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INDEPENDENT AUDITOR’S REPORT ON FINANCIAL STATEMENTS

Governing Board
Mojave Desert Air Quality Management District
Victorville, California

We have audited the accompanying financial statements of the governmental activities, general fund, and the
aggregate remaining fund information of Mojave Desert Air Quality Management District, as of and for the year
ended June 30, 2010, which collectively comprise the Mojave Desert Air Quality Management District basic
financial statements as listed in the table of contents. These financial statements are the responsibility of Mojave
Desert Air Quality Management District’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 Governmental Auditing Standards, issued by
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
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, general fund, and the aggregate remaining fund information of
Mojave Desert Air Quality Management District, as of June 30, 2010, and the respective changes in financial
position and, where applicable, cash flows, where applicable, thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated November 10, 2010, on
our consideration of the Mojave Desert Air Quality Management District’s internal control over financial reporting
and our tests of its compliance with certain provisions of laws, regulations, contracts and grant agreement and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial 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.
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The management’s discussion and analysis and budgetary comparison information on pages 3 through 7 and 36
through 38, 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.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the Mojave Desert Air Quality Management District’s basic financial statements. The required supplementary
information is presented for purposes of additional analysis and is not a required part of the basic financial
statements. The supplementary information sections have not been subjected to the auditing procedures applicd in
the audit of the basic financial statements and, accordingly, we express no opinion on them.

E)uf&u@ a: Cox

BURKEY, COX, EVANS BRADFORD & ALDEN Palmdale, California
Certified Public Accountants November 30, 2010
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Mojave Desert Air Quality Management District
Management’s Discussion and Analysis
June 30, 2010

Our discussion and analysis of the District’s financial performance provides an overview of the
District’s financial activities for the fiscal year ended June 30, 2010. Please read this in
conjunction with the basic financial statements.

A. Financial Highlights

The assets of the District exceeded its liabilities at the close of the most recent tiscal year by
$5,894,368 (net assets). Of this amount $536,309 (unreserved and net assets) may be used to
finance the District’s day-to-day operations without constraints established by legal
requirements. ‘

The District’s governmental funds reported total fund balances of $4,344,453 for the year,
$1,258,183 represented the unreserved fund balance.

B. Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the District’s basic
financial statements. The District’s basic financial statements have three components: 1)
Government-wide Financial Statements; 2) Fund Financial Statements, and 3) Notes to the Basic
Financial Statements. The District’s report also includes required supplementary information to
the basic financial statements.

In general, the purpose of financial reporting is to provide the external parties that read the
financial statements with information that will help them make decisions or draw conclusions
about an entity. In order to address the needs of as many parties as reasonably possible, the
District, in accordance with required reporting standards, presents government-wide financial
statements and fund financial statements.

Government-wide Financial Statements

The focus of government wide financial statements is the overall financial position and activities
of the District. The government-wide financial statements are designed to provide readers with a
broad overview of the District’s finances, in a manner similar to commercial enterprises or a
private-sector business. These financial statements include the Statement of Net Assets and the
Statement of Activities.

The Statement of Net Assets reports all assets held and liabilities owed by the District on a full
accrual basis. The difference between the two is reported as net assets. This difference is
comparable to the total stockholders’ equity presented by a commercial enterprise. Over time,
increases or decreases in net assets may serve as a useful indicator or whether the financial
position of the District is improving or deteriorating.
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The Statement of Activities reports the net cost of the District’s activities by program and is
prepared on the full accrual basis. Revenues and expenses are recognized as earned and incurred
even though they may not have been received or paid in cash.

The focus of the Statement of Activities is the cost of various program activities performed by
the District. The statement begins with a column that identifies the cost of each of the District’s
major programs. Another set of columns identifies the revenues that are specifically related to
these activities. The difference between the expenses and the revenues related to specific
program activities represents the net cost of benefit of the program activity. '

The District’s government-wide financial statements are presented on pages 8 to 9 of this report.
Fund Financial Statements

Unlike government-wide financial statements, the focus of fund financial statements is directed
to specific activities of the District rather than the District as a whole.

Governmental Funds

The fund financial statements consist of the Balance Sheet and Statement of Revenues,
Expenditures, and Changes in Fund Balance. These are prepared on the modified accrual basis
of accounting. The government-wide financial statements are prepared on the full accrual basis.

In general, these financial statements under the modified accrual basis have a short-term
emphasis and for the most part, measure and account for cash and receivables collectible within a
very short period of time, as reported on the balance sheet. The capital assets such as land and
buildings are not reported.

Fund liabilities include amounts that are to be paid within a very short period of time after the
end of the fiscal year. The long-term liabilities are not included. The difference between a
fund’s total assets and total liabilities are not included. The difference between a fund’s total
assets and total liabilities represents the fund balance. The unreserved portion of the fund
balance indicates the amount available to finance future activities.

The operating statements for governmental funds report only those revenues and expenditures
that were collected in cash or paid with cash during the current period or very shortly after the
end of the year.

The District’s Balance Sheet is presented on page 10 and Statement of Revenues, Expenditures,
and Changes in Fund Balances is presented on page 12 of this report.

The focus of the fund financial statement is narrower than that of the government-wide financial
statements. Since different accounting bases are used to prepare the above statements, a
reconciliation is required to facilitate the comparison between the fund statements and the
government-wide statements. The reconciliation between the total fund balances can be found
on page 11 of this report.
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The reconciliation of the total changes in fund balances for all governmental funds to the change
in net assets can be found on page 13 of this report.

Notes to the Basic Financial Statements

The notes to the basic financial statements provide additional information that is essential to the
full understanding of the data provided in the government-wide and fund financial statements.
The notes 1o the basic financial statements can be found on pages 16 to 34 of this report.

Required Supplementary Information

In addition to the basic financial statements and accompanying notes, this report also presents
required supplementary information concerning the budgetary comparison schedule and
budgetary reconciliation.

C. Government-wide Financial Analysis

Our analysis focuses on the net assets and the changes in net assets of the District’s
governmental activities.

The following schedule is a condensed Statement of Net Assets as of the year ending June 30,
2010, as compared to the prior year.

June 30,2010 June 30, 2009
Total Assets $ 8,815,277 $9,448,963
Total Liabilities (2.920.909) (3,619.,265)
Net Assets $5,894,368 $5,829,698

At the close of the most recent fiscal year, the District’s assets exceeded liabilities by $5,894,368.

The largest portion of the District’s net assets (52%) is restricted for special programs. These
funds are restricted to expenditures for specific purposes. Capital assets (39%) reflect the
District’s investment in capital assets used by the District (e.g. land, buildings, equipment,
software application development, and vehicles). The District uses these capital assets in
carrying out its mission of protecting public health while being sensitive to the economic needs
of local businesses. Consequently, these assets are not available for future spending. The
remaining portion of the District’s net assets (9%) is unrestricted, and unreserved, and may be
used to meet the District’s ongoing obligations in carrying out day-to-day operations.
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The following schedule is a condensed statement of Changes in Fund Balances as of fiscal year
ending June 30, 2010, as compared to the prior year.

June 30, 2010 June 30, 2009
Revenues $7.606,148 $7,960,273
Expenses (7.798.501) (7.508.682)
Net Assets - ($192,353) $651,591

Governmental Activities

The objective of the Statement of Activities is to report the full cost of providing government
services for the year. The format also permits the reader to ascertain the extent to which each
function is either self-financing or draws from the general funds of the District.

The Statement of Activities presents information showing how the District’s net assets changed
during fiscal year 2009-10. All changes in net assets are reported as soon as the underlying event
occurs regardless of the timing of the cash flows.

Fees, grants, state subvention, penalties, and settlements predominantly support the
governmental programs of the District. The primary governmental activities of the District
include the following: Permit Services and Enforcement, Mobile Source Emission Reduction,
Public Education, Air Quality Analysis, and Air Monitoring.

D. Financial Analysis of the District’s Funds

Governmental Funds

At the end of the fiscal year, the District’s Governmental Funds reported an ending balance of
$4,344,453, a decrease of $192,353 in comparison with the prior year. Approximately 71% of
this fund balance ($3,086,270) are reserved and restricted for specific purposes. The long-term
contractual commitments related to these restricted programs involve multiple-year spending. At
the end of the fiscal year, the District’s unreserved fund balance was $1,258,183, an increase of
$74,791 in comparison with the prior year. The unreserved fund balance is 100% unrestricted.

E. Capital Assets

The District’s investment in capital assets is for its governmental activities. The book value was
$3,055,811 (net of accumulated depreciation of $2,997,027) as of June 30, 2010. This
investment in capital assets includes land, buildings, and improvements, equipment for air
monitoring stations, computer and office equipment, video conferencing equipment and District
vehicles.

Additional information on the capital assets can be found in the “Notes to Financial Statements,”
page 26 of this report.
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F. Economic Factors and Next Year’s Budget

The FY 2010-11 budget calls for expenditures totaling $7,962,609 with sufficient revenues to
pay for those services. The expenditure budget is a decrease of'4.71% from Y 2009-10.
This budget also includes continuing projects to improve the automated permit billing
system, implementing electronic storage of District records, building improvements,
completing a solar project, a video conferencing system, and training/development
opportunities for governing board members and staff.

Revenues are projected at $7,107,620, a 1% dccrease over last year’s projections. This
increase can be attributed in part to new permitted facilities and increased revenues from the
Carl Moyer Grant Program for administrative support.

G. Requests for Information

This financial report is designed to provide a general overview of the District’s finances for
readers of the financial statements. Questions concerning any of the information provided in this
report or requests for additional financial information should be addressed to the Director of
Administrative Services, Mojave Desert Air Quality Management District, 14306 Park Avenue,
Victorville, CA 92392-3210.
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MOJAVE DESERT AIR QUALITY MANAGEMENT DISTRICT

STATEMENT OF NET ASSETS
JUNE 30, 2010

ASSETS

Cash and Investments
Receivables (net of allowances for uncollectibles)
Prepaid Items
Capital Assets (net of accumulated depreciation):
Land
Buildings, Machinery and Equipment

Total Assets
LIABILITIES

Accounts Payable and Other Current Liabilities
Due to Local Government Agencies
Due to Other Government Agencies
Deferred Revenue
Noncurrent Liabilities:
Due within one year
Due in more than one year

Total Liabilities
NET ASSETS
Invested in Capital Assets, Net of Related Debt
Restricted for Other Purposes

Unrestricted

Total Net Assets

Governmental
Activities

§ 3,562,876
2,195,813
777

278,568
2,777,243

8,815,277

252,047
189,767

17,267
955,932

200,374
1,305,522

2,920,909

2,271,789
3,086,270
536,309

$ 5,894,368

The accompanying notes are an integral part of these statements.
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MOJAVE DESERT AIR QUALITY MANAGEMENT DISTRICT
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2010

Net (Expense)

Operating Revenue and

Charges for Grants and Changes in

Functions / Programs . Expenses Services Contributions Net Assels
PRIMARY GOVERNMENT
Governmental Activities:
Public Safety:

Salaries and Benefits $ 4,699,171 3439257 $ 1239846 § (20,068)
Services and Supplies 1,353,783 990,815 357,187 (5,781)

Contributions to Other Participants 1,442 206 1,089,430 392,737 39,961
Interest on Long-Term Debt 46,318 0 0 (46,318)
Total Governmental Activities 7,541,478 5,519,502 1,989,770 (32,206)
Total Primary Government $ 7,541,478 5,519,502 § 1,989,770 (32,206)

General Revenues:

Unrestricted Investment Earnings 61,344

Miscellaneous 35,532

Total General Revenues 96,876

Change in Net Assets 64,670

Net Assets - Beginning 5,829,698

Net Assets - Ending $ 5,894,368

The accompanying notes are an integral part of these statements.
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MOJAVE DESERT AIR QUALITY MANAGEMENT DISTRICT
BALANCE SHEET - GOVERNMENTAL FUNDS

JUNE 30,2010
Mobile Carl Total
General Emissions - Moyer Governmental
Fund Program Program Funds
ASSETS
Cash and Investments $ 54,172 § 0 3 0 $ 54,172
Cash with Fiscal Agent 1,500,267 1,848,775 159,662 3,508,704
Receivables (net of allowances
for uncollectibles) 1,037,979 4,737 1,153,097 2,195,813
Due from Other Funds 36,293 132,224 0 168,517
Prepaid Items 777 0 0 777
Total Assets $ 2,629488 $§ 1985736 § 1,312,759 $ 5,927,983
LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts Payable and Other
Current Liabilities $ 252,047 §$ 0 3 0 $ 252,047
Due to Other Funds 132,224 0 36,293 168,517
Due to Local Government Agencies 189,767 0 0 189,767
Due to Other Government Agencies 17,267 0 0 17,267
Deferred Revenues 0 0 955,932 955,932
Total Liabilities 591,305 0 992,225 1,583,530
FUND BALANCES
Unreserved 1,258,183 0 ‘ 0 1,258,183
Reserved, reported in nonmajor
Special Revenue Funds 0 1,985,736 320,534 2,306,270
Reserved for Other Purpose 780,000 0 0 780,000
Total Fund Balances 2,038,183 1,985,736 320,534 4,344 453
Total Liabilities and $ 2629483 § 1985736 $ 1312,759 $ 5,927,983

The accompanying notes are an integral part of these statements.
-10 -



MOJAVE DESERT AIR QUALITY MANAGEMENT DISTRICT
RECONCILIATION OF BALANCE SHEET OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS
FOR THE YEAR ENDED JUNE 30, 2010

Total Fund Balances - Governmental Funds h 4,344,453

Capital assets used for governmental activities are not financial

resources and therefore are not reported as assets in

Governmental Funds. The cost of the assets is $6,052,838 and

the accumulated depreciation is $2,997,027. ' 3,055,811

All payables, accrued liabilities and long-term obligations are
reported in the government-wide financial statements. In
general, payables and accrued liabilities that will be paid from
governmental funds are reported on the governmental fund
financial statements regardless of whether they will be
liquidated with current resources. However, the noncurrent
portion of capital leases, compensated absences and special
termination benefits that will be paid from governmental funds
are reported as a liability in the fund financial statements only
to the extent that they are due for payment during the current
fiscal year. In general, liabilities that mature or come due for
payment during the fiscal year are considered to have been
made with current available financial resources. Bonds and
other long-term obligations that will be paid from
governmental funds are not recognized as a current liability in
the fund financial statements when due but rather recognized
as an expense when paid.

Long-term liabilities, including all bonds, are not due and
payable in the current period and therefore are not reported as
liabilities in the funds. Current bond and debt and all long-
term liabilities at year end consist of:

Installment Purchase Agreement $ 652,867
California Energy Commission . 131,155
Compensated Absences 587,632
Other Post Employment Benefits 90,200
Retiree Health Benefits ' 44,042
Total (1,505,896)
Total Net Assets - Governmental Activities 5 5,894,368

The accompanying notes are an integral part of these statements.
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MOJAVE DESERT AIR QUALITY MANAGEMENT DISTRICT .
STATEMENTS OF REVENUES, EXPENDITURES AND CHHIANGES IN FUND BALANCES

GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30,2010

Mobile Carl Total
General Emissions Moyer Governmenta!
Fund Program Program Funds
REVENUES
Antelope Valley Air Quality
Management Contract $ 1,123,383 § 0 3 0 §$ 1,123,383
Application and Permit Fees 3,958,405 0 0 3,958,405
AB 2766 and Other Program
Revenues 1,533,847 0 0 1,533,847
Grants 202,926 0 663,461 866,387
Fines 27,250 0 0 27,250
Investment Earnings 30,585 23,738 7,021 61,344
Miscellaneous 35,532 0 0 35,532
Total Revenues 6,911,928 23,738 670,482 7,606,148
EXPENDITURES
Public Safety:
Salaries and Benefits 4,618,976 0 0 4,618,976
Services and Supplies 1,002,647 0 68,219 1,070,866
Contributions to Other Participants 446,964 400,000 595,242 1,442,206
Debt Service:
Principal 163,366 0 0 163,366
Interest and Fiscal Charges 46,318 0 0 46,318
Capital Outlay
Improvements and Equipment 456,769 0 0 456,769
Total Expenditures 6,735,040 400,000 663,461 7,798,501
Excess (Deficiency) of Revenues
Over (Under) Expenditures 176,888 (376,262) 7,021 (192,353)
Other Financing Sources (Uses)
Operating Transfers In 0 359,679 359,679
Operating Transfers Out (359,679) 0 0 (359,679)
Total Other Financing
Sources (Uses) (359,679) 359,679 0 0
Net Change in Fund Balances (182,791) (16,583) 7,021 (192,353)
Fund Balance - Beginning of Year 2,220,974 2,002,319 313,513 4,536,806
Fund Balance - End of Year $ 2,038,183 $ 1,985,736 § 320,534 § 4,344,453

The accompanying notes are an integral part of these statements.
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MOJAVE DESERT AIR QUALITY MANAGEMENT DISTRICT
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2010

Total Net Change in Fund Balances - Governmental Funds h (192,353)

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those assets
is allocated over their estimated useful lives as depreciation
expense. This is the amount by which depreciation exceeded
capital outlay in the current period.

Fixed Assets Additions $ 456,769
Disposal of Asset (1,864)
Current Year Depreciation (281,053)
Total 173,852

Issuance of long-term financial obligations is a source of’
revenue in the governmental funds, but the receipt of these
proceeds increases long-term liabilities in the statement of net
assets.

The District issued long term debt during the fiscal year
ended June 30, 2010.

Other Post Employment Benefits (190,200)
Retiree Health Benefits (46,204)

Total (236,404)
Repayment of long-term financing obligations principal is an

expenditure in the governmental funds, but the repayment
reduces long-term liabilities in the statement of net assets.

Installment Purchase Agreement ' 152,854
California Energy Commission 10,512
Retiree Health Benefits 28,086
Compensated Absenses 28,123
Post Employment Benefits 100,000 -
Total 319,575
Total Change in Net Assets - Governmental Activities ) 64,670

The accompanying notes are an integral part of these statements.
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MOJAVE DESERT AIR QUALITY MANAGEMENT DISTRICT
STATEMENT OF FIDUCIARY NET ASSETS
FIDUCIARY FUND

JUNE 30, 2010
ASSETS
Cash in Trust $ 95,487
Total Assets b 95,487
NET ASSETS
Held in Trust for Post Employment Benefits 95,487
Total Fund Balances 95,487
Total Liabilities and $ 95.487

The accompanying notes are an integral part of these statements.
-14 -




MOJAVE DESERT AIR QUALITY MANAGEMENT DISTRICT
STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
FIDUCIARY FUND
FOR THE YEAR ENDED JUNE 30, 2010

ADDITIONS
Transfers In
Total Revenues
DEDUCTIONS
Investment Loss

Total Deductions

Net Change in Net Assets
Fund Balance - Beginning of Year

Fund Balance - End of Year

The accompanying notes are an integral part of these statements.
-15 -
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MOJAVE DESERT AIR QUALITY MANAGEMENT DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

NOTE | —SUMMARY OF SIGNIFICANT ACCOUNTNG POLICIES

The combined financial statements of Mojave Desert Air Quality Management District (the “District”) have been
prepared in conformity with accounting principles applicable to governmental units which are generally accepted in
the United States of America. The Governmental Accounting Standards Board (“GASB”) is the accepted standard
setting body for establishing governmental accounting and financial reporting principles.

A.

Reporting Entity

The District’s basic financial statements include the accounts of all its operations. The District evaluated
whether any other entity should be included in these financial statements. The criteria for including
organizations as component units within the District’s reporting entity, as set forth in GASB Statement No. 14,
“The Financial Reporting Entity,” include whether:

- the organization is legally separate (can sue and be sued in its name)

- the District holds the corporate powers of the organization

- the District appoints a voting majority of the organization’s board

- the District is able to impose its will on the organization

- the organization has the potential to impose a financial benefit/burden on the District

- there is fiscal dependency by the organization on the District

- the exclusion of the organization would result in misleading or incomplete financial statements

The District also evaluated each legally separate, tax-exempt organization whose resources are used principally
to provide support to the District to determine if its omission from the reporting entity would result in financial
statements which are misleading or incomplete. GASB Statement No. 14 requires inclusion of such an
organization as a component unit when: 1) The economic resources received or held by the organization are
entirely or almost entirely for the direct benefit of the District, its component units or its constituents; and 2) The
District or its component units is entitled to, or has the ability to otherwise access, a majority of the cconomic
resources received or held by the organization; and 3) Such economic resources are significant to the District.

Based on these criteria, the District has no component units or potential component units.

New Accounting Pronouncements

The Governmental Accounting Standards Board (GASB) issued GASB Statement No. 54, Fund Balance
Reporting and Governmental Fund Type Definitions. The objective of Statement 54 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. The statement
establishes fund balance classifications that comprise a hierarchy based primarily on the extent to which a
government is bound to observe the constraints imposed upon the use of the resources reported in the
governmental funds. The definitions of the general fund, special revenue fund type, capital projects fund type,
debt service fund type and permanent fund type are clarified by the provisions in this Statement. The
requirements of this Statement are effective for financial statements periods beginning after June 15, 2010, with
earlier application encouraged.

-16 -




MOJAVE DESERT AIR QUALITY MANAGEMENT DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

NOTE | —~SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

C.

Basis of Presentation, Basis of Accounting

Government-wide Financia] Statements: The statement of net assets and the statement of activities include the

financial activities of the overall government. Eliminations have been made to minimize the double counting of
internal activities. Governmental activities generally are financed through taxes, intergovernmental revenues,
and other non-exchange transactions.

The statement of activities presents a comparison between direct expenses and program revenues for each
function or program of the District’s governmental activities. Direct expenses are those that are specifically
associated with a program or function and, therefore, are clearly identifiable to a particular function. The
District does not allocate indirect expenses in the statement of activities. Program revenues include (a) fees,
fines, and charges paid by the recipients of goods or services offered by the programs and (b) grants and
contributions that are restricted to meeting the operational or capital requirements of a particular program.
Revenues that are not classified as program revenues, including all taxes, are presented as general revenues.

Fund Financial Statements: Fund financial statements provide information about the District’s funds, with
separate statements presented for each fund category. The emphasis of fund financial statements is on major
governmental funds, each displayed in a separate column. All remaining governmental funds are aggregated
and reported as nonmajor funds. ’

The District reports the following major governmental funds:

General Fund is the District’s primary operating fund. It accounts for all financial resources of the District
except those required to be accounted for in another fund.

Mobile Emissions Program was established by the District to account for the retention of funds allocated for the
support of the District’s mobile emissions grant program (AB 2766).

Carl Mover Program was established by the District to account for revenues received pursuant to the Carl
Moyer Memorial Air Quality Standards Attainment Program. Expenditures are restricted to providing incentive
for participating entities to undertake reduced-emission heavy-duty engine projects.

The District reports the following nonmajor governmental funds:

Debt Service Fund is used to account for the accumulation of resources for, and the payment of, general long-
term obligation principal, interest and related costs.

Fiduciary Fund is used to account for assets held by the District as Trustees. The District maintains one non-
major expendable trust fund, Retiree Benefits Fund, which is used to provide contingency reserves for District
payment of current and future retiree health and welfare benefits.

Measurement Focus, Basis of Accounting

Government-wide Financial Statements: These financial statements are reported using the economic resources
measurement focus. They are reported using the accrual basis of accounting. Revenues are recorded when
earned and expenses are recorded at the time liabilities are incurred, regardless of when the related cash flows
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NOTE 1 —SUMMARY QF SIGNIFICANT ACCOUNTING POLICIES (Continucd)

take place. Non-exchange transactions, in which the District gives (or receives) value without directly receiving
(or giving) equal value in exchange, include property taxes, grants, entitlements, and donations. On an accrual
basis, revenue from property taxes is recognized in the fiscal year for which the taxes are levied. Revenue from
grants, entitlements, and donations is recognized in the fiscal year in which all eligibility requirements have
been satisfied.

Governmental Fund Financial Statements: 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. The District considers all revenues reported in the governmental
funds to be available if the revenues are collecled within sixty days after year-end, and revenues received from
the State are recognized under the susceptible-to-accrual concept. Miscellaneous revenues arc recorded as
revenue when received in cash because they are generally not measurable until actually received. Investment
earnings are recorded as carned, since they are both measurable and available. Expenditures are recorded when
the related fund liability is incurred, except for principal and interest on general long-term debt, claims and
judgments, and compensated absences, which are recognized as expenditures to the extent they have matured.
General capital asset acquisitions are reported as expenditures in governmental funds. Proceeds of general
long-term debt and acquisitions under capital leases are reported as other financing sources.

When the District incurs an expenditure or expense for which both restricted and unrestricted resources may be
used, it is the District’s policy to use restricted resources first, and then unrestricted resources.

Basis of Accounting

Basis of accounting refers to when revenues and expenditures are recognized in the accounts and reported in the
financial statements. Government-wide financial statements are prepared using the accrual basis of accounting.
Governmental funds use the modified accrual basis of accounting.

Revenues — Exchange and Non-exchange Transactions:

Revenue resulting from exchange transactions, in which each party gives and receives essentially equal value, is
recorded under the accrual basis when the exchange takes place. On a modified accrual basis, revenue is
recorded in the fiscal year in which the resources are measurable and become available. “Available” means the
resources will be collected within the current fiscal year or are expected to be collected soon enough thereafter
to be used to pay liabilities of the current fiscal year. For the District, “available” means collectible within the
current period or within 60 days after year-end.

Non-exchange transactions, in which the District receives value without directly giving equal value in return,
include property taxes, grants, and entitlements. Under the accrual basis, revenue from property taxes is
recognized in the fiscal year for which the taxes are levied. Revenue from grants and entitlements is recognized
in the fiscal year in which all eligibility requirements have been satisfied. Eligibility requirements include
timing requirements, which specify the year when the resources are to be used of the fiscal year when use is
first permitted; matching requirements, in which the District must provide local resources to be used for a
specific purpose; and expenditure requirements, in which the resources are provided to the District on a
reimbursement basis. Under the modified accrual basis, revenue from non-exchange transactions must also be
available before it can be recognized.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Deferred Revenue:

Deferred revenuc arises when assets are reccived before revenue recognition criteria have been satisfied. Grants
and entitlements received before cligibility requirements are met arc recorded as deferred revenue. On
governmental fund f{inancial statements, reccivables associated with non-exchange transactions that will not be
collected within the availability period have also been recorded as deferred revenue.

Expenses/Expenditures:

On the accrual basis of accounting, expenses are recognized at the time a liability is incurred. On the modified
accrual basis of accounting, expenditures are generally recognized in the accounting period in which the related
fund liability is incurred, as under the accrual basis of accounting. However, under the modified accrual basis
of accounting, debt service expenditures, as well as expenditures related to compensated absences and claims
and judgments, are recorded only when payment is due. Allocations of cost, such as depreciation and
amortization, are not recognized in the governmental funds.

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

Budgets and Budgetary Accounting

The following procedures are followed in establishing the budgetary data reflected in the financial statements:

I.  Prior to the beginning of the fiscal year, the District prepares a budget for the next succeeding fiscal year.
. The operating budget includes proposed expenditures and the means of financing them.

38}

Public hearings are conducted to obtain comments from those subject to District fees.

(V5]

Prior to the start of the fiscal year, the budget is legally enacted through passage of a resolution by the
Governing Board.

Once a budget is approved, it can be amended only by approval of a majority of the members of the Governing
Board. As required by law, such amendments are made before the fact, reflected in the official minutes of the
Governing Board and not made after fiscal year end. During the year, the budget was amended as necessary.
Budget for the General Fund is adopted on a basis consistent with generally accepted accounting principles
(GAAP). Budget amounts are as originally adopted; individual amendments were not material in relation to the
original budget.

Assets, Liabilities, and Equity

1. Deposits and Investments

The District adopted GASB Statement No. 40, “Deposit and Investment Risk Disclosures,” as of July 1,
2004. GASB Statement 40 requires governmental entities to assess categones of risk associated with their
deposits and investments and disclose these risks.

Investments are reported at fair value which is determined using selected bases. Short-term investments are

reported at cost, which approximates fair value. Securities traded on a national and international exchange
are valued at the last reported sales price at current exchange rates. (See Note 2 for further discussion).
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NOTE 1 —=SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.

3.

Inventories and Prepaid Expenditures

Inventories of supplies were not significant as of June 30, 2010.

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as
prepaid items.

Capital Assels

In the Government-wide Financial Statements, fixed assets are accounted for as Capital Assets. All fixed
assets are reported at cost or estimated historical cost, except for donated fixed assets arc recorded at their
estimated fair value at the date of the donation. The cost of normal maintenance and repairs that do not add
to the value of the asset or materially extend assets’ lives are not capitalized. A capitalization threshold of
$1,000 is used.

Capital assets are being depreciated using the straight-line method over the following estimated useful
lives:

Estimated
Description Useful Lives
Land I mprovements 20 years
Buildings 20 - 50 years
Building and Improvements 20 years
Vehicles 8 years
Equipment 15 -20years
Computer Equipment 3-15 years

Receivable and Payable Balances

The District believes that sufficient detail of receivable and payable balances is provided in the financial
statements to avoid the obscuring of significant components by aggregation. Therefore, no disclosure is
provided which disaggregates those balances.

Accounts receivable are deemed by management to be fully collectible at June 30, 2010, and therefore no
allowance for doubtful accounts has been established.

Compensated Absences

Vacation and sick leave are recognized as expenses in the period accrued by the employee (with certain
limitations). The current and non-current portion of accumulated unpaid vacation and sick leave as of June
30,2010 was $587,632.

Interfund Activity

Interfund activity results from loans, services provided, reimbursements or transfers between funds. Loans
are reported as interfund receivables and payables as appropriate and are subject to elimination upon
consolidation. Services provided, deemed to be at market or near market rates, are treated as revenues and
expenditures of expenses. Reimbursements occur when one fund incurs a cost, charges the appropriate
benefiting fund and reduces its related cost as reimbursements. All other interfund transactions are treated
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NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

NOTE | —SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

H.

Use of Estimates

The preparation of financial statements in conformity with United States generally accepted accounting
principles requires management to make estimates and assumptions that affect the reportcd amounts of asscts
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenditures or expenses, as appropriate, during the reporting period. Actual
results could differ from those estimates.

Fund Equity

Government-wide Statements

Equity is classified as net assets and displayed in three components:

a. Invested in capital assets, net of related debt — Consists of capital assets including restricted capital assets,
nét of accumulated depreciation and reduced by the outstanding balances of any bonds, mortgages, notes,
or other borrowings that are attributable to the acquisition, construction, or improvement of those assets.

b. Restricted net assets — Consists of net assets with constraints on the use either by (1) external groups such
as creditors, grantors, contributors, or laws or regulations of other governments; or (2) law through

constitutional provisions or enabling legislation; or as (3) designated by Board action.

¢. Unrestricted net assets — All other net assets that do not meet the definition of “restricted” or “invested in
capital assets, net of related debt.”

Fund Statements

Governmental fund equity is classified as fund balance. Fund balance is further classified as reserved and
unreserved, with unreserved further split between designated and undesignated.

The following is a description of the reserves and designations used by the District.

a. Reserved for Special Programs — Representing funds received and accumulated for specific grant program
expenditures to be incurred at a future date.

b. Reserved by District— Represents funds resolved for future contingencies that may occur that are not
anticipated or known as of June 30, 2010.

Implementation of New Accounting Pronouncements

The District implemented GASB Statement No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pension (OPEB) effective for the year ended June 30, 2010. This
statement improves the relevance and usefulness of financial reporting by (a) requiring systematic, accrual-basis
measurement and recognition of OPEB cost (expense) over a period that approximates employees’ years of
service and (b) providing information about actuarial accrued liabilities associated with OPEB and whether and
to what extent progress is being made in funding the plan. Note 12 shows the disclosures as required by GASB
Statement No. 45,
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NOTE 2 — CASH AND INVESTMENTS

General

The District has adopted Governmental Accounting Standards Board Statement 31 (GASB 31) which requires
investments of governmental agencies to be reported at fair value. However, investment pools, such as a state or
county treasury, may report the value of short-term investments with remaining maturities of less than 90 days at
amortized costs. The majority of the County Treasury investments have a remaining maturity of less than 90 days.
In addition, GASB 31 does not apply to immaterial cost/value differences. The District has chosen to continue to
reflect investments in the County Treasury at cost.

Unrestricted and Restricted

Cash and investments consisted of the following at June 30, 2010:

Unrestricted . Restricted
General Mobile Carl
Fund Emissions Moyer Total
Cash on Hands and in Banks 5 54,172 0 0 54,172
Pooled Investments - San
Bernardino County Treasury 1,500,267 1,848,775 159,662 3,508,704
Total b 1,554,439 $ 1,848,775 $ 159,662 $ 3,562,876

All cash and time deposits are entirely insured or collateralized. The California Government Code requires state
banks to secure District deposits by pledging government securities as collateral. The fair value of pledged
securities must equal at least 110% of the District’s deposits. The District may waive collateral requirements for
deposits that are fully insured up to $250,000 by the Federal Deposit Insurance Corporation (FDIC).

The surplus funds of the District may be invested in any of the approved investments contained in the California
Government code Sections 53600 et seq., limited further by the investment policy adopted by the District.
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NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

NOTE 2 — CASH AND INVESTMENTS (Continued)

Investments Authorized by the Entity’s Investment Policy

The District’s investment policy authorizes investment in the local government investment pool administered by San
Bernardino County. The District’s investment policy does not contain any specific provisions intended to limit the
District’s exposure to interest rate risk, credit risk, and concentration of credit risk.

Additionally, the District may invest idle or surplus funds in accordance with California Government Code Scction
53601. The table below identifies the investment types that are authorized for the District by the California
Government code. The table also identifies certain provisions of the California Government Code that addresses
interest rate risk, credit rate risk, and concentration of credit risk

Maximum Maximum
Maximum Percentage Investment
Authorized Investment Type Maturity of Portfolio in One Issuer

Local Agency Bonds 5 years None None
U. S. Treasury Obligations 3 years None None
U.S. Agency Securities 5 years None None
Banker’s Acceptance 180 days None None
Comimnercial Paper 180 days None None
Negotiable Certificates of Deposits 5 years None None
Repurchase Agreements 1 year None None
Reverse Repurchase Agreements 1 year None None
Medium-Term Notes 5 years None None
Mutual Funds N/A None None
Money Market Mutual Funds N/A None None
Mortgage Pass-Through Securities 3 years None None
County Pooled Investment Funds N/A None None
Local Agency Investment Funds (LAIF) N/A None None

Investments Authorized by Debt Agreements

Information about the sensitivity of the fair values of the District’s investments to market interest rate fluctuations is
provided by the following table that shows the maturity date of each investment:

Maturity Carrying Fair Value Fair
Date Amount Adjustment * Value
San Bernardino County ' 12 months
Investment Pool - Unrestricted average $ 1,500,267 $ 80,332 $ 1,580,599 *
12 months
Restricted average 5 2,008,437 b 107,575 $§ 2,116,012 *

*  Due to the immaterial nature of the Fair Value Adjustment, the San Bernardino County Investment Pool
balances are reflected at their carrying amount in the financial statements.
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NOTE 2 — CASH AND INVESTMENTS (Continued)

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the
investment. This is measured by the assignment of a rating by a nationally recognized statistical rating organization.
San Bernardino County Investment Pool does not have a rating provided by a nationally recognized statistical rating
organization.

Concentration of Credit Risk

The investment policy of the District contains no limitations on the amount that can be invested in any one issuer
beyond that stipulated by the California Government Code. :

Investments in any one issuer that represent 5% or more of total investments by reporting unit are as follows:

As of June 30, 2010 $3,508,704 of the cash and investments are held in the form of a nonnegotiable unrated
investment in the San Bernardino County Investment Pool.

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 California Government Code and the District’s investment policy do not contain
legal or policy requirements that would limit the exposure to custodial credit risk for deposits, other than the
following provision for deposits: The California Government Code requires that a financial institution secure
deposits made by state or local governmental units by pledging securities in an undivided collateral pool held by a
depository regulated under state law (unless so waived by the governmental unit). The market value of the pledged
securities in the collateral pool must equal at least 110% of the total amount deposited by the public agencies.
California law also allows financial institutions to secure District deposits by pledomg first trust deed mortgage
notes having a value of 150% of the secured public deposits.

None of the District’s deposits with financial institutions were in excess of federal depository insurance limits.

The custodial credit risk for investments is the risk that, in the event of the failure of the counterparty (e.g., broker-
dealer) to a transaction, a government will not be able to recover the value of its investment or collateral securities
that are in the possession of another party. The California Government Code and the District’s investment policy do
not contain legal or policy requirements that would limit the exposure to custodial credit risk for investments. With
respect to investments, custodial credit risk generally applies only to direct investments in marketable securities.
Custodial credit risk does not apply to a local government’s indirect investment in securities through the use of
mutual funds or government investment pools such as the San Bernardino County Investment Pool.

Investment in San Bernardino County Investment Pool

The District is a voluntary participant in the San Bemnardino County Investment Pool that is regulated by the
California Government Code under the oversight of the Treasurer of the County of San Bernardino. The fair value
of the District’s investment in this pool is reported in the accompanying financial statements at amounts based upon
the District’s pro-rata share of the fair value provided by San Bernardino County for the entire portfolio (in relation
to the amortized cost of that portfolio). The balance available for withdrawal is based on the accounting records
maintained by San Bernardino County, which are recorded on an amortized cost basis.
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NOTE 2 — CASH AND INVESTMENTS (Continued)

Derivative Investments

The District did not directly enter into any derivative investments.

NOTE 3 - EXCESS OF EXPENDITURES OVER APPROPRIATIONS

There were no excess of expenditures over appropriations as of June 30, 2010.

NOTE 4 - ACCOUNTS RECEIVABLE

Receivables at June 30, 2010, consist of the following:

Federal Government:
Grant Program

Total Federal
State Government;
Department of Motor V ehicles
Carl Moyer
Total State
Local Government:
Local Sources

Interest Receivable

Total Local

Total Accounts Receivable

Special
General Revenue
Fund Fund Totals

3 0 3 0 0
0 0 0
0 0
0 1,151,720 1,151,720
0 1,151,720 1,151,720
1,030,620 0 1,030,620
7,359 6,114 13,473
1,037,979 6,114 1,044,093
3 1,037,979 b 1,157,834 2,195,813
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NOTE 5 - CAPITAL ASSETS

The changes in fixed assets for the year ended June 30, 2010 are shown below:

Balance Balance
July 1, 2009 Additions Delctions June 30,2010
Govemmental Activities:
Capital assets not being depreciated:
Land b 278,568 § 0 8§ 0 3 278,568
Total capital assets
not being depreciated 278,568 0 0 278,568
Capital Assets being depreciated: .
Buildings and Improvements 2,269,533 297,424 2,566,957
Equipment 3,057,716 159,345 (9,748) 3,207,313
Total capital assets
being depreciated 5,327,249 456,769 (9,748) 5,774,270
Less accumulated depreciation for:
Buildings and Improvements (643,268) (95,229) (738,497)
Equipment (2,080,590) (185,824) 7,884 (2,258,530)
Total accumulated
depreciation (2,723,858) (281,053) 7,884 (2,997,027)
Total capital assets being
depreciated, net 2,603,391 175,716 (1,864) 2,777,243
Govemnmental activities
capital assets, net $ 2,881,959 § 175,716 § (1,864) § 3,055,811
Depreciation was charged to functions as follows:
Public Safety - Other b 281,053
Total Depreciation Expenses 5 281,053
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NOTE 6 — INTERFUND TRANSACTIONS

Due From / Due To Other Funds — All interfund balances are expected 1o be repaid within the next fiscal year and
are considered ordinary in nature. The composition of interfund balances as of June 30, 2010 is as follows:

Interfund Interfund

Receivables Payables
Carl Moyer $ 0 $ 36,293
Mobile Emissions Project 132,224 0
General Fund 36,293 132,224
Totals $ 168,517 $ 168,517

Transfers In / Transfers OQut — Individual fund interfund transfers for the fiscal year ended June 30, 2010 were as
follows:

Transfers In Transfers Out Amount Purpose

Mobile Emissions Fund General Fund $ 359,679 To transfer mobile emissions revenue to the
Mobile Emissions Fund.

Total § 359,679

NOTE 7 - SHORT-TERM DEBT ACTIVITY

The District had no short-term debt issued or outstanding during the fiscal year ended June 30, 2010.
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NOTE 8 - LONG-TERM DEBT OBLIGATIONS

A summary of changes in general long-term debt at June 30, 2010 follows:

Balance Balance Due Within

July 1, 2009 Additions Deductions June 30, 2010 One Year
City National Bank § 805,721 % 0 $ 152,854 § 652,867 § 161,356
Energy Conservation 141,667 0 10,512 131,155 10,932
Subtotal 047388 0 163,366 784,022 172,288

Retiree Health Benefits 25,924 46,204 28,086 44,042 28,086
Compensated Absences 615,755 0 28,123 587,632 0
Post Employment Benefits 0 190,200 100,000 90,200 0
Subtotal 641,679 236,404 156,209 721,874 28,086

Totals $ 1,589,067 $ 236404 § 319575 § 1,505,896 § 200,374

Debt service requirements on long-term debt, excluding employment benefits, at June 30, 2010, are as follows:

Year Ending
June 30, Principal Interest Total

2011 5 172,288 5 37,396 209,684
2012 181,687 27,997 209,684
2013 191,627 18,056 209,683
2014 153,665 7,603 161,268
2015 12,783 32,223 45,006
2016-2020 71,972 8,058 80,030
Totals $ 784,022 $ 131,333 $915,355
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NOTE 9 - LEASE OBLIGATIONS

A. Operating Leases

The District has entered into operating leases for facilities and equipment as of June 30, 2010 that require
payments extending for a period longer than twelve months. Future payments as of June 30, 2010 arc as

follows:
Year Ending
June 30, Amount
2011 5 15,373
2012 10,249

Total b 25,622

Rental Expenditures
Fiscal Year 2009/2010 5 82,152

B. Capital Leases

As of June 30, 2010, the District has not entered into any lcase agreements where title will pass upon the
expiration of the lease.

NOTE 10 - RISK MANAGEMENT

The District is exposed to various risks of loss related to torts, theft, damage or destruction of assets, errors and
omissions, injuries to employees, and natural disasters. During fiscal year ended June 30, 2010, the District
purchased commercial insurance to cover general liabilities. There were no significant reductions in coverage in the
past fiscal year and there were no settlements exceeding insurance coverage for any of the past three fiscal years,

The District is a participant in the Special District Risk Management Authority (SDRMA) formed for the purpose of
providing insurance to its member agencies.

At June 30, 2010, SDRMA maintained general liability, automobile liability, property liability, and public officials’
liability insurance coverage of $2,500,000 per occurrence with $500,000 self-insurance retention covered by a
purchased policy. Inasmuch as SDRMA is acting as a broker obtaining low cost policies for its members, joint
venture disclosure is not applicable.

At June 30, 2010, SDRMA also maintained workers’ compensation insurance via self insurance for its member
districts up to a maximum of $150,000 per claim and claims above the self-insurance limits as required by law.
Inasmuch as SDRMA is acting as a broker obtaining low cost policies for its members, joint venture disclosure is
not applicable.
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NOTE 11 —EMPLOYEE RETIREMENT SYSTEMS

A.

Defined Benefit Plan

Plan_Description. The Mojave Desert Air Quality Management District employees participate in the San
Bernardino County Employees’ Retirement Association (SBCERA), which is a defined bencfit pension plan
(the “Plan™) operating under the California County Employees’ Retirement Act of 1937. All full-time, regular
employees of the Mojave Desert Air Quality Management District are members of the plan.

Employees become eligible for membership on their first day of regular employment and become fully vested
after five years, General members are eligible for retirement benefits upon completion of ten years of service
and attaining age fifty, or thirty years of service regardless of age. Retirement benefits are calculated at 2% of
final compensation for each completed year of service based on a normal retirement age of fifty-five for general
members. The Plan also provides disability benefits to members and death benefits to beneficiaries of
members.

Employee and Employer Contribution Obligations Employees are required to contribute a percentage of their
annual compensation to the Plan based on the member’s age at entry into the Plan. Participating members
contribute an amount, based on actuarial assumptions, that, together with employer contributions, is intended to
provide sufficient reserves for payment of all prospective benefits to members. Employees of the District may
also elect to have the District make contributions on their behalf under a contribution benefit option plan
instituted by the District. Rates at June 30, 2010 are as follows:

Rates as a
Category Percentage of Wages

General Members  Employee 8.95% to 12.84%
Employer 19.97%

Funding Status and Progress The amount shown below as the “pension benefit obligation” is a standardized
measure of the present value of pension benefits, adjusted for the effects of step-rate benefits, estimated to be
payable in the future as a result of employee service to date. The measure is intended to help assess the funding
status of the system on a going-concern basis, assess progress made in accumulating sufficient assets to pay
benefits when due, and make comparisons with other public employee retirement systems. The measure is the
actuarial present value of credited projected benefits and is independent of the funding methods used to
determine contributions to the SBCERA.

The pension benefit obligation was determined as part of an actuarial valuation performed as of June 30, 2009.
Significant actuarial assumptions used in the valuation include (a) a rate of return on the investment of present
and future assets of 8.00% per year, (b) projected salary increases of 5.00% to 13.25% per year, atiributable to
inflation, and (c) cost of living of 2.00% per year.

SBCERA does not maintain pension data on an entity basis; therefore, separate pension fund information for
District employees is not available.

Actuarially Determined Contribution Requirements and Contributions Made. SBCERA uses the Projected Unit
Credit Normal Cost Method, which is an accrued benefit method. That is, it focuses on benefits earned by
employees of service through valuation date.

According to the “benefit” method, the normal cost is the actuarial present value on the valuation date of the
benefits credited for employee service through that date.
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NOTE 11 - EMPLOYEE RETIREMENT SYSTEMS (Continued)

The significant actuarial assumptions used to compute the actuarially determined contribution requirement are
the same as those used to compute the pension benefit obligation, as previously described.

Trend Information Trend Information gives an indication of the progress made in accumulating sufficient
assets to pay benefits when due. Ten-year historical trend information for the SBCERA presenting progress in
accumulating sufficient assets to pay benefits when due is presented in the County of San Bernardino’s June 30,
2009, Comprehensive Annual Financial Report (CAFR).

B. Deferred Compensation Plan

District employees may participate in the “Mojave Desert Air Quality Management District Deferred
Compensation Plan” established pursuant to Internal Revenue Code Section 457, The plan is administered by
ING Aectna Financial Services, Inc. and ali contributions are made entirely from employee compensation. No
District contribution is required or made.

C. Flexible Benefit Plan

District employees may participate in the “Mojave Desert Air Quality Management District Flexible Benefit
Plan” established pursuant to Internal Revenue Code Section 125. The plan allows for District employees to
elect between taxable and nontaxable fringe benefits and compensation. The District makes payment to
employees pursuant to negotiated bargaining agreement.

NOTE 12 — POST EMPLOYMENT BENEFITS OTHER THAN PENSION BENEFITS

A. Defined Benefit Plan

In addition to the pension benefits described in Note 1, the District provides post retirement. This coverage is
self-insured on a pooled basis through the San Bernardino County Employees’ Retirement Association
(SBCERA). v

Eligibility for District-paid Benefits

All District pays to eligible retired employees two percent (2%) per service year of the premium of CalPers
health insurance for the employee and his or her spouse, but not to exceed the Flexible Benefit amount for a full
time employee. Such benefit is payable from the date of retirement to (5) years, or until the date retirce
becomes eligible for Medicare, or until the date retiree discontinues the coverage, whichever occurs first.

Retiring employee shall be eligible for retiree medical benefits under the following conditions:

A. Retiring employee must be enrolled in a CalPers health plan at the time of the retirement.

B. Retiring employee must have served a minimum of ten (10) years of public service with the District.

C. Retiring employee must have a minimum total of twenty (20) years of public service with any of the
member agencies of the District and any air district in California. For the purpose of this subsection, a

“member agency” is defined as a city or county that lies in whole or in part within the boundaries of the
District.
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NOTE 12 — POST EMPLOYMENT BENEFITS OTHER THAN PENSION BENEFITS (Continued)

B. Funding Policy

As required by GASB 45, an actuary will determine the District’s Annual Required Contributions (ARC) at
least once every two fiscal years. The ARC is calculated in accordance with certain parameters, and includes
(1) the Normal Cost for one year, and (2) a component for amortization of the total unfunded actuarial accrued
liability (UAAL) over a period not to exceed 30 years.

GASB 45 does not require pre-funding of OPEB benefits. Therefore, the District’s funding policy is to

continue to pay healthcare premiums for retirees as they fail due. The District has elected to establish an
irrevocable trust at this time.

The Board Members reserve the authority to review and amend this funding policy from time to time, in order
to ensure that the funding policy continues to best suit the circumstances of the District.

C. Annual OPEB Cost and Net OPEB Obligation/(Asset)

The following table shows the components of the District’s Annual OPEB cost for the fiscal year ended June
30, 2010, the amount actually contributed to the plan, and changes in the District’s Net OPEB
Obligation/(Asset).

Ite FYE 06/30/2010
Annual Required Contributions b 190,200
Interest on Net OPEB Obligation/(Asset) 0
Adjustment to Annual Required Contributions 0
Annual OPEB cost (expense) 190,200
Contributions made , (100,000)
Increase in Net OPEBR Obligation/(Asset) 90,200
Net OPEB Obligation/(Asset) - beginning of year 0
Net OPEB Obligation /(Asset) - end of year by 90,200

The district’s Annual OPEB Cost, the percentage of Annual OPEB cost contributed to the plan, and the Net
OPEB Obligation/(Asset) for the fiscal year ended June 30, 2009 are as follows:

Fiscal Percentage of - Net OPEB
Year Annual Actual Annual OPEB Obligation/
Ended OPEB Cost Contribution Cost Contributed (Asset)

06/30/2010 5 190,200 5 100,000 52.57% 5 90,200

D. Funded Status and Funding Progress

The funded status of the plan as of June 30, 2010, the end of the first year of GASB 45 applicability, was as
follows:

-32-




MOJAVE DESERT AIR QUALITY MANAGEMENT DISTRICT
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2010

NOTE 12 — POST EMPLOYMENT BENEFITS OTHER THAN PENSION BENEFITS (Continued)

Projected
Unit Credit UAALasa
Actuarial Actuarial Actuarial Unfunded Percentage
Valuation Value of Accrued AAL Funded Covered of Covered
Date Asscts Liability (UAAL) Ratio Payroll Payroll
July 1,2009 § 0 § 1421221 § 1,421,221 0% § 2,581,966 55%

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 future
employment, mortality, and the healthcare cost trend. Amounts determined regarding the funded status of the
plan and the Annual Required Contributions of the District are subject to continual revision as actual results are
compared with past expectations and new estimates are made about the future.

The schedule of funding progress, presented as required supplementary information following the notes to the
financial statements, will present multiyear trend information that shows whether the actuarial value of plan
assets is increasing or decreasing over time, relative to the actuarial accrued liabilities for benefits. Because
fiscal year ended June 30, 2010 is the year of implementation of GASB Statement No. 45, only one year is
presented in the schedule at this time. In future years, required three year trend analysis will be presented.

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 plan members) and include the type 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
methods and assumptions used include techniques that are designed to reduce short-term volatility in actuarial
accrued liabilities and the actuarial value of assets, consistent with the long-term perspective of the calculations.

The plan’s most recent actuarial valuation was performed as of May 26, 2009. In that valuation, the Projected
Unit Credit (PUC) Cost Method was used. The actuarial assumptions included a 6 percent investment rate of
return (net of administrative expenses), an annual medical cost trend rate of 3.5 percent initially, increased by
decrements to an ultimate rate of 5 percent after 4 years. These assumptions reflect an implicit 3.0 percent
general inflation assumption. The District’s unfunded actuarial accrued liability is being amortized as a level
dollar amount on an open basis over 30 years. The remaining amortization period as of June 30, 2010 was 30
years.
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NOTE 13 - DEFERRED REVENUE

A.

The State of California Air Resources Board established the Carl Moyer Memorial Air Quality Standards
Attainment Program to provide incentives for participating entities to undertake reduced-cmission heavy-duty
engine projects. The District applied for the Program and received funding under this program as follows:

Round of Fund g

Vil VIl 1X X X1 Xil Total

Grant Funding

Amount Awarded to Dake 3 196,981 § 721,681 $ 665,784 3 664,740 § 610,379 $ 546 689 $ 3406254
Amount Expended to Date (196,98 1) (721,681) (665,784) (661,721) (327,121) 0 (2573,288)
Total Grant Deferred 0 0 0 3,019 283,258 546,089 832,966
Administrative Suppor Funding

Amount Awarded 1o Date 4,030 16,735 73,834 104,510 67,820 60,743 328,278
Amount Expended to Date (4,630) (16,735) (73,.834) (101,687) (8,420) 0 (205,312)
Total Grant Deferred $ 0 3 0 0 $ 2,829 § 59,394 § 60,743 $ 122,966

As of June 30, 2010, the District had identified and committed funds per grant requirements, but had not yet
expended all of the program revenues. Since the District would be required to repay program revenue not used,
the criteria for recognizing this program revenue as income is not met until District expenditures are actually
made. The Carl Moyer Program income will be reflected as deferred revenue until the expenditures are made in
subsequent periods.

NOTE 14 - COMMITMENTS AND CONTINGENCIES .
A. Contingencies

B.

The District participates in grant programs which are governed by various rules and regulations of the grantor
agencies. Costs charged to the respective grant programs are subject to audit and adjustment by the grantor
agencies; therefore, to the extent that the District has not complied with the rules and regulations governing the
grants, refunds of any money received may be required and the collectibility of any related receivable may be
impaired. In the opinion of the District, there are no significant contingent liabilities relating to compliance
with the rules and regulations governing the respective grants; therefore, no provision has been recorded in the
accompanying basic financial statements for such contingencies.

Litigation

The District was involved in several matters of litigation as of June 30, 2010. There is a large potential for
future lawsuits from environmentalists and other organizations that are in disagreement with manufacturing and
other types of business activities that may have emissions as a result of their production activities and it appears
to be no insurance available to help off-set these potential claims. The outcomes of these matters of litigation
are uncertain as of June 30, 2010.
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NOTE 14 - COMMITMENTS AND CONTINGENCIES (Continued)

C. State and Federal Allowances, Awards and Grants

The District has received state and federal funds for specilic purposes that are subject to review and audit by the
grantor agencics, Although such audits could generate expenditure disallowances under terms of the grants, it is
believed that any required reimbursements will not be material.

NOTE 15 - COMPLIANCE AND ACCOUNTABILITY

A. Finance-Related Legal and Contractual Provisions.
In accordance with GASB Statement No. 38, “Certain Financial Statement Note Disclosures,” violations of
finance-related legal and contractual provisions, if any, are reported below, along with actions taken to address

such violations:

Violation Action Taken
None reported Not applicable

B. Deficit Fund Balance or Fund Net Assets of Individual Funds

Following are funds having deficit fund balances or fund net assets at year-end, if any, along with remarks
which address such deficits:

Fund Name Deficit Amount Remarks
None reported Not applicable Not applicable
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MOJAVE DESERT AIR QUALITY MANAGEMENT DISTRICT
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

FOR TIIE YEAR ENDED JUNE 30, 2010

Budgeted Amounts

Variance with

Final Budget
Positive

Original Final Actual (Negative)
REVENUES
Antelope Valley Air Quality
Management Contract $ 1,128,866 § 1,128,866 § 1,123,383 $ (5,483)
Application and Permit Fees 4,127,730 4,127,730 3,958,405 (169,325)
AB 2766 and Other : .
Program Revenues 1,560,360 1,560,360 1,533,847 (26,513)
Grants ' 261,000 261,000 202,926 (58,074)
Fines 60,000 60,000 27,250 (32,750)
Investment Earnings 30,000 30,000 30,585 585
Miscellaneous 0 0 35,532 35,532
Total Revenues 7,167,956 7,167,956 6,911,928 (256,028)
EXPENDITURES
Public Safety:
Salaries and Benefits 4,996,965 4,996,965 4,618,976 377,989
Services and Supplies 1,146,995 1,146,995 1,002,647 144,348
Contributions to Other Participants 467,590 467,590 446,964 20,626
Debt Service:
Principal 165,000 165,000 163,366 1,634
Interest and Fiscal Charges 54,911 54,911 46,318 8,593
Capital Outlay:
Improvements and Equipment 493,000. 493,000 456,769 36,231
Total Expenditures 7,324,461 7,324,461 6,735,040 589,421
Excess (Deficiency) of Revenues
Over (Under) Expenditures (156,505) (156,505) 176,888 333,393
OTHER FINANCING SOURCES (USES)
Operating Transfers Out (359,679) (359,679) (359,679) 0
Total Other Financing
Sources (Uses) (359,679) (359,679) (359,679) 0
Net Change in Fund Balances (516,184) (516,184) (182,791) 333,393
Fund Balance - Beginning of Year 2,220,974 2,220,974 2,220,974 0
Fund Balance - End of Year § 1,704,790 $ 1,704,790 ~$§ 2,038,183 § 333,393

The accompanying notes are an integral part of these statements.
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FOR THE YEAR ENDED JUNE 30, 2010

Variance with
Final Budgel

Budgeled Amounts Positive
Original Final Actual (Negalive)
REVENUES
Investment Earnings 5 0 8 0 3 23,738 8§ 23,738
Total Revenues 0 0 23,738 23,738
EXPENDITURES
Public Safety
Services and Supplies 400,000 400,000 400,000 0
Total Expenditures 400,000 400,000 400,000 0
Excess (Deficiency) of Revenues
Over (Under) Expenditures (400,000) (400,000) (376,262) 23,738
OTHER FINANCING SOURCES (USES)
Operating Transfers In 359,679 359,679 359,679 0
Total Other Financing .
Sources (Uses) 359,679 359,679 359,679 0
Net Change in Fund Balances (40,321) (40,321 (16,583) 23,738
Fund Balance - Beginning of Year 2,002,319 2,002,319 2,002,319 0
Fund Balance - End of Year $ 1961,998 § 1961,998 § 1985736 3 23,738

The accompanying notes are an integral part of these statements.
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FOR THE YEAR ENDED JUNE 30, 2010

Original Final Actual (Negative)
REVENUES
Grants 3 750,000 750,000 % 663,461 $ (86,539)
Investment Earnings 0 0 7,021 7,021
Total Revenues 750,000 750,000 670,482 (79,518)
EXPENDITURES
Public Safety:
Services and Supplies 70,000 70,000 68,219 1,781
Contributions to Other Participants 696,237 696,237 595,242 100,995
Total Expenditures 766,237 766,237 663,461 102,776
Excess (Deficiency) of Revenues
Over (Under) Expenditures (16,237) (16,237) 7,021 23,258
OTHER FINANCING SOURCES (USES)
Operating Transfers In 0 0 0 0
Total Other Financing
Sources (Uses) 0 0 0 0
Net Change in Fund Balances (16,237) (16,237) 7,021 23,258
Fund Balance - Beginning of Year 313,513 313,513 313,513 0
Fund Balance - End of Year 3 297,276 297,276 3 320,534 § 23,258

Budgeted Amounls

Variance with
Final Budget
Positive

The accompanying notes are an integral part of these statements.
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MOJAVE DESERT AIR QUALITY MANAGEMENT DISTRICT
DISTRICT SUMMARY, GOVERNING BOARD AND PERSONNEL
JUNE 30, 2010

DISTRICT SUMMARY

The Mojave Desert Air Quality Management District is a local agency with the primary responsibility for the
development, implementation, monitoring, and enforcement of air pollution control strategies and motor vehicle use
reduction measurcs. The District represents the citizens of the Mojave Desert district in influencing the decisions of
other public and private agencies whose actions may have an adverse impact on air quality within the Mojave Desert
district. The District began operations on July 1, 1993 by assuming the authority of the San Bernardino County Air
Pollution Control District that ceased operations. The District is governed by an appointed Governing Board from
areas within its boundaries.

As of June 30, 2010, the Governing Board consisted of the following:

GOVERNING BOARD

MEMBER OFFICE REPRESEN TED AREA
Charley B. Glasper Chair City of Adelanto
Joe Gomez Vice Chair City of Barstow
John Cole Member City of Twenty-Nine Palms
Joseph Deconick Member City of Blythe
Lori Herbel Member Town of Yucca Valley
Ed Pack Member City of Hesperia
Mike Rothschild Member City of Victorville
Bob Sagoma Member . Town of Apple Valley
Jeff Williams Member City of Needles
Neil Demry Member County of San Bemardino (2nd District - Supervisor)
Brad Mitzelfclt Member County of San Bemardino ( 1st District - Supervisor)
John Benoit Member County of Riverside
Paul Biane Member County of San Bemardino (3rd District - Supervisor)
Barbara Cram Riordan Member Public Member
PERSONNEL

Eldon Heaston — Executive Director / Air Pollution Control Officer
Karen K. Nowak ~District Counsel

Jean Bracy - Director of Administrative Services
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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

Governing Board
Mojave Desert Air Quality Management District
Victorville, California

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of Mojave Desert Air Quality Management District, as of and for the year ended June
30, 2010, which collectively comprise the Mojave Desert Air Quality Management District’s basic financial
statements and have issued our report thereon dated November 30, 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 Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

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

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of entity’s financial statements will
not be prevented, or detected and corrected on a timely basis.

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 Mojave Desert Air Quality Management District’s
financial statements are free of material misstatement, we performed tests of its compliance with certain provisions
of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The results
of our tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.
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We noted certain matters that we reported to management of Mojave Desert Air Quality Management District, in a
scparate letter dated November 10, 2010.

This report is intended solely for the information and use of management, others within the organization, and
Governing Board, and is not intended to be and should not be used by anyone other than these specificd partics.

BURKEY COX EVANS BRADFORD & ALDEN Palmdale, California
Certified Public Accountants November 30, 2010
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November 10, 2010

To the Board of Directors

Mojave Desert Air Quality Management District
14306 Park Avenue

Victorville, California 92392-2310

Dear Board of Directors:
This letter is intended to inform the Board of Directors of the Mojave Desert Air Quality Management District about .
significant matters related to the conduct of the annual audit so that it can appropriately discharge its oversight

responsibility, and that we comply with our professional responsibilities to the Board of Directors.

The following summarizes various matters which must be communicated to you under auditing standards generally
accepted in the United States of America.

Our Responsibility under United States Generally Accepted Auditing Standards

Our audit of the financial statements of the Mojave Desert Air Quality Management District for the year ended June
30, 2010 was conducted in accordance with auditing standards generally accepted in the United States of America

. and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatements, whether caused by
error, fraudulent financial reporting or misappropriation of assets. 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. Accordingly, the audit was designed to obtain reasonable, rather than absolute,
assurance about the financial statements. We believe that our audit accomplished that objective.

Other information in regards to the Audited Financial Statements:

Significant Accounting Policies

Management is responsible for the selection and use of appropriate accounting policies. In accordance with the
terms of our engagement letter, we will advise management about the appropriateness of accounting policies and
their application. The significant accounting policies used by Mojave Desert Air Quality Management District are
described in Note 1 to the financial statements. No new accounting policies were adopted and the application of
existing policies was not changed during the current fiscal year. We noted no transactions entered into by the
Organization during the year that were both significant and unusual, and of which, under professional standards, we
are required to inform you, or transactions for which there is a lack of authoritative guidance or consensus.

Alternative Treatments Discussed with Management

We did not discuss with management any alternative treatments within generally accepted accounting principles for
accounting policies and practices related to material items during the current audit period.
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Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management and are based on
management’s knowledge and experience about past and current events and assumptions about [uture events.
Certain accounting estimates are particularly sensitive because of their, significance to the financial statements and
because of the possibility that future events affecting them may differ significantly from those expected. There were
no significant estimates used by management during the current fiscal year. -

Audit Adjustments

For purposes of this letter, professional standards define an audit adjustment as a proposed correction of the
financial statements that, in our judgment, many not have been detected except through our auditing procedures. An
audit adjustment may or may not indicate matters that could have a significant effect on the Organization’s financial
reporting process (that is, cause future financial statements to be materially misstated). In our judgment, none of the
adjustments we proposed, whether recorded or unrecorded by the Organization, either individually or in the
aggregate, indicate matters that could have a significant effect on the Organization’s financial reporting process.
Attached is a list of the audit adjustments proposed to the organization for the current fiscal year.

Audit Adjustments

There were several audit adjustments made to the original trial balance presented to us to begin our audit. Of the
adjustments that were recorded, the following is description of the adjustments that could, in our judgment, either
individually or in the aggregate, have a significant effect on the District’s financial reporting process:

o Adjust payroll liability to actual (approximately $40,000).
e Record transfer for retiree health benefits (approximately $100,000).
o Record payable for other post employment benefits payable (approximately $90,000).

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a matter, whether or
not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter that could be
significant to the financial statements or the auditor’s report. We are pleased to report that no such disagreements
arose during the course of our audit.

Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting matters,
similar to obtaining a “second opinion™ on certain situations. 1f a consultation involves application of an accounting
principle to the Organization’s financial statements or a determination of the type of auditor’s opinion that may be
expressed on those statements, our professional standards require the consulting accountant to check with us to
determine that the consultant has all the relevant facts. To our knowledge, there were no such consultations with
other accountants.
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Issues Discussed Prior to Retention of Independent Auditors

We generally discuss a variety of matters, including the application of accounting principles and auditing standards,
with management cach year prior to retention as the Organization’s auditors. However, these discussions occurred
in the normal course of our professional relationship and our responses were not a condition to our rctention,

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and completing our audit.

We noted matters involving the internal control structure and its operation that we consider to be reportable
conditions under standards established by the American Institute of Certified Public Accountants. Reportable
conditions involve matters coming to our attention relating to significant deficiencies in the design or operation of
the internal control structure that, in our judgment, could adversely affect the entity’s ability to record, process,
summarize, and report financial data consistent with the assertions of management in the general purpose financial
statements.

We did not encounter any items that are required to be reported to management.

This information is intended solely for the use of the Board of Directors and management of Mojave Desert Air
Quality Management District and is not intended to be and should not be used by anyone other than these specified
parties.

Very truly yours,

Jennifer Alden, CPA

BURKEY COX EVANS BRADFORD & ALDEN
Accountancy Corporation
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To the Board of Directors

Mojave Desert Air Quality Management District
14306 Park Avenue

Victorville, California 92392-2310

Dear Board of Directors:

We have audited the financial statements of Mojave Desert Air Quality Management District for the year
cnded June 30, 2010, and have issued our report thereon dated November 10, 2010. Professional
standards require that we provide you withthe following information related to our audit.

As stated in our engagement letter dated March 19, 2010, our responsibility, as described by professional
standards, is to plan and perform our audit to obtain reasonable, but not absolute, assurance that the
financial statements are free of material misstatement and are fairly presented in accordance with United
States generally accepted accounting principles. Because an audit is designed to provide reasonable, but
not absolute, assurance and because we did not perform a detailed examination of all transactions, there is
a risk that material misstatements may exist and not be detected by us.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstate-
ments on a timely basis. A significant deficiency is a control deficiency, or a combination of control
deficiencies, that adversely affects the entity’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 will not be prevented or detected by the entity’s internal
control.

A material weakness is a significant deficiency, or a 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 entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first paragraph and
would not necessarily identify any deficiencies in internal control that might be significant deficiencies or
material weaknesses. We did not identify any deficiencies in internal control that we consider to be
material weaknesses, as defined above. However, we identified the following deficiencies in internal
control that we consider to be significant deficiencies.

Our consideration of the internal control structure would not necessarily disclose all matters in the
internal control structure that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a reportable condition in which the
design or operation of one or more of the specific internal control structure elements does not reduce to a
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relatively low level the risk that errors or irregularities in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by employees in
the normal course of performing their assigned functions. However, we belicve that nonc of the below
reportable conditions are material weaknesses.

2010-1

Finding: At present, the company uses QuickBooks to manage the general ledger functions. QuickBooks
is user friendly and meets the Organization’s need to keep the accounting system simple. However, the
system allows the user to go back and change a transaction without a clear audit trail. Transactions can be
backdated to a prior period, thus changing the previously reported financial statements. The district has
developed administrator passwords in order to make changes to QuickBooks in order to track adjustments
made, however there is still the ability to manipulate the system, the-organization is subject to incorrect
financial reporting and subject to the potential to a risk of loss from the manipulation of the accounting
system.

Recommendation: Mojave Desert Air Quality Management District should establish procedures to verify
the validity of any changes to prior period financial statements. A review of monthly financial statements
should be performed by someone independent of the financial statement preparation.

2010-2

Finding: In discussions with management and review of the District’s litigation it appears that there is a
large potential for future lawsuits from environmentalists and other organizations that are in disagreement
with manufacturing and other types of business activities that may have emissions as a result of their
production activities. In addition, there appears to be no insurance available for the Air Quality
Management District’s to help off-set these potential claims.

Recommendation: We recommend that the District look for additional ways to protect themselves from
such future claims or at a minimum, limit their exposure to litigation. A potential remedy for such
exposure may be to add an indemnification statement to all applications, whereby making the owner of
the permit responsible or partially responsible for cost of litigation fees.

This report is intended for the information of the Board of Directors and management. This restriction is
not intended to limit the distribution of this report, which is a matter of public record.

Very truly yours,

Jennifer Alden, CPA
BURKEY COX EVANS BRADFORD & ALDEN
Certified Public Accountants




