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Chairman, Governing Board and Residents
Of the South Coast Air Quality Management District

State law requires that local governments publish within six months of the close of each
fiscal year a complete set of audited financial statements presented in conformity with
generally accepted accounting principles (GAAP) and audited in accordance with
generally accepted auditing standards by a firm of licensed certified public accountants.
This report is published to fulfill that requirement for the fiscal year ended June 30, 2014.

This report consists of management’s representations concerning the finances of the
South Coast Air Quality Management District (SCAQMD), Diamond Bar, California.
Management assumes full responsibility for the completeness and reliability of all of the
information presented in this report, based upon a comprehensive framework of internal
control that it has established for this purpose. Because the cost of internal control should
not exceed anticipated benefits, the objective is to provide reasonable, rather than
absolute, assurance that the financial statements are free of any material misstatements.
As management, we assert that, to the best of our knowledge and belief, this financial
report is complete and reliable in all material respects.

SCAQMD’s financial statements have been audited by Simpson & Simpson, Certified
Public Accountants. The goal of the independent audit is to provide reasonable assurance
that the financial statements of SCAQMD for the fiscal year ended June 30, 2014 are free
of material misstatements. The independent auditors concluded, based upon the audit,
that there was a reasonable basis for rendering an unmodified (clean) opinion that
SCAQMD’s financial statements for the fiscal year ended June 30, 2014 are fairly
presented in conformity with accounting principles generally accepted in the United
States. The independent auditor’s report is located at the front of the financial section of
this report.

The independent audit of the financial statements of SCAQMD was part of a broader,
federally mandated “Single Audit” designed to meet the special needs of Federal grantor


http://www.aqmd.gov/

agencies. The standards governing Single Audit engagements require the independent
auditor to report not only on the fair presentation of the financial statements, but also on
the audited government’s internal controls and compliance with legal requirements, with
special emphasis on internal controls and legal requirements involving the administration
of Federal awards. These reports are available in SCAQMD’s separately issued Single
Audit Report.

Management’s Discussion and Analysis (MD&A) immediately follows the independent
auditor’s report and provides a narrative introduction, overview, and analysis of the basic
financial statements. MD&A complements this letter of transmittal and should be read in
conjunction with it.

Profile of the South Coast Air Quality Management District

The South Coast Air Quality Management District began operation on February 1, 1977
as a regional governmental agency established by the California Legislature pursuant to
the Lewis Air Quality Management Act. SCAQMD encompasses all of Orange County
and parts of Los Angeles, San Bernardino and Riverside Counties, representing over 16
million residents. It succeeded the Southern California Air Pollution Control District and
its predecessor four county air pollution control districts, of which the Los Angeles
County Air Pollution Control District was the oldest in the nation, having been formed in
1947.

SOUTH COAST AIR QUALITY MANAGEMENT DISTRICT
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SCAQMD’s Governing Board is composed of 13 members, including four members
appointed by the Boards of Supervisors of the four counties in SCAQMD’s jurisdiction,
six members appointed by cities in SCAQMD’s jurisdiction and three members
appointed by the Governor, the Speaker of the State Assembly and the Rules Committee
of the State Senate, respectively. The members appointed by the various Boards of
Supervisors and cities consist of one member of the Board of Supervisors of Los
Angeles, Orange, Riverside, and San Bernardino Counties, respectively, and a mayor or
member of the city council of a city within Orange, Riverside and San Bernardino
Counties. Los Angeles County cities have three representatives, one each from the
western and eastern portions of the county and one member representing the City of Los
Angeles. Each Board member serves a four year term. The Board appoints the agency’s
Executive Officer and General Counsel. The Executive Officer in turn appoints the heads
of the various agency departments.

Southern California has the most serious air quality problem in the country. A
combination of poor atmospheric ventilation, a capping temperature inversion, bordering
mountains and sunny days act to enhance smog formation and effectively trap pollutants
in the Basin. SCAQMD is responsible for monitoring air pollution within the Basin and
for developing and administering programs to reduce air pollution levels below the
health-based standards established by the state and federal governments.

SCAQMD provides a full range of air pollution control activities, including permitting,
site inspection, air quality attainment planning, rule making, air quality monitoring and
technology advancement. Government Accounting Standards Board Statement No. 61
requires that certain separate but related component units be included with SCAQMD for
reporting purposes. This report includes the South Coast Air Quality Management
District Building Corporation (Corporation) as a blended component unit. SCAQMD
may impose its will on the component unit, including the ability to appoint, hire, reassign
or dismiss management. There are also financial benefit/burden relationships between
SCAQMD and the Corporation. For additional information, see Note 1 to the financial
statements.

The annual budget serves as the foundation for SCAQMD’s financial planning and
control. The Governing Board is required to adopt an annual budget by July 1 of each
fiscal year. SCAQMD’s annual appropriated budgets are adopted for the General Fund.
Budgets are adopted on a budgetary basis that includes encumbrances as expenditures.
All annual appropriations lapse at fiscal year end to the extent they have not been
expended or encumbered. Amendments to increase the budget must be approved by the
Governing Board. Budgets for Special Revenue Funds are not adopted due to the narrow
focus (advance technology demonstration projects/emission reduction projects) and
limited life of many of these special revenues. Expenditures from the Special Revenue
Funds require Governing Board approval and are primarily related to contractual
obligations with vendors and grantees. Administrative expenditures related to managing



and accounting for Special Revenue Fund projects are appropriated within the General
Fund budget.

SCAQMD maintains budgetary controls through both signature authority and automated
budget checking. The objective of these controls is to ensure compliance with specific
special revenue fund appropriations and the annual appropriated budget approved by the
Governing Board. SCAQMD maintains an encumbrance accounting system of purchase
orders and contracts at the fund level as a means of accomplishing budgetary control.
Open encumbrances are reported as committed fund balance at the end of the fiscal year.
Purchase orders and contracts are reviewed to ensure that funds are available and that
requests are properly authorized prior to being released or executed.

The accounting principles applied in reporting budgetary expenditures differ in some
respects from the generally accepted accounting principles applied in the reporting of the
financial statements. Reconciliation of these differences is presented in the Required
Supplementary Information section of this report.

As reflected in the statements and schedules included in the financial section of this
report, SCAQMD continues to meet its responsibility for sound financial management.

Factors Affecting Financial Condition

SCAQMD is a fee-supported agency and does not receive sales or property tax support.
Approximately 74% of its General Fund revenue is derived from permit evaluation fees,
annual permit renewal fees, emission fees, Hearing Board fees, penalties and settlements,
interest earnings, and other revenues. The remaining 26% of its General Fund revenue is
derived from federal grants, state grants, California Air Resources Board (CARB)
subvention funds, and motor vehicle fees.

To meet its program commitments, despite new federal and state mandates, increased
workload complexity, and ongoing cost containment efforts, SCAQMD continues to
streamline many of its operations. Compared to the 1991-92 fiscal year, 2013-14 reflects
funded staffing levels that are 31% (366 FTEs) below 1991-92 levels and expenditures,
when adjusted for inflation, that are approximately 35% less than the 1991-92 period.

Government-wide revenues during this fiscal year remained flat as compared to the prior
fiscal year. General Fund revenues increased by 9% as compared to the prior fiscal year,
primarily due to an increase in penalties and settlements paid by non-compliant entities,
combined with stable permit, renewal, and emission fees. Future changes in government-
wide revenue are highly dependent on the timing of receipts and continuation of state and
federal grant funding, while General Fund revenues are expected to continue to remain
stable through the following fiscal year due to the strengthening of the economic
environment.



Government-wide expenses remained flat as compared to the prior fiscal year. General
Fund expenditures decreased by 2% as compared to the prior fiscal year, primarily due to
reduced debt service costs related to the early retirement of debt associated with the
Headquarters building.  Future changes in government-wide expenses are highly
dependent on the timing of receipts and continuation of state and federal grant funding,
while General Fund expenditures are expected to remain flat through the following fiscal
year due to the continued cost-containment measures incorporated into the fiscal year
2014-15 General Fund budget. These measures include an 8% position vacancy rate,
stable services and supplies costs, and continued savings from the retired debt associated
with the Headquarters building.

Long-term Financial Planning

In addressing long-term program costs, SCAQMD has pursued actions over the past
several years including legislative changes to the employee retirement plan and the use of
one-time revenues to lower its long-term retirement costs and economically defease a
portion of its current debt service. Statewide pension reform legislation was signed into
law in September 2012, which enacted broad changes to SCAQMD’s retirement plan for
most new employees. As part of the annual budget process, SCAQMD prepares a five
year financial plan that demonstrates the commitment to meet future financial challenges
and uncertainties while continuing to protect the health of the residents within the
SCAQMD boundaries and remaining sensitive to business. During the current fiscal year
and beyond, SCAQMD continues to look for cost savings and operational efficiencies as
a means of balancing revenues and expenditures to ensure long term financial
sustainability.

Relevant Financial Policies

In recent years, SCAQMD’s Governing Board has made several policy decisions to meet
future financial challenges and uncertainties while continuing to protect the health of the
residents within the SCAQMD boundaries and remaining sensitive to business. These
policy decisions include reducing debt, negotiating reductions in the cost of pensions, and
reviewing and revising fee policies. In fiscal year 2012-13, debt associated with the
Headquarters building was eliminated, while additional funds were set aside in fiscal year
2013-14 to pay for outstanding debt related to pension obligation bonds. Over the past
ten fiscal years and ongoing, changes and reductions in pension benefits have been
successfully negotiated with the employees of SCAQMD.

In fiscal year 2010-11, SCAQMD’s Governing Board approved a rule which provides
that certain fees be automatically adjusted effective July 1 of each year by the California
Consumer Price Index for the preceding calendar year unless the Governing Board by
rule decides not to implement such fee increase for a given year, either for all fees or for
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a specified fee or fees. In fiscal year 2013-14, the Governing Board approved an
additional fee increase, to be phased-in over fiscal years 2014-15 and 2015-16, to more
fully recover costs for certain SCAQMD activities.

Additionally, in fiscal year 2013-14, the Governing Board approved a change to the fund
balance policy for the General Fund so that the percentage of revenues to be maintained
in the General Fund is increased from a minimum of 15% to a minimum of 20%. The
increase will serve to mitigate current and future risks related to potential revenue
shortfalls and/or unanticipated expenditures.

Major Initiatives

The mission of SCAQMD is to protect public health from air pollution with sensitivity to
the impacts of its actions on the community, public agencies and businesses. To carry
out this mission, SCAQMD has developed the following goals:

I. Ensure expeditious progress toward meeting clean air standards and protecting
public health.
I1.  Enhance public education and ensure equitable treatment for all communities.
I11.  Operate efficiently and in a manner sensitive to businesses, the public, and
SCAQMD staff.

During the current and upcoming fiscal year, SCAQMD highlighted several projects
which are particularly important to achieving our mission and goals, including:
implementation of the 2012 Air Quality Management Plan (AQMP) and initial
development of the 2016 AQMP, demonstration projects to achieve near zero and zero
tailpipe emissions for container transport, completion the Multiple Air Toxics Exposure
Study (MATES 1V), implementation of the AB 1318 Mitigation Program in the
Coachella Valley, increased communication between SCAQMD and members of the
public, and continued timely response to community complaints.

Awards and Acknowledgements

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the South
Coast Air Quality Management District for its Comprehensive Annual Financial Report
(CAFR) for the fiscal year ended June 30, 2013. The Certificate of Achievement is a
prestigious national award recognizing conformance with the highest standards for
preparation of state and local government financial reports. In order to be awarded a
Certificate of Achievement, a government unit must publish an easily readable and
efficiently organized Comprehensive Annual Financial Report, whose contents conform
to program standards. The Comprehensive Annual Financial Report must satisfy both
generally accepted accounting principles and applicable legal requirements. The
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Certificate of Achievement is valid for a period of one year only. We believe our current
report continues to meet the Certificate of Achievement program requirements, and we
are submitting it to GFOA to determine its eligibility for another certificate.

The preparation of our comprehensive annual financial report was made possible by the
dedicated services of the accounting, financial services, and management staff of the
Finance Office. These members have our sincere appreciation for the contribution made
in the preparation of this report.

Recognition is also given to the Governing Board for their leadership and support and to
all employees of SCAQMD who continue to push technology and improve operations to

accomplish SCAQMD’s mission of protecting public health from air pollution with
sensitivity to the impacts of its actions on the community and businesses.

Respectfully submitted,

PN o7

Barry‘ R. Wallerstein, D.Env. Michael B. O’Kelly, CPA
Executive Officer Chief Financial Officer
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MELBA W, SMPSON, CPA

The Governing Board of
South Coast Air Quality Management District

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the blended component unit, each major fund, and the aggregate
remaining fund information of the South Coast Air Quality Management District (SCAQMD), as of
and for the vear ended June 30. 2014, and the related notes to the financial statements, which
collectively comprise the SCAQMD’s basic financial statements as listed in the table of
contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Aunditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, 1ssued 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 from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment. mcluding the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal confrol relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the enfity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion. the financial statements referred to above present fairly, i all material respects. the
respective financial position of the governmental activities. the business-type activities, the blended
component unit, each major fund, and the aggregate remaining fund information of the SCAQMD, as of
June 30, 2014, and the respective changes in financial position and, where applicable, cash flows thereof
for the year then ended in accordance with accounting principles generally accepted in the United States
of America.

Emphasis of Matter

As discussed in Note 1F to the financial statements, SCAQMD adopted new accounting guidance,
Governmental Accounting Standards Board (GASB) Statement No. 65, Items Previously Reported as
Assets and Liabilities, for the vear ended June 30, 2014. Our opinion is not modified with respect to this
maftter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and budgetary comparison information on pages 4-21 and 64—66 be presented to
supplement the basic financial statements. Such mformation, although not a part of the basic financial
statements. 1s required by the Governmental Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the basic financial statements m an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of mquiries of management about the methods of preparing the
mformation and comparing the mformation for consistency with management’s responses to our
mquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information because
the limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the SCAQMD’s basic financial statements. The introductory section, combining
and individual nonmajor fund financial statements, and statistical section are presented for purposes of
additional analysis and are not a required part of the basic financial statements.
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The combining and individual nonmajor fund financial statements are the responsibility of management
and were derived from and relate directly to the underlying accounting and other records used to prepare
the basic financial statements. Such information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and certain additional procedures. including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the
basic financial statements or to the basic financial statements themselves, and other additional
procecures in accordance with auditing standards generally accepted in the United States of America. In
our opinion, the combining and individual nonmajor fund financial statements are fairly stated, in all
material respects, in relation to the basic financial statements as a whole.

The ntroductory and statistical sections have not been subjected to the auditing procedures applied in
the audit of the basic financial statements and, accordingly, we do not express an opinion or provide any
assurance on them.

Other Reporting Required by Governmental Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
October 17, 2014, on our consideration of the SCAQMD’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
mternal control over financial reporting and compliance and the results of that testing. and not to
provide an opinion on internal control over financial reporting or on compliance. That report is an
mntegral part of an audit performed in accordance with Government Auditing Standards in
considering SCAQMD’s internal control over financial reporting and compliance.

%waziﬂ%@

Los Angeles, California
October 17, 2014



SOUTH COAST AIR QUALITY MANAGEMENT DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2014

As management of the South Coast Air Quality Management District (SCAQMD), we
offer readers of SCAQMD’s financial statements this narrative overview and analysis of
the financial activities of SCAQMD for fiscal year ended June 30, 2014. Please read it in
conjunction with the accompanying transmittal letter, the basic financial statements, and
the accompanying notes to those financial statements.

A. Financial Highlights

Total assets of SCAQMD exceeded its total liabilities at the close of the most
recent fiscal year by $609.7 million (net position). Of this amount, $30.1 million
(unrestricted net position), may be used to meet SCAQMD’s ongoing obligations
to creditors.

SCAQMD’s total net position increased by $14.2 million. Total revenues from all
sources were $299.5 million and total expenses for all functions/programs were
$285.3 million.

As of the close of the fiscal year, SCAQMD’s governmental funds reported
combined ending fund balances of $582.4 million, a increase of $13.4 million in
comparison to the prior year. Of the $582.4 million combined ending fund
balances, $45.8 million represents the fund balance of the General Fund.

Out of the general fund balance of $45.8 million at the end of the fiscal year,
$66,703 was nonspendable, $5.8 million was committed, $12.2 million was
assigned and $27.7 million was unassigned, which is 21.1% of the general fund
expenditures.

SCAQMD’s capital assets decreased by $1.2 million from the prior year.

SCAQMD’s long term debt decreased by $3.6 million or 7.3% of the long term
debt outstanding.

B. Overview of the Financial Statements

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



SOUTH COAST AIR QUALITY MANAGEMENT DISTRICT
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2014

In general, the purpose of financial reporting is to provide the external parties that
read 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, SCAQMD, 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 on the overall financial position
and activities of SCAQMD. These financial statements are constructed around the
concept of a primary government and its component unit, excluding fiduciary funds.
The financial statements of SCAQMD’s fiduciary funds are not included in the
government-wide financial statements because these funds cannot be used to finance
SCAQMD’s activities.

The government-wide financial statements are designed to provide readers with a
broad overview of SCAQMD’s finances in a manner similar to a private sector
business. These financial statements include the Statement of Net Position and the
Statement of Activities.

The Statement of Net Position reports all assets held and liabilities owed by
SCAQMD using the accrual basis of accounting which is similar to the accounting
method used by most private sector companies. The difference between assets and
liabilities is reported as net position. Over time increases or decreases in net position
serve as a useful indicator of whether SCAQMD’s financial position iS improving or
deteriorating.

The Statement of Activities presents information showing how SCAQMD’s net
position changed during the most recent fiscal year. All changes in net position are
reported as soon as the underlying event giving rise to the change occurs, regardless
of the timing of related cash flows. Thus, revenues and expenses are reported in this
statement for some items that will only result in cash flows in future fiscal periods
such as earned but unused vacation leave.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. SCAQMD,
like other state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. All of the funds of
SCAQMD can be divided into three categories: governmental funds, proprietary
funds, and fiduciary funds.
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Governmental Funds

Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However,
unlike the government-wide financial statements, governmental fund financial
statements focus on current sources and uses of spendable resources, as well as on
balances of spendable resources available at the end of the fiscal year. Non-financial
assets such as land and building and long-term liabilities such as pension obligation
bonds payable or long term liabilities that will not be paid with current assets are
excluded. Such information on available spendable resources may be useful in
evaluating SCAQMD’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-
wide financial statements, it is useful to compare the information presented for
governmental funds with similar information presented for governmental activities in
the Government-wide Financial Statements. By doing so, readers may better
understand the long-term impact of SCAQMD’s near-term financing decisions.
Information from the Governmental Funds Balance Sheet and the Governmental
Funds Statement of Revenues, Expenditures and Changes in Fund Balances is used to
facilitate the comparison between governmental funds and governmental activities.
The reconciliation between the Governmental Funds Balance Sheet and the
Government-wide Statement of Net Position can be found under the Fund Financial
Statements section. The reconciliation of the total change in fund balances for all
governmental funds to the change in net position can also be found under that same
section.

SCAQMD maintains 45 individual special revenue funds, one debt service fund and a
blended component unit in addition to the General Fund. Four of the special revenue
funds are considered major funds. The information for the major special revenue
funds is presented separately in the Governmental Fund Balance Sheet and in the
Governmental Fund Statement of Revenues, Expenditures and Changes in Fund
balances. Data for the other 41 non-major special revenue funds, debt service fund
and blended component unit are combined into a single, aggregated presentation.
Individual fund data for each of the 41 non-major governmental funds, debt service
fund and blended component unit, is reported in the Other Supplementary Information
section of this report.

SCAQMD adopts an annual appropriated budget for its General Fund. A budgetary
comparison statement has been provided for the General Fund to demonstrate
compliance with this budget. This is presented in the Required Supplementary
Information section of this report.
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The Basic Governmental Fund Statements can be found under the Fund Financial
Statements section of this report.

Proprietary Funds

When SCAQMD charges for Compressed Natural Gas (CNG) fuel, whether to outside
customers or within SCAQMD, the transactions are reported in proprietary funds.
Proprietary funds are reported in the same way that all activities are reported in the
government-wide financial statements only in more detail. A statement of cash flows,
for instance, is presented at the fund financial statement level for proprietary funds but
no equivalent statement is presented in the government-wide financial statements for
either governmental activities or business-type activities.

SCAQMD’s Proprietary Fund Financial Statements for the CNG Fueling Station are
presented under the Fund Financial Statements section.

Fiduciary Funds

Fiduciary Funds represent Agency Funds and Retirement Benefit Trust Fund which
are custodial in nature and do not involve measurement of results of operations.
SCAQMD’s fiduciary activities are reported in separate Statements of Fiduciary Net
Position. These statements are excluded from SCAQMD’s other financial statements
because the resources of fiduciary funds, by definition, cannot be used to support
SCAQMD’s own programs. SCAQMD is responsible for ensuring that the assets
reported in these funds are used for their intended purposes. The accounting used for
fiduciary funds is much like that used for proprietary funds.

SCAQMD’s Fiduciary Fund Financial Statements for the Agency Funds and
Retirement Benefit Trust Fund are presented under the Fund Financial Statements
section.

Notes to the Basic Financial Statements

The Notes to the Basic Financial Statements provide additional information that is
essential to the reader for a full understanding of the data provided in the
Government-wide and fund financial statements.

Other Information

In addition to the basic financial statements and accompanying notes, this report also
presents Required Supplementary Information section concerning the General Fund's
budgetary comparison schedule and budgetary reconciliation.

Individual fund data for each of the non-major governmental funds is included in the
Other Supplementary Information section.
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The Statistical section provides readers with information covering financial trends,
revenue capacity, debt capacity, demographic and economic information, and
operating information.

C. Government-wide Financial Analysis

Our analysis focuses on the net position and changes in net position of SCAQMD’s
governmental and business-type activities.

The schedule below presents a condensed Statement of Net Position as of June 30,
2014 compared with the prior fiscal year.

Net Position
(amounts expressed in thousands)

Governmental Activities Business-Type Activities TOTAL
FY 2013-14 FY 2012-13 FY 2013-14 FY 2012-13 FY 2013-14 FY 2012-13
Current and other assets $ 630,067 $ 625,240 $ 897 $ 757 $ 630,964 $ 625997
Prepaid pension assets 40,473 42,167 - - 40,473 42,167
Capital assets 38,510 39,667 - - 38,510 39,667
Total assets 709,050 707,074 897 757 709,947 707,831
Deferred outflow of resources - - - -
Total deferred outflow of
resources - - - -
Long-term liabilities 49,698 53,329 - - 49,698 53,329
Other liabilities 37,932 58,950 21 10 37,953 58,960
Total liabilities 87,630 112,279 21 10 87,651 112,289
Deferred inflow of resources 12,590 - - - 12,590
Total deferred inflow of
resources 12,590 - - - 12,590
Net Position:
Investment in capital
assets net of related debt 38,510 39,667 - - 38,510 39,667
Restricted for:
Pension assets 4,438 3,032 - - 4,438 3,032
Restricted for long-term
emission-reduction projects 536,617 530,541 - - 536,617 530,541
Unrestricted 29,265 21,555 876 747 30,141 22,302
Total net position $ 608,830 $ 594,795 $ 876 $ 747 $ 609,706 $ 595542

As noted earlier, net position may serve over time as a useful indicator of SCAQMD’s
financial position. At the close of the most recent fiscal year, SCAQMD’s assets
exceeded liabilities by $609.7 million.

The largest portion of SCAQMD’s net position (88.0%) represents resources that are
subject to external restrictions on how they may be used. The revenue in special
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revenue funds is restricted to expenditures for specific purposes. Approximately
6.0% of SCAQMD’s net position reflect its investment in capital assets used by
SCAQMD (e.g. land, buildings, equipment, and vehicles) less any related debt used to
acquire those assets that is still outstanding. SCAQMD 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. Although SCAQMD’s investment in its capital assets is reported net
of related debt, it should be noted that the resources needed to repay this debt must be
provided from other sources since the capital assets themselves cannot be used to
liquidate these liabilities. The debt service installment schedules for the 1995 and
2004 Pension Obligation Bonds will be fully paid by 2022 and 2024 respectively.

The remaining portion of SCAQMD’s net position (4.94%) are unrestricted and may
be used to meet SCAQMD’s ongoing operations and obligations to creditors. At the
end of the current fiscal year, SCAQMD is able to report positive balances in all three
categories of net position and positive fund balance in unrestricted category for the
business-type activities.

The net position for governmental activities increased by $14.0 million compared
with the prior fiscal year. Most of the increase was due to increase in one-time
penalties and settlements.

Program revenues decreased by approximately $6.8 million, 2.5% change from the
prior year. These are largely due to a decrease of approximately $20.7 million in state
grants in special revenue funds. General revenue increased by $8.4 million, compared
with the prior fiscal year, which is primarily attributed to a one-time increase in
penalties and settlements.

Expenses decreased by $1.8 million largely due a lower amount paid for salaries and
benefits in fiscal year 2013-14 as compared to fiscal year 2012-13 due to vacancy rate
being higher in fiscal year 2013-14.

A condensed Schedule of Changes in Net Position for the fiscal year ending June 30,
2014 compared with the prior fiscal year can be found on the following page.
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Changes in Net Position
(amounts expressed in thousands)

Governmental Activities Business-type Activities TOTAL
FY 2013-14 FY 2012-13 FY 2013-14 FY 2012-13 FY 2013-14 FY 2012-13
Revenues:
Program Revenues:
Fees and charges — stationary sources $ 87,160 $ 85,440 - - 8 87,160 $ 85,440
Fees and charges — mobile sources 24,308 23,535 - - 24,308 23,535
Operating grants and subventions 9,742 8,755 - - 9,742 8,755
Restricted long-term project grants 154,312 164,555 - - 154,312 164,555
General Revenues:
Grants and subventions — not restricted to specific programs 2,890 2,889 - - 2,890 2,889
Penalties and settlements 17,959 11,563 - - 17,959 11,563
Interest 462 343 - - 462 343
Other revenues 2,259 407 - - 2,259 407
CNG fuel sales - - 393 411 393 411
Total revenues 299,092 297,487 393 411 299,485 297,898
Expenses:
Advance clean air technology 6,212 6,858 - - 6,212 6,858
Ensure compliance with clean air rules 48,814 47,418 - - 48,814 47,418
Customer service 8,333 8,170 - - 8,333 8,170
Develop programs to achieve clean air 11,147 12,317 - - 11,147 12,317
Develop rules to achieve clean air 7,514 7,269 - - 7,514 7,269
Monitoring air quality 14,969 14,265 - - 14,969 14,265
Timely review of permits 27,821 28,621 - - 27,821 28,621
Policy support 1,205 1,307 - - 1,205 1,307
Interest on long-term debt 4,103 4,606 - - 4,103 4,606
Long-term emission reduction projects 154,939 155,998 - - 154,939 155,998
Other expenses - - 264 189 264 189
Total expenses 285,057 286,829 264 189 285,321 287,018
Increase in net position, before transfers 14,035 10,658 129 222 14,164 10,880
Transfers - - - - - -
Increase in net position 14,035 10,658 129 222 14,164 10,880
Net position beginning 594,795 584,137 747 525 595,542 584,662
Net position ending $ 608,830 $ 594,795 876 747 $ 609,706 $ 595,542
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Governmental Activities

The objective of the statement of activities is to report the full cost of providing
government services for that 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 government.

The Statement of Activities presents information showing how SCAQMD’s net
position changed during fiscal year 2014. All changes in net position are reported as
soon as the underlying event occurs regardless of the timing of the cash flows.

The Statement of Activities distinguishes governmental activities from business type
activities. Governmental activities of SCAQMD are predominantly supported by fees,
grants, state subvention, penalties, and settlements. The penalties and settlements are
one-time revenues which are over and above the regular revenues directly related to
the programs. The primary governmental activities of SCAQMD are: Advance Clean
Air Technology, Ensure Compliance with Clean Air Rules, Customer Service and
Business Assistance, Develop Programs to Achieve Clean Air, Develop Rules to
Achieve Clean Air, Monitoring Air Quality, Timely Review of Permits, Policy
Support, and Long-Term Emission Reduction Projects.

There was a decrease in program revenues in the Long-Term Special Revenues
Sources. The program revenues in the long-term special revenue category are made up
of revenues from mostly restricted special revenue funds. Following is an explanation
of the significant revenue variances from fiscal year 2012-13 to fiscal year 2013-14:

e Prop 1B Goods Movement Fund — This fund was set up in fiscal year 2007-
08 to receive funds from the voter approved bond funding under Proposition
1B to implement programs that reduce emissions from the movement of freight
or “goods” along California’s trade corridors. In fiscal year 2013-14, this fund
received $53.0 million in state grants, a decrease of $19.5 million as compared
to prior year.

Business-type Activities

The Business-type Activities section reports transactions relating to the CNG fueling
station. The CNG fueling station expenditures are reported on an accrual basis and are
offset by sales. The net position of the business-type activities increased by $129,000
from $747,000 to $876,000. The increase is primarily due to a federal rebate for the
purchase and sale of CNG fuel, and an increase in sales.
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Government Activities
FY 2013-14

Advance clean air technology . .
204 Ensure compliance with clean Cust .
airrules us omir service
17% 3%
Long-term emission
reductionprojects
e Develop programs to achieve
£ clean air
\\ 4%
S~
i Develop rules toachieve
S clean air
T i 3%
o Monitoring air quality
5%
Interest onlong-term debt
2% Policy support
1% . .
Timely review
of permits
10%

O Advance clean air technology OEnsure compliance with clean air rules @ Customer service

ODevelop programs to achieve cleanair ~ @Develop rules to achieve clean air OMonitoring air quality

OTimely review of permits OPolicysupport Olnterest on long-term debt

OLong-term emissionreduction projects

Activity FY 13-4 FY12-13 FY 11-12 FY10-11 FY 09-10 FY 08-09
Advance clean air technology $ 6,212,087 | § 6.857.959 | § 6.672,977 | § 6.398.859 | § 6512144 | § 7111931
Ensure compliance with clean air rules 48,813,991 47,417,956 47,026,447 46,877,017 46,154,574 43,823,112
Customer service 8.332,770 8,169,587 7,729,015 7,578,813 7,682,897 7441806
Develop programs fo achieve clean air 11.147.303 12,317.470 12.130.832 11,780,948 10.861.040 10.216.378
Develop rules to achieve clean air 7.514,210 7.269.414 7.286,149 8,826,846 8.436,415 8433410
Monitoring air quality 14,969,083 14,265,601 15.930,225 15,093,093 14.239.509 14,067,041
Timely review of permits 27,821,032 28,621,527 27,241,449 28,045,891 28,530,507 26,205282
Policy support 1,204,588 1,306,054 1483613 1,792,208 1,760,038 4782531
Interest on long-term debt 4,102,888 4,605,963 4,691,658 3,277,933 3.871.465 4,325.460
Long-term emission reduction projects 154.939.035 155,998,253 137.800.260 161,904,680 | 150.362.508 104277915
Total § 285056987 | § 286829784 | § 267992627 | § 291576288 | $278.411.097 | § 230.684.866

Source: FY 2013-14 CAFR Statement of Activities
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Government Activities
FY 2013-14

Long-term special
revenues

5204 Stationary sources® -
0

fees & charges
29%

General revenues***

Mobile sources** - fees

A & charges
8% Grants and subventions 8%
3%

DO Stationary sources* - fees & charges O Mobile sources** - fees & charges

D Grants and subventions O General revenues***

OLong-term special revenues

Source FY 13-14 FY 12-13 FY 11-12 FY 10-11 FY 09-10 FY 08-09
Stationary sources* - fees & charges | $ 87,160,484 | § 85439616 | $§ 82.624489 | $ 81,291,028 | $ 81.097.647 [ $ 92,703,725
Mobile sources* ¥ - fees & charges 24,307,527 23,535,070 23,384,894 22,512,790 23,728,238 24,128,436
Grants and subventions 9,741,945 8.754.443 8,486,563 8.867.069 8,379,757 8,782,322
General revenues*** 23,570,233 15.202.920 9,684,052 12,739,158 14,929,145 14,796,424
Long-term special revenues 154,311,991 164,555.289 204,845,839 207,555,510 243,802,246 133,185,494
Total $299,092,180 | $ 297.487.338 | $ 329,025,837 | $ 332,965,555 | $ 371,937,033 | $ 273,596.401

* Stationary sources consist of refineries, power plants, manufacturing facilities and small businesses.
** Mobile sources are motorized vehicles that typically include automobiles, trucks, aircraft, ships, trains, and seli-propelled

construction equipment.

*** General Revenues include Penalties/Settlements, Interest, and dollars that are not restricted to specific stationary source programs.

Source: FY 2013-14 CAFR Statement of Activities
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The following schedule presents the cost of each SCAQMD program as well as each
program’s net cost (total cost less revenues generated by the activities):

GOVERNMENTAL ACTIVITIES

Net (Expense) Revenue
(amounts expressed in thousands)

FY 2013-2014

Total Cost of Net Cost of
Program Activities Program Activities

Advance clean air technology $ 6,212 $ (16)
Ensure compliance with clean air rule 48,814 (2,583)
Customer service and business assistance 8,333 (425)
Develop programs to achieve clean air 11,147 (386)
Develop rules to achieve clean air 7,514 (432)
Monitoring air quality 14,969 (255)
Timely review of permits 27,821 (678)
Policy support 1,205 (30)
Interest on long-term debt 4,103 (4,103)
Long-term emission reduction projects 154,939 (627)

Total $ 285,057 $ (9,535)

The program activities are described as follows:

e Advance Clean Air Technology — Identify technologies from anywhere in the world
that may have application in reducing emissions from mobile and stationary sources
in SCAQMD’s jurisdiction. Promote development and assess the use of clean fuels
and low-emitting technologies. Implement and administer state- and federal-funded
programs for retrofitting, re-powering, or replacing diesel engines with newer and
cleaner engines and projects to reduce air pollution associated with freight movement
along California’s trade corridors.

e Ensure Compliance with Clean Air Rules — Perform inspections, source tests,
sample collection, the certification of Continuous Emission Monitoring Systems
(CEMS), emissions audits, and respond to and resolve public complaints to ensure
compliance with SCAQMD rules for existing major and small stationary sources of
all pollutants.

e Customer Service and Business Assistance — Provide local government, business,
and the public with access and input into the regulatory and policy processes of
SCAQMD. Assist cities and others with AB 2766 projects. Interact with local, state
and federal agencies and others to share air quality information, resolve jurisdictional
questions, and implement joint programs. Implement comprehensive public
information, legislative and customer service programs.
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Develop Programs to Achieve Clean Air — Develop a regional Air Quality
Management Plan (AQMP) to achieve federal and state ambient air quality standards
and to meet all other requirements of the federal and California Clean Air Acts.
Analyze air quality data and provide an estimate of pollutant emissions by source
category. Develop pollutant control strategies and project future air quality using
computer models ant statistical analysis of alternative control scenarios.

Develop Rules to Achieve Clean Air — Develop emission reduction regulations for
sulfur dioxide, nitrogen dioxide, organic gases, particulate matter, toxics, and other
pollutants to implement the regional AQMP, Tanner Air Toxics Process (AB 1807),
National Emission Standards for Hazardous Air Pollutants (NESHAPS), and
Prevention of Significant Deterioration (PSD) requirements.

Monitoring Air Quality — Operate and maintain within SCAQMD’s jurisdiction a
network of air quality monitoring sites for ozone, nitrogen oxides, sulfur oxides,
particulate matter, carbon monoxide and other pollutants to obtain data regarding
public exposure to air contaminants. Analyze, summarize, and report air quality
information generated from the monitoring sites. Prepare meteorological forecasts
and models.

Timely Review of Permits — Ensure timely processing of permits for new sources
based on compliance with New Source Review and other applicable local, state and
federal air quality rules and regulations.

Policy Support — Provide support staff to the Governing Board, Board committees,
and various advisory and other groups as well as ad hoc committees and Rule working
groups. Monitor potential changes to state and federal legislation and budgets that
may affect SCAQMD.

Interest on Long-Term Debt — Identify the cost of borrowing on Pension Obligation
Bonds to partially retire the Unfunded Actuarial Accrued Liability (UAAL) due to
San Bernardino County Employees’ Retirement Association (SBCERA).

Long-term Emission Reduction Projects — Generate funding for long-term projects
that reduce emissions in the South Coast Air Basin. Funding for special funds
activities are recognized when received and projects carried out may extend over
multiple fiscal years.

. Financial Analysis of SCAQMD’s Funds

As noted earlier, SCAQMD uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements.
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Governmental Funds

The focus of SCAQMD’s governmental funds is to provide information on near-term
inflows, outflows, and balances of spendable resources. Such information is useful in
assessing SCAQMD’s financing requirements. In particular, unassigned fund balance
may serve as a useful measure of a government’s net resources available for spending
at the end of the fiscal year.

As of the end of the fiscal year, SCAQMD’s governmental funds reported combined
ending fund balances of $582.4 million, an increase of $13.3 million in comparison
with the prior year. Approximately 92.1% of these fund balances ($536.6 million)
constitutes the portion pertaining to special revenue funds. Expenditures under these
funds are restricted for specific purposes. The long-term contractual commitments
related to these special fund programs, such as replacement of diesel-fueled school
buses, involve multiple-year spending.

e The General Fund is the operating fund of SCAQMD. At the end of the fiscal
year, the total fund balance of the General Fund was $45.8 million. The
unassigned fund balance was $27.7 million; assigned was $12.2 million or 26.6%
of the total fund balance. The assigned amount represent SCAQMD’s intended
use of the financial resources in future periods. One measure of the General
Fund’s liquidity is the comparison of both assigned and unassigned fund balance
to total expenditures. The assigned and unassigned fund balance represent 30.5%
of total General Fund expenditures, while total fund balance represents 35.0% of
the total General Fund expenditures. In the General Fund, the assigned and
unassigned fund balance may serve as a useful measure of SCAQMD’s net
resources available for spending at the end of the fiscal year.

General Fund’s balance increased in fiscal year 2013-14 by $7.2 million. This
increase is primarily due to increase in revenue from one time penalties and
settlements.

Overall, General Fund’s expenditure decreased in fiscal year 2013-14 by $2.9
million primarily due to a lower debt service payment as compared to fiscal year
2012-13. Installment Sale Revenue Bonds were prepaid in fiscal year 2012-13
causing the debt service in fiscal year 2013-14 to be lower by $3 million. Also,
Capital Outlay decreased by $1.1 million and salaries and benefits decreased by
$1.3 million due to high vacancy rate. Some of these decreases are offset by an
increase in expenditures in fiscal year 2013-14 as compared to fiscal year 2012-13
of $2.4 million due to increase in services and supplies category.
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Fund balance changes in other major governmental funds are noted below:

. Mobile Sources Air Pollution Reduction Fund — The fund balance increased
compared with the prior year due to revenues exceeding expenditures in fiscal
year 2013-14. Many of the contracts executed in this special revenue fund are
multi-year and the projects are often long-term and expenditures can vary
significantly from year to year.

) Hydrogen Fueling Infrastructure Network Fund — This fund was established
in fiscal year 2013-14, therefore an analysis of fund balance change is not
applicable.

o Carl Moyer Program AB 923 Fund — The fund balance decreased due to
expenditures exceeding revenues in fiscal year 2013-14. Many of the contracts
executed in this special revenue fund are multi-year and expenditures can vary
significantly from year to year.

o Prop 1B Goods Movement Fund —The increase in fund balance in fiscal year
2013-14 is due to revenues exceeding expenditures. Many of the contracts
executed in this special revenue fund are multi-year and expenditures can vary
from year to year.

Proprietary Funds

As noted earlier, SCAQMD’s proprictary fund statements provide the same type of
information found in the government-wide financial statements but in more detail. A
Statement of Cash Flows is included in the Proprietary Fund Statement.

. General Fund Budgetary Highlights

Overall, the fiscal year 2013-14 adopted budget represented a $4.24 million (3.18%)
decrease in expenditures from the fiscal year 2012-13 adopted budget. The fiscal year
2013-14 adopted budget decreased due to a reduction in capital outlays, increased
vacancy rate and a reduction in debt service payments due to the early pay off of
Installment Sale Revenue Bonds. On a budgetary basis, actual fiscal year 2013-14
General Fund revenues exceeded expenditures by $7.17 million.

SCAQMD adopts an annual operating budget for the General Fund. During budget
preparation, SCAQMD estimates its revenues using realistic but conservative methods
so as to budget its expenditure appropriations and activities in a prudent manner. As a
result, SCAQMD adopts budget amendments during the fiscal year to reflect
availability of additional revenues for new programs or the expansion of existing
programs and any budget transfers between major accounts.
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The fiscal year 2013-14 amended budget compared to the adopted budget reflects an
increase in appropriations of $6.5 million. The changes to the budget were the result
of Governing Board actions that allocated additional funding after the budget was
adopted. Also, changes can be attributed to Governing Board approved use of
unassigned fund balance for program needs that were unknown at the time the budget
was developed.

Additional funding was appropriated during fiscal year 2013-14 from the following:

U.S. EPA - $2,358,000 for the following programs: Photochemical Assessment
Monitoring Stations (PAMS), PM 2.5 Monitoring, the National Air Toxics
Monitoring Program, Near Road NO, and enhanced particulate monitoring

programs.

U.S. Department of Homeland Security - $741,000 for an enhanced particulate
monitoring program.

U.S. Department of Energy - $150,000 for a LNG Fueling Station upgrade at the
Ontario Airport.

Sunshine Landfill - $208,000 for an odor control project at the landfill.

Clean Fuels Fund - $1,002,000 to support Clean Fuels Program activities such as
technical assistance, expert consultations, public outreach, technical conference
sponsorships, advance technology vehicle purchases and leases, and the Multiple
Air Toxics Exposure Study (MATES) IV study.

Prop 1B Goods Movement Fund - $300,000 to support administrative and
technical assistance and other directly related Prop 1B/Goods Movement
activities.

Carl Moyer Program AB 923 Special Revenue Fund — $200,000 for support of
various Carl Moyer Program activities such as public outreach, technical
conference sponsorships, technical assistance and expert consultations.

BP ARCO Fund - $275,000 for air toxics monitoring lab/field equipment and data
management software.

Rule 1309.1 Priority Reserve Fund - $100,000 for outreach and internal costs to
implement the Low Emissions Hearth Product Incentive Voucher Program.
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Air_Quality Investment Fund - $37,000 to assist in implementing SCAQMD’s
“Mow Down Air Pollution 2014” program.

Mobile Sources Air Pollution Reduction Fund - $56,000 to facilitate
reimbursement of administrative costs.

Penalty and Settlements Revenue - $1,462,000 for vehicle replacements, hardware
upgrades, analysis/compliance equipment and contracts with outside law firms to
assist in environmental lawsuits.

In addition, an increase of $130,000 can be attributed to transfers from unassigned
fund balance for the following purchases: a PM2.5 monitor to document potential
impacts from refinery emissions; hydrogen sulfide analyzers to be used for odor
events; and laptops in the Engineering & Compliance unit.

For fiscal year 2013-14, on a budgetary basis, actual revenues exceeded the final
budget by $1,527,899 or 1.1% and expenditure savings were $4,778,559 or 3.5%.

Revenue exceeded the final budget primarily due to large one-time unanticipated cash
penalties/settlements. In addition, mobile source/ clean fuel revenue was lower than
the amount estimated due to the timing of the projects that are reimbursed for staff
time working on incentive program projects.

The expenditure savings can be primarily attributed to salary savings, which was a
result of filling only critical vacant positions throughout the year and having retirees
exceed the number of new employees during the year. Additional significant savings
were achieved through prudent purchase decisions and postponing contract work and
fixed asset purchases.

. Capital Assets and Debt Administration

Capital Assets

SCAQMD’s investment in capital assets is mostly for its governmental activities. The
book value was $38.5 million (net of accumulated depreciation of $76.5 million) as of
June 30, 2014. This investment in capital assets includes land, buildings, laboratory
equipment, air monitoring stations, intangible assets (internally generated software)
and SCAQMD fleet vehicles. Depreciation on capital assets is recognized in the
Government-wide financial statements.

Additional information on the capital assets can be found in Note V under the Notes
to the Basic Financial Statements section.
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Long-Term Debt

At the end of the current fiscal year, SCAQMD had total long-term debt outstanding
of $49.7 million, including the current portion of $4.2 million. The amount of $36.0
million represents the Pension Obligation Bonds. The 1995 series (outstanding
balance of $4.7 million) and the 2004 Series issued in June 2004 with $31.3 million
outstanding balance retired the Unfunded Actuarial Accrued Liability due to San
Bernardino County Employees Retirement Association as of June 30, 2004. Other
long-term debt includes general liability claims and workers’ compensation claims
payable of $378,296 and compensated absences of $13.3 million.

Additional information on SCAQMD’s long-term debt can be found in Note VI under
the Notes to the Basic Financial Statements section of this report.

. Economic Factors and Next Year’s Budget and Rates

The fiscal year 2014-15 expenditure budget decreased by 8.3% compared to the fiscal
year 2013-14 amended budget. The budget reflects a decrease of $11.0 million in
expenditures from the fiscal year 2013-14 Amended Budget and a $3.0 million
increase from the fiscal year 2013-14 Adopted Budget. The increase in expenditures
from the fiscal year 2013-14 Adopted Budget can be attributed to increases in
retirement, building operations and infrastructure improvement costs. The fiscal year
2014-15 Adopted Budget includes the current cost associated with SCAQMD’s labor
agreements, which expire in December 2014. Any increases or decreases resulting
from labor negotiations will be addressed through budget amendments. In addition,
the fiscal year 2014-15 Adopted Budget increases the funded staffing level by one
position and includes an 8% vacancy factor reflecting the agency’s efforts to reduce
program costs.

In fiscal year 2014-15 revenues are projected to increase by approximately $3.0
million from the fiscal year 2013-14 adopted budget. The increase in revenue can be
mainly attributed to a 1.6% CPI fee increase in most stationary source fees and an
additional fee adjustment of 3% was applied to Annual Operating Permit Renewal and
Permit Processing fees to better align program costs with revenues. Estimated
revenues for fiscal year 2014-15 are $132.2 million which brings funding in balance
with expenditures. Nevertheless, in recent years, SCAQMD’s revenues have not kept
pace with program costs mainly due to increases in retirement contribution rates as
the result of market losses to the retirement system’s investments.

Moreover, since fiscal year 1991-92, the SCAQMD has reduced staffing and program
costs despite increased program requirements. The fiscal year 2014-15 expenditure
budget is $132.2 million and includes 798 authorized positions. Compared to fiscal
year 1991-92, this reflects a reduction of 31% in authorized positions. Program costs,
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however, will exceed by $19.2 million (approximately 17%) of the fiscal year 1991-
92 budget. Using inflation-adjusted dollars, however, this year’s budget request is
25% less than the budget approved in fiscal year 1991-92.

. Requests for Information

This financial report is designed to provide a general overview of SCAQMD’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 Office of the Chief Financial Officer, South Coast Air
Quality Management District, 21865 Copley Drive, Diamond Bar, CA 91765-4182.
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Primary Government

Business-
Governmental type
Assets Activities Activities Total
Current Assets:

Cash and pooled cash $ 556,368,655 $ 894,066 $ 557,262,721

Investments 40,233,260 - 40,233,260

Interest receivable 1,564,466 2,733 1,567,199

Due from other governmental agencies 27,948,058 - 27,948,058

Accounts receivable, net 3,885,640 - 3,885,640

Inventories 66,704 - 66,704

Total current assets 630,066,783 896,799 630,963,582
Noncurrent Assets:
Prepaid pension assets 40,473,683 - 40,473,683
Capital assets:
Land 8,829,792 - 8,829,792
Depreciable building and improvements,
equipment, vehicles and furniture, net 29,680,055 - 29,680,055
Total capital assets 38,509,847 - 38,509,847
Total noncurrent assets 78,983,530 - 78,983,530
Total assets 709,050,313 896,799 709,947,112
Deferred Outflow of Resources:

Deferred outflow of resources - - -
Combined Assets and Deferred Outflow of Resources 709,050,313 896,799 709,947,112
Liabilities
Current Liabilities:

Accounts payable and accrued liabilities 27,697,358 20,950 27,718,308

Interest payable 2,851,906 - 2,851,906

Salaries and benefits payable 7,383,095 - 7,383,095

Long term debt - due within one year 4,191,319 - 4,191,319

Total current liabilities 42,123,678 20,950 42,144,628
Noncurrent Liabilities:
Long term debt - due in more than one year 45,506,828 - 45,506,828
Total noncurrent liabilities 45,506,828 - 45,506,828
Total liabilities 87,630,506 20,950 87,651,456
Deferred Inflow of Resources:

Deferred inflow of resources 12,589,742 - 12,589,742
Combined Liabilities and Deferred Inflow of Resources 100,220,248 20,950 100,241,198
Net Position

Investment in capital assets, net of related debt 38,509,847 - 38,509,847

Restricted for:

Pension asset 4,437,818 - 4,437,818
Long-term emission-reduction projects 536,617,440 - 536,617,440
Unrestricted 29,264,960 875,849 30,140,809
Total net position $ 608,830,065 $ 875,849 $ 609,705,914

See accompanying notes to the basic financial statements.
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Functions/ Programs
Primary Government:
Governmental Activities:
Advance clean air technology
Ensure compliance with clean air rules
Customer service and business assistance
Develop programs to achieve clean air
Develop rules to achieve clean air
Monitoring air quality
Timely review of permits
Policy support
Interest on long-term debt
Long-term emission reduction projects
Total governmental activities
Business-type Activities:
CNG fueling station
Total business-type activities
Total primary government

(4

SOUTH COAST AIR QUALITY MANAGEMENT DISTRICT

STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2014

Program Revenues

Net (Expense) Revenue and Changes in Net Position

Fees and Charges

Operating Long-term Business-
Stationary Mobile Grants and special Governmental Type

Expenses Sources ** Sources Subventions revenue* Activities ** Activities Total
$ 6,212,087 223,533 5,375,482 596,665 - 8 (16,407) $ (16,407)
48,813,991 39,387,868 3,684,864 3,158,539 - (2,582,720) (2,582,720)
8,332,770 5,863,638 1,900,075 143,926 - (425,131) (425,131)
11,147,303 5,320,920 5,322,049 118,521 - (385,813) (385,813)
7,514,210 5,958,959 987,143 136,245 - (431,863) (431,863)
14,969,083 3,521,754 6,287,469 4,904,641 - (255,219) (255,219)
27,821,032 26,460,324 - 683,408 - (677,300) (677,300)
1,204,588 423,488 750,445 - - (30,655) (30,655)
4,102,888 - - - - (4,102,888) (4,102,888)
154,939,035 - - - 154,311,991 (627,044) (627,044)
285,056,987 87,160,484 24,307,527 9,741,945 154,311,991 (9,535,040) (9,535,040)
264,221 (264,221) (264,221)
264,221 (264,221) (264,221)
$ 285,321,208 87,160,484 24,307,527 9,741,945 154,311,991 $  (9,535,040) $ (264,221) $ (9,799,261)

General Revenues **:

Grants and subventions - not restricted to specific stationary source programs 2,889,884 2,889,884
Interest 461,444 461,444
Penalties/ settlement 17,959,410 17,959,410
Subscriptions 3,498 3,498
Other 2,255,997 - 2,255,997
CNG fuel sales*** - 393,076 393,076
Total general revenues 23,570,233 393,076 23,963,309
Change in net position 14,035,193 128,855 14,164,048
Net position - July 1, 2013 594,794,872 746,994 595,541,866
Net position - June 30, 2014 $ 608,830,065 $ 875,849 $ 609,705,914

* Long-term special revenue projects consist of pass-through and/or one-time or limited duration funding sources that
are restricted for specific programs such as Carl Moyer Program Fund, Clean Fuels Program Fund, Mobile Sources
Air Pollution Reduction Fund and the Air Quality Investment Fund.

** General Revenue and excess Stationary Source Fees are used to offset a portion of the Permit Processing shortfall.

*** Reported as gross sales with related expenses under Business-type activities.

See accompanying notes to the basic financial statements.
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Mobile Sources Hydrogen Fueling CMP Prop 1B Other
General Air Pollution  Infrastructure AB 923 Goods Movement Governmental
Assets and Deferred Outflow of Resources Fund Reduction Fund  Network Fund Fund Fund Funds Total
Assets
Cash and pooled cash $ 48,706,438 $ 57,222,700 $ 6445000 $ 87973737 $§ 102443506 $ 253,577,274 $ 556,368,655
Investments 10,106,670 10,106,670 - 10,009,960 - 10,009,960 40,233,260
Interest receivable 153,414 160,601 10,029 280,966 246,245 713,211 1,564,466
Due from other governmental agencies 7,152,214 2,638,014 - 4,396,690 699,612 13,061,528 27,948,058
Due from other funds 1,099,794 - - 1,624,612 - 10,190,949 12,915,355
Accounts receivable, net 2,893,922 - - - - 991,718 3,885,640
Inventories 66,704 - - - - - 66,704
Total assets 70,179,156 70,127,985 6,455,029 104,285,965 103,389,363 288,544,640 642,982,138
Deferred Outflow of Resources:
Total deferred outflow of resources - - - - - - -
Total assets and deferred outflow of resources 70,179,156 70,127,985 6,455,029 104,285,965 103,389,363 288,544,640 642,982,138
Liabilities, Deferred Inflow of Resources and Fund Balances
Liabilities:
Accounts payable and accrued liabilities 4,054,228 1,408,118 - 2,188,341 914,700 19,131,971 27,697,358
Salaries and benefits payable 7,383,095 - - - - - 7,383,095
Due to other funds 372,943 - 6,445,000 - 1,624,612 4,472,800 12,915,355
Total liabilities 11,810,266 1,408,118 6,445,000 2,188,341 2,539,312 23,604,771 47,995,808
Deferred Inflow of Resources:
Total deferred inflow of resources 12,589,742 - - - - - 12,589,742
Fund Balances:
Nonspendable 66,703 - - - - - 66,703
Restricted - 68,719,867 10,029 102,097,624 100,850,051 63,956,101 335,633,672
Committed 5,845,485 - - - - 65,757,643 71,603,128
Assigned 12,194,650 - - - - 135,253,835 147,448,485
Unassigned 27,672,310 - - - - (27,710 27,644,600
Total fund balances 45,779,148 68,719,867 10,029 102,097,624 100,850,051 264,939,869 582,396,588
Total liabilities, deferred inflow of resources and fund balances $ 70,179,156 $ 70,127,985 $ 6,455,029 $ 104,285,965 $ 103,389,363 $ 288,544,640 $ 642,982,138

See accompanying notes to the basic financial statements.
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Total fund balances — total governmental funds

Amounts reported for governmental activities in the Statement of Net
Position are different because:

Pension assets and related SCAQMD costs resulting from contributions in
excess of the annual required contribution are not financial resources and
therefore are not reported in the governmental funds.

Capital assets used in governmental activities are not current financial
resources and therefore are not reported in the Governmental Funds
Balance Sheet. These capital assets net of accumulated depreciation are
reported in the Statement of Net Position as capital assets of SCAQMD as
a whole.

Interest payable on long-term debt does not require current financial
resources. Therefore, interest payable is not reported as a liability in
Governmental Funds Balance Sheet.

Long-term liabilities are not due and payable in the current period and
accordingly are not reported as fund liabilities. All liabilities, both current
and long-term, are reported in the Statement of Net Position.

Long-term debt
General liability
Workers’ compensation
Compensated absences

Net position of governmental activities

See accompanying notes to the basic financial statements.
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$ 582,396,588

40,473,683

38,509,847

(2,851,906)

(36,035,864)
(25,500)
(352,796)
(13,283,987)

$608,830,065



SOUTH COAST AIR QUALITY MANAGEMENT DISTRICT
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
For the Year Ended June 30, 2014

Mobile Sources Hydrogen Fueling CMP Prop 1B Other
Air Pollution Infrastructure AB 923 Goods Movement Governmental
Revenues: General Fund Reduction Fund  Network Fund Fund Fund Funds Total
Emission fees $ 20,472,379 $ - $ - $ - $ - % - $ 20,472,379
Annual renewal fees 44,260,635 - - - - - 44,260,635
Area Sources 2,819,001 - - - - - 2,819,001
Permit processing fees 16,945,777 - - - - - 16,945,777
Mobile sources/clean fuels 20,776,256 15,275,701 - 25,021,749 - 8,615,234 69,688,940
Air Toxics "Hot Spots™ 1,623,051 - - - - 331,599 1,954,650
Transportation programs 877,816 - - - - - 877,816
State subvention 3,949,439 - - - - - 3,949,439
Federal grant 8,682,390 - - - 1,768,158 13,262,755 23,713,303
State grant 2,653,455 - - 1,500 50,734,487 27,372,797 80,762,239
Interest revenue 461,444 495,856 10,029 670,572 552,982 1,633,601 3,824,484
Lease revenue 133,916 - - - - - 133,916
Source test/analysis fees 697,133 - - - - - 697,133
Hearing Board fees 342,508 - - - - - 342,508
Penalties and settlements 17,959,410 - - - - - 17,959,410
Subscriptions 3,498 - - - - - 3,498
Other revenues 2,122,081 - - - - 8,564,971 10,687,052
Total revenues 144,780,189 15,771,557 10,029 25,693,821 53,055,627 59,780,957 299,092,180
Expenditures:
Current:
Salaries and employee benefits 101,023,768 - - - - - 101,023,768
Insurance 1,258,577 - - - - - 1,258,577
Rent 527,451 - - - - 540 527,991
Supplies 2,647,163 - - - - - 2,647,163
Contract and special services 9,421,828 10,904,688 - 32,477,177 36,858,456 70,017,200 159,679,349
Maintenance 1,445,271 - - - - - 1,445,271
Travel and auto 739,784 - - - - - 739,784
Utilities 1,637,327 - - - - - 1,637,327
Communications 629,542 - - - - - 629,542
Uncollectible accounts 1,116,103 - - - - - 1,116,103
Other expenditures 1,046,734 577,310 - - 2,615,625 339,323 4,578,992
Capital outlay 2,203,171 - - - - 1,148,716 3,351,887
Debt service: -
Principal 3,099,025 - - - - - 3,099,025
Interest 4,094,658 - - - - - 4,094,658
Total expenditures 130,890,402 11,481,998 - 32,477,177 39,474,081 71,505,779 285,829,437
Excess (deficiency) of revenues
over (under) expenditures
before transfers 13,889,787 4,289,559 10,029 (6,783,356) 13,581,546 (11,724,822) 13,262,743
Other Financing Sources (uses):
Transfers in 840,766 - - - - 18,813,215 19,653,981
Transfers out (7,544,317) - - (4,500,000) - (7,609,664) (19,653,981)
Total other financing sources (uses) (6,703,551) - - (4,500,000) - 11,203,551 -
Net change in fund balance 7,186,236 4,289,559 10,029 (11,283,356) 13,581,546 (521,271) 13,262,743
Fund balances, July 1, 2013 38,592,912 64,430,308 - 113,380,980 87,268,505 265,461,140 569,133,845
Fund balances, June 30, 2014 $ 45,779,148 $ 68,719,867 $ 10,029 $ 102,097,624 $ 100,850,051 $ 264,939,869 $ 582,396,588

See accompanying notes to the basic financial statements.
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Net change in fund balances — total governmental funds $13,262,743

Amounts reported for governmental activities in the Statement of Activities are
different because:

Governmental funds report capital outlays as expenditures. However, in the
Government-wide Statement of Activities and Changes in Net Position, the
cost of those assets is allocated over their estimated useful lives and reported
as depreciation expense. This is the amount of capital outlays recorded in the
current period. 3,351,568

Depreciation expense on capital assets is reported in the Government-wide
Statement of Activities and Changes in Net Position, but they do not require
the use of current financial resources. Therefore, depreciation expense is not
reported as expenditures in governmental funds. (4,508,858)

Amortization of prepaid pension asset is reported in the Government-wide
Statement of Activities and Changes in Net Position, but they do not require
the use of current financial resources. Therefore, amortized amount is not
reported in governmental funds. (1,693,093)

Repayment of bond principal is an expenditure in the governmental funds.
For SCAQMD as a whole, principal payments reduce the liabilities in the
Government-wide Statement of Net Position and do not result in an expense
in the Statement of Activities and Changes in Net Position. 3,099,025

Accrued interest expense on long-term debt is reported in the Government-
wide Statement of Activities and Changes in Net Position, but it does not
require the use of current financial resources. Therefore, accrued interest
expense is not reported as an expenditure in governmental funds. The
following amount represents the change in accrued interest from the prior
year. (8,231)

Long-term  compensated absences and general liability/workers’
compensation claims are reported in the Government-wide Statement of
Activities and Changes in Net Position, but they do not require the use of
current financial resources. Therefore, they are not reported as expenditures
in governmental funds. The following amounts represent the change from the
prior year:

Compensated absences 18,348
General liability/workers’ compensation claims 513,691
Change in net position of governmental activities $14,035,193

See accompanying notes to the basic financial statements.

27



SOUTH COAST AIR QUALITY MA