment pool does not have a rating provided by a
nationally recognized statistical rating organization.

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 City’s
investment policy do not contain legal or policy requirements that would limit the exposure to
custodial credit risk for deposits or investments, other than the following 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 Agency deposits by
pledging first trust deed mortgage notes having a value of 150% of the secured public deposits.

(b) Capital Assets

The Agency has reported all capital assets including infrastructure in government-wide Statement
of Net Assets. A summary of changes in City’s capital assets is as follows:

13



HUGHSON REDEVELOPMENT AGENCY
Notes to Financial Statements (Continued)

Governmental activities:
Capital assets:
Construction in progress

Total capital assets

(c) Long-Term Liabilities

June 30, 2008
Balance Balance
July 1, 2007 Increases Decreases June 30, 2008
$ - $ 318,456 - $ 318,456
$ - $ 318,456 - $ 318,456

Tax Allocation Bonds Payable:

$3,200,000 tax allocation refunding bonds were issued on February 1, 2006. The bonds were
issued to (i) currently refund all of the outstanding Hughson Redevelopment Project Tax
Allocation Notes Series 2003 and (ii) finance additional redevelopment development activities of
the Agency ($858,351). Principal payments ranging from $45,000 to $195,000 are due annually,
starting October 1, 2006 through 2037. Interest is due semi-annually on October 1 and April 1, at
rates ranging from 3.5% to 5.1%. The balance outstanding at June 30, 2008 was $3,105,000.

Summary of Changes in Long-term Liabilities for Governmental Activities:

Balance at Balance at Due within
July 1, 2007 Additions Reductions  June 30, 2008 one year
2006 Tax Allocation
Refunding Bonds $ 3,155,000 $ $ 50,000 $ 3,105,000 $ 55,000

The remaining annual debt service requirements on the Bonds are as follows:

Year Ended
June 30 Principal Interest Total
2009 $ 55,000 $ 149,763 204,763
2010 55,000 147,631 202,631
2011 60,000 145,331 205,331
2012 60,000 142,931 202,931
2013 60,000 140,456 200,456
2014-2018 355,000 657,272 1,012,272
2019-2023 450,000 564,170 1,014,170
2024-2028 570,000 438,650 1,008,650
2029-2033 720,000 278,070 998,070
2034-2037 720,000 75,990 795,990
Total $ 3,105,000 $ 2,740,264 5,845,264

14



REQUIRED SUPPLEMENTARY INFORMATION

15



HUGHSON REDEVELOPMENT AGENCY
Low and Moderate Income Housing Special Revenue Fund

Revenues:
Property taxes
Interest

Total revenues
Expenditures:
Current:
Administration
Debt service:
Principal
Interest and fiscal charges
Total expenditures
Net change in fund balance

Fund balance, beginning of year

Fund balance, end of year

Budgetary Comparison Schedule
For the Year Ended June 30, 2008

Variance
Budgeted Amounts Actual Positive
Original Final Amounts (Negative)
$ 108,900 $ 108,900 $ 131,511 $ 22,611
20,000 20,000 37,345 17,345
128,900 128,900 168,856 39,956
209,850 209,850 73,665 136,185
10,000 10,000 10,000 -
30,339 30,339 31,719 (1,380)
250,189 250,189 115,384 134,805
(121,289) (121,289) 53,472 174,761
754,999 754,999 754,999 -
$ 633,710 $ 633,710 § 808,471  § 174,761

16
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HUGHSON REDEVELOPMENT AGENCY
Note to Required Supplementary Information
June 30, 2008

Budgeting
As part of the City’s comprehensive budget processes, the Agency adopts an annual operating
budget prepared on the modified accrual basis for its special revenue fund only. No budgetary

comparisons are presented for the capital projects and debt service funds as the Agency is not
legally required to adopt an annual budget for those funds.
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1201 Dove Street, Suite 680
Newport Beach, CA 92660
949.221.0025

MACIAS GINI & O'CONNELL w»

Certified Public Accountants & Management Consultants

The Board of Directors of the
Hughson Redevelopment Agency

Independent Auditor’s Report on Internal Control Over Financial Reporting and on
Compliance (Including the Provisions Contained in the Guidelines for Compliance
Audits of Redevelopment Agencies) and Other Matters Based on an Audit of
Financial Statements Performed in Accordance with Government Auditing Standards

We have audited the financial statements of the governmental activities and each major fund of the
Hughson Redevelopment Agency (Agency), a component unit of the City of Hughson, California as of
and for the year ended June 30, 2008, which collectively comprise the Agency’s basic financial
statements and have issued our report thereon dated December 22, 2008. 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Hughson Redevelopment Agency’s internal
control over financial reporting as a basis for designing our auditing procedures 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 Agency’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Agency’s internal control over financial reporting.

A control deficiency 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
misstatements on a timely basis. A significant deficiency is a control deficiency, or a combination of
control deficiencies, that adversely affects the Agency’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there
is more than a remote likelihood that a misstatement of the Agency’s financial statements that is more
than inconsequential will not be prevented or detected by the Agency’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the Agency’s internal control.

19
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Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the basic financial statements of the Hughson
Redevelopment Agency are free of 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. Such provisions
include those provisions of laws and regulations identified in the Guidelines for Compliance Audits of
California Redevelopment Agencies issued by the State Controller’s Office, Division of Accounting and
Reporting. However, providing an opinion on compliance with those provisions was not an objective of
our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government Auditing
Standards.

We noted certain matters that we reported to management of the City of Hughson in a separate letter
dated December 22, 2008 relating to both the City and the Agency.

This report is intended for the information of the Board of Directors, management and others within the

Hughson Redevelopment Agency and the State Controller’s Office, Division of Accounting and
Reporting and is not intended to be and should not be used by anyone other than these specified parties.

Drcians (T S O Conndl! ccr

Certified Public Accountants
Newport Beach, California

December 22, 2008
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