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Thomas M. Young, CPA We have audited the accompanying financial statements of the Streets and Roads
Alicia Dias, CPA, MBA Special Revenue Fund and the Transit Enterprise Fund of the City of Delano, California

Matthew R. Gilligan, CPA . . ;i
Hanna J. Sheppard, CPA (City), as of and for the years ended June 30, 2008 and 2007, as listed in the table of

Ryan L. Nielsen, CPA contents. These financial statements are the responsibility of the City's management.
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Kenneth J. Witham, CPA - - . .
Clint W. Baird, CPA of America. Those standards require that we plan and perform the audit to obtain

Adrian Rich, CPA regsonable assurance about Whethe_r the_ finanpial statements are _free .of mate_rial

Craig Rickett, CPA 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 City’'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
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As discussed in Note 1, the financial statements present only the Streets and Roads
Special Revenue Fund and the Transit Enterprise Fund of the City and are not intended
to present fairly the financial position of the City and the changes in its financial position
and its cash flows in conformity with accounting principles generally accepted in the
United States of America.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Streets and Roads Special Revenue Fund and the
Transit Enterprise Fund of the City as of June 30, 2008 and 2007, and the respective
changes in financial position and cash flows, where applicable, thereof for the years then
ended in conformity with accounting principles generally accepted in the United States of
America.
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In accordance with Government Auditing Standards, we have also issued our report dated December 12,
2008 on our consideration of the City’s internal control over financial reporting as it relates to the Streets
and Roads Special Revenue Fund and the Transit Enterprise Fund and 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 read in conjunction with this report in considering the
results of our audit.

Our audit was performed for the purpose of forming an opinion on the financial statements of the Streets
and Roads Special Revenue Fund and the Transit Enterprise Fund taken as a whole. The supplementary
information listed in the table of contents is presented for purposes of additional analysis and is not a
required part of the financial statements of the Streets and Roads Special Revenue Fund and the Transit
Enterprise Fund. Such information has been subjected to the auditing procedures applied in the audit of
the fund financial statements and, in our opinion, is fairly stated in all material respects in relation to the
fund financial statements taken as a whole.

BROWN ARMSTRONG PAULDEN
McCOWN STARBUCK THORNBURGH & KEETER
ACCOUNTANCY CORPORATION

Bakersfield, California
December 12, 2008



CITY OF DELANO
STREETS AND ROADS SPECIAL REVENUE FUND
BALANCE SHEETS
JUNE 30, 2008 AND 2007

2008 2007
ASSETS
Current Assets:
Cash and Investments $ 279,925 $ 587,441
Total Current Assets $ 279,925 $ 587,441
LIABILITIES AND FUND BALANCE
Current Liabilities:
Deferred Revenue $ 88,632 $ 396,148
Total Current Liabilities 88,632 396,148
Fund Balance:
Unreserved 191,293 191,293
Total Fund Balance $ 279,925 $ 587,441

The accompanying notes are an integral part of these financial statements.
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CITY OF DELANO

STREETS AND ROADS SPECIAL REVENUE FUND
STATEMENTS OF REVENUES, EXPENDITURES AND

CHANGES IN FUND BALANCE

FOR THE FISCAL YEARS ENDED JUNE 30, 2008 AND 2007

REVENUES
Local Transportation Fund
Interest Income
Other Income
Total Revenues

EXPENDITURES
Streets and Roads

Excess of Revenues Over Expenditures

Other Financing Uses:
Transfers Out

Change in Fund Balance
Fund Balance, Beginning

Fund Balance, Ending

2008 2007
$ 307516 $ 716,855
41,684 21,357

- 14,296

349,200 752,508

4,200 81

345,000 752,427
(345,000) (738,131)

- 14,296

191,293 176,997

$ 191,293 $ 191293

The accompanying notes are an integral part of these financial statements.
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CITY OF DELANO
TRANSIT ENTERPRISE FUND
STATEMENTS OF NET ASSETS
JUNE 30, 2008 AND 2007

2008 2007
ASSETS
Current Assets:
Cash and Investments $ 413,835 $ 690,364
Accounts Receivable 880,725 1,272
Total Current Assets 1,294,560 691,636
Fixed Assets:
Land 93,245 93,245
Buildings 1,563,206 1,563,206
Equipment 1,523,808 1,501,349
Improvements 4,735 4,735
3,184,994 3,162,535
Less: Accumulated Depreciation (1,664,035) (1,495,931)
Total Fixed Assets 1,520,959 1,666,604
TOTAL ASSETS $ 2,815,519 $ 2,358,240
LIABILITIES AND NET ASSETS
Current Liabilities:
Accounts Payable $ 17,452 $ 21,590
Accrued Payroll Tax 677 484
Accrued Payroll 9,009 6,598
Compensated Absences Payable 9,488 33,219
Total Current Liabilities 36,626 61,891
NET ASSETS
Invested in Capital Assets 1,520,958 1,666,604
Unrestricted 1,257,935 629,745
Total Net Assets $ 2,778,893 $ 2,296,349

The accompanying notes are an integral part of these financial statements.
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CITY OF DELANO
TRANSIT ENTERPRISE FUND
STATEMENTS OF REVENUES, EXPENSES AND
CHANGES IN NET ASSETS

FOR THE FISCAL YEARS ENDED JUNE 30, 2008 AND 2007

OPERATING REVENUES
Fares

Total Revenues
OPERATING EXPENSES
Operations
Vehicle Maintenance
Depreciation
General Administration
Total Operating Expenses
Operating Loss
NON OPERATING REVENUES (EXPENSES)
Local Transportation Fund
State Transit Assistant
Federal Operating Grant
Interest Income (Expense)
Miscellaneous Revenues
Total Non-Operating Revenues
Income Before Capital Contributions and Transfers
Transfers In
Change in Fund Balance

Total Net Assets, Beginning

Total Net Assets, Ending

2008 2007

$ 68,026  $ 56,729
68,026 56,729
797,145 506,714
419,329 293,704
168,104 179,332
283,296 318,266
1,667,874 1,298,016
(1,599,848) (1,241,287)
1,093,278 1,154,852
610,000 -
224,277 90,830
20,970 5,419

2,123 -
1,950,648 1,251,101
350,800 9,814
131,744 438,131
482,544 447,945
2,296,349 1,848,404

$ 2,778,893 $ 2,296,349

The accompanying notes are an integral part of these financial statements.
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CITY OF DELANO
TRANSIT ENTERPRISE FUND
STATEMENTS OF CASH FLOWS
FOR THE FISCAL YEARS ENDED JUNE 30, 2008 AND 2007

2008 2007

CASH FLOWS FROM OPERATING ACTIVITIES

Cash Receipts from Customers $ 68,026 $ 56,729

Cash Disbursements to Employees (818,272) (506,714)

Cash Disbursements to Suppliers (1,586,216) (625,633)

Net Cash Used for Operating Activities (2,336,462) (1,075,618)

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES

Transfers In 131,744 438,131

Local Transportation Fund 1,093,278 1,154,852

State Transit Assistant 610,000 -

Federal Operating Grant 224,277 90,830

Miscellaneous Income 2,123 -

Net Cash Provided by Noncapital Financing Activities 2,061,422 1,683,813

CASH FLOWS FROM CAPITAL AND RELATED

FINANCING ACTIVITIES

Acquisition of Capital Assets (22,459) (16,599)
CASH FLOWS FROM INVESTING ACTIVITIES

Interest Received (Paid) 20,970 5,419
Net Increase (Decrease) in Cash and Cash Equivalents (276,529) 597,015
Cash and Cash Equivalents, Beginning 690,364 93,349
Cash and Cash Equivalents, Ending $ 413,835 $ 690,364

The accompanying notes are an integral part of these financial statements.
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CITY OF DELANO
TRANSIT ENTERPRISE FUND

STATEMENTS OF CASH FLOWS (Continued)
FOR THE FISCAL YEARS ENDED JUNE 30, 2008 AND 2007

Reconciliation of Operating Loss to Net Cash Used
for Operating Activities

Operating Loss

Adjustments to Reconcile Operating Loss to Net Cash
Used for Operating Activities
Depreciation

Changes in Assets and Liabilities
(Increase) Decrease in Accounts Receivable
Increase (Decrease) in Accounts Payable
Increase (Decrease) in Accrued Wages and Benefits

Net Cash Used for Operating Activities

2008

2007

$ (1,599,848)

$ (1,241,287)

168,104 179,332
(879,453) (1,189)
(4,138) (29,071)
(21,127) 16,597

$  (2,336,462)

$ (1,075,618)

The accompanying notes are an integral part of these financial statements.
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CITY OF DELANO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FUND FINANCIAL STATEMENTS
FOR THE FISCAL YEARS ENDED JUNE 30, 2008 AND 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Streets and Roads Special Revenue Fund and the Transit Enterprise
Fund (collectively, the Transportation Development Act (TDA) Funds) of the City of Delano (City) have
been prepared in conformity with accounting principles generally accepted in the United States of
America as applied to governmental units. 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 City’s accounting policies are described below.

A. Reporting Entity

The TDA provides funding of public transportation through regional planning and programming
agencies. Funds are allocated to the City through the county transportation planning agency, Kern
Council of Governments. The TDA Funds account for the City’s share of the TDA allocations, which
are legally restricted for specific purposes as detailed in applicable sections of the Public Utilities
Code. The TDA Funds of the City are the Streets and Roads Special Revenue Fund and the Transit
Enterprise Fund and, accordingly, are included in the basic financial statements of the City. The TDA
Funds are presented as a nonmajor governmental fund and enterprise fund in the City's basic
financial statements.

The accompanying financial statements present only the TDA Funds of the City and are not intended
to present fairly the financial position, changes in financial position or cash flows of the City in
conformity with accounting principles generally accepted in the United States of America.

B. Fund Accounting

The accounts of the City 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 purposes for which they are to be spent and the means by which spending
activities are controlled.

The Streets and Roads Special Revenue Fund is a governmental fund specifically categorized as a
special revenue fund. Special revenue funds are used to account for the proceeds of specific
revenue sources that are legally restricted to expenditures for specified purposes.

The Transit Fund is a proprietary fund specifically categorized as an enterprise fund. Enterprise
funds are used to account for activities similar to those found in the private sector. The City uses an
enterprise fund to account for its transit operations because fees are charged to external users for
services provided.

C. Measurement Focus and Basis of Accounting

The Streets and Roads Special Revenue Fund is reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Under the modified accrual basis
of accounting, revenues are recognized when they become measurable and available and
expenditures are recognized when the fund liabilities are incurred. “Measurable” means the amount
of the transaction can be determined and “available” means collectible within the current period or
soon enough thereafter to be used to pay liabilities of the current period. The City uses an availability
period of 60 days. Revenues that are susceptible to accrual include local transportation fund
allocations and interest income.



NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C. Measurement Focus and Basis of Accounting (Continued)

The Transit Enterprise Fund is reported using the flow of economic resources measurement focus
and the accrual basis of accounting, whereby revenues are recorded when earned and expenses are
recorded at the time liabilities are incurred.

The Transit Enterprise Fund reports deferred revenue on its statement of net assets. Deferred
revenue for this fund arises when potential revenue, designated for a specific purpose, has been
received prior to the eligibility requirements being met. In subsequent periods, when the eligibility
requirements have been met, the liability for deferred revenue is removed from the statement of net
assets and revenue is recognized.

Under the provisions of GASB Statement 20, Accounting and Financial Reporting for Proprietary
Funds and Other Governmental Entities That Use Proprietary Fund Accounting, the City applies all
applicable GASB pronouncements for the Transit Enterprise Fund as well as Financial Accounting
Standards Board Statements and Interpretations, Accounting Principles Board Opinions and
Accounting Research Bulletins issued on or before November 30, 1989, unless those
pronouncements conflict with or contradict GASB pronouncements.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods
in connection with a proprietary fund’s principal ongoing operations. The principal operating revenues
of the Transit Enterprise Fund are passenger fares. Operating expenses include the cost of vehicle
maintenance, administrative expenses, and depreciation on capital assets and equipment. All
revenues and expenses not meeting this definition are reported as nonoperating revenues and
expenses.

When both restricted and unrestricted resources are available for use, it is the government’s policy to
use restricted resources first, and then unrestricted resources as they are needed.

D. Cash and Cash Equivalents

All City monies are invested in a cash and investments pool, whereby funds can spend cash at any
time without prior notice or penalty. Therefore, for purposes of the statements of cash flows, all
enterprise fund cash on hand and in the pool (including restricted assets) are considered cash and
cash equivalents.

E. Interfund Transactions

The Streets and Roads Special Revenue Fund allocates TDA funds to various projects tracked in the
Gas Special Revenue Fund, Capital Projects Fund, and the CDBG Special Revenue Fund. These
allocations are reported as transfers to the various funds.

Costs related to overhead are allocated to each fund from the City’s General Fund.

F. Capital Assets

All purchased capital assets are valued at cost where historical cost records are available and at an
estimated historical cost where no historical records exist.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend asset lives are not capitalized. Improvements are capitalized and depreciated over the
remaining useful lives of the related capital assets, as applicable.

Depreciation of all capital assets in the Transit Enterprise Fund is computed using the straight-line
method over their estimated useful lives. Estimated useful lives of buildings and structures range
from 20-25 years, estimated useful lives of equipment range from 6-12 years, and estimated useful
lives of improvements are 10 years.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

G.

Compensated Absences

It is the City’s policy to permit employees to accumulate earned but unused vacation, which will be
paid to employees upon separation from service. The Transit Enterprise Fund accrues benefits in the
period in which they are earned. Liabilities for vacation, holiday benefits and compensatory time are
recorded when earned. The amount recorded in accordance with GASB Statement No. 16 at June
30, 2008 and 2007 was $9,488 and $33,219, respectively, and is reported as part of accrued wages
and benefits.

Net Assets

The financial statements for the Transit Enterprise Fund utilize a net assets presentation. Net assets
are categorized as follows:

e Invested in Capital Assets, Net of Related Debt — This category groups all capital assets into one
component of net assets. Accumulated depreciation and the outstanding balances of debt that
are attributable to the acquisition, construction or improvement of these assets reduce the
balance in this category.

e Unrestricted Net Assets — This category represents net assets of the City, not restricted for any
project or other purpose.

Grants

Grants are recorded as revenue when all of the eligibility requirements which have been imposed by
the provider have been met. Grant sources include Federal Transit Administration (FTA), State
Transit Assistance (STA), California Department of Transportation, Local Transportation Fund (LTF),
and other local sources. The LTF and STA were created by the State Legislature under the TDA.

Pension Benefits

Employees of the Transit Enterprise Fund participate in the City’s defined benefit plan. Contributions
to the plan for Transit Enterprise Fund employees were $47,031 and $40,426 for the years ended
June 30, 2008 and 2007, respectively. Information regarding the City’s plan is available in the City’'s
basic financial statements for the fiscal year ended June 30, 2008.

Transfers

The City transfers TDA funds from the Streets and Roads Special Revenue Fund to the Capital
Projects Fund when eligible TDA expenditures have been incurred for specific projects.

Risk Management

The City participates in various risk management programs, some of which relate to the Transit
Enterprise Fund. The fund is charged for premiums for workers compensation liability coverage. For
the fiscal years ended June 30, 2008 and 2007, the charged premiums amounted to $27,467 and
$41,511, respectively.

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. These
estimates and assumptions affect the reported amounts of assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenditures/expenses during the
reporting period. Actual results could differ from these estimates.
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NOTE 2 — CASH

Cash balances of the TDA funds are pooled with those of other funds and invested by the City to
maximize investment opportunities and yields. Investment income resulting from this pooling is allocated
among the funds based upon each respective fund’'s average cash balance in relation to the aggregate
investment balance. Further information regarding the City’s cash and investment pool may be found in
the City’s basic financial statements.

NOTE 3 — CAPITAL ASSETS

The following is a summary of changes in capital assets for the Transit Enterprise Fund for the fiscal
years ended June 30:

July 1, 2007 Additions Deletions June 30, 2008

Land $ 93,245 % - 3% - $ 93,245
Building and Structures 1,567,941 - - 1,567,941
Equipment 1,501,349 22,459 - 1,523,808
3,162,535 22,459 - 3,184,994

Accumulated Depreciation (1,495,931) (168,104) (1,664,035)
$ 1,666,604 $ (145,645) $ - $ 1,520,959

July 1, 2006 Additions Deletions June 30, 2007

Land $ 93,245 % - 3 - 8 93,245
Building and Structures 1,567,941 - - 1,567,941
Equipment 1,484,750 16,599 - 1,501,349
3,145,936 16,599 - 3,162,535

Accumulated Depreciation (1,316,599) (179,332) - (1,495,931)
$ 1,829,337 $ (162,733) $ - $ 1,666,604

Depreciation expense for the years ended June 30, 2008 and 2007 was $168,104 and $179,332,
respectively.

NOTE 4 - DEFERRED REVENUE

The Local Transportation Fund (LTF) and State Transit Assistance Fund (STA) are administered by the
Kern Council of Governments, which allocates funds to the City to fund its TDA operations. The TDA
requires that any funds not used may be returned to their source. LTF and STA allocations are
considered earned when they are properly spent for eligible projects. Allocations received but not earned
are recorded as deferred revenue. Changes in the deferred revenue account for the fiscal years ended
June 30, 2008 and 2007 and summarized as follows:

2008 2007
Streets and Roads Fund Special Revenue Fund
Deferred revenue, beginning of year $ 396,148 $ -
TDA funds allocated - 1,134,360
TDA funds earned (307,516) (738,212)
Deferred revenue, end of year $ 88,632 $ 396,148

12



NOTE 5 — FARE REVENUE RATIO/COMPLIANCE REQUIREMENTS OF STREETS AND ROADS
EFUNDS

The TDA is defined at Chapter 4 of the California Public Utilities Code commencing with Section 99200.
Funds received pursuant to Section 99260 of the TDA (Article 4) may only be used for specific purposes,
including the support of public transportation purposes. Article 4 funds are the primary funding source for
the City’s Transit Enterprise Fund. TDA funds are apportioned, allocated and paid in accordance with
allocation instructions from the Kern Council of Governments for specific transportation purposes.

The Transit Enterprise Fund is subject to the provision of Section 6633.2 of Title 21, Chapter 3,
Subchapter 2 of the California Code of Regulations requiring the calculation and adherence of fare and
local support ratios for TDA Transit Funding. Accordingly, the City's Transit Enterprise Fund must
maintain a ratio equaling or exceeding 10%. The ratio is determined by comparing the fund’s operating
revenues to operating expenses as defined by the TDA. In accordance with the TDA, depreciation of
capital assets is excluded from operating expenses for purposes of this ratio. For the fiscal years ended
June 30, 2008 and 2007, the City’s Transit Enterprise Fund fare ratio of operating revenues to operating
expenses as calculated below, indicates non-conformance with the provisions of the TDA. Fiscal year
2008 marks the sixth consecutive year of non-compliance and the difference between required and actual
fare revenue is $74,883.

2008 2007
Fare Revenues $ 68,026 $ 56,729
Operating Expenses $ 1,599,848 $ 1,298,016
Allowable TDA Adjustments
Depreciation (168,104) (179,331)
Net Operating Expenses $ 1,431,744 $ 1,118,685
Fare Revenue Ratio 4.75% 5.07%

13



SUPPLEMENTARY INFORMATION



REVENUES

Local Transportation Fund
Interest and Other

Total Revenues

EXPENDITURES
Streets and Roads

Excess of Revenues over Expenditures

Other Financing Uses

Transfer Out

Excess (Deficiency) of Revenues Over
(Under) Expenditures and Other Financing Uses

Fund Balance, Beginning

Fund Balance, Ending

CITY OF DELANO
STREETS AND ROADS SPECIAL REVENUE FUND
BUDGETARY COMPARISON SCHEDULE
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Variance
Original Positive
Budget Final Budget 2008 Actual (Negative)
$ 256000 $ 256,000 $ 307516 3 51,516
2,000 2,000 41,684 39,684
258,000 258,000 349,200 91,200
4,200 4,200 4,200 -
253,800 253,800 345,000 91,200
(345,000) (345,000) (345,000) -
$ (91,2000 $  (91,200) - $ 91,200
191,293
$ 191,293

14
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CITY OF DELANO
TRANSIT ENTERPRISE FUND

SCHEDULES OF OPERATING EXPENSES
FOR THE FISCAL YEARS ENDED JUNE 30, 2008 AND 2007

OPERATIONS
Salaries and Benefits
Insurance
Capital Outlay Expenditures
D.A.R.T. Buses
Fuel

Total Operations
DEPRECIATION
VEHICLE MAINTENANCE

GENERAL ADMINISTRATION
Salaries and Benefits
Administrative Services
Contractual Services
Advertising
Printing and Copying
Other Supplies and Services
Telephone
Meetings and Travel
Water
Electrical
Nontransit Maintenance

Total General Administration

Total Operating Expenses

2008 2007
$ 492,934 $ 444,694
19,900 27,800
39,860 -
201,545 -
42,906 34,220
797,145 506,714
168,104 179,332
419,329 293,704
67,552 70,257
44,513 143,914
62,140 66,532
20,928 1,868
12,288 3,784
54,691 17,306
9,198 3,471
1,405 53
1,314 1,348
7,503 6,763
1,764 2,970
283,296 318,266
$ 1,667,874 $ 1,298,016

See note to supplementary information.
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CITY OF DELANO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTE TO SUPPLEMENTARY INFORMATION
FOR THE FISCAL YEARS ENDED JUNE 30, 2008 AND 2007

NOTE 1 - BUDGETARY INFORMATION

An annual budget is adopted on a basis consistent with accounting principles generally accepted in the
United States of America for the Streets and Roads Special Revenue Fund. All appropriations lapse at
year-end. The appropriated budget is prepared by department, function, and fund. The department
heads may make transfers of appropriations within a department within a fund. Transfers of
appropriations between departments require the approval of the City Council. The budget for the Streets
and Roads Special Revenue Fund reflects the total TDA funds expected to be received. The majority of
those funds are transferred to the Transit Enterprise Fund consistent with the claim filed with Kern
Council of Governments.
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Jian Ou-Yang, CPA Spe_ciaI_Revenue Fund and_the Transit Enterprise Fund of the City pf Delano (City),
Amanda Dickerson, CPA California, as of and for the fiscal year ended June 30, 2008, and have issued our report
Jialan Su, CPA thereon dated December 12, 2008, which included an explanatory paragraph describing
Ariadne S. Prunes, CPA that the financial statements only present the Streets and Roads Special Revenue Fund
Samuel O. Newland, CPA and the Transit Enterprise Fund. We conducted our audit in accordance with auditing
Brooke N. DeCuir, CPA standards generally accepted in the United States of America and the standards
Kenneth J. Witham, CPA applicable to financial audits contained in Government Auditing Standards, issued by the

Clint W. Baird, CPA
Adrian Rich, CPA
Craig Rickett, CPA

Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City’s internal control over
financial reporting as it relates to the TDA Special Revenue Fund and the Transit
Enterprise Fund 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 City’'s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the City’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 combination of control deficiencies, that adversely affects the City’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 City’s financial statements that is more than inconsequential
will not be prevented or detected by the City’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 City’s internal control.
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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 that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Streets and Roads Special Revenue Fund
and the Transit Enterprise Fund’s financial statements 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. Our audit was further made to determine that Transportation Development Act (TDA)
funds allocated to and received by the City were expended in conformance with applicable statutes, rules
and regulations of the TDA and the allocation instructions and resolutions of the Kern Council of
Governments as required by Sections 6666 and 6667 of Title 21 of the California Code of Regulations.
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 an instance of
noncompliance that is required to be reported under Government Auditing Standards and the
Transportation Development Act, which is described in the accompanying status of prior year and current
year finding and recommendation.

This report is intended solely for the information and use of the board of directors, management, and
others within the City and the grant oversight agencies and is not intended to be and should not be used
by anyone other than these specified parties.

BROWN ARMSTRONG PAULDEN

McCOWN STARBUCK THORNBURGH & KEETER
ACCOUNTANCY CORPORATION

s =

Bakersfield, California
December 12, 2008
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CITY OF DELANO
TRANSPORTATION DEVELOPMENT ACT FUNDS
STATUS OF PRIOR YEAR AND CURRENT YEAR FINDING AND RECOMMENDATION
FOR THE FISCAL YEARS ENDED JUNE 30, 2008 AND 2007

Finding

The City of Delano Transit Enterprise Fund is subject to TDA provisions requiring the calculation of and
adherence to fare and local support ratios for TDA Transit Enterprise Funding. Accordingly, the City’s
Transit Enterprise Fund must maintain a minimum fare ratio of 10%. The Fund’s ratio of operating
revenues to operating expenses for the fiscal years ended June 30, 2008 and 2007 is 4.76% and 5.07%,
respectively, and shows the City is not in conformance with the provisions of the TDA. This marks the
City’s sixth consecutive year of noncompliance.

Recommendation

We recommend that the City of Delano take steps to increase their farebox revenue, increase local
support, or decrease their operating expenses. They have been out of compliance with this requirement
for four consecutive years and Kern Council of Governments may assess a penalty in the third year if a
claimant is out of compliance with the revenue recovery ratio requirements for three consecutive years.

Management Response

Significant changes were made to the rates during this fiscal year, which increased the amount of usage
of our discounted fares. In addition, sufficient steps were not taken ensuring those purchasing discounted
passes were eligible to receive them. Changes will be made in future years to address these issues so
the City will be in compliance with the farebox revenue ratio.

Status

City is still not in compliance for the fiscal year ended June 30, 2008. This continues to be a comment for
the current year.
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