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TO: Office of the City Administrator
ATTN: Deborah A. Edgerly
FROM: Finance and Management Agency
DATE: April 26, 2005

RE: FISCAL YEAR 2003-2004 COMPREHENSIVE ANNUAL FINANCIAL
REPORT (CAFR), THE OAKLAND REDEVELOPMENT AGENCY
(ORA) FINANCIALS AND THE INDEPENDENT AUDIT REPORT

SUMMARY

The Finance and Management Agency is pleased to present to the City Council the attached
Comprehensive Annual Financial Report (CAFR), the Oakland Redevelopment Agency (ORA)
Financials, and the Independent Audit Report. The CAFR incorporates the Oakland Municipal
Employees' Retirement System (OMERS), the Police and Fire Retirement System (PFRS), the
Oakland Redevelopment Agency (ORA), the Oakland Base Reuse Authority (OBRA) and the
Port of Oakland financial statements. The Independent Audit Report outlines the auditor's
responsibility, provides advice on accounting policies and contains recommendations that are
currently being implemented and are designed to improve operational efficiencies and further
strengthen internal controls.

FISCAL IMPACT

This is an informational report only. There is no fiscal impact.

BACKGROUND

The Comprehensive Annual Financial Report is presented in three sections:

• Introductory Section: This section includes information about the organizational
structure of the City, including an overview of the City and its economy, general
government operations, enterprise and internal service fund operations and debt
administration. This section also has summarized data reflecting the City's financial
condition and the Government Finance Officers Association's (GFOA) Certificate of
Achievement for Excellence in Financial Reporting.

• Financial Section: This section includes the Management's Discussion and Analysis,
as required by GASB 34, and provides financial highlights and an analytical overview
of the City's financial activities. The Basic Financial Statements include the
government-wide financial statements that present an overview of the City's entire
financial operations. The fund financial statements present financial information for
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each of the City's major funds, as well as non-major governmental and fiduciary funds.
Major individual governmental funds and a major individual enterprise fund are
reported as separate columns in the fund financial statements. Capital Assets, including
infrastructure, and the liability for the City's long-term debt are included in the
Statement of Net Assets.

These financial statements include the financial activities of the Oakland Municipal
Employees' Retirement System (OMERS), the Police and Fire Retirement System
(PFRS), the Oakland Redevelopment Agency (ORA), the Port of Oakland, and the
Oakland-Alameda County Coliseum Authority. Also included in the financial section of
the CAFR is the Independent Auditor's Report that states, in the opinion of the auditors,
the financial statements accurately represent the financial condition of the City as of
June 30, 2004.

Macias, Gini and Company, an accounting firm engaged by the City in June 2004,
performed the audit of the City of Oakland's financial records. The audits of the
OMERS, PFRS, and the Oakland Redevelopment Agency were jointly performed by
Macias, Gini & Company and Williams, Adley & Company. A separate audit of the
Port of Oakland was conducted by Macias, Gini & Company.

• Statistical Section: This section provides ten years of summary financial data, as well
as demographic, economic and statistical information related to the City and its
operations.

The Independent Audit Report is presented in three sections:

• Required Communications: This section required by professional auditing standards,
outlines the auditor's responsibility, provides advice on accounting policies, evaluates
accounting estimates, proposes audit adjustments and outlines difficulties in performing
the audit. There are no reportable conditions.

• Current Year Recommendations and Management Responses: This section
contains recommendations that are currently being implemented and are designed to
improve operational efficiencies and further strengthen internal controls.

• Passed Journal Entries: This section outlines accounting entries recommended by the
independent auditor. However, these entries have no significant impact on the
Comprehensive Annual Financial Report (CAFR).

RECOMMENDATION(S) AND RATIONALE

Staff recommends that the City Council accept the June 30, 2004 City of Oakland
Comprehensive Annual Financial Report (CAFR), the Oakland Redevelopment Agency (ORA)
Financials, and the Independent Audit Report
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ACTION REQUESTED OF THE CITY COUNCIL

Staff requests that the City Council accept the June 30, 2004 City of Oakland Comprehensive
Annual Financial Report (CAFR), the Oakland Redevelopment Agency (ORA) Financials, and
the Independent Audit Report.

Resntectfull

William E. Noland
Director, Finance and Management Agency

Reviewed by: LaRae Brown
Controller

Prepared by: Ace Tago
Assistant Controller

Attachments

APPROVED AND FORWARDED TO THE
FINANCE AND MANAGEMENT COMMITTEE:

OFFICE OF THEjCITY ADMINISTRATOR
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MACIAS GINI & COMPANYLLP

ME. Diabio Plaia
217S N, California Boulevard. Ste. 645
Walnut Creek. California 94596

925 .274 .0190 PHONE
935.274.3819 FAX

To the City Council of the
City of Oakland

In planning and performing our audit of the basic financial statements of the City of Oakland (City) and
the Oakland Redevelopment Agency (ORA) for the year ended June 30, 2004, we considered the City's
internal control in order to determine our auditing procedures for the purpose of expressing an opinion
on the basic financial statements and not to provide assurance on internal control. We did not audit the
financial statements of the Oakland Base Reuse Authority (OBRA), which are included in the City's
basic financial statements. In addition, we issued a separate Report to the Board of Directors for the
Port of Oakland. Accordingly, this report does not cover these entities.

During our audit we noted certain matters involving internal controls and their operations, and are
submitting for your consideration related recommendations designed to help the City make
improvements and achieve operational efficiencies. Our comments reflect our desire to be of
continuing assistance to the City. The information contained herein does not affect our report dated
February 4, 2005, on the basic financial statements of the City. In addition, we previously reported on
the City's internal control in our report dated February 4, 2005, issued in accordance with Government
Auditing Standards.

We will review the status of the comments during our next audit engagement. We have already
discussed our recommendations with various City personnel and would be pleased to discuss them
further, to perform any additional study of these matters, or to assist you in implementation upon
request. Additionally, we have included in this letter a summary of communications with the City
Council, as required by professional auditing standards.

The accompanying communications and recommendations are intended solely for the information and
use of the City Council, the Finance Committee and City management and others within the City and
are not intended to be and should not be used by anyone other than these specified parties.

UC?
\ -*»_ w* r — ~^*X

Certified Public Accountants

Walnut Creek, California
February 4, 2005

www.macia ig ln i .com C E R T I F I E D PUBLIC A C C O U N T A N T S & M A N A G E M E N T C O N S U L T A N T S
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REQUIRED COMMUNICATIONS

Professional auditing standards require auditors to communicate with the audit committee or its
equivalent, on a number of subjects. The following information satisfies these requirements, and is
solely for use of the City Council, the Finance Committee and management.

I. The Auditor's Responsibility Under U.S. Generally Accepted Auditing Standards and OMB
A-133

As stated in our engagement letter with the City dated June 25, 2004, our responsibility, as
described by professional standards, is to plan and perform our audit to obtain reasonable, but not
absolute, assurance about whether the financial statements are free of material misstatement and
are fairly presented in accordance with accounting principles generally accepted in the United
States of America. 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.

In planning and performing our audit, we considered the City's internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion
on the financial statements and not to provide assurance on the internal control over financial
reporting. We also considered internal control over compliance with requirements that could
have a direct and material effect on a major federal program in order to determine our auditing
procedures for the purpose of expressing our opinion on compliance and to test and report on
internal control over compliance in accordance with U.S. Office of Management and Budget
(OMB) Circular A-133, Audits of States, Local Governments and Non-Profit Organizations.

As part of obtaining reasonable assurance about whether the City's financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grants, 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. Also, in accordance with
OMB Circular A-133, we examined, on a test basis, evidence about the City's compliance with
the types of compliance requirements described in the U.S. Office of Management and Budget
(OMB) Circular A-133 Compliance Supplement applicable to each of its major federal programs
for the purpose of expressing an opinion on the City's compliance with those requirements.
While our audit provides a reasonable basis for our opinion, it does not provide a legal
determination on the City's compliance with those requirements.

II. Significant Accounting Policies and Unusual Transactions

Management has the responsibility for 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 the City and ORA are described in Note 2 to the financial statements. As discussed in
Note 20, the City restated the ORA Fund's beginning fund balance to remove amounts owed to
the City's General Fund, as these amounts will not be collected in the near future.
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REQUIRED COMMUNICATIONS (Continued)

The Oakland Base Reuse Authority (OBRA) is a joint powers authority (JPA) established to
assure the effective transition of military facilities in Oakland that have been or may be selected
for closure. Effective July 1, 2003, the OBRA governing body amended the JPA agreement,
which among other things, changed the composition of the governing body, reducing it to a five-
member board consisting of the Mayor of Oakland and four other members of the Oakland
Council. Accordingly, the relationship with the City has changed from that of a joint venture to
that of a discretely presented component unit, which is now reported in the government-wide
financial statements.

In addition, the City presents the Port of Oakland (Port) in a unique manner as compared to other
local governmental entities with port operations. All local government entities we sampled reflect
their ports as departments of the organization rather than as a discretely presented component
unit. Some of these ports have similar management structures with a Board of Commissioners
appointed by the sponsoring city's mayor/city council to oversee the operations of the port.
Management's representation to us was that the Port operates with a separate legal standing (i.e.
using its own corporate powers) under the Charter, which would allow for this presentation. In
addition, the City Attorney's Office has represented that the Port operates very similar to a
corporation with the Charter acting as its Articles of Incorporation and By-Laws. Ultimately, the
City's presentation of the Port makes it less comparable to other cities that have port operations,
thus, being a unique presentation.

We noted no other transactions entered into by the City during the fiscal 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. There have
been new accounting and reporting pronouncements that will affect the City's reporting in
subsequent years, which are summarized as follows:

• In November 2003, the Governmental Accounting Standards Board (GASB) issued
Statement No. 42, Accounting and Financial Reporting for Impairment of Capital Assets
and for Insurance Recoveries. This statement establishes accounting and financial
reporting standards for impairment of capital assets. A capital asset is impaired when its
service utility has declined significantly and unexpectedly. This statement also clarifies
and establishes accounting requirements for insurance recoveries. This statement is
effective for the City's fiscal year ending June 30, 2006.

• In April 2004, GASB issued Statement No. 43, Financial Reporting for
Postemployment Benefit Plans Other Than Pension Plans. This statement establishes
uniform financial reporting standards for other postemployment benefits (OPEB) plans.
The approach followed in this statement generally is consistent with the approach
adopted for defined benefit pension plans with modifications to reflect differences
between pension plans and OPEB plans. The statement applies to OPEB trust funds
included in the financial reports of plan sponsors or employers. This statement is
effective for the City's fiscal year ending June 30, 2007.
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REQUIRED COMMUNICATIONS (Continued)

• In May 2004, GASB issued Statement No. 44, Economic Condition Reporting: The
Statistical Section—an amendment ofNCGA Statement No.l. This statement amends the
portions of NCGA Statement 1, Governmental Accounting and Financial Reporting
Principles, that guide the preparation of the statistical section. The statistical section
presents detailed information, typically in ten-year trends, that assists users in utilizing
the basic financial statements, notes to the basic financial statements, and required
supplementary information to assess the economic condition of a government. This
statement adds new information that financial statement users have identified as
important and eliminates certain previous requirements. This statement is effective for
the City's fiscal year ending June 30, 2006.

• In June 2004, GASB issued Statement No. 45, Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions, which addresses how
state and local governments should account for and report their costs and obligations
related to postemployment healthcare and other nonpension benefits. Collectively,
these benefits are commonly referred to as other postemployment benefits, or OPEB.
The statement generally requires that employers account for and report the annual cost
of OPEB and the outstanding obligations and commitments related to OPEB in
essentially the same manner as they currently do for pensions. Annual OPEB cost for
most employers will be based on actuarially determined benefits as they come due.
This statement's provisions may be applied prospectively and do not require
governments to fund their OPEB plans. An employer may establish its OPEB liability
at zero as of the beginning of the initial year of implementation; however, the unfunded
actuarial liability is required to be amortized over future periods. This statement also
establishes disclosure requirements for information about the plans in which an
employer participates, the funding policy followed, the actuarial valuation process and
assumptions, and, for certain employers, the extent to which the plan has been funded
over time. This statement is effective for the City's fiscal year ending June 30, 2008.

• In December 2004, GASB issued Statement No. 46, Net Assets Restricted By Enabling
Legislation-an Amendment of GASB Statement No. 34. This Statement clarifies that a
legally enforceable enabling legislation restriction is one mat a party external to a
government-such as citizens, public interest groups, or the judiciary-can compel a
government to honor. The Statement states that the legal enforceability of an enabling
legislation restriction should be reevaluated if any of the resources raised by the
enabling legislation are used for a purpose not specified by the enabling legislation or if
a government has other cause for reconsideration. Although the determination that a
particular restriction is not legally enforceable may cause a government to review the
enforceability of other restrictions, it should not necessarily lead a government to the
same conclusion for all enabling legislation restrictions. This statement is effective for
the City's fiscal year ending June 30, 2006.
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REQUIRED COMMUNICATIONS (Continued)

III. 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 future 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. The most sensitive estimates
affecting the financial statements were:

Estimated claims liabilities
Estimated allowance for losses on accounts and loans receivable
Useful life estimates for capital assets
Net pension assets

Management's judgments and estimates were based on the following:

Reserves for estimated claims liabilities were based on actuarial evaluations using
historical loss, other data and attorney judgment about the ultimate outcome of the
claim
The allowance for losses on accounts receivable was based on management's estimate
regarding the likelihood of collectibility
Estimated allowance for losses on loans receivable was based on the types of loan (e.g.,
forgivable, deferred, grant or amortizing) and management's estimate regarding the
likelihood of collectibility based on loan provisions and collateral
The estimated useful lives of capital assets were based on management's estimate of the
economic life of the assets.
Net pension assets was based on actuarial assumptions used to compute the City's
annual required contributions

We evaluated the key factors and assumptions used to develop the above estimates in determining
that they are reasonable in relation to the financial statements taken as a whole.
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REQUIRED COMMUNICATIONS (Continued)

IV. 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, may 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 City and ORA's financial reporting process (that is, cause future
financial statements to be materially misstated). Adjustments were identified and proposed by us
to adjust the allowance for doubtful accounts and to record the effect on revenue of amounts
received within the City's established period of availability under the modified accrual basis of
accounting. These adjustments, in our judgment, indicate matters that could have a significant
effect on the City's financial reporting process.

In addition, the attached schedules starting on page 12 summarize uncorrected misstatements of
the financial statements. Management has determined that their effects are immaterial, both
individually and in the aggregate, to the basic financial statements taken as a whole.

V. 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.

VI. Consultations with Other 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. If a
consultation involves application of an accounting principle to the governmental unit'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.

VII. Major Issues Discussed with Management Prior to Our Retention

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

VIII. Difficulties in Performing the Audit

We encountered no significant difficulties in dealing with management in performing our audit.
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CURRENT YEAR RECOMMENDATIONS AND MANAGEMENT RESPONSES

Unresolved Reconciliation Activity with Cash with City Treasury (OMERS)

At June 30, 2004, the cash and investment balance with the City Treasury for the Oakland Municipal
Employees Retirement System (OMERS) was reported as $215,162 while the OMERS general ledger
reported the balance as $143,046. Neither the City Treasury nor OMERS were able to provide an
explanation of the differences. Although the dollar amount of this difference is not material, it should
be reconciled and resolved. We recommend the City investigate and resolve this difference. In
addition, the City should incorporate monthly procedures to identify and resolve reconciling items in a
timely manner. Failure to resolve these differences in a timely manner could make them increasingly
difficult to resolve and may result in potential errors or fraud going undetected.

Management Response:

This difference has been resolved and the OMERS and the City's general ledgers are now in agreement.

Accounts Receivable Collectability

At year-end, the City had approximately $11.4 million in accounts receivable aged in excess of one
year. Most of these receivables are small amounts that are more than two years old. The City has
included these amounts in its allowance for doubtful accounts, as it is the City's policy to obtain City
Council approval prior to the write-off of these accounts. As a result, the City is not pursuing
collection activities on these accounts. We recommend the City establish a clearly defined accounting
policy requiring periodic maintenance of these receivables, including the review of all receivables over
30 days old, distribution of late notices to improve collections, and eventual write-off for those deemed
uncollectible.

Management Response:

A comprehensive review of all of the City's outstanding receivables is already in progress and the
findings will form the basis for the systematic revision of its receivable policy and processes.
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Grants Receivable and Deferred Revenue

For purposes of revenue recognition, the City considers revenues to be available if they are collected
within 120 days after year-end. As a result, receivables that are not collected within the availability
period are not recognized as revenues and, instead, are reported as deferred revenues. Based on our
audit of the City's year-end grants receivable accruals, we concluded that it was necessary to adjust the
grants receivable to agree with the corresponding deferred revenues and to recognize the revenues that
were collected within the availability period. We recommend that the City analyze its receivables and
deferred revenues to ensure proper reporting of assets, liabilities and revenue recognition.

Management Response:

There was a 100% staff turnover in the Grants Accounting Section of the Accounting Division due to
retirement. Management ensures that this finding is a non-recurring transaction in the future.

Labor and Cost Distribution

During our audit we reviewed the City's labor and cost distribution system to ensure that appropriate
controls are provided for the collection, maintenance and management of labor costs based on
classifications and coding structures specified by the City for purposes of reporting to other systems.
The City's payroll systems (TAMS Payroll System and Oracle Financial System) have the capabilities
to accumulate costs information for use in budgeting, performance management and other needed
management processes. However, TAMS is a system that has a cumbersome process for entering the
City's 1,100 payroll labor distributions and cost elements. As a result, the City has had to develop
inefficient workarounds between TAMS and Oracle to capture the 1,100 payroll elements because the
TAMS payroll application is no longer supported by its vendor. These workarounds are developed in-
house, which can be costly. The City is working on plans to implement the Oracle payroll module by
early 2005, but no specific date had been established at the time of our review. We recommend that
upon approval for the purchase of the Oracle payroll module, the City should establish a timeframe for
implementing and training employees on the new Oracle payroll module to help eliminate the need for
the workarounds.

Management Response:

The City's current plans are to install an implement the Oracle payroll module by July 1, 2005.
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Payroll Process

During our payroll testing of forty items we noted that the City does not maintain complete current
payroll records for all of its employees. For example, we noted that three items did not have
documentation of pay rates agreed to by the seasonal employees or its bargaining unit and one item did
not have an updated personnel action form showing the employee's current pay rate. The City should
maintain complete and current documentation in personnel files that will provide information to
management for planning and evaluation of personnel. Documentation with approval {personnel
department and the employee) of pay rate changes will also improve controls over the payroll process.

Management Response:

Management agrees with the finding and will refer the matter to the appropriate department for
corrective action.

Cash and Investment Submission Date

The City's Investment Policy requires that the Director of Financial Services Agency/Treasurer render
a quarterly investment report for the City and the Agency to the City Council within 30 days following
the period being reported as required by the California Government Code Section 53646 (the Code).
During our review of the March 31, 2004 Investment Report, we noted that while the Investment
Report was dated April 29, 2004, the City Council actually received this report on May 25, 2004. The
investment policy currently contains a requirement that cannot be followed due to the City requirement
to meet the Sunshine Ordinance, which requires all documents to be available to the public prior to City
Council meetings. The City should consider amending its investment policy to allow for enough time
for the Investment Report to be completed and the Sunshine Ordinance to be met before presenting its
investment Report to the City Council.

Management Response:

The City normally receives trustee statements between fifteen and thirty days following the end of the
month. After reconciling the statements and preparing the report to get on the Committee calendar to
meet the City's Sunshine Ordinance, three to four weeks will have gone by. Recently, the State
approved the permanent suspension of the California Government Code Section 53646 mandate and
therefore the above finding is no longer valid. The City will, however, review its existing investment
policy to reflect a more realistic timeline to meet its operational needs and legal requirements under the
Sunshine Ordinance.
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Post-retirement Health Care Benefits

During fiscal year 2004, GASB issued Statement No. 43, Financial Reporting for Postemployment
Benefit Plans Other Than Pension Plans which establishes uniform financial reporting standards for
other postemployment benefits (OPEB) plans and Statement No. 45, Accounting and Financial
Reporting by Employers for Postemployment Benefits Other Than Pensions, which addresses how state
and local governments should account for and report their costs and obligations related to
postemployment healthcare and other nonpension benefits. These rules will apply to the City's post-
retirement healthcare benefits described in Note 16 of the Comprehensive Annual Financial Report
effective for the fiscal year ended June 30, 2008.

Under the new rules, the City will be required to recognize the cost of benefits when earned by
employees rather than when paid or provided. The costs will be measured and accrued based upon
periodic actuarial valuations similar to current practice with pension plans. The actuarial valuations
will provide information on annual required contributions (ARC) to fund the plan. If the City fails to
fund the plan, based on the actuarially determined ARC, it will be required to report a liability on the
face of the financial statements for the "underpayment". Under the new rules, government employers
wishing to advance fund these plans are required to make "irrevocable transfers" to a trust
arrangement.

There are a number of other important financial statement implications that should be considered
including: (1) how the discount rate will be impacted depending on the funding approach, (2) the size
of the potential "net OPEB obligation" based on the City's intent to advance fund in the future, and (3)
ultimately how credit analysts will use this new information to evaluate the City's creditworthiness.

We encourage the City take the following steps prior to the effective date of these new rules:

• Consult with your actuary to quantify the potential impacts of the new rules;
• Research opportunities to reduce costs; and
• Start/continue dialogue between affected parties (e.g., finance, labor groups, benefits staff and

governing board).

Management Response:

Management agrees with the recommendation and plans to pursue discussions with the appropriate
parties prior to the GASB Statement No. 43 June 30, 2007, implementation date

10
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Computer Operations

The City maintains a water fire suppression system for the computer equipment, rather than a
recommended halon suppression system. The City opted against halon suppression because of
environmental concerns. However, should a fire occur and appropriate high temperatures are reached,
the water suppression system will activate causing significant damage to the City's IT hardware. We
recommend that the City's IT Division consider installing a halon suppression system.

Management Response

Starting in the 1960s, Halon 1301 was the principal agent used in clean agent extinguishing systems.
However, Halon was found to have a high ozone depletion potential which resulted in the banning of
Halon manufacturing in 1994. There is no ban on the use of Halon, however, and many Halon systems
are still in service.

Status

No actions have been taken by the City to address this recommendation. However, the City has
removed their primary server from the room and placed it in the emergency operations center (EOC) at
1605 Martin Luther King. The relocated server at the EOC is operating as the primary server while the
server equipment at the 8th floor of 150 Frank Ogawa Plaza is used as back up and for testing. Also,
there are now two printers at the EOC to print checks in case of an emergency.

11
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PRIOR YEAR RECOMMENDATIONS AND MANAGEMENT RESPONSES

Prior Year Recommendation
1.

2.

3.

4.

5.

6.

The Finance and Management Agency emphasize to the Revenue Division
and CEDA to communicate all relevant accounting data and to reconcile all
subsidiary ledgers on a timely basis.
The City conduct a periodic analysis of the historical collectibility of
outstanding notes and loans to determine whether the allowance being used
is appropriate or whether it needs to be updated from time to time.
The City consider assigning the servicing procedures to staff of the Finance
and Management Agency in order to work with CEDA to ensure that notes
and loans are properly reported in accordance with GAAP.
The City use the proper definitions of reserved fund balances and
designated fund balances to more appropriately classify its fund balances in
future financial statements.
The IT Division and the Finance and Management Agency should develop
internal procedures to immediately notify the IT Division when Finance
employees leave the City or transfer to another department.
The City's IT Division consider installing a halon suppression system

Status
Implemented

Implemented

Implemented

Implemented

Implemented

See current year
recommendation

12



Cit> of. Oakland
Summary of Uncorrected Misstatcments

Fund Statements
June 30, 2004

Impact of Adjustments on Fund Financial Statement Captions (SOOO) - Increase (Decrease)

Statement of Revenues. Expenditures and Changes of Fund Balances/Nel Assets
Description (Nature)

of Audit Difference

To correct improperly excluded invoice
To adjust the City's pooled investments to Market Value
Tola!
Financial statement amounts
Impact as a percentage of f/s amounts

To adjust the City's pooled investments to Market Value
To correct an amount recorded per invoice
Topropossa write-off

Tola!

Impact as a percentage of f/s amounts

To properly adjust interest income that was misstated
in the prior year.

To write-offold accounts receivable
Total
Financial statement amounts

Impact is • percentage of f/s amounts

To adjust the City's pooled investments to Market Value
To correct client JE #30
Total

Impact as a percentage of f/s amounts

To correct accounts receivable
To adjust the City's pooled investments to Market Value
Total

Impact 19 a percentage of f/s amounts

To adjust the City's pooled investments to Market Value
Total
Financial statement amounts
Impact as a percentage of f/s amounts

Statement of Net Assets Changes of Net Assets

Assets Liabilities Net Assets Revenues Expenses Other Current Year Prior Year

S - S
850

S 850 S
S 406,628 $

0.21%

S (159) S
(180)

(75)

S (41 4J S

S 1 10,295 S
-0.38%

S - S
(SS)

S (58) S
S 295,537 I

-0.02%

I 440 S

$ 440 S
S 151,759 S

0.29%

S - S
S (59) S
S (59) S
S 120,769 S

-0.05%

S 36 S
S 36 S
S 4,896 $
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FINANCE AND MANAGEMENT AGENCY
ACCOUNTING DIVISION

March 4, 2005

150 FRANK H. OGAWA PLAZA, SUITE 6353
OAKLAND, CALIFORNIA 94612

(510)238-3264

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

I am pleased to present the Comprehensive Annual Financial Report (CAFR) of the City of
Oakland, California (City). The Finance and Management Agency has prepared this report to
present the financial position and the changes in financial position for the fiscal year ended June
30, 2004, and the cash flows of its proprietary fund types for the year then ended. The basic
financial statements and supporting schedules have been prepared in compliance with Section
809 of the City Charter, with California Government Code Sections 25250 and 25253, and in
accordance with generally accepted accounting principles (GAAP) for local governments as
established by the Governmental Accounting Standards Board (GASB).

Our Comprehensive Annual Financial Report is presented in three sections:

The Introductory Section includes the transmittal letter, information about the
organizational structure of the City, the profile of the government, information useful in
assessing the financial condition of the City, and the Government Finance Officers
Association's (GFOA) Certificate of Achievement.

The Financial Section is prepared in accordance with the GASB 34 requirements by
including the Management's Discussion and Analysis (MD&A), the Basic Financial
Statements including notes and the Required Supplementary Information. The Basic
Financial Statements include the government-wide financial statements that present an
overview of the City's entire financial operations and the fund financial statements that
present the financial information of each of the City's major funds, as well as non-major
governmental, and fiduciary funds. Also included in this section is the Independent Auditors'
Report on the basic financial statements.

The Statistical Section includes ten years of unaudited summary financial data, debt
computations, and a variety of demographic, economic and social information that may be of
interest to potential investors in the City's bonds and to other inquiring readers.

This report consists of management's representations concerning the finances of the City.
Consequently, management assumes full responsibility for the completeness and reliability of all
of the information presented in this report. To provide a reasonable basis for making these
representations, management of the City has established a comprehensive internal control
framework that is designed both to protect the government's assets from loss, theft, or misuse, to
compile sufficient reliable information for the preparation of the City's financial statements in
conformity with GAAP, and to comply with laws and regulations. Because the cost of internal



controls should not outweigh their benefits, the City's comprehensive framework of internal
controls has been designed to provide reasonable rather than absolute assurance that the financial
statements will be free from material misstatement. As management, we assert that, to the best of
our knowledge and belief, this financial report is complete and reliable in all material respects.

The City's financial statements have been audited by a group of independent auditing firms that
are licensed certified public accountants. The objective of the independent audit was to provide
reasonable assurance that the financial statements of the City for the fiscal year ended June 30,
2004, are free of material misstatement. The independent auditor concluded, based upon the
audit, that there was reasonable basis for rendering an unqualified opinion on the City's financial
statements for the fiscal year ended June 30, 2004. The Independent Auditors Report is presented
as the first component of the Financial Section of this report.

GASB Statement No. 34 (GASB 34) requires that management provide a narrative introduction,
overview, and analysis to accompany the basic financial statements in the form of Management's
Discussion and Analysis (MD&A). This letter of transmittal is designed to complement the
MD&A and should be read in conjunction with it. The City's MD&A can be found immediately
following the report of the independent auditors.

The Reporting Entity and Its Services

The City has defined its reporting entity in accordance with generally accepted accounting
principles that provide guidance for determining which governmental activities, organizations,
and functions should be included in the reporting entity. This Basic Financial Statements
presents information on the activities of the City and its component units.

GASB 34, Basic Financial Statements - and Management Discussion and Analysis - for State
and Local Governments, retains many of the most popular features of the traditional reporting for
state and local governments. It also incorporates these important new features:

• Government-wide financial reporting;
• Management's Discussion and Analysis (MD&A);
• Separate presentation of major funds; and
• Expanded budgetary reporting.

Moreover, GASB 34 requires that states and local governments annually disclose the full net
value of all capital assets, including infrastructure assets, in order to comply with generally
accepted accounting principles.

GAAP require that the component units be separated into blended or discretely presented units
for reporting purposes. Although legally separate entities, blended component units are, in
substance, part of the City's operations. Therefore, they are reported as part of the Primary
Government. The discretely presented component units are reported in separate columns in the
government-wide financial statements to emphasize that they are legally separate from the City
operations.

Accordingly, we have included the operations of the Oakland Municipal Employees' Retirement
System (OMERS), the Police and Fire Retirement System (PFRS), and the Oakland
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Redevelopment Agency (Agency) as blended component units. The operations of the Port of
Oakland (including the Oakland International Airport) and the Oakland Base Reuse Authority
(OBRA) are presented discretely. The Oakland-Alameda County Coliseum Authority (Authority)
is a Joint Venture owned and operated by the City and the County of Alameda.

The Oakland Housing Authority, the Oakland Unified School District, and the Peralta
Community College District were not included because they have limited relationships with the
City and, therefore, did not meet the criteria for inclusion in the reporting entity. The City is also
represented in six regional agencies that are excluded from the City's reporting entity. These
agencies are the San Francisco Bay Area Rapid Transit District (BART), Alameda-Contra Costa
Transit District (AC Transit), Bay Area Air Quality Management District, Association of Bay
Area Governments (ABAG), East Bay Regional Park District, and the East Bay Municipal
Utility District.

Profile of the Government

The City of Oakland was chartered as a city in 1854. It is situated on the eastern side of the
Oakland/San Francisco Bay in the County of Alameda. Its western border offers nineteen miles
of coastline, while the rolling hills to the east present views of the Bay and the Pacific Ocean. In
between are traditional, well-kept neighborhoods, a progressive downtown that is experiencing a
tremendous surge in growth, and superior cultural and recreational amenities. It is the
administrative site for the County of Alameda, the regional seat for the federal government, the
district location of primary state offices, and the transportation hub of commerce for the Bay
Area.

hi November 1998, the citizens of Oakland passed Measure X changing the form of government
from Council-City Administrator to Mayor-Council through a charter amendment. Legislative
authority is vested in the City Council and executive authority is vested in the Mayor. The City
Administrator, appointed by and under the direction of the Mayor, has administrative authority to
manage the day-to-day administrative and fiscal operations of the City. The City Auditor and the
City Attorney are both elected officials and serve four-year terms.

The Mayor and City Council is the governing body of the City and comprises eight elected
officials. One Council member is elected "at large", while the other seven Council members
represent specific districts. The Mayor and City Council are elected to serve four-year terms.

On March 2, 2004, the citizens of Oakland passed Measure P: (1) to repeal the sunset provision
of Measure X passed in November 1998 to retain the Mayor-Council form of government; (2) to
change the term limit for Mayor from two terms to two consecutive terms; (3) to reduce the
number of votes needed for the City Council to pass an ordinance on reconsideration from six
votes to five votes; (4) to eliminate the prohibition on paying the Mayor more than the City
Administrator; (5) to remove the rule that the Mayor vacates his or her office by missing ten
consecutive City Council meetings; (6) to require the Mayor to advise the City Council before
removing the City Administrator; and (7) to change the title of the City Administrator to "City
Administrator".

The City provides a full range of services contemplated by statute or charter, including those
functions delegated to cities under state law. These services include public safety (police and

in



fire), sanitation and environmental health enforcement, recreational and cultural activities, public
improvements, planning, zoning, and general administrative services.

The City's budget is a detailed operating plan that identifies estimated costs in relation to
estimated revenues. The budget includes: (1) the programs, projects, services, and activities to be
carried out during the fiscal year; (2) the estimated revenue available to finance the operating
plan; and (3) the estimated spending requirements for the operating plan. The budget represents a
process wherein policy decisions by the Mayor and the City Council are adopted, implemented
and controlled. The notes to the required supplementary information summarizes the budgetary
roles of various City officials and the timetable for their budgetary actions according to the City
Charter. On June 29, 2004, the City Council, during its mid-cycle review, approved the City's
revised budget for fiscal year 2004-05.

The City Charter prohibits expending monies for which there is no legal appropriation.
Therefore, the City is required to adopt budgets for all City funds. The level of budgetary control
(that is, the level at which expenditures cannot legally exceed the appropriated amount) is
established at the fund level, although for management purposes, the line item budget is
controlled at the departmental level within funds. The City Administrator is authorized to
administer the budget and may transfer monies from one activity, program or project to another
within the same agency and fiind. Supplemental appropriations or transfers of appropriations
between funds or agencies must be approved by the City Council.

The City also maintains an encumbrance accounting system to provide budgetary controls for
governmental funds. Encumbrances which would result in an overrun of an account balance are
suspended in the system until additional funding is made available via budget change requests or
withdrawn due to lack of funding. Encumbrances outstanding at June 30 and carried forward are
reported as reservations of the appropriate governmental fund's fund balance since they do not
constitute expenditures or liabilities. Encumbrances that do not lapse but are brought forward to
the new fiscal year are incorporated as part of the budget adopted by City Council for that year.

Factors Affecting Financial Condition

The information presented in the financial statements is perhaps best understood when it is
considered from the broader perspective of the specific environment within which the City
operates.

Local Economy. The City of Oakland has transformed itself into one of the most desirable
communities to live and to do business in the country. Testimony to this transformation is well
publicized in various magazines and comments by public officials. For example, the City is:

• "....4th Best commercial real estate market in the country" (Moody's Investors 2003)
• ".. ..8th Best Place for Business in the U.S." (Forbes 2002 Annual Survey);
• "....7th Most Creative City in America" (Carnegie Mellon);
• ".. ..6th Best City to live in the U.S." (Money, Dec. 2002);
• "....leader among America's top ten technology cities." (Newsweek, April 30, 2001); and
• "....uniquely positioned as an excellent point for international business." (Mickey Kanter,

former U.S. Secretary of Commerce)
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These statements are testimony to the City's vibrancy, its business-friendly public policies, its
well educated (ranked 8 as most educated in the nation) and skilled labor force, its incentive-
driven environment within which to do business, and a City administration under Mayor Jerry
Brown's leadership that enthusiastically supports and embraces sustainable economic
development. Moreover, transportation systems such as four freeways (1-880, 1-580, Hwy. 13,
and Hwy, 24), railroad, trucking, shipping (4th largest port in the nation), air transportation, and
public transit converge in the City of Oakland to make it the hub of interstate and international
commerce on the West Coast. Its strategic location and proximity to Silicon Valley and to highly
acclaimed institutions of higher learning provide excellent synergy for collaborative research and
innovation for improved business products and services.

Oakland occupies 56 square miles of land with nineteen miles of coastline to the west and
magnificent rolling hills to the east. It is the eighth largest city in California with a population of
411,600. Its economy ranks in the top 20 economies in the United States and the 84l largest in
the world. Some of the diverse attributes which helped Oakland survive the dot.com bust are:

• Featured as among 10 top technology cities in the future (Newsweek, April 2001)
• Oakland ranked nation's #1 office market through 2005 (Landauer OM Index);
• Commercial building permits issued in 2003 valued at $278.9 million, 25.5% increase;
• Ranked 3rd in the nation in percentage of women-owned businesses;

Two primary engines that drive the economies of the City in particular and Northern California
in general are the Port of Oakland and the Oakland International Airport. Both entities celebrated
their 75th anniversaries in 2002 with pride and enthusiasm in meeting the challenges of the new
century. Both are investing billions of dollars in major expansion programs in anticipation of the
new challenges. Finally, both entities have significant impacts on the City's and the region's
economies. For example, in 2003, the Port of Oakland moved $1.2 billion in agricultural goods.
The Port is the primary seaport for more than 70% of California wine, dried fruits, and other
edible exports.

In a recent article by the San Francisco Chronicle headlined, "It 'sfull steam ahead at the Port of
Oakland" it declared a booming business at the Port benefiting businesses and jobs in 2003.
Those benefiting are dockworkers, truckers, rail companies, the California Central Valley
farmers, and shipping companies. Ranked the 4l busiest port in the nation, the Port of Oakland
handled 99% of Northern California's ocean container cargo with a remarkable growth of 13.8%
in containers handled compared to 2002. Part of this tremendous growth is driven by China's
booming manufacturing trade and other economies in the Far East.

Downtown Oakland remains the largest center for office development in the East Bay with 15.3
million square feet of office space and 70,000 day time workers. The Shorenstein Company
recently completed a 20-story, 450,000 square foot office tower in the City Center that is
occupied by various businesses. In a recent announcement, the Ask Jeeves company has agreed
to move its operations from Emeryville to Oakland. It signed a lease to occupy 55,803 square
feet and will occupy the fourth and fifth floors along with the plaza level in the new tower.

The Community and Economic Development Agency (CEDA) is also working in coordination
with the Oakland Commerce Corporation to develop and implement the new Retail Retention



Program. This program will provide technical assistance to assist in the retention and expansion
of the 50 top income and top employing retailers, the five retailers with the most growth and the
five with the largest decline in sales, and key retailers within target industries to strengthen these
industries.

In fiscal year 2002-03, CEDA initiated the Oakland C.A.R.E.S. (Creation, Attraction, Retention
and Expansion Services) for Business Program. This program assists existing and new Oakland
businesses to increase sales, reduce costs and add more value to their products and services. The
City also offers specialized technical assistance to targeted industry groups. These industry
groups (Software/Multimedia, Telecommunications, Biotechnology, Transportation, and Food
Processing) were chosen for their importance to the local economy and for their potential for
growth.

The City's One-Stop Small Business Center (OSSBC) is a focal point for lending and technical
assistance efforts surrounding Oakland's Enhanced Enterprise Community and manages the
City's contract with the Oakland Business Development Corporation (OBDC), a non-profit local
development corporation. Loan recipients include various types of businesses such as a
neighborhood market, a bicycle parts and accessories retailer, a clothing store, a restaurant and
an art supply store.

Long-term Financial Planning

Mayor's 10K Project: A major initiative launched by Mayor Jerry Brown when he took office
in 1999, the 10K Downtown Housing Initiative, is realizing its goal of attracting 10,000 new
residents to downtown Oakland by encouraging the development of 6,000 market-rate housing
units. A near perfect climate, California's best mass transit system, a central Bay Area location
and a growing downtown workforce all contribute to make downtown Oakland a great place to
live.

As of July 2004, the 10K Downtown Housing Initiative has resulted in the start and completion
of 35 residential projects with 4,969 units. Fifteen projects (1,471 units) have been completed,
five projects (350 units) are in construction, thirteen projects (1,436 units) have received
planning approvals, and two projects (1,712 units) are in the planning process. The Initiative has
literally altered Oakland's skyline with the construction of the Essex on Lake Merritt, the first
high-rise residential construction in downtown Oakland in 20 years. To achieve the goal of
10,000 new residents, fewer than 1,200 more units are required.

Cash Management Policies and Practices

To maximize interest income and maintain liquidity, the City pools operating cash of both the
City and Port and invests these monies in securities of various maturities. These monies and
operating funds of the Redevelopment Agency and the Oakland Base Reuse Authority are
invested pursuant to the City's Investment Policy in compliance with Section 53601 of the
California Government Code, the Nuclear Free Zone and Linked Banking Ordinances, and the
Tobacco Divestiture Resolution. The objectives of the Investment Policy are to preserve capital,
provide adequate liquidity to meet cash disbursements of the City, and to reduce overall portfolio
needs while maintaining market-average rates of return. Investments are secured by collateral as
required under law, with maturity dates staggered to ensure that cash is available when needed.
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The City Council receives quarterly reports on the performance of the City's pooled investment
program.

The permitted investments include U.S. Treasury notes (with certain restrictions), federal agency
issues, bankers' acceptances, commercial paper, corporate stocks and bonds with ratings of Al or
PI by either Standard and Poor's or Fitch's, negotiable certificates of deposit, Local Agency
Investment Fund, and repurchase agreements.

Risk Management

To finance its risks of general liability and workers' compensation, the City maintains a program
of self-insurance, supplemented with commercial insurance of limited coverage, that is sufficient
to protect resources at the lowest reasonable cost. The City does maintain commercial fire
insurance policies on all of its buildings. Additionally, the City insures for the perils of
earthquake and flood on the Henry J. Kaiser Convention Center and the George F. Scotlan
Memorial Convention Center.

The City Attorney represents the City in all of its legal matters, including claims investigation,
civil litigation, and disposition of claims and lawsuits.

Insurance to protect and indemnify the City against the risks of general liability and property
damage is required in virtually all of its public works, contractor-supplied, and professional
services contracts.

Awards

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the City of
Oakland for its Comprehensive Annual Financial Report (CAFR) for the fiscal year ended June
30, 2003. 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 governmental unit must publish
an easily readable and efficiently organized CAFR whose contents conform to program
standards. Such CAJFR must satisfy both generally accepted accounting principles and applicable
legal requirements.

The Certificate of Achievement is valid for a period of one year only. The City of Oakland has
received a Certificate of Achievement for 15 of the last 16 years. The City's Fiscal Year 2003-04
CAFR will be submitted to GFOA for consideration for the Certificate of Achievement for
Excellence in Financial Reporting.

A ckn o wledgem en ts

I would like to express my appreciation to the entire staff of the Finance and Management
Agency, and most particularly the Accounting Division, for their professionalism, dedication,
and efficiency in the preparation of this report. I also thank Macias, Gini & Company LLP for
their assistance and guidance. Finally, I would like to thank the Mayor, members of the City
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Council, and the City Administrator for their interest and continuing support in planning and
conducting the City's financial operations in a responsible and progressive manner.

Respectfu

Tlliam E. Noland, Director
Finance and Management Agency
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MACIAS GINI St COMPANYI

.It. Diablo Plaza
2 I 75 N. California Boulevard, Ste. 645
Walnuc Creek, California 94596

925.274.0190 PHONE
925.274.3819 FAX

Honorable Mayor and Members
of the City Council

City of Oakland, California

Independent Auditor's Report

We have audited the accompanying financial statements of the governmental activities, the business-type activities,
the aggregate discretely presented component units, each major fund, and the aggregate remaining fund information
of the City of Oakland, California (City), as of and for the year ended June 30, 2004, which collectively comprise
the City's basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the City's management. Our responsibility is to express opinions on these financial statements
based on our audit. We did not audit the financial statements of the Oakland Base Reuse Authority (OBRA), which
represent 4%, 11%, and 22%, respectively, of the assets, net assets and revenues of the aggregate discretely
presented component units. Those financial statements were audited by other auditors whose report thereon has
been furnished to us, and our opinion, insofar as it relates to the amounts included for OBRA, is based on the report
of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements 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 the significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit and the report of other auditors
provide a reasonable basis for our opinions.

In our opinion, based on our audit and the report of other auditors, the financial statements referred to above present
fairly, in all material respects, the respective financial position of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the City as of June 30, 2004 and the respective changes in financial position and 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 February 4, 2005, on our
consideration of the City's internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the internal control over financial reporting or on compliance. That report
is an integral part of an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

The management's discussion and analysis, the schedules of funding progress and the budgetary comparison
information listed in the table of contents 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
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methods of measurement and presentation of the required supplementary information. However, we and the other
auditors 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 City's basic financial statements. The introductory section, combining and individual fond financial statements
and schedules, and statistical section are presented for purposes of additional analysis and are not a required part of
the basic financial statements. The combining and individual fund financial statements and schedules have been
subjected to the auditing procedures applied by us in the audit of the basic financial statements and, in our opinion,
are fairly stated in all material respects in relation to the basic financial statements taken as a whole. The
introductory and statistical sections have not been subjected to the auditing procedures applied by us and the other
auditors in the audit of the basic financial statements and, accordingly, we and the other auditors express no opinion
on them.

Certified Public Accountants

Walnut Creek, California
February 4, 2005



MANAGEMENT'S DISCUSSION AND ANALYSIS

This section of the City of Oakland's (the City) Comprehensive Annual Financial Report
presents a narrative overview and analysis of the financial activities of the City for the
fiscal year ended June 30, 2004. We encourage readers to consider the information
presented here in conjunction with the additional information contained in the City's
financial statements and related notes and our letter of transmittal that precedes this
section. All amounts, unless otherwise indicated, are expressed in thousands of dollars.

FINANCIAL HIGHLIGHTS

• The City's total assets exceeded its total liabilities by $552.7 million as of June
30, 2004, compared to $519.9 million at June 30, 2003. This represents an
increase of 6.3% ($32.9 million) compared to the previous year.

• The City's cumulative fund balances grew by 6.5% ($41.8 million) to $687.3
million compared to $645.5 million as restated, for last year. This growth is
primarily attributed to the remaining bond proceeds from Measure DD and the
Administration Building bond issues for City authorized projects that have yet to
be implemented.

• At June 30, 2004, the unreserved fund balance for the general fund was $222.5
million. Of this amount, $39.8 million is undesignated and represents 8% of
general fund expenditures, which is in excess of the City Council's unreserved
fund balance policy of 7.5%.

• As of June 30, 2004, the City had total long-term obligations outstanding of $ 1.68
billion compared to $1.63 billion outstanding for the prior fiscal year, an increase
of 3%. Of this amount, $232.0 million is general obligation bonds backed by the
full faith and credit of the City. The remaining $1.45 billion is comprised of
various long term debt instruments including accruals of year-end estimates for
other long term liabilities.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis are intended to introduce the City's basic financial
statements. The City's basic financial statements consist of three components: (1)
government-wide financial statements, (2) fund financial statements, and (3) notes to the
basic financial statements. This report also includes required and other supplementary
information in addition to the basic financial statements themselves.



Government-wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad
overview of the City's finances, in a manner similar to the financial statements for a
private-sector business.

The statement of net assets presents information on all of the City's assets and liabilities,
with the difference between the two reported as net assets. Over time, increases or
decreases in net assets may serve as a useful indicator of whether or not the financial
position of the City is improving or deteriorating.

The statement of activities presents information showing how the City's net assets
changed during the most recent fiscal year. All changes in net assets are reported as soon
as the underlying event giving rise to the change occurs, regardless of the timing of the
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 revenues
pertaining to uncollected taxes and expenses pertaining to earned but unused vacation and
sick leave.

Both of the government-wide financial statements distinguish functions of the City that
are principally supported by taxes and intergovernmental revenues (governmental
activities) from other functions that are intended to recover all or a significant portion of
their costs through user fees and charges (business-type activities). The governmental
activities of the City include general government, public safety, life enrichment,
community and economic development, and public works. The business-type activities of
the City include the Sewer Service System and the Parks and Recreation.

Fund Financial Statements

The fund financial statements are designed to report information about groupings of
related accounts that are used to maintain control over resources that have been
segregated for specific activities or objectives. The City, like other state and local
governments, uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements. All of the funds of the City can be divided into the following
three categories: governmental funds, proprietary funds, and fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same
functions reported as governmental activities in the government-wide financial
statements. Most of the City's basic services are reported in governmental funds.
However, unlike the government-wide financial statements, governmental fund financial
statements focus on the near-term inflows and outflows of spendable resources, as well as
on the balances of spendable resources available at the end of the fiscal year. Such
information may be useful in evaluating the City'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 the City's near-term financing decisions. Both the governmental fund balance
sheet and the governmental fund statement of revenues, expenditures, and changes in
fund balances provide a reconciliation to facilitate this comparison between governmental
funds and governmental activities.

The City maintains several individual governmental funds organized according to their
type (special revenue, capital projects, debt service, and general fund). Information is
presented separately in the governmental fund balance sheet and in the governmental
fund statement of revenues, expenditures, and changes in fund balances for the general
fund, federal and state grant special revenue fund, Oakland Redevelopment Agency as a
blended component unit of the City, and municipal capital improvement fund, all of
which are considered to be major funds. Data from the remaining funds are combined in a
single, aggregated presentation. Individual fund data for each of the non-major
governmental funds is provided in the form of combining statements elsewhere in this
report.

The City adopts an annual appropriated budget for its general fund. A budgetary
comparison schedule has been provided for the general fund in the required
supplementary information to demonstrate compliance with this budget.

Proprietary funds. Proprietary funds are generally used to account for services for which
the City charges customers, either outside customers or internal units or departments of
the City. Proprietary funds provide the same type of information shown in the
government-wide statements only in more detail. The City maintains the following two
types of proprietary funds:

Enterprise funds are used to report the same functions presented as business-type
activities in the government-wide financial statements. The City uses enterprise
funds to account for the operations of the Sewer Service System and the Parks and
Recreation operations. The Sewer Service Fund is considered to be a major fund
of the City.

Internal service funds are used to report activities that provide services and
supplies for certain City programs and activities. The City uses internal service
funds to account for its fleet of vehicles, radio and communication equipment,
facilities management, printing and reproduction, and central stores. Because
these services predominantly benefit governmental rather than business-type
functions, they have been included within governmental activities in the
government-wide financial statements. The internal service funds are combined
into a single, aggregated presentation in the proprietary fund financial statements.
Individual fund data for the internal service funds is provided in the form of
combining statements elsewhere in this report.



Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of
employees and parties outside the City. The Oakland Municipal Employees Retirement
System (OMERS) Fund, the Police and Fire Retirement System (PFRS) Fund are
reported as pension trust funds. The Private Purpose Trust Fund along with the pension
trust funds are reported as trust funds since their resources are not available to support the
City's own programs. For this reason, they are not reflected in the government-wide
financial statements. The accounting used for fiduciary funds is much like that used for
proprietary funds.

Notes to the Basic Financial Statements

The notes to the basic financial statements provide additional information that is essential
to 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 presents
certain required supplementary information, other than this discussion and analysis,
concerning the City's progress in funding its obligation to provide pension benefits to its
employees and budget-to-actual information for the City's general fund. This required
supplementary information is presented immediately following the notes to the basic
financial statements.

The combining statements referred to earlier in connection with non-major governmental
funds, internal service funds, and fiduciary funds are immediately following the required
supplementary information along with budgetary comparative schedules.

Government-wide Financial Analysis

This is the third year that the City has presented its financial statements under the
reporting model required by the Governmental Accounting Standards Board Statement
No. 34 (GASB 34), Basic Financial Statements-and Management's Discussion and
Analysis (MD&A) — for State and Local Governments. As such, this year's MD&A
provides a comparative analysis of government-wide data for two fiscal years.

Net assets may serve over time as a useful indicator of the City's financial position. The
City's total assets exceeded its liabilities as of June 30, 2004 by $552.7 million compared
to $519.9 million as of June 30, 2003, an increase of $32.9 million. The largest portion
of the City's-net assets (91%) reflects its $503.0 million of investments in capital assets
for governmental activities and business type activities net of related debt. The
remaining (9%) reflects $49.7 million in funding for debt service and other continuing
development projects for the City.



City of Oakland's Net Assets
June 30, 2004
(In Thousands)

Governmental Business-type
Activities Activities

2004
Total

2003
Total

Assets:
Current and other assets $ 1,448,705
Capital assets 826.032

TOTAL SSETS 2.274,737

Liabilities:
Long-term liabilities outstanding 1,670,833
Other liabilities 158.607

TOTAL LIABILITIES 1.829,440

TSet assets:
Invested in capital assets, net

of related debt 389,345
Restricted net assets:

Debt service 70,562
Capital projects funds 31,048
Urban redevelopment and

housing 189,555
Other purposes 24,861

Unrestricted (260.074)

TOTAL NET ASSETS £ 445,297

(5,047)
119.972

114.925

6,362
1.138

7.500

113,610

(6.185)

$1,443,658
946.004

2,389.662

1,677,195
159.745

1,836.940

502,955

70,562
31,048

189,555
24,861

(266.259)

S 552.722

$1,354,894
946.626

2.301.520

1,630,600
151,060

1.781.660

495,036

70,562
95,743

238,187
24,861

(404.529)

J19.860

The City's investment in capital assets of $503.0 million, increased by $7.9 million
compared to the previous fiscal year, is attributed to the reduction of long term debt
related to capital assets. The City's restricted net assets totaling $316.0 million represents
resources that are subject to external restrictions on how they may be used. The
unrestricted deficit is primarily caused by the ORA, which issues bonds and other
indebtedness to fund urban development and housing projects that are not capitalized as
assets.

Governmental activities. The City's change in net assets of $32.9 million for the year
ended June 30, 2004 represents an increase of $7 million compared to $25.9 million for
the prior fiscal year. The key elements of this increase are listed below.



Changes in Net Assets
June 30, 2004
(In Thousands)

Revenues:
Program revenues:

Charges for services
Operating grants and

contributions
Capital grants and contributions

General revenues:
Property taxes
State taxes
Local taxes
Interest and investment

income
Other

TOTAL REVENUES

Expenses:
General government
Public safety
Life enrichment
Community & economic

development
Public works
Interest on long-term debt
Sewer
Parks and recreation

TOTAL EXPENSES

Change in net assets before
transfers

Transfers
Change in net assets

Net assets at beginning of year

NET ASSETS AT END OF YEAR

Governmental
Activities

$ 64,832

78,965
10,366

200,731
72,906

197,873

5,566
117.238

748,477

67,069
297,869
102,314

121,160
70,369
58,020

717,601

30,876
600

31,476

413,821

S445.297

Business-type
Activities

$ 22,648

94

22,742

20,597
159

20,756

1,986
(600)

1,386

106,039

$ 107.425

2004
Total

$ 87,480

78,965
10,366

200,731
72,906

197,873

5,660
117.238

771,219

67,069
297,869
102,314

121,160
70,369
58,020
20,597

159

738,357

32,862

32,86.2

519.860

$ 552,722

2003*
Total

$ 115,773

79,803
9,262

202,297
79,444

199,720

33,375
77.363

797.037

95,671
302,273
105,133

110,400
83,548
56,072
17,960

68

771.125

25,912

25,912

493.948

$519.860

* Certain amounts have been reclassified to conform with current year presentation.

• The City's net assets increased by $7.0 million to $32.9 million for the year ended
June 30, 2004 compared to $25.9 million as of June 30, 2003. The increase of
$7.0 million is attributed primarily to the City's employees assuming 6% of their
retirement contributions and other cost saving measures.

• State taxes declined by $6.5 million primarily due to the reduction in motor
vehicle in lieu taxes from the State.
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• The reduction in interest and investment income of $27.7 million is attributable to
the decline in interest rates for the City's pension annuity and the reduction in fair
value of investments.

• The increase of $39.9 million in other revenues is attributed primarily to a
revision of the City's allowance for doubtful accounts, as the City re-evaluated
the collectibility of its long term notes receivables.

• The $13.0 million reduction in public works expenditures reflects a backlog of
work orders and capital improvement projects which are scheduled to be
completed in the new fiscal year

• The increase of $10.8 million in community and economic development
expenditures is attributable to the completion of projects that were carried forward
from the previous fiscal year.

Business-type activities. Business-type activities increased the change in its net assets by
$1.4 million for the year ended June 30, 2004. A key element of the increase for
Business-type activities is attributed primarily to an 11% annual rate increase and the
volume of billings for sewer services as a result of the surge in downtown housing
development under the Mayor's 10 K Program. The 10K Program's goal is to develop
housing to attract 10,000 new residents to downtown Oakland.

Financial Analysis of the Government's Funds

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

As of June 30, 2004, the City's governmental funds reported combined ending fund
balances of $687.3 million compared to $645.5 for the previous fiscal year, as restated.
The majority of the $41.8 million increase is attributed to the remaining bond proceeds
from the Administration Building refunding and the partial issuance of Measure DD
bonds for improvements to the Lake Merritt Project Area.

At June 30, 2004, the Federal/State Grant Fund ended with a negative fund balance of
$23.1 million compared to a negative fund balance of $22.1 million for the previous
fiscal year. The negative fund balance is due to City advances to pay for grant activities
for which the City had recognized grants receivables but deferred revenues for billings to
be reimbursed by the grantor agencies.

The Oakland Redevelopment Agency had a fund balance of $209.6 million as of June 30,
2004 which represents an increase of .8% over the prior fiscal year. The net increase of
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$1.6 million was primarily related to the improvement in property tax revenues in the
project areas.

Proprietary funds. The City's proprietary funds provide the same type of information
found in the government-wide financial statements under the business-type column but in
more detail.

The portion of net assets invested in capital assets, net of related debt amounted to $113.6
million as of June 30, 2004, compared to $110.5 for the previous fiscal year. During the
fiscal year, the City capitalized $3.1 million in sewer system completed projects, net of
depreciation.

General Fund Budgetary Highlights

Differences between the original and the final amended expenditure budget totaling $8.5
million were due primarily to the determination of actual project carryforwards for
continuing appropriations for various multi-year projects, capital improvement projects,
and other projects authorized by City Council. The original approved expenditure budget
contained only estimates of project carryforwards.

Total general fund actual expenditures compared to the final amended expenditure budget
showed net budget savings of $3.6 million for the year ended June 30, 2004, compared to
$21.1 million in savings for the previous fiscal year. The net savings is attributed to the
assumption of the 6% contribution towards retirement by the City employees.

Actual revenues compared to the final amended general fund revenue budget fell below
projections by $3.2 million, compared to $38.9 million for the previous fiscal year. While
state taxes, real estate transfer taxes, fines and penalties, and other income accounted for
an increase of $31.5 million in revenues, this increase was offset by the shortfall in utility
consumption tax of $5.5 million driven by high energy prices, a reduction of $7.6 million
in interest and investment income due to the decline in interest rates for pension annuity,
and $8.4 million below projections for charges for services.

Capital Assets

The City's capital assets, net of depreciation, totaled $946.0 million as of June 30, 2004
compared to $946.6 million as of June 30, 2003, a decrease of .07%. Governmental
activities additions of $44.7 million in capital assets included land acquisition and
capitalization of infrastructure, facilities improvements, and furniture and equipment
which met the City's threshold for capitalization. These additions were offset by
retirements and depreciation, the net effect of which was a reduction of $3.9 million in
capital assets for governmental activities. Business activities, primarily the sewer fund,
increased its capital assets by $3.2 million net of retirements and depreciation.
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During its mid-cycle review of the fiscal year 2004-05 budget, the City Council
committed funding in the amount of $64.1 million for a number of capital improvement
projects. These projects are summarized below (in thousands).

Sewer projects
Transportation projects
Parks improvement projects
Multi-purpose reserve
Other projects
Total Commitments

$40,158
11,647

1,219
7,783
3.309

$64,116

Debt Administration

At the end of the current fiscal year, the City's debt limit (3.75% of $23.0 billion property
valuation net of exemptions subject to taxation) was $860.8 million. The total amount of
debt applicable to the debt limit was $232.0 million. The resulting legal debt margin was
$628.8 million.

The City of Oakland's underlying ratings for its
2004, were as follows:

general obligation bonds as of June 30,

Standard and Poor's Corporation
Moody's Investors Services, Inc.
Fitch, JBCA, Inc.

A+
Al
A+

As of June 30, 2004, the City had total long-term obligations outstanding of $1.67 billion
compared to $1.63 billion outstanding for the prior fiscal year, an increase of 3%. Of this
amount, $232.0 million is general obligation bonds backed by the full faith and credit of
the City. The remaining $1.4 billion is comprised of various long term debt instruments
listed below including accruals of year-end estimates for other long term liabilities.

Outstanding Debt
June 30, 2004
(In Thousands)

Governmental Activities
2004 2003

Business-type Activities
2004 2003

Total

General obligation bonds
Tax allocation bonds
Certificates of participation
Lease revenue bonds
Pension obligation bonds
Special assessment debt

with government
commitment

Accreted interest on
appreciation bonds

Sewer-notes payable

232,045
235,555

54,780
386,200
388,824

7,940

52,863

167,350
246,660
59,115
382,645
408,849

8,463

38,259
6,362 7,045

2004

232,045
235,555
54,780
386,200
388,824

7,940

52,863
6,362

2003

167,350
246,660
59,115
382,645
408,849

8,463

38,259
7,045
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Less: Deferred amounts
Bond issuance premiums 11,830 12,366 — 11,830 12,366
Bond refunding loss (20.333) 09.924") — (20.333) (19.924}

Total bonds payable 1,349,704 1,303,783 6,362 7,045 1,356,066 1,310,828
Notes payable 46,153 49,448 46,153 49,448
Other long-term obligations 274.976 270.324 . — 274.976 270.324

TOTAL OUTSTANDING
DEBT SI.670,833 SI,623.555 S 6362 S 7.045 SI,677.195 Si:63Q.6QO

The City's overall total long term obligations increased by $46.6 million compared to
fiscal year 2003. The net increase is primarily attributable to the defeasance of the City's
Administration Building issue and new bonds issued for Measure DD as detailed below
offset by scheduled principal payments. The notes payable and other long-term
obligations increased basically because of the additional amounts provided for
compensated absences, workers' compensation, and estimated claims payable for fiscal
year 2004.

Summary of New Debt:

Administration Building Interest Rate Swap: The decline in interest rates in recent years
provided the City an opportunity to lock in long-term interest rates. On May 21, 2004,
the City entered into a floating-to-fixed rate ("fixed-payer") interest rate swap with the
Bank of America, N.A. and UBS AG ("Counterparties"). The swap became effective on
June 10, 2004, in conjunction with the issuance of the $58,600,000 Series A-l and
$58,600,000 Series A-2 Oakland Joint Powers Financing Authority Lease Revenue
Refunding Bonds, Oakland Administration Buildings (Auction Rate Securities).

The executed transaction consisted of a $117,200,000, 22-year interest rate swap under
which the City will pay the Counterparties a fixed rate of 3.533% and receive 58% of 1-
month London Interbank Offer Rate (LIBOR) plus 35 basis points (100 basis points
equals 1%).

The City was able to take advantage of current market conditions and create synthetic
fixed-rate debt at a very favorable rate. In addition to the decline in the general level of
interest rates and after careful review, the City elected to utilize percentage (58%) of
LIBOR plus a margin (35 basis points) versus a straight percentage of LIBOR to reduce
the basis risk in a lower rate environment (current environment).

General Obligation Bonds, Series 2003A (Measure DD): On August 6, 2003, the City
issued $71,450,000 of General Obligation Bonds, Series 2003A, Measure DD. The
bonds have interest rates of 2.50% to 5.00% and mature in 2032. These bonds constitute
a portion of the total authorized amount of $198,250,000 bonds duly approved by at least
two-thirds of the voters voting on Measure DD at the City election held on November 2,
2002.

These bonds provided funds to acquire and construct water quality improvements for and
related to Lake Merritt, Lake Merritt Channel, the Estuary and creeks in Oakland;
improve, renovate and construct youth and public recreational facilities; rehabilitate and
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acquire parks, open space and other recreational, safety and maintenance facilities; and
provide safe public access to Lake Merritt, Lake Merritt Channel and the Estuary.

GE Capital: On March 22, 2004, the City executed a note with a stated interest rate of
3.75% with GE Capital in the amount of $3.9 million to fund the acquisition of a
computer server. The General Fund and the Municipal Improvement Capital Fund will
repay the note. The final payment will be made on April 7, 2009.

Additional information on the City's long-term debt obligations can be found in Note 12
to the financial statements.

Economic Factors and Next Year's Budgets and Tax Rates

The economic indicators highlighted below, among others and including labor union
contracts, were factored into the City's budget formulation process as they relate to
revenue forecasting, program planning, and resource allocation for fiscal year 2004-05.

• The City of Oakland's unemployment rate was 5.9% in January 2004, up from a
revised 5.7% in December 2003. This compares with an unemployment rate of 6.1%
for California and 5.6% for the nation during the same period.

• The increase in the Consumer Price Index for the Bay Area was 1.9% in 2004
compared to 1.8% in 2003.

• Oakland's vacancy rate for class A and B office space has dropped to 10.2% for the
2004 third quarter compared to 10.9% for the 2003 third quarter. By comparison, the
2004 third quarter Class A vacancy rates for the City of San Francisco and the Silicon
Valley were 19.7% and 19.7%, respectively.

• For the 2003 fourth quarter, the average rental rate range per square foot for the City
ranged from $1.05 to $2.66 compared to $2.25 for San Francisco and $2.52 for the
Silicon Valley.

• Increases in expenditures due to new union contracts, CalPers pension rates, and
healthcare costs have been factored into the City's Fiscal Year 2004-05 budget
without raising or imposing new taxes.
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Requests for Information

This financial report is designed to provide a general overview of the City of Oakland's
finances for all those with an interest in the City's fiscal and economic affairs. Requests
for additional financial information should be addressed to the Finance and Management
Agency, Accounting Division, City of Oakland, 150 Frank H. Ogawa Plaza, Suite 6353;
Oakland, California 94612-2093.
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City of Oakland
Statement of Net Assets

June 30, 2004
(In Thousands)

Primary Government Component Units

ASSETS
Cash and investments
Receivables (net of allowance

for uncollectibles of $ 11,417)
Accrued interest
Property taxes
Accounts receivable
Grants receivable

Due from component unit
Internal balances
Due from other governments
Due from pension trust fund
Notes and loans receivable (net of

allowance for uncollectibles of $5,615)
Restricted assets:

Cash and investments
Receivables

Inventories
Capital assets:

Land and other assets not being depreciated
Facilities, infractructure, and equipment,

net of depreciation
Property held for resale
Unamortized bond issuance costs
Net pension asset
Other
TOTAL ASSETS

Governmental
Activities

$ 236,448

1,199
10,225
57,974
24,270
25,769
12,678

6
2,376

174,201

430,214

1,206

83,687

742,345
71,501
19,209

381,370
59

2,274,737

Business-Type
Activities

$ 4,570

3,061

(12,678)

Total

3,104

116,868

114,925

$ 241,018

1,199
10,225
61,035
24,270
25,769

6
2,376

174,201

430,214

1,206

86,791

859,213
71,501
19,209

381,370
59

2,389,662

Port of Oakland

S 97,616

619

42,113

501,515
6,285

499,486

1,271,713

116,366
2,535,713

Oakland Base
Reuse Authority

$ 5,936

544
92

10,690

977
79,778

98,017

LIABILITIES
Accounts payable and other current liabilities 130,494
Accrued interest payable 10,747
Due to other governments 2,548
Due to primary government
Unearned revenue 9,113
Matured bonds and interest payable 520
Other 5,185
Noncurrent liabilities:

Due within one year 142,680
Due in more than one year 1,528,153

TOTAL LIABILITIES 1,829.440

1,058

706
5,656
7,500

131,552
10,747
2,548

9,193
520

5,185

143,386
1,533,809
1,836,940

41,386
36,238

23,697
75,913

38,780

49,432
1,561,454
1,826,900

532

5,400
2,072
1,054

697

9,755

NET ASSETS (deficit)
Invested in capita! assets, net of related debt
Restricted net assets

Debt Service
Capital projects
Urban redevelopment and housing
Other purposes

Unrestricted net assets (deficit)

TOTAL NET ASSETS

389,345

70,562
31,048

189,555
24,861

(260,074)

445,297

113,610

(6,185)

107,425

502,955

70,562
31,048

189,555
24,861

(266,259)
552,722

483,659

175,229

49,925

$ 708,813

977

81,349

5,936

$ 88,262

The notes to the basic financial statements are an integral part of this statement.
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City of Oakland
Statement of Activities

For the Year Ended June 30, 2004
(In Thousands)

functions/Programs

P r i m a r y government ;
Governmental ac t iv i t i e s :

General government
Public safely
Life enrichment
Community and econojuic development
Public works
Interest on long-term debt

TOTAL G O V E R N M E N T A L ACTIVITIES

Business-type act ivi t ies:
Sewer
Park and recreation

TOTAL BUSINESS-TYPE ACTIVITIES

TOTAL P R I M A R Y GOVERNMENT

Component u n i t s :
Port of Oakland

Charges for

Expenses

$ 67,069 I
297,869
102,314
121,160
70,369
53,820

717,601

20,597
159

20,756

I 738,357 $

$ 310,030 S
S 13,152 I

General revenues:
Property taxes

Services

14,913
38,959

73
7,287
3,600

-

64,832

22,590
53

22,648

87,480

232,535
7,206

Program ReverujE;_
Operating Capital

Grants and Grants and

CojitrJbu lions Contributions

952
7,316

18,145
25,047
27,505

78,965

78,965 $

5,936 I

Net (Expense) Revenue and
Chan_g_es in_Net Assets
Primary Government

Governmental
Activities

10,366

44,795

Stale taxes
Local taxes
Interest and investment income
Other

Transfers

TOTAL GENERAL REVENUES AND TRANSFERS
Changes in net assets

NET ASSETS - BEGINNING
NET ASSETS-ENDING

(563,438)

J5jS3.438)

200,731
72,906

197,873
5,566

117,238
600

594,914
31,476

413,821
445,297

Business-type
Activities

1,892

1,892

94.

(600)
(506)

1,386
106,039
107,425 S

Total

(51,204)
(251,594)

(84,096)
(78,460)
(39,264)
(58.820)

(563,438)

1,993
(101)

1,892

(561.546J

200,73 I
72,906

197,373
5,660

117,238

594.408
32,862

519,860
552,722

Pompon en t_U nits
Port

of Oakland
Oakland Base

S (26.764)

S 71.678

3,653
12.874

16,527

213

213
(10,237)

719,050
$ 708,813

71,891
16,371

3,262

The notes (o the bask f inancia l statements are an integral part of th is statement.



CITY OF OAKLAND
Balance Sheet

Governmental funds
June 30, 2004
(In Thousands)

ASSETS
Cash and investments
Receivables (net of allowance

for uncollectibles of $10,033);
Accrued interest
Property taxes
Accounts receivable

Grants receivable
Due from component unit
Due from other funds
Due from other governments
Notes and loans receivable (net

of allowance for uncollectibles of 15,615}
Restricted cash and investments
Property held for resale
Other

TOTAL ASSETS

LIABILITIES AND FUND BALANCES
Liabilities

Accounts payable and accrued liabilities
Due to other funds
Due to odier governments
Deferred revenue
Matured bonds and interest payable
Other

TOTAL LIABILITIES

Fund balances (deficit)
Reserved:

Encumbrances
Long term receivables
Debt service
Property held for resale
Capital project

Unre serve d/(defic it) reported in:
General fund
Special revenue funds
Capital project funds

TOTAL FUND BALANCES (DEFICIT)

TOTAL LIABILITIES AND FUND BALANCES (DEFICIT)

General

S 51,902

429

3,161
49,669

-

24,527
67,378

-

37,059
172,468

-
35

$406,628

$114,151
23,571

31,633
-

3,965

173,320

4,779
6,000

-

-

-

222,529

233,308

$406,628

Federal/Stale

Grant Funds

$

-
531

2,951
24,248

-
3,151

-

76,814
2,576

24

$ 1 10,295

$ 4,212
22,702

-

106.504
-
-

133,418

12,362

-

-
(35,485)

-

(23,123)

$110,295

Oakland

Redevelopment

Agency

S 99,485

232

2,731
201

29,449
6

45,851
46,081
71,501

-

$ 295,537

S 5,607
9,197

213
70,526

-
389

35,932

-
-

71,501
136,640

-
-

1,464

209,605

$ 295,537

Municipal

Capital

Improvement

$ 24,297

173

21
I

-

-
-
-

-
129,512

-
-

S 154,004

$ 1,195
-
-

21
520
6!2

2,348

1,967
-
-

-

-

-
-

149,689

151,656

$ 154,004

Other

Governmental

Funds

S 57,264

365
3,781
5,032

22
1,242
4,679

-

14,477
64,897

-
-

$ 151,759

$ 5,299
12,169
2,335

15.90S

219

35,930

2,694
2,659

56,652
-

-

-
40,189
13,635

115,829

I 151,759

Total

Governmental

Funds

$ 232,948

1,199
10,225
57,854
24,270
25.769

104,657
6

174,201
415,534

71,501
59

$1,118,223

$ 130,464
67,639

2,548
224,592

520
5,185

430,948

21,802
8,659

56,652
71,501

136,640

222,529
4,704

164,788

687,275

$1,118,223

The notes to the basic financial statements are an integral part of this statement.
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CITY OF OAKLAND
Reconciliation of the Governmental Funds Balance Sheet to the

Statement of Net Assets for Governmental Activities
June 30, 2004
(In Thousands) _________^^__

Fund balances - total governmental funds $ 687,275

Amounts reported for governmental activities in the statement of net
assets are different because:

Capital assets used in governmental activities are not financial
resources and, therefore, are not reported in the funds. 799,589

Bond issuance costs are expended in the governmental funds when paid
and are capitalized and amortized over the life of the corresponding bonds
for the purposes of the governmental activities on the statement of net assets. 19,209

Net pension asset is recognized in statement of net assets as an asset, however,
it is not considered a financial resource and, therefore, is not reported on the 381,370
balance sheet of governmental funds.

Interest on long-term debt is not accrued in the funds, but rather is recognized
as an expenditure when due. (9,354)

Because the focus of governmental funds is on short-term financing,
some assets will not be available to pay for current period expenditures.
Those assets are offset by deferred revenue in the governmental funds. 215,479

Long-term liabilities, including bonds payable, are not due and
payable in the current period and, therefore, are not reported in the
governmental funds. (1,648,521)

Internal service funds are used by the City to charge the costs of
providing supplies and services such as printing, reproduction, and
mailing services, fleet and facilities management, and use of radio
and communication equipment to individual funds. Assets and
liabilities of internal service funds are included in governmental
activities in the statement of net assets. 250

NET ASSETS OF GOVERNMENTAL ACTIVITIES $ 445,297

The notes to the basic financial statements are an integral part of this statement.
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CITY OF OAKLAND
Statement of Revenues, Expenditures and Changes in Fund Balances

Governmental Funds
Year Ended June 30, 2004

(In Thousands)

REVENUES
Taxes:

Property
State.

Sales and me
Molor vehicle in-lieu
Gas

Local:
Business license
Utility consumption
Real estate trans fcr
Transient occupancy
Parking
Voter approved special lax
Franchise

Licenses and permits
Fines and penalties
Interest and investment income (loss)
Charges for services
Federal and stale grants and subventions
Other

TOTAL REVENUES

EXPENDITURES
Current

Elected and Appointed Officials
Mayor
Council
Ciry Manager
City Attorney
City Auditor
City Clerk

Agenci es/Departmenls
Personnel Resource Management
Information Technology
Financial Services
Police Services
Fire Services
Life Enrichment

Administration
Parks and Recreation
Library
Museum
Marketing
Aging &. Health and Human Services
Cultural Arts

Community and Economic Development
Public Works

Other
Capita] outlay
Debt service

Principal repayment
Bond issuance costs
Interest charges

TOTAL EXPENDITURES
EXCESS (DEFICIENCY) OF REVENUES

OVER (UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES)
Issuance oCrefunding bonds
Proceeds from noles issuance

Premiums on issuance of bonds
Payment to refunding bond escrow agent
Property sale proceeds
Transfers in
Transfers out

TOTAL OTHER FINANCING SOURCES (USES)

NET CHANGE IN FUND BALANCES

Fund balances (deficit) - beginning, as originally reported

Restatement

Fund balances (deficit) - beginning, as restated

FUND BALANCES (DEFICIT) - ENDING

General

S 109,927

36,464
IS, 178

44,223
48,056
55.665

9,857
9,799

1U92
13,453
26,817
(5,100)
56.883

2,147
23,276

461,237

1,767
2,265
6,117
7,518

984
1,959

3,783
9,033

1 8.247
160,114
87.5 1 6

1
15,841
10,197
7,822
1,516
5,665

14
20,152
27,475
20,103

4,060

390

349

413,191

48,046

3,927

-

-
1,497
6,300

(79,580)

(67,856)

(19,810)

253,118

253,118

S 233,308

Federal/State

Grant Funds

$

5,205

201
1,558

207
63,169

6,828

77,168

7
36

320

231
4.989

693

149
7,454

25
24,775

4
22,467

5,084
945

9.386

961

687

75,213

(1,045)

(1,045)

(22,078)

(22,078)

I (23,123)

Oakland

Redevelopment

Agency

S 53,330

-

-

3,754
5,750

-
4,312

67,146

-

3S,SI3
-

11,105

15,634

65,552

1,594

-

1.594

189,425

18,586

208,01 1

S 209,605

Municipal

Capital

Improvement

S

-

2,482
55

113
4,657

7,307

9
313
669

7

6

1.812
40

885

116
263

23
155

4,972
1,500
8,447

495
12,874

3

32,589

(25,232)

188,650

587
(96,395)

8,731
(6.443)

95,180

69.898

81,758

81,758

S 151,656

Other

Governmental

Funds

S 37,389

1 1 ,296
-

6,968

-
-
-
-
-

23
1,171
4,978
4,281

14.489
9,535

90,130

204
1,021
1,772
2,524

32
59

8
3.S21
1,072
2,448

13,455
393
242
826

2,795

11,201
22,797

7,824
2,886

48,880

46,224

170.484

(80.354)

80,323
(8,781)

71 .542

(8,812)

124,641

124,641

SI 15,829

Total

Governmental

Funds

S 200,646

47.760
18,178
6,968

44,223
48.056
55,665

9.857
9,799
5,205

1 1 ,592
13,476
23,189

7,672
67.176
79,918
48,608

702,988

1,980
3,606
8,594

10,369
1,016
2,024

3,783
10,853
22.339

166,175
91,542

1
29,445
18,460
S.327
2,367

33,238
41

92,788
60,328
30,372
24.779

61,831
12,874
62,897

760,029

(5 7. Ml)

188,650
3,927

587
(96.395)

1,497
95,404

(94,804)

95,866

41,825

626,864

18,586

645,450

S 687,275

The notes to the basic financial statements are an integral pan of this statement
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CITY OF OAKLAND
Reconciliation of the Statement of Revenues, Expenditures,

and Changes in Fund Balances of Governmental Funds to the
Statement of Activities of Governmental Activities

Year Ended June 30,2004
(In Thousands)

Net change in fund balances - total governmental funds

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

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

Property tax revenues in the statement of activities that do not provide current financial resources
are not reported as revenues in the fiinds.

Revenues that do not provide current financial resources are not reported as revenues in the
funds. This represents the change in the deferred amounts during the current period.

Some expenses such as claims and vacation and sick leave reported in the statement of activities do not require
the use of current financial resources and therefore are not reported as expenditures in the governmental funds.

Amortization of the net pension asset reported in the statement of activities does not require the use of current
financial resources and therefore is not reported as an expenditure in the governmental funds.

Some expenditures reported in the governmental funds pertain to the establishment of deferred revenue
to offset long-term pass through loans when the loan funds are disbursed thereby reducing fund balance.
hi the government-wide statements, however, the issuance of long-term pass through loans does not
affect the statement of activities.

Bond issuance costs are expended in governmental funds when paid, and are deferred and
amortized over the life of the corresponding bonds for purposes of the statement of net assets.
This is the amount by which current year bond issuance costs exceeded amortization expense in
the current period.

The issuance of long-term debt provides current financial resources to governmental funds, while the
repayment of the principal of long-term debt and the advance refunding of debt consume the current
financial resources of governmental funds. These transactions, however, have no effect on net
assets. This is the amount by which principal retirement and payment to escrow agent exceeded bond
proceeds in the current period.

Principal payments
Payment to escrow agent for refunded debt

Issuance of bonds and notes
Premium on bond proceeds

Difference

Amortization of bond premiums

Amortization of refunding loss

Additional accrued and accreted interest calculated on bonds and notes payable

The net loss of activities of internal service funds is reported with governmental
activities

CHANGE IN NET ASSETS OF GOVERNMENTAL ACTIVITIES

$ 41,825

- 85

43,285

(13,336)

(6,367)

5,414

12,120

61,831
96,395

(191,990)
(587)

(34,351)

1,123

(2,551)

(8,932)

(6,925)

$ 31,476

The notes to the basic financial statements are an integral part of this statement.
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CITY OF OAKLAND
Statement of Net Assets

Proprietary Funds
June 30, 2004
(In Thousands)

Business-type Activities - Enterprise Funds
Governmental

Activities

Sewer
Service

Nonmajor Fund
Parks and
Recreation Total

Internal
Service
Funds

ASSETS
Current Assets:

Cash and investments
Accounts receivables (net of uncoilectibles of $874 and $510

for the enterprise funds and internal service funds, respectively)
Inventories
Restricted cash and investments
Total current assets

3,032

3,032

$ 4,570

29

4,599

$ 4,570

3,061

7,631

$ 3,500

120
1,206

14.680
19,506

Noncmrent Assets:
Capital assets:

Land and other assets not being depreciated
Facilities and equipment, net of depreciation

Total noncurrent assets

TOTAL ASSETS

2,886
114,851
117,737

120,769

218
2,017
2,235

6,834

3,104
116,868
119,972

127,603

310
26,133
26,443

45,949

LIABILITIES

Current Liabilities
Accounts payable and accrued l iabi l i t ies
Due to other funds
Deferred revenue
Bonds, notes and other payables
Total current liabilities

1,037
12,678

80
706

14,501

21 1,058
12,678

80
706

21 14,522

1,423
21,964

5,597
28,984

Noncurrent Liabilities:
Bonds, notes and other payables
Total noncurrent liabilities

5,656
5,656

5,656
5,656

16,715
16,715

TOTAL LIABILITIES 20,157 21 20,178 45,699

NET ASSETS
Invested in capital assets, net of related debt
Unrestricted (deficit)

TOTAL NET ASSETS (DEFICIT)

111,375
(10,763)

5100,612

2,235
4,578

$ 6,813

113,610
(6,185)

$ 107,425

4,131
(3,881)

$ 250

The notes to the basic financial statements are an integral part of this statement.
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CITY OF OAKLAND
Statement of Revenues, Expenses and Changes in Fund Net Assets

Proprietary Funds
Year Ended June 30, 2004

(In Thousands)

OPERATING REVENUES
Rental
Sewer services
Charges for services
Other

TOTAL OPERATING REVENUES

OPERATING EXPENSES
Personnel
Supplies
Depreciation and amortization
Contractual services and supplies
Repairs and maintenance
General and adminsitrative
Rental
Other

TOTAL OPERATING EXPENSES

OPERATING INCOME (LOSS)

NONOPERATING REVENUES (EXPENSES)
Interest and investment income
Interest expense
Other, net

TOTAL NONOPERATING REVENUES (EXPENSES)

INCOME (LOSS) BEFORE TRANSFERS

Transfers out

Change in net assets
Net Assets - Beginning

NET ASSETS - ENDING

Business-type Activities Enterprise Funds

Sewer
Service

ci
21,079

-
1,511

22,590

11,008
398

3,429
1,473

96
3,080

744
-

20,228

2,362

(369)

(369)

1,993

(600)

1,393
99,219

$ 100,612

Nonmajor Fund
Parks and
Recreation

$ 58
-
-
-

58

11
-

141
-
-
1
6
-

159

(101)

94
-

94

(7)

_

(7)
6.820

$ 6,813

Total

$ 58
21,079

-
1,511

22,648

11,019
398

3,570
1,473

96
3,081

750
-

20,387

2,261

94
(369)

(275)

1,986

(600)

1,386
106,039

$ 107,425

Governmental
Activities

Internal
Service
Funds

s;j>
-

31,781
104

31,885

14,319
4,633
5,444

285
2,130
3,872
1,425
5,783

37,891

(6,006)

116
(1,199)

164

(919)

(6,925)

_

(6,925)
7,175

$ 250

The notes to the basic financial statements are an integral part of this statement.
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CITY OF OAKLAND
Statement of Cash Flows

Proprietary Funds
Year Ended June 30, 2004

(In Thousands)

Business-type Activities - Enterprise Funds

CASH FLOWS FROM OPERATING ACTIVITIES

Cash received from customers, including other funds and cash deposits
Cash received from tenants for rents
Cash paid to employees for services
Cash paid to suppliers for goods & services

NET CASH PROVIDED BY OPERATING ACTIVITIES

Sewer
Service

$ 20,905
-

(11,008)
(1,585)

8,312

Nonmajor Fund
Parks and
Recreation

S (1)
58

0')
14

60

Total

S 20,904

58
(11,019)
(1,571)

8,372

Governmental
Activities

Internal
Service
Funds

$ 31,904

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES

Transfers out

CASH FLOWS FROM CAPITAL FINANCING ACTIVITIES

Acquisition of capital assets
Repayment of long-term debt
Interest paid on long-term debt

NET CASH USED IN CAPITAL FINANCING ACTIVITIES

(6,660)
(683)
(369)

(155) (6,815)
(683)
(369)

(1,491)
(5,383)
(1,199)

CASH FLOWS FROM INVESTING ACTIVITIES

Interest income received
Other investing activities

NET CASH PROVIDED BY INVESTING ACTIVITIES

94

94

94

94

116
164

280

NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS AT END OF YEAR

(0
4.571

S 4,570

0)
4,571

4.570

(663)
J8J!43

18,180

RECONCILIATION OF OPERATING INCOME (LOSS) TO NET CASH
PROVIDED BY OPERATING ACTIVITIES

Operating income (loss)

ADJUSTMENTS TO RECONCILE OPERATING INCOME (LOSS) TO
NET CASH PROVIDED BY OPERATING ACTIVITIES

Depreciation and amortization
Changes in assets and liabilities.

Receivables
Inventories
Accounts payable and accrued liabilities
Deferred revenue
Due to other funds

Total adjustments

NET CASH PROVIDED BY OPERATING ACTIVITIES

RECONCILIATION OF CASH AND CASH EQUIVALENTS TO THE
STATEMENT OF NET ASSETS

Cash and investments
Restricted cash and investments

TOTAL

3,429

(1,565)

(4)
(120)

4.210

5,950

S 8.3J2

141

0)

21

161

60

$ 4,570

$ 4,570

$ 2.261

3,570

(1,566)

17
(120)

_4,210
6.1 U

8,372

S 4,570

S 4,570

5,444

19
(186)
136

7,130

3,500
14,680

$ 18,180

The nofes to the basic financial statemenis are an integral part of this statement.
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CITY OF OAKLAND
Statement of Fiduciary Net Assets

Fiduciary Funds
June 30, 2004
(In Thousands)

ASSETS

Cash and investments
Receivables:

Accrued interest and dividends
Investments and contributions

Restricted:
Cash and investments
Securities lending collateral

TOTAL ASSETS

LIABILITIES

Accounts payable and accrued liabilities
Due to other funds
Securities lending collateral
Other

TOTAL LIABILITIES

NET ASSETS
Net assets held in trust

Pension
Trust
Funds

$ 22,664

2,274
71,683

659,955
43,556

800,132

124,630
2,376

43,556

170,562

$ 629,570

Private
Purpose
Trust
Fund

$ 4,873

23

4,896

12

$ 4,884

The notes to the basic financial statements are an integral part of this statement.
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CITY OF OAKLAND
Statement of Changes in Fiduciary Net Assets

Fiduciary Funds
Year Ended June 30, 2004

(In Thousands)

ADDITIONS:

Contributions:
Member contributions
City contributions

Total contributions

Trust receipts

Investment income:
Net appreciation in fair value of investments
Interest
Dividends
Securities lending

TOTAL INVESTMENT INCOME
Less investment expenses:

Investment expenses
Borrowers rebates and other agent fees on securities lending transactions

Total investment expenses
NET INVESTMENT INCOME

TOTAL ADDITIONS

DEDUCTIONS:
Benefits to members and beneficiaries:

Retirement
Disability
Death

TOTAL BENEFITS TO MEMBERS AND BENEFICIARIES
Administrative expenses
Change in payable to City
Transfer to CALPERS
Termination refunds of employees' contributions
Police services

TOTAL DEDUCTIONS

Change in net assets
NET ASSETS - BEGINNING

NET ASSETS-ENDING

Pension
Trust
Funds

29

29

64,622
11,742
4,669

633

81,666

(1,779)
(45Q)

(2,229)
79,437

79,466

44,669
24,588
2,119

71,376
1,242
(522)

1,494
180

73,770

5,696
623,874

$ 629,570

Private
Purpose
Trust
Fund

5,765

5,765

547

12

12

12

6,324

1,862

1,863

4,461
423

$ 4,884

The notes to the basic financial statements are an integral part of this statement.
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