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Independent Auditors’ Report

Library Commission
Sonoma County Library
Santa Rosa, California

We have audited the accompanying financial statements of the governmental activities, each major fund and the
aggregate remaining fund information of the Sonoma County Library (the “Library”), a component unit of the
County of Sonoma, as of and for the year cnded June 30, 2010, which collectively comprise the Library’s basic
financial statements as listed in the table of contents. These financial statements are the responsibility of the
Library’s 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 arc free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the 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 opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, cach major fund and the aggregate remaining fund information
of the Sonoma County Library as of june 30, 2010, and the respective changes in financial position for the
year then ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Gorernment Auditing Standards, we have also issued our report dated October __, 2010, on our
consideration of Sonoma County Library’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, grant agrecments 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

Aunditing Standards and important in assessing the results of our audit.

The Management’s Discussion and Analysis is not a required part of the basic financial statements but is
supplementary information required by the Governmental Accounting Standards Board. Management of the
Sonoma County Library has elected to omit this information.



The budgetary comparison information on pages 24 and 25 are not a required part of the basic financial
statements but are supplementary information required by accounting principles generally accepted in the United
States of America. 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.

DRAFT

Petaluma, California
October __, 2010



Sonoma County Library

Statement of Net Assets
June 30, 2010
Assets
Cash and investments in County T'reasury $ 10,162,640
Other cash 29,253
Accounts receivable 58,613
Other assets 10,000
Capital assets (net of accumulated depreciation, where applicable)
Land 207,000
Building and improvements D )Y/ ¥ 2 1,428,331
Furnishings and equipment _ 330,372
Equipment held under capital leases 65,107
Vehicles 47,168
Total capital assets, net 2,077,978
‘Total assets 12,338,485
Liabilities
Amounts payable within one year:
Accounts payable and accrued liabilities 645,091
Current portion of obligations under capital lease 23,683
Amounts payable after one year:
Compensated absences 816,341
Obligations under capital lease 43,297
Net obligation for post-employment benefits 3,304,023
‘T'otal liabilities 4,832,435
Net assets
Invested in capital assets, net of related debt 2,010,998
Unrestricted 5,495,051

Total net assets

$ 7,506,049

See accompanying Notes to the Basic Financial Statements
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Sonoma County Library

Statement of Activities

Year Ended June 30, 2010

Program Expenses
Library:
Personnel
Materials
Depreciation
Loss on disposal of capital assets

$ 13,173,856
1,721,811

IV A T 5
NSV 271,605
Ui r 89,218

Other program expenses 2,594,530
Total program expenses 17,851,020
Program revenues
Operating grants and contributions 456,375
Charges for fines, fees and services 532,684
Total program revenues 989,059
Net program expenses 16,861,961
General revenues
Property taxes 14,345,506
Investment earnings 74,154
Intergovernmental 663,173
Other revenue 97,600
‘T'otal general revenues 15,180,433

Decrease in net assets

Net assets at beginning of year

(1,681,528)

9,187,577

Net assets at end of year

$ 7,506,049

See accompanying Notes to the Basic Financial Statements
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Sonoma County Library

Balance Sheet - Governmental Funds

June 30, 2010

Special Revenue Funds

/!
DU—% F T G.E. Leoleon Gifts & Total
u General Cromwell  Hopkins Donations Other  Governmental

Fund Fund Fund Fund Funds Funds
Assets
Cash and investments
in County Treasury $ 6,600,025 $§ 725493 $ 1,006,813 $ 894,028 $ 936,281 $ 10,162,640
Other cash 29,253 - - - - 29,253
Accounts receivable 58,583 - - 30 - 58,613
Other asscts - - - - 10,000 10,000
Total assets $ 6,687,861 § 725493 $ 1,006,813 $ 894,058 $ 946,281 § 10,260,506
Liabilities and fund balances
Liabilities
Accounts payable and
accrued liabilides $ 644,004 $ - $ - $ 1,034 § 53 § 64501
Fund balances
Reserved for:
Petty cash 1,220 - - - - 1,220
Encumbrances 19,371 - - - - 19,371
Unreserved
Designated for:
Capital outlay 3,911,655 - - - - 3,911,655
Undesignated 2,111,611 725,493 1,006,813 893,024 946,228 5,683,169
Total fund balances 6,043,857 725,493 1,006,813 893,024 946,228 9,615,415
‘Total liabilities and
fund balances $ 6,687,861 § 725493 S 1,006,813 § 894,058 § 946,281

Amounts reported for governmental activities in the statement of net assets
are different becausc:
Capital assets, net of related obligations under capital lease in the amount
of $66,980, used in governmental activities are not financial resources and
therefore are not reported in the governmental funds 2,010,998
Long-term liabilities are not due and payable in the current period
and therefore are not reported in the governmental funds:

Compensated absences (816,341)
Obligation for post-employment benefits (3,304,023)
Net assets of governmental activitics $ 7,506,049

See accompanying Notes to the Basic Financial Statements
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Sonoma County Library
Statement of Revenues, Expenditures and Changes in Fund Balances -
Governmental Funds

Year Ended June 30, 2010
Special Revenue Funds
@ FT G.E. Leoleon Gifts & Total
General Cromwell  Hopkins Donations Other  Governmental
Fund Fund Fund Fund Funds Funds
Revenues
Property taxes $ 14345506 $ - $ - $ - - $ 14,345,506
Library fines, fees
and services 532,684 - - - - 532,684
Intergovernmental 663,173 - - - - 663,173
Investment earnings 43,920 6,159 8915 7,593 7,567 74,154
Grants and contributions 84,708 - - 81,637 290,030 456,375
Other 97,600 - - - - 97,600
Total revenues 15,767,591 6,159 8,915 89,230 297,597 16,169,492
Expenditures
Current
Salaries and benefits 11,860,038 - - - - 11,860,038
Operating 4,152,520 - - 42344 143,752 4,338,616
Capital outlay 153,217 - - - - 153,217
Total expenditures 16,165,775 - - 42,344 143752 16,351,871
Excess (deficiency) of
revenues over expenditures (398,184) 6,159 8,915 46,886 153,845 (182,379)
Other financing sources (uses)
Transfers in - - - - - -
Transfers out - - - - - -
Total other financing
sources (uses) - - - - - -
Excess (deficiency) of revenue
and other financing sources
over expenditures and other
financing uses (398,184) 6,159 8,915 46,886 153,845 (182,379)
Fund balance at
beginning of year 6,442,041 719,334 997,898 846,138 792,383 9,797,794

Fund balance at
end of year

$§ 6,043,857 § 725,493

$ 1,006,813

$ 893,024 § 946,228 § 9,615,415

Sec accompanying Notes to the Basic Financial Statements
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Sonoma County Library
Statement of Revenues, Expenditures and Changes in Fund Balances -
Governmental Funds (continued)

Year Ended June 30, 2010

Amounts reported for governmental activities in the statement of activities
(page 4) are different because:

Net change in fund balances - total governmental funds (page 6) $ (182,379)
Governmental funds report capital outlays as expenditures.

However, in the statement of activities the cost of those N N

. . : O

assets is allocated over their uscful lives and reported as L ',.3 W

depreciation expense. This is the amount by which — .

depreciation ($271,605) exceeded capital outlay ($153,217) (118,388)

in the current period.
Governmental funds do not report the disposition of capital assets.

However, in the statement of activities the gain or loss on the

disposition of capital assets is reported as a program expense. (89,218)
Governmental funds report principal payments and obligations as

expenditures in the period incurred. However, no expense is

recognized in the statement of activities as the capital leases

are recorded as assets with a corresponding liability in the

statement of net assets. 22,276
The change in compensated absences reported in the statement of

activities does not require the use of current financial resources

and therefore, is not reported as an expenditure in governmental funds. 32,618
The change in the net obligation for post-employment benefits in the

statement of activities does not require the use of current financial resources

and therefore, is not reported as an expenditure in governmental funds. (1,346,437)

Decrease in net assets of governmental activities (page 4) $ (1,681,528)

See accompanying Notes to the Basic Financial Statements
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Sonoma County Library

Notes to the Basic Financial Statements

Year Ended June 30, 2010

The notes to the basic financial statements include a summary of significant accounting policies and other notes
considered essential to fully disclose and fairly present the transactions and financial position of the Sonoma
County Library as follows:

Note A.  Defining the Financial Reporting Entity /nk _—“T
‘l-/, rec > Pif:
. i

Note B.  Summary of Significant Accounting Policies

Note C.  Stewardship, Compliance and Accountability
Note D.  Cash and Investments

Note E.  Capital Asscts

Note F.  Obligations Under Capital Lease

Note G.  Employees’ Retirement Plan

Note H.  Other Post Employment Bencfits

NoteI.  Deferred Compensation Plan

Note].  Commitments

Note K. Long-Term Obligations

Note L.  Insurance

Note M. Subsequent Event



Sonoma County Library

Notes to the Basic Financial Statements

Year Ended June 30, 2010

Note A.

Note B.

Defining the Financial Reporting Entity

The Sonoma County Library (the “Library”) is a joint powers agency established between the County
of Sonoma (the “County”) and cities in 1975 to provide library service on an equal basis throughout
the County. The Library Joint Powers Authority (JPA) is governed by a seven-member Library
Commission (the “Commission”) which includes five appointees of the Board of Supervisors, and
one appointee cach from the cities of Petaluma and Santa Rosa. There are currently ten regional
libraries, two rural library stations, and the Santa Rosa central library.

The Library is 2 component unit of the County. The Library is a scparate legal entity/agency and
presents basic financial statements. The County, which is the primary governing unit, exercises
significant financial and management control over the Library. Therefore, the financial data of this
component unit will be combined with the County’s annual financial report for the fiscal year ended
June 30, 2010. There ate no other organizations or agencies whose basic financial statements should
be combined and presented with the basic financial statements of the Library.

Summary of Significant Accounting Policies
Government-wide and Fund Financial Statements

The government-wide financial statements (i.c., the statement of net assets and the statement of
activities) display information on the Library as a whole. These financial statements include the
financial activities of the Library’s nonfiduciary activities. For the most part, the effect of interfund
activity has been removed from these statements. The Library does not have any activities that are
considered business-type activities.

The statement of nct assets presents the financial condition of the government activities of the
Library at year end. The statement of activities demonstrates the degree to which the direct expenses
of a given function or segment are offset by program revenues. Program expenses are those that are
clearly identifiable with a specific function or segment. Program revennes 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.

During the year, the Library segregates transactions in separate funds in order to aid financial
management and to demonstrate legal compliance. Fund financial statements are designed to present
financial information of the Library at a more detailed level. The focus of governmental fund
financial statements is on major funds. The major funds are presented in separate columns. Non-
major funds are aggregated and presented in a single column.

Measurement Focns, Basis of AAcconnting, and Financial Statement Presentation

The government-wide basic financial statements are reported using the cconomic resources
measurement focus and the accrual basis of accounting, All assets and all liabilitics associated with
the operation of the Library are included on the statement of net assets. Revenues are recorded
when earned and expenses are recorded when a liability is incurred, regardless of the timing of related
cash flows. Property taxes are recognized as revenues in the year for which they are levied. Revenues
from grants and donations are recognized as revenuc as soon as all eligibility requirements imposed
by the provider are met.



R F T Sonoma County Library

Notes to the Basic Financial Statements

Year Ended June 30, 2010

Note B.

Summary of Significant Accounting Policies (continued)
Measurement Focus, Basis of Accounting, and Financial Statement Presentation (continued)

Governmental funds 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. Taxes other than property taxes, interest, certain state and federal grants and charges
for services are accrued when their receipt occurs within three hundred sixty five days of the end of
the accounting period so as to be both measurable and available. Fines and other revenues are
recorded as revenues when received in cash because they are generally not measurable until actually
received. Property taxes are accrued when their receipt occurs within sixty days of the end of the
accounting period. However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments are recorded only when payment is due. General
capital asset acquisitions are reported as expenditures in governmental funds. Proceeds of general
long-term debt and capital leases are reported as other financing sources.

The Library reports the following major governmental funds:
General Fund

The General Fund is the principal fund of the Library. General tax revenues and other sources of
revenue used to finance the fundamental operations of the Library are accounted for in this fund.
General operating expenditures arc paid from this fund.

G. E. Cromwell Fund

The G. E. Cromwell Fund is a major fund and was established in 1987. The funds are to be used
for substantial enrichment and/or enhancement of the Petaluma Library in the areas of facilitics,
collections and services.

Leoleon Hopkins Fund

The Leoleon Hopkins Fund is a major fund and was established in January 2004. The funds are to
be used for the substantial enrichment and/or enhancement of the Petaluma Library in the areas
of facilities, collections and services.

Gifts & Donations Fund

The Gifts and Donations Fund is a major fund and includes the Santa Rosa Friends, the Sebastopol
Friends, the Petaluma History Room, the Sonoma Lawton gift, the Miller gift, central building
donations, special projects, and various miscellancous gifts. The fund designates gifts which are used
for various Library projects, programs, collections and services.

The Other Special Revenue Funds of the Library are all considered non-major funds. Other Special
Revenue Funds are used to account for specific revenues that are legally restricted to expenditure for

particular purposes.

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

10



DRAET Sonoms County Library

Notes to the Basic Financial Statements

Year Ended June 30, 2010

Note B.

Summary of Significant Accounting Policies (continued)
Encumbrances

Encumbrance accounting is employed as an extension of the budgetary process. Encumbrance
accounting, under which purchase orders, contracts and other commitments for the expenditure of
funds are recorded to reserve that portion of the applicable appropriation, is employed in the
governmental fund types. Encumbrances outstanding at year-end are reported as reservations of the
fund balances and do not constitute cxpenditures or liabilities because the commitments will be
honored during subscquent years.

Cash and Investments

The Library’s operating cash is pooled with the Sonoma County Treasurer except for other cash
which consists of petty cash and a payroll clearing account. The County Treasurer also acts as
disbursing agent for the Library.

Investments are stated at fair value in the statement of net assets and the corresponding changes in
fair value of investments are recognized in the year in which the change occurred. The fair value of
investments is determined quarterly. Realized and unrealized gains or losses and interest earned on
pooled investments are allocated quarterly to the appropriate funds based on their respective average
daily balance for that quarter.

Capital Assets

Capital assets, which include land, building, improvements, vehicles, furnishings and equipment, are
reported in the government-wide financial statements. Capital assets are defined by the Library as
assets with an initial, individual cost of more than $5,000 and an estimated useful life in excess of one
year. Such assets are recorded at historical cost. Donated capital assets are recorded at the estimated
fair value at the date of donation.

The costs of normal maintenance and repairs' that do not add to the value of the asset or materially
extend the assets’ life are not capitalized.

Capital assets of the Library, except land, are depreciated using the straight-line method over the
following cstimated useful lives:

Buildings 50 years
Building improvements 30 years
Vehicles 5 years
Furnishings and equipment 5 years
Equipment under capital lease 5 years

The Library’s collection of library books is not capitalized. This collection is unencumbered, held for
public exhibition and education, protected, cared for and preserved, and subject to the Library’s
policy that requires proceeds from the sale of these items to be used to acquire other collection items.

1



Sonoma County Library

Notes to the Basic Financial Statements

Year Ended June 30, 2010

Note B.

Summary of Significant Accounting Policies (continued)
Compensated Absences

Library employees are entitled to certain compensated absences based on their length of
employment. Employees may accumulate carned vacation benefits that can be accrued up to a
maximum of 240 to 280 hours per employee based on years of service. Accumulation of vacation
time in cxcess of this limit may be granted upon recommendation of the Director with confirmation
by the Commission. Terminated employees are entitled to full payment of unused vacation benefits.

Employees may also accumulate unused sick leave benefits without limit. Accumulated sick leave
benefits may convert to compensatory time for up to a maximum of four days determined by a
sliding scale based on actual sick days used during the previous year. Employees separated from
library service, for rcasons other than disability, may receive payment of 25% of the monetary
equivalent of their accumulated unused sick leave benefit, not to exceed 500 hours. Employees
separated from library service due to disability may receive full payment for all unused sick leave.
Employees retiring from the library may choose to receive payment as described above or to have
unused sick leave converted to additional service credit as provided by the Public Employees’
Retitement System (“PERS”).

A liability is calculated for all of the costs of compensated absences based upon benefits earned by
employees in the current period for which there is a probability of payment at termination. The
salary and related payroll costs used to calculate the liability are those in effect as of June 30, 2010.
Because vacation and sick leave balances do not require the use of current financial resources, no
liability is recorded within the governmental funds. However, this liability is reflected in the
government-wide statement of net assets.

Net Assets — Government-wide Financial Statements

Net assets represent the difference between assets and liabilities. Net assets invested in capital assets,
net of related debt, consists of capital assets, net of accumulated depreciation, reduced by the
outstanding balances of any borrowings used for the acquisition, construction or improvement of
those assets. Net assets invested in capital assets, net of related debt, excludes unspent debt
proceeds. Net assets are reported as restricted when there are limitations imposed on their use
through external restrictions imposed by creditors, grantors or laws or regulations of other
governments.

Fund Equity — Governmental Funds

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. Designations of fund balance represent tentative management plans that are
subject to change.



DRAFT

Notes to the Basic Financial Statements

Year Ended June 30, 2010

Note B.

Summary of Significant Accounting Policies (continued)
Interfund Transactions

The following is a description of the basic types of interfund transactions and the related accounting
policies:

1) Quasi-external (charges for current services) - Transactions for services rendered or
facilities provided. These transactions are recorded as revenue in the receiving fund and
expenditures in the disbursing fund.

2) Non-operating transfers - Transactions to allocate resources from one fund to another
fund not contingent on the incurrence of specific expenditures in the receiving fund.
These transactions are recorded as transfers in and out in the same accounting period.

These amounts are eliminated in the governmental activity columns of the governmental funds
balance sheet.

Property Taxes

Property taxes, including tax rates, are regulated by the State and are administered locally by the County.
The County is responsible for assessing, collecting and distributing property taxes in accordance with
state law. The County is also responsible for the allocation of property taxes to the Library. Article
XIII of the California Constitution (more commonly known as Proposition 13) limits ad valorem
taxes on real property to 1% of value plus taxes necessary to pay indebtedness approved by voters
prior to July 1, 1978. The Article also established the 1975/76 assessed valuation as the basis and
limits annual increases to the cost of living, not to exceed 2%, for each year thereafter. Property may
also be reassessed to full market value after a sale, transfer of ownership, or completion of new
construction. The State is prohibited under the Article from imposing new ad valorem, sales, or
transactions taxes on real property. Local government may impose special taxes (except on real
property) with the approval of two-thirds of the qualified electors.

The County has adopted the Teeter Alternative Method of Property Tax Allocation known as the
“Tecter Plan”. The State Revenue and Taxation Code allows counties to distribute secured real
property and supplemental property taxes on an accrual basis resulting in full payment to the Library
each fiscal year. Any subsequent delinquent payments and related penalties and interest will revert to
the County.

Property taxes are recognized as revenue when they are levied because they are considered to be both
measurable and available. Liens on real property are established January 1 for the ensuing fiscal year.
The property tax is levied as of July 1 on all taxable property located in the County. Secured property
taxes are due in two equal installments on November 1 and February 1, and are delinquent after
December 10 and April 10, respectively.  Additionally, supplemental property taxes are levied on a
pro rata basis when changes in assessed valuation occur due to sales transactions or the completion
of construction. Property tax collection and valuation information is also disclosed in the County of
Sonoma Comprehensive Annual Financial Report.

Rent Expense

Rent expense for the year ended June 30, 2010 amounted to $23,449.
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Sonoma County Library

Notes to the Basic Financial Statements

Year Ended June 30, 2010

Note B.

Note C.

Note D.

Summary of Significant Accounting Policies (continued)
Estimates

The preparation of the basic financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions
that affect certain reported amounts and disclosures. Accordingly, actual results could differ from
those estimates.

New Pronouncements
The Governmental Accounting Standards Board (“GASB”) issued the following:

Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions in March 2009. The
objective of this Statement is to enhance the usefulness of fund balance information by providing
clearer fund balance classifications that can be more consistently applied and by clarifying the existing
governmental fund type definitions. GASB No. 54 is effective for financial statements for periods
beginning after June 15, 2010.

Statement No. 39, Financial Instruments Omnibus in June 2010. ‘The objective of this Statement is to
update and improve existing standards regarding financial reporting and disclosure requirements of
certain financial instruments and external investment pools for which significant issues have been
identified in practice. GASB No. 59 is effective for financial statements for periods beginning after
June 15, 2010.

The impact of these pronouncements which have been issued, but not yet adopted, on the basic
financial statements of the Library is unknown at this time.

Stewardship, Compliance and Accountability
Budget and Budgetary Accouniing

The Library Commission approves an annual appropriated budget for the General Fund to be
effective July 1% for the ensuing fiscal year. The County Board of Supervisors then adopts the
budget. ‘The Library Director is authorized to transfer budgeted amounts within any character
(group of accounts); however, any revisions that alter the total appropriations of any fund must be
approved by the Library Commission and the Board of Supervisors. Annual appropriations that
have not been encumbered lapse at year-end. Budgetary data is presented as required supplementary
information in the accompanying Statement of Revenues, Expenditures, and Changes in Fund
Balancc ~ Budget and Actual — General Fund on page 24.

Cash and Investments

The Library follows the practice of pooling cash and investments of all funds with the Sonoma County
Treasurer except for petty cash and a payroll clearing account.

Investment carings on pooled cash and investments are allocated quarterly to the varous funds based
on the average daily balances by fund during the quarter.

14



Sonoma County Library

Notes to the Basic Financial Statements

Year Ended June 30, 2010

Note D.

Cash and Investments (continued)
Investment Guidelines

‘The Library’s pooled cash and investments are invested pursuant to investment policy guidelines
established by the Sonoma County Treasurer and approved by the Sonoma County Board of
Supervisors. The objectives of the policy are, in order of priority: safety of capital, liquidity, and
maximum rate of return. The policy addresses the soundness of financial institutions in which the
County will deposit funds, types of investment instruments as permitted by the California Government
Code, and the percentage of the portfolio that may be invested in certain instruments with longer terms
to maturity.

Permitted investments include the following:

- U.S. Treasury and Federal Agency securities

- Bonds issued by local agencies

- Registered State Warrants and Municipal Notes
- Negotiable certificates of deposit

- Bankers’ acceptances

- Commercial paper

- Medium-term corporate notes

- Local Agency Investment Fund (State Pool) demand deposits
- Repurchase agreements

- Reverse repurchase agreements

- Shares of a mutual fund average life

- Collateralized mortgage obligations

A copy of the County Investment Policy is available upon request from the Treasurer at 585 Fiscal
Drive, Room 100F, Santa Rosa, California, 95403.

Cash and investments as of June 30, 2010, are classified in the accompanying statement of nct assets
as follows:

Cash and investments in County Treasury $ 10,162,640
Other cash 29,253

$ 10,191,893

Investment in County Treasurer’s Pooled Cash

As of June 30, 2010, the Library’s investments consisted of $10,162,640 in the Treasury Pool managed
by the County Treasurer, which carry a weighted average maturity of approximately two years. The
credit rating and other information regarding the Treasury Pool for the fiscal year ended June 30, 2010
are disclosed in the County of Sonoma’s June 30, 2010, Comprehensive Annual Financial Report.

The net decrease in the fair value of the Library’s investments in the Treasury Pool dunng fiscal year
June 30, 2010, was $3,394 and is included in investment earnings. This amount takes into account all
changes in fair value (including purchases and sales) that occurred during the year. The unrealized gain
on investments held at year end amounted to $20,373. ‘The realized gain and loss from sccurities
matured during the current fiscal year are recognized through the net change in the fair value of the
investments held in the Treasury Pool.

15



F ‘Zf Sonoma County Libraty

Notes to the Basic Financial Statements

Year Ended June 30, 2010

Note D.

Cash and Investments (continued)
Investment in County Treasurer’s Pooled Cash (continued)

The net increase in fair value of investments by fund, and included in revenue — investment earnings
for the year ended June 30, 2010, are as follows:

General Fund § 2,201
G.E. Cromwell Fund 242
Leoleon Hopkins Fund 339
Gifts & Donations Fund 299
Other Funds 312

$ 3,394
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 is to changes in market interest rates. As of June 30, 2010, the Library had no investments other
than the cash and investments pooled with the County Treasury. Other cash consists of petty cash and
a payroll checking account neither of which constitute investments that carry interest rate nisk.

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 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 County’s investment policy do not contain legal or policy
requirements that would limit the exposure to custodial credit risk for deposits or investments. 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. The market value of the pledged sccurities in the collateral pool must equal at least
110% of the total amount deposited by the state or local governmental unit. The California
Government Code also limits the total of all securities lending transactions to 20% of the fair value of
the investment portfolio.

Concentration of Credit Risk

At various times during the year, the Library had on deposit with financial institutions amounts in
excess of the $250,000 federally insured deposit limit. At June 30, 2010, the bank balance of cash held
by a financial institution did not exceed the federal deposit insurance limit.
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@ F? A S Sonoma County Library
[ ‘ T Notes to the Basic Financial Statements

Year Ended June 30, 2010

Note E.

Capital Assets

Capital asset activity for the governmental activitics for the year ended June 30, 2010, was as follows:

July 1, 2009 Increase Decrease June 30, 2010
Capital assets,
not being depreciated:
Land $ 207,000 $ - $ - $ 207,000
Capital asscts,
being depreciated:
Buildings and
improvements 1,727,390 74,151 - 1,801,541
Vehicles 210,601 - - 210,601
Furnishings and
equipment 4,010,310 79,066 (515,072) 1,782,411
Equipment held under
capital leases 108,511 - - 108,511
Total capital assets
being depreciated 6,056,812 153,217 (515,072) (5,694,957
Less accumulated
depreciation for:
Buildings
and improvements 279,277 93,932 - 373,209
Vehicles 140,844 22,589 - 163,433
Furnishings and
equipment 3,536,405 133,382 (425,854) 3,243,933
Equipment under
capital leases 21,702 21,702 - 43,404
Total accumulated
depreciation 3,978,228 271,605 (425,854) 3,823,979
Total capital assets
being depreciated, net 2,078,584 (118,388) (89,218) 1,870,978
Governmental activities
capital assets, net $ 2,285,584 $ (118,388) $ (89,218) $ 2,077,978

Depreciation expense relating to governmental activities amounted to $271,605 for the year ended
June 30, 2010, and was charged to program expenses.
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Sonoma County Library

Notes to the Basic Financial Statements

Year Ended June 30, 2010

Note F.

Note G.

Obligations Under Capital Lease

The Library has entered into certain lease agreements for cquipment that expire on various dates
through July 2013. The equipment and related liability under the capital leases are recorded at the
present value of the minimum payments due under the leases. The assets are amortized using the
straight-line method over the lesser of their related lease terms or their estimated useful lives.
Amortization expense associated with the capital leases amounted to $21,702 for the year ended June
30, 2010, and is included in depreciation expense. Future minimum lease payments under the capital
leases together with the present value of the net minimum lease payments as of June 30, 2010:

Year ending June 30,
2011 $ 27,228
2012 27,173
2013 16,490
2014 2,257
Total minimum lease payments 73,148
Less: amount representing interest (6,168)
Present value of net minimum lease payments 66,980
Current portion (23,683)

$ 43,297

Interest expense associated with the leases amounted to $5,004 for the year ended June 30, 2010.
Employees’ Retirement Plan
Plan Description

The Library contributes to the California Public Employees’ Retirement System (“PERS”), an agent
multiple-employer public employee defined benefit pension plan. PERS provides retirement and
disability benefits, annual cost-of-liv ing adjustments, and death benefits to plan members and
beneficiaries. PERS acts as a common investment and administrative agent for participating public
entities within the State of California. Benefit provisions and all other requirements are established by
state statute and county ordinance. Copies of PERS’ annual financial report may be obtained from its
exccutive office: 400 P Street, Sacramento, California 95814.

Funding Poltey

Participants are required to contribute 7% of their annual covered salary. However, as per the
Memorandum of Understanding entered on July 1, 2002 between the Library and the employee’s union,
the Library agreed to pay 1% of the employee’s contribution to PERS on January 1, 2004, and an
additional 1% on January 1, 2005. The Library is also required to contribute at an actuarially
determined rate. The rate for the year ended June 30, 2010, was 14.218% for the annual covered
payroll. The contribution requirements of plan members and the Library are established and may be
amended by PERS.
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Note G.

Employees’ Retirement Plan (continued)
Annual Pension Cost

The Library’s annual pension cost of $1,076,950 for the year ended June 30, 2010, for PERS was equal
to the Library’s required and actual contributions. The required contribution was determined as part of
the Junec 30, 2007, actuarial valuation using the entry age normal actuarial cost method. The
assumptions included in the June 30, 2007, actuarial valuation were: (a) 7.75% investment rate of return
(net of administrative expenses), (b) projected annual salary increases ranging from 3.25% to 14.45%
depending on age, service and type of employment, and (c) 3.25% payroll growth. Both (a) and (b)
included an inflation component of 3.00%. The actuarial value of PERS assets was determined using
techniques that smooth the effects of short-term voladlity in the market value of investments over a 15
year period (smoothed market value). PERS’ unfunded actuarial accrued liability is being amortized as a
level percentage of projected payroll on a closed basis. The remaining amortization period at June 30,
2007, was 21 years for prior unfunded service.

Three Year Trend Information (in thousands):

Fiscal Annual Pension Cost Percentage of Net Pension
Year Ended (APQ) APC Contributed Obligation
June 30, 2008 $ 1,089 100% -
June 30, 2009 1,180 100 -
June 30, 2010 1,077 100 -

Funded Status and Funding Progress

As of June 30, 2008, the most recent actuarial valuation, the plan was 92.2% funded. The actuarial
accrued liability for benefits was $37,672,219, and the actuarial value of assets was $34,723,520,
resulting in an unfunded actuarial accrued liability (“UAAL”) of $2,948,699. The covered payroll
(annual payroll of active employces covered by the plan) was $6,946,740, and the ratio of the UAAL
to the covered payroll was 42.4%.

Schedule of Funding Progress (in thousands):

Underfunded
Entry Age  Unfunded Actuarial Accrued
Actuarial Actuarial  Actuarial Actuarial Liability as
Valuation Asset Accrued Accrued  Funded Covered Percentage of
Date Value Liability Liability Ratio Payroll Covered Payroll
6/30/05 $29,015 $32,219 $3,204 90.1%  $6,308 50.8%
6/30/06 31,729 35,229 3,500 90.1 6,961 50.3
6/30/07 34,724 37,672 2,948 92.2 6,947 42.4

PERS Employer Contribution Rate

PERS estimates that employer contributions of 14.10% will be required for the year ended June 30,
2011.
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Note H.

Other Post Employment Benefits

In addition to the pension benefits described in Note G, the Library provides other post employment
benefits (“OPEB”) for retired employees.

Plan Description

The Library provides health insurance benefits to all career employees who have retired as of July 1,
1983, and thereafter at the same level of benefits as those being provided for current career
employees and in accordance with the schedule of payments for the same. Any Library employee
newly hired or rchired by the Library after July 1, 1997, will receive this benefit after employment
with the Library for at least 10 years. When an employee has been with the Library at least 20 years
the Library will contribute to the cost of one dependent. This benefit is provided by Library
Commission approval of the employee labor union Memorandum of Understanding.

Funding Poliey

The contribution requirements of OPEB plan members and the Library are established and may be
amended by agreement of the Library Commission and employee labor union. The required
contribution is based on projected pay-as-you-go financing requirements, with an additional amount
to prefund bencfits as determined annually by the Library Commission. For the year ended june 30,
2010, the Library contributed only the current pay-as-you-go portion of the current premium which
amounted to $492,175. By decision of management and the Library Commission, no amounts were
contributed to prefund benefits. OPEB plan members receiving benefits are currently not required
to contribute.

Annual OPEB Cost and Net OPEB Obligation

The Library’s annual OPEB cost (expense) is calculated based on the annual required contribution of
the Library (the “ARC”), an amount actuarially determined in accordance with the parameters of
GASB Statement No. 45. The ARC represents a level of funding that, if paid on an ongoing basis, is
projected to cover normal costs each year and amortize any unfunded actuarial liabilitics (or funding
excess) over a period not to exceed thirty years. The following table shows the components of the
Library’s annual OPEB cost for the year, the amount actually contributed to the plan, and changes in
the Library’s net OPEB obligation to the Plan:

Annual required contribution $1,815,123
Interest on net OPEB obligation 70,467
Adjustment to annual required contribution (46,978)
Annual OPEB cost 1,838,612
Contributions made 492,175
Increase in net OPEB obligation 1,346,437
Net OPEB obligation — beginning of year 1,957,586
Nect OPEB obligation — end of year $ 3,304,023
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Note H.

Other Post Employment Benefits (continued)
‘The Library’s annual OPEB cost, the percentage of annual OPEB cost contributed to the plan, and
the net OPEB obligation for the year ended June 30, 2010, and the two preceding years were as

follows (in thousands):

Percentage of

Fiscal Annual Annual OPEB Cost Net OPEB

Year Ended OPEB Cost Contributed Obligation
June 30, 2008 $ 1,404 30.0% $ 981
June 30, 2009 $ 1,409 30.7% $1,958
June 30, 2010 $1,839 26.8% $ 3,304

Funded Status and Funding Progress

As of November 1, 2008, the most recent actuarial valuation date, the plan was not funded. The
actuarial accrued liability for benefits was $14,056,973, and the actuarial value of assets was zero,
resulting in an unfunded actuarial accrued liability (“UAAL”) of $19,090,590. The covered payroll
(annual payroll of active employees covered by the plan) was $7,681,290, and the ratio of the UAAL
to the covered payroll was approximately 248%.

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about furure employment, mortality, and the healthcare cost trend.  Amounts
determined regarding the funded status of the plan and the annual required contribudons of the
employer are subject to continual revision as actual results are compared with past expectations and
new estimates are made about the future.

Actuarial Methods and Assumptions

Projections of benefits for financial reporting purposes are based on the substantive plan (the plan as
understood by the employer and the plan members) and include the types of benefits provided at the
time of each valuation and the historical pattern of sharing of benefit costs between the employer
and plan members to that point. The actuarial methods and assumptions used include techniques
that are designed to reduce the effects of short-term volatility in actuarial accrued liabilides and the
actuarial value of assets, consistent with the long-term perspective of the calculations.

In the November 1, 2008 actuarial valuation, the entry age actuarial cost method was used. The
actuarial assumptions included a 5% investment rate of return (net of administrative expenses), which
is a blended rate of the expected long-term investment returns on plan assets on the employer’s own
investments calculated based on the funded level of the plan at the valuation date, projected salary
increases of 3%, and an annual healthcare cost trend rate of 4% per year. All rates included a 3%
inflation assumption. The actuarial value of assets was determined using techniques that spread the
effects of short-term volatility in the market value of investments over a five-year period. The UAAL
is being amortized as a level percentage of projected payroll on an open basis. The remaining
amortization period at November 1, 2008, was 30 years.
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Note 1.

Note J.

Note K.

Deferred Compensation Plan

The Library has established two deferred compensation plans (the “Plans”) created in accordance
with California Government Code Section 53212 and Internal Revenue Code Section 457. The Plans
permit employees to defer a portion of their salary until future years. The deferred compensation is
not available to employees until termination, retirement, death or an unforesceable emergency.
Under a Memorandum of Understanding with the Labor Union, the Library agrees to make
matching contributions to the Plan of up to 1% of regular compensation for all full and part time
participating employees.

The Plans’ assets are held by independent investment managers in a trust for the exclusive benefit of
the employees and their beneficiaries and therefore, are not recorded as assets of the Library. Each
employce directs the investment of the assets in his or her account.

Commitments
Line of Credit

The Library has an open line of credit from the County of Sonoma which was approved by
resolution of the Library Commission and the County Board of Supervisors. Article XVI, Section 6
of the California State Constitution authorizes this type of temporary transfer of funds upon such
approval. The line of credit is granted on an as needed basis, not to exceed the greater of $1,500,000
or 85% of the Library’s revenue during the fiscal year. The line of credit is primarily used by the
Library when its cash balances are depleted prior to receiving property tax revenue from the County.
As of June 30, 2010, there were no funds advanced to the Library.

Long-Term Obligations

Compensated Absences

Vested vacation and an accrual for vested sick leave for the Library employees amount to $816,341 at

June 30, 2010 and is recorded as a long-term liability within the statement of net assets. Compensated

absences are generally liquidated by the General Fund.

Changes in Long-Term Obligations

A summary of changes in long-term obligations for the governmental activitics is as follows:
Amounts

Balance Balance Due Within
July 1, 2009 Increase Decrease June 30, 2010 One Year

Compensated absences  $ 848,959 s - $ 32,618 $ - $ 816,341
Obligations under
capital lease $ 89,256 $ - $ 11,165 $ - $ 66,980
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Sonoma County Library

Notes to the Basic Financial Statements

Year Ended June 30, 2010

Note L. Insurance

‘The Library carries commercial insurance for all significant risks of loss which include public official
liability, general liability, property and workers’ compensation insurance. Settled claims resulting from
these risks have not exceeded commerecial insurance coverage in any of the past three fiscal years.
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Sonoma County Library
Statement of Revenues, Expenditures and Changes in Fund Balances -
Budget and Actual - General Fund

Year Ended June 30, 2010
Budgeted Amounts Actual Amounts Variance with
(Budgetary Basis) Final Budget
Original Final See Note A Positive (Negative)
Revenues
Property taxes § 13,806,223 $ 13,806,223 $ 14,345,506 $ 539,283
Library fines, fees
and services 627,884 627,884 532,684 (95,200)
Intergovernmental 677,759 677,759 663,173 (14,586)
Investment earnings 140,500 140,500 43,920 (96,580)
Donations 370,000 370,000 84,708 (285,292)
Other 97,872 97,872 97,600 (272)
Total revenues 15,720,238 15,720,238 15,767,591 47,353
Expenditures
Current
Salaries and benctfits 12,129,113 12,129,113 11,860,038 269,075
Operating 4,434,177 4,434,177 4,152,521 281,656
Retirement - long-term debt 30,000 30,000 - 30,000
Capital outlay 280,000 280,000 153,217 126,783
Contingency 25,000 25,000 - 25,000
Total expenditutes 16,898,290 16,898,290 16,165,776 732,514
Excess of revenues over expenditures $ (1,178052) § (1,178,052) (398,185) $ 779,867
Fund balance at beginning of year 6,442,041
Adjustments from budgetary basis to GAAP -
Fund balance at end of year $ 6,043,856
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Year Ended June 30, 2010

Note A.

Budgetary Accounting

Budgets are adopted on a non-GAAP basis. For the purpose of a budgetary presentation, actual
GAAP expenditures have been adjusted to include current year encumbrances, to exclude
expenditures against prior year encumbrances and to exclude other financing sources and off-setting
expenditures related to capital lease additions. In addition, the budgetary presentation reflects the
effect of reimbursements which are negative expenditures used to transfer costs between departments
within the governmental funds. TFor GAAP purposes, reimbursements are recorded as
cxpenditures/expenses in the reimbursing fund and as reductions of the expenditures/expenses in the
fund that is reimbursed. Reimbursements primarily consist of charges initially incurred by departments
responsible for communications, vehicles and data processing and eventually applied to other funds.
Reimbursements are not reflected on the budgetary basis.

Although there were excess expenditures over appropriations in the General Fund, total operating
expenditures were not in excess of appropriations.
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Independent Auditors’ Report on Internal Control Over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial
Statements Performed in Accordance with Government Auditing Standards

Library Commission
Sonoma County Library
Santa Rosa, California

We have audited the accompanying financial statements of the governmental activities, each major fund and the
aggregate remaining fund information of the Sonoma County Library (the “Library"), a component unit of the
County of Sonoma, as of and for the year ended Junc 30, 2010, which collectively comprise the Library’s basic
financial statements and have issued our report thereon dated October __, 2010. 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 Anditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Library’s internal control over financial reporting as a
basis for designing our auditing procedures for the purpose of expressing our opinions on the basic financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Library’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the Library’s
internal control over financial reporting.

A control deficiency exits when the design or opcration of a control does not allow management or employecs,
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 adverscly
affects the Library’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 Library’s financial statements that is more than inconsequential will not be prevented or
detected by the Library’s internal controls.

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 Library’s internal control.

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 Library’s basic 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. 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 Anditing Standards.



Independent Auditors’ Report on Intemal Control Over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial
Statements Performed in Accordance with Government Auditing Standards (continued)

We noted certain matters that we reported to management of the Library in a separate letter dated October __,
2010.

This report is intended for the information and use of the Library’s management, Library Commissioners,
County of Sonoma, and federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyonc other than these specified parties.

Petaluma, California
October __, 2010
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