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NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued}

2. Measurement Focus, Basis of Accounting and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when earned,
and expenses are recorded when a liability is incurred, regardiess of the timing of related cash
flows. Grants are recognized as revenue as soon as all eligibility requirements have been met

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurabie and available. Revenues are considered to be available when
they are collectible within the current period or soon encugh thereafter to pay liabilities of the
current period. For this purpose, MVLS considers revenues to be avaitable if they are collected
within 60 days of the end of the current fiscal period. Expenditures generally are recorded when
a liability is incurred, as under accrual accounting.

investment income, contributions and grants associated with the current fiscal period are
considered to be susceptible to accrual, and so have been recognized as revenue of the current
fiscal period. All other revenue items are considered to be measurable and available only when
cash is received by MVLS.

MVLS reports the following major governmental fund

General Fund - this fund is established to account for resources devoted to administration of the
activities of MVLS.

Amounts reported as program revenues include. 1) charges to customers for services provided
to member hbraries, 2) federal and state operating grants and 3) membership contributions.
Internally dedicated resources are reported as general revenues rather than as program
revenues. When both restricted and unrestncted resources are available for use, it is MVLS
policy to use restricted resources first, then unresiricted resources as needed.

F. Capital Assets

The Library System donated or junked all of its assets last year and does not maintain a physical office.
All administrative and operational functions are now contracted out to North Bay Cooperative Library
System.

G. Service Fees
MVLS receives Transaction Based Reimbursement {TBR) from the State Department of Finance. TBR
money is received for loaning items from one jurisdiction to another per the California Library Services Act
(CLSA).

H. Member Contributions

MVLS collected contributions from its members based on a member share formula. The formula
determines contribution rates based on each library’s percentage of volume share and reference
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NOTE 6—CASH AND INVESTMENTS

Investment in the Sonoma County Treasurer’s Investment Pool

The Library’s cash is pooled with the Sonoma County Treasurer, who acts as a disbursing agent for MVLS. If
material, the fair value of the Library’s investment in this pool is reported in the financial statements at amounts
pased upon the Library's pro-rata share of the fair value provided by the Treasury Pool for the entire Treasury
Pool portfolio (in relation to the amortized cost of that portfolio). The balance available for withdrawal is based on
accounting records maintained by the Treasury Pool, which are recorded on an amortized cost basis. Interest
earned on investments pooled with the County is allocated quarterly to the appropriate fund based on ifs
respective average daily balance for that quarter. The Treasury Oversight Committee has regulatory oversight for
all monies deposited into the Treasury Pool.

As of June 30, 2008, the Library's share of the decrease in fair value of investments was not material,

Investment Guidelines

The Library’s pooted cash and investments are invested pursuant to investment policy guidelines established by
the County Treasurer and approved by the Board of Supervisors. The objectives of the policy are, in order of
priority: safety of capital, liquidity and maximum rate of return. The policy addresses the soundness of financial
institutions in which the County will deposit funds, types of investment instruments as permitted by the California
Government Code 53601, and the percentage of the portfolio that may be invested in certain instruments with
longer terms to maturity.

A copy of the Treasury Pool invesiment policy is available upon request from the Sonoma County Treasurer at
585 Fiscal Drive, Room 100-F, Santa Rosa, California, 95403-2871.

Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an
investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its fair vaiue is to
changes in market interest rates. As a means of limiting its exposure to fair value losses arising from rising
interest rates, one of the ways that the Treasury Pool manages it's exposure to Interest rate risk is by purchasing
a combination of shorter term and longer term investments and by timing cash flows from maturities so that a
partion of the portfoiio is maturing or coming close to matunng evenly over time as necessary to provide the cash
flow and liguidity needed for operations.

As of June 30, 2008, approximately 66 percent of the securities in the Treasury Pool had maturities of one year or
less. Of the remainder, only 2.68 percent had a maturity of more than five years.

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its abligation to the holder of the
investment. This is measured by the assignment of a rating by a nationally recognized statistical rating
organization. The Treasury Pool does not have a rating provided by a nationally recognized statistical rating
organization.















Larry D. [ohnson

Certified Public Accountant

REPORT ON INTERNAL CONTROL OVER FINANCIALREPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Council of Librarians
Mountain Valley Library System

I have audited the financial statements of the governmental activities, and the major fund of the Mountain Valley
Library System as of and for the fiscal year ended June 30, 2008, which collectively comprise the Mountain Valley
Library System's basic financial statements and have issued my report thereon dated September 30, 2008. |
conducted my 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 Generat of the United States.

Internal Control over Financial Reporting

In planning and performing my audit, | considered Mountain Valley Library System's internal control over financial
reporting as a basis for designing my auditing procedures for the purpose of expressing my opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of Mountain Valley
Library System's internal control over financial reporting. Accordingly, | do not express an opinion on the
effectiveness of Mountain Valley Library System’s internal control over financial reporting.

A control deficiency 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 misstatements on a timely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects
Mountain Valley Library System’s ability to initiate, authorize, record, process, or report financial data reliably in
accordance with generally accepted accounting principles such that there is more than a remote likelihcod that a
misstatemnent of Mountain Valley Library System's statements that is more than inconsequential will not be
prevented or detected by Mountain Valley Library System'’s internal control.

A matenal weakness is a significant deficiency, or combination of significant deficiencies, that results in more than
a remote likelihood that a material misstatement of the financial statements will not be prevented or detected by
Mountain Valley Library System’s internal control.

My consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. | did not identify any deficiencies in internal control over financial
reporting that | consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Mountain Valley Library System’s financial statements

are free of matenal misstatement, | 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
16
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