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December 01, 2010

Citizens of the City of Millbrae
The Honorable Mayor and
Members of the City Council

| am pleased to present the Comprehensive Annual Financial Report (CAFR) for the City of Millbrae
(City). This report presents the financial position and the changes in the financial position for the
fiscal year ended June 30, 2010. The basic financial statements and supporting schedules have
been prepared in compliance with California Government code Sections 25250 and 25253 and in
accordance with Generally Accepted Accounting Principles (GAAP) for local governments as
established by the Governmental Accounting Standards Board (GASB).

Management assumes full responsibility for the completeness and reliability of all the information
presented in this report. To provide a reasonable basis for making these representations,
management of the City has established a comprehensive internal control framework that is
designed both to protect the City’s assets from loss, theft, or misuse, to compile sufficient reliable
information for the preparation of the City’s financial statements in conformity with GAAP, and to
comply with laws and regulations. Because the cost of internal controls should not outweigh their
benefits, the City’s comprehensive framework of internal controls has been designed to provide
reasonable rather than absolute assurance that the financial statements will be free from material
misstatement. To the best of our knowledge and belief, this financial report is complete, and
accurate in all material respects, and is reported in a manner designed to present fairly the financial
position and the results of operations of various funds and component units of the City. All material
statements and disclosures necessary for the reader to obtain a thorough understanding of the
City’s financial activities have been included.

The City’s financial statements have been audited by the independent audit firm of Maze &
Associates, a certified public accounting firm. The objective of the independent audit is to provide
reasonable assurance that the financial statements of the City for the fiscal year ended June 30,
2010, are free of material misstatements. The independent auditor concluded, based upon the
audit, that there was reasonable basis for rendering an unqualified opinion on the City’s financial
statements for the fiscal year ended June 30, 2010. The Independent Auditors’ Report is presented
as the first item under the Financial Section of this report.

GASB Statement No. 34 (GASB 34) requires that management provide a narrative introduction,
overview, and analysis to accompany the basis financial statements. The Management 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. This letter of transmittal is
designed to complement the MD&A and should be read in conjunction with it.



The City has defined its reporting entity in accordance with GAAP, which provides guidance to
determine the governmental activities, organizations, functions, and component units that should be
blended or discretely presented in the financial statements. Component units are legally separate
entities for which the City is financially accountable. Although legally separate entities, blended
component units are, in substance, part of the City’s operation and are reported as part of the
Primary Government. Therefore, the Millorae Redevelopment Agency (RDA) is reported as a
blended component unit in the Government-wide Financial Statements.

Included as part of this letter are several attachments, that provides important information regarding
the operations, economic environment, and financial position of the City. The attachments are:

Attachment Content

Governmental Structure, Local Economic Condition and Outlook
Major Initiatives for the Year

Financial Information

Other Information

o0Ow>

The preparation of the Comprehensive Annual Financial Report was made possible by the
dedicated staff of the entire Finance Department and the auditing services of Maze & Associates.

I would like to express my appreciation to the entire staff of the Finance Department and all the City
departments, for their professionalism, dedication, and efficiency in the preparation of this report. |
also thank Maze & Associates for their assistance and guidance.

Most importantly, | would like to thank the City Council, the City Manager, and Department Heads

and their respective staff, for their interest and continuing support in planning and conducting the
City’'s financial operations in a responsible and progressive manner.

Respectfully submitted,

LaRae Brown
Finance Director
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ATTACHMENT A |

GOVERNMENTAL STRUCTURE, LOCAL ECONOMIC CONDITION AND OUTLOOK

The City of Millbrae (City) was founded in 1856, incorporated in 1948 and operates as a General
Law City serving a population of over 21,000. The City is located on the California Peninsula, 15
miles south of San Francisco. The boundaries of the City extend roughly from the Bayshore
Freeway on the east to Skyline Boulevard on the west. This distance is approximately 1.7 miles.
The distance between the north and south City limit line is approximately 2.05 miles.

Adjacent to the San Francisco International Airport and located in the heart of San
Mateo County, Millbrae is gently cradled in the sun-warmed hills that separate the
Pacific Ocean from the San Francisco Bay. Major freeways border both its eastern
and western boundaries, making Millbrae easily accessible from all parts of the Bay
Area. Many hillside homes enjoy beautiful bay views. Well-cared for middle-class
neighborhoods, twelve local parks and the Green Hills Country Club add to the charm
of the residential community.

Millbrae's economic community is a vital mix of retail, shopping, restaurants, service businesses,
hotels and public services. With the Bay Area Rapid Transit (BART) / San Francisco (SFO)
Extension, the City has adopted the Millbrae Station Area Specific Plan in order to attract hotel,
office, retail and housing development to the area around the Millorae BART station. The Millbrae
BART Station provides the only Intermodal rail connection west of the Mississippi, the first regional
rail system in the Bay Area. This unique station, which is connected to and is adjacent to the San
Francisco International Airport, allows BART, CalTrain and SamTrans to connect under one roof,
thereby maximizing regional travel options for passengers in the Bay Area.

The City acknowledges the importance of and continually strives towards preserving, enhancing,
and managing open spaces, trees, and wetlands. The City continues to implemented sustainable
programs that will improve the health of the community and environment, and will ensure that future
generations may live healthy, productive and comfortable lives.

City Facts and Figures

San Mateo County Seat Established: 1856

Incorporated: January 14, 1948

Land Area: 3.2 Square Miles

Elevation Low Point: 25 Feet

Elevation High Point: 800 Feet

Average Temperature Low: 42° January

Average Temperature High: 71° September

Population: 21,968

Population Density: 6,473 per square mile
Number of Households: 8,113 — Units (2000 Census)
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City Government

Millbrae operates as a General Law City, provides for a Council-City Manager form of government,
which clearly distinguishes the legislative powers of the City Council from the Administrative
powers of the City Manager.

The City Council, composed of five members are the only officials elected directly by the residents
of Millbrae. The Council members serve a four-year term, and annually choose a mayor, and vice
mayor from among their members. As the legislative branch of the government, the City Council
makes final decisions on all major City matters.

The City Council adopts ordinances and resolutions necessary for efficient governmental
operations, approves the budget, and acts as a board of appeals. The City Manager, City Attorney
and members of the City’s boards and commissions are appointed by the City Council. The City
Manager administers the daily affairs of the City, carries out City Council policies, and appoints
and dismisses all Department Heads.

City Elections

General Municipal Elections are held on the first Tuesday after the first Monday in November of
odd-numbered years.

City Services

The City provides a full range of services including Police, and Fire protection; the construction
and maintenance of highways, streets, and other infrastructure; Community Development planning
and inspections; and Redevelopment. In addition, the City also manages recreational activities
and cultural events; and provides water, and sewer utility services.

State Economy

Economic readings indicate that the economy has improved—»but is in an anemic recovery. The
latest labor market news was disappointing. The unemployment rate ticked up, and non-farm
employment declined. Real estate markets showed some life, however, with both sales and prices
improving.

« California lost 63,600 non-farm jobs in September 2010. However, four major industry
sectors added jobs. Leisure and hospitality added 7,400 jobs; financial activities, 5,500;
trade, transportation, and utilities, 4,200; and professional and business services, 3,600

« The public sector was the leading source of job losses in September. Government lost
37,300 jobs (32,400 in local government); educational and health services, 13,600;
construction, 13,300; information, 11,300; other services, 6,600; manufacturing, 1,900; and
mining and logging, 200.

« Non-farm payroll employment fell by 43,700, or 0.3 percent, from September 2009 to
September 2010. Employment rose 58,600 in professional and business services; 15,200
in educational and health services; 8,400 in leisure and hospitality; and 600 in mining and
logging. Over the year, employment fell by 50,700 in construction; 28,100 in trade,
transportation, and utilities; 23,000 in government; 12,000 in manufacturing; 5,000 in other
services; 3,900 in information; and 3,800 in financial activities.

« The state’s unemployment rate in September was unchanged from August—12.4 percent.
The national unemployment rate also held steady in September—9.6 percent. The number
of employed Californians increased by 7,000 in September, while the number of unemployed
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increased by 10,000. This was the first month-over-month increase in the state’s labor force
since May.

« New home construction slowed in September, but the year-to-date pace still reflected a
significant improvement over last year. Residential permitting overall was down over 15
percent from a year earlier. However, new home permitting during the first nine months of
2010 was up 21.6 percent from the same months of 2009.

« Nonresidential construction slowed for a second consecutive month in September.
However, the value of nonresidential permits issued was up almost 15 percent from a year
earlier—the fifth consecutive month of year-over-year improvement

« Real estate market readings were
conflicted in September—sales
improved, prices weakened, and
inventories rose. Sales of existing,
single-family detached homes
totaled 466,580 wunits at a
seasonally adjusted annualized
rate in September, up nearly 4
percent from August. Conversely,
the median price of existing,
single-family homes sold slipped
to $309,900, down 2.7 percent
from August.

« The unsold inventory index inched
up to 6.2 months in September.
The median number of days
needed to sell a home jumped to
52.5 days from 47.1 days in August. (Source: California Association of Realtors)

(Source: State of California Department of Finance)

San Mateo County Economy

The County of San Mateo (County) is one of the nine counties in the San Francisco Bay Area.
The County is made up of twenty cities and towns, including Millbrae, and a large unincorporated
areathat includes La Honda, Pescadero, Montara, Moss Beach, El Granada, and Fair Oaks. The
large mountainous part of the County and the San Francisco Airport location are also
unincorporated areas. The County occupies 449 square miles on a peninsula bounded by San
Francisco to the north, Santa Clara County to the south, San Francisco Bay to the east, and the
Pacific Ocean to the west. Though sandwiched between two large urban areas, the County is a
pleasant mix of suburban and rural areas. Most of the County’s 750,436 residents live in the
suburban corridor east of the Santa Cruz Mountains, which bisects the County. The western part
of the County remains primarily rural and has some of California’s most beautiful coastline. San
Mateo is the 14th most populous among California’s 58 counties.



San Mateo County
Employment by Industry
2009 Average

Wholesale Trade, 3.55%

Public Administration,
9.7%%

Agriculture, Forestry,
Fishing and Mining, 0.53%

Educational and Health
Services, 10.34%

Information, 5.69%

Other Services, 3.58%

Construction, 4.27% Professional and Business

Services, 19.10%

Transportation and Utilities,
7.92%

M anufacturing, 8.36% Retail Trade, 10.40%

Leisure and Hospitality, Finance, Insurance, Real
10.56% Estate, 6.00%

(Source: San Mateo County / State of California Employment Development Department)

Labor Force: San Mateo County’s average labor force was 318,300 and the largest sectors were
Professional and Business Services with 60,800 employed followed by, Leisure and Hospitality
with 33,600 employed, Retail Trade with 33,100 employed, and Education and Health Services
with 32,900 employed.

City of Millbrae

While the global stock market plunge has shown improvement, banks, mortgage lenders, real
estate investment trusts, and hedge funds continue to suffered significant losses as a result of
mortgage payment defaults and mortgage asset devaluation. Although, the City currently enjoys a
stable but weakening economic environment and local indicators point to a slow but full recovery,
the financial status and budget outlook are continuously monitored.

The City faces significant fiscal challenges that include:
= Labor, Health Care and Pension costs continue to increase
= Continued State Budget actions are certain to affect the City

= As part of the fiscal year 2009-2010 State Budget a trailer bill was passed in July 2009
(ABX4-26) authorizing a property tax revenue transfer from the Redevelopment Agency in
the amount of $247,693 by May 10, 2011. The California Redevelopment Association
has filed a lawsuit in Sacramento Superior Court challenging this raid of local
Redevelopment Funds

= Develop an appropriate strategy to fund the Other Post-Employment Benefits (OPEB)
obligation

San Francisco Baykeeper Consent Decree:

On December 2, 2009 San Francisco Baykeeper Corporation (a California non-profit) dedicated
to the protection and enhancement of the water quality in the San Francisco Bay, filed suit
against the City (Civil Case No:. CV 09-05675 SBA) alleging the City violated the Clean Water



Act for its discharge of pollutants in violation of its National Pollutant Discharge Elimination
System (NPDES) waste and storm water permits.

Millbrae denied Baykeeper's allegations that it had violated the Clean Water Act and /or any of
the permits as alleged. A Consent Decree was entered into without either adjudication of the
Baykeeper claims or admission by Millbrae of any alleged violation or other wrongdoing. This
settlement action was taken to avoid the costs and uncertainties of further litigation.

The objectives the Consent Decree are:

= To ensure Millbrae uses, implements, and improves ways, means, and methods to
prevent sanitary sewer overflows;

= To ensure Millbrae uses, implements, and improves ways, means, and methods to
prevent violations of, or to comply with, applicable permits, laws, and regulations as
related to sanitary sewer overflows.

The Consent Decree Fees and Costs:

= Total Payment of $300,000 to the Rose Foundation to remediate perceived environmental
harm resulting from the alleged complaint. Payments shall be made in three equal
installments of $100,000 commencing on November 25, 2010, August 1, 2011 and August 1,
2012.

= Litigation and Compliance Monitoring fee of $225,000 payable to the "Lawyers for Clean
Water Attorney Client Trust" due on November 25, 2010.

= Establishment of a dedicated fund in the amount of $225,000 for the replacement of private
sewer lines that connect more than one dwelling to a City Sewer main line and low impact
development projects.
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ATTACHMENT B

MAJOR INITIATIVES FOR THE YEAR

Wastewater Treatment Plant Renovation

The City’'s Waste Water collection system and treatment plant renovation project is underway.
New, up-to-date treatment technology that is more energy efficient and capable of meeting
increasingly stringent Federal, State, and local clean water regulations will replace deteriorated
and obsolete plant equipment and components. The total project budget is $35 million.

« The City purchased 1.3 acres of land adjacent to the renovation project from California
Department of Transportation. This site will be utilized for the construction of a 1.2 million
gallon underground waste water holding tank and the new operations building

« On April 8, 2009 the City awarded URS Corporation the construction management
oversight contract. The contract is $2.8 million

« The City secured a loan in the amount of $34 million from the California State Revolving
Fund to finance the renovation project. Draws on the State Loan accrue interest at the
rate of 1% per annum. Accrued interest will be added to the principal balance of the Loan.
Loan repayment commences 12 months after Project completion. The Loan will be repaid
over 20 years in equal annual payments

« On September 22, 2009 the City awarded West Bay Builders of Novato the construction
contract for the Waste Water plant renovation project. The contract is $20.5 million.

Street Repair Projects

The City received Federal American Recovery and Reinvestment Act (ARRA) funds of $382
thousand to completed the paving of Broadway and Magnolia Avenue. The project was
completed in March 2010.

The City installed a "in-pavement lighted crosswalk" at the intersection of Richmond and
Geraldine. This is the first of it kind in the City.

Fire Services Merger

The cities of Millbrae, Burlingame, San Bruno and the Town of Hillsborough retained Citygate
Associates, LLC to conduct a feasibility and implementation-level analysis of merging their fire
services to gain economies of scale and improved services in these challenging economic times.
The study found there is currently a significant and beneficial sharing of fire service among the
agencies, and should a consolidation be pursued, it would eventually produce a fully consolidate,
right-sized, sub-regional fire agency that is the best long-term alternative for efficiency and
effectiveness. A consolidation would allow a more effective use of personnel, especially in filling
daily vacancies, and could provide support staff specialization that a small agency cannot achieve,
and would allow "growing" future Chief Officers for effective succession planning.

The study also identified several technical issues and given the complexity of the issues in a
multiple-city and fire department merger, the policy leaders are now reviewing and absorbing the
report.
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Law Enforcement Services Analysis

The cities of Millbrae, and San Bruno who currently share a Police Chief, commissioned the
Municipal Resource Group LLC to conduct an evaluation of opportunities for cooperative law
enforcement services, and identify practical strategies to maintain and enhance law enforcement
services, while containing or potentially reducing costs. The scope of the evaluation included (1) a
fully consolidated department through a Joint Powers Agreement, (2) a City to City contract for all
law enforcement services, (3) a City to City contract for specific law enforcement services. The
evaluation identified several technical issues and given the complexity of the issues the policy
leaders are now reviewing and absorbing the report.

Redevelopment Agency

The City of Millborae Redevelopment Agency was created in 1988 under the provisions of the
Community Redevelopment Law (California Health and Safety Code 33000) to assist in
eliminating blight, and revitalizing areas that are determined to be in a declining condition, with
desired development, reconstruction and rehabilitation including but not limited to: residential,
commercial, industrial and retail. Projects and accomplishments during the year include the
following:

« The Agency executed a Field License Agreement with the Millorae School District for
fifteen years with a three year renewal option. The agreement included the renovation of
the athletic fields and the maintenance and operation of Taylor, Green Hills, Spring Valley,
Lomita Park and Meadows Schools. The renovation project was completed in October
2010.

« The Park Broadway condominium project, 110 residential units including 11 live work lofts,
has been completed and a majority of the units are sold. The Agency provided eight (8)
low and moderate-income homebuyers, homeownership opportunities, utilizing the Low
and Moderate Income Housing Funds. The Agency established equity sharing with the
homebuyers, restricted resale prices, and has first right of refusal to repurchase the units.

« The 88 South Broadway residential project has been completed. The Agency provided ten
(10) low and moderate-income homebuyers, homeownership opportunities, utilizing the
Low and Moderate Income Housing Funds. The Agency established equity sharing with
the homebuyers, restricted resale prices, and has first right of refusal to repurchase the
units.

« The Millbrae Paradise (formerly Belamor) condominium project is under construction with
143 residential units and 22,000 square feet of retail space. The Agency will consider
executing an option and regulatory documents for low and moderate income units similar
those done at 88 South Broadway and Park Broadway.

« Infiscal year 2007-2008 the Agency working with BRIDGE Housing acquired the Dolores
Lia residential property of 27 apartment units on El Camino Real. BRIDGE Housing will
own, operate and convert the project to condominiums, for sale to low and moderate
income homebuyers. Due to the current economic climate the conversion project has been
postponed and the units are currently rented to low and moderate income tenants.
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ATTACHMENT C

FINANCIAL INFORMATION

Management of the City is responsible for establishing and maintaining an internal control
structure designed to ensure the assets of the City are protected from loss, theft or misuse and to
ensure that adequate accounting data is compiled to allow for the preparation of financial
statements in conformity with Generally Accepted Accounting Principles (GAAP). The internal
control structure is designed to provide reasonable, but not absolute, assurance that these
objectives are met. The concept of reasonable assurance recognizes that: (1) the cost of a control
should not exceed the benefits likely to be derived; and (2) the valuation of costs and benefits
requires estimates and judgments by management.

As a recipient of Federal, State and local financial assistance, the City is responsible for ensuring
an adequate internal control structure is in place and document compliance with applicable laws
and regulations related to these programs. This internal control structure is subject to periodic
evaluation by management and the internal audit staff of the government.

Budget Process and Controls

The Budget process is the formal method through which the City establishes its goals, program
priorities, and identifies the resources required to achieve the desired service levels for the
upcoming fiscal periods. Essentially, it is a process through which policy is made, programs are
articulated, and resources are identified in order to put them into effect.

The City maintains extensive budgetary controls. The objective of these controls is to ensure
compliance with legal provisions embodied in the annual appropriated budget approved by the
City Council. Activities of the General Fund, Special Revenue Funds, Debt Service Funds and
Capital Projects are included in the annual appropriated budget. The level of budgetary control
(i.e., the level at which expenditures cannot legally exceed the appropriated amount) is at the
Fund level. The City also maintains an encumbrance accounting system as one method of
maintaining budgetary control. Encumbered amounts lapse at year-end; however, outstanding
encumbrances generally are re-appropriated, with City Council approval, as part of the following
year's budget.

Cash Management Policies and Practices
During the year, temporarily idle cash is invested in the Local Agency Investment Fund (LAIF), the

San Mateo County Investment Pool, or Certificates of Deposits.

The City’s investment policy is to minimize credit and market risks while maintaining a competitive
yield on its portfolio. Accordingly, the majority of deposits are either insured by Federal
Depository Insurance or collateralized. Nearly all investments held by the City at June 30, 2009,
are classified in the category of lowest custodial credit risk as defined by the Government
Accounting Standards Board (GASB).

The basic objectives of Millbrae’s investment program are, in order of priority:
1. Safety
2. Liquidity, and
3. Yield
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The Investment Policy is reviewed annually to ensure consistency with respect to the overall
objectives of safety, liquidity and yield, and relevance to current laws and financial trends.
Proposed amendments to the Policy are prepared by the Finance Department and reviewed and
approved by the City Manager and the City Council.

Risk Management

The City participates in Association of Bay Area Governments (ABAG) Plan Corporation, a non-
profit benefit corporation established to provide liability insurance coverage, claims and risk
management, and legal defense to its participating members. The ABAG Plan provides $10
million of general liability coverage per occurrence and is responsible for paying claims in excess
of the City’s $100,000 deductible. The City has also purchased excess coverage insurance for
worker’s compensation claims from CSAC EIA with a $300,000 deductible. In addition, various
risk control techniques, including annual safety audits and employee accident prevention training,
have been implemented to minimize losses.

Note: As demonstrated by the statements included in the financial section of this report, the City
continues to meet its responsibility for sound financial management.
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ATTACHMENT D

OTHER INFORMATION

Independent Audit

State statutes require an annual audit by independent certified public accountants. The firm of
Maze and Associates was awarded the auditing contract by the City Council. In addition to
meeting the requirements set forth in state statutes, the audit was also designed to meet the
requirements of the Federal Single Audit Act Amendments of 1996 and the related U.S. Office of
Management and Budget's Circular A-133. Generally accepted auditing standards and the
standards set forth in the General Accounting Office's Government Auditing Standards were used
by the auditors in conducting the engagement. The auditor's report on the basic financial
statements and supplemental information is included in the financial section of this report. The
auditor's reports on internal controls and compliance with applicable laws and regulations can be
found in a separately issued single audit report.

Awards

The Government Finance Officers Association of the United States and Canada (GFOA) awarded
a Certificate of Achievement for Excellence in Financial Reporting to the City of Millbrae for its
Comprehensive Annual Financial Report (CAFR) for fiscal year ended June 30, 2009. The
Certificate of Achievement is a prestigious national award recognizing conformance with the
highest standards for preparation of state and local government financial reports. In order to be
award a Certificate of Achievement, a governmental unit must publish an easily readable and
efficiently organized CAFR whose contents conform to program standards. The CAFR must
satisfy both generally accepted accounting principles and applicable legal requirements.

The Certificate of Achievement is valid for a period of one year only. The City of Millbrae has
received a Certificate of Achievement for sixteen (16) consecutive years. We believe this CAFR
continues to meet the Certificate of Achievement Program requirements, and we are submitting
this report for consideration to GFOA to determine eligibility for another certificate.

Note: The City has tried to refrain from duplicating information contained in the Management
Discussion and Analysis (MD&A) or in the notes to the financial statements.
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City of Millbrae
Our Values

We are committed to the following values which are key to achievement of our Mission

Quality:
We will produce nothing less than superior, high quality products and services. The public and our colleagues
deserve nothing less.
Customer Service:
Service to people is what we're about. We will provide products and services which meet the changing needs
of the community. We will always provide services with respect, courtesy, warmth and responsiveness
Integrity and Honesty:
Honesty, openness, fair-dealing and the highest ethical behavior are the foundation for our work

Innovation:
We encourage our colleagues and the public to suggest new ideas for improving our products and services,
and for doing things more efficiently and effectively

Teamwork:
Teamwork is each of us working together to reach a common goal. Teamwork is accomplished when each
member contributes their unique abilities, actively communicates and supports each other

Colleagues:
We recognize, from managers to line workers, we are colleagues working toward a common goal,
accomplishment of the City’s overall mission. Each of us should share in the City’s success which we make
possible

Pride and Enjoyment In Our Work:
We believe our work should be a source of personal enjoyment and satisfaction. We accept the challenge to
promote a work place in which pride, personal enjoyment, and satisfaction can flourish

Action Orientation:
We are an organization which is decisive. We will act without delay, after considering alternative and
implications. We are proud of our ability to respond quickly and effectively to emergencies and changing
priorities

Citizen Participation:
We are committed to keeping the public informed by using a variety of communication networks. Effective
public policy depends on achievement of community consensus

Cultural Diversity:
The world in which we live is always changing. We recognize the need to adapt to meet all new challenges
within our community and surrounding region. We will be sensitive to the differing cultural and personal needs
of our community

Legal Responsibility:
We accept the challenge to actively participate in legislative activities; supporting that with which we agree and
opposing that with which we disagree. We will endeavor to know and comply with all Federal and State
mandates

Regional Responsibility:
Our City is a part of a large, interdependent metropolitan area. We will actively participate in regional planning
to serve the best interests of our City and the region

Planning:

We are a forward-looking organization, continuously assessing trends and developments which will impact our
Mission. We seek to satisfy current needs in a manner which helps obtain our long-range goals
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City of Millbrae
Our Purposes

The purpose of the City of Millbrae municipal government is to provide the conditions necessary for a high quality of life
and prosperity for Millbrae residents, businesses and institutions.

A high quality of life and community prosperity are based upon:

Democratic, Local, Self-government:
Determination of needs, priorities, and policies by local residents through democratically elected
representatives

Public Health and Safety:
Providing an environment free from disease, pollution, crime, fire and conditions injurious to public health and
well being

Physical, Cultural, and Social Well-Being:
Providing facilities and programs for our residents to help meet their needs for socialization, recreation, and
cultural and spiritual growth

Economic Prosperity:
To create conditions which will promote strong sales and trade in our business sector, and a strong tax base to
support local government services

Environmental Protection:
To promote conversation of our natural environment and resources, and to promote an attractive, uncluttered,
well maintained and landscaped urban environment

Public Facilities and Infrastructure:

To provide, maintain and operate public facilities and infrastructure essential to serving and supporting the
public and private sectors of the City
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INDEPENDENT AUDITORS’ REPORT ON
BASIC FINANCIAL STATEMENTS

To the City Council
City of Millbrae, California

We have audited the basic financial statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City of Millbrae as of and for the year ended June
30, 2010, which collectively comprise the City’s basic financial statements as listed in the Table of Contents.
These basic financial statements are the responsibility of the City’s management. Our responsibility is to express
an opinion on these basic financial statements based on our audit.

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

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of the City of Millbrae’s at June 30, 2010 and the results of its operations and cash
flows, where applicable, thereof for the year then ended, in conformity with generally accepted accounting
principles in the Untied States of America.

In accordance with Government Auditing Standards, we have also issued our report dated December 1, 2010, on
our consideration of the City of Millbrae'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.

As discussed in Note 9C, the City reduced its beginning fund balance and net assets in the amount of $382,000.

Management’s Discussion and Analysis and the budgetary comparison for the General Fund and major special
revenue funds are required by the Government Accounting Standards Board, but is not part of the basic financial
statements. We have applied certain limited procedures to this information, principally inquiries of management
regarding the methods of measurement and presentation of this information, but we did not audit this information
and we express no opinion on it.



pOur audit was made for the purpose of forming an opinion on the basic financial statements taken as a whole. The
supplemental section listed in the Table of Contents is presented for purposes of additional analysis and is not a
required part of the basic financial statements of the City of Millbrae. Such information has been subjected to the
auditing procedures applied in our audit of the basic financial statements, and in our opinion is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

The statistical section listed in the Table of Contents was not audited by us, and we do not express an opinion on

this information.
Mae & Acsvcictes

December 1, 2010



MANAGEMENT'S DISCUSSION AND ANALYSIS

This section of the City of Millbrae’s (City) Comprehensive Annual Financial Report (CAFR)
presents a narrative overview and analysis of the City's financial activities for the fiscal year
ending June 30, 2010. We encourage readers to consider the information presented here in
conjunction with the additional information contained in the City’s Financial Statements, the
related notes and our letter of transmittal that precedes this section.

FINANCIAL HIGHLIGHTS

« The City’s cumulative governmental funds balance declined $1.7 million (-8.34%) to $19.0
million compared to $20.73 million for the prior fiscal year.

« The City determined that Grant revenue of $382,000 recognized in the prior fiscal year
(2008-2009) under Other Governmental Funds should have been recognized in the current
fiscal year (2009-2010). Consequently, the City reduced the Other Governmental Funds
beginning fund balance; and governmental activities beginning net assets by $382,000.

« The City's total assets exceed its total liabilities by $77.3 million as of June 30, 2010,
compared to $78.2 million at June 30, 2009. This represents an overall decrease of $885
thousand (-1.1%) consisting of a decrease of $2.0 million in governmental and an increase
of $1.1 million in business type activities.

« The City has secured a loan in the amount of $28.4 million from the California State
Revolving Fund to fund the Waste Water Treatment Plant renovation project. Draws on the
State loan accrue interest at the rate of 1% per annum. Accrued interest will be added to
the principal balance. The loan will be repaid over 20 years and repayment commences 12
months after project completion.

« The City issued 2009 Wastewater Revenue Certificates of Participation, Series A and
Series B in the amount of $15.8 million for renovation and modernization of the City’s
wastewater treatment faciliies as well as to retire existing long term debt of 2008
Wastewater Revenue Notes and 2005 bank note installment sale agreement.

« As part of the State Budget for 2009-10, ABX4-26 was passed authorizing the two-year shift
of the property tax increment from Redevelopment Agencies to fund the Supplemental
Education Revenue Augmentation Fund (SERAF). The City of Millorae Redevelopment
Agency paid $1.2 million under this requirement during fiscal year 2009-2010. The Agency
is required to pay approximately $248 thousand by May 10, 2011.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City’s basic financial
statements. The City’s basic financial statements consist of three components: (1) Government-
wide Financial Statements; (2) Fund Financial Statements; and (3) Notes to the Basic Financial
Statements. In addition, this report includes the required and supplementary information. The
diagram below outlines the elements of the Comprehensive Annual Financial Report.
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The Government-wide Financial Statements provide a long-term view of all the City’s activities,
including all the capital assets and long-term liabilities.

The Fund Financial Statements report the City’s operations in detail and the focus is primarily

on the short—term activities of the City’s General Fund and other Major Funds.

The Fund

Financial Statements measure only current revenues, expenditures, fund balance, and exclude

capital assets,

and long-term liabilities.

The diagram below outlines the major features of both the Government-wide and Fund Financial

Statements.
Government-wide Financial Fund Financial Statements
Statements Governmental Funds Proprietary Funds
) . The day to day operating activities of
Scope Entire Entity The d'c_ly to day operating actlvm_es of the the City, for Business-type
City for Governmental Services :
enterprises
Basis qf Accrual Modified Accrual Accrual
Accounting
Revenue is recorded when Cash is
. All Revenues and Expenses are received, Expenditures are recorded All Revenues and Expenses are
Accounting ' .
Method recorded, regardless of when the when services or supplies have been recorded, regardless of when the
Cash transactions occur received and the liability is due and Cash transactions occur
payable
Mea:géﬁr;went All Economic Resources Current Financial Resources All Economic Resources
Type of Asset I Capital, Short and iabilit i I Capital, Short and
and Liability All Assets, Capital, Short an Current Assets and Liabilities due during All Assets, Capital, Short and Long-
Information Long-term Liabilities the year or soon thereafter term Liabilities




Government-wide Financial Statements

The Government-wide Financial Statements consist of the following two financial statements:
1) Statement of Net Assets; and 2) Statement of Activities. Both are designed to provide
readers a broad overview of the City’s financial activities and position, in a manner similar to the
financial statements for a private-sector company.

Government-wide The Statement of Net Assets presents information on all of the City’s
Financial Statements assets and liabilities, with the difference between the two reported as
net assets. Over time, increases or decreases in net assets may

Statement of serve as a useful indicator of an improving or deteriorating financial
Net Assets position.
\_/_
+ The Statement of Activities presents information on the changes to

net assets that occurred during the reporting period. All changes to

Statement of .
Activities net assets are reported as soon as the underlying event occurs,
L — regardless of the timing of the related cash flows. Therefore,
revenues and expenses are reported in this statement for items that

may only result in cash flows in future fiscal periods, such as revenues
pertaining to uncollected taxes, and expenses pertaining to earned but unused vacation and
sick leave.

Both of the Government-wide Financial Statements distinguish functions of the City that are
principally supported by taxes and intergovernmental revenues (Governmental Activities) from
other functions that are intended to recover all or a significant portion of their costs through user
fees and charges (Business-type Activities). The Governmental Activities of the City include
General Government, Public Safety, Highways and Streets, Recreation and Culture, Community
and Economic Development, and Capital Improvements. The Business-type Activities of the
City include a Municipal Water System, Waste Water Treatment Facility, and Storm Drain
Maintenance and Improvements.

Fund Financial Statements

The Fund Financial Statements are designed to report information about groups of related funds
that are used to maintain control over resources that have been segregated for specific activities
or objectives in accordance with special regulations, restrictions, or limitations. A fund is a
separate accounting entity with a self-balancing set of accounts. The City, like other State and
Local Governments, utilizes fund accoun