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Independent Auditor’s Report

Oakland
Century City

Honorable Members of the City Council
City of Los Angeles, California
Report on the Financial Statements

We have audited the accompanying financial statements of the Municipal Improvement Corporation of Los
Angeles (MICLA), a component unit of the City of Los Angeles, California, as of and for the fiscal year
ended June 30, 2014, and the related notes to the financial statements, which collectively comprise
MICLA’s basic financial statements as listed in the table of contents.

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

Auditor’s Responsibility
Our responsibility is to express an opinion 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 opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of MICLA as of June 30, 2014, and the changes in its financial position and its cash flows for the
year then ended in accordance with accounting principles generally accepted in the United States of
America.
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Emphasis of Matter
Change in Accounting Principle
As discussed in Note 2 to the basic financial statements, MICLA adopted the provisions of Governmental
Accounting Standards Board Statement (GASB) No. 65, Items Previously Reported as Assets and
Liabilities, effective July 1, 2012. Our opinion is not modified with respect to this matter.

Other Matters
Adjustments to Prior Period Financial Statements
The financial statements of MICLA as of June 30, 2013, were audited by other auditors whose report dated
January 10, 2014, expressed an unmodified opinion on those financial statements. As discussed in Note 2
to the basic financial statements, MICLA has adjusted its 2013 financial statements to retrospectively apply
the change in accounting for GASB Statement No. 65, Items Previously Reported as Assets and Liabilities,
and for a correction of an error in the calculation of unearned revenues. The other auditors reported on the
financial statements before the retrospective adjustments.
As part of our audit of the 2014 financial statements, we also audited the adjustments to the 2013 financial
statements to retrospectively apply the change in accounting and the correction of an error as described in
Note 2. In our opinion, such adjustments are appropriate and have been properly applied. We were not
engaged to audit, review, or apply any procedures to MICLA’s 2013 financial statements other than with
respect to the adjustments and, accordingly, we do not express an opinion or any other form of assurance
on the 2013 financial statements as a whole.
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the fiscal year 2014
management’s discussion and analysis on pages 5 through 8 be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by the GASB
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. 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.
Management has omitted the fiscal year 2013 management’s discussion and analysis that accounting
principles generally accepted in the United States of America require to be presented to supplement the
basic financial statements. Such missing information, although not a part of the basic financial statements,
is required by the GASB 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. Our opinion on the basic
financial statements is not affected by this missing information.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated July 17, 2015 on
our consideration of MICLA’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 for the fiscal
year ended June 30, 2014. 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 internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering MICLA’s internal control
over financial reporting and compliance.

s
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Los Angeles, California
July 17, 2015
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MUNICIPAL IMPROVEMENT CORPORATION OF LOS ANGELES
Management’s Discussion and Analysis
June 30, 2014 and 2013
(Unaudited)

The following discussion and analysis provides an overview of the financial activities of the Municipal
Improvement Corporation of Los Angeles (MICLA) for the fiscal year ended June 30, 2014. The
information presented should be considered in conjunction with MICLA’s basic financial statements.
Financial Highlights

Cash receipts from leases during the year totaled $180,956,544 and were used to pay the debt
service requirements.
Cash and investments decreased by $47,174,478 from $200,071,842 at June 30, 2013 to
$152,897,364 at June 30, 2014 due to capital acquisition and increased debt payments.
As of June 30, 2014, MICLA’s bonded debt and commercial paper notes before unamortized
premium and discounts, totaled $1,609,133,887 a net increase of $3,111,887 from the prior year’s
balance of $1,606,022,000.
MICLA’s advances to the City, used to redeem bonds of the City, repay amounts owed for street
lighting improvements in prior years, and fund current year capital improvements, increased by
$89,851,335 to $100,635,979 at June 30, 2014 from prior year’s balance of $10,784,644.
Financial Statements

MICLA’s financial statements are those of a special-purpose government engaged only in providing debt
financing for capital improvements benefiting the City of Los Angeles (City). Under Governmental
Accounting Standards Board (GASB) Statement No. 34, governments like MICLA that have only
business-type activities may present only enterprise fund financial statements as follows: (1) statement of
net position; (2) statement of revenues, expenses and changes in net position; and (3) statement of cash
flows.
MICLA’s basic financial statements are prepared on an accrual basis of accounting in accordance with
accounting principles generally accepted in the United States of America. MICLA is structured as a
single enterprise fund.
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MUNICIPAL IMPROVEMENT CORPORATION OF LOS ANGELES
Management’s Discussion and Analysis (Continued)
June 30, 2014 and 2013
(Unaudited)

The following table presents MICLA’s financial condition as of June 30, 2014 and 2013:
June 30,
Restated
2013

2014
$

Current Assets
Noncurrent Assets
Total Assets

323,993,748
1,509,523.523

$

286,277,075
1,585,436,644

1,833,517,271

1,871,713,719

1,837,160

2,327,743

Current Liabilities
Noncurrent Liabilities

119,653,039
1,703,624,233

137,908,213
1,731,086,953

Total Liabilities

1,823,277,272

1,868,995,166

Deferred Outflows of Resources

$

Net Position - Restricted for Debt Service

12,077,159

$

5■046■296

The changes in net position for the fiscal years ended June 30, 2014 and 2013 are shown in the following
table:
June 30,
Restated
2014
2013
$

Base Rents from the City - Interest Portion
Miscellaneous Revenue
Investment Income
Interest Subsidy from U.S. Treasury

67,792,128
7,494
1,775,065
2,330,568

$

71,209,255
4,456
1,895,499
3,033,033

71,905,255

76,142,243

2,385,550
62,083,488
405,354

4,016,383
66,361,357
84,500

64,874,392

70,462,240

Change in Net Position

7,030,863

5,680,003

Net Position, July 1

5,046,296

89,762,802

Total Revenues
General and Administrative Expenses
Interest Expense
Cost of Issuance
Total Expenses

(90,396,509)

Restatement of Beginning Net Position
$

Net Position, June 30
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12,077,159

$

5,046,296

MUNICIPAL IMPROVEMENT CORPORATION OF LOS ANGELES
Management’s Discussion and Analysis (Continued)
June 30, 2014 and 2013
(Unaudited)

The beginning net position at July 1, 2012 was reduced by $80.1 million due to a correction of an error in
the method of calculating unearned revenues and by $10.4 million due to the implementation of GASB
Statement No. 65 to expense bond issuance costs when incurred. In addition, the 2013 noncurrent
liabilities were restated due to the reclassification of the unamortized portion of the difference between
the reacquisition price and the net carrying amount of the old debts as deferred outflows of resources in
the amount of $2.3 million.
Long-term Debt

MICLA’s long-term indebtedness at June 30, 2014 and 2013 is as follows:
June 30
Certificates of Participation
Lease Revenue Bonds
Commercial Paper Notes
Subtotal
Net Unamortized Premiums/
(Discounts)
Total

2014
63,025,000
$
1,290,227,887
255,881,000
1,609,133,887

2013
69,075,000
$
1,352,750,000
184,197,000
1,606,022,000

31,899,162
$ 1,641,033,049

37,225,870
$ 1,643,247,870

In April 2004, the Mayor and City Council approved a $200,000,000 MICLA Commercial Paper Lease
Financing Program. The Mayor and City Council increased the Program by $100,000,000 in December
2009 and by an additional $35 million in June 2013 for a total of $335,000,000. This program allows
MICLA to borrow only those amounts needed as invoices are received; to obtain flexible short-term
maturities; and to borrow at more favorable rates. The notes mature between one and 270 days of
issuance and are either re-sold in the open market or refinanced with longer-term bonds upon maturity.
As security to the notes, the City and MICLA enter into an asset-transfer lease agreement on certain
capital assets with a carrying net book value of $133,600,000 and estimated fair value of $365,800,000 as
of June 30, 2014. The notes are further secured by irrevocable letters of credit issued by four commercial
banks.
During the year, MICLA issued $39,795,479 of lease revenue bonds and $69,684,000 commercial paper
notes used by the City to repay amounts owed for prior year street lighting improvements and to redeem
its parking system revenue bonds, respectively. In addition, MICLA issued $40,000,000 commercial
paper notes for the acquisition of capital assets.
As of March 23, 2015, the ratings of the MICLA’s debts by Moody’s Investors Service (Moody’s),
Standard & Poor’s (S&P), Fitch Ratings (Fitch), and Kroll Bond Rating respectively, are as follows:
MICLA Lease Revenue Obligations (Real Property) A1, A+, A+, and AA-; and MICLA Lease Revenue
Obligations (Capital Equipment) A2, A+, A+, and AA. Additional information on MICLA’s long-term
debt can be found in Note 7 of this report.
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MUNICIPAL IMPROVEMENT CORPORATION OF LOS ANGELES
Management’s Discussion and Analysis (Continued)
June 30, 2014 and 2013
(Unaudited)

Economic Factors

The MICLA was formed to render assistance to the City to finance the acquisition of capital assets. Since
MICLA derives its operating revenues almost exclusively from rental income paid to it by the City, any
economic impact on the City’s operational budget could have potential effect on MICLA’s revenues.
For fiscal year 2015, the City’s General Fund budgeted receipts of $5.1 billion increased by $176.1
million or 3.5% from fiscal year 2014 actual receipts of $5.0 billion. The budget assumes continued
moderate economic growth and improvement in the City’s ongoing revenue generation reflective of
recent economic trends of sustained recovery in the local economy. California unemployment rate in
December 2014 dipped to 7.0%. Lower gas prices and improvement in the housing market is anticipated
to buoy consumer confidence and spending. Hotel occupancies are up as tourism reached record levels.
Port cargo increase indicates growing trade and demand.
The City Administrative Officer (CAO) reports to the Mayor and Council on the status of the budget.
Based on the CAO’s Year-End Financial Status Report (FSR) released on May 28, 2015, all previously
anticipated deficits will be resolved. In the Mid-Year FSR the CAO projected a $72.4 million shortfall at
year-end attributed mainly to unfunded or underfunded police sworn overtime, ambulance augmentation
program, new sworn labor agreements, settlements of unanticipated liability claims, and non-realization
of the assumption that all civilian employees would contribute ten percent to the City sponsored health
plan by January 2015.
However, the projected shortfall was offset by anticipated savings in human resources benefits, lower
than projected petroleum and outside counsel expenditures, and transfer from Unappropriated Balance
Reserve for Economic Uncertainties. In addition, the General Fund budgeted revenue was revised upward
by $37.5 million primarily due to additional receipts in business tax ($25.5 million), utility users’ tax
($7.0 million) transient occupancy tax ($6.5 million) and power revenue fund transfer ($4.6 million).
The fiscal year 2015 budget fully funds the City’s lease obligations to MICLA. The Mayor and City
Council have committed to making debt obligations a priority by adopting a debt policy. The policy
provides that non-voter approved debt service requirement must not exceed 6% of General Fund receipts
unless there is a guaranteed new revenue stream for the debt payments and the additional debt will not
cause the debt service ratio to exceed 7.5%
Request for Information

This financial report is designed to provide our citizens, taxpayers, customers, creditors, and other users
with a general overview of MICLA’s finances. Questions concerning any of the information provided in
this report and request for additional financial information should be addressed to the Office of the
Controller, 200 North Main Street, Room 300, Los Angeles, CA 90012.
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MUNICIPAL IMPROVEMENT CORPORATION OF LOS ANGELES
(A Component Unit of the City of Los Angeles, California)
Statements of Net Position
June 30, 2014, and 2013

Assets
Current Assets
Cash and Pooled Investments Held by City Treasurer (Note 3)
Cash and Temporary Investments with Fiscal Agents (Note 3)
Restricted Cash and Temporary Investments with Fiscal
Agents (Note 3)
Advance to the City (Note 4)
Investment Income Receivable
Interest Subsidy Receivable from U.S. Treasury
Leases Receivable - Current (Note 5)
Total Current Assets

$

Noncurrent Assets
Restricted Other Investments with Fiscal Agents (Note 3)
Leases Receivable - Noncurrent (Note 5)
Construction in Progress (Note 6)
Prepaid Insurance
Total Noncurrent Assets
Total Assets
Deferred Outflows of Resources
Deferred loss on debt refunding
Total Assets and Deferred Outflows of Resources
Liabilities
Current Liabilities
Accounts Payable
Interest Payable
Obligation Under Securities Lending Transactions (Note 3)
Other Liabilities
Certificates of Participation, Bonds and Notes Payable Current (Note 7)
Total Current Liabilities
Noncurrent Liabilities
Unearned Revenue
Certificates of Participation, Bonds and
Notes Payable - Noncurrent, Net (Note 7)
Total Noncurrent Liabilities
Total Liabilities
Net Position
Restricted for Debt Service

(Restated)
2013

2014

$

65,507,524

$

78,118,348
1,259

44,104,290
100,635,979
143,939
514,226
113,087,790
323,993,748

68,108,476
10,784,644
416,065
524,913
128,323,370
286,277,075

43,285,550
1,418,979,604
45,480,519
1,777,850
1,509,523,523
1,833,517,271

53,843,759
1,491,992,356
37,669,917
1,930,612
1,585,436,644
1,871,713,719

1,837,160

2,327,743

1,835,354,431

1,874,041,462

5,974,608
23,569,487
86,012
504,629

8,505,488
25,078,370
294,603
784,752

89,518,303
119,653,039

103,245,000
137,908,213

152,109,487

191,084,083

1,551,514,746
1,703,624,233

1,540,002,870
1,731,086,953

1,823,277,272

1,868,995,166

12,077,159

See Accompanying Notes to the Basic Financial Statements.
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5,046,296

MUNICIPAL IMPROVEMENT CORPORATION OF LOS ANGELES
(A Component Unit of the City of Los Angeles, California)
Statements of Revenues, Expenses and Changes in Net Position
For the Fiscal Years Ended June 30, 2014 and 2013
(Restated)
2014

2013

Operating Revenues

Base Rents from the City - Interest Portion
Miscellaneous Revenue

$

Total Operating Revenues

67,792,128
7,494
67,799,622

$

71,209,255
4,456
71,213,711

Operating Expenses

2,385,550
2,385,550

4,016,383
4,016,383

65,414,072

67,197,328

1,775,065
2,330,568
(62,083,488)
(405,354)
(58,383,209)

1,895,499
3,033,033
(66,361,357)
(84,500)
(61,517,325)

Change in Net Position

7,030,863

5,680,003

Net Position, Beginning of Year

5,046,296

89,762,802

General and Administrative Expenses
Total Operating Expenses
Operating Income
Non-Operating Revenues (Expenses)

Investment Income
Interest Subsidy from U.S. Treasury
Interest Expense
Debt Issuance Costs
Total Net Non-Operating Expenses

(90,396,509)

Restatement of Beginning Net Position (Note 2)
Net Position, End of Year

$

12,077,159

See Accompanying Notes to the Basic Financial Statements.
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MUNICIPAL IMPROVEMENT CORPORATION OF LOS ANGELES
(A Component Unit of the City of Los Angeles, California)
Statements of Cash Flows
For the Fiscal Years Ended June 30, 2014 and 2013

2014

2013

Cash Flows From Operating Activities

Payments Received From Lessees
Payments Received From Miscellaneous Revenue
Payments for General and Administrative Expenses
Unexpended Funds Transferred to the City to Reduce
Lease Payments

$

180,956,544
7,494
(2,232,788)

$

151,157,143
4,456
(3,863,621)

(2,248,881)
176,482,369

(3,773,752)
143,524,226

(146,367,592)

(106,475,000)

(69,301,010)
149,479,479
(29,515,408)
(7,810,602)
(405,354)
(119,973,928)
(3,662,163)
2,341,254
(225,215,324)

(71,273,967)
43,000,000
(8,311,480)
(10,199,056)
(84,500)
(10,784,644)
(2,081,944)
4,611,411
(161,599,180)

1,767,068
10,558,209

976,408
24,782,094

(208,591)
12,116,686

294,603
26,053,105

Net (Decrease) Increase in Cash and Cash Equivalents

(36,616,269)

7,978,151

Cash and Cash Equivalents, July 1

146,228,083

Net Cash Provided by Operating Activities
Cash Flows From Noncapital Financing Activities

Principal Paid on Bonds, Certificates of Participation,
and Commercial Paper Notes
Interest Paid on Bonds, Certificates of Participation,
and Commercial Paper Notes
Proceeds from Debt Issuance
Payments for Completed Projects
Payments for Construction in Progress
Debt Issuance Costs
Advance to the City
Refund payments to the City
Interest Subsidy from U.S. Treasury
Net Cash Used for Noncapital Financing Activities
Cash Flows From Investing Activities

Cash Received from Earnings on Investments
Cash Received from Matured Investments
(Decrease) Increase in Cash Collateral Received Under
Securities Lending Transactions
Net Cash Provided by Investing Activities

Cash and Cash Equivalents, June 30

$

109,611,814

See Accompanying Notes to the Basic Financial Statements.
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138,249,932
$

146,228,083

MUNICIPAL IMPROVEMENT CORPORATION OF LOS ANGELES
(A Component Unit of the City of Los Angeles, California)
Statements of Cash Flows (Continued)
For the Fiscal Years Ended June 30, 2014 and 2013

2014

2013

Reconciliation of Operating Income to Net
Cash Provided by Operating Activities:

Operating Income
Adjustments to reconcile operating income to net cash
provided by operating activities

$

Add - Payments Received From Leases for Principal Portion
Deduct - Unexpended Funds Transferred to the City to Reduce
Lease Payments
Change in Lease Interest Receivable
Change in Prepaid Insurance
Total adjustments
Net Cash Provided by Operating Activities

$

65,414,072

$

67,197,328

111,655,533

79,883,176

(2,248,881)
1,508,883
152,762
111,068,297

(3,773,752)
64,712
152,762
76,326,898

176,482,369

$

143,524,226

Summary of Significant Noncash Investing,
Capital, and Financing Activities:

Amortization of bond insurance premiums
Amortization of original issue premiums
Amortization of original issue discounts
Change in fair value of investments

$

152,762
(5,382,525)
55,817
30,077

See Accompanying Notes to the Basic Financial Statements.
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$

152,762
(5,442,255)
56,569
(843,607)

MUNICIPAL IMPROVEMENT CORPORATION OF LOS ANGELES
Notes to the Basic Financial Statements
June 30, 2014 and 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Description of the Organization
The Municipal Improvement Corporation of Los Angeles (MICLA) is a California nonprofit corporation
formed in 1984 for the purpose of rendering assistance to the City of Los Angeles (City) for financing the
acquisition of properties and capital equipment, and the construction of buildings and other improvements, for
the benefit of City residents, through the issuance of bonds, certificates of participation (COPs) and
commercial paper notes (CP Notes).
Properties or capital equipment acquired or constructed by MICLA are leased to the City under long-term
lease agreements and become property of the City at the termination of the lease. The minimum annual lease
payments must be sufficient to cover MICLA's debt service payments.
The Articles of Incorporation prevent any part of MICLA's net earnings or assets, either during its existence
or at the time of dissolution, from inuring to the benefit of any private member or individual. The assets,
profits, and net revenues of MICLA are irrevocably dedicated to the City. However, until all indebtedness
incurred by MICLA to finance the capital asset acquisitions has been paid, MICLA's net revenues must be
used for the purpose of repaying the indebtedness incurred to finance the improvements. Upon dissolution,
all assets of MICLA that remain after payment of all its liabilities must be distributed to the City.
MICLA is a nonprofit entity exempt under IRS code 501(c4) from the payment of federal income and
California franchise taxes. MICLA, however, is subject to the arbitrage restrictions under the U.S. Treasury
Regulations Section 1.103, which may result in rebates of excess earnings to the U.S. Treasury Department.
MICLA has no employees. The City performs the accounting and administration functions on its behalf
without charge.

Component Unit of the City
MICLA is a component unit of the City because the City appoints the governing board, services are provided
exclusively to the City, and lease agreements provide that the City will pay the debt service on the
outstanding obligations of MICLA. The financial statements presented in this report cover only the
operations of MICLA, which is only a portion of the City. MICLA's financial information is included in the
City's basic financial statements.

Basis ofPresentation and Accounting
MICLA basic financial statements are presented using the accrual basis of accounting in accordance with
accounting principles generally accepted in the United States of America (GAAP) as promulgated by the
Government Accounting Standards Board (GASB). Under this method revenues are recorded when earned
and expenses are recorded when the related liability is incurred.
All activities of MICLA are accounted for within a single enterprise fund. An enterprise fund is used because
MICLA’s activities are financed with debt that is secured solely by a pledge of lease revenue. The accounting
and financial reporting treatment applied to MICLA is determined by its measurement focus. The
transactions of MICLA are accounted for using the flow of economic resources measurement focus. With this
measurement focus, all assets, deferred outflows of resources, liabilities and deferred inflows of resources
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MUNICIPAL IMPROVEMENT CORPORATION OF LOS ANGELES
Notes to the Basic Financial Statements (Continued)
June 30, 2014 and 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
associated with the operations are included on the statement of net position. Net position (i.e., total assets and
deferred outflows of resources less total liabilities and deferred inflows of resources) is shown as amounts
restricted for debt service.

Cash, Cash Equivalents and Investments
Cash deposits and short-term investments that are both readily convertible to known amounts of cash, and
have maturities of three months or less at time of purchase, are considered to be cash and cash equivalents.
MICLA records investment transactions on the trade date. Investments in nonparticipating interest earning
investment contracts (guaranteed investment contracts) are reported at cost, and all other investments are at
fair value. Fair value is defined as the amount that MICLA could reasonably expect to receive for an
investment in a current sale between a willing buyer and seller and is generally measured by quoted market
prices. Portions of MICLA’s restricted cash and investments at June 30, 2014 and 2013 were held in trust
with fiscal agents.

Advance to the City
MICLA loaned $100.6 million to the City to refinance bonds utilized for capital construction and to finance
the construction of capital assets which the City will repay by utilizing reimbursable federal and state grants,
bond issuance, and the future parking revenues.

Leases Receivable
Debt service on the outstanding debt is funded from rents paid by the City to MICLA for the use of capital
equipment and facilities acquired by MICLA. In the debt agreements, the City has covenanted to make rental
payments in amounts corresponding to MICLA's debt service requirements and related costs. Leases
receivable consist of amounts owed to MICLA from the City for costs incurred by MICLA in acquiring
capital equipment and facilities for the City. To the extent that funds are unexpended upon completion of all
projects, such funds will be used to retire outstanding debt and the rental payments required from the City will
be reduced accordingly. Title to the capital equipment and facilities will transfer to the City at the end ofthe
respective lease terms. Accordingly, leases are “direct financing leases”.

Prepaid Insurance
Prepaid insurance consists of surety bond insurance that is paid in advance and expensed when the benefit is
received.

Construction in Progress
Construction in progress represents costs accumulated for building construction and improvements and land
improvements that are not completed at year-end. When projects are completed the assets are transferred to
the City through the related lease arrangement.
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MUNICIPAL IMPROVEMENT CORPORATION OF LOS ANGELES
Notes to the Basic Financial Statements (Continued)
June 30, 2014 and 2013

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Unearned Revenue
Unearned revenue represents leases receivable not yet earned and generally represents assets held by MICLA
that may reduce future lease receivable amounts when the related debt is fully paid. The balance in unearned
revenue will be recognized in subsequent years when it is earned.

Net Position
Net position is comprised of various net earnings from operating and non-operating revenues and expenses.
Net position is classified into the following component:
Restrictedfor debt service, which consists of funds held by City Treasurer and fiscal agents for the repayment
of debt principal or interest or as reserves.

Operating and Non-Operating Revenues and Expenses
MICLA’s sole operational purpose is to issue debt to acquire capital equipment and facilities and lease such
property to the City, as well as make debt service payments. As such, MICLA derives its operating revenues
primarily from rental income (interest portion) paid by the City, and its operational expenses which include
general and administrative expenses paid by MICLA on behalf of and for which will be reimbursed by the
City. All revenues and expenses not meeting this definition are reported as non-operating revenues and
expenses.

Use of Estimates
The preparation of the basic financial statements in conformity with generally accepted accounting principles
requires management to make certain estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, the actual results could differ from the estimates.

Effects on Recent GASB Pronouncements
The following GASB Statements have been implemented beginning fiscal year 2014:
Issued in March 2012, GASB Statement No. 65, “Items Previously Reported as Assets and Liabilities,”
establishes accounting and financial reporting standards that reclassify, as deferred outflows of resources or
deferred inflows of resources, certain items that were previously reported as assets and liabilities and
recognizes, as outflows of resources or inflows of resources, certain items that were previously reported as
assets and liabilities. MICLA adopted the provisions of GASB Statement No. 65 and restated the beginning
net position of fiscal year 2013 by $10.4 million to write off unamortized bond issuance costs previously
reported as an asset. In addition, MICLA reclassified $2.3 million of deferred loss on debt refunding, which
was previously reported as a reduction of the related debt, to deferred outflows of resources.
Issued in March 2012, GASB Statement No. 66, “Technical Corrections - 2012, an amendment of GASB
Statements No. 10 and No. 62,” resolves conflicting guidance that resulted from the issuance of previously
issued pronouncements. This statement had no impact on MICLA’s financial statements.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Issued in April 2013, GASB Statement No. 70, “Accounting and Financial Reporting for Nonexchange
Financial Guarantees, ” requires a state or local government guarantor that offers a nonexchange financial
guarantee to another organization or government to recognize a liability in its financial statements when it is
more likely than not that the guarantor will be required to make a payment to the obligation holders under the
agreement. A nonexchange financial guarantee is a credit enhancement or assurance offered by a guarantor
without receiving equal or approximately equal value in exchange. This statement had no impact on MICLA’s
financial statements.
The GASB has issued several pronouncements that have effective dates that may impact future presentations.
MICLA is evaluating the potential impacts of the following GASB statements on its accounting practices and
financial statements.
Issued in January 2013, GASB Statement No. 69, “Government Combinations and Disposals ofGovernment
Operations,” establishes accounting and financial reporting standards related to mergers, acquisitions,
transfers of operations, and disposal of operations applicable to state and local governmental entities.
Implementation of this statement is effective fiscal year 2015.
Issued in February 2015, GASB Statement No. 72, “Fair Value Measurement and Application” addresses
accounting and financial reporting issues related to fair value measurements. The statement provides
guidance in determining the fair value measurement for financial reporting purposes. Implementation of this
statement is effective fiscal year 2016.
Issued in June 2015, GASB Statement No. 76, “The Hierarchy ofGenerally Accepted Accounting Principles
for State and Local Governments” identifies the hierarchy of generally accepted accounting principles in the
context of the current governmental financial reporting environment. The hierarchy consists of the sources of
the accounting principles used to prepare financial statements of state and local governments in conformity
with GAAP and the framework for selecting those principles. Implementation of this statement is effective
fiscal year 2016.
GASB has issued several standards related to accounting and financial reporting for pension and other
postemployment benefits (i.e. GASB Statement Nos. 68, 71, 73, 74 and 75). MICLA does not have any
employees; accordingly, these statements will not have an impact on MICLA’s financial statements.

NOTE 2 - RESTATEMENT OF NET POSITION
The accompanying financial statements contain a reduction of beginning net position at July 1, 2012, due to
the implementation of GASB Statement No. 65 to expense bond issuance costs when incurred in the amount
of $10.4 million and to increase unearned revenues for a correction of an error in the calculation of unearned
revenues of $80.0 million in the prior year. In addition, the amount of base rental income reported for fiscal
year 2013 increased by approximately $64,712.
In addition, the 2013 statement of net position was restated due to the implementation of GASB Statement
No. 65 resulting in a reclassification of the unamortized portion of the difference between the reacquisition
price and the net carrying amount of the old debts as deferred outflows of resources in the amount of $2.3
million.
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NOTE 2 - RESTATEMENT OF NET POSITION (Continued)
$

(80,070,416)
(10,390,805)
________ 64,712
(90,396,509)
89,762,802
$
(633,707)

Change in unearned revenue
Bond issuance costs
Change in rental income
Total restatement
Net Position, July 1, 2012
Net Position as restated, July 1, 2012

NOTE 3 - CASH AND INVESTMENTS
At June 30, 2014 and 2013, MICLA had the following cash and investments:
Fair Value

Investment Type

2014

Cash and Pooled Investments Held by City Treasurer
Cash and Investments with Fiscal Agents:
Investment Agreements
U.S. Sponsored Agency Issues
Mutual Funds
Subtotal
Total

$

65,507,524

$

3,612,702
39,672,848
44,104,290
87,389,840
152,897,364

2013

$

78,118,348

$

3,612,702
50,231,057
68,109,735
121,953,494
200,071,842

Cash and Pooled Investments Held by the City Treasurer

The cash balances of substantially all funds on deposit in the City Treasury are pooled and invested by the
City Treasurer for the purpose of maximizing interest earnings through pooled investment activities but safety
and liquidity still take precedence over return. Interest earned on pooled investments is allocated to the
participating funds based on each fund’s average daily deposit balance during the allocation period with all
remaining interest allocated to the General Fund. Investments in the City Treasury are stated at fair value
based on quoted market prices except for money market investments that have remaining maturities of one
year or less at time of purchase, which are reported at amortized cost.
Pursuant to California Government Code Section 53607 and the Los Angeles City Council (City Council) File
No. 94-2160, the City Treasurer shall render to the City Council a statement of investment policy (the Policy)
annually. City Council File No. 11-1740 was adopted on February 12, 2014, as the City’s investment policy.
This Policy shall remain in effect until the City Council and the Mayor approve a subsequent revision. The
Policy governs the City’s pooled investment practices. The Policy addresses soundness of financial
institutions in which the Treasurer will deposit funds and types of investment instruments permitted by
California Government Code Sections 53600-53635 and 16429.1.
Each investment transaction and the entire portfolio must comply with the California Government Code and
Policy. Examples of investments permitted by the Policy are obligations of the U.S. Treasury and
government agencies, local agency bonds, commercial paper notes, certificates of deposit (CD) placement
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NOTE 3 - CASH AND INVESTMENTS (Continued)
service, bankers’ acceptances, medium term notes, repurchase agreements, mutual funds, money market
mutual funds, and the State of California Local Agency Investment Fund.
MICLA maintains a portion of its unrestricted cash and investments in the City’s cash and investment pool
(the Pool). MICLA’s participation in the Pool program at June 30, 2014 and 2013 was $65,507,524 and
$78,118,348, respectively. MICLA’s share of the Pool program was approximately 0.75% and 0.92% at June
30, 2014 and 2013, respectively. There are no specific investments belonging to MICLA. Included in
MICLA’s portion of the Pool is the allocated investments traded at year-end that were settled in the
subsequent fiscal year. MICLA’s allocated shares for fiscal years 2014 and 2013 were $86,012 and $294,603,
respectively, and were reported as other current liabilities in the statement of net position. MICLA issues a
publicly available financial report that includes complete disclosures related to the entire cash and investment
pool. The financial report may be obtained by writing to the City of Los Angeles, Office of the Controller,
200 North Main Street, City Hall East Suite 300, Los Angeles, CA 90012 or by calling (213) 978-7200.

City of Los Angeles Securities Lending Program
The Securities Lending Program (SLP) is permitted and limited under provisions of California Government
Code Section 53601. The City Council approved the SLP on October 22, 1991 under Council File No. 91
1860, which complies with the California Government Code. The objectives of the SLP in their priority
order are: safety of loaned securities and prudent investment of cash collateral to enhance revenue from the
investment program. The SLP is governed by a separate policy and guidelines, with oversight responsibility
of the Investment Advisory Committee.
The City’s custodial bank acts as the securities lending agent. In the event a counterparty defaults by reason
of an act of insolvency, the bank shall take all actions which it deems necessary or appropriate to liquidate
permitted investment and collateral in connection with such transaction and shall make a reasonable effort for
two business days (Replacement Period) to apply the proceeds thereof to the purchase of securities identical
to the loaned securities not returned. If during the Replacement Period the collateral liquidation proceeds are
insufficient to replace any of the loaned securities not returned, the bank shall, subject to payment by the City
of the amount of any losses on any permitted investments, pay such additional amounts as necessary to make
such replacement.
Under the provisions of the SLP, and in accordance with the California Government Code, no more than 20%
of the market value of the Pool is available for lending. The City receives cash, U.S. government securities,
and federal agency issued securities as collateral on loaned securities. The cash collateral is reinvested in
securities permitted under the policy. In accordance with the Code, the securities lending agent marks to
market the value of both the collateral and the reinvestments daily. Except for open loans where either party
can terminate a lending contract on demand, term loans have a maximum life of 60 days. Earnings from
securities lending accrue to the Pool and are allocated on a pro rata basis to all Pool participants.
MICLA participates in the City’s securities lending program through the pooled investment fund. MICLA
recognizes its proportionate share of the cash collateral received for securities loaned and the related
obligation for the general investment pool. The City temporarily suspended its securities lending program in
May 2012 and resumed the lending program in December 2012. At June 30, 2014, MICLA’s portion of the
cash collateral and related obligation in the City’s program was $0.1 million. Such securities are stated at fair
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NOTE 3 - CASH AND INVESTMENTS (Continued)
value. At June 30, 2013, MICLA’s portion of the cash collateral and the related obligation in the City’s
program was $0.3 million. Such securities are stated as fair value.
During the fiscal years, collateralizations on all loaned securities were within the required 102% of market
value. The City can sell collateral securities only in the event of borrower default. The lending agent
provides indemnification for borrower default. There were no violations of legal or contractual provisions
and no borrower or lending agent default losses during the years. There was no credit risk exposure to the
City at June 30, 2014 and 2013 because the amounts owed to the borrowers exceeded the amounts borrowed.
Loaned securities are held by the City’s agents in the City’s name and are not subject to custodial credit risk.

Cash and Investments with Fiscal Agents
The investment practices of the fiscal agents that relate to MICLA’s portfolio are similar as those of the City
Treasurer, and have similar objectives.
At June 30, 2014, MICLA’s cash and investments with fiscal agents consisted of the following investments
and maturities:

Investment Type

1-30 Days

Fair Value

Investment Agreements
U.S. Sponsored Agency
Issues
Mutual Funds

$

3,612,702
39,672,848
44,104,290

44,104,290

Total

$ 87,389,840

$ 44,104,290

$

Investment Maturities
366 days to 5
31 - 365 days
years

Over 5 years

$

$3,612,702

$

$
9,173,137

30,499,711

9,173,137

$30,499,711

$3,612,702

As of June 30, 2013, MICLA’s cash and investments with fiscal agents consisted ofthe following investments
and maturities:

Investment Type

1-30 Days

Fair Value

Investment Agreements
U.S. Sponsored Agency
Issues
Mutual Funds

$

3,612,702
50,231,057
68,109,735

68,109,735

Total

$121,953,494

$ 68,109,735

$
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Investment Maturities
366 days to 5
31 - 365 days
years

Over 5 years

$

$3,612,702

$

$
9,279,208

40,951,849

9,279,208

$40,951,849

$3,612,702
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NOTE 3 - CASH AND INVESTMENTS (Continued)
Interest Rate Risk
MICLA adopts the City’s policy that limits the maturity of investments to five years for U.S. Treasury and
government securities. The policy allows funds with longer term investments horizons, to be invested in
securities that at the time of the investment have a term remaining in excess of five years, but with a
maximum final maturity of thirty years.

Credit Risk
The City’s policy requires that a mutual fund must receive the highest ranking by not less than two nationally
recognized rating agencies. At June 30, 2014 and 2013, the money market mutual funds were rated AAAm
by Standard & Poor’s, and Aaa by Moody’s. The collateralized investment contract is not rated.

NOTE 4 - ADVANCE TO THE CITY
MICLA issued lease revenue bonds and commercial paper to advance to the City $100.6 million as of June
30, 2014. These advances were utilized by the City to redeem $44.7 million in parking revenue bonds, the
repayment of $34.7 million loan arising from construction of street lighting in prior fiscal years and $21.2
million to fund the Sixth Street Viaduct project. The advances for the Sixth Street Viaduct project will be
reimbursed by the federal and state grants financing the project. The City intends to repay these advances via
future bond issuances and the future parking revenues. Approximately $25 million of these advances were
reimbursed to MICLA to redeem commercial paper during fiscal year 2014.

NOTE 5 - LEASES RECEIVABLE
As described in Note 1, MICLA derives most of its resources from financing leases with the City. Lease
payments to be received from the City are recorded as leases receivable. Lease agreements with the City have
terms ranging from 1 year to 30 years. In general, the annual lease payments are determined based on the
principal and interest payments due on MICLA's debt. During the fiscal years ended June 30, 2014 and 2013,
MICLA received $180,956,544 and $151,157,143, respectively, in lease payments from the City.
When there is an advance refunding, the project description does not change. However, the related principal
and interest payments may be modified according to the refunding debt covenant.
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NOTE 5 - LEASES RECEIVABLE (Continued)
Amounts due for commercial paper will be repaid when projects are completed and lease agreements for the
completed projects are signed with the City. At June 30, 2014, the future minimum lease payments to be
received by MICLA from the City are as follows:
Year Ending June 30,

Amount

2015
2016
2017
2018
2019
2020-2024
2025-2029
2030-2034
2035-2039
2040-2042
Total Future Minimum Lease Payments to be Received
Lease Payments for Commercial Paper
Less: Advance to the City
Less: Unearned Interest Income
Total Lease Receivable

154,552,652
135,512,455
133,142,219
132,628,315
130,700,693
492,978,616
378,684,563
302,621,718
216,736,647
14,542,872
2,092,100,750
255,881,000
(100,635,979)
(715,278,377)
1,532,067,394

$

$

At June 30, 2013, the future minimum lease payments to be received by MICLA from the City are as follows:
Year Ending June 30

Amount

2014
2015
2016
2017
2018
2019 - 2023
2024 - 2028
2029 - 2033
2034 - 2038
2039 - 2042
Total Future Minimum Lease Payments to be Received
Lease Payments for Commercial Paper
Less: Advance to the City
Less: Unearned Interest Income
Total Lease Receivable
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$

$

171,472,564
147,371,976
128,331,779
125,961,542
125,911,972
530,571,104
396,069,362
311,019,445
259,333,070
29,652,171
2,225,694,985
184,197,000
(10,784,644)
(778,791,615)
1,620,315,726
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NOTE 6 - CONSTRUCTION IN PROGRESS
The changes in construction in progress for the fiscal years ended June 30, 2014 and 2013 are as follows:

Project

2006-A
200820092009-CE
2009201020102011- A
2012-ABC
CP Notes

Project

200820092009-CE
2009201020102011- A
2012-ABC
CP Notes

Description

Capital Equipment and Real Property Acquisition
ABCapital Equipment and Real Property Acquisition
ABReal Property Acquisition
Capital Equipment and Real Property Acquisition
DReal Property Acquisition/ Improvement
ADCapital Equipment and Real Property Acquisition
CReal Property Acquisition
Real Property Acquisition/ Improvement
Capital Equipment and Real Property Acquisition
Capital Equipment and Real Property Acquisition

Description

ABCapital Equipment and Real Property Acquisition
ABReal Property Acquisition
Capital Equipment and Real Property Acquisition
DReal Property Acquisition/ Improvement
ADCapital Equipment and Real Property Acquisition
CReal Property Acquisition
Real Property Acquisition/ Improvement
Capital Equipment and Real Property Acquisition
Capital Equipment and Real Property Acquisition

Balance
July 1, 2013

$
514,087
934,774
1,066,945
5,815,163
3.632.283
1,562,796
6,643,277
8.342.284
9,158,308
$ 37,669,917

Additions

$

514,087
934,774
1,066,945
5,205,966
3,753,189
657,529
2,562,884
8,329,209
22,113,248
$ 45,137,831
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Balance
June 30, 2014

$

$

$

$

237,177
938,022
2,613,136

$

Balance
July 1, 2012

$

387,018

Reductions

3,635,249
7,810,602

Additions

$

Reductions

$

1,092,774
905,267
4,080,393
13,075
4,120,622
$ 10,212,131

Balance
June 30, 2013

$

(483,577)
(120,906)

(17,075,562)
$ (17,680,045)

387,018
514,087
934,774
1,066,945
6,052,340
3.632.283
2,500,818
9,256,413
8.342.284
12,793,557
45,480,519

$

514,087
934,774
1,066,945
5,815,163
3.632.283
1,562,796
6,643,277
8.342.284
9,158,308
37,669,917
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NOTE 7 - LONG-TERM DEBT
To finance a project, MICLA assigns its rights under leases with the City to a trustee who, in accordance with
the trust agreements, administers the projects and pays principal and interest on outstanding lease revenue
bonds and COPs. The following is a summary of debt outstanding at June 30, 2014:
Final
Project

Original Issue

Outstanding

Amount

June 30, 2014

Maturity

Interest Rate

4/1/2029
Project AK
10/1/2022
Project AS (Ref M)
6/1/2020
Project AT (Ref O)
6/1/2015
Project AV (Ref R)
6/1/2033
Project AW
Project AY (Ref S,
U, W, 2H, 3H & AA)
12/1/2014
Project 2006-A
1/1/2037
Project 2007-A
8/1/2014
Project 2007-B
8/1/2037
Project 2008-A
9/1/2026
9/1/2038
Project 2008-B
Project 2009-A
4/1/2019
Project 2009-B
4/1/2039
Project 2009-C
9/1/2019
Project 2009-D
9/1/2039
Project 2009-E
9/1/2039
11/1/2020
Project 2010-A
11/1/2020
Project 2010-B
Project 2010-C
11/1/2040
Project 2010-D
11/1/2015
10/1/2028
Project 2011-A
3/1/2022
Project 2012-A
3/1/2042
Project 2012-B
Project 2012-C
3/1/2032
6/1/2021
Project 2013-D
Subtotal Revenue Bonds and COPs

5.800%-7.250%
3.000%-5.000%
3.000%-5.500%
3.000%-5.250%
2.000%-5.000%

$

2.750%-5.000%
3.000%-5.000%
3.625%-5.000%
4.750%-5.810%
3.500%-5.000%
3.000%-5.000%
3.000%-5.250%
3.000%-5.500%
2.000%-5.000%
6.490%-7.757%
4.625%-6.000%
3.000%-5.000%
1.647%-6.165%
1.647%-7.842%
3.000%-5.000%
4.257%
2.000% - 5.000%
2.000% - 5.000%
1.500% - 5.000%
2.79%

46.395.000
448.595.000
106.900.000
221.135.000
105.090.000
43.790.000
57.930.000
52.065.000
40.095.000
21.300.000
56.665.000
30.355.000
49.315.000
18.170.000
18.705.000
11.920.000
92.635.000
33.975.000
109.730.000
39,795,479
$1,765,280,479

43,210,000
7,655,000
30.305.000
43.330.000
36.220.000

$

32,370,000
3.275.000
28.520.000
4.610.000
27.335.000
45,000
407.655.000
17.435.000
193.295.000
83.365.000
39.835.000
31.690.000
47.325.000
25.675.000
19.695.000
53.160.000
22.415.000
36.575.000
17.495.000
5.575.000
9.990.000
80.625.000
32.485.000
98.135.000
34,672,887
1,353,252,887

255,881,000
1,609,133,887
32,765,220
(866,058)
$1,641,033,049

Commercial Paper Notes
Total
Unamortized Bond Premium
Unamortized Bond Discount
Net Revenue Bonds, COPs and CP Notes
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NOTE 7 - LONG-TERM DEBT (Continued)
The following is a summary of debt outstanding at June 30, 2013:

Project

Final
Maturity

9/1/2013
Project AJ (Ref Z)
4/1/2029
Project AK
9/1/2013
Project AO
9/1/2013
Project AP (Ref AI)
10/1/2022
Project AS (Ref M)
6/1/2020
Project AT (Ref O)
6/1/2015
Project AV (Ref R)
Project AW
6/1/2033
Project AX
4/1/2014
Project AY (Ref S,
12/1/2014
U, W, 2H, 3H & AA)
1/1/2037
Project 2006-A
8/1/2014
Project 2007-A
8/1/2037
Project 2007-B
9/1/2026
Project 2008-A
9/1/2038
Project 2008-B
4/1/2019
Project 2009-A
4/1/2039
Project 2009-B
Project 2009-C
9/1/2019
Project 2009-D
9/1/2039
Project 2009-E
9/1/2039
Project 2010-A
11/1/2020
Project 2010-B
11/1/2020
Project 2010-C
11/1/2040
Project 2010-D
11/1/2015
10/1/2028
Project 2011-A
3/1/2022
Project 2012-A
Project 2012-B
3/1/2042
3/1/2032
Project 2012-C
Subtotal Revenue Bonds and COPs
Commercial Paper Notes

Interest Rate
4.000%-4.600%
5.800%-7.250%
3.000%-4.000%
5.000%-5.250%
3.000%-5.000%
3.000%-5.500%
3.000%-5.250%
2.000%-5.000%
2.000%-5.500%
2.750%-5.000%
3.000%-5.000%
3.625%-5.000%
4.750%-5.810%
3.500%-5.000%
3.000%-5.000%
3.000%-5.250%
3.000%-5.500%
2.000%-5.000%
6.490%-7.757%
4.625%-6.000%
3.000%-5.000%
1.647%-6.165%
1.647%-7.842%
3.000%-5.000%
4.257%
2.000% - 5.000%
2.000% - 5.000%
1.500% - 5.000%

Original Issue
Amount
$

65.040.000
43.210.000
52.325.000
16.320.000
7,655,000
30.305.000
43.330.000
36.220.000
64.170.000

Restated
Outstanding
June 30, 2013
$

5.610.000
33.555.000
6.140.000
8.340.000
3.640.000
28.720.000
8.990.000
28.270.000
3.430.000

46.395.000
448.595.000
106.900.000
221.135.000
105.090.000
43.790.000
57.930.000
52.065.000
40.095.000
21.300.000
56.665.000
30.355.000
49.315.000
18.170.000
18.705.000
11.920.000
92.635.000
33.975.000
109.730.000

180,000
417.330.000
34.070.000
197.345.000
88.020.000
40.680.000
37.265.000
48.295.000
29.425.000
20.115.000
54.105.000
25.150.000
40.930.000
17.725.000
8,535,000
10.625.000
88.750.000
33.095.000
103.490.000

$1,923,340,000

1,421,825,000
184,197,000
1,606,022,000
38,147,745
(921,875)

Total
Unamortized Bond Premium
Unamortized Bond Discount

$1,643,247,870

Net Revenue Bonds, COPs and CP Notes
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NOTE 7 - LONG-TERM DEBT (Continued)
Certain COPs and bonds are subject to optional redemption prior to maturity. They are subject to mandatory
redemption prior to stated maturities, without premium, in the event the City defaults on its obligations under
the lease agreements and the trustees elect to terminate the lease agreements. Maturity dates range from 1 year
to 30 years. Interest rates range from 1.5% to 7.84%.
In the event of default and termination, the trustees may sell or otherwise dispose of property for cash and
apply the proceeds to the redemption of the COPs and bonds then outstanding.
The following is a summary of the changes in long-term debt for the year ended June 30, 2014:
Restated Balance
July 1, 2013

Revenue Bonds

$

Certificates of Participation

$

184,197,000

Unamortized Premium

109,684,000

$

1,643,247,870

$

Certificates of Participation

1,451,685,000

$

149,479,479

$

Additions

$

$

1,712,108,556

(38,000,000)

255,881,000
_

(151,694,300)

$

$

1,352,750,000

$

89,518,303

Amounts Due
Within One Year

$

69,075,000

97,195,000
6,050,000

38,147,745

56,569
43,000,000

(866,058)
1,641,033,049

Restated Balance
June 30, 2013

(5,442,255)
$

2,655,000

32,765,220

55,817

(98,935,000)

86,863,303

184,197,000

(978,444)
$

$

1,290,227,887
63,025,000

43,000,000

43.590.000

Unamortized Discount

$

(6,050,000)

(7,540,000)

141,197,000

Unamortized Premium

Amounts Due
Within One Year

Retirements

76.615.000

Commercial Paper Notes

(102,317,592)

Balance June 30, 2014

(5,382,525)

(921,875)

Restated Balance
July 1, 2012

Total

$

38,147,745

Unamortized Discount

Revenue Bonds

39,795,479

Retirements

69,075,000

Commercial Paper Notes

Total

1,352,750,000

Additions

$

(111,860,686)

(921,875)
$

1,643,247,870

$

103,245,000

Commercial Paper Notes
In April 2004, the Mayor and City Council approved a $200.0 million MICLA Commercial Paper Lease
Financing Program (Program). The Mayor and City Council increased the Program by $100.0 million in
December 2009 and by an additional $35.0 million in June 2013 for a total of $335.0 million. This program
supplements the MICLA capital equipment and real property lease program, and allows MICLA to access
financial markets quickly; to obtain flexible, short-term maturities; to borrow only those amounts needed as
invoices are received; and to borrow at more favorable rates. The notes issued mature at a specific time
between one and 270 days of issuance. Upon maturity, they are either re-sold in the open market or
refinanced with longer-term bonds. As a security to the notes, the City and MICLA entered into an assettransfer lease agreement on certain capital assets with a carrying net book value as of June 30, 2014 of $133.6
million and estimated fair value of $365.8 million.
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NOTE 7 - LONG-TERM DEBT (Continued)
The notes are further secured by direct-pay letters of credit (LOCs) from four commercial banks. Should the
City draw on the LOCs and not repay the advance within ninety days, the advance is converted to a term loan
with quarterly payments due for five years at interest rates ranging from 9.5% to 1.0% in addition to the
highest rate per annum borne by any outstanding note in the continuing event of default. Since these
commercial paper notes are secured by LOCs with expiration dates in excess of one year after June 30, 2014,
the City reported these commercial paper notes as long-term liabilities. MICLA pays a quarterly nonrefundable facility fee corresponding to a specified level associated with the applicable lowest long-term
rating assigned by Moody’s and S&P to the City’s unenhanced lease obligation debt. The primary terms of
the LOCs are as follows:

Series
Series A-1/B-1
Series A-2/B-2*
Series A-3/B-3

Outstanding
Amount

Authorized
Amount
$

Series A-4/B-4

130,000
107,500
47,500

$

50,000

114,469
77,434
28,000
35,978

LOC Fee Rate
0.57%
0.56%
0.50% (utilized)
0.20% (unutilized)
0.58%

Expriation
Date
2/24/2016
6/13/2016
6/13/2016
6/13/2016

* includes callable and non-callable rates

At June 30, 2014, outstanding commercial paper notes amounted to $255.9 million with interest rates ranging
from 0.06% to 0.15%.

Build America and Qualified Energy Conservation Bonds
MICLA has designated Series 2009-D, Series 2010-B, and Series 2010-C as “Recovery Zone Economic
Development Bonds” and Series 2011-A as a “Qualified Energy Conservation Bond” under the provisions of
the American Recovery and Reinvestment Act of 2009. MICLA expects to receive a direct subsidy of 45%
and 70% of the interest due to bondholders from the United States Treasury for “Recovery Zone Economic
Development Bonds” and “Qualified Energy Conservation Bond”, respectively. As of June 30, 2014 and
2013, MICLA recorded $2.3 million and $3.0 million of the interest subsidy as revenues on the Statement of
Revenues, Expenses and Changes in Net Position. Due to the actions by Congress relative to sequestration on
March 1 2013, the subsidy amount of the interest due to bondholders was reduced by 7.2% to 8.7%. It is
uncertain when MICLA will start receiving the full subsidy from the United States Treasury.

Outstanding Prior Year Defeasances
In prior years, MICLA defeased various bonds and certificates of participation by placing the proceeds of the
new obligations in irrevocable trust accounts to provide for all future debt service payments on the old
certificates. Accordingly, the trust account assets and the liability for the defeased obligations are not included
in MICLA’s financial statements. At June 30, 2014, there were no defeased bonds outstanding. At June 30,
2013 MICLA had defeased debt amounting to $11.5 million which was redeemed in April 2014.
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NOTE 8 - RESTRICTED COVENANTS
The agreements authorizing the issuance of MICLA’s outstanding debt include certain covenants pertaining to
the disposition of bond proceeds for the construction and acquisition of assets and the redemption of bonds
and COPs. The amount of cash and investments restricted for such purposes at June 30, 2014 for each of the
outstanding debt issues is as follows:
Acquisition

Project

I
AK
AO
AW

$

6,508,560
3,612,702

$

2,910,228
2,229,757
880,376

AX

AY
CP
AR2
3T
2006AB
2007A
2008AB
2009A
2009B
2009C
2009D
2009E
2010A
2010B
2010C
2010D
2011A
2012AB
2012C
Grand Total

Debt Redemption

652,146
1,292,223

48,668,114
18,135
5,171
518,813

9,349,075
1,069
12,396,693
5,870,267
3,542,179
4,314,892
1,348,219
4,225,071
3,272,360
2,799,829
1,031,517
1,999,174
4
12,638,870
10,305,233
87,389,840

322

5,147,613

1,167,686
2,831,753
3,358,441
872
$

65,507,524

$
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Total

6,508,560
3,612,702
2,910,228
2,229,757
880,376
652,146
49,960,337
18,135
5,171
9,867,888
1,069
12,397,015
5,870,267
3,542,179
4,314,892
6,495,832
4,225,071
3,272,360
3,967,515
3,863,270
1,999,174
3,358,445
12,639,742
10,305,233
$ 152,897,364
$
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NOTE 8 - RESTRICTED COVENANTS (Continued)
The amount of cash and investments restricted for such purposes at June 30, 2013 for each of the outstanding
debt issues is as follows:
Acquisition

Project

I
P
3T
AK
AO
AR2
AW
AX
AY
2006AB
2007B
2008AB
2009A
2009B
2009C
2009D
2009E
2010A
2010B
2010C
2010D
2011A
2012AB
2012C
CP Notes
ARRA CP Notes

$

Total

$

Debt Redemption
$

6,580,820
20,400,937

311,753
3,923,153
8,659,132
1,093,247
2,229,750
5,855,550
790,294
9,578,850
2,211
12,371,724
5,864,016
3,537,868
4,210,955
1,315,745
4,123,287
3,272,364
2,799,837
1,031,502
1,999,176
1,019,836
12,683,199
10,321,820
8,039,341

873,613
563,042
80,265

6,696,013

2,154,785
3,866,369
5,930,031

17,727,755
30,163,602
78,119,607

$
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121,952,235

Total
$

6,580,820
20,400,937
311,753
3,923,153
8,659,132
1,093,247
2,229,750
6,729,163
790,294
10,141,892
2,211
12,451,989
5,864,016
3,537,868
4,210,955
8,011,758
4,123,287
3,272,364
4,954,622
4,897,871
1,999,176
6,949,867
12,683,199
10,321,820
25,767,096
30,163,602

$ 200,071,842
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NOTE 9 - DESCRIPTION OF EXISTING OUTSTANDING DEBT ISSUES
Project AJ - Provides for the advance refunding of the outstanding MICLA Special Tax Lease Revenue
Bonds Series B (Project Z) dated March 7, 1996. The bonds were issued in April 1999 for approximately $65
million.
Project AK - Provides financing for the acquisition of real property to construct the Hollywood and Highland
Theater Project. The bonds were issued in May 1999 for approximately $43.2 million.
Project AO - Provides for the financing of the acquisition of certain capital equipment for Police Emergency
Command Control Communication System. The bonds were issued in February 2002 for approximately
$52.3 million.
Project AP - Provides for the partial refunding of the Police Emergency Command Control Communication
System Series D (Project AI) in the aggregate principal amount of approximately $17.2 million. The bonds
were issued in March 2002 for approximately $16.3 million.
Project AS - Provides for advance refunding of Project M (improvement of Pershing Square) in the aggregate
principal amount of approximately $7.3 million. The bonds were issued in April 2002 for approximately $7.7
million.
Project AT - Provides for advance refunding of Project O (Refunding Series 1993-A) in the aggregate
principal amount of approximately $29.5 million. The bonds were issued in April 2002 for approximately
$30.3 million.
Project AV - Provides for the advance refunding of MICLA’s outstanding leasehold refunding revenue
bonds, 1993 Series B (Project R) in the aggregate principal amount of approximately $44.7 million. The
bonds were issued in March 2003 for approximately $43.3 million.
Project AW - Provides financing for the acquisition of an office building complex located on real property
owned by the City and the financing of design costs for the City’s police headquarters. The bonds were
issued in May 2003 for approximately $36.2 million.
Project AX - Provides financing for the acquisition of various capital equipment and vehicles. The bonds
were issued in April 2004 for approximately $64.2 million.
Project AY - Provides for advance and current refunding of approximately $48.6 million in aggregate
principal amount of certain outstanding certificates of participation previously issued in connection with
projects S, U, W, 2H, AA, and 3H. The bonds were issued in May 2005 for approximately $46.4 million.
Project 2006-A - Provides for financing and refinancing a portion of construction costs for the City’s new
police headquarters and financing a portion of the acquisition and renovation costs of the Public Works
building. The bonds were issued in December 2006 for approximately $448.6 million.
Project 2007-A - Provides for refinancing, through the redemption of outstanding commercial paper notes to
MICLA, costs associated with the acquisition of certain capital equipment used by the City. The bonds were
issued in July 2007 for approximately $106.9 million.
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NOTE 9 - DESCRIPTION OF EXISTING OUTSTANDING DEBT ISSUES (Continued)
Project 2007-B - Provides for financing the costs of acquisition of an office building complex and parking
structure (“Figueroa Plaza”) occupied by certain City departments and other tenants. The bonds 2007-B1 and
2007-B2, were issued in July 2007 for approximately $169.1 million and $52.1 million, respectively.
Project 2008-A - Provides for reimbursing the City and refinancing, through the retirement of outstanding
commercial paper notes of MICLA, costs associated with the acquisition of certain capital equipment used by
the City. The bonds were issued in August 2008 for approximately $105.1 million.
Project 2008-B - Provides for refinancing, through the retirement of outstanding commercial paper notes of
MICLA, costs of acquisition of certain real property sites and improvements thereon occupied by certain City
departments and other tenants. The bonds were issued in August 2008 for approximately $43.8 million.
Project 2009-A - Provides for refinancing, through the retirement of outstanding commercial paper notes of
MICLA, costs associated with the acquisition of certain capital equipment utilized by the City. The bonds
were issued in April 2009 for approximately $57.9 million.
Project 2009-B - Provides for refinancing, through the retirement of outstanding commercial paper notes of
MICLA, costs of improvements to certain real property occupied by certain City departments. The bonds
were issued in April 2009 for approximately $52.1 million.
Project 2009-C - Provides for refinancing costs associated with certain capital equipment used by the City.
The bonds were issued in December 2009 for approximately $40.1 million.
Project 2009-D - Provides for financing the costs of acquisition, construction, and improvement of certain
real property occupied by certain City Departments. The bonds were issued as qualified Recovery Zone
Economic Development Bonds, taxable bonds that qualify the City to receive from the United States Treasury
on each interest payment date a direct payment equivalent to 45% of interest payable by the City. The bonds
were issued in December 2009 for approximately $21.3 million.
Project 2009-E - Provides for refinancing costs of improvements to certain real property, portions of which
are occupied by certain City Departments. The bonds were issued in December 2009 for approximately $56.7
million.
Project 2010-A - Provides for refinancing, through the retirement of outstanding commercial paper notes of
MICLA, costs associated with the acquisition of certain capital equipment used by the City. The bonds were
issued in November 2010 for approximately $30.4 million.
Project 2010-B - Provides for refinancing, through the retirement of outstanding commercial paper notes of
MICLA, costs associated with the acquisition of certain capital equipment used by the City. The bonds were
issued as taxable Recovery Zone Economic Development Bonds. The City may elect to receive from the
United States Treasury on each interest payment date a direct payment equivalent to 45% of interest payable
by the City. The bonds were issued in November 2010 for approximately $49.3 million.
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NOTE 9 - DESCRIPTION OF EXISTING OUTSTANDING DEBT ISSUES (Continued)
Project 2010-C - Provides for financing and refinancing, through the retirement of outstanding commercial
paper notes of MICLA, costs of construction and improvements to certain real property occupied by certain
City departments. The bonds were issued as taxable Recovery Zone Economic Development Bonds. The
City may elect to receive from the United States Treasury on each interest payment date a direct payment
equivalent to 45% of interest payable by the City. The bonds were issued in November 2010 for
approximately $18.2 million.
Project 2010-D Provides for the current refunding of all or a portion of outstanding certificates of
participation issued for projects AC, AE and AL. The bonds were issued in November 2010 for
approximately $18.7 million.
Project 2011-A - Provides financing for the energy retrofit of the 52 buildings located throughout the City
utilizing a portion of the City’s $37.7 million Qualified Energy Conservation Bond Program (QECB)
allocation received as part of the American Recovery and Reinvestment Act of 2009 (ARRA). The bonds
were issued in October 2011 for approximately $11.9 million.
Project 2012-A - Provides for refinancing the costs of acquisition of various items of capital equipment used
by the City. The bonds were issued in May 2012 for approximately $92.6 million.
Project 2012-B - Provides for refinancing the costs of construction and improvement of certain real property
occupied by the City. The bonds were issued in May 2012 for approximately $34.0 million.
Project 2012-C - Provides for refunding certain outstanding certificates of participation issued for projects
AQ, AR, AR2, AU and 3T. The bonds were issued in May 2012 for approximately $109.7 million.
Project 2013-D - Provides for refunding various existing loans of the Bureau of Street Lighting (BSL). The
bonds were issued in September 2013 for approximately $39.8 million.

NOTE 10 - SUBSEQUENT EVENTS
Indebtedness
Subsequent to June 30, 2014, MICLA issued the debt below to finance the acquisition and improvement to
properties and the acquisition of capital equipment. These debts are paid from the City’s General Fund as
lease payments for the projects.
Issue Date

Description

September 24,
2014
September 24,
2014
November 19,
2014

MICLA Lease Revenue Bonds Series 2014
A (Real Property)_______________________
MICLA Lease Revenue Bonds Series 2014 B
(Real Property)_________________________
MICLA Capital Equipment Lease Purchase
(Private Placement)_____________________

Amount (in
millions)
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Interest Rate
____ (%)_____

$41.8

2.000-5.000%

51.7

2.000-5.000%

67.3

2.0651%
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Sacramento
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Independent Auditor’s 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

Oakland
Century City
Newport Beach

Honorable Members of the City Council
Municipal Improvement Corporation of Los Angeles
Los Angeles, 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 Municipal
Improvement Corporation of Los Angeles (MICLA), a component unit of the City of Los Angeles (City),
as of and for the fiscal year ended June 30, 2014, and the related notes to the financial statements, which
collectively comprise MICLA’s basic financial statements, and have issued our report thereon dated July
17, 2015.
Internal Control over Financial Reporting

In planning and performing our audit of the financial statements as of and for the fiscal year ended June
30, 2014, we considered MICLA’s internal control over financial reporting (internal control) to determine
the audit procedures that are appropriate in the circumstances for the purpose of expressing our opinion
on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
MICLA’s internal control. Accordingly, we do not express an opinion on the effectiveness of the
MICLA’s internal control.
Our consideration of internal control was for the limited purpose described in the preceding paragraph
and was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were
not identified. However, as described in the accompanying schedule of finding and management’s
response, we identified a deficiency in internal control that we consider to be a material weakness.
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. We
consider the deficiency described in the accompanying schedule of finding and management’s response
as item 2014-001 to be a material weakness.

www.mgocpa.com

San Diego
Seattle

Compliance and Other Matters

As part of obtaining reasonable assurance about whether MICLA’s financial statements are free from
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.
MICLA’s Response to Finding

MICLA’s response to the finding identified in our audit is described in the accompanying schedule of
finding and management’s response. MICLA’s response was not subjected to the auditing procedures
applied in the audit of the financial statements and, accordingly, we express no opinion on it.
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 in considering the entity’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

(yk! £

l /^P

Los Angeles, California
July 17, 2015
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2014-001 - Reconciliation of Unearned Revenue
Condition:

Our audit procedures identified that there was a lack of adequate documentation supporting the unearned
revenue balance at fiscal year-end. We believe the main factor contributing to this deficiency is the lack
of a reconciliation performed at year-end. The City subsequently performed a reconciliation of the
unearned revenue balance resulting in a correction of an error of approximately $80.1 million to
retroactively reduce MICLA’s net position as of July 1, 2012 in the financial statements.
Recommendation:

We recommend that procedures be established to ensure that unearned revenues are reconciled at yearend. This procedure will assist in ensuring the accuracy of unearned revenues for financial reporting.
Management’s Response:

The City’s procedures for reporting of unearned revenues had been in place since implementation of
Governmental Accounting Standards Board (GASB) Statement No. 34. The City has established an
appropriate reconciliation procedure for MICLA unearned revenues as reflected in the MICLA June 30,
2014 and 2013 financial statements.
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