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VALUE THE DIFFERENCE

INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
Members of the Town Council
Town of Hillsborough, California

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the Town of Hillsborough,
California, (Town) as of and for the year ended June 30, 2009, which collectively comprise the Town’s basic
financial statements as listed in the table of contents. These financial statements are the responsibility of the
Town's management. Our responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller of the United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatements. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for
our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of the Town of Hillsborough, California, as of June 30, 2009, 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.

As described in Note 14 to the financial statements, the Town adopted the provisions of GASB Statement No. 45,
Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than Pensions, in 2009.

In accordance with Government Auditing Standards, we have also issued our report dated November 16, 2009 on
our consideration of the Town’s internal control over financial reporting and 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 considered in conjunction with this report in considering the results of our audit.

5000 Hopyard Road, Suite 335 Pleasanton, CA 94588 Tel: 925.734.6600 Fax: 925.734.6611 www.vtdcpa.com
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The management’s discussion and analysis, schedule of funding progress for other postemployment benefits,
budgetary comparison information and other information as 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. This required supplementary information is the responsibility of the
management of the Town. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and accordingly, we do not express an opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Town’s basic financial statements. The introductory section, statistical section, combining and
individual fund financial statements and individual fund schedules as listed in the table of contents are presented
for purpose of additional analysis and are not a required part of the basic financial statements of the Town. The
combining and individual nonmajor fund financial statements and individual fund schedules as listed in the table
of contents have been subjected to the auditing procedures applied 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 in the
audit of the basic financial statements and, accordingly, we express no opinion on them.

!
. = . ,
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Pleasanton, California
November 16, 2009
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Town of Hillsborough
Management’s Discussion and Analysis

As management of the Town of Hillsborough, we offer readers of the Town’s financial statements
this narrative overview and analysis of the financial activities of the Town of Hillsborough for the
fiscal year ended June 30, 2009. We encourage readers to consider the information presented
here in conjunction with additional information that we have furnished in our letter of transmittal,
which can be found on pages 1- 5 of this report.

Financial Highlights

>

The Town encountered fiscal challenges in FY 08/09. Midway through the year, Town’s
major revenues started to slip and would prove short of the original projections as the
current economic crisis continues. Additionally, as prudent practices dictate, the Town
started funding the liability from Other than Post Employment Benefits (OPEB) as it
implemented the Governmental Accounting Standards Board (GASB) 45 - a statement
that provides accounting and financial reporting for post employment benefits that include
health insurance for retirees. The Town also became subject to a Cease and Desist
Order (CDO) issued by the Regional Water Quality Control Board (RWQCB) relating to
sanitary sewer overflows (SSOs). The Town implemented mid-year budget adjustments
and addressed these challenges as it developed the financial plan for the following years.
The assets of the Town exceed its liabilities at the close of 2008-2009 fiscal year by
$59,572,770 (net assets). Of this amount, $35,812,082 (unrestricted net assets) may be
used to meet the Town’s ongoing obligations to citizens and creditors.

The Town'’s total net assets decreased by $404,311. Net assets increased by $551,844
from governmental activities; however, they decreased $956,155 from enterprise
activities. The $0.5 million increase in governmental activities was down from $1.5
million the previous year. Governmental expenses net of program revenues increased by
9.6% over last year; but general revenues only increased by 1% despite the $567,600
increase in property taxes. The largest decreases in revenues were in investment
earnings where city wide, they decreased by $1.3 million and $380,000 in service
charges for governmental activities. On the expense side, police and fire expenses
increased by $980,000. Increase in costs in the Police Department was from filling 100%
of their budgeted positions for most of the year, increase from allocated costs of the
merged fire operations and their combined costs of funding the OPEB liability.

Water operations expenses increased by 4%; water revenues were down 7% despite the
increase in rates due to the 9% decrease in consumption and the decrease in investment
earnings. Sewer revenues increased from the 3% rate increase; however, expenses
increased by 17% mainly from the sewage disposal contract with City of Burlingame and
costs related to partial implementation of the requirements of the CDO. The enterprise
funds’ debt service coverage was $1.47 of net revenues for every $1 of debt service —
down from $2.36 in the prior year. Debt covenant requires 1.2 coverage.

As of June 30, 2009, the Town’s governmental funds reported combined ending fund
balances of $11,938,162 - a modest 3% increase over the prior year. Almost all of these
fund balances are available for spending at the Town’s discretion (unreserved fund
balances).

At June 30, 2009, unreserved fund balance for the general fund was $9,964,131. The
Town’s general fund reported a small increase of $11,500 in fund balance after
transferring $460,000 to the Internal Service Fund towards funding the OPEB reserve.
The fund balance reserve is approximately 53% percent of total general fund
expenditures.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Town’s basic financial
statements made up of three components: 1) government-wide financial statements, 2) fund
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financial statements, and 3) notes to the financial statements. This report also contains other
supplementary information in addition to the basic financial statements such as this
management’s discussion and analysis.

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

The statement of net assets presents information on all of the Town of Hillsborough’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 the financial position of the
Town is improving or deteriorating.

The statement of activities presents information showing how the Town’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 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 (e.g. earned but unused vacation leave).

Both of these government-wide financial statements distinguish functions of the Town of
Hillsborough 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 Town include general government, public safety, community services and streets.
The business-type activities of the Town include the water and sewer operations.

The government-wide financial statements can be found on pages 23-24 of this report.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain
control over resources that have been segregated for specific activities of objectives. The Town
of Hillsborough, 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 Town of
Hillsborough can be divided into two categories: governmental funds and proprietary funds.

Governmental funds. Governmental funds are used to account for essentially the same
functions reported as governmental activities in the government-wide financial statements.
However, unlike the government-wide financial statements, governmental fund financial
statements focus on near-term inflows and outflows of spendable resources, as well as on
balances of spendable resources available at the end of the fiscal year. Such information may be
useful in evaluating a government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financials
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 government’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 Town maintains six individual governmental funds. 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 and the police and fire special
tax fund which are considered to be major funds. Data from the other four governmental funds
are combined into a single, aggregated presentation. Individual fund data for each of these
nonmajor governmental funds is provided in the form of combining statements elsewhere in this
report.
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The Town of Hillsborough adopts an annual appropriated budget for its general fund. A
budgetary comparison statement has been provided for the general fund to demonstrate
compliance with this budget.

The basic governmental fund financial statements can be found on pages 25-27 of this report.

Proprietary funds. The Town of Hillsborough maintains two different 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 Town uses enterprise funds to account for the
water and sewer operations. Internal service funds are an accounting device used to accumulate
and allocate costs internally among the Town of Hillsborough'’s various functions. The Town uses
an internal service fund to account for the replacement of the fleet and other equipments.
Because this service predominantly benefits governmental rather than business-type function, it
has been included within governmental activities in the government-wide financial statements.

Proprietary funds provide the same type of information as the government-wide financial
statements, only in more detail. The proprietary fund financial statements provide separate
information for the internal service fund and the water and sewer operations, with the latter being
considered major funds.

The basic proprietary fund financial statements can be found on pages 28-30 of this report.

Notes to the financial statements. The notes provide additional information that is essential to
a full understanding of the data provided in the government-wide and fund financial statements.
The notes to the financial statements can be found on pages 31-47 of this report.

Other information. In addition to the basic financial statements and accompanying notes, this
report also presents certain required supplementary information concerning the Town of
Hillsborough’s funding for OPEB and the general fund budgetary schedule. Required
supplementary information can be found on pages 49-52 of this report.

The combining statements referred to earlier in connection with nonmajor governmental funds are
presented immediately following the required supplementary information. Combining statements
and individual fund schedules can be found on pages 53-61 of this report.

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial
position. The Town’s assets exceeded liabilities by $59,572,770 at June 30, 2009.

TOWN OF HILLSBOROUGH’S NET ASSETS

Governmental Activities Business-type Activities Total
2009 2008 2009 2008 2009 2008

Current and other assets  $21,255,335  $22,004,469  $25,864,583  $28,942,343  $47,119,918 $50,946,812
Capital assets 12,643,713 11,785,197 45,934,302 45,485,194 58,578,015 57,270,391

Total assets 33,899,048 33,789,666 71,798,885 74,427,537 105,697,933 108,217,203
Long-term liabilities 566,579 1,401,257 37,391,689 38,386,375 37,958,268 39,787,632
Other liabilities 5,902,885 5,510,669 2,264,010 2,941,821 8,166,895 8,452,490

Total liabilities 6,469,464 6,911,926 39,655,699 41,328,196 46,125,163 48,240,122
Net assets:
Invested in capital assets,

Net of related debt 12,643,713 11,785,197 8,862,867 11,442,712 21,506,580 23,227,909
Restricted 1,504,108 750,000 750,000 2,254,108 750,000
Unrestricted 13,281,763 15,092,543 22,530,319 20,906,629 35,812,082 35,999,172

Total net assets $27,429,584  $26,877,740 $32,143,186 $33,099,341 $59,572,770 $59,977,081
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Town Assets & Liabilities in graph form are as follows:

TOWN ASSETS & LIABILITIES
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By far the largest portion of the Town's net assets - 36 percent - reflects its investment in capital
assets (e.g. land, buildings, machinery, equipment and infrastructure) less any related debt used
to acquire those assets that is still outstanding. The Town of Hillsborough uses these capital
assets to provide services to citizens; consequently, these assets are not available for future
spending. Although the Town’s investment in its capital assets is reported net of related debt, it
should be noted that the resources needed to repay this debt must be provided from other
sources, since the capital assets themselves cannot be used to liquidate these liabilities.

An additional portion of the Town of Hillsborough’s net assets (3.8 percent) represents resources
that are subject to external restrictions on how they may be used. The remaining balance of
unrestricted net assets ($35,812,082) may be used to meet the Town’s ongoing obligations to
citizens and creditors.

At June 30, 2009, the Town of Hillsborough is able to report positive balances in all three
categories of net assets, both for the government as a whole, as well as for its separate
governmental and business-type activities.

However, the Town'’s net assets decreased by $404,311. Net assets increased by approximately
$0.5 million in governmental activities; while those from business-type activities decreased by
$956,200. Factors that contributed to this decrease are discussed in the financial highlights
above.

Governmental activities. Governmental activities increase in net assets accounted for the
Town'’s positive change in net assets.
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TOWN OF HILLSBOROUGH’'S CHANGES IN NET ASSETS

Governmental Activities Business-type Activities Total
2009 2008 2009 2008 2009 2008
REVENUES
Program revenues:
Charges for services $2,768,747  $3,150,142 $14,581,643 $14,423,580 $17,350,389 $17,573,722
Operating grants, transfers &
Functional taxes 4,146,714 3,330,676 4,146,714 3,330,676
Capital grants, contributions
& Other Non-Operating 34,256 34,256
General revenues:
Property taxes 10,059,220 9,491,597 10,059,220 9,491,597
Other taxes 2,153,586 2,406,023 2,153,586 2,406,023
Investment earnings 303,693 785,734 432,277 1,211,064 735,971 1,996,798
All others 1,662,229 1,318,920 1,662,229 1,318,920
Total revenues 21,094,189 20,517,348 15,013,920 15,634,644 36,108,109 36,151,992
EXPENSES
General government 2,161,650 1,207,209 2,161,650 1,207,209
Public safety 13,921,296 13,345,284 13,921,286 13,345,284
Community services 2,568,084 2,426,705 2,568,084 2,426,705
Streets 1,891,315 1,970,989 1,891,315 1,970,989
Interest on long-term debt
Water 9,144,668 8,937,147 9,144,668 8,937,147
Sewer 6,825,407 5,898,777 6,825,407 5,898,777
Total expenses 20,542,345 18,950,187 15,970,075 14,835,924 36,512,420 33,786,111
Increase in net assets 551,844 1,567,161 (956,155) 798,720 (404,311) 2,365,881
Net assets—July 1, 2008 26,877,740 25,310,579 33,099,341 32,300,621 59,977,081 57,611,200
Net assets—June 30, 2009 $27,429,584  $26,877,740 $32,143,186 $33,099,341 $59,572,770 $59,977,081

The following graph breaks down expenses by function and compares them to corresponding
program revenues for governmental activities.

Expenses and Program Revenues — Governmental Activities

$16,000

$14,000

Thousands

$12,000
$10,000
$8,000
$6,000
$4,000

$0

General Public safety Community Streets Interest on long-
government services term debt

OExpenses B Program Revenues

15



The following breaks down revenues by source.

Revenues by Source — Governmental Activities

Investment
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13%
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20%
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General Fund

The table below summarizes the 4% net increase in the General Fund revenues during the year:

2009 2008 Change %
REVENUES

Property taxes $10,059,219 $ 9,491,597 $567,622 6%
ERAF refund 797,906 689,928 107,978 16%
Business license tax 507,247 663,741 (156,494) -24%
Property transfer tax 158,142 295,145 (137,003) -46%
Service charges 1,066,410 1,293,161 (226,751) -18%
Permits 966,417 922,203 44,214 5%
Investments earnings 220,122 550,656 (330,534) -60%
OPEB transfer 631,553 631,553 100%
All others 5,089,201 4,811,951 277,250 6%

Total $19,496,217 $18,718,382 $777,835 4%

Increases in both property taxes and the Educational Augmentation Revenue Fund (ERAF)
covered the decreases in most of the Town’s major revenues especially the 60% reduction in
investment earnings. The 4% net increase in general fund revenues came mostly from the Other
Post Employment Benefits (OPEB) reserve that Town put aside and transferred from the Internal
Service Fund, towards funding the OPEB liability to implement the requirement of GASB 45 in
this fiscal year.
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General fund expenditures increased by 5%, 3% of which was due to implementing the GASB 45
requirements.

2009 2008 Change %
EXPENDITURES

Salaries $9,458,772 $9,058,356 $400,416 4%
Overtime 830,276 1,132,415 (302,139) -27%
Medicare/FICA 350,496 344,602 5,894 2%
Retirement 3,015,420 2,864,268 151,152 5%
Insurances 1,424,242 1,327,308 96,934 7%
Retirees’ health insurance 1,324,573 681,297 643,276 94%
Workers compensation 694,375 678,384 15,991 2%
All others 675,434 615,899 59,535 10%

Total personnel costs 17,773,588 16,702,529 1,071,059 6%
Materials & services 3,540,576 3,466,918 73,658 2%
Reimbursements from other programs (2,320,653) (2,391,790) 71,137 -3%
Transfers (including Internal Service) 491,200 850,654 (359,454) -42%

Total 19,484,711 18,628,311 856,400 5%
Less-Special Transfers to Internal Service (460,000) (500,000) 40,000 -8%

Net Expenditures $19,024,711 $18,128,311 $896,400 5%

General Fund personnel costs went up by 6%. Major causes were salary adjustments to
implement terms of the labor agreements and filling vacant positions and the funding of the OPEB
liability discussed above. Police expenditures increased by $594,000 while Fire expenditures
increased by $386,000 as discussed earlier.

Business-type activities. Net assets of business-type activities decreased by $956,155. Cost
of water increased by 10% but consumption was down 9%; hence, water operations overall
expenses only increased by 4%. However, revenues were also down 7% - a combination of the
decrease in consumption and a 70% decrease in investments earnings. Change in net assets for
water operations was $886,500. Sewer service charges increased 3% from the rate increase; but
investment earnings were down by 57%. Sewer expenses went up by 22% from a combination of
factors. Sewer contract costs with Burlingame increased by 46%; collectively, the disposal
contract costs increased by $471,500 - 8% of total operations. Additionally, for part of the year,
street crews were reassigned to sewer operations to partially comply with the CDO requirements
discussed earlier in this report.
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Financial Analysis of the Government’s Funds

As noted earlier, the Town of Hillsborough uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements.

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

As of June 30, 2009, the Town’s governmental funds reported combined ending fund balances of
$11,938,162 up $378,816 from the previous year. $9,964,131 of this amount constitute
unreserved — undesignated fund balance, which is available for spending at the Town’s
discretion, all of which is in the general fund, the Town'’s chief operating fund. The remainder of
the fund balance is either reserved or designated to indicate that it is not available for new
spending as it has already been committed for a variety of restricted purposes.

The Town's general fund reserve balance increased by $11,506 net of special transfer made to
the internal service fund for $460,000 towards the OPEB liability funding. Revenues net of the
special OPEB transfer increased by 1% while expenditures increased by 5%.

Proprietary funds. The Town’s proprietary funds provide the same type of information found in
the government-wide financial statements, but with more details.

Unrestricted net assets of the Water fund at the end of the year amounted to $12,527,173 up
from $11,728,729 and Sewer fund unrestricted net assets increased to $9,379,170 from
$8,728,521. Factors concerning the finances of these two funds have already been addressed in
the discussion of the business-type activities.

General Fund Budgetary Highlights

The chart below summarizes major budget variances:
ORIGINAL  REVISED
BUDGET BUDGET ACTUAL  VARIANCE

REVENUES

Secured property taxes $9,102,600 $9,041,100 $9,110,134 $69,034
Supplemental roll 350,000 180,000 290,898 110,898
Unitary roll 55,300 55,300 92,913 37,613
ERAF 720,000 720,000 797,906 77,906
Permits 945,100 878,625 966,417 87,792
Service charges 1,148,338 1,026,438 1,066,410 39,972
Total $12,321,338  $11,901,463  $12,324,678  $423,215

EXPENDITURES AND
OPERATING TRANSFERS
Building $1,228,700 $1,212,657 $1,132,134 $80,523

The positive variances on the sources of funds came from supplemental property taxes
distributed towards the end of the year. There were non-recurring distributions on the unitary roll
and the ERAF refund. The variances on the permits came from grading and encroachment
permits not charged in the previous years.

On the Expenditures side, Building Department had approximately $84,500 savings in
professional services due to fewer permit applications. Overall, the $460,000 net positive
variances in the General Fund’'s revenues and expenditures allowed the Town to transfer that
savings to the OPEB funding.
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Capital Asset and Debt Administration

Capital assets. The Town of Hillsborough’s investment in capital assets for its governmental and
business type activities as of June 30, 2009, amounts to $58,578,015 (net of accumulated
depreciation).  This investment in capital assets includes land, buildings and system,
improvements, machinery and equipment, roads, highways, and bridges.

Major capital asset events completed and/or started construction during the year included the
following:

2007 Water Main Replacement Phase V — This completed project installed 7,150 linear feet of
new six and eight-inch ductile iron water mains, 27 water valves, 143 private services, 31
hydrants, 2 air relief valves, 1 blow-off assembly and 1 pressure reducing valve. It also
completed the abandonment of the old water mains on Barbara Way along West School and poly
wrapped 2,274 linear feet of new mains to prevent corrosion. Total project costs were $1.48M.

El Arroyo Water Tank Replacement - This completed project installed two new half-million gallon
steel water tanks, 1,280 linear feet of new 8-inch and 10-inch ductile iron water mains, twelve
water valves, a hydrant, a cathodic protection system to prevent corrosion, mixing systems to
prevent stagnation and stratification of the water in the tanks, and overflow piping and level
indicators. Total project costs were $3M.

Pump Station Upgrades at Skyfarm 3 and Tournament Tank Sites — This project included the
installation of new buildings adjacent to the existing pump stations at both sites, new fire pumps
and the 200 kw backup generators, and improvements that would improve the reliability and
guantity of water served by the two pressure systems and thereby expanding fire fighting
capabilities. Total project costs were $2.4M.

Water Mains and Pressure Reducing Valves for Vista and Forest View Zones — This project
installed 2,354 linear feet of new water mains, five pressure reducing valves, twenty gate valves,
and three fire hydrant assemblies to Vista and Forest view water tank site zones. Total project
costs were $600,500.

Darrell Tank No. 3 Improvement Project — This project included improvements to an existing 1M
gallon steel potable water storage tank that include repainting, structural modifications, interior
and exterior ladders, roof guardrails and interior mixing systems. Project costs to date were
$430,200.

Sanitary Sewer Mains Cleaning and Inspection, Phase V — This project will clean, repair, remove
roots and videotape (for inspection) approximately 34,546 linear feet of sanitary sewer mains
identified as top priorities for rehabilitation by the Town and expanding through 3 fiscal years..
Construction budget was $1.9M and total expended through year-end were 1.4M.

Sanitary Sewer Rehabilitation Project, Phase IV — Cherry Creek Easement (Open Trench) — The
project includes installation of approximately 485 linear feet of new 10-inch sanitary sewer pipe
along Hayne Road, 3 new manholes and modifications to an existing one. Project costs to date
were $396,000.

Sanitary Sewer Rehabilitation Project, Phase IV — Cherry Creek Easement — The project will
rehabilitate approximately 6,830 linear feet of damaged 4, 6, 8, 10 and 12-inch sanitary sewer
pipes and approximately 550 linear feet of deteriorated 12, 18 and 32-inch storm drain pipes.
Project costs to date were $508,600.

San Mateo Wastewater Treatment Plant Improvements — This project funds the Town’s

contributions towards the capital improvements at the City of San Mateo Estero Municipal
Improvement District Wastewater Treatment Plant which provides treatment for about one-third of
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the Town’s sewage. Town’s share is approximately $1.2 million of which $772,000 have been
disbursed through year-end.

2008 Guardrail Replacement Project — This project included the installation of 4,231 linear feet of
new guardrails, including 19 end treatment units, 45 end anchor units, and delineators on the new
guardrails along Crystal Springs. Total project costs were $560,633, $400,000 of which was
funded from Proposition 1B state funds.

TOWN OF HILLSBOROUGH'S CAPITAL ASSETS
(Net of depreciation)

Governmental Activities Business-type Activities Total
2009 2008 2009 2008 2009 2008
Land $1,456,560 $1,456,560 $1,456,560 $1,456,560
Land improvements 2,497,490 2,055,291 2,497,490 2,055,291
Buildings 579,351 568,704 $64,555 $76,236 643,906 644,940
Machinery and equipment 2,228,547 1,680,105 249,898 410,840 2,478,445 2,090,945
Infrastructure 5,881,765 6,024,537 5,881,765 6,024,537
Water and sewer lines 45,619,849 44,998,118 45,619,849 44,998,118
Total $12,643,713  $11,785,197 $45,934,302 $45,485,194 $58,578,015 $57,270,391

Additional information on the Town of Hillsborough's capital assets can be found in Note 5
starting from page 38 of this report.

Long-term debt.

At June 30, 2009, the Town of Hillsborough had total debt outstanding excluding compensated
absences in the amount of $38,240,000 in business-type activities.

TOWN OF HILLSBOROUGH’S OUTSTANDING DEBT
(Certificates of Participation)

Business-type Activities
2009 2008

Certificates of participation  $38,240,000  $39,100,000

Total debt paid during the year was $860,000. The certificates of participation recorded in the
business-type activities were issued through the Public Improvement Corporation to finance the
acquisition, construction and installation of certain improvements to the water and sewer systems.
The debt is secured by a pledge of the net revenues of the water and sewer funds.

The Town of Hillsborough maintains ratings of AA from Standard & Poor's and AA+ from Fitch for
all its bond issues.

Additional information on the Town’s long-term debt can be found in Notes 7 and 8 from page 40
of this report.

Economic Factors and Future Challenges

As in the most recent years, the Town’s capital improvement plan program continues to be a
major component of its financial picture.

The Town continues to face rising costs in the areas of health insurance, retirement and workers
compensation costs. Like other governments, the Town seeks to find some relief from double-
digit increases in these areas. As in the past, Town management will be closely monitoring these
costs to ensure that it continues to be fiscally prudent while maintaining the usual high level of

20



service to its citizens despite these higher costs. The Town is committed to an ongoing program
of productivity improvements. It is proud of its ability to cut costs without adversely impacting the
level of service. It will continue to look for efficiencies in the delivery of services and doing more
with less.

Like the rest of the nation, the Town is deeply concerned with the effects of the current financial
crisis to its operations. It will continue delivering services to the residents of the Town at the most
cost effective way and will be pro-active in seeking solutions to address potential erosion to its
revenue base.

Requests for Information

This financial report is designed to provide a general overview of the Town of Hillsborough’s
finances for all those with an interest in the Town'’s finances. Questions concerning any of the
information provided in this report or requests for additional financial information should be
addressed to the Finance Director, Town of Hillsborough, 1600 Floribunda Avenue, Hillsborough,
CA 94010.
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