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February 21, 2012 
 
 
Honorable Mayor and City Council Members 
401 Grove Street 
Healdsburg, CA 95448 
 
Honorable Mayor, Members of the City Council, and Citizens of the City of Healdsburg: 
 
We are pleased to submit to you the Comprehensive Annual Financial Report (CAFR) of the City of 
Healdsburg for the fiscal year ended June 30, 2011.  This report is published in accordance with local 
ordinance and state law requirements that financial statements be presented in conformity with accounting 
principles generally accepted in the United States of America and audited in accordance with auditing 
standards generally accepted in the United States of America by a firm of licensed certified public 
accountants.  This letter of transmittal is designed to complement the Management’s Discussion and Analysis 
(MD&A).  The MD&A can be found immediately following the report of the independent auditors. 
 
This report consists of management’s representations concerning the finances of the City of Healdsburg. 
Consequently, management assumes full responsibility for the completeness and reliability of all of the 
information presented in this report.  To provide a reasonable basis for making these representations, 
management of the City of Healdsburg has established a comprehensive internal control framework that is 
designed both to protect the government’s assets from loss, theft, or misuse and to compile sufficient reliable 
information for the preparation of the City of Healdsburg’s financial statements.  Because the cost of internal 
controls should not outweigh their benefits, the City of Healdsburg’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.  As management, we assert, to the best of our knowledge and belief, 
that this financial report is complete and reliable in all material respects. 
 
ANNUAL AUDIT 
 
Moss, Levy & Hartzheim, LLP, a firm of licensed certified public accountants has audited the City of 
Healdsburg’s financial statements.  The goal of the independent audit was to provide reasonable assurance 
that the financial statements of the City of Healdsburg for the fiscal year ended June 30, 2011, are free of 
material misstatement.  The independent audit involved examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements; assessing the accounting principles used and significant 
estimates made by management; and evaluating the overall financial statement presentation. 
 
The independent auditor concluded that there was a reasonable basis for rendering an unqualified opinion that 
the City of Healdsburg’s financial statements for the fiscal year ended June 30, 2011, are fairly presented in 
conformity with accounting principles generally accepted in the United States of America.  The independent 
auditors’ report is presented as the first component of the financial section of this report. 
 
 
 
 
 
 

CITY OF HEALDSBURG 
ADMINISTRATION 

 
401 Grove Street 

Healdsburg, CA 95448-4723 
 

Phone: (707) 431-3317 
Fax:     (707) 431-3321 

 
Visit us at www.ci.healdsburg.ca.us 

 

i 



   

CITY OF HEALDSBURG PROFILE 
 
The City of Healdsburg, incorporated in 1867, is located in Sonoma County, the center of California’s north 
coast premium wine growing region.  Healdsburg continues to show strength as a regional retail, service and 
tourist destination. 
 
The City operates under the Council-Manager form of government.  Policymaking and legislative authority 
are vested in the City Council, which consists of a Mayor and four Council members.  The governing council 
is responsible for the City’s ordinances, operating resolutions, adoption of the annual budget, appointing 
commissions and committees, and hiring the City Manager and City Attorney.  The City Manager is 
responsible for implementing the policies, ordinances and directives of the City Council, for overseeing the 
day-to-day operations of the City and for appointing the Assistant City Manager and the Directors of the 
City’s departments.  The Council is elected on a nonpartisan basis.  Council members are elected to four-year 
staggered terms and each year the Mayor is elected by a majority vote of the City Council. 
 
The City provides a full range of services and activities which is summarized as follows: 
 
General Government Activities Enterprise Activities  
 
Police and Fire services Water Utility, including production   
Non-Enterprise capital projects  Sewer Utility, including collection and treatment 
Economic development and   of sanitary and storm drain waste water 
  business expansion Electric Utility 
Preservation of low and moderate Planning and Building  
  income housing and neighborhoods Transit  
Assistance toward development of Airport  
  affordable housing                                                              Meeting Center (Villa)  
Downtown revitalization and business retention School Services 
   Parks and recreation, including a  
  municipal golf course and pool 
  Streets and roads 
 
FACTORS AFFECTING FINANCIAL CONDITION 
 
Budgeting Control 
The City of Healdsburg operates on a fiscal year basis, beginning July 1 and ending June 30.  The budget is 
prepared under the supervision of the City Manager and transmitted to the City Council for deliberation and 
adoption in June prior to the beginning of the fiscal year. 
 
Upon adoption by the City Council, the City maintains budgetary controls to ensure compliance with legal 
provisions embodied in the annual budget.  Budget to actual comparisons are provided in this report for each 
individual government fund for which an appropriated annual budget has been adopted.  The City’s budgetary 
procedures are further discussed in the Notes to the Basic Financial Statements and can be found in the 
financial section of this report. 
 
Activities of all funds of the City are included in the annual appropriated budget.  The level of budgetary 
control is by fund, although budgets are adopted within funds at the department level in all operating funds 
and at the project level in the capital project funds.  Only the City Council has the authority to increase total 
appropriations subject only to the appropriation limitations established by State law.  Budget appropriations 
lapse at the end of the fiscal year, with the exception of contract commitments and capital improvement 
projects, which are carried over until the commitment is met, or the project has been completed.  Quarterly 
financial reports are presented to the City Council to help them evaluate budget performance. 
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As management of the City of Healdsburg (City), we offer readers of the City’s financial statements 
this narrative overview and analysis of the financial activities of the City as of and for the fiscal year 
ended June 30, 2011.  We encourage readers to consider the information presented here in conjunction 
with the accompanying Independent Auditor’s Report, the financial statements, and the accompanying 
notes to the financial statements 
 
Financial Highlights 
 
• City assets exceeded its liabilities by $158.7 million (net assets) at June 30, 2011.  Of this 

amount, $33.6 million (unrestricted net assets) may be used to meet the government’s ongoing 
obligations to citizens and creditors. 

 
• City total net assets increased by $5 million during the fiscal year, compared to an increase of 

$2.7 million in the prior year.  The decrease attributable to the City’s governmental activities was 
$1 million, while the business type activities increased by $6 million. 

 
• At the close of fiscal year 2010-11, City governmental funds reported combined ending fund 

balance of $56.9 million, an increase of $18.4 million.  
 
• At the end of fiscal year 2010-11, unreserved fund balance for the General Fund was 

$6.4 million, or 94 percent of total General Fund expenditures. 
 
Overview of the Basic 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 are comprised of three components: 1) government-
wide financial statements, 2) fund financial statements and 3) notes to the financial statements. This 
report also contains required supplementary information in addition to the basic financial statements 
themselves.  

REQUIRED COMPONENTS OF THE ANNUAL FINANCIAL REPORT  

 
Summary  Detail  

 
 

Government-wide Financial Statements.  The government-wide financial statements are comprised 
of the Statement of Net Assets and Statement of Activities.  These two statements are designed to 
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provide readers with a broad overview of the City’s finances utilizing the full accrual method of 
accounting, in a manner similar to a private-sector business.  Under the full accrual method of 
accounting, transactions are reported as soon as the underlying event giving rise to the change occurs, 
regardless of the timing of related cash flows.  Thus, assets, liabilities, revenues and expenses are 
reported in these statements for some items that will only result in cash flows in future fiscal periods 
(e.g. uncollected revenues and accrued but unpaid interest expense).  

The Statement of Net Assets presents information on all of the City’s assets and liabilities, including 
capital assets and long-term liabilities, with the difference between the two reported as net assets. Over 
time, increases or decreases in net assets may serve as a useful indicator of whether the financial 
position of the City as a whole is improving or deteriorating.  

The Statement of Activities presents information showing how the City’s net assets changed during the 
most recent fiscal year.  Functional activities are highlighted in this statement, whereby direct and 
indirect functional costs are shown net of related program revenue.  This statement shows the extent to 
which the various functions depend on general taxes and non-program revenues for support.  

Both 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, community development and housing.  The business-type activities of the City include the 
water, sewer and electric utilities, streets and other programs.  

The government-wide financial statements include the City itself, as well as, the Healdsburg 
Redevelopment Agency (RDA).  Although these entities are legally separate, they function for all 
practical purposes as a part of the City, and therefore have been included as blended component units 
as an integral part of the primary government.  

Fund Financial Statements. The fund financial statements focus on current available resources and 
are organized and operated on the basis of funds, each of which is defined as a fiscal and accounting 
entity with a self-balancing set of accounts established for the purpose of carrying on specific activities 
or attaining certain objectives in accordance with special regulations, restrictions or limitations.  All of 
the funds of the City can be divided into three categories: governmental funds, proprietary funds, and 
fiduciary funds. 
 
Governmental Funds. Governmental funds are used to account for essentially the same functions 
reported as governmental activities in the government-wide financial statements.  However, unlike the 
government-wide financial statements, the governmental funds financial statements utilize the 
modified accrual method of accounting, which focuses on near-term inflow and outflow of spendable 
resources, as well as on balances of spendable resources available at the end of the fiscal year.  Such 
information may be useful in evaluating the City’s near-term financial requirements.  

Because the focus of the governmental funds is narrower than that of the government-wide financial 
statements, it is useful to compare the information presented for the governmental funds with similar 
information presented for governmental activities in the government-wide financial statements.  By 
doing so, readers may better understand the long-term impact of the government’s near-term financing 
decisions.  Both the governmental funds Balance Sheet and the governmental funds Statement of 
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Revenues, Expenditures, and Changes in Fund Balances provide a reconciliation to facilitate this 
comparison between governmental funds and governmental activities.  

The City maintains twenty individual governmental funds.  Information is presented separately in the 
governmental funds Balance Sheet and in the governmental funds Statement of Revenues, 
Expenditures, and Changes in Fund Balances for the General Fund, RDA Debt Service Fund, RDA 
Commercial & Industrial Capital Projects Fund, and the RDA Low/Moderate Income Housing Fund, 
all of which are considered to be major funds.  Data from the other governmental funds are combined 
into a single, aggregated presentation.  Individual fund data for each of these nonmajor governmental 
funds is provided in the form of supplementary combining statements.  

The City adopts an annual appropriated budget for all governmental and proprietary funds.  Budgetary 
comparison statements for the General Fund and all major special revenue funds are required and 
included in the basic financial statements.  Additionally, budgetary schedules for the other 
governmental funds have been provided as required to demonstrate compliance with the budget.  

Proprietary Funds.  Proprietary funds are generally used to account for services for which the City 
charges outside customers, or internal departments of the City.  Proprietary funds provide the same 
type of information as shown in the government-wide statements, only in more detail.  The City 
maintains the following two types of proprietary funds: 
 
• Enterprise Funds.  These funds are used to report the same functions presented as business-type 

activities in the government-wide financial statements.  The City uses enterprise funds to account 
for the operations of water, sewer, electric, streets, community services and other programs. 

 
• Internal Service Funds. These funds are used to report activities that provide internal services 

for the City.  The City uses internal service funds to account for its insurance and benefits, 
vehicle service and replacement, information systems and equipment and government buildings 
maintenance.  Because internal service funds predominantly benefit governmental rather than 
business-type functions, they have been included within governmental activities in the 
government-wide financial statements.  The internal service funds are combined into a single, 
aggregated presentation in the proprietary fund financial statements.   

 
Fiduciary Funds.  Fiduciary funds are used to account for resources held for the benefit of parties 
outside the government.  Fiduciary funds are not reflected in the government-wide financial statements 
because the resources of those funds are not available to support the City’s own programs. 
 
Notes to the Financial Statements.  The notes provide additional information that is essential to a full 
understanding of the government-wide and fund financial statements.  

Other Supplementary Information.  In addition to the basic financial statements and accompanying 
notes, this report also presents combining statements referred to earlier in connection with other 
governmental funds and the internal service funds.  Also included are the budgetary comparison 
Schedules of Revenues, Expenditures and Changes in Fund Balances for all other special revenue 
funds, all debt service funds, and all capital projects funds.  
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Government-Wide Financial Analysis 

Net assets may serve over time as a useful indicator of a government’s financial position.  The 
following table reflects the condensed net assets for both governmental and business-type activities. 

 

ASSETS 2011 2010 2011 2010 2011 2010

Current and other assets 73,516,571$   54,628,508$   34,126,188$   28,560,365$    107,642,759$  83,188,873$     
Capital assets 35,042,807     37,437,192     119,279,853   120,203,316    154,322,660    157,640,508     

Total assets 108,559,378   92,065,700     153,406,041   148,763,681    261,965,419    240,829,381     

LIABILITIES

Current liabilities 5,932,696       4,274,283       2,851,458      3,003,533        8,784,154       7,277,816        
Long-term liabilities 55,817,179     40,020,266     38,647,902     39,781,344      94,465,081      79,801,610       

Total liabilities 61,749,875     44,294,549     41,499,360     42,784,877      103,249,235    87,079,426       

NET ASSETS

Invested in capital assets
  net of related debt 4,699,274       4,629,048       80,098,271     79,968,236      84,797,545      84,597,284       
Restricted 31,354,056     32,184,722     8,923,157      23,793,528      40,277,213      55,978,250       
Unrestricted 10,756,173     10,957,381     22,885,253     2,217,040        33,641,426      13,174,421       

Total net assets 46,809,503$   47,771,151$   111,906,681$ 105,978,804$   158,716,184$  153,749,955$   

NET ASSETS
June 30, 2011 and 2010

Governmental Activities Business-type Activities Total Government

 

By far the largest portion of the City’s net assets (53%) reflects its investment in capital assets (e.g. 
land, buildings, utility plant, machinery, equipment, vehicles, and infrastructure), net of any related 
outstanding debt used to acquire those assets.  The City uses these assets to provide services to 
citizens; consequently, these assets are not available for future spending.  Although the City’s 
investment in capital assets is reported net of related debt, it should be noted that the resources needed 
to repay this debt must be provided from other sources, since the capital assets themselves cannot be 
used to liquidate these liabilities.  

Another portion of the City’s net assets ($40.3 million or 25 percent) represents resources that are subject 
to external restrictions on how they may be used.  The remaining balance of unrestricted net assets, $33.6 
million (21 percent) may be used to meet the government’s ongoing obligations to citizens, creditors, and 
to meet City imposed designations (e.g., reserves, pending litigations, contingencies, capital projects). 

 
At the end of the current fiscal year, the City is able to report positive balances in all three categories of net 
assets, both for the government as a whole, as well as for its separate governmental activities and business-
type activities.  The same situation held true for the prior fiscal year. 
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The statement of activities shows how the government’s net assets changed during fiscal year 2010-11 as 
compared to 2009-10.  The City’s net assets increased overall by $5 million during the current fiscal year. 

 
Governmental Activities.  Significant revenues of the governmental activities are taxes (84.5%), which 
include property taxes, sales taxes, franchise taxes, business license taxes, motor vehicle in lieu and 
transient occupancy taxes.  Program revenues are 7.3% of the total revenues of the governmental activities, 
which include charges for services and operating contributions and grants. 

REVENUES BY SOURCE – GOVERNMENTAL ACTIVITIES 
FOR FISCAL YEAR ENDED JUNE 30, 2011 

 

 
As for expenditures, community development expenses are the most significant (38%) of all governmental 
activities expenses, followed by public safety (38%), interest on long-term debt (16%) and general 
government (5%).  Depreciation expense is 3% of the total expenses for governmental activities 
 

 
EXPENSES BY FUNCTION/PROGRAM – GOVERNMENTAL ACTIVITIES 

FOR FISCAL YEAR ENDED JUNE 30, 2011 
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Business-Type Activities.  In the fiscal year ended June 30, 2011, business-type activities increased 
the City’s net assets by $5.9 million.  Key elements of this change are as follows:  
 

• Charges for services increased by $1,066,693 (4.2%). 
 

• Operating expenses decreased by $6,554,818 (21.3%).   
 

• Transfers from government activities decreased by $1,125,910 (79%) primarily due to 
decreased funding of projects by the redevelopment agency. 

 
• Unrestricted investment earnings decreased by $33,245 (9.6%), primarily due to the decrease in 

the rate of return on investments during the current fiscal year.  
 

REVENUES BY SOURCE – BUSINESS-TYPE ACTIVITIES 
FOR FISCAL YEAR ENDED JUNE 30, 2011 
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EXPENSES AND PROGRAM REVENUES – 
BUSINESS-TYPE ACTIVITIES 

FOR FISCAL YEAR ENDED JUNE 30, 2011 
 
 
  
 
 
   
  
     

 

 

 
Governmental Funds 
 
The City uses fund accounting to ensure and demonstrate compliance with finance-related legal 
requirements.  The focus of the City’s governmental funds is to provide information on near-term 
inflows, outflows and balances of spendable resources.  Such information is useful in assessing the 
City’s financing requirements.  In particular, unreserved fund balance may serve as a useful measure of 
a government’s net resources available for spending at the end of the fiscal year.   
 
As of June 30, 2011, the City’s governmental funds reported total ending fund balances of 
$56,967,998, an increase of $18,385,360 from the prior fiscal year.  Approximately 9% of the total 
ending fund balances ($5,164,894) is unassigned available for spending in the future at the 
government’s discretion.  The remainder of the fund balances is either nonspendable, restricted or 
committed.  The most significant of these reserved fund balances is restricted for capital projects in the 
redevelopment agency ($23,245,119).  

General Fund revenues were $448,547 (7%) more than in the prior fiscal year, and expenditures 
decreased by $612,529 (8%).  An increase in sales tax accounted for a significant portion of the 
increase in revenues. Decreases in both general government and public safety accounted for the 
decrease in general fund expenditures.   

Proprietary Funds.  The City’s proprietary funds provide the same type of information found in the 
government-wide financial statements, but in more detail.  The City’s major enterprise funds include 
Water, Sewer, Electric, Streets and Community Services.  The major changes in enterprise net assets 
are a half million dollar increase to $15.8 million in the Water Fund, a $2.1 million increase to $39.5 
million in the Sewer Fund, and a $1.2 million increase to $23 million in the Streets Fund.  These 
increases are generally due to revenues exceeding expenditures and transfers out.  The Electric Fund 
reported an increase in net assets of $2.2 million with an ending balance of $21 million, which was 
primarily the result of a decrease in operating expenditures.   
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The City also maintains internal service funds to account for Insurance and Benefits, Vehicle 
Maintenance, Information Services and Building Maintenance.  The Internal Service Funds had a 
decrease in net assets of $1 million during the fiscal year, ending with a balance of $8.5 million.  This 
decrease is primarily attributable to decreased operating revenue. 
 
CAPITAL ASSET AND DEBT ADMINISTRATION  

Capital Assets.  The City’s investment in capital assets for its governmental and business-type 
activities at June 30, 2011, amounted to $154,322,660 (net of accumulated depreciation).  This 
investment in capital assets includes land, buildings and improvements, equipment, vehicles, 
infrastructure, and construction in progress.  Depreciation expense for the year totaled $4,076,542. 
 
 
 
 

2011 2010 2011 2010

Land and land rights 14,344,330$       15,854,546$       5,056,630$        4,983,902$       
Rights of way 6,681,379           6,681,379           -                     -                    
Construction in progress 122,154              -                     3,434,729          7,849,154         
Buildings 16,821,900         16,822,911         7,007,574          7,007,574         
Streets -                      -                     26,413,982        26,382,459       
Utility Systems -                      -                     104,988,044      99,854,385       
Drainage -                      -                     9,477,795          9,463,020         
Machinery and equipment 7,265,447           8,053,100           2,449,997          2,449,997         
Operations -                      -                     2,964,993          1,672,265         
Infrastructure 1,332,175           1,332,175           -                     -                    
Total 46,567,385$       48,744,111$       161,793,744$    159,662,756$   

Governmental Activities Business-type Activities

 
 
 
 
Additional information on the City’s capital assets can be found in Note 6 in the notes to the basic 
financial statements. 
 
Long-Term Liabilities.  The City’s outstanding long-term liabilities, including bonds, loans payable, 
and compensated absences totaled $99,273,032 June 30, 2011.  Of this total, $59,491,689 (60%) was in 
governmental activities and $39,781,343 (40%) was in business-type activities.  The City’s outstanding 
long-term liabilities increased by $15,858,811 (19%) in fiscal year 2011 due to a December 2010 
redevelopment agency bond issue. 
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2011 2010 2011 2010

General obligation bonds 3,085,000$     3,545,000$    -$               -$               
Certificates of Participation -                  -                 14,825,000    15,430,000    
Tax Allocation Bonds 55,095,000     37,860,000    -                 -                 
Revenue Bonds -                  -                 25,635,000    26,150,000    
Compensated absences 1,535,695       1,448,599      -                 -                 
Capital Leases 14,741            19,076           -                 -                 
OPEB 283,000          186,000         -                 -                 
Bond discount (355,308)         (246,323)        (189,672)        (199,080)        
Deferred amount on refunding (166,439)         (262,080)        (488,985)        (516,971)        
Total 59,491,689$   42,550,272$  39,781,343$  40,863,949$  

LONG-TERM LIABILITIES

Governmental Activities Business-type Activities

 

Additional information on the City’s long-term liabilities can be found in Note 7 in the notes to the 
basic financial statements. 
 

GENERAL FUND BUDGETARY HIGHLIGHTS  

There was a $72,560 decrease in appropriations of expenditures between the original budget and the 
final amended budget for the fiscal year ended June 30, 2011.  The public safety budgets were 
increased slightly. 
 
ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES  

In considering the City Budget for the fiscal year 2011-12, the City Council and management were 
conservative as to the projected growth of revenues and expenditures.  Continuing uncertainty in the 
economy and the flattening of primary revenues was a primary concern.  Property tax and sales tax 
revenue were estimated to remain flat. 
 
The Supreme Court decision on December 29, 2011 dissolving redevelopment agencies was not 
anticipated in our fiscal year 2011-12 projections. Much is still unclear on how the implementation of 
AB 1X 26 will impact the City’s finances as a whole. 
 
REQUESTS FOR INFORMATION  

This financial report is designed to provide a general overview for all those with an interest in the 
City’s finances. Questions concerning any of the information provided in this report or requests for 
additional information should be addressed to the Finance Director, City of Healdsburg, 401 Grove 
Street, Healdsburg, CA  95448-4723. 




















































































































































































































































































































































