
Finance Committee - ( 2016) 

Barbara Spector, Council Member

Steve Leonardis, Council Member

MEETING CALLED TO ORDER

ROLL CALL

TOWN OF LOS GATOS

SPECIAL MEETING

TOWN COUNCIL FINANCE COMMITTEE

AGENDA

TOWN COUNCIL CHAMBERS

110 EAST MAIN STREET

November 21, 2016 - 4: 00 P.M. 

VERBAL COMMUNICATIONS (Three minute time limit) 

AGENDAITEMS

The reportsfor each item are provided in the order of the agenda) 

1. Approval of April 28, 2016 Council Finance Committee Meeting Minutes

2. Recommendation to the Town Council to Receive the First Quarter Investment

Report (July through September 2016) for Fiscal Year 2016/ 17 and Accept the

Reconciled Demand Account Balances ( February through June 2016) as Restated
for June 30, 2016

Recommendation to the Town Council to Receive the Fiscal Year 2016/ 17 First

Quarter Budget Performance and Status Report for the Period July 1, 2016 — 
September 30, 2016

ADJOURNMENT

cc: Post ( also posted on Town Web) 

Town Council

In compliance with the Americans with Disabilities Act, if you need special assistance to participate in this meeting, please
contact the Town Manager' s Office at (408) 354 -6834. Notification 48 hours before the meeting will enable the Town to make

reasonable arrangements to ensure accessibility to this meeting [28 CFR § 35. 102- 35. 1041



TOWN OF LOS GATOS MEETING DATE: 11/ 21/ 2016

FINANCE COMMITTEE REPORT VERBAL COMMUNICATION

DATE: NOVEMBER 21, 2016

TO: COUNCIL FINANCE COMMITTEE

FROM: LAUREL PREVETTI, TOWN MANAGER

REMARKS: 

Attachment 1 contains correspondence received addressing the Finance Committee unrelated
to the agenda topics. 

Attachments

1. Public comment received before 11 a. m. on November 21, 2016. 

PREPARED BY: STEPHEN CONWAY

FINANCE DIRECTOR

Reviewed by: Town Manager, Interim Assistant Town Manager

110 E. Main Street Los Gatos, CA 95030 • 408- 354 -6832

www. losgatosca. gov



November 20, 2016

RE: Misstatement of the 2015 CAFR

Dear Council Finance Committee, 

After a number of months of working with Mr. Conway, Mr. Conway now agrees with me that the Town

did not properly apply GASB 54 to the 2015 CAFR. GASB 54 was issued in February 2009 and became
effective for CAFRs ending June 30, 2011. 1 have attached a summary statement of GASB 54, which
specifically addresses the goals of GASB 54, the disclosure requirements placed on governments, and
the importance of proper classification of stabilization and economic uncertainty arrangements. 

The AICPA defines a misstatement for purposes of generally accepted auditing standards as a difference
between the amount, classification, presentation, or disclosure of a reported financial statement item

and the amount, classification, presentation, or disclosure that is required for the item to be presented

fairly in accordance with the applicable financial reporting framework. Misstatements can arise from
fraud or error. 

In the case of the Town' s 2015 CAFR, the non - spendable, restricted, committed, assigned and

unassigned general fund balance categories have been incorrectly classified and presented, and do not

comply with the applicable financial reporting framework as defined by GASB 54. Therefore, the 2015
CAFR contains a misstatement that needs to be addressed. 

So, what should be done at this point? Here are my thoughts /suggestions that hopefully Council Finance

Committee will immediately address. 

Immediately determine whether the financial statements need revision and how management

intends to address the misstatement

The preparation and fair presentation of the Town' s financial statements in accordance with generally

accepted accounting principles is the responsibility of Town management. Ultimately the Town Council
is charged with the overall governance and oversight to ensure that management is taking the necessary

steps to comply with these duties. Contrary to Mr. Conway' s assertion to me that there is no
requirement to re -issue the June 30, 2015 CAFR, this is a decision that can only be made by those

charged with governance, namely the Town Council. After all, the Town Council passed a resolution

officially accepting the 2015 CAFR in March, 2016. 

1 would suggest that the Town Council meet as quickly as possible with the independent auditors, 

Chavan and Associates, and review with them the relevant facts regarding the misstatement. Statement

of Auditing Standard AU -C Section 560.15 clearly outlines the responsibility of the auditor including
discussing the matter with those charged with governance ( i. e. the Town Council) and determining
whether the financial statements need revision and, if so, how management intends to address the

matter in the financial statements. 

Mr. Conway has also asserted to me that there is no requirement to re -issue the June 30, 2016 CAFR
because the issuance of the new CAFR is " imminent ". This may not be correct. If the Town maintains its

traditional date for releasing the CAFR ( i. e. approval by the Town Council passing a resolution), which
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historically has occurred in early March, the release date is over 90 days away. This does not meet any
reasonable definition of "imminent ". 

Setting this aside, the larger concern I have arises from the public statements made by then Mayor
Spector and Mr. Conway concerning the accuracy of the 2015 CAFR at the November 1, 2016 Town
Council meeting. To even the most casual observer, the very clear implication of all of the statements
made was that the CAFR is free of misstatements. Unfortunately at that time, Mr. Conway was fully
aware of one misstatement in the 2015 CAFR regarding the classification of compensated absences. 

Subsequent to the November 1 Town Council meeting, Mr. Conway became aware of additional

misstatements that total $10,800,000 being improperly classified. 

Given this fact pattern, to not notify anyone who is now relying or who is likely to rely on these financial
statements of such, would appear to be a violation of AU -C 560. Again, I am not an attorney but it seems

to me that the Town may also have a legal obligation to immediately notify anyone using the 2015 CAFR
that there is a misstatement given the very recent public statements made then Mayor Spector and Mr. 

Conway. 

It is the responsibility of the governing body to determine the appropriate next steps not the Town
Staff. 

Determine the correct reporting of the 2015 general fund balance for the non - spendable, restricted, 

committed, assigned and unassigned categories. 

It is still unclear to me if Staff fully understands the proper amounts to be classified as non - spendable, 
restricted, committed, assigned and unassigned. Again, my conclusions are solely based on the

information that I have been provided by Staff. It is completely possible that I may have misunderstood
the information provided. 

Let me start with the compensated absences and the proper classification as " assigned ". Mr. Conway

has agreed that this amount should be included in the " assigned" category, which is consistent with

prior year' s treatment. Mr. Conway also confirmed to me that the balance of Compensated Absences
Fund ( Fund 961) at June 30, 2015 was $2, 176,892. As such this is the amount which should be classified

in the "assigned" category. 

Mr. Conway also confirmed to me that there is a $ 159,000 long term loan receivable to the "Open Door
Rehab" that was not considered " currently available" and was thus omitted from the general fund CAFR. 
To reconcile to the $2, 017,892 that was reported in the " unassigned" category, Staff reduced the

Compensated Absences fund by the amount of this long term receivable, thus netting to the reported

2, 017,892. This is clearly incorrect accounting. 

While I am not entirely sure of this, I believe the proper accounting would be to record in the fund
balance the long term receivable of $159,000 as " non- spendable ", record in the fund balance the full

2, 176,892 of compensated absences as " assigned" and to balance the general fund balance with a

negative amount of $318,000 as " unassigned ". This needs to be clarified. 

Regarding the Economic Uncertainty and the Revenue Stabilization amounts, I agree that the
appropriate classification should be " committed ". By moving these items from the "assigned" category, 



that category will be reduced by a total of $10, 800,000 with the " committed" category increasing by
10,800,000. 

In summary, management should prepare for the Town Council a revised 2015 government funds
balance sheet which reflects the proper implementation of GASB 54. The Town Council will need this to

fully understand the impact of the misstatements and to help in their decision as to whether or not
revised financial statements should be issued. 

Have the Town Manager, the Director of Finance and Town Attorney attend a continuing education

program to ensure everyone understands the requirements of GASB 54

It is apparent to me, having met with every member of the Town Council, that the governing body

responsible for oversight does not have an appropriate understanding of the requirements of GASB 54. 

GASB 54 requires governments to classify and report amounts in the appropriate fund balance

classifications by applying their accounting policies that determine whether restricted, committed, 
assigned and unassigned are considered to have been spent. The disclosure of these policies in the notes

to the financial statements is required. 

I believe that the Town Council has not been properly informed of GASB 54 and furthermore is

potentially unaware of the existing GASB 54 Fund Balance Policy that the Town adopted in June 2012. 

I have attached a copy of that policy for your review (see attached GASB 54 Fund Balance Policy). 

This has led to the Town Council reclassifying approximately $ lm that had been previously assigned to
post- retirement medical and compensated absences to a capital improvement program without any

meaningful discussion as to why the intent to spend had changed. 

Another example is the resolution that was passed on May 17, 2016 to establish a new general fund

reserve policy does not comply with GASB 54 (see attached copy — general fund reserve policy). The

policy states that the general fund reserves are classified into two categories — restricted and

designated. This does not conform to the classifications outlined in GASB 54 nor does it comply with

the Town' s existing GASB 54 Fund Balance Policy. The May 17, 2016 policy repeatedly references
designated reserves" but gives us no information as to whether these reserves are restricted, 

committed, assigned or unassigned. It is clear that the two policies are in conflict with one another and

provides the Town Council with no meaningful guidance as to how to classify fund balances that can

be consistently applied. 

Furthermore, the May 17, 2016 policy is unclear as to whether the Town Council intended for the
CalPERS Reserve to be committed as opposed to merely assigned. This needs to be addressed to avoid

any confusion going forward. 

In conclusion, it is constructive that Mr. Conway now agrees with me regarding the 2015 CAFR and the

proper implementation of GASB 54. 1 would only urge you to take immediate action with regard to my
three recommendations. 

Sincerely, 



Phil Koen



COUNCIL POLICY

TOWN OF LOS GATOS

Subject: GASB 54 FUND BALANCE POLICY

Approved: 

PURPOSE

Page: I of 3

Effective Date: June 4, 2012

To outline the policies and procedures adopted by the Town Council regarding provisions for
identifying and classifying fund balances in accordance with Governmental Accounting
Standards Board ( GASB) Statement No. 54. 

BACKGROUND

Fund balance is the difference between the assets and liabilities reported in a governmental fund. 

As outlined in Governmental Accounting Standards Board (GASB) Statement No. 54, there are
five separate components of fund balance. Each separate component is identified by the extent
to which the City is bound to honor the constraints on the specific purposes on which amounts
can be spent. 

Non - spendable fund balance ( inherently unspendable) 
Restricted fund balance (external limitations on use) 

Committed fund balance ( self - imposed limitations on use) 

Assigned fund balance'( limitation resulting from intended use) 
Unassigned fund balance ( residual net resources -no restrictions) 

The first two components listed above are not addressed in this policy due to the nature of their
restrictions. This policy is focused on the financial reporting of previously unrestricted fund
balance, or the last three components listed above. All components further defined below and

reflected per this policy are in accordance with GASB 54. 

POLICY

Committed Fund Balance

The Town Council, as the Town' s highest level of decision- making authority, may commit fund
balance for specific purposes pursuant to constraints imposed by formal actions taken, such as an
ordinance or resolution. These committed amounts cannot be used for any other purpose unless
the City Council removes or changes the specified use through the same type of formal action
taken to establish the commitment. Town Council action to commit fund balance needs to occur

within the fiscal reporting period; however, the amount can be determined subsequently. This
category was previously reported as " unreserved, desibmated" under the old standard. 

N;. MGR`.AdminMastcn%Administrative Policies Gasb 54 adopted policy.doc



The following funds are committed: 

Capital Outlay
Debt Service

Advances to Other Funds

Repairs and Maintenance

Low & Moderate Housing

Assigned Fund Balance

The Town Council delegates the authority to assign fund balance to the Town Manager, for
intended specific purposes, to be reported to the frill Council. The following assignments are
established and may be modified by the Town Manager or his /her designee as deemed
appropriate. This category was previously reported as " unreserved" under the old standard: 

Vasona Land Sale Reserve

Open Space Reserve

Post- Retirement Medical Reserve

Parking Reserve
Market Fluctuations Reserve

Manager's Contingency Reserve
Productivity Reserve
Sustainability Reserve
Catastrophic Reserve

Capital and Special Projects Reserve

Carryover Reserve

Comcast PEG Fund

Budget Stabilization Reserve

Special Studies Reserve

Debt Service Reserve

Year End Budget Savings

Special Revenue Fund

Compensated Absences Reserve

Unassigned Fund Balance

These are residual positive new resources in the General Fund in excess of what can properly be
classified in one of the other four categories. The General Fund may only report a positive
unassigned balance. Conversely, any governmental fund in a negative ( deficit) position could
report a negative amount of unassigned fund balance. 

Fund Balance Classification: 

The accounting policies of the Town considers restricted fund balance to have been spent first
when an expenditure is incurred for purposes for which both restricted and unrestricted fund
balance is available. Similarly, when an expenditure is incurred for purposes for which amounts
in any of the unrestricted classifications of fund balance could be used, the Town considers
committed amounts to be reduced first, followed by assigned amounts and then unassigned
amounts. 
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Annual Reporting and Periodic Review: 
Annually, after the completion of the Town' s Comprehensive Annual Financial Report, the
Finance Director or designee shall prepare and present a Summary of Fund Balance as part of the
Financial Reporting and Town Annual Budget process. At least every two years, the Town
Council will affirm or revise this Policy (usually during the budget process). 

APPROVED AS TO FORM: 

Judith ropp, T, c n At ney

U
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COUNCIL POLICY

TOWN OF LOS GATOS

Subject: General Fund Reserve Policy Pages: 3

Effective Date: Revised Date: 

May 16, 2011 May 17, 2016

General Fund reserves are classified into two categories: Restricted and Designated. Restricted

reserves are those which are restricted and not considered available due to financial, accounting, 
or legal restrictions. Designated reserves are established by Council policy for an intended
purpose and are available for use per Council direction. 

Following sound financial practices and adhering to the Government Finance Officers' of
American ( GFOA) recommendations, the Town' s designated reserves include reserves for
known and unknown contingencies, which take into consideration the: 

Diversity of revenue base
Volatility of revenue structure
Changes in political environment

Frequency of operating surpluses /deficits
Cash flow management practices

PURPOSE

The purpose of this policy is to establish a target minimum level of designated reserves in the
General Fund to: 

Reduce the financial impacts associated with a disaster or catastrophic event; 

Respond to the challenges of a changing economic environment, including prolonged
downturns in the local, state, or national economy; and
Demonstrate continued prudent fiscal management and creditworthiness. 

POLICY

Reserve Level

The Town currently sets aside funds into dwee four key designated reserves to address
unforeseen emergencies or disasters, significant changes in the economic environment, unfunded

pension liabilities, and key infrastructure and capital projects. These include the Catastrophic
Reserve, Budget Stabilization Reserve, Ca1PERS Reserve and Capital and Special Projects

S: \COUNCIL REPORTS\2016 \5 - 17 - 16 \Pension Liability\Attachment 4 - General Fund Reserve Policy Revison May 172016 FINAL.doex
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Reserve. 

The Town commits to maintaining these reserves at a minimum of25% of General Fund
ongoing operating expenditures ( minus one -time expenditures), equally divided between the
Catastrophic Reserve ( 12. 5 %) and Budget Stabilization Reserve ( 12. 5 %), excluding the
Ca1PERS Reserve and the Capital and Special Projects Reserve. The General Fund Reserve

Policy is to be reviewed by the Town Council as part of the annual operating budget review and
adoption process. Appropriations of General Fund reserves require formal Council

authorization. 

Should a catastrophic disaster or loss of the Town' s single highest source of sales tax revenue

occur, the required reserve level should be adequate to meet the Town' s immediate financial

needs. For example, in the event ofnatural disaster, the Catastrophic Reserve would provide

necessary coverage for basic operating expenses, including salary and benefits for safety and
non - safety Town employees, while still meeting debt service obligations for approximately 60
days. This time frame would enable the Town to explore other available cash altematives, 

including the use of internal service funds. Likewise, should the Town experience a loss of a
primary sales tax contributor, the reserve level in the Budget Stabilization Fund would provide
for a 3 year transition period, giving the Town adequate time to realign its operating costs with
available resources, while minimizing service impacts. 

Catastrophic Reserve

Funds reserved under this category shall be used to mitigate costs associated with unforeseen
emergencies, such as a disaster or catastrophic event. Should unforeseen and unavoidable events

occur that require the expenditure of Town resources beyond those provided for in the annual

budget, the Town Manager or designee shall have authority to approve Catastrophic Reserve
appropriations. The Town Manager or designee shall then present to the Town Council a budget

amendment confirming the nature of the emergency and authorizing the appropriation of reserve
funds. 

Budget Stabilization Reserve

Funds reserved under this category shall be used to mitigate annual revenue shortfalls (actual
revenues less than projected revenues) due to changes in the economic environment and/ or one- 

time uses that will result in future efficiencies and /or budgetary savings. Examples of "economic
triggers" and one -time uses include, but are not limited to: 

Significant decrease in property or sales tax, or other economically sensitive revenues; 
Loss of businesses considered to be significant sales tax generators; 

Reductions in revenue due to actions by the state /federal government; 
Workflow /technical system improvements to reduce ongoing, personnel costs and

enhance customer service; 

One -time maintenance of service levels due to significant economic/ budget
constraints; and

One -time transitional costs associated with organizational restructuring to secure long- 
term personnel cost savings. 

SACOUNCIL REPORTS\ 2016 \5 - 17 -16 \Pension Liability\Attachment 4 - General Fund Reserve Policy Revison May 17 2016 F1NAL.docx
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CalPERS Reserve

Effective upon the close of fiscal year 2015/ 16 and thereafter, if sufficient General Fund year- 

end savings are available and targeted reserve levels of 25% of the next fiscal year' s operating
budget have been met, funds not to exceed $ 300,000 annually shall be deposited into the
CalPERS Reserve fund. These funds will be used as a funding source for potential " lump -sum" 
pay downs ofunfunded pension liabilities, or held in the reserve account to be used as a
supplemental funding source for increases to the annual pension costs resulting from a Town
Fresh Start" ( re- amortization) of the miscellaneous and safety pension plans.. 

Capital and Special Proiects Reserve

Funds reserved under this category are designated for key infrastructure and capital/ special
projects as identified in the Town 5 -year Capital Improvement Plan, as there is no ongoing
funding source to support the Town' s capital needs. 

Replenishment of Unreserved Fund Balance
In keeping with the principles discussed in this policy, when either fund is used, Town Council
will develop a 1 to 5 year reserve replenishment plan to meet the minimum threshold of 25% of
General Fund ongoing, operating expenditures, excluding one -time expenditures. 

Excess Fund Balance

At the end of each fiscal year, the Finance and Administrative Services Department reports on

the audited year -end budgetary fiscal results. Should actual General Fund revenues exceed
expenditures and encumbrances, a year -end operating surplus shall be reported. Any year -end
surplus which results in the General Fund fund balance exceeding the level required by the
reserve policy shall be available for allocation for the following, subject to Council approval: 

Offset projected future deficits

Anticipated intergovernmental fiscal impacts

One -time funding, non - recurring needs

Upon funding of the above, any remaining surplus balances shall be divided equally between the
Budget Stabilization Reserve and Capital and Special Projects Reserve for appropriation within

the Capital Improvement Program budget. 

APPROVED AS TO FORM: 

Robert Schultz, Town Attorney
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Smnmary of Statement No. 54
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SUMMARY OF STATEMENT NO. 54
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The objective of this Statement is to enhance the usefulness of fund balance information by providing

clearer fund balance classifications that can be more consistently applied and by clarifying the existing

governmental fund type definitions. This Statement establishes fund balance classifications that

comprise a hierarchy based primarily on the extent to which a government is bound to observe
constraints imposed upon the use of the resources reported in governmental funds. 

The initial distinction that is made in reputing fund balance information is identifying amounts that

are considered nonspendab /e, such as fiord balance associated with inventories. This Statement also

provides for additional classification as restricted, committed, assigned, and unassigned based on the

relative strength of the constraints that control how specific amounts can be spent. 

The restricted fund balance category includes amounts that can be spent only for the specific purposes

stipulated by constitution, external resource providers, or through enabling legislation. The committed

fund balance classification includes amounts that can be used only for the specific purposes determined

by a formal action of the government' s highest level of decision - malting authority. Amounts in the

assigned fund balance classification are intended to be used by the government for specific purposes

but do not meet the criteria to be classified as restricted or committed. In governmental funds other

than the general fund, assigned fund balance represents the remaining amount that is not restricted or

committed Unassigned fund balance is the residual classification for the government's general fund

and includes all spendable amounts not contained in the other classifications. In other funds, the

unassigned classification should be used only to report a deficit balance resulting from overspending

for specific purposes for which amounts had been restricted, committed, or assigned. Governments are

required to disclose information about the processes through which constraints are imposed on

amounts in the committed and assigned classifications. 

Governments also are required to classify and report amounts in the appropriate fund balance

classifications by applying their accounting policies that determine whether restricted, committed, 
assigned, and unassigned amounts are considered to have been spent. Disclosure of the policies in the

notes to the tbtancial statements is required. 

This Statement also provides guidance for classifying stabilization amounts on the face of the balance

sheet and requires disclosure of certain information about stabilization arrm igements in the notes to

the financial statements. 
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Summary of Statement No. 54

The definitions of the general fund, special revenue fund type, capital projects fund type, debt service

fund type, and permanent fund type are clarified by the provisions in this Statement. Interpretations of

certain terms within the definition of the special revenue fund type have been provided and, for some

governments, those interpretations may affect the activities they choose to report in those funds. The

capital projects fund type definition also was clarified for better aligument with the needs of preparers

and users. Definitions of other governmental fund types also have been modified for clarity and

consistency. 

The requirements ofthis Statement are effective for financial statements for periods beginning after

June ig, 201o. Early implementation is encouraged. Fund balance reclassifications made to conform to

the provisions of this Statement should be applied retroactively by restating fund balance for all prior
periods presented. 

How the Changes in This Statement Will improve Financial Reporting

The requirements in this Statement will improve financial reporting by providing fund balance

categories and classifications that kill be more easily- understood. Elimination of the reserved

component of fund balance in favor of a restricted classification will enhance the consistency between

information reported in the government -wide statements and information in the governmental fund

financial statements and avoid confusion about the relationship between reserved fund balance and
restricted net assets. The fund balance classification approach in this Statement will require

governments to classifyamounts consistently, regardless of the fund type or column in which they are

presented. As a result, an amount cannot be classified as restricted in one fund but unrestricted in

another. The fund balance disclosures will give users information necessary to understand the
processes under which constraints are imposed upon the use of resources and how those constraints

may be modified or eliminated. The clarifications of the governmental fund type definitions will reduce

uncertainty about which resources can or should be reported in the respective fund types. 

Unless otherwise specified, pronouncements of the GASB apply to financial reports of all state and local

governmental entities, including general purpose governments; public benefit corporations and
authorities; public employee retirement systems; and public utilities, hospitals and other healthcare

providers, and colleges and universities. Paragraph 3 discusses the applicability of this Statement. 
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TOWN OF LOS GATOS

COUNCIL FINANCE COMMITTEE

April 28, 2016, 3: 00 p.m. 

110 E. Main Street

Town Council Chambers

Los Gatos, California

DRAFT ACTION MINUTES

Call to Order: 

The Council Finance Committee meeting was called to order at 3: 00 p. m. 

Members and Staff present: 

Mayor Barbara Spector

Council Member Steve Leonardis

Laurel Prevetti, Town Manager

Stephen Conway, Finance Director
Mark Gaeta, Accountant /Administrative Analyst

Verbal Communications

None. 

Agenda Items: 

1. Approval of February 18, 2016 Council Finance Committee Meeting Minutes

The February 18, 2016 Council Finance Committee meeting minutes were approved with no
changes. 

2. Options to Address Unfunded Liabilities

Committee members reviewed and discussed the information contained in the staff report. 

Stephen Conway provided responses to Committee members' questions. 

3. Evaluation of the California Policy Center' s report entitled " California City Pension
Burdens" 

Committee members reviewed and discussed the information contained in the staff report. 

Stephen Conway provided responses to Committee members' questions. 
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The Committee requested staff to return to a full Council discussion on strategies to address

paying down a portion of the unfunded liabilities at the time of the FY 2016/ 17 budget
discussion. 

Meeting adjourned at 4:05 p. m. 
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TOWN OF LOS GATOS MEETING DATE: 11/ 21/ 2016

FINANCE COMMITTEE REPORT ITEM NO: 2
Y= h

DATE: NOVEMBER 17, 2016

TO: COUNCIL FINANCE COMMITTEE

FROM: LAUREL PREVETTI, TOWN MANAGER

SUBJECT: RECOMMENDATION TO THE TOWN COUNCIL TO RECEIVE THE FIRST

QUARTER INVESTMENT REPORT ( JULY THROUGH SEPTEMBER 2016) FOR

FISCAL YEAR 2016/ 17 AND ACCEPT THE RECONCILED DEMAND ACCOUNT

BALANCES ( FEBRUARY THROUGH JUNE 2016) AS RESTATED FOR JUNE 30, 

2016. 

RECOMMENDATION: 

Staff recommends that the Council Finance Committee forward a recommendation to the Town

Council to receive the First Quarter Investment Report (July through September 2016) for Fiscal
Year 2016/ 17 and accept the reconciled demand account balances ( February 2016 through June
2016) as restated for June 30, 2016. 

DISCUSSION: 

Attachment 1 contains the First Quarter Investment Report (July through September 2016) The

Town' s weighted portfolio yield of 0.84% for first quarter) is still outperforming the Local

Agency Investment Fund ( LAIF) yield of 0. 63% ( difference of 21 basis points). Therefore, staff

continues to replace matured or called investments with similar investments with respect to

maturity and credit quality. For the quarter, the Town' s weighted average rate of return
lowered by 1 basis point from 0.85% rate earned in the fourth quarter of FY 2015/ 16. 

The economic climate remains guardedly optimistic with signs of moderate growth in the gross
domestic product (GDP). The United States GDP expanded at a 1. 4% rate in the second quarter

April through June 2016), up from the first quarter' s rate of 1. 1 %. The increase beat analysts' 

expectations. Consumer spending, the most important component of economic growth

remained nearly unchanged. The Federal Reserve governors continue to give signals that the

economy may warrant an interest rate increase as some point early next year. 

PREPARED BY: STEPHEN CONWAY

Finance Director

Reviewed by: Town Manager and Interim Assistant Town Manager



PAGE 2 OF 2

SUBJECT: RECEIVE FIRST QUARTER INVESTMENT REPORT ( JULY THROUGH SEPTEMBER
2016) FOR FISCAL YEAR 2016/ 17

DATE: NOVEMBER 17. 2016

DISCUSSION ( Continued): 

Staff continues to concentrate on short-term (two years or less in maturity) for its new
investments with a potential shift from treasuries as they mature to high quality corporate
medium term notes (higher yield). All investments are consistent with the Council adopted

Investment Policy. 

Corrected Demand Account Balances: Staff discovered through its own bank reconciliation

process that there was an error in the treasurers' cash worksheet beginning in February 2016
that caused the bank balances to be reported too low in the investment reports submitted for
February through June 30, 2016 of this year. The spreadsheet column for bank wires for the

month erroneously omitted the wired in cash receipts from the monthly total cash receipts. 
This error impacted the investment report only; there was no impact on the actual investment
balances presented on the report or the actual general ledger cash account balances. 

Unrelated to the error discussed above, there is also a year -end revision to the historical cost

cash and investments of $105, 437. 66 based on a final third party audit to recognize annual
amortization of premiums and discounts on the portfolio and other standard bank

reconciliation adjustments resulting from completed bank reconciliations for the entire FY
2015/ 16. The corrections and the revision are contained in Attachment 2. 

CONCLUSION: 

The Council Finance Committee is welcome to ask questions and listen to public testimony
regarding this item. Staff recommends that the Council Finance Committee forward a

recommendation to the Town Council to receive the First Quarter Investment Report (July
through September 2016) for Fiscal Year 2016/ 17 and accept the reconciled demand account

balances ( February 2016 through June 2016) as restated for June 30, 2016. 

ENVIRONMENTAL ASSESSMENT: 

This is not a project defined under CEQA, and no further action is required. 

Attachments: 

1. First Quarter Investment Report for FY 2016/ 17 (July through September 2016) 
2. Updated FY 15/ 16 Investment Report second pages ( February 2016 through June 2016) 

to reflect cash wire receipts and year -end revision

N: \ MGR \AdminWorkFiles \Council Committee - FINANCE \2016 \11- 21 -16 \FV 2016 -17 1st Quarter Investment ReportLRP. doa

110 E. Main Street Los Gatos, CA 95030 • 408 - 354 -6832

www. losgatosca.gov



Weighted Average Portfolio Yield: 

Portfolio Balance

Benchmarks/ References: 

Town' s Average Yield

LAIF Yield for month

3 mo. Treasury

6 mo. Treasury

2 yr. Treasury

5 yr. Treasury (most recent) 

10 Yr. Treasury

2 - 3 years

25% 

Town of Los Gatos

Summary Investment Information

July 31, 2016

0.86% Weighted Average Maturity (days) 

This Month last Month One year ago

72,971, 658 $ 74, 913, 936 $ 68, 176, 317

0.86% 0. 85% 0. 79% 

0.57% 0. 57% 0.28% 

0. 26% 0. 26% 0.08% 

0. 38% 0. 35% 0. 14% 

0. 68% 0.58% 0.67% 

1. 06% 0.99% 1. 54% 

1. 50% 1.44% 2. 20% 

Portfolio Maturity Profile

3 - 5 years

30% 

gar

437

L

Compliance: The Town' s investments are in compliance with the Town' s investment policy dated November 1, 2016
and also in compliance with the requirements of Section 53601 of the California State Code. Based on the information available, the

Town has sufficient funds to meet the cash demands for the next six months. 

Page I ATTACHMENT 1
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Town of Los Gatos

Portfolio Allocation & Treasurer' s Fund Balances

July 31, 2016

B0213111 U2
Cash Fund Balances - All Cash Accts G/ L Beginning of Month /Period 74,913,936.39 ' 74,913,936. 39
Receipts Per Books 3, 189,703. 76 3, 189,703. 76
Disbursements Per Books 5, 131,982. 13) 15, 231, 982, 131

Fund Balances - End of Month /Period 72, 971, 658.02 72, 971,658. 02

Portfolio Allocation: 

BAY MM 53, 469. 49

US GCe1 Agencies & Corp. Bonds 48,338,854155

Local Agency Immstment Fund 4, 192, 309. 28
Subtotal- Imesiments 52, 584,633. 32

Demand Deposit Balances 20,387,024, 70

Total Treasurers Fund 72,971, 658.02

Portfolio Investment Allocation

aal

BNY MM

Agency lnvenment fund 0. 10% 
7 97% 

r
US pertAgencies& Cora. Beni

Tre , mn, r' s Fund Balance; 

adjusted ) une 30, 2016 to agree to final reconciled cash balance all funds Per reconciliation prepared for 15/ 16 audit
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Town of Los Gatos

NonTreasury Restricted Fund Balances

July 31, 2016

Neviouf Ending
al nce Deposit s tnterei Withdrawals Balance

Non- Treasury Funds: 

Cent. of Participation 2002 Series A Reserve Fund $ 686, 28552 $ 5. 66 $ 686,291. 19 Nae s

Cert. Of Participation 2002 Ser A Lease Pymt Fund 0.35 501, 181.35 0.00 0.00 501,181. 70 Rae s

Cent. of Participation 2002 Series A Comd. Fund 12. 93 0.00 12.93 0.00 Naes

COP 2010 Library Reserve Fund 1,277, 371.65 51.28 0.00 1, 277,422. 93 Naea

Total Restricted Funds: 1, 963, 670.45 501,187.01 51.26 12.93 2,461, 895.91

These accounts are not pan of the Treasurer' s fund balances reported elsewhere In this report, as they are for separate and distinct
sniffle. 

Note 1: The three original funds for the Certificates of Participation 2002 Series A consist of construction funds which will be expended over the
next few years, reserve funds which will guarantee the payment of lease payments, and a third fund for the disbursement of lease payments

and Initial delivery amts. 

Note 2: The 2010 COP Funds we all for the Library construction, reserves to guarantee lease payments, and a lease payment fund for the
life of the COP issue. The C01 fund was closed in September 2010. 
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Town of Los Gatos

Statement of Interest Earned

July 31, 2016

Interest by Month

July 2016 $ 40,143.04

August 2016

September 2016

October 2016

November 2016

December 2016

January 2017

February 2017
March 2017

April 2017

May 2017
June 2017

40, 143. 04
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Town of Los Gatos

Investment Schedule

July 31, 2016
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Town of Los Gatos

Summary Investment Information
August 31, 2016

Weighted Average Portfolio Yield: 0.88% Weighted Average Maturity (days) 

This Month Last Month One year ago

Portfolio Balance $ 72,070,685 $ 72, 971,658 $ 67, 968, 168

Benchmarks/ References

Town' s Average Yield 0.88% 0. 86% 0.85% 

LAIF Yield for month 0. 57% 0. 57% 0.30% 

3 mo. Treasury 0. 26% 0. 26% 0.08% 

6 mo. Treasury 0.35% 038% 0.27 °% 

2 yr. Treasury 0.58% 0. 68% 0.74% 

5 yr. Treasury ( most recent) 0.99% 1.06% 1. 54% 

10 Yr. Treasury 1. 44% 1.50% 2. 21% 

2 - 3 years

25% 

Portfolio Maturity Profile

3 5years

i - years

30% 

ar

458

Compliance: The Town' s investments are in compliance with the Town's investment policy dated November 1, 2016
and also in compliance with the requirements of Section 53601 of the California State Code. Based on the information available, the
Town has sufficient funds to meet the cash demands for the next six months. 
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Town of Los Gatos

Portfolio Allocation & Treasurer' s Fund Balances

August31, 2016

Month

Fund Balances- Beginning of Month /Period 72,971, 658.02

Receipts 2, 320, 202.60

Disbursements 3,221, 176.10( 

Fund Balances - End of Month /Period 72, 070,684. 52

Portfolio Allocation: 

BNY MM 48,262. 39

US Govt Agencies & Corp. Bonds 48,333, 981.42

Local Agency Investment Fund 4.192. 309. 28

Subtotal - Investments 52,574, 553.09

Reconciled Demand Deposit Balances 19.496.131.43

Total Treasurer' s Fund 72,070,684.52

Portfolio Investment Allocation
SHY MM

toml Pbenq Inmawnt Fund 0.0996
7. 97% 

YTD

74,913,936. 39

5,509,906. 36

18.353. 158. 231

72,070,684.52

US Govt Agencies & Cm. Bands
9193% 

Treasurer's Fund Balanw
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Town of Los Gatos

Non- Treawry Restricted Fund falances
August31, 2016

Prvious Ending
Balance Deooslts Interest Withdrawals Balance

Non- Treasury Funds: 

Ceit. of Participation 2002 Series A Reserve Fund 686,291. 18 $ 5.84 $ 686,297.02 Naa1

Cert. Of Participation 2002 Set A Lease Pymt Fund 501, 181.70 0.00 1. 86 501, 168.75 14.81 Naa1

Can, of Participation 2002 Series A Const- Fund 0.00 0.00 0.00 Nan

COP 2010 Library Reserve Fund 1, 277,422. 93 0.00 37.79 0.00 1,277,46D.72 Mart

Total Restricted Funds: 2, 464,895.81 0.00 45.49 501, 368.75 2, 963,772.55

These accounts are not part of the Treasurer' s fund balances reported elsewhere in this report, as they are for separate and distinct
entities. 

Note 1: The three original funds for the Certificates of Participation 2002 Series A consist of construction funds which will be expended over the
next few years, reserve funds which will guarantee the payment of lease payments, and a third fund for the disbursement of lease payments
and initial delivery costs. 

Note 2: The 2010 COP Funds are all for the Library construction, reserves to guarantee lease payments, and a lease payment fund for the
life of the COP issue. The COI fund was closed in September 2010. 
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Town of Los Gatos

Statement of Interest Earned

August 31, 2016

Interest by Month

July 2016 $ 40,143.04

August 2016 41,290. 98

September 2016

October 2016

November 2016

December 2016

January 2017
February 2017
March 2017

April 2017

May 2017
June 2017

81,434.02
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Town of Los Gatos

In%est6nem Schedule

August 31, Nit, 
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Weighted Average Portfolio Yield: 

Portfolio Balance

Benchmarks/ References: 

Town' s Average Yield

LAIF Yield for month

3 mo. Treasury

6 mo. Treasury

2 yr. Treasury

5 yr. Treasury (most recent) 

10 Yr. Treasury

2 - 3 years

25% 

Town of Los Gatos

Summary Investment Information
September 30, 2016

Portfolio Maturity Profile

3 - 5 years

30% 

ar

430

Compliance: The Town' s investments are in compliance with the Town' s investment policy dated November 1, 2016

and also in compliance with the requirements of Section 53601 of the California State Code. Based on the information available, the
Town has sufficient funds to meet the cash demands for the next six months. 

Page 1

0.84% Weighted Average Maturity (days) 

This Month Last Month One year a¢ o

69, 818,409 72,070, 685 67,716,336

0. 84% 0.86% 0. 81% 

0. 57% 0. 57% 0. 30% 

0. 26% 0. 26% 0. 00% 

0.35% 0. 35% 0. 08% 

0.58% 0. 58% 0.64% 

0.99% 0. 99% 1. 37% 

1. 44% 1. 44% 2. 06% 

Portfolio Maturity Profile

3 - 5 years

30% 

ar

430

Compliance: The Town' s investments are in compliance with the Town' s investment policy dated November 1, 2016

and also in compliance with the requirements of Section 53601 of the California State Code. Based on the information available, the
Town has sufficient funds to meet the cash demands for the next six months. 
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74,000,000

72,000,000

70,000,000

68,000,000

66,000,000

61,000.000

62, 000,000

60,000,000

59,000,000

56,000,000

Town of Los Gatos

Portfolio Allocation & Treasurer' s Fund Balances
September 30, 2016

Fund Balances - Beginning of Month /Period
Receipts

Disbursements

Fund Balances - End of Month /Period

rtfolio Allocation

Month

72,070,684. 52

2,469,598.82

4,721,874. 721

69, 918,408.62

BNY MM 1, 127,413. 27

US Govt Agencies & Corp. Bonds 47,319,381.42

Local Agency Investment Fund 4. 192.309. 28

Subtotal - investment 52,639,103.97
Reconciled Demand Deposit Balances 17. 179.304.65

Total treasurer' s Fund $ 69,818,408. 62

Portfolio Investment Allocation
BNY MM

cowl o4ep Y Investment Fund 2. 14% 
7.96% 

YFO

74, 913,936.39

7,979,505. 18
13.075.032.95) 

69,818,408.62

US Govt Iaentles & Cap. Bonds
89.990

Treasurer' s Fund Balances

page 2



Town of Los Gatos

Non-Treasury Restricted Fund Balances
September 30, 2016

Previous Ending

Balance Deposit Interest Withdrawals Balance

Non - Treasury Funds: 

Cent. of Participation 2002 Series A Reserve Fund 686,279.67 $ 5.85 $ 686.265. 52 Nae s

Cent. Of Participation 20D25er A Lease Pymt Fund 0.35 0.00 0.00 0A0 0.35 Nms

Cent. of Participation 2002 Series A Const. Fund 12.93 0.00 12. 93 Nine s

COP 20101iMry Reserve Fund 1,277, 312.72 0.00 58.93 0.00 1, 277.371.65 Nme2

Total Restricted Funds: 1,963,605.67 0100 64_78 SO_OD $ 1, 963,670.45

These accounts are not part of the Treasurers fund balances reported elsewhere In this report, as they are for separate and distinct

entities. 

Note 1: The tlnee original funds for the Certificates of Participation 2002 Series A consist of construction funds which will be evpended over the
next few years, reserve funds which will guarantee the payment of lease payments, and a third fund for the disbursement of lease payments

and initial dellyery costs. 

Note 2: The 2010 COP Funds are all for the Library construction, reserves to guarantee lease payments, and a lease payment fund for the
life of the COP Issue. The CO) fund was dosed in September 2010. 

Page 3



Town of Los Gatos

Statement of Interest Earned

September 30, 2016

Interest by Month

July 2016 40,143.04

August 2016 41,290.98

September 2016 39,945. 53

October 2016

November 2016

December 2016

January 2017

February 2017
March 2017

April 2017

May 2017
June 2017

121, 379.55

Page 4
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Investment Schedule

September 30, 2016
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To. Of 199 Qt" 

Ponfollo Mloptson & Treat s fund Babn

February 29, 2016 Monts
MOmh QRREOED YX

Fund Balances- Beginning of Month /Period $ 20.618,92685 $ 20. 618,926.85 $ X,832, 337] 2
RecelOtz 1, 215,053.18 2, 138, 290.39 24,881,603.21
Oisbunementz ( 2, 8351731. 84) ( 2, 835,23184) ( 26,755,692.741

Fund Bolan s - End of MOntb /Pero, 568,998,28.19 $ 69,921,985.40 $ 68,998,248.19

PpMOIio Albcalon' 

BNY MM $
42, 913. 29 42, 913. 19

t15a I Ag

Age ncies & imp. Bontlz 48, 162, 385. 57 48,162,385.52
local Agenry lnvertmentfuM 4. 181. 28638 9183.786.38

Subtotal - Investments 52,392,08514 52, 391,085. 14
Nebondled Oemand De,, It eabnces 16.606.163.05 12.529,5M.2fi

Total Trtasun, 1% Fund $ 68,998248.19 $ 69,921,985.40

POrH01lO Investment Alb tion - -- - -- 

lrcel NemY lnrea, men lunb aNV MMn0] A
9BS

TnimmY Futb 8abncn

SOPRECTED

70,832, 332.72

25,805, 340A2

126225.692. 741

69,921,985. 40

FEB 2016 page 2 ATTACHMENT 2



Town of Los Gatos

POri01i0 AlloatlOn & Treasurer' s fund Satan... 
March 31, 2016

fund Balances - Beginning of Month/ Pere d
Receipts

Disbursements

Fund Balanus - End M Month /Period

Pontl0110 Allocation: 

BNY MMUS Govt Ageoclls & Corp. Bonds
Loeal Agency Investment Fund
Subtotal - Inwatminte

Reconciled Demand Deposit Balances

Total Tmsumr's Fund

IroOPW

a2.mo,000

n4co'c00

66AWA00

66.00numa

64,== 

62, WOA0p

000AWO

An" On0

S6, M0,. 

Month6& 99& 248.19
1, 569,849.86

12, 623,642.0)) 

67,9" A55.98

11], 3] 8.95

48, 164,895.57

4. 181) 8638

52,464,050.90

15, 480,40508

67. 9", 455.98

Portfolio Investment Allocation _- 
an, MM

re i46 <r rl ln erlmmr{ un4 0. 11% 
9M

Tmm roes Fund Bahncea

Month

69,921,985.4D

3,340,0]]. 40

12. 623,642. 0]) 

5) 0, 638,420.) 3

11], 3] 8. 95

48, 164,885. 57

4. 181.) 86 38

52, 464,050.90

18. 174.369.83

70,63& 420. 13

tlS 0ert Agondea 6 Core. bnb

YID

YIQ COA8ERED
0,832, 337.] 3 $ 10,832,33L] 2

26,451,453.0) 29,145,417,82
129.339.334. 811 129. 339.334811

67,944,455.98 $) 0.63 8 420.] 3

MAR 2016 page 2



M' amoec1

72.100400

7omop0p

Nmo.000

BB.m000n

N.m4.M

N.dp.tlq

mm0,000

N,OMA00

WMAX) 

Town of Nis tiaras

117, 378. 95

48. 174, 731. 66 48, 16x, 885. 57

4. 186. 613. 48

Portfolio Mbcation & Treasure' s fund bated. 

52. 495, 066. 14 52, 464, 050. 9) 

13. 637. 37M 20. 92S. 614. 0] 

Apr1130, 2016 Month YTD

Month CORRECTED CORRECTED

fund Balances Beginning of Month /Period 67.944,455.98 70,638,420.73 70, 832,337. 72 70,83], 337.] 1

Receipts 1, 467.166.49 6,030,530.08 27,918,71956 35, 175, 947.90

Oisbumintnts 3, 279,285.84) 3, 279,285.84) 132. 618.620.651 132. 618.620.651

Fund Balances - End of MoniNPenod 66, 132.436.63 73, 389,664.97 566, 132,436.63 573, 389,664.97

PoWaho Allocation: 

BNYMMUS Govt Agencies & Corp. Bonds
Local AgencF Investment Fund
Subtotal - Investments

Reconciled Demand Depose 8elances

Tote) Treasurers Fund

133,721.00 117, 378. 95

48. 174, 731. 66 48, 16x, 885. 57

4. 186. 613. 48 4.181] 86.38

52. 495, 066. 14 52, 464, 050. 9) 

13. 637. 37M 20. 92S. 614. 0] 

66, 132,436.63 $ 73, 389,664.97

Portfolb Investment Allocation

Lavl age, rylnvealmml loop BNYMM17sx
l98% 

moOUNeadaa d. P. mar

Treg imm' s Food B. M.. 

APR 2016 page 2
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Town d Lon Gatos

Po Quo Allocation 6 Treatyr. aFYM Ba4nus
May 31, 2016

Fund Bahnces Beginnlrl8& Month /Pend

ReceiptsDab.... s

F9MBalancas. EMNMoMh/ Period

PaN 1' Alb

BNY MMUS Gow Agencies 6 Corp. Bond, 
LwlAgeAW Irw. stm. nt FuM
SuMINaI- Investments

Recorcnad DamaM D., so " Is., 

Tot. ITn ..... es FUM

Month66,132,436.63
1, 515,SS1A9

2, 348,767. 

65,299.22o.77

174, 844.84

48, 173,424. 99

4. 19661348

52, 534.883. 31

565. 299,220. 77

Month

73,389,664.97

2,517,668.21

94BM7.35

735. 56565. 83

27,84094

48, 173,424.99

4286.613.48

52,534,883. 31

73,558,5a,it

Oortlolb lnveatment ANpcatlm

Loch NeraypwwlmmlFYN eM M.1
a9M

0.]] 14

ado
ux GOnN br6[ orD a< na

9l1(N4

Trensools Fossil Stations, 

MAY 2016 one

UR
YJII ORPE 2ED

70,832, 337,72 70,832, 337. 72
29,434,271.85 37.693, 616. 11

139.967388001 3a 967388081

65.299.220.77 573,558, 565.83

MAY 2016 one



Town of Iqs Gatos

Portfolio Allocation B Treawrees Fund Session

Torre 30. 2016 Month

Month CORRECTED

Fund Balances- Beginning of MOnth/ Pe0od 65,299,22012 73, 558,565.83 70,832,337.72

Rettysts 1. 292, 406.21 5. 551,888249 30,726,677. 26

Disbursements 4,091,080.611 14,091,080.67) 139.M8,468.671

FY 15/ 16 Final Audit Adjustments • 105. 37."" 

Fund Balances - End of Month /Period 62, 500, 546.31 74, 913,936.39 62, 500,546.31

Portfolio Allocation: 

BNY MM 5233, 030.26 233.03026

US GoA Agencb6 B Cerr. Bonds 48, 168,474.99 48, 168,04.99

Local Agency Investment Fund 4, 18,16, 611,18 4. 186.613.48

Subtohl - Investments 52, 588, 118.73 52, 588, 118.73

RCCMCiled Nneard Delwalt Balances 9.912.427.58 22. 325.817.66

Total Treasurer's Ford 62, 500546.31 74, 913,936.39

Standard vear end adiustmmD to ad," to amps d cost and J nuts. edworacws onmen4hlY bank reconcthasioos weroleled for the FY IS/ 16. 

Portfollo Investment Allocation
BNy MM

Local Raenrylnvef M1nenl fuM nab% 

acroe44

n,000, 494

o,omao4

6& WOO] 0

And

u,000lalo

n,moa44o

60,ao0A811

se. 4o4,400

56. DJOpOo

r
US Gom 41^mesa OF a . dtl

9I6Yf

Tremree, Fled Balanced; 

mCORRECTED
70.832, 337.72

43, 245,505.00

139.058.468.671

1105,437. 

574,913,936.39
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DATE: 

TO: 

FROM: 

SUBJECT: 

REMARKS: 

TOWN OF LOS GATOS

FINANCE COMMITTEE REPORT

NOVEMBER 21, 2016

COUNCIL FINANCE COMMITTEE

LAUREL PREVETTI, TOWN MANAGER

MEETING DATE: 11/ 21/ 2016

ITEM NO: 2

DESK ITEM

RECOMMENDATION TO THE TOWN COUNCIL TO RECEIVE THE FIRST

QUARTER INVESTMENT REPORT ( JULY THROUGH SEPTEMBER 2016) FOR

FISCAL YEAR 2016/ 17 AND ACCEPT THE RECONCILED DEMAND ACCOUNT

BALANCES ( FEBRUARY THROUGH JUNE 2016) AS RESTATED FOR JUNE 30, 

2016. 

Attachment 3 contains correspondence received after the Staff Report distribution. Staff is

prepared to respond to all questions upon the Committee' s request. 

Attachments (previously received with November 17, 2016 Staff Report): 

1. First Quarter Investment Report for FY 2016/ 17 (July through September 2016) 
2. Updated FY 15/ 16 Investment Report second pages ( February 2016 through June 2016) 

to reflect cash wire receipts and year -end revision

Attachment received with this Desk Item: 

3. Public comment received before 11 a. m. on November 21, 2016. 

PREPARED BY: STEPHEN CONWAY

FINANCE DIRECTOR

Reviewed by: Town Manager, Interim Assistant Town Manager

110 E. Main Street Los Gatos, CA 95030. 408- 354 -6832

www. losgatosca.gov



November 19, 2016

Re: Agenda Item #2 — Accept the Reconciled Demand Account Balances

Dear Council Finance Committee, 

I cannot overstate the severity of having the Total Treasurer' s Fund Balance for Q3 and Q4 2016 as
reported in Quarterly Investment Reports understated by $2. 6m and $ 12.4m respectively. Both of
these reports were previously submitted to the Town Council and were accepted by resolutions passed
on June 21, 2016 and August 2, 2016. The amount of understatement is simply stunning. 

It should also be pointed out that these Quarterly Investment Reports were never reviewed by the

Council Finance Committee. Rather they were submitted directly to the Town Council and were
accepted by unanimous vote on the consent agenda. There was no rigorous review or discussion
regarding these critical financial reports prior to passing the resolution. 

I am writing to urge you not to accept the Staff recommendation to "accept the reconciled Demand
Account Balances ( February through June 2016)" until the Staff has provided written answers to at
least the following questions: 1) how did this material error occur; 2) who prepared the Quarterly
Investment Reports; 3) are there written accounting desk procedures requiring the Treasurer' s Fund
Balance as reported in the Investment Report to be reconciled on a monthly basis to the Town' s

accounting records and bank balances; 4) when was the error first discovered, 5) who discovered the
error and under what circumstances; 6) in what demand accounts was the unreported cash deposited; 

and 7) what corrective actions have been taken in terms of retraining personnel and implementing
additional control procedures to insure this never occurs again. 

The transmittal letter by the Town Manager with regard to Item 2 is silent with regard to answering
these questions or providing any assurance there have been changes made to insure this mistake will
not occur again. Even more troubling is the fact that the Town Manager never mentions the

cumulative magnitude of the error. The only way the reader could determine that the cumulative effect

of this error was $ 12.4m was to dig through the many pages of Attachment 2 and find it. A $12. 4m error
should never be deeply buried in Attachments, rather it should be boldly highlighted so this
Committee fully understands the magnitude of the error. 

Lastly, I truly hope that the Finance Committee reflects on what has occurred and finally recognizes that
the committee needs to add knowledgeable residents who can provide additional oversight. Having

three knowledgeable residents on the committee, who are professionally trained in finance and

accounting, who know the right questions to ask about a Quarterly Investment Report, is in itself a
strong internal control procedure. A $ 12. 4m understatement in the Treasurer' s Fund which went
undetected for at least 5 months, should be a wakeup call for immediate change. 

Sincerely, 

Phil Koen

CC: Town Council

ATTACHMENT 3



11 -21 -16

Finance Committee Meeting re year end 2015 -2016, and 1Q 2016 -2017

Attached is a short list and also a full list of questions that we have regarding the
financial information to be discussed in the 11 -21 -16 meeting. The full list are
additional questions, but those may be modified depending on the answers we get
today. If this is the only opportunity we have to present questions, then the full list is
attached at the bottom of this letter. 

We think the end result of this work between Staff, the Finance Committee and us will

help to bring the Los Gatos financials into compliance with GASB standards. Though we
would like to have all questions answered in this session, we think our total list would

look like we were piling on. We' re not. We' re concerned residents of Los Gatos. 

One of our goals is to have a constructive and thought - provoking session, the answers
of which will bring the town closer to full compliance with GASB, and eliminate errors in
the future. Our other goal is to be helpful in solving the problems we have found and
not to be viewed as a thorn in Staff' s side. We all want to be proud of Los Gatos, and

though the finances are generally not something the general public seeks to
understand, they are very critical to the success of our town. 

We feel that all of these questions, once answered, and any mistakes corrected, could

help to make the Los Gatos financial reporting more valuable to the Council in the
management of town finances. These answers and the corrections they should bring to
the statements will provide more clarity and transparency for the citizens of Los Gatos. 

This was promised to the town by both the Mayor Sayoc and Vice -Mayor Rennie in their
acceptance speeches. 

Jak VanNada, Lee Fagot, Terry Duryea, Peter Hertan



The Abbreviated List: 

Agenda Item 2: First Quarter Investment Report AND Restated Demand Account

Balances ( February through June 2016) 
We would like to understand how the misclassification between the demand

account and the fund balance that was $ 12AM by June 30, 2016 could go
undetected for 5 months. 

o We view this as serious for a number of reasons: 

If it was due to a lack of timely account reconciliations, the
foundation of any system of internal control, this represents a
serious breakdown in the Town' s system of internal control

If the money was sitting in a non - interest bearing demand account, 
the error resulted in a loss of investment return

Although the Town missed it, why didn' t the financial institution or
more importantly, the investment manager catch the error? 

Does the independent auditor feel he will need to disclose this as a

material inadequacy in internal controls "? 
What changes in process and oversite are to be implemented to

preclude similar future errors? 

Agenda Item 3: Quarterly Budget Performance & Operating Report
o The following questions relate to the " box" in the Executive Summary that

provides the detail of the General Fund Reserves as of June 30, 2016 in

accordance with GASB # 54

Both the Almond Grove Reserve and the CalPERS Reserve were

established by TC resolutions, yet the former is reported as
Committed and the latter is presented as Assigned. Why are they
reported differently? 

Where is the reserve for Compensated Absences ($ 1, 692K after

being reduced by $ 589K to fund Almond Grove) and Vasona Land
Sale ($ 411K) per the Oct 28, 2015 Council Resolution? 

Why is there not a reserve for post- retirement medical when this
was recorded $ 400,000 as an assigned general fund reserve as of

June 30, 2015. Has there been a change in spending intent? 

o How do the reported Q1 ' 16/' 17 amounts reflect the unresolved employee
wage negotiations? If an estimate is not provided, will the numbers be

restated at a later date? 



o Page 3 of the Executive Summary, next to last paragraph before the US
Economic Outlook indicates that $ 1. 4 of the $ 3. 7M Capital Improvement

reserve is already committed for capital projects. What are the capital
projects? 

The Full List ( if there is time — the abbreviated list is included with the

longer list that follows): 

Agenda Item 2: First Quarter Investment Report AND Restated Demand

Account Balances ( February through June 2016) 

There' s one issue that over shadows all others. The narrative " Corrected
Demand Account Balances" attempts to explain it. I will leave it up to each TC
member if they think the explanation is sufficient once they understand what
happened. The error is reflected in multiple places in the report when compared

to the prior period reports. 

o On page 1, the July 31, 2016 Summary of Investment Information shows
a " Last Month" balance ( i. e. as of June 30, 2016) of $74,913, 946. The
problem is that if you look at the July 15, 2016 Fourth Quarter Investment
Report that the Council approval, the June 30, 2016 balance is

62, 500, 546. In summary, the TC accepted a report that had bad
numbers. You will see the month by month effect for the 5 months on
the last 5 pages of the November 17, 2016 investment report. The
collective error at June 30, 2016 was $ 12, 413, 400. 

o This raises the question of what happened? 

It appears that the staff was not reconciling the bank accounts on a
regular basis. This is the most basic requirement to insure good

internal accounting controls. If accounts are reconciled monthly, it
should have been identified as part of the monthly closing
processing. In this case, it took the Town at least 6 months to
identify the problem. 

o It appears significant money was sitting in a " demand deposit" account, 
earning no interest. 

o Even if the Town missed it, why didn' t the financial institution or more
importantly, the investment manager catch the error —there was an extra

12M sitting in a demand account at 6/ 30/ 16 and no one identified it or at
least called it to the Town' s attention? 

o Fortunately, no one took advantage of the situation so no money was lost
other than the opportunity loss of the interest sitting in a demand account



Item 2 of the Agenda asks the Finance Committee to " receive" the fiscal Q1
16/ 17 report and the 5 months of Reconciled Demand Account Balances. Their
appears to be a significant inadequacy of internal controls. At a minimum I
would expect the Finance Committee would want to report this to the TC. I
would expect the Finance Committee would want to get greater assurance that
the restated numbers are now accurate. 

I could imagine the Finance Committee would want to talk with the
Town' s independent auditors to get their take on how this happened. 

If this is a material inadequacy in internal control, I believe the
independent account needs to report it as such. The Finance Committee

would want to know if this was going to happen
I would expect the Finance Committee to issue a written or oral report to

the TC explaining the restatements for 5 months. 
It would be hard to accept the report without getting comfortable in some
way that the restated numbers are accurate and that new procedures are
in place to ensure this does not happen again

Agenda Item 3: Quarterly Budget Performance & Operating Report

On a positive note - -the unaudited fiscal 15/ 16 showed an operating surplus of

2. 66M after setting aside $ 2. 88M of other uses ( which included $ 2. 52M to the
Almond Grove Reserve" 

o But a question: Where is the additional $300K to be set aside in the
CalPERS Reserve" per TC authorization? 

o Why is there not a reserve for post- retirement medical when this was
recorded $ 400,000 as an assigned general fund reserve as of June 30, 
2015. Has there been a change in spending intent? 

On a positive note —the Town is reporting the components of the General
Fund Reserve in accordance with GASB # 54, separately identifying Committed
and Assigned Reserves and the remaining Unassigned Reserve ( See " Box ") 

But a question —Why is the Almond Grove Reserve so much less that the
12. 2M adopted at the October 28, 2015 Council Meeting? Has the Town

already spent $3. 7M? 
Another question —Both the Almond Grove Reserve and the CalPERS

Reserve were established by TC resolutions, yet the former is reported as
Committed and the latter is presented as Assigned. Why are they

reported differently and how can we establish consistency? 
In the 6/ 30/ 16 General Fund balance , where is the reserve for
Compensated Absences ($ 1, 692K after being reduced by $ 589K to fund



Almond Grove) and Vasona Land Sale ($ 411K) per the Oct 28, 2015
Council Resolution? 

Do we therefore need to make up that difference, and if so, how and
when will that happen? 

The June 2016 General Fund Reserve Report reflects the components in
accordance with GASB # 54 while the 2015 report reflects the components

using a former standard —Could we please receive a reconciliation from
the 2015 reserve presentation /classification to the 2016 reserve
presentation /classification? 

How do the reported Q1 ' 16/' 17 amounts reflect the unresolved employee
wage negotiations? If an estimate is not provided, will the numbers be
restated at a later date? 

Since the fiscal 15/ 16 audit has not been complete the reported numbers

are unaudited, are there any remaining open audit issues at this point and
if so, what are they? When do you expect the 2015/ 16 numbers to be
finalized? 

What do you see as the area of greatest financial risks for the remainder
of fiscal 16/ 17? General [Possible answers could be i) continuing decline is
sales tax, ii) legal fees on North 40, iii) increased expense related to

employee post- retirement benefits ( pensions & OPEB), iv)... 

Just to note: 

o Per page 6, the Q1 16/ 17 sales tax income of $2, 081K includes a one -time

triple flip' true up" payment of $900K. If this is netted out, the apples
to apples Q1 numbers for 2015 and 2016 are $ 871K for fiscal 2015 and
1, 182K for 2016

o Per page 14, the left most column reflects the unaudited fiscal 2015/ 16
excess of revenues over expenses of $2. 666M

o Per page 14, the 3rd column from left and 6th column from left compare
Q1 fiscal 2016 to Q1 fiscal 2017. 2016 had a deficit of $1, 406K and 2017

had a deficit of $1, 185K. The Q1 2016 deficit would have been $ 2, 085K if

it weren' t for the one -time $900K triple flip payment explained on page 6. 
I don't know if Q1 2016 had any unusual items or the year to year
increase in Q1 deficit of $679K is significant or if it's even an apples to

apples comparison. 

o Per page 14, the 16/ 17 annual budget includes a revenue source of
8, 459K for Almond Grove Project and $ 1. 4M for Capital Projects

0

If the answers to the questions make sense, I see no reason why the Finance
Committee should not " receive" the fiscal Q1 16/ 17. But then I'm not sure what

receive" means. I would expect the Finance Committee to issue a written or

oral report to the TC to explain the major changes in Ql 2016/ 17 which would
include: 

o Unaudited 2015/ 16 results show an excess of revenue over expenditures
of $2. 666M



Adoption of GASB 54 for General Fund reserve reporting to Town Council
to be consistent with audited CAFR reporting which adopted GASB 54 in
the 2012 CAFROne time $900K triple flip sale tax revenue
An apples to apples year over year Q1 comparison showing a $ 679K
greater Q1 deficit

Anticipated employee costs do ( do not) reflect the expected outcome of
union negotiations. 

Report that the audit is not completed and that it is expected that it would
be completed approximately XXXX
On page 16 of the budget performance report, the GFAR Fund beginning
balance is $ 14. 7m. If you add the budgeted revenues of $11. 3m and
deduct the budgeted expenditures of $25.3m from the beginning balance, 
this suggests the ending balance will be $ 807k. Does the Town think that
this is sufficient fund level to fund the future capital requirements for the
Town? What should a " normal" level be for the GFAR balance be as we
exit FY 2016? 

Why we would focus on this is that the Town has already disclosed in the
2016 Capital Plan that there is over $10m in unfunded street maintenance

projects. It is hard for us to believe that drawing the GRAR down to
807, 880 is prudent management. We are assuming that the entire

budgeted expenditures actually get spent this year. 

Terry Duryea, Jak VanNada, Peter Hertan, Lee Fagot



MEETING DATE: 11/ 21/ 2016TOWN OF LOS GATOS

FINANCE COMMITTEE REPORT ITEM NO: 3

e A0

DATE: NOVEMBER 17, 2016

TO: COUNCIL FINANCE COMMITTEE

FROM: LAUREL PREVETTI, TOWN MANAGER

SUBJECT: RECOMMENDATION TO THE TOWN COUNCIL TO RECEIVE THE FISCAL

YEAR 2016/ 17 FIRST QUARTER BUDGET PERFORMANCE AND STATUS

REPORT FOR THE PERIOD JULY 1, 2016 — SEPTEMBER 30, 2016

RECOMMENDATION: 

Staff recommends that the Council Finance Committee forward a recommendation to the Town
Council to receive the Fiscal Year (FY) 2016/ 17 First Quarter Budget Performance Report for the

period July 1, 2016 through September 30, 2016. 

EXECUTIVE SUMMARY: 

This report has two primary goals. First, the report informs the Town Council Finance
Committee on the status of the Town' s Fiscal Year 2016/ 17 Adopted Budget revenues and

expenditures during the first quarter. Second, staff provides the Town Council an update on
the preliminary General Fund financial results ( unaudited) as of June 30, 2016. 

BACKGROUND: 

The attached Quarterly Budget Report covers the first three months of the fiscal year beginning
July 1, 2016 and ending September 30, 2016. The report presents an analysis related to key
General Fund revenues by category and expenditures by fund. 

Staff provides the Town Council periodic updates on the status of the current year' s adopted

budget revenues and expenditures, and the projected financial condition of Town funds, 

concentrating on the Town' s General Fund. Though financial results are limited to the first

PREPARED BY: STEPHEN CONWAY

FINANCE DIRECTOR

Reviewed by: Town Manager, Interim Assistant Town Manager

110 E. Main Street Los Gatos, CA 95030 • 408 - 354 -6832

www. losgatosca. gov
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SUBJECT: FISCAL YEAR 2016/ 17 FIRST QUARTER BUDGET PERFORMANCE AND STATUS
REPORT FOR THE PERIOD JULY 1, 2016 - SEPTEMBER 30, 2016

DATE: NOVEMBER 21, 2016

BACKGROUND ( cont' d): 

three months, staff is able to provide an update based on early revenue trends for the current
fiscal year, and advise on potential future revenue and expenditure challenges which may
materialize during the fiscal year. 

DISCUSSION: 

The attached First Quarter Budget Report includes a recap (subject to final audit) of the prior
fiscal year' s General Fund fiscal results. The preliminary fund balance of approximately $2. 6
million in FY 2015/ 16 revenues above expenditures is reflective of a number of events

impacting the year end results. The $ 2. 6 million is derived from $ 1. 2 million in personnel

vacancy savings; $ 1 million from General Fund revenues coming in stronger than expected
including transient occupancy tax, business license tax, property tax, and development related
licenses and permit revenues; and $400,0000 in one -time unexpected surplus Educational

Revenue Augmentation Fund ( ERAF) revenues. 

The final year end reserve balance calculations for FY 2015/ 16 incorporate amounts assigned

for Council- authorized uses including $300,000 for the CalPERS Reserve, $ 100,000 for legal
services for North 40 lawsuit, and $34,414 for additional funding for the Pageant Way Parking
Lot improvements. 

An analysis of FY 2016/ 17 General Fund revenues confirms that the Town is tracking slightly
above budgeted revenues for the first quarter when compared to prior years. Key economic
revenues such property tax, business license tax, franchise fees, and transient occupancy tax
have all experienced increases from prior year first quarter results, while development - related

fees decreased. It should be noted that while the first quarter FY 2016/ 17 sales tax proceeds

show significant increase, the general sales tax revenue is declining. The first quarter FY
2016/ 17 sales tax proceeds include the final, one -time " triple flip" true up adjustment of sales
tax from prior fiscal years. 

Staff also reviewed first quarter budget results for all Town departments and found that

General Fund expenditures are trending well below budgeted levels. Staff cautions that first
quarter results cannot be relied on for projecting year end results since this report only covers
the first three months of the fiscal year. 

N: \ MGR\ AdminWorkFiles \Council Committee- FINANCE\ 2016 \11- 21 -16 \FY 2016 -171st Quarter Budget Report kw.docx 11/ 17/ 20162:24 PM SLL
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SUBJECT: FISCAL YEAR 2016/ 17 FIRST QUARTER BUDGET PERFORMANCE AND STATUS
REPORT FOR THE PERIOD JULY 1, 2016 - SEPTEMBER 30, 2016

DATE: NOVEMBER 21, 2016

CONCLUSION: 

While the long -range outlook for the Town indicates a positive fiscal year ahead, evidenced
prior year favorable closing results and positive first quarter preliminary data, staff will continue
its conservative fiscal planning efforts to monitor expenditures and the Town' s economically
sensitive revenues. 

CONCLUSION AND RECOMMENDATION: 

The Council Finance Committee is welcome to ask questions and listen to public testimony

regarding this item. Staff recommends that the Council Finance Committee forward a
recommendation to the Town Council to receive the First Quarter Budget Performance and

Status Report for the period July 1, 2016 - September 30, 2016

ENVIRONMENTAL ASSESSMENT: 

This is not a project defined under CEQA, and no further action is required. 

Attachments: 

1. Budget Performance Report for the Three Months Ended September 30, 2016. 

N: \ MGR \AdminWorkFiles \Council Committee - FINANCE \2016 \31- 21 -16 \FY 2016 -17 1st Quarter Budget Report kw.docx 11/ 17/ 2016 2:24 PM SLL
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INTRODUCTION

Purpose

This is the first quarterly budget performance report
for Fiscal Year 2016/ 17, for the three month period

ending September 30, 2016. The purpose of this

quarterly public reporting is twofold. First, it

ensures that the Town is consistently monitoring its

revenues and expenditures so that it can proactively

respond to unanticipated changes or emerging

trends. Second, and equally important, these

reports increase the transparency of the Town' s

finances. The Town is ultimately accountable to its

residents to use the revenue it brings in efficiently

and effectively to provide the highest quality

services, and quarterly public reporting provides the

Council Finance Committe and taxpayers with

information that demonstrates the Town is meeting

this standard. 

Content

This quarterly report presents an overview of the

Town' s operating revenues and expenditures for the

quarter ending September 30, 2016, as compared to

previous years, and explains any notable changes or

trends in these numbers. This report also provides

information on any recommended budget
adjustments. 

Timeframe and Limitations

The information in this report is the most accurate

and up -to -date information available at the time of
publication. However, this report is not an audited

financial statement and the numbers provided

herein are preliminary and subject to change as the
year progresses. No data on revenues and

expenditures are final until the Town has completed

its annual comprehensive audit and finalized its

Comprehensive Annual Financial Report (CAFR), 

which is released in the winter of each year for the

prior fiscal year. 

1

With respect to revenues: The Town regularly
monitors and adjusts its year -end revenue

projections based on revenue performance and

other developments that may affect Town revenues
in order to develop a more accurate picture of the
Town' s anticipated year -end financial position. 

With respect to expenditures: The expenditure

information in this report is extracted directly from

the Town' s financial management system, and

adjustments are made to account for certain known

payments, reimbursements, or transfers between

Town departments and funds that have not yet been

processed in the system at the time of publication. 

It represents a snapshot of Town expenditures at a

certain point in time and does not reflect final

adjustments made to prepare the Town' s CAFR. 
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EXECUTIVE SUMMARY

Status of FY 2016/ 17 Adopted Budget

First quarter revenues are generally trending higher
when compared to the first quarter of Fiscal Year

2015/ 16. Key economic revenues such property tax, 
business license tax, franchise fees, and transient

occupancy tax have all experienced increases from

prior year Hirst quarter results, while development - 

related fees decreased. It should be noted that

while the Hirst quarter FY 2016/ 17 sales tax proceed

shows significant increase, the general sales tax

revenue is declining. The first quarter FY 2016/ 17

sales tax proceeds include a one -time " triple flip" 

true up adjustment of sales tax from prior fiscal

years. 

General Fund expenditure totals for the first quarter

are trending favorably, with total operational
expenditures at the end of the Hirst quarter at about

19% of the budget. With only three months of data
available, however, it is difficult to predict revenues

and expenditures for the remainder of the year. In

light of this, staff continues to be cautiously
optimistic while monitoring fiscal developments very

closely. 

Prior Fiscal Year Closing Results

The Fiscal Year 2015/ 16 closing financial results

affirm the positive effects of the Town' s budgetary

actions taken in response to prior downturns in key

operating revenues. Conservative budgeting, 

vacancy savings, receipt of "one- time" revenues, and

a recovering economy, coupled with ongoing Town - 

wide expenditure reductions, generated a favorable

General Fund closing balance of approximately $2. 6
million of available revenues over expenditures at

fiscal year -end, June 30, 2016. This amount is

preliminary and subject to final audit. 

General Fund Reserve Status - 6/ 30/ 16

General Fund reserves are classified into categories — 

Restricted, Committed, Assigned, and Unassigned. 

Restricted reserves are those which are restricted in

use by accounting standards or legal agreements and
are not considered as available for use for another

purpose. With the dissolution of the Town of Los

Gatos Redevelopment Agency ( RDA), the Town no

longer has restricted reserves. Committed reserves

are established by Council Policy for an intended
purpose. Assigned fund balance describe a portion

of fund balnce that reflects a government' s intended

use of resources. Unassigned fund balance is

available for appropriation

General Fund Reserves closed on June 30, 2016 with

a balance of approximately $27.7 million in
committed and assigned reserves which is in

accordance with Town financial policies and

operating and capital budget requirements. 

General Fund Reserves

6/ 30/ 2016

Amount

millions) 

Estimated

Committed

Budge Stand aaGun Reserve 4.4

Catastrophic Reserve 4.4

Almond Grove Reserve 8. 5

Assianed

Carryforward Aroromiatton 0. 1

Cal PERS Restive 2. 8

Capital Improvements 3. 7

O m Space 0.6

5 wal Studies 0.3

SustainabilitV Reserve 0.2

Ff 2016/ 17 Commitments 0. 1

Available for Allocation Sub' ad to Final Audi[ 2. 6

Total Designated General Fund. iteserves - - 27.7

The Budget Stabilization Reserve was established to

serve as a transitional " bridge" funding source to
mitigate or smooth out cyclical ups and downs in

locally generated revenues due to fluctuations in the

local economy or "one- time" revenue losses where

the revenue base is likely to be restored in the near
future. The Catastrophic Reserve was established to

mitigate costs associated with unforeseen

emergencies, such as a disaster or catastrophic

event. Per Reserve Policy the combined total of

these two reserves is 25% of the General Fund

operating expenditures. 

The CaIPERS Reserve was established to mitigate the

the Town' s unfunded pension liabilities in June 2016. 
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According to the June action, Council directed staff

to establish a CalPERS Reserve up to $2. 5 million

funded from available FY 2014/ 15 year end savings

with an additional annual payment of $300,000 if

available at year -end savings. 

The reserve for Capital and Special Projects, funded

from annual available General Fund budget savings, 

serves as the primary source for replenishment to
the Town' s General Fund Appropriated Reserves

GFAR), which is the Town' s Capital Improvement

Fund. This reserve functions as a potential funding

source for new capital projects or augmentations to

authorized projects funded through the Town' s Five

Year Capital Improvement Program (CIP). Out of the

3. 7 million available in Capital Imrpovment reserve

1.4 million is already committed for capital projects
spending in FY 2016/ 17. 

The availability of approximately $27. 7 million in

committed, assigned, and currently unassigned

General Fund reserves provides the Town with

resources to manage through current and /or future

fiscal challenges and opportunities. The $2.6 million

unassigned fund balance per Reserve Policy will

added to the Capital Improvements Reserve at the

final close of the fiscal year unless there is different

Council direction. 

U. S. Economic Outlook

The Congressional Budget Office (CBO) anticipates

that the economy will expand at a solid pace over

the next few years. Real Gross Domestic Product

GDP) is aniticipated to grow by about 2% in 2016

and by 2. 4% in 2017. Economic growth is expected
to slow in 2018. 

According to CBO' s estimates, the growth in output
will heighten demand for labor over the next year

and a half, leading to solid employment gains and

eliminating labor market slack in 2017, thereby
putting upward pressure on wages. The agency
projects that the unemployment rate will fall below

the estimated natural rate of unemployment

bottoming out at 4.5% in the fourth quarter of 2017. 
Increased hiring will also encourage more people to
enter or stay in the labor force. 

The CBO also estimates that the rate of inflation in

the price index for personal consumption

expenditures will rise to 1. 5% from 0.5 %in 2015. In

2017, the rate of inflation is projected to rise to the

Federal Reserve' s longer -run goal of 2. 0 %.2017, the

rate of inflation is projected to rise to the Federal

Reserve' s longer -run goal of 2. 0 %. 

The CBO expects that the interest rates on Treasury

securities, which have been exceptionally low since
the recession, will remain lower than they were, on
average, in previous decades. 

In addition, federal lawmakers still face the longer - 

term budget issues posed by the large projected

national debt and the implementation of rising

health care costs and the aging population. 

The US Department of Commerce reported that

home construction rose 4. 4% since last year. 

State Budget Update

Since 2011, the State of California' s fiscal situation

has dramatically turned around. As the State' s

economy has recovered, the past three budgets
have restored some previous budget cuts and

expanded services, such as extending health care

coverage to millions of Californians. In addition, the

State has paid down its budgetary borrowing and

addressed some long standing problems - such as

implementing a plan to restore fiscal health to

teacher pensions, and making major improvements

to the state's water system. A strengthening state

economy is continuing to push revenues higher. The
State' s unemployment rate is below 6 %t for the first

time since 2007. In 2015, capital gains - the state' s

most volatile revenue source - reached an alltime

high. The economy is finishing its seventh year of

expansion, already two years longer than the

average recovery. While the timing is uncertain, the

next recession is getting closer, and the state must

begin to plan for it. If new ongoing commitments

are made now, then the severity of cuts will be far

greater - even devastating - when the recession

begins. 
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GENERAL FUND- KEY REVENUE ANALYSIS

The following discussion provides a status of significant General Fund revenue sources as of the first quarter, 

ending September 30, 2016. 

Staff monitors each revenue source closely and may recommend certain revenue adjustments based on revenue
actuals or state budget action. 
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Property Tax

Property tax is the largest revenue source for the Town' s General Fund, accounting for 27. 6% of budgeted General
Fund revenues in FY 2016/ 17. Property tax is levied by the Santa Clara County Assessor' s Office at 1% of a

property' s assessed value, of which the Town receives approximately 9. 5 cents per dollar paid on property located
within the municipal limits of Los Gatos. In compliance with Proposition 13, the assessed value of real property is

based on the 1975/ 76 assessment roll value, adjusted by 2% inflation factor thereafter. However, when property

changes hands or new construction occurs, property is reassessed at its current market value. Real property

values critically impact revenues. With the passage of Proposition 13, voters limited the tax rate that can be
imposed by the Town on property. With the limitation on rates, therefore, higher revenues are generated by a
higher aggregate property value. 

Analysis — Property Tax distributions are largely received in the third and fourth quarters. First quarter receipts

are slightly up when compared to the first quarter of the previous fiscal year. Property tax budget projections are
based on valuations projected by the Santa Clara County Assessor' s Office, given increased home sales, coupled

with anticipated adjustments in property tax distribution due to the dissolution of California Redevelopment

Agencies. Property tax revenue for FY 2016/ 17 was budgeted slightly lower than previous year' s actual revenues
based on these facts and projected Consumer Price Index rate. Prior year property tax revenues are up due to

receipt of "one- time" excess Educational Revenue Augmentation Funds ( ERAF) from the County and higher than

expected property transfer tax collection. Staff will continue to monitor these revenues through the mid -year to
determine if a budget adjustment will be recommended at that time. 

10,000,000

8, 000,000

6, 000,000

4,000,000

2,000,000

s- 

PROPERTY TAX

Quarterly and Annual Revenues

5 -Year History

FY 12/ 13 FY 13/ 14 FY 14/ 15 FY 15/ 16 FY 16/ 17

0 Ist Quarter Actual

Revenues

n Fiscal Year Total

Actual Revenues

n Fiscal Year Budgeted

Revenues

1st Quarter Actual Revenues

FY 12/ 13

76,842

FY 13/ 14

123, 394

FY 14/ 15

125,091

FY 15/ 16

109,027

FY 16/ 17

134,884

Fiscal YearTotal Actual Revenues 9, 477,043 9,054,908 10,113,287 10,791,743

Fiscal Year Budgeted Revenues 10,458,633

Ist Quarter Percent of Total 0.81% 1.36% 1. 24% 1.01% 1. 29% 

Recommended Budget Revision No Change
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Sales Tax

Sales tax is the second largest revenue source for the Town' s General Fund, accounting for 21.6% of budgeted
General Fund revenues for FY 2016/ 17. The Town receives 1 cent for every 8.75 cents of sales tax paid per dollar
on retail sales and taxable services transacted within Los Gatos. Since the implementation of the mechanism

commonly known as the " triple flip," the State Board of Equalization retains 0. 25 cents of the Town' s 1 -cent share

and requires the Santa Clara County Auditor to replace it with an equal amount of property tax revenue. Revenues

are remitted from the State to the Town on a monthly basis, and from the County to the Town on a biannual basis. 
FY 2016/ 17 marks the final " final triple flip" true -up payment. From FY 2016/ 17 the State Board of Equalization
will distribute the full 1 percent sales tax share to the Town. These revenues are placed in the General Fund for
unrestricted uses. 

Analysis —Based on the most recent Sales Tax and Economic Review update from Muni Services, the Town' s sales

tax analysis consultant, first quarter sales tax receipts statewide grew by 1. 2 %, while the Town of Los Gatos sales

tax revenues declined by 4.7 %. First quarter actual proceeds include $900,000 final " triple -flip" true -up payment
from previous fiscal years including FY 2015/ 16; as it demonstrated in the graph below the FY 2015/ 16 proceeds

were less since the final triple -flip payment got distributed in FY 2016/ 17. The negative impact associated with the

Netflix change in business model continues to impact the Town as is the trend of increased on -line retail versus

local mortar and brick shopping compounded by lower gasoline prices. 

10,000,000

8,000,000

6,000,000

4,000,000

2, 000,000

SALES TAX

Quarterly and Annual Revenues
5 -Year History

FY 12/ 13 FY 13/ 14 FY 14/ 15 FY 15/ 16 FY 16/ 17

tst Quarter

Actual Revenues

Fiscal Year Total

Actual Revenues

Fiscal Year

Budgeted

Revenues

FY 12/ 13 FY 13/ 14 FY 14/ 15 FY 15/ 1 Y 16/ 1

1st Quarter Actual Revenues $ 601, 176 $ 1, 243, 903 $ 914,843 $ 871,410 $ 2, 081, 617

Fiscal Year Total Actual Revenue $ 8,757,428 $ 8,029, 571 $ 8, 202,678 $ 7, 501,175

Fiscal Year Budgeted Revenues $ 8, 164,403

1st Quarter Percent of Total 6.86% 15.49% 11. 15% 11.62% 25.50% 

Recommended Budget Revision No Change
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As depicted in the graph there is decrease in all the categories of the sales tax revenue when compared to same

quarter results from the prior fiscal year. 

Sales Tax By Major Business Group
Latest Quarterly Data Available) 
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Staff will continue to monitor these revenues through the mid -year to determine if a budget adjustment will be

recommended at that time. 
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Franchise Fees

Franchise fees are collected by the Town for the privilege of operating a utility service within Los Gatos, and as a

fee in lieu of a business license tax. Franchise fees are currently received from Comcast for cable television, PG & E

for gas and electric services, West Valley Collection and Recycling for solid waste collection services, and AT &T and

Comcast for video services. Franchise fees represent 5. 8% of budgeted General Fund revenues in FY 2016/ 17. 

Analysis — Historically, franchise payments are not remitted equally throughout the fiscal year; therefore first

quarter receipts are not necessarily predictive. Total franchise fee revenues are trending slightly higher than those

in first quarter in FY 2015/ 16. Staff will continue to monitor trending of this revenue source and no budget
adjustment is recommended at this time. 

2,500,000

2,000,000

1, 500,000

1,000,000

500,000

13

Franchise Fees

Quarterly and Annual Revenues
5 -Year History

FY 12/ 13 FY 13/ 14 FY 14/ 15 FY 15/ 16 FY 16/ 17

m 1st Quarter Actual

Revenues

o Fiscal YearTotal

Actual Revenues

a Fiscal YearTotal

Budgeted Revenues

FY 12/ 13 FY i3/ 14 FY 14/ 15 FY 15/ 1 FY 16/ 17

15t Quarter Actual Revenues $ 251,349 $ 247,426 $ 275,097 $ 266, 431 $ 290,727

Fiscal YearTotal Actual Revenues $ 2,028,903 $ 2, 063,756 $ 2, 215,430 $ 2, 258, 892

Fiscal YearTotal Budgeted Revenues $ 2, 191, 120

1st Quarter Revenue Percentof Total 12. 39% 11. 99% 12. 42% 11. 79% 13. 27% 

Recommended Budget Revision No Change

9
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Business License Tax

The Town requires all businesses located within Los Gatos, or those that operate within Los Gatos, to obtain a

business license. The amount of business license tax paid by each business is based on its business activity. Fees for

activities such as wholesale sales and manufacturing are charged on a sliding scale based on gross receipts, as is
retail, but retail business licenses are capped at $975. These activities account for approximately 25% of annual

business licenses, while the remaining 75% are flat fee business licenses. Annual renewal payments are due on
January 2 of each year. Payments for new flat- fee -based businesses are pro -rated by quarter. 

Analysis —As a result of the projected increase in economic activity, business license tax revenue for the current

fiscal year was budgeted slightly higher than prior year budgeted number. First quarter revenues are significantly
lower compared to prior year first quarter revenue, however first quarter revenue is trending higher when

compared to revenues prior to FY 2014/ 15. FY 2014/ 15 actual revenues reflected below include a one -time prior

year adjustment for business license tax collection from Netflix. This adjustment was due to a reclassification that

happened in the first quarter of FY 2014/ 15. Generally the first quarter payments are primarily made up of
adjustments to businesses' gross receipts for 2015. The FY 2016 /17 first quarter receipt reflects the proceeds from

Netflix 2015 actual positive gross receipt adjutments. Annual business license tax renewal revenue is primarily

received in the second and third quarters of each year; therefore, first quarter performance is not necessarily

predictive. 
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Business License Tax

Quarterly and Annual Revenues
5 -Year History

FY 12/ 13 FY 13/ 14 FY 14/ 15 FY 15/ 16 FY 16/ 17

1st Quarter Actual Revenues

Fiscal YearTotal Actual Revenues

Fiscal YearTotal Budgeted Revenues

1st Quarter Revenue Percent of Total

FY 12/ 13 FY 13/ 14 FY 14/ 15

44,393 $ 52, 124 $ 472,024• 

1,151,579 $ 1, 130,020 $ 1,779,307

3. 85% 4.61% 26.53% 

01st Quarter Actual

Revenues

0 Fiscal Year Total

Actual Revenues

0 Fiscal Year Total

Budgeted Revenues

82,439•• $ 131,955

1,465,547

1,300,000

6.63% 6. 60% 

Recommended Budget Revision No Change
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Transient Occupancy Tax

The Town levies a 10% transient occupancy tax (TOT) on all hotel and motel rooms within the municipal limits of Los

Gatos. This tax helps to fund Town services provided to transitory visitors to Los Gatos. At the November 8, 2016
election the Town of Los Gatos residents approved a ballot measure increase the TOT from 10% to 12%. This

measure is still subject to certification that will happen in December 2016. 

Analysis — Visit California, formerly the California Travel and Tourism Commission, reports that the total number of

visitors to California grew 3. 4% in 2015. The forecast for California visitation is increasing by 2. 2% in 2016. Personal

and business related travel is gaining strength. First quarter TOT revenues are trending significantly higher than the
first quarter of FY 2015/ 16 due to the fact that one of the hotel paying the TOT monthly instad of quarterly.. Staff
will continue to monitor this funding source and based on the certification of the elction and the upated trend will
recommend a budget adjustment at the time mid year budget review. 

2,000,000

1, 500,000

1, 000,000

500,000
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Transient Occupancy Tax

Quarterly and Annual Revenues

5 -Year History

FY 12/ 13 FY 13/ 14 FY 14/ 15 FY 15/ 16 FY 16/ 17

1st Quarter Actual Revenues

Fiscal YearTotal Actual Revenues

Fiscal YearTotal Budgeted Revenues

1st Quarter Revenue Percentof Total

Revenues

Fiscal Year Total Actual

Revenues

0 Fiscal Year Total

Budgeted Revenues

135,452 $ 169,632 $ 132,202 $ 153, 102 $ 385, 811

1,295,887 $ 1,512,846 $ 1, 896,721 $ 1, 943, 166

1, 900,000

10.45% 11.21% 6.97% 7. 88% 20.31% 

Recommended Budget Revision No Change

10
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Charges for Services

Town service revenues consist primarily of planning, building, inspections, and engineering fees assessed on local

building and development activity. Development fees and charges are assessed based on recovery formulas, which
reflect approximate costs of providing these regulatory services. 

Analysis — First quarter Town service revenues, specifically Charges for Services, are trending significantly lower

than first quarter results from the previous fiscal year. Development permits revenues are projected to be lower

than last fiscal year due to the slowing down of large scale building projects. Staff will continue to monitor this
revenue source, however no budget revisions are recommended at this time. 
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Charges for Services

Quarterly and Annual Revenues
5 -Year History

FY 12/ 13 FY 13/ 14 FY 14/ 15 FY 15/ 16 FY 16/ 17

1st Quarter Actual Revenues

Fiscal YearTotal Actual Revenues

Fiscal YearTotal Budgeted Revenues

1st Quarter Revenue Percentof Total

7st Quarter Actual

Revenues

Fiscal Year Total

Actual Revenues

O Fiscal Year Total

Budgeted Revenues

FY 12/ 13 FY 13/ 14 FY 14/ 15 FY 15/ 16 FY 16/ 17

552, 150 $ 795, 289 $ 706, 139 $ 567, 913 $ 352, 063

3, 070, 127 $ 2,684, 126 $ 2, 643, 276 $ 2, 677, 944

2,370, 070

17. 98% 29. 63% 26. 71% 21. 21% 14. 85% 

Recommended Budget Revision No Change

11
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Licenses and Permits

Licenses and permits consist mainly of Building Permit fees which are collected by the Town to offset administrative
costs associated with overseeing the proper permitting aspects of development. 

Analysis — First quarter License and Permit revenue is trending lower than first quarter results from the previous

fiscal year. First quarter collections include approximately $400,000 deferred revenues from FY 2015/ 16 collections

as some of the big -scale development project started in last year were not completed in FY 2015/ 16. Staff will

continue to monitor this funding source closely to assess the need for mid -year budget adjustments; however no
budget revisions are recommended at this time. 
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Licenses & Permits

Quarterly and Annual Revenues

5 -Year History

FY 12/ 13 FY 13/ 14 FY 14115 FY 15/ 16 FY 16/ 17

1st Quarter Actual Revenues

Fiscal Year Total Actual Revenues

Fiscal Year Total Budgeted Revenues

1st Quarter Revenue Percent of Total

0 1st Quarter Actual

Revenues

Fiscal Year Total

Actual Revenues

o Fiscal Year Total

Budgeted Revenues

FY12/_13 FY 13/ 14 FY 14/ 1 FY 15116 FY 16/ 17

912, 238 $ 1, 237,390 $ 1, 229,462 $ 1, 289, 988 $ 1, 149,167

3,060,948 $ 3, 235, 122 $ 3, 687,393 $ 3, 552, 935

2,946,583

29.80% 38. 25% 33. 34% 36.31% 39.00% 

Recommended Budget Revision No Change

12
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Interest Income

The Town earns interest income by investing monies not immediately required for daily operations in a number of

money market instruments. These investments are made within the parameters stated in the Town Council' s
Investment Policy. The Town' s investment goal is to achieve a competitive rate of return while protecting the safety
of its funds. Interest income revenue is primarily dependent on two factors: first, the cash balance in the Town' s

investment portfolio and second, the yield on those funds. 

Analysis — First quarter receipts are trending slightly above those in the same period in the prior fiscal year, largely
because of small rises in interest rate levels experienced during the past twelve months. The Town' s investement

advisors expect interest rates to rise gradually in calendar year 2017. The increase of the interest earnings
experienced this fiscal year as of first quarter are reflective of the Town' s total portfolio yield increasing from 0.81% 

as of September 30, 2015 to the current yield of 0.84% as of September 30, 2016 as reflected in the Town Q3 Draft

Investment Report. 

The strategy for the foreseeable future continues to be to remain fairly short -term and to invest in callable agency
bonds in order to attempt to pick up a few basis points over non - callable agencies and treasuries. Treasuries are

being added into the mix of investments to attempt to keep the portfolio somewhat balanced, even though this has
the effect of lowering the overall rate of return. The Town also attempts to find good solid corporate bonds when
possible. There are no recommended changes to this revenue source at this time. 
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InterestInco

Quarterly and Annual Revenues
5 -Year History

FY 12/ 13 FY 13/ 14 FY 14/ 15 FY 15/ 16 FY16 /17

p 1st Quarter Actual

Revenues

Fiscal Year Revenues

17 Fiscal Year Total

Budgeted Revenues

13

FY 12/ 13 FY 13/ 14 FY 14115 FY 15/ 16 FY 16/ 17

1 st Quarter Actual Revenues 111, 401 169, 558 113, 313 $ 81, 671 84,965

Fiscal Year Revenues 422,840 514,380 379, 154 $ 317,766

Fiscal Year Total Budgeted Revenues 438, 880

1st Quarter Revenue Percent of Total 26- 3% 33. 0% 29.9% 25.7% 19. 4% 

Recommended Budget Revision No Change

13
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FINANCIAL SUMMARIES, PROJECTIONS, AND RECOMMENDATIONS

General Fund

The following table in the next page is the Schedule of General Fund Operating Revenues versus Operating
lwxoo

Expenditures for the first quarter of FY 2016/ 17, which includes comparison information from the prior year. In

the far right column are projections of unaudited, final balances for the current fiscal year based upon the early
trends observed through the first quarter. 

Tom of Los Gatos

Schedule .( General Fund

Operating Revenues vs. Operating Expenditures
For the period ended Seplemher30, 2016

Expenditures ( includes c / fbut no encumbrances) 

Unaudited

To Ahnond Grove Reserve 2 , 516, 795

GASB 31 Adjust to Market Entry

May" & Crossed 171. 530 184, 557 36 , 895 20% 2 02, 421 202, 421 42, 124 21% 202, 421

FYIS /16 FY15 /16 FY15 /16 FY15 /16 FY16 /17 FY16 /17 FY16 /17 FY16 /17 FY16 /17

20% 3. 310, 379 3, 310, 379 554, 650

Final Adjusted 1st Qtr Adopted Adjusted 1st Qtr Finance

13, 844684

Balance Budget Actuah YFD Budget Budget Actual, YFD Projection
Revenues

Lbmry 2332268 2, 577394 574, 617 22% 2, 691, 849 2, 691, 849 484, 283 I8% 2, 691849

Total Dept Expenses 29, 786, 558 $ 32352 , 872 $ 6232, 812 19% $ 31067226 $ 31, 067226 $ 6344, 828

General Property Tax 10,791, 743 510,269397 S 109,027 1% 10,458,633 S10 .458633 $ 134,884 1% 10,458,633

Prop Tax Car Tax Backfill

36339, 571 $ 39069, 155 $ 6335, 690

Sales & Use Tax 7,501, 175 8, 126309 871, 410 11% 8, 164,403 8, 164,103 2,081617 25% 8, 164,403
Foreclose Fees 2258,892 2,127660 266.431 13% 2, 191, 120 2, 191, 120 290,727 13% 2, 191, 120
Transient Oce Tax 1, 943,166 1, 8001000 153, 102 9% 190. 000 1, 900,000 385, 811 20% 1, 900,001

Business License Tax 1, 465,547 1301,000 82,439 6% 1300,000 13W,OW 162, 127 12% 1300,000

Licenses & Permis 3,552,935 3076,162 1289,988 42% 2,946,583 2,946,583 1, 149, 167 3914, 2946,583
Motor Vehicle In Liu 2,984,023 2,833,750 0% 3, 013,840 3013,840 0% 3013,840
Inkrgoveramental 972,199 930,994 32,711 4% 717684 717691 52, 806 No 717684

Charges fm Services 2677,944 2,786,451 567,913 20% 2370070 2370070 352,063 I5°A 2, 370,070
Fines & Forfeiures 858,929 666,300 15IX7 23% 650,906 650,900 176271 27% 650,900
Interest 317,766 424, 140 81, 766 19% 438,880 438,880 84,956 19% 438,880
GASB Invesurent To Market Per Audi 310MB 104,550) 239,189 229% 10707) 107687) O% 107687) 

Miscellaneous /Oter 3,605671 4,706,827 1, 226,655 26% 3, 421, 579 3, 421, 579 2,771638 81% 3,421, 579

FundTransfers ( Non CapthO 329,722 454,218 57,467 13% 363,428 363,428 59,302 16% 363,428

Fwd Trarsfer( CapiaO 2 ,516,795

Total Operating Revenues 42, 086 ,515 39397,658 5, 129,905 13% 37 ,829,433 37 ,829,433 7,701369 20% 37,829,433

Use of0ther Funding Sources: 

Use of Reserves - Capital Projects I.4W, w 1, 400000 1, 400,00) 
Ahnond Grove Reserve 8,459,973 8,459973 8,459,973
Canyf. ard Reserve

Special Studies

Total Other Funding Sources 9,859,973 9 ,859973 9 ,859,973

Total Revenues plus Reserves S 42, 086315 539397,658 S 5, 129,905 47689,406 $ 47689,406 $ 7,701369 47689.406

Expenditures ( includes c / fbut no encumbrances) 

To Ahnond Grove Reserve 2 , 516, 795

GASB 31 Adjust to Market Entry

May" & Crossed 171. 530 184, 557 36 , 895 20% 2 02, 421 202, 421 42, 124 21% 202, 421

Attorney 296,258 330,602 52,458 16% 347,006 3470% 65,620 19% 347,006
Admnstrative Services 2 ,883289 3, 183,780 632, 146 20% 3. 310, 379 3, 310, 379 554, 650 17% 3, 310,379
Coos Development 4032333 4,435,444 664,751 15% 4, 143, 098 4,143,098 763,951 18% 4,143,098

Poke 13, 844684 15027,844 3, 170,893 21% 13920,048 13, 920048 3356,742 24% 13920,048
Parks & Public Works 6226,196 6613251 1, 101,052 17% 6,452,425 6,452,425 1277,458 20% 6,452,425

Lbmry 2332268 2, 577394 574, 617 22% 2, 691, 849 2, 691, 849 484, 283 I8% 2, 691849

Total Dept Expenses 29, 786, 558 $ 32352 , 872 $ 6232, 812 19% $ 31067226 $ 31, 067226 $ 6344, 828 21% 31,067226

General Government 6,753013 6,716283 302 ,878 0 15 ,891, 999 15891999 2341, 152 15% 15,891, 999

Total Non -Dept Expenses S 6,753013 6,716283 5 302 ,878 5% $ 15891, 999 $ 15891,999 $ 2341, 152 IS% S15 ,891, 999

Total Operating Expenditures 36339, 571 $ 39069, 155 $ 6335, 690 17% $ 46959225 $ 46,959225 S 8885,980 19% $ 46959225

Other Uses

To Ahnond Grove Reserve 2 ,516,795

GASB 31 Adjust to Market Entry 310,008

AWlcrned Canyforwards 54,000

Total Other Uses 2880803

Total Other Expenditures and Uses $ 39,420374 $ 39069,155 5 6,535,690 17% $ 46,959225 $ 46,959225 S 8 ,885980 19% $ 46,959225

Net Operating Revenues S 2, 666, 141 $ 328,503 S ( 1, 405, 785)_ S 730, 181 $ 730, 181 $ ( 1, 184,611)_ 8 730, 181

14
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The following financial summaries present data by governmental fund type: Special Revenue Funds, Capital Project
Funds, Internal Service Funds, and Trust and Agency Funds. For each, the fund information starts with a beginning
fund balance, adds current year revenues, and subtracts current year expenditures, resulting in an ending fund

balance. Adopted budget amounts are provided as a basis for comparison of actuals to date. 

Special Revenue Fund

Special Revenue Funds account for the proceeds derived from specific revenue sources that are legally restricted or

assigned to special purposes. The Town' s Special Revenue Funds are Community Development Block Grant Fund, 

Housing Conservation Program Fund, Non -Point Urban Runoff Source Fund, and several Landscaping and Lighting
District Funds. The revenue from the Non -Point Source Program fund continues to lag the expenses. This largely

results from increased requirements associated with theTown' s storm water permit, including increased isnpections

and monitoring, trash reduction requirements, and administrative costs. Staff will develop a plan to move the
program toward a sustainable cost recovery model as part of the FY 17/ 18 budget process. As indicated in the chart
below, Non -Point Source fund balance is negative. It is anticipated that revenues fo the Non -Point Source program

will be received by the end of the second quarter and will be reflected in the mid -year budget report. 

Special Revenue Funds

Budget to Actuals Comparisons

Beginning Fund Balance ( Pre - audit) 

Budgeted Revenues

Total Actual Revenues - 1st Qtr

Budgeted Expenditures

Total Actual Expenditures - 1st Qtr

1st Quarter Ending Fund Balance

15

CDBG Non -Point LLD's

Grants Source

78,621 $ 115,657 $ 185,332

70,000 367, 464 38,416

70,000 533, 935 79,470

243, 459 1, 333

78,621 $ ( 127,802) $ 183,999
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s. 

Capital Projects Funds account for resources used for the acquisition and construction of capital facilities by the
Town. Funds in this category are the General Fund Appropriated Reserve Fund (GFAR), Traffic Mitigation Fund, 

Grant Funded Capital Improvement Projects Fund, Utility Underground Fund, Gas Tax Fund, and three Storm Drain

Funds. Capital Projects Funds are generally tracking in accordance with the FY 2016/ 17 adopted budget. Projects

budgeted from Traffic Mitigation and utility Undegrounding sources are starting later this fiscal year. Staff will
continue to monitor these expenditures throughout the remainder of the year. 

Capital Project Funds

Budget to Actuals Comparisons

16

GFAR Traffic Grant Fund Storm Utility Gas

Fund Mitigation CH" s Drains Undergd Tax

Beginning Fund Balance 14,781, 907 2, 596,834 379,926) 1, 668,054 2, 881, 502 1, 651, 113

Budgeted Revenues 11, 347,973 1, 500, 185 1, 056, 176 103, 880 50,000 631, 843

Total Actual Revenues - 1st Qtr 126, 676 44,661 3,649 169, 807

Budgeted Expenditures 25,322,000 1, 500,185 994,443 70,000 2,043, 905

Total Actual Expenditures - 1st Qtr 222, 098 54,385 1, 347, 629

1st Quarter Ending Fund Balance 14, 686,485 2, 542, 449 379,926) 1, 712,715 2, 885, 151 473, 291

16
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Self

Internal Service Funds

Internal Service Funds finance and account for special activities and services performed by a designated Town

department for other Town departments on a cost reimbursement basis. Included in this fund type are the

Equipment Replacement Fund, Workers' Compensation Fund, ABAG Self Insurance Fund, Office Stores Fund, 

Management Information Systems Fund, Vehicle Maintenance Fund, and the Facilities Maintenance Fund. 

Internal Service Funds are generally tracking in accordance with the FY 2016/ 17 adopted budget. No revisions to
adopted revenues or expenditures are required at this time, and staff will continue to monitor expenditures and

propose a revised cost allocation during FY 2017/ 18 budget preparation. 

internal Service Funds

Budget to Actuals Comparisons

17

Equipment Workers Self Office Mmgt Info Vehicle Facility
Replacemt Comp Insurance Stores Systems Maint. Maint. 

Beginning Fund Balance S 2, 147, 845 M78,166 S 1, 360,373 S 185,533 2,888,451 4139458 415,323

Budgeted Revenues 381, 322 934,118 535, 838 95, 000 1, 129, 006 573, 865 1, 381, 875

Total Actual Revenues - Ist Qtr 95,331 261, 432 134, 845 1, 999 226,496 143,466 285,743

Budgeted Expenditures 336,369 1, 258,810 808, 361 134, 500 1, 351, 188 573, 866 1, 381, 875

Total Actual Expenditures - 1st Qtr 122, 107 313,309 442,976 24,521 242,840 98,260 225,164

1st Quarter Fading Fund Balance 2, 121, 069 1, 326,289 S 1, 052, 242 S 163,011 S 2,872, 107 S 4589664 S 475,902

17
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Trust and Agency Funds

Town Trust and Agency Funds have fund balances as of July 1, 2016 of $524,453 for the Library Trust Funds and
3, 593. 571 for Successor Agency Trust. No budget revisions are recommended at this time for these funds. 

Trust & Agency Funds
Budget to Actuals Comparisons

Beginning Fund Balance

Budgeted Revenues

Actual Revenues - 1st Qtr

Budgeted Expenditures

Total Actual Expenditures - 1st Qtr

Ist Quarter Ending Fund Balance

library SA

Trust Trust

524,453 3, 593, 571

69, 150 3, 872,939

500 1, 923,430

67, 000 3, 871, 255

6, 584 3, 434,425

518,369 $ 2, 082,576
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CONCLUSION

The financial results from the prior fiscal year, coupled with the FY 2016/ 17 first quarter data, confirm the Town' s

continued conservative fiscal planning and efforts to sustain its economically sensitive revenues. Based on available

information at the time of this report and expected receipts, the long -range outlook for the Town indicates that

revenues continue to improve, with small excess revenues beyond expenditures forecasted. As the fiscal year

progresses, staff will continue to closely monitor revenue and expenditure activity and work to identify

opportunities to enhance revenue to support current and future operating capital needs. 

19
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DATE: NOVEMBER 21, 2016

TO: COUNCIL FINANCE COMMITTEE

FROM: LAUREL PREVETTI, TOWN MANAGER

MEETING DATE: 11/ 21/ 2016

ITEM NO: 3

DESK ITEM

SUBJECT: RECOMMENDATION TO THE TOWN COUNCIL TO RECEIVE THE FISCAL

YEAR 2016/ 17 FIRST QUARTER BUDGET PERFORMANCE AND STATUS

REPORT FOR THE PERIOD JULY 1, 2016 - SEPTEMBER 30, 2016

REMARKS: 

Attachment 2 contains correspondence received after the Staff Report distribution. Staff is

prepared to respond to all questions upon the Committee' s request. 

Attachments: 

1. Budget Performance Report for the Three Months Ended September 30, 2016. 

Attachments received with this Desk Item: 

2. Public comment received before 11 a. m. on November 21, 2016. 

PREPARED BY: STEPHEN CONWAY

FINANCE DIRECTOR
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11 -21 -16

Finance Committee Meeting re year end 2015 -2016, and 1Q 2016 -2017

Attached is a short list and also a full list of questions that we have regarding the
financial information to be discussed in the 11 -21 -16 meeting. The full list are
additional questions, but those may be modified depending on the answers we get

today. If this is the only opportunity we have to present questions, then the full list is
attached at the bottom of this letter. 

We think the end result of this work between Staff, the Finance Committee and us will

help to bring the Los Gatos financials into compliance with GASB standards. Though we
would like to have all questions answered in this session, we think our total list would
look like we were piling on. We' re not. We' re concerned residents of Los Gatos. 

One of our goals is to have a constructive and thought - provoking session, the answers
of which will bring the town closer to full compliance with GASB, and eliminate errors in
the future. Our other goal is to be helpful in solving the problems we have found and
not to be viewed as a thorn in Staff's side. We all want to be proud of Los Gatos, and
though the finances are generally not something the general public seeks to
understand, they are very critical to the success of our town. 

We feel that all of these questions, once answered, and any mistakes corrected, could

help to make the Los Gatos financial reporting more valuable to the Council in the
management of town finances. These answers and the corrections they should bring to
the statements will provide more clarity and transparency for the citizens of Los Gatos. 

This was promised to the town by both the Mayor Sayoc and Vice -Mayor Rennie in their
acceptance speeches. 

Jak VanNada, Lee Fagot, Terry Duryea, Peter Hertan

ATTACHMENT 2



The Abbreviated List: 

Agenda Item 2: First Quarter Investment Report AND Restated Demand Account

Balances ( February through June 2016) 
We would like to understand how the misclassification between the demand

account and the fund balance that was $ 12. 4M by June 30, 2016 could go
undetected for 5 months. 

o We view this as serious for a number of reasons: 

If it was due to a lack of timely account reconciliations, the
foundation of any system of internal control, this represents a
serious breakdown in the Town' s system of internal control

If the money was sitting in a non - interest bearing demand account, 
the error resulted in a loss of investment return

Although the Town missed it, why didn' t the financial institution or
more importantly, the investment manager catch the error? 

Does the independent auditor feel he will need to disclose this as a

material inadequacy in internal controls "? 
What changes in process and oversite are to be implemented to

preclude similar future errors? 

Agenda Item 3: Quarterly Budget Performance & Operating Report
o The following questions relate to the " box" in the Executive Summary that

provides the detail of the General Fund Reserves as of June 30, 2016 in
accordance with GASB # 54

Both the Almond Grove Reserve and the CalPERS Reserve were

established by TC resolutions, yet the former is reported as
Committed and the latter is presented as Assigned. Why are they
reported differently? 

Where is the reserve for Compensated Absences ($ 1, 692K after

being reduced by $ 589K to fund Almond Grove) and Vasona Land
Sale ($ 411K) per the Oct 28, 2015 Council Resolution? 

Why is there not a reserve for post- retirement medical when this
was recorded $ 400, 000 as an assigned general fund reserve as of

June 30, 2015. Has there been a change in spending intent? 

o How do the reported Q1 ' 16/' 17 amounts reflect the unresolved employee

wage negotiations? If an estimate is not provided, will the numbers be

restated at a later date? 



o Page 3 of the Executive Summary, next to last paragraph before the US
Economic Outlook indicates that $ 1. 4 of the $ 3. 7M Capital Improvement

reserve is already committed for capital projects. What are the capital
projects? 

The Full List ( if there is time — the abbreviated list is included with the

longer list that follows): 

Agenda Item 2: First Quarter Investment Report AND Restated Demand

Account Balances ( February through June 2016) 

There's one issue that over shadows all others. The narrative " Corrected

Demand Account Balances" attempts to explain it. I will leave it up to each TC
member if they think the explanation is sufficient once they understand what
happened. The error is reflected in multiple places in the report when compared

to the prior period reports. 

On page 1, the July 31, 2016 Summary of Investment Information shows
a " Last Month" balance ( i. e. as of June 30, 2016) of $74, 913, 946. The

problem is that if you look at the July 15, 2016 Fourth Quarter Investment
Report that the Council approval, the June 30, 2016 balance is

62, 500, 546. In summary, the TC accepted a report that had bad
numbers. You will see the month by month effect for the 5 months on
the last 5 pages of the November 17, 2016 investment report. The

collective error at June 30, 2016 was $ 12, 413, 400. 

This raises the question of what happened? 

It appears that the staff was not reconciling the bank accounts on a
regular basis. This is the most basic requirement to insure good

internal accounting controls. If accounts are reconciled monthly, it
should have been identified as part of the monthly closing
processing. In this case, it took the Town at least 6 months to
identify the problem. 

It appears significant money was sitting in a " demand deposit" account, 
earning no interest. 
Even if the Town missed it, why didn't the financial institution or more
importantly, the investment manager catch the error —there was an extra

12M sitting in a demand account at 6/ 30/ 16 and no one identified it or at
least called it to the Town' s attention? 

Fortunately, no one took advantage of the situation so no money was lost
other than the opportunity loss of the interest sitting in a demand account



Item 2 of the Agenda asks the Finance Committee to " receive" the fiscal Q1

16/ 17 report and the 5 months of Reconciled Demand Account Balances. Their

appears to be a significant inadequacy of internal controls. At a minimum I
would expect the Finance Committee would want to report this to the TC. I

would expect the Finance Committee would want to get greater assurance that

the restated numbers are now accurate. 

o I could imagine the Finance Committee would want to talk with the

Town' s independent auditors to get their take on how this happened. 

o If this is a material inadequacy in internal control, I believe the
independent account needs to report it as such. The Finance Committee

would want to know if this was going to happen
o I would expect the Finance Committee to issue a written or oral report to

the TC explaining the restatements for 5 months. 
o It would be hard to accept the report without getting comfortable in some

way that the restated numbers are accurate and that new procedures are
in place to ensure this does not happen again

Agenda Item 3: Quarterly Budget Performance & Operating Report

On a positive note - -the unaudited fiscal 15/ 16 showed an operating surplus of
2. 66M after setting aside $ 2. 88M of other uses ( which included $ 2. 52M to the
Almond Grove Reserve" 

o But a question: Where is the additional $ 300K to be set aside in the

CalPERS Reserve" per TC authorization? 

o Why is there not a reserve for post- retirement medical when this was
recorded $ 400, 000 as an assigned general fund reserve as of June 30, 

2015. Has there been a change in spending intent? 

On a positive note —the Town is reporting the components of the General
Fund Reserve in accordance with GASB # 54, separately identifying Committed
and Assigned Reserves and the remaining Unassigned Reserve ( See " Box ") 

But a question —Why is the Almond Grove Reserve so much less that the
12. 2M adopted at the October 28, 2015 Council Meeting? Has the Town

already spent $3. 7M? 
Another question —Both the Almond Grove Reserve and the CalPERS

Reserve were established by TC resolutions, yet the former is reported as
Committed and the latter is presented as Assigned. Why are they
reported differently and how can we establish consistency? 
In the 6/ 30/ 16 General Fund balance , where is the reserve for

Compensated Absences ($ 1, 692K after being reduced by $ 589K to fund



Almond Grove) and Vasona Land Sale ($ 411K) per the Oct 28, 2015
Council Resolution? 

o Do we therefore need to make up that difference, and if so, how and
when will that happen? 

o The June 2016 General Fund Reserve Report reflects the components in

accordance with GASB # 54 while the 2015 report reflects the components

using a former standard —Could we please receive a reconciliation from
the 2015 reserve presentation /classification to the 2016 reserve

presentation /classification? 

o How do the reported Q1 ' 16/' 17 amounts reflect the unresolved employee

wage negotiations? If an estimate is not provided, will the numbers be

restated at a later date? 

o Since the fiscal 15/ 16 audit has not been complete the reported numbers

are unaudited, are there any remaining open audit issues at this point and
if so, what are they? When do you expect the 2015/ 16 numbers to be
finalized? 

o What do you see as the area of greatest financial risks for the remainder

of fiscal 16/ 17? General[ Possible answers could be i) continuing decline is
sales tax, ii) legal fees on North 40, iii) increased expense related to

employee post- retirement benefits ( pensions & OPEB), iv)... 

Just to note: 

o Per page 6, the Q1 16/ 17 sales tax income of $2, 081K includes a one -time

triple flip' true up" payment of $900K. If this is netted out, the apples
to apples Ql numbers for 2015 and 2016 are $ 871K for fiscal 2015 and

1, 182K for 2016

o Per page 14, the left most column reflects the unaudited fiscal 2015/ 16

excess of revenues over expenses of $2. 666M
o Per page 14, the 3rd column from left and 6th column from left compare

Q1 fiscal 2016 to Q1 fiscal 2017. 2016 had a deficit of $1, 406K and 2017
had a deficit of $1, 185K. The Q1 2016 deficit would have been $ 2, 085K if

it weren' t for the one -time $900K triple flip payment explained on page 6. 
I don' t know if Q1 2016 had any unusual items or the year to year
increase in Q1 deficit of $679K is significant or if it's even an apples to

apples comparison. 

o Per page 14, the 16/ 17 annual budget includes a revenue source of

8, 459K for Almond Grove Project and $ 1. 4M for Capital Projects

0

If the answers to the questions make sense, I see no reason why the Finance
Committee should not " receive" the fiscal Q1 16/ 17. But then I' m not sure what
receive" means. I would expect the Finance Committee to issue a written or

oral report to the TC to explain the major changes in Q1 2016/ 17 which would

include: 

o Unaudited 2015/ 16 results show an excess of revenue over expenditures

of $2. 666M



Adoption of GASB 54 for General Fund reserve reporting to Town Council
to be consistent with audited CAFR reporting which adopted GASB 54 in
the 2012 CAFROne time $900K triple flip sale tax revenue
An apples to apples year over year Ql comparison showing a $ 679K
greater Ql deficit

Anticipated employee costs do ( do not) reflect the expected outcome of

union negotiations. 

Report that the audit is not completed and that it is expected that it would

be completed approximately XXXX
On page 16 of the budget performance report, the GFAR Fund beginning
balance is $ 14. 7m. If you add the budgeted revenues of $11. 3m and

deduct the budgeted expenditures of $25.3m from the beginning balance, 
this suggests the ending balance will be $ 807k. Does the Town think that
this is sufficient fund level to fund the future capital requirements for the

Town? What should a " normal' level be for the GFAR balance be as we

exit FY 2016? 

Why we would focus on this is that the Town has already disclosed in the
2016 Capital Plan that there is over $ 10m in unfunded street maintenance

projects. It is hard for us to believe that drawing the GRAR down to
807, 880 is prudent management. We are assuming that the entire

budgeted expenditures actually get spent this year. 

Terry Duryea, Jak VanNada, Peter Hertan, Lee Fagot


