CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS

FINANCIAL STATEMENTS
WITH
INDEPENDENT AUDITORS’ REPORT

FOR THE YEAR ENDED
JUNE 30, 2018

TABLE OF CONTENTS
Page
Independent Auditors’ Report .........................................................................

1

Basic Financial Statements:
Fund Financial Statements:
Balance Sheet – Local Transportation Special Revenue Funds ............................

4

Statement of Revenues, Expenditures, and Changes in Fund Balances
Local Transportation Special Revenue Funds ..................................................

5

Statement of Net Position – Bus Enterprise Fund .............................................

6

Statement of Revenues, Expenses, and Changes in Fund Net Position
Bus Enterprise Fund ...................................................................................

7

Statement of Cash Flows – Bus Enterprise Fund ...............................................

8

Notes to the Financial Statements .................................................................. 10
Required Supplementary Information (Unaudited):
Schedule of the Bus Fund’s Proportionate Share of the Net Pension Liability ....... 27
Schedule of the Bus Fund’s Contributions ...................................................... 28
Schedule of Changes in the Net OPEB Liability and Related Ratios ..................... 29
Schedule of Contributions – OPEB Plan .......................................................... 30
Other Reports:
Independent Auditors’ Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards and the
Transportation Development Act ....................................................................... 31
Independent Accountants’ Report on Compliance with the Public Transportation
Modernization, Improvement, and Service Enhancement Account (PTMISEA) .......... 33

INDEPENDENT AUDITORS’ REPORT
To the Honorable Members of the City Council
City of Modesto, California
Report on the Financial Statements
We have audited the accompanying financial statements of the Local Transportation Special
Revenue Funds and the Bus Enterprise Fund (collectively known as the Transportation
Development Act Funds) of the City of Modesto, California (the City), as of and for the year
ended June 30, 2018, and the related notes to the financial statements, which collectively
comprise the Transportation Development Act Funds basic financial statements as listed in
the table of contents.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States
of America; this includes the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.
Auditors’ Responsibility
Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, 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 from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our audit opinions.
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Opinion
In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the Local Transportation Special Revenue Funds
and the Bus Enterprise Fund of the City as of June 30, 2018, and the respective changes in
financial position and, where applicable, cash flows thereof for the year then ended in
accordance with accounting principles generally accepted in the United States of America.
Emphasis of Matter
Basis of Presentation
As discussed in Note 1, the financial statements of the Transportation Development Act Funds
of the City are intended to present the financial position, the changes in financial position,
and, where applicable, cash flows of only that portion of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of
the City that is attributable to the transactions of the Transportation Development Act Funds.
They do not purport to, and do not present fairly the financial position of the City as of June
30, 2018, the changes in its financial position, or, where applicable, its cash flows for the year
then ended in conformity with accounting principles generally accepted in the United States
of America. Our opinion is not modified with respect to this matter.
Other Matters
Prior-Year Comparative Information
The financial statements include summarized prior-year comparative information. Such
information does not include all of the information required or sufficient detail to constitute a
presentation in conformity with accounting principles generally accepted in the United States
of America. Accordingly, such information should be read in conjunction with the financial
statements for the year ended June 30, 2017, from which such summarized information was
derived. The 2017 financial statements were audited by other auditors, who expressed an
unmodified audit opinion on the financial statements in their report dated November 13, 2017.
In our opinion, the summarized comparative information presented herein as of and for the
year ended June 30, 2017, is consistent, in all material respects, with the audited financial
statements from which it has been derived.
Required Supplementary Information
Management has omitted management’s discussion and analysis (MD&A) and the respective
budgetary comparison schedules for the special revenue funds that accounting principles
generally accepted in the United States of America require to be presented to supplement the
financial statements. Such missing information, although not a part of the financial
statements, is required by the Governmental Accounting Standards Board who considers it to
be an essential part of financial reporting for placing the financial statements in an appropriate
operational, economic, or historical context. Our opinion on the financial statements is not
affected by this missing information.
Accounting principles generally accepted in the United States of America require that the
schedule of the Bus Fund’s proportionate share of the net pension liability, schedule of the
Bus Fund’s contributions, schedule of changes in the net OPEB liability and related ratios, and
schedule of contributions – OPEB plan be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context.
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We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the
financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.
Other Reporting Required by
Transportation Development Act

Government

Auditing

Standards

and

the

In accordance with Government Auditing Standards, we have also issued our report dated
November 26, 2018, 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 as it relates to the Transportation Development Act
Funds. The purpose of that report is solely 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 effectiveness of the City’s internal control over financial reporting
or on compliance as it relates to the Transportation Development Act Funds. That report is an
integral part of an audit performed in accordance with Government Auditing Standards in
considering the City’s internal control over financial reporting and compliance as it relates to
the Transportation Development Act Funds.
HUDSON HENDERSON & COMPANY, INC.

Fresno, California
November 26, 2018
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
BALANCE SHEET - LOCAL TRANSPORTATION SPECIAL REVENUE FUNDS
JUNE 30, 2018
(with comparative totals as of June 30, 2017)

Totals
NonMotorized

Streets
and Roads

2018

2017

$ 1,309,959
3,266

$ 427,443
1,086

$ 1,737,402
4,352

$ 1,613,678
3,525

$ 1,313,225

$ 428,529

$ 1,741,754

$ 1,617,203

$ 1,311,451

$ 208,246

$ 1,519,697

$ 1,372,624

1,774

220,283

222,057

244,579

$ 1,313,225

$ 428,529

$ 1,741,754

$ 1,617,203

ASSETS
Cash and investments
Interest receivable
Total Assets
LIABILITIES
Unearned revenue
FUND BALANCES
Restricted
Total Liabilities and
Fund Balances

The accompanying notes are an integral part of the financial statements.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
LOCAL TRANSPORTATION SPECIAL REVENUE FUNDS
FOR THE YEAR ENDED JUNE 30, 2018
(with comparative totals for the year ended June 30, 2017)

Totals
NonMotorized
REVENUES
Intergovernmental:
Local Transportation Funds
Other
Interest
Change in fair value of investments

$

Total Revenues

1,783
8,037
(8,037)

Fund Balance, End of Year

28,194
11,481
(8,492)

-

-

240

27,734

27,974

2,805

240

27,734

27,974

2,989

31,183

184

(2,528)

(985)

(1,543)

9,640
(29,634)

9,640
(31,177)

(4,507)

(1,543)

(19,994)

(21,537)

(4,507)

(22,522)

(22,522)

23,687

1,774

242,805

244,579

220,892

1,774

$ 220,283

$ 222,057

$ 244,579

-

$

$

-

Changes in fund balances
Fund balances, beginning of year

$ 24,783
816
12,493
(11,103)
26,989

1,543

Total Other Financing
Sources (Uses)

23,000
816
4,456
(3,066)

2017

25,206

Total Expenditures

OTHER FINANCING SOURCES (USES)
Transfers:
In from other funds of the City
Out to other funds of the City

$

2018

1,783

EXPENDITURES
Current:
Administrative services
Capital outlay:
Street rehabilitation

Excess (deficiency) of Revenues
Over (under) Expenditures

Streets
and Roads

The accompanying notes are an integral part of the financial statements.
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28,194

CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
STATEMENT OF NET POSITION – BUS ENTERPRISE FUND
JUNE 30, 2018
(with comparative totals as of June 30, 2017)
2018
ASSETS
Current Assets
Cash and investments
Accounts receivable
Interest receivable
Prepaid expenses
Due from other governments

$

Total Current Assets

7,563,205
49,925
19,671
277,243
2,888,606

2017
(restated)

$

6,612,999
93,013
14,809
42,339
4,441,449

10,798,650

11,204,609

5,089,476
34,171,348

4,283,145
34,879,740

39,260,824

39,162,885

50,059,474

50,367,494

DEFERRED OUTFLOWS
Deferred OPEB
Deferred pensions

53,548
823,041

675,680

Total Deferred Outflows

876,589

675,680

1,723,503
34,986
717,463
547,957
2,594,463
3,610,868

2,694,636
37,515
2,524,518
1,958,302
2,280,492

9,229,240

9,495,463

3,151,106
457,917

2,759,942
454,429

3,609,023

3,214,371

12,838,263

12,709,834

32,416
73,704

124,743

106,120

124,743

Noncurrent Assets:
Capital assets:
Land and construction in progress
Other capital assets, net
Total Noncurrent Assets
Total Assets

LIABILITIES
Current Liabilities:
Accounts payable
Accrued salaries and benefits
Unearned revenue PTMISEA
Unearned revenue CALEMA
Unearned revenue capital transit
Unearned revenue LTF/LCTOP
Total Current Liabilities
Noncurrent Liabilities
Net pension liability
Net OPEB liability
Total Noncurrent Liabilities
Total Liabilities
DEFERRED INFLOWS OF RESOURCES
Deferred OPEB
Deferred pensions
Total Deferred Inflows
NET POSITION
Net Investment in Capital Assets
Unrestricted

39,260,824
(1,269,144)

Total Net Position

$ 37,991,680

39,162,885
(954,288)
$ 38,208,597

The accompanying notes are an integral part of the financial statements.

6

CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
STATEMENT OF REVENUES, EXPENSES, AND
CHANGES IN FUND NET POSITION – BUS ENTERPRISE FUND
FOR THE YEAR ENDED JUNE 30, 2018
(with comparative totals for the year ended June 30, 2017)
2018
OPERATING REVENUES
Charges for services
Miscellaneous
Total Operating Revenues

$

OPERATING EXPENSES
Contractual services
Depreciation
Maintenance and supplies
Salaries and wages
Administrative services
Employee benefits
Allocated indirect administrative costs
Utilities
Insurance
Other
Total Operating Expenses
Operating Loss
NONOPERATING REVENUES (EXPENSES)
Intergovernmental:
Local Transportation Funds
State Transit Assistance
Federal Transit Administration
Proposition 1B
CMAQ grants
Low Carbon Transit Operations Program
Loss on disposition of capital assets
Interest income
Rental income
Change in fair value of investments
Total Nonoperating Revenues (Expenses)
Loss Before Capital Contributions and Transfers
Capital contributions:
Local Transportation Funds
Federal Transit Administration
Proposition 1B
Low Carbon Transit Operations Program
Transfers in from other funds of the City
Transfers out to other funds of the City
Change in Net Position
Net Position, Beginning of Year
Net Position, End of Year

2,797,681
272,509
3,070,190

2017
(restated)
$

2,777,228
475,818
3,253,046

14,009,929
3,097,462
2,189,362
1,441,888
1,140,170
617,986
385,920
158,318
29,609
121,308
23,191,952

12,873,108
2,762,049
1,944,319
1,430,275
839,572
1,024,148
265,638
160,043
34,319
101,775
21,435,246

(20,121,762)

(18,182,200)

8,001,243
2,144,005
5,800,627
142,873
92,267
247,776
(54,174)
(27,117)
131,815
(43,486)
16,435,829

7,778,164
1,963,515
4,684,992
8,719
198,651
216,396
(1,155,603)
(18,507)
91,033
(41,433)
13,725,927

(3,685,933)

(4,456,273)

493,703
1,069,121
1,690,906
41,130
330,864
(156,708)

431,125
1,585,018
1,693,413
54,684
26,435
(24,935)

(216,917)

(690,533)

38,208,597

38,899,130

$ 37,991,680

$ 38,208,597

The accompanying notes are an integral part of the financial statements.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
STATEMENT OF CASH FLOWS – BUS ENTERPRISE FUND
FOR THE YEAR ENDED JUNE 30, 2018
(with comparative totals for the year ended June 30, 2017)

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers and users
Payments to suppliers
Payments to employees
Net Cash Used in Operating Activities
CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES
Cash receipts/(payments) from grants:
Local Transportation Funds
State Transit Assistance
Federal Transit Administration
CMAQ grant for Rideshare Program
Low Carbon Transit Operations Program
Other
Transfers in from other funds of the City
Transfers out to other funds of the City
Net Cash Provided by Noncapital Financing Activities
CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Acquisition and construction of capital assets
Proceeds from the sale of property and equipment
Capital contributions:
Local Transportation Funds
Federal Transit Administration
Proposition 1B
Low Carbon Transit Operations Program
Net Cash Provided by (Used in) Capital and Related
Financing Activities
CASH FLOWS FROM INVESTING ACTIVITIES
Investment earnings (loss)
Rental income received
Net Cash Provided by Investing Activities
Change in cash and investments

2018

2017
(restated)

$ 3,113,278
(19,858,639)
(1,265,809)

$ 3,205,164
(15,892,986)
(2,013,527)

(18,011,170)

(14,701,349)

9,331,619
2,780,166
5,800,627
92,267
247,776
436,618
330,864
(156,708)

8,652,981
2,509,986
3,478,581
166,587
216,396
26,435
(24,935)

18,863,229

15,026,031

(3,273,886)
20,823

(3,699,403)
45,245

493,703
1,069,121
1,690,906
41,130

41,797

Cash and investments, end of year

(2,489,105)

(75,465)
131,815

(57,338)
91,033

56,350

33,695

950,206

Cash and investments, beginning of year

824,317
235,453
50,599
54,684

(2,130,728)

6,612,999

8,743,727

$ 7,563,205

$ 6,612,999

The accompanying notes are an integral part of the financial statements.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
STATEMENT OF CASH FLOWS – BUS ENTERPRISE FUND (continued)
FOR THE YEAR ENDED JUNE 30, 2018
(with comparative totals for the year ended June 30, 2017)

RECONCILIATION OF OPERATING LOSS TO NET
CASH USED IN OPERATING ACTIVITIES:
Operating loss
Adjustments to reconcile operating loss to net cash
used in operating activities:
Depreciation
Changes in assets and liabilities:
Accounts receivable
Prepaid expenses
Accounts payable
Accrued salaries and benefits
Net OPEB liability and related deferred
outflows/inflows
Net pension liability and related
deferred outflows/inflows
Net cash used in operating activities

2018

2017
(restated)

$ (20,121,762)

$ (18,182,200)

3,097,462

2,762,049

43,088
(234,904)
(971,133)
(2,529)

(22,353)
(25,529)
325,788
(2,369)

(17,644)

454,429

196,252

(11,164)

$ (18,011,170)

$ (14,701,349)

The accompanying notes are an integral part of the financial statements.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS
NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Description of Reporting Entity: The City of Modesto, California (the City) accounts for
California Transportation Development Act (TDA) monies in the Local Transportation Special
Revenue Funds and the Bus Enterprise Fund (TDA Funds). These funds are a part of the City
and not a separate legal entity. As such, these financial statements only present the fund
financial statements and not the government-wide information or financial statements. The
Local Transportation Special Revenue Funds are combined and presented as a special revenue
fund in the City’s Comprehensive Annual Financial Report (CAFR) along with the Bus
Enterprise Fund. These financial statements are intended to reflect the financial position,
changes in financial position, and cash flows, where applicable, of the TDA Funds in
accordance with accounting principles generally accepted in the United States of America.
Basis of Presentation, Basis of Accounting, and Measurement Focus: The Local Transportation
Special Revenue Funds are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenues are recognized as soon as they are
both measurable and available. Revenues are considered to be available when they are
collectible with the current period or soon enough thereafter to pay liabilities of the current
period. For this purpose, the City considers revenues to be available if they are collected
within 180 days of the end of the current fiscal period. Expenditures generally are recorded
when a liability is incurred, as under the accrual basis of accounting. Intergovernmental and
interest revenues are considered to be susceptible to accrual and so have been recognized as
revenues of the current fiscal period. Under Governmental Accounting Standards Board
(GASB) Statement No. 34, budgetary comparison information is required to be presented for
each major special revenue fund with a legally adopted budget. The City is not legally required
to adopt a budget for the TDA Funds. Therefore, budget comparison information is not
included in these financial statements.
The Bus Enterprise Fund is reported using the economic resources measurement focus and
the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows.
The financial statements include certain prior-year summarized comparative information in
total but not at the level of detail required for a presentation in accordance with generally
accepted accounting principles. Accordingly, such information should be read in conjunction
with the TDA Funds financial statements for the year ended June 30, 2017, from which the
summarized information was derived.
Grants and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met.
The City reports the following Local Transportation Special Revenue Funds:
The Non-Motorized Fund accounts for monies received and spent under Article 3, Section
99234 of the TDA.
The Streets and Roads Fund accounts for monies received and to be spent under Article 8,
Section 99400(a) of the TDA.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
The City reports the following Enterprise Fund:
The Bus Enterprise Fund accounts for monies received and spent under Article 4, Section
99250 (public transit) of the TDA. The Bus Enterprise Fund also receives federal funds through
the Federal Transit Administration, and other state and local grants, in addition to operating
revenues.
Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. The
principal operating revenues of the enterprise fund are charges to customers for bus fares,
sales, and services. Operating expenses for the enterprise fund includes the cost of sales and
services, administrative expenses, and depreciation on capital assets. All revenues and
expenses not meeting this definition are reported as nonoperating revenues and expenses.
Management’s Use of Estimates: The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions. These estimates and assumptions affect
the reported amounts of assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could
differ from these estimates.
Due from Other Governments/Unearned Revenue: Grants, entitlements, or shared revenues
are recorded as receivables and revenues in the special revenue funds when they are received
or susceptible to accrual. Grants awarded for enterprise funds are recorded as receivables
and nonoperating revenues when they are earned.
Unearned revenue consists of grant funds received in excess of qualified expenditures. Grant
revenue is recognized in the period of qualified expenditure/expenses.
Capital Assets: Capital assets are defined by the City as assets with an initial individual cost
of more than $5,000 and estimated useful life in excess of two years. Such assets are recorded
at historical cost or estimated historical cost if purchased or constructed. Donated assets are
recorded at estimated fair value at the date of donation.
Capital projects funded by the Local Transportation Special Revenue Funds, including
infrastructure (roads, curbs, gutters, streets, bridges, sidewalks, drainage systems, lighting
systems, right-of-ways, and land related to such assets), are recorded as transfers out to
other City funds and capital outlay expenditures of the Local Transportation Special Revenue
Funds. These expenditures are capitalized in the City’s government-wide financial statements
as the related capital assets become the property of the City and are maintained by the City.
In the Bus Enterprise Fund, buildings and equipment are depreciated using the straight-line
method over the estimated useful lives of the assets, which are 30 years for buildings, 20
years for improvements, 12 years for buses, 10 years for furnishings and equipment, and 2
to 10 years for vehicles. Depreciation is included in operating expenses.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Fund Equity: In the fund financial statements, governmental funds report fund balance as
nonspendable, restricted, committed, assigned, or unassigned based primarily on the extent
to which the City is bound to honor constraints on how specific amounts can be spent.
•
•
•

•
•

Nonspendable – Amounts that are not in spendable form (such as inventory) or are
required, either legally or contractually, to be maintained intact.
Restricted – Amounts with constraints placed on their use that are either (a) externally
imposed by creditors, grantors, contributors, or laws or regulations of other
governments or (b) imposed by law through constitutional or enabling legislation.
Committed – Amounts constrained to specific purposes by the City, using the highest
level of decision-making authority (City Council). To be reported as committed,
amounts cannot be used for any other purpose unless the City takes the same highest
level action to remove or change the constraint. The underlying action that imposed
the limitation needs to occur no later than the close of the reporting period.
Assigned – Amounts the City intends to use for a specific purpose. Intent can be
expressed by the City at either the highest level of decision-making authority or by an
official or body to which the City delegates the authority.
Unassigned – For the TDA Special Revenue Funds, the unassigned classification is used
only if expenditures incurred for specific purposes exceed the amounts restricted,
committed, or assigned to those purposes.

The City establishes and modifies or rescinds fund balance commitments by passage of an
ordinance or policy. This is typically done through adoption or amendment of the budget. A
fund balance commitment is further indicated in the budget as a designation or commitment
of the fund, such as approved construction contracts. Assigned fund balance is established by
the City through adoption or amendment of the budget or future year budget plan as intended
for a specific purpose.
In circumstances where an expenditure is incurred for which restricted, committed, assigned,
or unassigned funds are available for use, it is the City’s policy to use restricted resources
first, followed by the committed, assigned, and unassigned resources as they are needed.
Net Position: Net position represents the residual interest in the City’s assets after liabilities
are deducted. In accordance with GASB Statement No. 63, the fund equity section on the
Statement of Net Position was combined to report total net position and present it in three
broad components:
•
•
•

Net investment in capital assets – Amount consists of capital assets, including
infrastructure, net of accumulated depreciation and outstanding principal balances of
debt attributable to the acquisition, construction, or improvement of those assets.
Restricted – Amount consists of net position restricted by external creditors, grantors,
contributors, or laws or regulations of other governments and restrictions imposed by
law through constitutional provisions or enabled legislature.
Unrestricted – Amount consists of all net position that does not meet the definition
“net investment in capital assets” or “restricted” net position.

When both restricted and unrestricted net position are available, restricted resources are
depleted first before unrestricted resources are used.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Pensions: For purposes of measuring the net pension liability, deferred outflows of resources
and deferred inflows of resources related to pensions, and pension expense, information about
the fiduciary net position of the Miscellaneous Plan (Plan) and additions to/deductions from
the Plan’s fiduciary net position have been determined on the same basis as they are reported
by the CalPERS Financial Office. For this purpose, benefit payments (including refunds of
employee contributions) are recognized when currently due and payable in accordance with
the benefit terms. Investments of the Plan are reported at fair value.
GASB Statement No. 68 requires that the reported results must pertain to liability and asset
information within certain defined timeframes. For this report, the following timeframes are
used:
Valuation Date: June 30, 2016
Measurement Date: June 30, 2017
Measurement Period: July 1, 2016 to June 30, 2017
Other Postemployment Benefits (OPEB): For purposes of measuring the net OPEB liability,
deferred outflows of resources and deferred inflows of resources related to OPEB, and OPEB
expense, information about the net position of the City’s plan (OPEB Plan) and additions
to/deductions from the OPEB Plan’s net position have been determined on the same
measurement basis. For this purpose, benefit payments are recognized when currently due
and payable in accordance with the benefit terms. Investments of the Plan are reported at
fair value.
GASB Statement No. 75 requires that the reported results must pertain to liability and asset
information within certain defined timeframes. For this report, the following timeframes are
used:
Valuation Date: June 30, 2016
Measurement Date: June 30, 2017
Measurement Period: July 1, 2016 to June 30, 2017
Governmental Accounting Standards Update:
City implemented the following standards:

During the year ending June 30, 2018, the

GASB Statement No. 75 – Accounting and Financial Reporting for Postemployment Benefits
other than Pension Plans. The provisions of this statement are effective for financial
statements for reporting periods beginning after June 15, 2017.
GASB Statement No. 85 – Omnibus 2017. The provisions of this statement are effective for
reporting periods beginning after June 15, 2017.
GASB Statement No. 86 – Certain Debt Extinguishment Issues. The requirements of this
statement are effective for reporting periods beginning after June 15, 2017.
Released GASB Statements to be implemented in future financial statements are as follows:
GASB Statement No. 83 – Certain Asset Retirement Obligations. The requirements of this
statement are effective for reporting periods beginning after June 15, 2018.
GASB Statement No. 84 – Fiduciary Activities. The requirements of this statement are
effective for reporting periods beginning after December 15, 2018.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Governmental Accounting Standards Update (continued):
GASB Statement No. 87 – Leases. The requirements of this statement are effective for
reporting periods beginning after December 15, 2019.
GASB Statement No. 88 – Certain Disclosures Related to Debt, including Direct Borrowings
and Direct Placements. The requirements of this statement are effective for reporting periods
beginning after June 15, 2018.
GASB Statement No. 89 – Accounting for Interest Cost Incurred before the End of a
Construction Period. The requirements of this statement are effective for reporting periods
beginning after December 15, 2019.
GASB Statement No. 90 – Majority Equity Interests- an amendment of GASB Statements No.
14 and No 61. The requirements of this statement are effective for reporting periods
beginning after December 15, 2018.
Subsequent Events: In compliance with accounting standards, management has evaluated
events that have occurred after year-end to determine if these events are required to be
disclosed in the financial statements. Management has determined that no events require
disclosure in accordance with accounting standards. These subsequent events have been
evaluated through November 26, 2018, which is the date the financial statements were
available to be issued.
NOTE 2 – CASH AND INVESTMENTS
Cash and investments of the Transportation Development Act Funds are pooled with other
City of Modesto funds. Interest earned on pooled cash and investments is credited to each
participant in the pool based on each participant’s average monthly cash balance. Credit
quality ratings are not available for the Transportation Development Act Funds’ investments
as all cash is invested as part of the common cash and investment pool of the City of Modesto.
Cash in the City Pool is considered unclassified as to credit risk because it is not evidenced by
securities that exist in physical or book entry form. The Transportation Development Act Funds
do not have any deposits with financial institutions as of June 30, 2018.
Cash and investments as of June 30, 2018 and 2017 are classified in the accompanying
financial statements as follows:
2018

2017

Balance Sheet- Local Transportation
Special Revenue Funds
Cash and investments

$

1,737,402

$

1,613,678

Statement of Net Position- Bus Enterprise Fund:
Cash and investments

7,563,205

Total cash and investments

$

14

9,300,607

6,612,999
$

8,226,677

CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 2 – CASH AND INVESTMENTS (continued)
Summary of Deposits: Cash and investments as of June 30, 2018 consist of the following:
2018
Deposits with City of Modesto
Cash and Investment Pool
Total cash and cash investments

2017

$

9,300,607

$

8,226,677

$

9,300,607

$

8,226,677

Detailed information concerning the City of Modesto’s pooled cash and investments, including
information regarding the fair value of investments, may be found in the City of Modesto’s
Comprehensive Annual Financial Report. As of June 30, 2018, the fair value of the TDA Funds
position in the pool is the same as the value of its pool shares.
NOTE 3 – CAPITAL ASSETS
Capital asset activity for the Bus Enterprise Fund for the year ended June 30, 2018, was as
follows:

Capital Assets, Not
Being Depreciated:
Land
Construction in Progress
Total Capital Assets,
Not Being Depreciated

Beginning
Balance
$

Additions/
Transfers In

4,060,454
222,691

$

836,897

Deletions/
Transfers Out
$

(30,566)

Ending
Balance
$

4,060,454
1,029,022

4,283,145

836,897

(30,566)

5,089,476

Capital Assets, Being Depreciated:
Buildings
Improvements
Furnishings and equipment
Vehicles
Buses and fareboxes

23,797,061
2,955,696
1,412,188
239,118
29,953,103

6,428
451,696
2,006,256

(35,876)
(1,825,762)

23,803,489
2,955,696
1,863,884
203,242
30,133,597

Total Capital Assets,
Being Depreciated

58,357,166

2,464,380

(1,861,638)

58,959,908

Less Accumulated Depreciation for:
Buildings
(7,009,454)
Improvements
(1,854,750)
Furnishings and equipment
(761,441)
Vehicles
(197,093)
Buses and fareboxes
(13,654,688)

(778,895)
(131,319)
(150,788)
(17,680)
(2,018,780)

35,876
1,750,452

(7,788,349)
(1,986,069)
(912,229)
(178,897)
(13,923,016)

Total Accumulated
Depreciation

(3,097,462)

1,786,328

(24,788,560)

(23,477,426)

Total Capital Assets, Being
Depreciated, Net

34,879,740

Total Capital Assets, Net

$ 39,162,885

(633,082)
$

203,815

$

(75,310)

34,171,348

(105,876)

$ 39,260,824

Depreciation expense for the year ended June 30, 2018 was $3,097,462.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 4 – COMPLIANCE REQUIREMENTS OF LOCAL TRANSPORTATION FUNDS
The Bus Enterprise Fund is subject to TDA provisions requiring the calculation and adherence
of fare and local support ratios for TDA transit funding. Effective July 1, 2016, the Stanislaus
Council of Governments (StanCOG), the transportation planning agency for Stanislaus
County, approved a split system farebox recovery ratio of 20% for Fixed Route and 10% for
Demand Response. The City’s Bus Enterprise Fund separated the fixed route and demand
response calculations for 2018 to show compliance with the required farebox recovery ratios.
The Bus Enterprise Fund’s fare ratio of operating revenues to operating expenses for the year
ended June 30, 2018, as calculated below, indicates the City is in compliance with the
provisions of the TDA:
Demand
Response

Fixed Route
Charges for services
Local funds supplementation
Advertising revenue

$

2,512,596
302,323
188,670

$

285,085
20,000
-

Fare revenues

$

3,003,589

$

305,085

Operating expenses
Less expenses not related to fare generated activities:
Depreciation
Transfer in from other City funds
Capital activities
Grant and rent-funded activities
Adjustments

$ 19,584,343

$

3,185,848

Applicable operating expenses

$ 13,154,271

Fare ratio

(3,097,462)
(8,541)
(120,911)
(1,952,084)
(1,251,074)

(248,687)
$

22.83%

2,937,161
10.39%

NOTE 5 – STATE TRANSIT ASSISTANCE PROGRAM ALLOCATIONS
The City receives State Transit Assistance Program allocations from the County of Stanislaus
State Transit Assistance Fund. State Transit Assistance funds are to be used for transit
operations. Funds shall not be allocated for operating purposes pursuant to Sections 99313
and 99314 to an operator unless the operator meets efficiency standards as described in
Section 99314.6. The City is in compliance in the current year as the increase in the operating
cost per service hour is not more than the prior year’s cost per hour taking into account the
Consumer Price Index (CPI), as show below.
2017/18

2016/17

Total Operating Cost
Total Vehicle Service Hours

$ 16,157,380
161,231

$ 15,850,285
156,258

Operating Cost per
Vehicle Service Hour

$

$

100.21

16

101.44

2017/18
ADJ

CPI
2.250%

$

103.72

CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 5 – STATE TRANSIT ASSISTANCE PROGRAM ALLOCATIONS (continued)
The City’s average total operating cost per vehicle service hour in the three years preceding
the current 2018 fiscal year multiplied by the CPI for the same period is not above and
therefore in compliance, as shown below:

2017/18

2016/17

2015/16

2014/15

Total Operating Cost
Total Vehicle Service Hours

$ 16,157,380
161,231

$ 15,850,285
156,258

$ 15,278,209
151,089

$ 15,110,520
152,124

Operating Cost per
Vehicle Service Hour

$

$

$

$

100.21

101.44

101.12

CPI
3 Year Average
1.588%
$15,761,958
156,193

99.33

$

100.91

Preceding 3
Year Average
Adjusted by
CPI
$ 15,413,005
153,157

$

102.23

NOTE 6 – PROPOSITION 1B: PUBLIC TRANSPORTATION MODERNIZATION,
IMPROVEMENT, AND SERVICE ENHANCEMENT ACCOUNT (PTMISEA)
In November 2006, California voters passed a bond measure enacting the Highway Safety,
Traffic Reduction, Air Quality, and Port Security Bond Act of 2006. Of the $19.925 billion of
State general obligation bonds authorized, $4 billion was set aside by the State as instructed
by the statute as the Public Transportation Modernization, Improvement, and Service
Enhancement Account (PTMISEA). These funds are available to the California Department of
Transportation for intercity rail projects and to transit operators in California for rehabilitation,
safety, or modernization improvements; capital service enhancements or expansions; new
capital projects; bus rapid transit improvements; or for rolling stock procurement,
rehabilitation, or replacement.
In fiscal year 2018, the City didn’t receive any additional funding from State of California
Department of Transportation passed through StanCOG. The City spent $1,833,780 in various
projects during the year and earned an additional $26,725 in interest, leaving $717,463 of
unspent PTMISEA funds as of June 30, 2018.

Project Name

Beginning
Unearned
Revenue

Interest
Earned

New
Receipts

New and refurbish buses
Bus stops
Depository
Security
Fareboxes

$

689,153
100,386
393,323
990,596
351,060

$ 4,839
1,634
2,853
12,267
5,132

$

Total

$ 2,524,518

$ 26,725

$

17

-

Expended
$

-

(693,992)
(46,520)
(396,176)
(574,974)
(122,118)

$ (1,833,780)

Ending
Unearned
Revenue
$

55,500
427,889
234,074

$ 717,463

CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 7 – CALIFORNIA OFFICE OF EMERGENCY SERVICES GRANT (CALEMA)
Unearned revenue for the CALEMA Funds for the year ended June 30, 2018, was as follows:

Project Name

Beginning
Unearned
Revenue

Interest

New
Receipts

$

-

$ 1,517

$ 435,985

-

349

110,106

-

$ 1,866

$ 546,091

On Board Security Enhancements
Transit Center Video
Surveillance System
Total

$

Expended
$

$

Ending
Unearned
Revenue

-

$ 437,502

-

110,455

-

$ 547,957

NOTE 8 – CAPITAL TRANSIT AND LOCAL TRANSPORTATION FUNDS
Unearned revenue for the TDA Funds for the year ended June 30, 2018, was as follows:

Local Transportation Special Revenue Funds
Non-Motorized Streets and Roads
Total
Unearned revenue, beginning of year
TDA funds allocated
TDA funds earned

$

1,141,378
170,313
(240)

$

231,246
4,734
(27,734)

$ 1,372,624
175,047
(27,974)

Unearned revenue, end of year

$

1,311,451

$

208,246

$ 1,519,697

LTF/LCTOP
Unearned revenue, beginning of year
TDA funds allocated
TDA funds earned

$ 2,280,492
9,206,726

Unearned revenue, end of year

$

Bus Enterprise Fund
Capital Transit
$

1,958,302
1,543,150
(906,989)

$

4,238,794
10,749,876
(8,783,339)

$

2,594,463

$

6,205,331

(7,876,350)
3,610,868
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 9 – PENSION PLAN
General Information about the Pension Plan
Plan Description: All of the Bus Fund qualified employees are eligible to participate in the
City’s Miscellaneous Pension Plan (Plan), an agent multi-employer defined benefit pension
plan administered by the California Public Employees’ Retirement System (CalPERS).
Departments and funds of the City, including the Bus Fund, are in a cost-sharing arrangement
in which all risks and costs are shared proportionately. CalPERS issues a separate
comprehensive annual financial report. Copies of the annual audited financial statements are
publicly available reports that can be obtained at CalPERS’ website at www.calpers.ca.gov
under Forms and Publications or may be obtained from the CalPERS Executive Office, 400 Q
Street, Sacramento, California 95811.
The California Legislature passed and the Governor signed the “Public Employees’ Pension
Reform Act of 2013” (PEPRA) on September 12, 2012. PEPRA contained a number of
provisions intended to reduce future pension obligations. PEPRA primarily affects new pension
plan members who are enrolled for the first time after December 2012. Benefit provisions
under the Plan and other requirements are established by State statute and City resolution.
Benefits Provided: The benefits for the Plan are based on members’ years of services, age,
final compensation, and benefit formula. Benefits are provided for disability, death, and
survivors of eligible members or beneficiaries. Members come fully vested in their retirement
benefits earned to date after five years of credited service.
The Plan’s provisions and benefits in effect at June 30, 2018 are summarized as follows:

Benefit formula
Benefit vesting schedule
Benefit payments
Retirement age
Monthly benefits, as a % of
eligible compensation

Prior to
January 17, 2012

January 17, 2012 to
December 31, 2012

On or After
January 1, 2013

2% @ 55
5 years service
monthly for life

2% @ 60
5 years service
monthly for life

2% @ 62
5 years service
monthly for life

50 to 67

50 to 67

52 to 67

1.426 to 2.418%

1.092 to 2.418%

1.0 to 2.5%

Contributions: Section 20814(c) of the California Public Employees Retirement Law (PERL)
requires that the employer contribution rates for all public employers be determined on an
annual basis by the actuary and shall be effective on the July 1 following notice of a change
in the rate. The total plan contributions are determined through the CalPERS’ annual actuarial
valuation process. The actuarially determined rate is the estimated amount necessary to
finance the costs of benefits earned by employees during the year, with an additional amount
to finance any unfunded accrued liability. The City is required to contribute the difference
between the actuarially determined rate and the contribution rate of employees.
For the measurement period ended June 30, 2017 (the measurement date) for the Plan, the
average active employee contribution rate was 6.802% of annual pay and the employer’s
contribution rate was 7.430% of annual payroll. Employer contribution rates may change if
plan contracts are amended.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 9 – PENSION PLAN (continued)
It is the responsibility of the City to make necessary accounting adjustments to reflect the
impact due to any employer-paid member contributions or situations where members are
paying a portion of the employer contribution.
For the year ended June 30, 2018, the employer contributions recognized as a deferred
outflow of resources was $232,851.
Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and
Deferred Inflows of Resources Related to Pensions
As of June 30, 2018, the Bus Fund reported a liability of $3,151,106 for its proportionate
share of the net pension liability. The net pension liability at June 30, 2018, was measured as
of June 30, 2017, using an annual actuarial valuation as of June 30, 2016, rolled forward to
June 30, 2017 using standard update procedures. The Bus Fund’s proportion of the net
pension liability was based on its contributions to the Plan relative to all contributions to the
Plan. At June 30, 2018, the Bus Fund’s proportion was 2.72162%.
For the year ended June 30, 2018, the Bus Fund recognized pension expense (benefit) of
($257,186). At June 30, 2018, the Bus Fund reported deferred outflows of resources and
deferred inflows of resources related to pensions from the following sources:
Deferred Outflows
of Resources

June 30, 2018

Pension contribution subsequent to measurement date
Changes of assumptions
Differences between expected and actual experiences

$

232,851
471,854
-

Net difference between projected and actual
earnings on pension plan investments

Deferred Inflows
of Resources
$

118,336

Totals

$

823,041

(73,704)
-

$

(73,704)

The pension contributions made subsequent to the measurement date will be recognized as
a reduction of the net pension liability in the year ended June 30, 2019. Other amounts
reported as deferred outflows and deferred inflows of resources related to pensions will be
recognized in future pension expense as follows:
Year Ending
June 30

2019
2020
2021
2022

$

99,549
300,636
184,313
(68,012)

Total

$

516,486
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 9 – PENSION PLAN (continued)
Actuarial Assumptions: The total pension liabilities in the June 30, 2016 actuarial valuations,
which were rolled forward to June 30, 2017, were determined using the following actuarial
method and assumptions:
Valuation Date:
Measurement Date:
Actuarial Cost Method:
Actuarial Assumptions:
Discount RateInflationSalary IncreasesInvestment Rate of ReturnMortality Rate Table1-

June 30, 2016
June 30, 2017
Entry Age Normal Cost Method
7.15%
2.75%
Varies by entry age and service
7.5%
Derived using CalPERS’ Membership
Data for all Funds
Contract COLA up to 2.75% until
Purchasing Power
Protection Allowance Floor on Purchasing
Power applies, 2.75% thereafter

Post Retirement BenefitIncrease-

The probabilities of mortality are based on the 2010 CalPERS Experience Study for the
period from 1997 to 2007. Pre-retirement and Post-retirement mortality rates include 5 years
of projected mortality improvement using Scale AA published by the Society of Actuaries.
(1)

All other actuarial assumptions used in the June 30, 2016 valuation was based on the results
of actuarial experience study for the period from 1997 to 2011, including updates to salary
increase, mortality and retirement rates. The Experience Study report can be obtained at
CalPERS website under Forms and Publications.
Discount Rate: The discount rate used to measure the total pension liability at June 30, 2018
was 7.15 percent. To determine whether the municipal bond rate should be used in the
calculation of a discount rate for the Plan, CalPERS stress tested plans that would most likely
result in a discount rate that would be different from the actuarially assumed discount rate.
Based on the testing, none of the tested plans run out of assets. Therefore, the discount rate
is adequate and the use of municipal bond rate calculation is not necessary. The long-term
expected discount rate of 7.15 percent is applied to all plans in the Public Employees
Retirement Fund for the June 30, 2016 measurement date. The stress test results are
presented in a detailed report called “GASB Crossover Testing Report” that can be obtained
at CalPERS’ website under the GASB 68 section.
The long-term expected rate of return on pension plan investments was determined using a
building-block method in which best-estimate ranges of expected future real rates of return
(expected returns, net of pension plan investment expense and inflation) are developed for
each major asset class.
In determining the long-term expected rate of return, CalPERS staff took into account both
short-term and long-term market return expectations as well as the expected pension fund
cash flows. Such cash flows were developed assuming that both members and employers will
make their required contributions on time and as scheduled in all future years. Using historical
returns of all the funds’ asset classes, expected compound (geometric) returns were
calculated over the short-term (first 10 years) and the long-term (11- 60 years) using a
building-block approach. Using the expected nominal returns for both short-term and longterm, the present value of benefits was calculated for each fund.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 9 – PENSION PLAN (continued)
Discount rate (continued): The expected rate of return was set by calculating the single
equivalent expected return that arrived at the same present value of benefits for cash flows
as the one calculated using both short-term and long-term returns. The expected rate of
return was then set equivalent to the single equivalent rate calculated above and rounded
down to the nearest one-quarter of one percent.
The table below reflects long-term expected real rate of return by asset class. The rate of
return was calculated using the capital market assumptions applied to determine the discount
rate and asset allocation. These geometric rates of return are net of administrative expenses.
The target allocation for the June 30, 2017 measurement date was as follows:

Asset Class
Global Equity
Global Fixed Income
Inflation Sensitive
Private Equity
Real Estate
Infrastructure and Forestland
Liquidity
Total
*

New Strategic
Allocation
51.00%
20.00
6.00
10.00
10.00
2.00
1.00

Real Return Real Return
Years 1-10* Years 11+**
5.25%
5.71%
0.99
2.43
0.45
3.36
6.83
6.95
4.50
5.13
4.50
5.09
(0.55)
(1.05)

100.00%

An expected inflation of 2.5% used for this period

** An expected inflation of 3.0% used for this period

Sensitivity of the Bus Fund’s Proportionate Share of the Net Pension liability to Changes in
the Discount Rate: The following presents the net pension liability of the Plan as of the June
30, 2017 measurement date, calculated using the discount rate of 7.15 percent, as well as
what the net pension liability would be if it were calculated using a discount rate that is 1
percentage-point lower (6.15 percent) or 1 percentage-point higher (8.15 percent) than the
current rate:

Bus Fund's Proportionate Share
of Plan's Net Pension Liability

Discount Rate
-1% (6.15)

Current
Discount Rate
7.15%

Discount Rate
+1% (8.15)

$ 4,658,905

$ 3,151,106

$ 1,899,686

Pension Plan Fiduciary Net Position: Detailed information about the pension plan’s fiduciary
net position is available in the separately issued CalPERS financial report. Copies of which
may be obtained from the CalPERS Executive Offices, Lincoln Plaza East, 400 Q Street,
Sacramento, California 95811.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 10 – OTHER POSTEMPLOYMENT BENEFITS (OPEB)
During the year ended June 30, 2018, the City implemented GASB No. 75 which changed the
accounting, presentation and disclosures required for Other Postemployment Benefits.
Plan Description: In addition to the pension benefits described above in Note 9, the City
participates in an agent multiple-employer plan which provides health care benefits to
employees who retire from the City based on certain criteria related to their hired and
retirement date, under contractual agreements with all employee groups. All full-time
employees hired before January 1, 2011, except firefighters who receive a cash payout, are
eligible to set aside a percentage of accumulated sick leave upon retirement to be used for
payment of future health care premiums to a choice of insurance plans (sick leave conversion).
The City has no obligation to pay the health insurance allowance for retirees with no
accumulated sick leave. All employees hired on or after January 1, 2011 will not be eligible to
participate in the sick leave conversion. If an employee elects to receive a buy-out contribution,
they will be removed from the City’s medical plan and will no longer be allowed to return to
the City’s medical plan.
Employees Covered: See the City of Modesto Comprehensive Annual Financial Report for more
information regarding total employees covered.
Contributions: The OPEB plan and its contribution requirements are established by Memoranda
of Understanding with the applicable employee bargaining units and may be amended by the
agreements between the City and the bargaining units. The annual contribution is based on
the actuarially determined contribution. For the fiscal year ended June 30, 2018, the City’s
cash contributions were $2,733,246 in payments made by the employer and no estimated
subsidy was determined.
Net OPEB Liability: The Bus Fund’s net OPEB liability of $457,917 was measured as of June
30, 2017, and was determined by an actuarial valuation as of July 1, 2016 that rolled forward
to determine the June 30, 2017 total OPEB liability, based on the following actuarial methods
and assumptions. Standard actuarial update procedures were used to roll forward to the
measurement date from the actuarial valuation.
Actuarial assumptions and other inputs- The total OPEB liability in the June 30, 2017 actuarial
valuation was determined using the following actuarial assumptions and other inputs, applied
to all periods included in the measurement, unless otherwise specified:
Discount Rate:
Inflation:
Salary Increases:
Trend:
Mortality(1):

3.58% for TOL as of June 30, 2017; 2.85% for TOL
as of June 30, 2016
N/A
Ranges from 19.8% to 3.4% based on years of
service and employer category
Medical: Graded from 6.5% to ultimate 4.5% over
8 years. Dental/Vision: 4.5%
Pre- and post-retirement mortality rates as based
on CalPERS Experience Study released in 2014.

(1) Pre-retirement mortality information was derived from data collected during 1997 to
2011 CalPERS Experience Study dated January 2014 and post-retirement mortality
information was derived from the 2007 to 2011 CalPERS Experience Study. The
Experience Study Reports may be accessed on the CalPERS website
www.calpers.ca.gov under Forms and Publications.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 10 – OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)
Net OPEB Liability (continued):
The changes in the Net OPEB liability for the plan year was as follows:
Net OPEB
Liability
(Asset)
Balance at June 30, 2017

$

Changes in the year:
Service cost
Interest on the
total OPEB liability
Changes in assumptions
Benefit Payments, including
Refunds of Employee Contributions

454,429

44,570
13,904
(17,129)
(37,857)

Net change

3,488
$

Balance at June 30, 2018

457,917

Discount Rate- The discount rate used to measure the total OPEB liability was 3.58 percent.
The projection of the cash flows used to determine the discount rate assumed that the City
contributions will be made at rates equal to the actuarially determined contribution rates. Based
on these assumptions, the OPEB City’s net position was projected to be available to make all
projected OPEB payments for current active and inactive employees and beneficiaries based
on the ‘pay as you go’ annual contributions.
Sensitivity of the Net OPEB Liability to Changes in the Discount Rate: The following presents
the total OPEB liability of the City, as well as what the City’s total OPEB liability would be if it
were calculated using a discount rate that is 1-percent lower (2.58 percent) or 1-percentage
point higher (4.58 percent) then the current discount rate:
Current
Discount Rate
3.58%

Discount Rate
- 1% (2.58%)
Net OPEB Liability

$

492,807
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$

457,917

Discount Rate
+ 1% (4.58%)
$

427,793

CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 10 – OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)
Sensitivity of the Net OPEB Liability to Changes in the Healthcare Cost Trend Rate: The
following presents the total OPEB liability of the City, as well as what the City’s total OPEB
liability would be if it were calculated using a healthcare cost trend rate that is 1-percent lower
(5.5 percent) or 1-percentage point higher (7.5 percent) than the current discount rate:
Current
Healthcare
Trend Rate
6.50%

Trend Rate
- 1% (5.50%)
Net OPEB Liability

$

441,876

$

Trend Rate
+ 1% (7.50%)

457,917

$

478,250

OPEB Expense and Deferred Outflows/Inflows of Resources Related to OPEB: For the year
ended June 30, 2018, the City recognized OPEB Expense of $54,380.
Components of OPEB Expense:
Service cost
Interest on the
total OPEB liability
Expensed portion of current-period changes of
assumptions or other inputs

$

13,904
(4,094)
$

OPEB Expense

44,570

54,380

At June 30, 2018, the City reported deferred outflows and inflows of resources related to the
OPEB Plan from the following sources:
Deferred
Outflows of
Resources
OPEB contributions subsequent to the
measurement date
Change in proportion and difference between
employer's contributions and proportionate
share of contributions
Changes in assumptions
Total

$

$

11,200
$

25

42,348

Deferred
Inflows of
Resources

53,548

-

(11,200)
(21,216)
$

(32,416)

CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
NOTES TO THE FINANCIAL STATEMENTS (continued)
NOTE 10 – OTHER POSTEMPLOYMENT BENEFITS (OPEB) (continued)
The OPEB contributions made subsequent to the measurement date will be recognized as a
reduction of the net pension liability in the year ended June 30, 2019. Other amounts reported
as deferred outflows and deferred inflows of resources related to the OPEB Plan will be
recognized as OPEB expense as follows:
Year Ending
June 30,

Amount

2019
2020
2021
2022
2023
2024

$

(4,094)
(4,094)
(4,094)
(4,094)
(4,094)
(746)

Total

$

(21,216)

NOTE 11 – PRIOR YEAR RESTATEMENT
A prior period restatement was made to the Bus Enterprise Fund beginning net position to
reflect the prior period cost related to the implementation of GASB Statement No. 75
Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions.
Additionally, there was a decrease made to net position to reclassify prior year
intergovernmental revenue to unearned revenue. Changes in the restatement of the net
position as previously report is as follows:
Bus
Enterprise
Fund
Net Position, June 30, 2017,
as previously reported

$ 39,089,085

Prior Period Adjustments:
Understatement of unearned revenue

(426,059)

Change in Accounting Principle:
Record beginning deferred OPEB
contributions and net OPEB liability

(454,429)

Net Position, June 30, 2017,
as restated

$ 38,208,597
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
SCHEDULE OF THE BUS FUND’S PROPORTIONATE SHARE
OF THE NET PENSION LIABILITY
LAST 10 YEARS*

2018
Miscellaneous Plan:
Bus Fund's proportion of the net pension liability

2.72162%

2017
2.76335%

2016
2.68432%

2015
2.55465%

Bus Fund's proportionate share of the net pension liability

$ 3,151,106

$ 2,759,942

$ 2,149,389

$ 1,899,090

Bus Fund's covered payroll

$ 1,271,958

$ 1,249,245

$ 1,115,678

$ 1,127,265

Plan net pension liability as a percentage of their
covered payroll
Plan fiduciary net position as a percentage of the total
pension liability

257.04%

233.94%

201.29%

168.47%

73.17%

74.26%

79.02%

81.18%

Notes to Schedule:
Changes in assumptions:
The discount rate was changed from 7.50 percent (net of administrative expense) in 2015 to 7.65% in 2016 and 7.15% in 2018.
* - GASB Statement No. 68 was implemented in 2015.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
SCHEDULE OF THE BUS FUND’S CONTRIBUTIONS
LAST 10 YEARS*

2018
Miscellaneous Plan:
Contractually required contribution

$

2017

224,420

Contributions in relation to the contractually
required contribution

$

224,420

Contribution deficiency (excess)

$

-

Bus Fund's covered-employee payroll

$ 1,271,958

Contributions as a percentage of covered-employee
payroll

17.64%

227,290

2016
$

227,290
$

-

$ 1,115,678

20.37%

178,451

2015
$

178,451
$

-

$ 1,127,265

15.83%

143,374

143,374
$

-

$ 1,075,274

13.33%

Notes to Schedule:
Actuarial Cost Method

Entry-Age Normal

Actuarial assumptions:
Inflation
Salary increase
Payroll growth
Investment rate of return
Retirement age
Mortality

2.75%
Varies (1)
3.00% (2)
7.50%
2014 Experience Study
2014 Experience Study

(3)
(4)

(1) Depending on age, service, and type of employment.
(2) Net of pension plan investment and administrative expenses, including inflation.
(3) The probabilities of retirement are based on the 2014 CalPERS Experience Study for the period 1997 to 2011.
(4) The probabilities of mortality are based on the 2014 CalPERS Experience Study for the period from 1997 to 2007. Preretirement and post-retirement mortality rates include 5 years of projected mortality improvement using Scale AA published
by the Society of Actuaries.
* - GASB Statement No. 68 was implemented in 2015.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
SCHEDULE OF CHANGES IN THE NET OPEB LIABILITY AND RELATED RATIOS
LAST 10 YEARS*

2018
Total Net OPEB Liability
Service cost
Interest on the
total OPEB liability
Changes in assumptions
Benefit Payments, including
Refunds of Employee Contributions
Net change in Total OPEB Liability
Total Net OPEB Liability - Beginning

$

44,570
13,904
(17,129)

Total Net OPEB Liability - Ending

$

(37,857)
3,488
454,429
457,917

Bus Fund's covered-employee payrollMeasurement Period

$

866,614

Net OPEB liability as a percentage of
covered-employee payroll

52.84%

Notes to Schedule:
Changes in assumptions:
The discount rate was changed from 2.85% TO 3.58% for the measurement period ended
June 30, 2017.
* - GASB Statement No. 75 was implemented in 2018.
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CITY OF MODESTO
TRANSPORTATION DEVELOPMENT ACT FUNDS
REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
SCHEDULE OF CONTRIBUTIONS – OPEB PLAN
LAST 10 YEARS*

2018
Actuarially determined contribution
Contributions in relation to the
actuarially determined contribution
Contribution Deficiency (Excess)

Bus Fund's covered-employee payrollMeasurement Period
Contributions as a percentage of
covered-employee payroll

$

37,857

$

(37,857)
-

$

866,614

4.37%

Notes to Schedule:
The actuarial methods and assumptions used to set the actuarially determined contributions
for Fiscal Year 2017-2018 were as follows for June 30, 2017 measurement date actuarial
valuations.
Actuarial Cost Method
Actuarial assumptions:
Discount Rate:
Asset Valuation Method:
Inflation:
Salary Increases:
Trend:
Mortality(1):

Entry-Age Normal
3.58% for TOL as of June 30, 2017, 2.85% for TOL as of
June 30, 2016
Market Value of Assets
N/A
Ranges from 19.8% to 3.4% based on years of service and
employer category
Medical: Graded from 6.5% to ultimate 4.5% over 8 years
Dental/Vision: 4.5%
The probabilities of mortality are based on the 2010
CalPERS Experience Study for the period from 1997 to
2007. Pre-retirement and Postretirement mortality rates
include 5 years of projected mortality improvement using
Scale AA published by the Society of Actuaries.

* - GASB Statement No. 75 was implemented in 2018.
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS AND THE TRANSPORTATION DEVELOPMENT ACT

Honorable Members of the City Council
City of Modesto, California
We have audited, in accordance with the 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, the financial
statements of the Local Transportation Special Revenue Funds and the Bus Enterprise Fund
(collectively known as the Transportation Development Act Funds) of the City of Modesto,
California (the City), as of and for the year ended June 30, 2018 and the related notes to the
financial statements, and have issued our report thereon dated November 26, 2018.
Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the City’s
internal control over financial reporting as it relates to the Transportation Development Act
Funds (internal control) to determine the audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinions on the financial statements, but not
for the purpose of expressing an opinion on the effectiveness of the City’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the City’s internal control.
A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be
prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency,
or a combination of deficiencies, in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with governance.
Our consideration of internal control was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control
that might be material weaknesses or, significant deficiencies. Given these limitations, during
our audit we did not identify any deficiencies in internal control that we consider to be material
weaknesses. However, material weaknesses may exist that have not been identified.
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Compliance and Other Matters
As part of obtaining reasonable assurance about whether the City’s Transportation
Development Act Funds financial statements are free from material misstatement, we
performed tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements, including the applicable statutes, rules and regulations of the
Transportation Development Act and the allocation instructions and resolutions of the
Stanislaus Council of Governments as required by Sections 6666 and 6667 of Title 21, Division
3, Chapter 2, Article 5.5 of the California Code of Regulations, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of
our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards or the Transportation Development Act.
Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness
of the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards and the Transportation
Development Act in considering the entity’s internal control and compliance. Accordingly, this
communication is not suitable for any other purpose.
HUDSON HENDERSON & COMPANY, INC.

Fresno, California
November 26, 2018
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INDEPENDENT ACCOUNTANTS’ REPORT ON COMPLIANCE WITH THE PUBLIC
TRANSPORTATION MODERNIZATION, IMPROVEMENT, AND SERVICE
ENHANCEMENT ACCOUNT (PTMISEA)
Honorable Members of the City Council
City of Modesto, California
We have examined the City of Modesto’s (the City) compliance with the verification of receipt
and appropriate expenditure of bond funds per the Public Transportation Modernization,
Improvement, and Service Enhancement Account (PTMISEA) guidelines during the year ended
June 30, 2018. Management is responsible for the City’s compliance with the specified
requirements. Our responsibility is to express an opinion on the City’s compliance with the
specified requirements based on our examination.
Our examination was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants. Those standards require that we plan and
perform the examination to obtain reasonable assurance about whether the City complied, in
all material respects, with the specified requirements referenced above. An examination
involves performing procedures to obtain evidence about whether the City complied with the
specified requirements. The nature, timing, and extent of the procedures selected depend on
our judgment, including an assessment of the risks of material noncompliance, whether due
to fraud or error. We believe that the evidence we obtained is sufficient and appropriate to
provide a reasonable basis for our opinion.
Our examination does not provide a legal determination on the City’s compliance with
specified requirements.
In our opinion, the City complied, in all material respects, with the aforementioned
requirements during the year ended June 30, 2018.
HUDSON HENDERSON & COMPANY, INC.

Fresno, California
November 26, 2018
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