CITY OF PALO ALTO OFFICE OF THE CITY AUDITOR
January 29, 2018
The Honorable City Council
Palo Alto, California

Finance Committee Recommendation to Accept Macias Gini &
O'Connell's (MGO) Audit of the City of Palo Alto's Financial
Statements as of June 30, 2017, and Management Letter
The Office of the City Auditor recommends acceptance of Macias Gini & O’Connell’s (MGO) Audit of
the City of Palo Alto’s Financial Statements as of June 30, 2017, and Management Letter. At its
meeting on December 5, 2017, the Finance Committee approved that the Audit of the City of Palo
Alto’s Financial Statements be forwarded to the City Council on the consent agenda. The Finance
Committee draft minutes are included in this packet.
Respectfully submitted,

Harriet Richardson
City Auditor

ATTACHMENTS:


ATTACHMENT A: Macias Gini & O'Connell's Audit of the City of Palo Alto's Financial
Statements as of June 30, 2017, and Management Letter
(PDF)



ATTACHMENT B: Finance Committee Meeting Draft Minutes Excerpt (December 5, 2017)
(PDF)

Department Head: Harriet Richardson, City Auditor
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ATTACHMENT A

CITY OF PALO ALTO OFFICE OF THE CITY AUDITOR
December 5, 2017
The Honorable City Council
Palo Alto, California

Macias Gini & O'Connell's Audit of the City of Palo Alto's
Financial Statements as of June 30, 2017 and Management Letter
RECOMMENDATION
We recommend the Finance Committee review and forward to the City Council for approval the
City of Palo Alto’s audited financial statements for the fiscal year ended June 30, 2017, and the
accompanying reports provided by Macias Gini & O’Connell LLP.
DISCUSSION
The City Charter requires that the City Council, through the City Auditor, engage an
independent certified public accounting firm to conduct the annual financial audit. The selected
firm reports the results of the audit, in writing, to the City Council. Macias Gini & O’Connell LLP,
a certified public accounting firm, conducted the audits of the City’s financial statements for the
fiscal year ended June 30, 2017.
The Administrative Services Department provides the Comprehensive Annual Financial Report
(CAFR) and Single Audit Report, including the following Independent Auditor’s Reports, to the
Finance Committee:





Independent Auditor’s Reports on the Financial Statements (CAFR) (pp. 1-3 of CAFR)
Independent Auditor’s Report on Internal Control over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements Performed in
Accordance with Government Auditing Standards (Single Audit Report) (pp. 163-164 of
CAFR)
Independent Auditor’s Report on Compliance for Each Major Program and on Internal
Control over Compliance Required by Office of Management and Budget Circular A‐133
(Single Audit Report) (pp. 165-167 of CAFR)

We are providing copies of the following financial statements and reports, as prepared by
MGO:



Report to the City Council (the “Management Letter”) – Attachment A
Cable TV Franchise, Independent Auditor’s Report and Statements of Franchise
Revenues and Expenditures for the years ended December 31, 2016 and 2015 –
Attachment B

ATTACHMENT A






Palo Alto Public Improvement Corporation (a Component Unit of the City of Palo Alto),
Annual Financial Report for the year ended June 30, 2017 – Attachment C
Regional Water Quality Control Plant, Independent Auditor’s Report and Financial
Statements for the year ended June 30, 2017 – Attachment D
Transportation Development Act Funds, Independent Auditor’s Report, Financial
Statements and Supplementary Information for the year ended June 30, 2017 Attachment E
Independent Accountant’s Report on Applying Agreed-Upon Procedures Related to the
Article XIII-B Appropriations (GANN) Limit for the year ended June 30, 2017 –
Attachment F

I would like to express appreciation to Macias Gini & O’Connell, Tony Sandhu and his staff in the
Administrative Services Department for their hard work and cooperation during the audit.
Respectfully submitted,
Harriet Richardson
City Auditor
ATTACHMENTS:
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Attachment B: Cable TV Franchise



Attachment C: Public Improvement Corporation (PDF)



Attachment D: Regional Water Quality Control Plant



Attachment E: Transportation Development Act Funds (PDF)



Attachment F: Agreed-Upon Procedures Related to the Article XIII-B Appropriations Limit
(PDF)
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Honorable Mayor and the Members of
the City Council of the City of Palo Alto
Palo Alto, California
We have audited the financial statements of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City of Palo Alto, California (City), as
of and for the year ended June 30, 2017. Professional standards require that we provide you with
information about our responsibilities under generally accepted auditing standards, Government Auditing
Standards and the Uniform Guidance, as well as certain information related to the planned scope and
timing of our audit. We have communicated such information in our letter to you dated April 7, 2017.
Professional standards also require that we communicate to you the following information related to our
audit. The information on page 1 through 3 satisfies these requirements.
In planning and performing our audit of the City’s financial statements as of and for the year ended
June 30, 2017, in accordance with auditing standards generally accepted in the United States of America,
we considered the City’s internal control over financial reporting (internal control) as a basis for
designing audit procedures that are appropriate in the circumstances for the purpose of expressing our
opinions on the financial statements, but not for purpose of expressing an opinion on the effectiveness of
the City’s internal control. Accordingly, we do not express an opinion on the effectiveness of City’s
internal control.
A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis.
Our consideration of internal control was for the limited purpose described in the first paragraph and was
not designed to identify all deficiencies in internal control that might be material weaknesses. Given
these limitations, during our audit, we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been
identified.
This communication is intended solely for the information and use of the Mayor and City Council, the
Finance Committee, management and others within the City, and is not intended to be and should not be
used by anyone other than these specified parties.

Walnut Creek, California
November 14, 2017

Macias Gini & O’Connell LLP
2121 N. California Boulevard, Suite 750
Walnut Creek, CA 94596

www.mgocpa.com
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Attachment A

CITY OF PALO ALTO
Report to the City Council
For the Year Ended June 30, 2017

REQUIRED COMMUNICATIONS
Significant Audit Findings
Qualitative Aspects of Accounting Practices
Management is responsible for the selection and use of appropriate accounting policies. The
significant accounting policies used by the City are described in Note 1. As described in Note 1(n) to
the City’s basic financial statements, the City implemented four new Governmental Accounting
Standards Board (GASB) pronouncements: Statement No. 74, Financial Reporting for
Postemployment Benefit Plans Other Than Pension Plans: GASB Statement No. 77, Tax Abatement
Disclosures: GASB Statement No. 78, Pensions Provided through Certain Multiple-Employer
Defined Benefit Pension Plans, GASB Statement No. 80, Blending Requirements for Certain
Component Units – an amendment of GASB Statement No. 14, and GASB Statement No. 82, Pension
Issues – An Amendment of GASB Statement No. 67, No. 68 and No. 73. Implementation of these
statements did not have a significant impact on the City in the fiscal year ended June 30, 2017.
We noted no transactions entered into by the City during the year for which there is a lack of
authoritative guidance or consensus. All significant transactions have been recognized in the financial
statements in the proper period.
Accounting estimates are an integral part of the financial statements prepared by management and are
based on management’s knowledge and experience about past and current events and assumptions
about future events. Certain accounting estimates are particularly sensitive because of their
significance to the financial statements and because of the possibility that future events affecting them
may differ significantly from those expected.
The most sensitive estimates affecting the financial statements were:


Fair value of investments. The City’s investments are generally carried at fair value, which is
defined as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. The City’s investments
are classified as level 2 of the fair value hierarchy established by GASB Statement No. 72 and are
valued using prices determined by the use of matrix pricing techniques maintained by the pricing
vendors for these securities. The City’s investment in the money market mutual funds, California
Local Agency Investment Fund and California Asset Management Program are not subject to the
fair value hierarchy.



Estimated allowance for losses on notes and loans receivable. The allowance for losses on notes
and loans receivable was based on management’s estimate regarding the likelihood of
collectability.



Useful life estimates for capital assets. The estimated useful lives of capital assets were based on
management’s estimate of the economic life of its capital assets.



Landfill post-closure Liability. The City has estimated, based on a study conducted by
consultants, the post-closure costs of the Palo Alto landfill based on what it would cost to perform
all currently mandated post-closure care. Actual post-closure care costs may be higher due to
inflation variances, changes in technology, or changes in State or federal regulations.



Valuation and disclosure of net pension liability, pension expense and pension related deferred
outflows and inflows of resources. The amounts reported are based on actuarial valuations
performed by California Public Employees Retirement System.
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Valuation of the net other postemployment benefits (OPEB) asset. The net OPEB asset is the
amount of cumulative City contributions that exceeded the actuarially determined annual required
contributions, which is based upon certain approved actuarial assumptions.



Annual required contributions to pension and other postemployment benefit plans. The City is
required to contribute to its pension and OPEB plans at an actuarially determined rate and to
measure these benefit costs based upon certain approved actuarial assumptions.



Claims loss reserve. The City is exposed to a variety of risks of loss due to general liability,
workers’ compensation and other claims and records an estimate of these losses based on
actuarial studies performed by third party actuaries. These studies are prepared based on the
City’s prior claims history, which is used as a basis for extrapolating losses for known and
incurred but not reported claims. Actual loss experience may vary from these estimates.

We evaluated the key factors and assumptions used to develop the accounting estimates described
above in determining that they are reasonable in relation to the City’s basic financial statements taken
as a whole.
Certain financial statements disclosures are particularly sensitive because of their significance to
financial statement users. The most sensitive disclosures affecting the financial statements were the
disclosure of the City’s Pension Plans in Note 11, the Retiree Health Benefits in Note 12 and the
Commitments and Contingencies in Note 16.
The financial statement disclosures are neutral, consistent, and clear.
Difficulties Encountered in Performing the Audit
We encountered no difficulties in dealing with management in performing and completing our audit.
Corrected and Uncorrected Misstatements
Professional standards require us to accumulate all known and likely misstatements identified during
the audit, other than those that are trivial, and communicate them to the appropriate level of
management. The attached schedule (Attachment A) summarizes uncorrected misstatements of the
financial statements. Management has determined that their effects are immaterial, both individually
and in the aggregate, to the financial statements taken as a whole. In addition, none of the
misstatements detected as a result of audit procedures and corrected by management were material,
either individually or in the aggregate, to each opinion unit’s financial statements taken as a whole.
Disagreements with Management
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or
auditing matter, whether or not resolved to our satisfaction, that could be significant to the financial
statements or the auditor’s report. We are pleased to report that no such disagreements arose during
the course of our audit.
Management Representations
We have requested certain representations from management that are included in the management
representation letter dated November 14, 2017.
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Management Consultations with Other Independent Accountants
In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a consultation
involves application of an accounting principle to the City’s financial statements or a determination of
the type of auditor’s opinion that may be expressed on those statements, our professional standards
require the consulting accountant to check with us to determine that the consultant has all the relevant
facts. To our knowledge, there were no such consultations with other accountants.
Other Audit Findings or Issues
We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the City’s auditors. However,
these discussions occurred in the normal course of our professional relationship and our responses
were not a condition to our retention.
Other Matters
We applied certain limited procedures to Management’s Discussion and Analysis, the schedules of
changes in the net pension liability and related ratios and the schedules of employer pension
contributions, which is required supplementary information (RSI) that supplements the basic financial
statements. Our procedures consisted of inquiries of management regarding the methods of preparing the
information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We did not audit the RSI and do not express an opinion or provide any assurance on
the RSI.
We were engaged to report on the combining and individual nonmajor fund financial statements and
schedules and the schedule of expenditures of federal awards, as required by Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards, which accompany the financial statements but are not RSI. With respect to this
supplementary information, we made certain inquiries of management and evaluated the form, content,
and methods of preparing the information to determine that the information complies with accounting
principles generally accepted in the United States of America, the method of preparing it has not changed
from the prior period, and the information is appropriate and complete in relation to our audit of the
financial statements. We compared and reconciled the supplementary information to the underlying
accounting records used to prepare the financial statements or to the financial statements themselves.
We were not engaged to report on the introductory and statistical sections, which accompany the financial
statements but are not RSI. We did not audit or perform other procedures on this other information and
we do not express an opinion or provide any assurance on them.
Restriction on Use
This information is intended solely for the use of the Mayor, the Members of City Council and Finance
Committee and the management of the City and is not intended to be, and should not be, used by anyone
other than these specified parties.
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CURRENT YEAR RECOMMENDATIONS
None noted.
STATUS OF PRIOR YEAR RECOMMEDATIONS
None noted.
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Attachment A Uncorrected Audit Adjustments

Ref
#1

#2

Financial Statements
Fund Type
Wastewater Treatment
Wastewater Treatment

Capital Project Fund
Capital Project Fund
Governmental Activities
Governmental Activities

Account Names
Due from other government agencies
Loan payable - 2017 State water loan
(to record addition to the loan based on the
allowable costs incurred)

Debit
$ 1,129,023

Credit
$ 1,129,023

Capital Outlay
Accounts Payable

227,512

CIP
Accounts Payable
(To accrue the capitalizable expenditures
paid subsequent to year-end)

227,512

227,512
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Independent Auditor’s Report
Honorable Mayor and Members
of the City Council of the City of Palo Alto
Palo Alto, California
We have audited the accompanying Statements of Franchise Revenues and Expenditures of the Cable TV
Franchise (Franchise) for the years ended December 31, 2016 and 2015, and the related notes to the
financial statements, which collectively comprise the Franchise’s financial statements as listed in the table
of contents.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with the financial reporting provisions of the Amended and Restated Joint Exercise of Powers
Agreement signed on June 9, 2009, between the City of Palo Alto, the City of East Palo Alto, the City of
Menlo Park, the County of San Mateo, the County of Santa Clara, and the Town of Atherton as described
in Note 1 to the financial statements. Management is also responsible for the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that
are free from material misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
revenues and expenditures of the Franchise for the years ended December 31, 2016 and 2015, in
accordance with the financial reporting provisions of the Amended and Restated Joint Exercise of Powers
Agreement signed on June 9, 2009, between the City of Palo Alto, the City of East Palo Alto, the City of
Menlo Park, the County of San Mateo, the County of Santa Clara, and the Town of Atherton as described
in Note 1 to the financial statements.
Macias Gini & O’Connell LLP
2121 N. California Boulevard, Suite 750
Walnut Creek, CA 94596

www.mgocpa.com
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Basis of Accounting
As discussed in Note 1 to the financial statements, the financial statements are prepared in accordance
with the financial reporting provisions of the Amended and Restated Joint Exercise of Powers Agreement
signed on June 9, 2009, between the City of Palo Alto, the City of East Palo Alto, the City of Menlo Park,
the County of San Mateo, the County of Santa Clara, and the Town of Atherton, which is a basis of
accounting other than accounting principles generally accepted in the United States of America. Our
opinion is not modified with respect to this matter.
Restriction on Use
This report is intended solely for the information and use of the governing bodies and management of the
City of Palo Alto, the City of East Palo Alto, the City of Menlo Park, the County of San Mateo, the
County of Santa Clara, and the Town of Atherton, and is not intended to be and should not be used by
anyone other than these specified parties.

Walnut Creek, California
November 14, 2017
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CABLE TV FRANCHISE
Statements of Franchise Revenues and Expenditures
For the Years Ended December 31, 2016 and 2015

2016

2015

$ 1,908,848

$ 1,892,859

Expenditures:
Franchise administration
Consulting fees

40,258
4,650

42,762
20,324

Total expenditures

44,908

63,086

$ 1,863,940

$ 1,829,773

Revenues:
Franchise fees

Net receipts

2016
Amount
Allocation of Net Receipts:
City of Palo Alto
City of Menlo Park
City of East Palo Alto
Town of Atherton
County of Santa Clara
County of San Mateo
Total

$

2015
Percent

Amount

Percent

917,010
498,894
186,524
141,691
94,847
24,974

49.2%
26.8%
10.0%
7.6%
5.1%
1.3%

$ 891,371
489,704
192,530
134,488
96,111
25,569

48.7%
26.8%
10.5%
7.3%
5.3%
1.4%

$ 1,863,940

100.0%

$ 1,829,773

100.0%

See accompanying notes to the financial statements.
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CABLE TV FRANCHISE
Notes to the Financial Statements
For the Years Ended December 31, 2016 and 2015
NOTE 1 – JOINT OPERATING AGREEMENT AND BASIS OF ACCOUNTING
In July 1983, a Joint Exercise of Powers Agreement was entered into by and between the Cities of Palo
Alto, Menlo Park, East Palo Alto, the Counties of San Mateo and Santa Clara, and the Town of Atherton
(Members) for the purpose of obtaining a state-of-the-art cable service for residents, businesses, and
institutions, within each of their jurisdictions in the most efficient and economical manner possible.
On August 9, 2000, the City of Palo Alto (City), acting on behalf of the Members, signed a Franchise
Agreement with TCI Cablevision of California, Inc., a wholly owned subsidiary of AT&T Broadband
(AT&T), third party contractor, which was granted a non-exclusive franchise to construct, operate,
maintain and repair a cable television system within the Members jurisdictions. In 2002, the Franchise
Agreement was transferred from AT&T to Comcast Corporation (Comcast).
TCI Cablevision of California, Inc. also signed an asset purchase agreement with Cable Communications
Cooperative of Palo Alto, Inc. (CCCOPA), the former cable television system operator/owner, and
acquired the system.
In October 1988, the Members entered into a Joint Operating Agreement in which the City was granted
the power and the authority to administer and coordinate the activities of the franchise and exercise the
rights and responsibilities of the City pursuant to the Franchise Agreement. The activities are
administered by the City and are accounted for within the City’s Agency Fund. The program is accounted
for using the modified accrual basis of accounting. Under the modified accrual basis of accounting,
revenues are recorded when susceptible to accrual (both measurable and available) and expenditures are
recognized when the liability is incurred.
On January 1, 2007, the Digital Infrastructure and Video Competition Act (DIVCA) went into effect.
Under DIVCA, cable and video service franchises are now granted exclusively by the California Public
Utilities Commission (Commission) rather than by local franchising entities. On March 30, 2007, the
Commission granted AT&T a statewide franchise. Comcast was allowed to seek a state franchise after
January 1, 2008, when another state franchise holder (in this case AT&T) entered the local market. On
January 2, 2008, the Commission granted Comcast a state franchise.
On June 9, 2009, the Members approved an amended and restated Joint Exercise of Powers Agreement, in
substitution of the existing Joint Exercise of Powers Agreement and the Joint Operating Agreement, to
reflect changes in the law due to DIVCA and to continue to allow the City to administer the cable and
video franchise enforcement and monitoring process for state franchise holders.
The accompanying financial statements are intended to present the Franchise’s revenues and expenditures
pursuant to the Joint Exercise of Powers Agreement and are not intended to be a complete presentation of
the Franchise’s financial position or results of operations.
As compensation for services under the state franchise agreements, AT&T and Comcast pay annual
franchise fees in an amount equal to 5% of annual gross revenues, taking into account a reasonable
adjustment for bad debts. From these fees the City is first reimbursed for out-of-pocket franchise
administration costs. The remaining fees are distributed to each Member according to the percentage of
revenues derived from the residents and businesses in each of the entities compared to revenues in total.

4

ATTACHMENT A
Attachment B

CABLE TV FRANCHISE
Notes to the Financial Statements
For the Years Ended December 31, 2016 and 2015
NOTE 2 – PRIOR FRANCHISE SETTLEMENTS
A prior Franchise Agreement with CCCOPA was set to expire on March 24, 2001. On June 21, 1999, the
City hired a cable communications consultant and retained the services of a law firm to assist in the
franchise renewal process. On July 31, 2000, CCCOPA reimbursed the City $185,000 toward the actual
costs incurred as part of the franchise renewal efforts.
On July 24, 2000, the City reached a settlement with CCCOPA in the amount of $220,000 to resolve
outstanding claims resulting from CCCOPA’s alleged failure to fully perform under the prior Franchise
Agreement.
On November 22, 2004, the City reached a settlement agreement with Comcast regarding cable plant
construction claims in the amount of $175,000. This money was to be used towards the institutional
network connection costs.
In 2006, the City conducted a franchise compliance audit performed by the City Auditor’s Office. A
settlement was reached in the amount of $155,391. In addition, CCCOPA paid the City a $250,000 grant
to acquire, install, and/or maintain equipment to be used in connection with an institutional network
defined in the Franchise Agreement.
In 2016, the City Auditor discovered that AT&T and Comcast did not consistently calculate the fees due
in accordance with DIVCA and the municipal code of each of the cable joint powers members. As a result
of the audit, the City received a settlement from AT&T in the amount of $75,647 on July 29, 2016. The
City is currently negotiating a settlement with Comcast and expects a settlement in the range of $50,000
to $100,000.
The settlements and grant have been deposited and are being held by the City and earning interest. The
City has since spent a part of the balance on various projects including installing and maintaining the
institutional network equipment. As of December 31, 2016 and 2015, the remaining balance on deposit
with the City, including $2,772 and $3,065, respectively, in interest receivable, was $1,175,502 and
$1,101,977, respectively.
NOTE 3 –SUBSEQUENT EVENT

Distribution to Members
Subsequent to the fiscal year ended December 31, 2016, the Franchise distributed the franchise fee for the
quarter ended December 31, 2016 of $455,089 to its members in March 2017.
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Independent Auditor’s Report
The Honorable Mayor and
Members of the City Council of the
City of Palo Alto, California
We have audited the accompanying financial statements of the governmental activities and the major fund
of Palo Alto Public Improvement Corporation (Corporation), a component unit of the City of Palo Alto,
California (City), as of and for the year ended June 30, 2017, and the related notes to the financial
statements, which collectively comprise the Corporation’s basic financial statements as listed in the table
of contents.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.
Auditor’s Responsibility
Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.
Opinions
In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and the major fund of the Corporation as of
June 30, 2017, and the respective changes in financial position thereof for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Macias Gini & O’Connell LLP
2121 N. California Boulevard, Suite 750
Walnut Creek, CA 94596

www.mgocpa.com

1

ATTACHMENT A
Attachment C

Other Matters
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 through 4 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Walnut Creek, California
November 14, 2017
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PALO ALTO PUBLIC IMPROVEMENT CORPORATION
(A Component Unit of the City of Palo Alto)
Management’s Discussion & Analysis (Unaudited)
For the Year Ended June 30, 2017
The Palo Alto Public Improvement Corporation (Corporation), a component unit of the City of Palo Alto
(City), follows the provisions of Governmental Accounting Standards Board (GASB) Statement No. 34
(GASB 34), Basic Financial Statements - and Management’s Discussion and Analysis - for State and
Local Governments. The Corporation is controlled by the City and was organized to assist the City in
financing public improvements. The Corporation issues debt and turns the proceeds of the debt over to
the City under lease agreements that provide a revenue source for the repayment of this debt. The
Corporation has one debt issue outstanding and has turned the proceeds over to the City, which pledged
certain lease payments as collateral for this debt as discussed in Note 4 to the financial statements.
FISCAL YEAR 2017 FINANCIAL HIGHLIGHTS
GASB 34 requires the issuance of government-wide financial statements as well as fund financial
statements. The government-wide financial statements report the balance of the Corporation’s long-term
debt while the individual fund statements do not.
In fiscal year 2002, the Corporation issued its 2002B Downtown Parking Improvements Certificates of
Participation (COPs) in the amount of $3.6 million.
As of June 30, 2017, the 2002B Downtown Parking Improvements COPs comprise the Corporation’s
outstanding debt.
At the government-wide level, interest and fiscal agent charges were $70 thousand for fiscal year 2017, a
decrease of $10 thousand from the prior year. The interest on leases on the assets securing this COP issue
was $74 thousand, a decrease of $10 thousand from the prior year. The interest on leases from the City
exceeded interest and fiscal agent charges by $4 thousand, thereby resulting in an increase in net position
of $4 thousand over the prior year.
The Corporation ended fiscal year 2017 with total assets of $1.2 million, a decrease of $0.2 million from
the prior year. Total assets consist of $251 thousand in cash and investments and $1.0 million of leases
receivable from the City of Palo Alto. Total liabilities were $1.0 million, a decrease of $0.2 million from
the prior year, and included $975 thousand of long-term debt.
At the fund level, the Corporation’s revenues nearly equaled the expenditures. As of June 30, 2017, the
Corporation had one fund, the Debt Service Fund, which reported a $252 thousand restricted fund
balance.
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PALO ALTO PUBLIC IMPROVEMENT CORPORATION
(A Component Unit of the City of Palo Alto)
Management’s Discussion & Analysis (Unaudited)
For the Year Ended June 30, 2017
OVERVIEW OF THE CORPORATION’S BASIC FINANCIAL STATEMENTS
The Basic Financial Statements are in two parts:
1) Management’s discussion and analysis (this part),
2) The basic financial statements, which include the government-wide and the fund financial statements,
along with the notes to these financial statements.
The basic financial statements comprise the government-wide financial statements and the fund financial
statements. These two sets of financial statements provide two different views of the Corporation’s
financial activities and financial positions, both short-term and long-term.
The government-wide financial statements provide a long-term view of the Corporation’s activities as a
whole, and comprise the statement of net position and the statement of activities. The statement of net
position provides information about the financial position of the Corporation as a whole, including all its
long-term liabilities on the full accrual basis, similar to that used by corporations. The statement of
activities provides information about all the Corporation’s revenues and expenses on the full accrual
basis, with the emphasis on measuring net revenues or expenses of the Corporation’s program. The
statement of activities explains in detail the change in net position for the year.
The fund financial statements report the Corporation’s operations in more detail than the corporate-wide
statements and focus primarily on the short-term activities of the debt service fund. Fund financial
statements measure only current revenues and expenditures; current assets, liabilities and fund balances;
and they exclude capital assets and long-term debt.
Together, these statements along with the notes to the financial statements are called the basic financial
statements.
DEBT ADMINISTRATION
The Corporation issues debt in the form of COPs for future lease receipts from the City of Palo Alto.
Legally, these COPs issues are the Corporation’s debt only; the City is liable only for the payment of the
amounts set forth in the lease securing each COPs issue.
As of June 30, 2017, the Corporation has one outstanding debt related to the 2002B Downtown Parking
Improvement projects with an outstanding balance of $975 thousand.
ECONOMIC OUTLOOK AND MAJOR INITIATIVES
The economy of the City and its major initiatives for the coming year are discussed in detail in the City’s
Comprehensive Annual Financial Report.
CONTACTING THE CORPORATION’S FINANCIAL MANAGEMENT
These Basic Financial Statements are intended to provide citizens, taxpayers, investors, and creditors with
a general overview of the Corporation’s finances. Questions about these financial statements should be
directed to the Finance Department of the City of Palo Alto, 250 Hamilton Avenue, Palo Alto, CA 94301.
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PALO ALTO PUBLIC IMPROVEMENT CORPORATION
(A Component Unit of the City of Palo Alto)
Statement of Net Position
June 30, 2017

Assets
Cash and investments held for operations
Cash and investments held by trustee
Interest receivable
Investment in leases to the City of Palo Alto
Total assets

$

Liabilities
Interest payable
Long-term debt:
Due in one year
Due in more than one year
Total liabilities

14,018
237,441
66
975,000
1,226,525

21,125
170,000
805,000
996,125

Net Position
Restricted for debt service

$

See accompanying notes to financial statements.
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PALO ALTO PUBLIC IMPROVEMENT CORPORATION
(A Component Unit of the City of Palo Alto)
Statement of Activities
For the Year Ended June 30, 2017

Expenses
Interest and fiscal agent charges

$

Program revenues
Interest on leases from the City of Palo Alto

70,308

73,775

Net program revenues

3,467

General revenues
Investment earnings

559

Change in net position

4,026

Net position, beginning of the year

226,374

Net position, end of the year

$

See accompanying notes to financial statements.
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PALO ALTO PUBLIC IMPROVEMENT CORPORATION
(A Component Unit of the City of Palo Alto)
Balance Sheet
Debt Service Fund
June 30, 2017

Assets
Cash and investments held for operations
Cash and investments held by trustee
Interest receivable
Investment in leases to City of Palo Alto
Total assets

$

Deferred Inflows of Resources
Unavailable lease receipts from the City of Palo Alto

$

14,018
237,441
66
975,000
1,226,525

$

975,000

Fund balance
Restricted for debt service

251,525

Total deferred inflows of resources and fund balance

Reconciliation of fund balance to net position
Fund balance restricted for debt service

$

1,226,525

$

251,525

Adjustment to remove deferred inflows of resources from the balance sheet

975,000

Some liabilities, including bonds payable, are not due and payable in
the current period and therefore are not reported in the Fund:
Interest payable
Long-term debt due within one year
Long-term debt due in more than one year

(21,125)
(170,000)
(805,000)

Net position of governmental activities

$

See accompanying notes to financial statements.
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PALO ALTO PUBLIC IMPROVEMENT CORPORATION
(A Component Unit of the City of Palo Alto)
Statement of Revenues, Expenditures and Changes in Fund Balance
Debt Service Fund
For the Year Ended June 30, 2017

Revenues:
Lease receipts from the City of Palo Alto:
Principal
Interest
Investment earnings
Total revenues

$

Expenditures:
Debt service:
Principal repayment
Interest and fiscal agent charges
Total expenditures

160,000
73,775
559
234,334

160,000
73,775
233,775

Net change in fund balance

559

Fund balance, beginning of the year

250,966

Fund balance, end of the year

Reconciliation of net change in fund balance to change in net position
Net change in fund balance - debt serivce fund

$

251,525

$

559

Amounts reported for governmental activities in the statement of activities are
different because:
Repayment of bond principal is an expenditure in the governmental funds,
but in the statement of net position the repayment reduces long-term liabilities.

160,000

Some amounts reported in the statement of revenues, expenditures and changes
in fund balances reflect the collection of an asset which are not includable
as revenues and expenses on the statement of activities.
Change in deferred inflows of resources
Change in interest payable

(160,000)
3,467

Change in net position of governmental activities

See accompanying notes to financial statements.
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PALO ALTO PUBLIC IMPROVEMENT CORPORATION
(A Component Unit of the City of Palo Alto)
Notes to the Basic Financial Statements
For the Year Ended June 30, 2017
NOTE 1 – DESCRIPTION OF REPORTING ENTITY
The Palo Alto Public Improvement Corporation (the Corporation) was incorporated in September 1983
under the General Nonprofit Corporation Law of the State of California to acquire, construct and lease
capital improvement projects. The Corporation is exempt from federal income taxes under
Section 501(c)(4) of the Internal Revenue Code. The Corporation provides financing of public capital
improvements for the City through the issuance of Certificates of Participation (COPs), a form of debt
which allows investors to participate in a stream of future lease payments. Proceeds from the COPs are
used to construct projects which are leased to the City for lease payments which are sufficient in timing
and amount to meet the debt service requirements of the COPs.
The Corporation is an integral part of the City of Palo Alto (City). It primarily services the City and its
governing body is composed of the City Council. Therefore, the financial data of the Corporation has also
been included as a blended component unit within the City’s comprehensive annual financial report for
the year ended June 30, 2017.
NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES
(a) Basis of Presentation
Government-wide Statements: The statement of net position and the statement of activities include the
financial activities of the Corporation. Eliminations have been made to minimize the double counting of
internal activities.
The statement of activities presents a comparison between direct expenses and program revenues for each
function of the Corporation’s activities. Direct expenses are those that are specifically associated with a
program or function and, therefore, are clearly identifiable to a particular function. Program revenues
include (a) charges paid by the recipients of goods or services offered by the programs, and (b) grants and
contributions that are restricted to meeting the operational or capital requirements of a particular program.
Revenues that are not classified as program revenues, including investment earnings, are presented as
general revenues.
Fund Financial Statements: The fund financial statements provide information about the Corporation’s
funds. The emphasis of fund financial statements is on major individual funds, of which the Corporation
only reports one debt service fund.
(b) Major Fund

Major funds are defined as funds that have either assets, liabilities, revenues or expenditures equal to ten
percent of their fund-type total and five percent of the grand total. The Corporation has one fund which is
reported as a major governmental fund in the accompanying financial statements:
Debt Service Fund – This fund accounts for debt service payments on the Corporation’s long-term debt.
(c) Investment in Leases

Improvements financed by the Corporation are leased to the City for their entire estimated useful life and
will become the City property at the conclusion of the lease during the year ended June 30, 2022. The
Corporation therefore records the present value of the lease and considers the leased improvement to have
been sold for this amount when leased.
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PALO ALTO PUBLIC IMPROVEMENT CORPORATION
(A Component Unit of the City of Palo Alto)
Notes to the Basic Financial Statements
For the Year Ended June 30, 2017
NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES (continued)
(d) Net Position
The government-wide financial statements utilize a net position presentation. Net position is further
categorized as net investment in capital assets, restricted and/or unrestricted. As of June 30, 2017, the
entire net position was considered restricted.
Restricted Net Position – This category presents external restrictions imposed by creditors, grantors,
contributors or laws or regulations of other governments and restrictions imposed by law through
constitutional provisions or enabling legislation.
(e) Deferred Inflows of Resources
A deferred inflow of resources is defined as an acquisition of net position or fund balances applicable to a
future reporting period and will not be recognized as an inflow of resources (revenue) until that time. On
the governmental fund balance sheet, the lease receipts from the City corresponding to the debt are
recorded as deferred inflows of resources since the balances are not current financial resources. The City
considers revenues susceptible to accrual to be available if the revenues are collected within ninety days
after year-end, except for property taxes, which are available if collected within sixty days after year-end.
(f) Fund Balances
At June 30, 2017, the Corporation’s governmental fund’s fund balances include the following
classification:
Restricted Fund Balance – includes amounts that can be spent only for the specific purposes stipulated by
external resource providers, constitutionally or through enabling legislation. Restrictions may effectively
be changed or lifted only with the consent of resource providers.
(g) Estimates
The preparation of basic financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from those estimates.
NOTE 3 – CASH AND INVESTMENTS HELD BY TRUSTEE
Under the provisions of the Corporation’s COPs issues, a trustee holds and invests the Corporation’s cash
held for purposes of bond reserves.
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PALO ALTO PUBLIC IMPROVEMENT CORPORATION
(A Component Unit of the City of Palo Alto)
Notes to the Basic Financial Statements
For the Year Ended June 30, 2017
NOTE 3 – CASH AND INVESTMENTS HELD BY TRUSTEE (Continued)
(a) Interest Rate Risk
Interest rate risk is the risk that a change in market interest rates will adversely affect the fair value of an
investment. Normally, the longer it takes an investment to reach maturity, the greater will be that
investment’s sensitivity to changes in market rates. Information about the sensitivity of the fair values of
the Corporation’s investments to market interest rate fluctuations is provided by the following table that
shows the distribution of the Corporation’s investments by maturity:
Investment Type
Money Market Mutual Fund

Amount
$ 237,441

Maturity Date
34 days

(b) Credit Risk
Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder
of the investment. This is measured by the assignment of a rating by a nationally recognized statistical
rating organization. As of June 30, 2017, the Fund’s investments in money market mutual funds are rated
AAAm by Standard & Poor’s.
(c) Fair Value Hierarchy
The City categorizes its fair value measurements within the fair value hierarchy established by generally
accepted accounting principles. The hierarchy is based on the valuation inputs used to measure fair value
of the assets. Level 1 inputs are quoted prices in an active market for identical assets; Level 2 inputs are
significant other observable inputs; and Level 3 inputs are significant unobservable inputs. The
Corporation’s investments in money market mutual funds are not subject to the fair value hierarchy.
(d) Investment Policy
The Corporation must maintain required amounts of cash and investments with trustees under the terms of
certain debt issues. These funds are unexpended bond proceeds or are pledged as reserves to be used if the
Corporation fails to meet its obligation under these debt issues. The California Government Code (Code)
requires these funds to be invested in accordance with bond indentures or State statutes. All these funds
have been invested as permitted under the Code. The Investment Policy is described in detail in the City’s
Comprehensive Annual Financial Report.
The table below identifies the investment types that are authorized by the City’s Investment Policy. The
table also identifies certain provisions of the City’s Investment Policy that address interest rate risk, credit
risk and concentration of credit risk.
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PALO ALTO PUBLIC IMPROVEMENT CORPORATION
(A Component Unit of the City of Palo Alto)
Notes to the Basic Financial Statements
For the Year Ended June 30, 2017
NOTE 3 – CASH AND INVESTMENTS HELD BY TRUSTEE (continued)

Authorized Investment Type
U.S. Government Securities
U.S. Government Agency Securities
Certificates of Deposit

Bankers Acceptances
Commercial Paper
Local Agency Investment Fund
Short-Term Repurchase Agreements
City of Palo Alto Bonds
Money Market Deposit Accounts
Mutual Funds
Negotiable Certificates of Deposit
Medium-Term Corporate Notes
Bonds of State of California Municipal
Agencies

Maximum
Maturity
10 years (*)
10 years (*)
10 years (*)

Minimum Credit
Quality
N/A
N/A
N/A

Maximum
Percentage of
Portfolio
No Limit
No Limit (A)
20%

Maximum
Investment in
One Issuer
No Limit
No Limit
10% of the par
value of
portfolio

180 days
270 days
N/A

N/A
P-1/A-1+
N/A

30%
15%
No Limit

1 year
N/A
N/A
N/A
10 years (*)
5 years
10 years (*)

N/A
N/A
N/A
N/A
N/A
AA
AA/AA2

No Limit
No Limit
No Limit
20%
10%
10%
20%

$5 million
$3 million (B)
$50 million per
account
No Limit
No Limit
No Limit
10%
$5 million
$5 million
No Limit

(A) Callable and multi-step securities are limited to no more than 25% of the par value of the portfolio, provided
that: 1) the potential call dates are known at the time of purchase, 2) the interest rates at which they "step-up" are
known at the time of purchase, 3) the entire face value of the security is redeemed at the call date.
(B) The lesser of $3 million or 10% of outstanding commercial paper of any one institution.
(*) The maximum maturity is based on the Investment Policy that is approved by the City Council
and is less restrictive than the California Governmental Code.

NOTE 4 – CERTIFICATES OF PARTICIPATION
The Corporation’s changes in long-term debt are presented below:

Certificates of Participation
2002B Downtown Parking
6.50%; due 03/01/2022

Balance
June 30, 2016

Retirements

Balance
June 30, 2017

Amount due
in one year

$ 1,135,000

$ 160,000

$

$
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PALO ALTO PUBLIC IMPROVEMENT CORPORATION
(A Component Unit of the City of Palo Alto)
Notes to the Basic Financial Statements
For the Year Ended June 30, 2017
NOTE 4 – CERTIFICATES OF PARTICIPATION (Continued)
On January 16, 2002, the Corporation issued the 2002B Downtown Parking Improvements Certificates of
Participation (2002B COPs) in the amount of $3.6 million to finance the construction of certain
improvements to the non-parking area contained in the City’s Bryant/Florence Garage complex. Principal
payments are due annually on March 1 and interest payments are due semi-annually on March 1 and
September 1 and are payable from lease revenues received from the City. In fiscal year 2005, a partial
redemption was completed by placing excess construction and debt service reserve funds into an escrow
account to defease $900 thousand of the 2002B Downtown Parking Improvements COPs.
The 2002B COPs are secured by lease revenues received by the Corporation from any City of Palo Alto
General Fund revenue source.
Future annual debt service on the 2002B COPs is shown below:

For the Year
Ending June 30,
2018
2019
2020
2021
2022

Interest
Payment
$
63,376
52,326
40,300
27,626
14,300
$ 197,928

Principal
170,000
185,000
195,000
205,000
220,000
$
975,000
$

13

Total
Payment
$
233,376
237,326
235,300
232,626
234,300
$ 1,172,928
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Independent Auditor’s Report
The Honorable Mayor and Members
of the City Council of the City of Palo Alto
Palo Alto, California
We have audited the accompanying financial statements of the City of Palo Alto Regional Water Quality
Control Plant (Plant), an enterprise operation of the City of Palo Alto, California, for the year ended
June 30, 2017, and the related notes to the financial statements, which collectively comprise the Plant’s
financial statements as listed in the table of contents.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with the financial reporting provisions of the Basic Agreement between the City of Palo Alto,
the City of Mountain View and the City of Los Altos for the Acquisition, Construction and Maintenance
of a Joint Sewer System, dated October 10, 1968, as amended by addenda dated December 5, 1977,
January 14, 1980, April 9, 1985, May 30, 1991, July 31, 1992, March 16, 1998, April 15, 2009 and
October 17, 2016 (collectively, the “Basic Agreement”), as described in Note 2 to the financial
statements. Management is also responsible for the design, implementation, and maintenance of internal
control relevant to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
revenues, expenditures and quarterly billings of the Plant for the year ended June 30, 2017, in accordance
with the financial reporting provisions of the Basic Agreement as described in Note 2 to the financial
statements.
Macias Gini & O’Connell LLP
2121 N. California Boulevard, Suite 750
Walnut Creek, CA 94596

www.mgocpa.com
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Basis of Accounting
As discussed in Note 2 to the financial statements, the financial statements are prepared in accordance
with the financial reporting provisions of the Basic Agreement, which is a basis of accounting other than
accounting principles generally accepted in the United States of America. Our opinion is not modified
with respect to this matter.
Restriction on Use
This report is intended solely for the information and use of the City Council and management of the
Cities of Palo Alto, Mountain View and Los Altos, and is not intended to be and should not be used by
anyone other than these specified parties.

Walnut Creek, California
November 14, 2017
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CITY OF PALO ALTO
REGIONAL WATER QUALITY CONTROL PLANT
Statement of Net Expenditures
For the Year Ended June 30, 2017

Total
Direct Expenditures:
Source control program
Public outreach
Permitting and enforcement
Operations and maintenance
System improvement CIP (Note 3)

$

Total Direct Expenditures
Indirect Administrative Expenditures (Note 4):
Source control program
Public outreach
Permitting and enforcement
Operations and maintenance
Total Indirect Administrative Expenditures
Debt Service Expenditures (Note 5):
Refunding 1990 Series A Bonds
1999 Wastewater Treatment New Project
2009 State Water Resource Loan
Total Debt Service Expenditures
Total Expenditures
Deduct Joint Systems Revenues (Note 6)
Net Expenditures

1,294,151
110,031
1,042,953
13,270,311
1,832,946

City of
Mountain View
$

$

127,215
10,816
15,403
1,303,672
180,179

City of
Palo Alto
$

665,970
56,622
776,598
6,824,719
943,234

17,550,392

6,645,964

1,637,285

9,267,143

948,938
244
263,127
2,831,431

367,334
95
231,648
1,096,047

93,281
24
14,219
278,330

488,323
125
17,260
1,457,054

4,043,740

1,695,124

385,854

1,962,762

281,708
543,148
555,726

143,671
205,799
210,565

21,973
51,436
52,627

116,064
285,913
292,534

1,380,582

560,035

126,036

694,511

22,974,714

8,901,123

2,149,175

11,924,416

(397,396)
$

500,966
42,593
250,952
5,141,920
709,533

City of
Los Altos

22,577,318

(153,832)
$

8,747,291

See accompanying notes to the financial statements.
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(39,064)
$

2,110,111

(204,500)
$

11,719,916

ATTACHMENT A
Attachment D

CITY OF PALO ALTO
REGIONAL WATER QUALITY CONTROL PLANT
Statement of Quarterly Billings
For the Year Ended June 30, 2017

City of
Mountain View
Billings by Quarter, Beginning:
July 1, 2016
October 1, 2016
January 1, 2017
April 1, 2017

$

Total quarterly billings
Net expenditures
Excess of total billings over net expenditures

$

2,479,053
2,757,948
2,488,773
2,771,142

$

618,911
683,615
618,911
680,179

10,496,916

2,601,616

8,747,291

2,110,111

1,749,625

See accompanying notes to the financial statements.
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City of
Los Altos
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491,505
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CITY OF PALO ALTO
REGIONAL WATER QUALITY CONTROL PLANT
Notes to the Financial Statements (continued)
For the Year Ended June 30, 2017

NOTE 1 – THE REPORTING ENTITY
The Cities of Palo Alto, Mountain View and Los Altos (the Members) participate jointly in the cost of
maintaining and operating the Regional Water Quality Control Plant and related system (the Plant). The
Members share the original costs of acquisition and construction of the Plant in the same proportions as
the allocation of capacity rights to them. The City of Palo Alto (the City) is the owner and administrator
of the Plant. The Cities of Mountain View and Los Altos are entitled to use a portion of the capacity of
the Plant, as set forth in the Basic Agreement between the City of Palo Alto, the City of Mountain View
and the City of Los Altos (collectively, the “Members”) for the Acquisition, Construction and
Maintenance of a Joint Sewer System dated October 10, 1968, as amended by addenda dated December 5,
1977, January 14, 1980, April 9, 1985, May 30, 1991, July 31, 1992, March 16, 1998, April 15, 2009 and
October 17, 2016 (collectively, the “Basic Agreement”). The Basic Agreement will terminate on
December 31, 2060, unless a written notice of withdrawal is tendered ten years preceding the date of
withdrawal.
Effective October 17, 2016, the Members entered into an amendment to approve the projects for planning
and design of the primary sedimentation tanks, the fixed film reactors, a new laboratory and
Environmental Service building, and the design and construction of a sludge dewatering and load-out
facility (the Projects). The Members also authorized the City to pursue State Revolving Fund loans from
the State Water Resources Control Board to fund the costs of the Projects. Finally, the termination date of
the Basic Agreement was extended to December 31, 2060.
NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The Plant is an enterprise that is operated by the City and its operations are accounted for as an enterprise
fund in the City’s basic financial statements. The accompanying financial statements are intended to
present the Plant’s net expenditures and quarterly billings by the Plant to the Cities of Mountain View and
Los Altos pursuant to the agreement of the Members as described above and are not intended to be a
complete presentation of the Plant’s financial position or results of operations. Additionally, the capital
cost and the outstanding debt of the Plant are not presented in these statements but are presented in the
basic financial statements of the City.
Plant expenditures, joint system revenues, debt service and industrial waste compliance expenditures are
shared by the Members based on agreed upon allocation percentages. The expenditures, including indirect
administrative expenditures (see Note 4), are allocated to each of the Members based primarily on their
respective percentages of the annual sewage flow and treatment needed for suspended solids, chemical
oxygen demand and ammonia. Revenues from services, fines and penalties are allocated to each of the
Members in the same proportions as those of expenditures. Debt service payments are allocated based on
percentages established at the time of bond issuance. Industrial waste compliance (Public outreach and
permitting and enforcement) charges are allocated to Members primarily based on upon the number of
industries and efforts required to maintain compliance with sewage use ordinances and other regulations
from Environmental Protection Agency.
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CITY OF PALO ALTO
REGIONAL WATER QUALITY CONTROL PLANT
Notes to the Financial Statements (continued)
For the Year Ended June 30, 2017

NOTE 2 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
The percentages used for the year ended June 30, 2017, to allocate expenditures and revenues were as
follows:
City of
Mountain View

City of
Los Altos

38.71%

9.83%

51.46%

Debt services expenditures:
1999 Utility Refunding Bonds
1999 Wastewater Treatment New Project
Refunding 1990 Series A Bonds
2009 State Water Resources Loan

37.89%
51.00%
37.89%

9.47%
7.80%
9.47%

52.64%
41.20%
52.64%

Permitting and enforcement

36.95%

2.27%

60.78%

Public outreach, source control program,
operations and maintenance, system improvement
CIP, and joint system revenues

City of
Palo Alto

The City is allocated 51.46% of total usage of the treatment plant. The City does not fully utilize its
percentage allocation. Therefore, the City has entered into separate contracts to allocate portions of its
excess to other entities. Fiscal year 2017 allocations are as follows:
East Palo Alto Sanitary District
Stanford University
Town of Los Altos Hills
Remaining City percentages
Total

6.95%
6.75%
1.56%
36.20%
51.46%

The agreement the City has with the above entities has no effect on the partnership agreement between
the Members.
Billings are made in advance and are based on the adopted budget for the plant and estimated sewage
flow. Excess billings (over) under net expenditures are offset against the payments during the second
quarter of the subsequent fiscal year.
NOTE 3 – SYSTEM IMPROVEMENT CIP
The basic agreement between the Members, dated October 10, 1968, provides that the administrator of the
Plant is responsible for capital additions. These capital additions should be for the replacement of obsolete
or worn-out units, or minor capital additions to improve the efficiency of the Plant’s operations. Per an
addendum to the agreement dated March 16, 1998, the Members agreed that capital additions should not
exceed $1.9 million in 1998-99 (base year). For future years, the base year amount will be adjusted
annually based on increases to the Consumer Price Index-Urban Wage Earners and Clerical Workers for
the San Francisco-Oakland-San Jose area. For fiscal year 2017, the adjusted capital additions limit is
$2,969,359. Actual System Improvement CIP expenditures amounted to $1,832,946 for fiscal year 2017.
As of June 30, 2017, the commitments for minor capital additions, including unspent capital additions
from previous years, was $4,473,232, of which encumbrances in the amount of $3,668,744 have been
carried forward to fiscal year 2018.
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Notes to the Financial Statements (continued)
For the Year Ended June 30, 2017

NOTE 3 – SYSTEM IMPROVEMENT CIP (Continued)
As of June 30, 2017, the City also committed $12,381,616 for major projects such as the Plant Master
Plan and Dewatering and Loadout Facility project that was approved in October 2016. These
commitments are not subject to the minor capital addition limit.
NOTE 4 – INDIRECT ADMINISTRATIVE EXPENDITURES
Indirect expenditures include those costs allocated from the City’s General Fund administrative services,
which supports all operating departments of the City. Other indirect expenses are administrative charges
from the City’s Internal Services Funds. These allocations are applied on a uniform basis throughout the
City. The allocations are applied in accordance with the subsequent letter of agreement dated April 9,
1985.
NOTE 5 – DEBT SERVICE EXPENDITURES
Debt service expenditures include principal repayments, interest expense and amortization of bond
discount reduced by any interest income earned from investments with the fiscal agent, related to the
1999 Series A Bonds (split for the portions used for the “New Project” and refunding of the 1990 Series
A Bonds) and the 2009 State Water Resources loan.
In prior years, the City, City of Mountain View, City of Los Altos, Town of Los Altos Hills, East Palo
Alto Sanitary District, and Stanford University agreed to issue bonds (1999 Series A Bonds) to finance
the rehabilitation of the Wastewater Treatment System’s two sludge incinerators and to refund the 1990
Series A Bonds. In October 2009, the City approved the 2009 State Water Resources Loan to finance the
Ultraviolet Disinfection Project. The principal amount of the debt outstanding as of June 30, 2017 are
allocated as follows:

City of Palo Alto
City of Mountain View
City of Los Altos
East Palo Alto Sanitary District
Stanford University
Town of Los Altos Hills
Total

1999 Utility Revenue Refunding Bonds
1999 Wastewater
Refunding of
Treatment
1990 Series A
New Project
Bonds
$
1,165,788 $
400,782
1,157,539
817,549
289,309
125,045
233,402
190,773
160,693
65,729
48,269
3,206
$
3,055,000 $
1,603,084

2009
State Water
Resources Loan
$
2,462,149
2,444,728
611,021
492,946
339,385
101,944
$
6,452,173

$

$

Total
4,028,719
4,419,816
1,025,375
917,121
565,807
153,419
11,110,257

As required by the Indenture of the 1999 Series A Bonds, the City established a debt service reserve fund
(the Reserve Account), with a minimum funding level requirement in the Reserve Account (the Reserve
Requirement). At the time the bond issuance, the City satisfied the Reserve Requirement with a deposit
into the Reserve Account of a surety bond in the amount of $1,647,300 issued by Ambac Assurance
Corporation.
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CITY OF PALO ALTO
REGIONAL WATER QUALITY CONTROL PLANT
Notes to the Financial Statements (continued)
For the Year Ended June 30, 2017

NOTE 5 – DEBT SERVICE EXPENDITURES (Continued)
2017 State Water Resources Loan - In June 2017, the State Water Resources Control Board (SWRCB)
and the City executed an agreement for an award up to $30 million, 30 years at 1.8% to finance the
project replacing the sewage sludge “bio-solids” incinerators at the Plant. Under the terms of the contract,
a portion of the loan amount, $4 million, is anticipated to be forgiven, contingent on the City’s
performance of its obligations under the agreement. On September 13, 2017, the City and SWRCB
amended the original agreement of the 2017 SRF loan to lower the total amount to $29.7 million and the
due date of the last debt service payment be May 31, 2049.
The new facility will dewater the bio-solids and allow it to be loaded onto trucks and taken to offsite for
further treatment until further treatment units can be build onsite. The Plant provides treatment and
disposal for wastewater for the City, City of Mountain View, City of Los Altos, Town of Los Altos Hills,
East Palo Alto Sanitary District, and Stanford University. Though the City is the recipient of the loan, the
City’s agreement with the partner agencies oblige them to pay their proportionate share of the principal
and interest of this loan. The City’s share of the loan payment is 38.2% with the partner agencies paying
61.8%. Per the SWRCB agreement, the first debt service payment of this loan is due on May 31, 2020, a
year after the project is expected to be completed.
NOTE 6 – JOINT SYSTEM REVENUES
The Plant’s joint system revenues for the year ended June 30, 2017 total $397,396, which consisted of the
following:
Septic hauling services
Other miscellaneous revenues
Salt water marsh services
Utility service to other utility funds

$

$

343,508
9,037
7,500
37,351
397,396

NOTE 7 – RELATED PARTY TRANSACTIONS
During fiscal year 2017, the Plant paid the City $2,624,779 for utility costs. Such costs are included in the
Statement of Net Expenditures as source control program, permitting and enforcement, and operations
and maintenance expenditures. Vehicle replacement charges of $51,157 were paid to the City’s
Equipment Replacement Fund, which is included in the Statement of Net Expenditures as operations and
maintenance expenditures.
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Independent Auditor’s Report
Honorable Mayor and the Members
of the City Council of the City of Palo Alto
Palo Alto, California
Report on the Financial Statements
We have audited the accompanying financial statements of the Pedestrian/Bicycle Facilities Grants
(Grants) made to the City of Palo Alto, California (City), by the Metropolitan Transportation
Commission, Transportation Development Act Funds, Article III, as of and for the year ended
June 30, 2017, and the related notes to the financial statements, as listed in the table of contents.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.
Auditor’s Responsibilities
Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free from material
misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Macias Gini & O’Connell LLP
2121 N. California Boulevard, Suite 750
Walnut Creek, CA 94596

www.mgocpa.com
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Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Grants as of June 30, 2017, and the changes in its financial position for the year
then ended in accordance with accounting principles generally accepted in the United States of America.
Emphasis of Matter
As described in Note 1 to the financial statements, the financial statements present only the Grant and do
not purport to, and do not, present fairly the financial position of the City as of June 30, 2017, and the
changes in its financial position for the year then ended in accordance with accounting principles
generally accepted in the United States of America. Our opinion is not modified with respect to this
matter.
Other Matters
Other Information
Our audit was conducted for the purpose of forming an opinion on the financial statements. The
accompanying schedule of construction projects with capital outlay expenditures (Schedule) is presented
for purposes of additional analysis and is not a required part of the financial statements. The Schedule is
the responsibility of management and was derived from and relates directly to the underlying accounting
and other records used to prepare the financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the financial statements or to the financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the Schedule is fairly stated, in all material respects, in relation to the financial
statements as a whole.
Other Reporting Required by Government Auditing Standards
and the Transportation Development Act
In accordance with Government Auditing Standards and the Transportation Development Act, we have
also issued our report dated November 14, 2017, on our consideration of the City’s internal control over
the Grants’ financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is solely to
describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the City’s internal control
over the Grants’ financial reporting or on compliance. That report is an integral part of an audit performed
in accordance with Government Auditing Standards and the Transportation Development Act in
considering the City’s internal control over the Grants’ financial reporting and compliance.

Walnut Creek, California
November 14, 2017
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CITY OF PALO ALTO, CALIFORNIA
Pedestrian/Bicycle Facilities Grants
Metropolitan Transportation Commission
Transportation Development Act Funds, Article III
Balance Sheet
June 30, 2017

Assets
Due from the Metropolitan Transportation Commission

$

203,463

$

203,463

Liabilities and Fund Balance
Liabilities
Due to the City of Palo Alto
Fund balance
Unassigned

-

Total liabilities and fund balance

$

See accompanying notes to the financial statements.
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CITY OF PALO ALTO, CALIFORNIA
Pedestrian/Bicycle Facilities Grants
Metropolitan Transportation Commission
Transportation Development Act Funds, Article III
Statement of Revenues, Expenditures, and Changes in Fund Balance
For the Year Ended June 30, 2017

Revenues
Grant

$

Expenditures
Capital outlay

203,463

203,463

Change in fund balance

-

Fund Balance - beginning of year

-

Fund Balance - end of year

$

See accompanying notes to the financial statements.
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CITY OF PALO ALTO, CALIFORNIA
Pedestrian/Bicycle Facilities Grants
Metropolitan Transportation Commission
Transportation Development Act Funds, Article III
Notes to the Financial Statements
For the Year Ended June 30, 2017
NOTE 1 – DESCRIPTION OF REPORTING ENTITY
The accompanying financial statements are prepared from the accounts and financial transactions
of the City of Palo Alto, California (City) for the projects funded under the Transportation
Development Act of 1971 (TDA) Article III of the State of California, which include the
construction of pedestrian and bicycle paths. The financial statements do not purport to present
the financial position or changes in financial position of the City. The projects represent a portion
of the accounts of the City and, as such, are included in the City’s basic financial statements.
NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a)

Basis of Presentation
The Pedestrian/Bicycle Facilities Grants (Grants) have been accounted for in the Capital
Project Fund, which is a major governmental fund type and is included in the City’s basic
financial statements. The capital project fund accounts for resources used for acquisition
and construction of capital facilities by the City, with the exception of those assets
financed by proprietary funds.

(b)

Basis of Accounting
The accompanying financial statements have been prepared on the modified accrual basis
of accounting. Under the modified accrual basis of accounting, expenditures are recorded
when the related governmental fund liabilities are incurred. Grant revenues, which are
received as reimbursement for specific purposes or projects, are recognized when they
become measurable and available. The City considers revenues susceptible to accrual to
be available if the revenues are collected within ninety days after year-end, except for
property taxes, which are available if collected within sixty days after year-end.

(c)

Fund Balance
The City reports fund balance for governmental funds in specific classifications
(nonspendable, restricted, committed, assigned and unassigned) based on the extent to
which the City is bound to the constraints on the specific purposes for which funds can be
spent.

(d)

Due to the City of Palo Alto
Cash has been advanced to the Grants’ projects for expenditures paid by the City’s major
capital projects fund for the benefit of the TDA Article III projects. The projects are
obligated to immediately repay these advances upon receipt of reimbursement from the
Metropolitan Transportation Commission.
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CITY OF PALO ALTO, CALIFORNIA
Pedestrian/Bicycle Facilities Grants
Metropolitan Transportation Commission
Transportation Development Act Funds, Article III
Notes to the Financial Statements
For the Year Ended June 30, 2017
NOTE 3 – COMPLIANCE REQUIREMENTS
The TDA is defined at Chapter 4 of the California Public Utilities Code commencing with
Section 99200. Funds received pursuant to Section 99235 of the TDA (Article 3) may only be
used for facilities provided for exclusive use by the project.
NOTE 4 – SECTION 99301 – INTEREST EARNED ON ALLOCATED FUNDS
The City incurred and paid expenditures prior to the receipt of the grant reimbursements; as a
result, no interest was earned on Grant funds.
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CITY OF PALO ALTO, CALIFORNIA
Pedestrian/Bicycle Facilities Grants
Metropolitan Transportation Commission
Transportation Development Act Funds, Article III
Schedule of Construction Projects with Capital Outlay Expenditures
For the Year Ended June 30, 2017
The following schedule identifies the project with capital outlay expenditures during fiscal year 2017:

Title of Project
TDA 16-17 Implementation of Bicycle Boulevards

Project
Number

Awards
Carried Over
from Prior Year

17001024

$

-

Current Year
Allocation
$

203,463

7

Total Awards
$

203,463

Cumulative
Capital Outlay
Expenditures as of
June 30, 2016

Current Year
Capital Outlay
Expenditures

Cumulative
Capital Outlay
Expenditures as of
June 30, 2017

Status of
Project

$

$

$

Completed

-

203,463

203,463
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Independent Auditor’s Report on Internal Control Over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in Accordance with
Governmental Auditing Standards and the Transportation Development Act
Honorable Mayor and the Members
of the City Council of the City of Palo Alto
Palo Alto, California
We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States, the financial statements of the Pedestrian/Bicycle
Facilities Grants (Grants) made to the City of Palo Alto, California (City), by the Metropolitan
Transportation Commission, Transportation Development Act Funds, Article III, as of and for the year
ended June 30, 2017, and the related notes to the financial statements, and have issued our report thereon
dated November 14, 2017.
Internal Control Over Financial Reporting
In planning and performing our audit of the financial statements, we considered the City’s internal control
over the Grants’ financial reporting (internal control) to determine the auditing procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of the City’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the City’s internal control.
A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. A
significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance.
Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control that
might be material weaknesses or significant deficiencies. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses. However,
material weaknesses may exists that have not been identified.

Macias Gini & O’Connell LLP
2121 N. California Boulevard, Suite 750
Walnut Creek, CA 94596

www.mgocpa.com
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Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Grants’ financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, including the applicable statutes, rules and regulations of the
Transportation Development Act, including Section 6666 of Title 21, of the California Code of
Regulations, and the allocation instructions and resolutions of the Metropolitan Transportation
Commission, noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those provisions was
not an objective of our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards or the Transportation Development Act.
Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control over compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

Walnut Creek, California
November 14, 2017
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Independent Accountant’s Report on
Applying Agreed-Upon Procedures Related to
the Article XIII-B Appropriations Limit

Honorable Mayor and the Members
of the City Council, of
City of Palo Alto, California
We have performed the procedures enumerated below to the accompanying Appropriations Limit
Worksheet of the City of Palo Alto, California (City), for the year ended June 30, 2017. These procedures,
which were agreed to by the City and recommended by the California Committee on Municipal
Accounting (CCMA) (as presented in the CCMA White Paper titled Agreed-upon Procedures Applied to
the Appropriations Limitation Prescribed by Article XIII-B of the California Constitution), were
performed solely to assist the City in meeting the requirements of Section 1.5 of Article XIII-B of the
California Constitution. The City’s management is responsible for the Appropriations Limit Worksheet.
The sufficiency of these procedures is solely the responsibility of those parties specified in this report.
Consequently, we make no representation regarding the sufficiency of the procedures described below
either for the purpose for which this report has been requested or for any other purpose.
The procedures and associated findings are as follows:
1.

We obtained the completed worksheets setting forth the calculations necessary to establish the
City’s appropriations limit and compared the limit and annual adjustment factors included in
those worksheets to the limit and annual adjustment factors that were adopted by resolution of the
City Council. We also compared the population and inflation options included in the
aforementioned worksheets to those that were selected by a recorded vote of the City Council.
Finding: No exceptions were found as a result of applying the procedure.

2.

For the accompanying Appropriations Limit Worksheet, we added prior year appropriations limit
to total adjustments, and compared the resulting amount to the current year appropriations limit.
Finding: No exceptions were found as a result of applying the procedure.

3.

We compared the current year information presented in the accompanying Appropriations Limit
Worksheet to the worksheets described in No. 1 above.
Finding: No exceptions were found as a result of applying the procedure.

4.

We compared the prior year appropriations limit presented in the accompanying Appropriations
Limit Worksheet to the prior year appropriations limit adopted by the City Council.
Finding: No exceptions were found as a result of applying the procedure.

Macias Gini & O’Connell LLP
2121 N. California Boulevard, Suite 750
Walnut Creek, CA 94596

www.mgocpa.com
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This agreed-upon procedures engagement was conducted in accordance with attestation standards
established by the American Institute of Certified Public Accountants. We were not engaged to and did
not conduct an examination or review, the objective of which would be the expression of an opinion or
conclusion, respectively, on the Appropriations Limit Worksheet. Accordingly, we do not express such an
opinion or conclusion. Had we performed additional procedures, other matters might have come to our
attention that would have been reported to you. No procedures have been performed with respect to the
determination of the appropriations limit for the base year, as defined by Article XIII-B of the California
Constitution.
This report is intended solely for the information and use of the City Council and City management and is
not intended to be and should not be used by anyone other than these specified parties. However, this
report is a matter of public record and its distribution is not limited.

Walnut Creek, California
November 14, 2017
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CITY OF PALO ALTO, CALIFORNIA
Appropriations Limit Worksheet
For the Year Ended June 30, 2017

2015-2016 appropriations limit, as adopted

$

Adjustment factors:
Population
Inflation
Total adjustment factors (rounded)

141,916,386

1.0130
1.0537
1.0674

Total adjustments

9,564,895

2016-2017 appropriation limit, as adopted

3

$

151,481,281
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FINANCE COMMITTEE
DRAFT TRANSCRIPT EXCERPT
Regular Meeting
December 5, 2017
Chairperson Filseth called the meeting to order at 7:03 P.M. in the
Community Meeting Room, 250 Hamilton Avenue, Palo Alto, California.
Present:

Filseth (Chair), Holman, Tanaka

Absent:

Fine

Agenda Items
1.

Macias Gini & O'Connell's Audit of the City of Palo Alto's Financial
Statements as of June 30, 2017 and Management Letter

Chair Filseth: With that, we’ll move to the first Action Item, which is the
audit of the financial statements.
Lalo Perez, Chief Financial Officer: Chair Filseth, I think there’s going to be a
video shown from Harriet first. She is unable to attend the meeting and after
we see the video I would like to make a suggestion on the agenda, due to a
technicality.
Chair Filseth: Okay, super.
Harriet Richardson, City Auditor (Video Recording): Good evening Mr. Chair,
members of the Committee, Harriet Richardson, City Auditor presenting the
results of the annual financial audits. The City Charter of the Municipal Code
required the Office of the City Auditor to coordinate the City’s annual
financial audit. Macias Gini & O'Connell, also known as MGO, has conducted
the audit for the seventh year, and is here tonight to discuss the results of
the audits, which include the independent auditor’s reports on the City’s
financial statements, on the internal control over financial reporting, and on
compliance with other matters based on an audit of financial statements
performed in accordance with government auditing standards, also known as
the Single Audit Report, and compliance for each major program and on
internal control over compliance required by the Federal Office of
Management and Budget, Circular A-133, also known as the Single Audit
Report. In addition, they have audited what are referred to as the small
reports, the report to the City Council is also known as the Management
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Letter. They have a report on the cable TV franchise revenues and
expenditures, the Palo Alto Public Improvement Corporation, the regional
water quality control plant, transportation development act funds and the
independent auditor’s report on the appropriations limit. There were no
outstanding recommendations from prior fiscal years; however, the auditors
had three findings of recommendations this year related to the Federal
Single Audit. Two of the findings were related to the Highway Planning and
Construction Grant, including not verifying that a vendor was not on the
Federal Suspension and Debarment List prior to entering into a contract with
the contractor, and not obtaining the certified payrolls to ensure compliance
with the Federal wage requirements. The third finding is regarding the Clean
Water Grant and not obtaining documentation to verify that the construction
management company that oversaw the project had obtained the required
certified payrolls. The auditors classified the findings related to the
Suspension and Debarment List for the Highway Planning and Construction
Grant and the certified payrolls for the Clean Water Grant as significant
deficiencies in internal control over compliance, and the finding related to
certified payrolls for the Highway Planning and Construction Grant as a
material weakness in internal control over compliance. The difference
between these classifications is that auditing standards define the significant
deficiency as a deficiency or combination of deficiencies in internal control
over financial reporting that is less severe than a material weakness, yet
important enough to merit attention by those responsible for oversight of
the entity’s financial reporting; and the material weakness as a deficiency or
combination of deficiencies in internal control over financial reporting such
that there is a reasonable possibility that a material misstatement of the
company’s annual or interim financial statements will not be prevented or
detected on a timely basis. The City has concurred with the findings, and
identified corrective action plans that they expect to complete no later than
December 2017. In addition, I recently provided the City’s Executive
Leadership Team with guidance regarding internal control over Federal
grants, and will be doing training for some of the project managers on this
topic in the Spring of 2018. I would like to thank David Bullock and Irene
Chan and their team from MGO for their diligence and hard work in
completing this audit. I would also like to thank Lalo Perez and his staff in
ASD for the assistance they provided to MGO to complete the audit on time,
but more importantly, for the work they do throughout the year to ensure
that we receive unmodified opinions on our financial statements. David
Bullock from MGO and ASD staff will answer any questions you have
regarding the audits and the comprehensive annual financial report. Thank
you.
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Lalo Perez, Chief Financial Officer: Thank you. Lalo Perez, Chief Financial
Officer. David Bullock, Partner with MGO is here, as well as Tony Sandhu,
who is interim accounting manager, I have to get the titles right. Tony is a
retiree that we were able to bring back. We have not been able to
successfully fill the accounting manager position nor the assistant director
position that previously was held by Joe Saccio. We have been having a
challenging time, but Tony was here to help us through it. My suggestion is
to combine one and two on the agenda for the following reason. I failed to
catch that the CAFR was not listed under the auditor’s item number one, and
that’s the purpose of Mr. Bullock being here. So, that’s why I’m
recommending that we combine one and two. That way he can just go
ahead and discuss the CAFR as well as the Management Letter.
Chair Filseth: That seems reasonable.
Mr. Perez: Thank you.
Chair Filseth: Please proceed.
2.

Recommendation to Approve the FY 2017 Comprehensive Annual
Financial Report (CAFR) and Approve Budget Amendments in Various
Funds

David Bullock, Partner, MGO: Good evening. So, Harriet kind of laid the
foundation of the reports that we’re going to present today. The first report
that I was planning to present is the CAFR. I’m not sure how familiar you are
with the CAFR, but it typically has three sections, three primary sections.
Your CAFR has four. In addition to the introductory section, the financial
section and statistical section, you’ve also included the single audit in this
report so, it houses your Federal Works, the programs for your Federal
Works. So, the first section is the introductory section, and that kind of lays
out the transmittal letter and introduces the document. It talks a little bit
about the service efforts and accomplishments. We don’t audit that section.
It’s for management and it transmits the document. The third section is the
statistical section, and that is a nice section for some historical information.
It presents the ten-year trend for the most part, so it gives you a little bit of
history in comparison to where you’re at this year and the last ten years. So,
the primary section is the financial section, and if you want to follow along,
it’s the second tab in your CAFR. If not, I’ll just kind of walk you through it.
But the first section in the financial section is our audit opinion, and that’s
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where we talk about the scope of work, the standards that we follow. We
follow two sets of standards. We follow the Generally Accepted Auditing
Standards, which is what all CPAs follow when they follow the professional
standards. But in addition, we follow the Government Auditing Standards,
and you’re mandated to have your audits conducted in accordance with
Government Auditing Standards when you receive Federal awards. So, the
Government Auditing Standards really include the Generally Accepted
Auditing Standards and add a little more emphasis in the areas of
independence, auditor independence in areas of reporting internal control
and compliance-related matters. That’s really where the emphasis is in those
sections. So, we’ll talk a little bit more about that when we get to the single
audit, because that’s where that report is presented. But in terms of the
opinions on page two, and basically the opinion is an unmodified opinion.
which is the highest level of assurance that we can provide as your auditors,
that we believe these financial statements are fairly stated. Management is
responsible for preparing the statements. In terms of the following sections,
the MD&A is a nice section because it provides a little context to the
numbers. Management puts that together and Tony is going to go through
some of that financial analysis with you after my presentation. The following
section is the financial section, which includes the financial statements and
the footnote disclosures. That’s considered the basic financial statements. I
always like to pick maybe two or three topics to talk about, just to provide
some context and discussion, but pension is an ongoing issue with most
governments right now. You guys have your pension plans with CalPERS,
both the safety and miscellaneous. There is a lot of information out there, a
lot of change as a result of new standards that have been implemented. This
is the third year reporting under a GASB 68 and some of the unusual things
about the way you present pension, about all the ways you present pension,
is when the information is not available at the time you close your books,
you have up to a year in arrears to report, which you guys do. So, you’re
always reporting one year in arrears. So, you’re actually presenting the 2016
information in your report because that’s the best information that’s
available at the time this report is prepared. So, as you look at your balance
sheet, you can see that the net pension liability is the largest liability on the
financial statement, on page 29. And that’s going to change from year to
year, just based on actuarial estimates and how the Trust performs in terms
of collecting contributions and investment returns. So, I just wanted to bring
that to your attention, in case there were any questions on it. I would be
more than happy to discuss some of the particulars. There’s a disclosure that
talks in depth about the pension plans that you have, and some of the
actuarial methods and assumptions that go into that. You’ll note that the
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information in here is different than what’s being done on a funding basis.
One of the things that GASB tried to achieve with the pension reform was to
separate the funding from the reporting. So, the financial reporting has
nothing to do with whether or not you’re going to fund on some method of
reduced discount rate over a three-year period. It’s based on what the
economical substance is behind the numbers. And so, a good example of
that is this year CalPERS just finished their 2017 audit and they actually
lowered the discount rate to 7.15. On the accounting basis in accordance
with GAP, you don’t reduce the discount for administrative expenses. So, for
funding purposes you use 7 percent, but for financial reporting purposes
you’re using 7.15. And that’s going to be reflected in next year’s report
when you report the 2017 results. So, the discount rate is going down pretty
quickly. More quickly than the funding, right, so there’s going to be a little
bit of a gap in terms of when the funding valuations catch up to the
reporting valuations. On the good side, or the good news, I guess, is that
CalPERS did perform well in their investment portfolios this year. They
achieved above their assumptions. They were at an 11.2 percent return, so
at least they’ve recovered some of the lost returns that they’ve had in the
last few years.
Chair Filseth: OPEB liability doesn’t appear on this, but my understanding is
that it will next year? Is that, am I accurate?
Mr. Bullock: That’s correct. So, the OPEB is the other shoe to drop. So,
GASB tackled pension first with the intention that they would evaluate how
governments report OPEB and that’s going to be implemented next year.
The information, CalPERS, the City invests its funds in CalPERS in the
surrogate plan in terms of the Trust. And CalPERS is making that information
available this spring. So, you will be able to implement next year. It will also
be one year in arrears, just like the pension plan. And that will be significant.
If you look on page, if you’re curious, if you look on page 94, you’ll see a
schedule of funding progress. There’s a table there. And this information is
dated. It’s based on the last valuation which was done for 2015, June 30,
2015. I understand that June 30, 2017 is in progress now. But this is the
latest information that’s available, and you can see that the actuarial
estimated liability is $234 million, as compared to $78 million set aside. And
one thing to keep in mind is the value of assets on the actuarial basis is
different than the fair market value of investments at a specific date. And
also, that was the date back in 2015. So, a couple of things to keep in mind,
but as you can see, the unfunded liability two years ago was about $156
million. So, under the current standards, you’d be reporting whatever that
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difference is between what the actuary says the liability is and the resources
you have in your Trust. That difference is going to be reported as a liability
on your financial statements. At the government-wide level, not in the fund
statement. So, I just wanted to make that clear. It’s not going to affect your
fund balance, but it is definitely a liability to consider as you’re planning for
the future. Any other questions on the OPEB? The other things I want to
point out, there wasn’t a lot of change in the current year. There wasn’t a lot
of change in standards, so it didn’t impact the financial statements as it has
in past years, but there’s the new State revolving loan for the, what is it, the
regional water quality control plan. So, that’s a significant change. That’s
new debt. There were no bonds issued, debt, other than that loan. So, that’s
a big project and that’s going to be happening over the next several years.
And then the other thing I wanted to point out is the pension stabilization
fund, so, the City established a new pension stabilization fund in the internal
service funds, and has set aside during the current year, $2 million into this
trust that can be used to help offset some of the increased contributions in
the future. And I know the City plans to contribute more to that trust in
subsequent years. So, that’s something new this year, so you’ll see a
restricted cash balance of just over $2 million sitting in your internal service
funds in the current year, and that was a change from past years. In terms
of the single audit, that’s at the very last tab of the CAFR, there’s two
reports that we issue. One is under the Government Auditing Standards, and
that’s basically Government Auditing Standards as it impacts your financial
statement audit. We didn’t report any internal control deficiencies or any
compliance findings. So, that’s a clean report. On page 165, though, on the
Federal funds, we did see a couple of compliance issues as we were looking
at your Federal programs that were selected for testing. And the way the
single audit works is, you select a certain number of programs based on how
much funding you get and the size of the programs every year, because
they want you to go through the different programs. So, instead of auditing
every program every year on a risk-based approach, they have you select a
certain number of programs. So, this year two programs were selected, the
Highway Planning and Construction Grant and the Capitalization Grants for
Clean Water. So, those were the two grants selected and as we were going
through there, as Harriet mentioned, we had findings in relation to the
suspension and debarment clause. So, obviously, it’s important to check
whether or not vendors are suspended or debarred before entering into a
contract with them. So, there was one instance where we found the
verification was done after the fact. So, there weren’t any problems. You
weren’t contracted with anybody suspended or debarred, but the potential is
there is you’re not checking beforehand. So, we noted that. The other two
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had to do with prevailing wages. You know, just the wage requirements.
Along with Federal funds, there’s strings and they require certain types of
construction employees be paid a prevailing wage. So, there were a couple
of instances with one program where, as we were doing the testing we didn’t
see the evidence that that was documented. One of them, the information
wasn’t available and so we couldn’t even go back and check whether or not
those contractors were paid. So, that was the one that we called a material
weakness because we just couldn’t verify. The second was a program where
they were being housed by one of your contractors and we were able to
obtain those and verify that the employees were being paid prevailing
wages. So, that ended up not being a compliance finding, but just an
internal control matter to make sure that gets checked and documented. So,
you’ll see that management has provided a letter of corrective action on
pages 179 and 180 to make changes in policy and procedures to address
those two areas. Also included in the packet is the report to City Council and
this area mentioned, she called it also like a management letter, and it’s
similar to a management letter, but it’s really more than a management
letter
typically
that
reports
internal
control
issues
or
other
recommendations. It’s a letter that reports the results of the audit. So, what
we’ve highlighted in that letter, which is required in accordance with our
standards are changes in the financial statements. We let you know when
there’s changes in consistency, and that’s in your packet page 9, is the start
of the section where we talk about required communications. So, I’ll give
everybody a chance to get there. Packet page 5 is the cover of the report,
but page 9 is where the communications start. So, the first part of that
section just talks about changes in consistency. So, any time you implement
new standards, or you implement any change in accounting practices, we
highlight that here so that you’re aware of it. Otherwise, you would just
assume that things would be consistent with prior years. We also highlight
significant estimates, just so that you’re aware of them. You know, financial
statements contain estimates and they have to in order to report on a timely
basis, but things could change in the future that are different from those
estimates. So, we just want you to be aware of where the estimates are, or
what’s being estimated in the financial statements. And then we also
highlight a couple of other sections of, or areas where if there were any
issues during the audit, and we’re happy to report there were none. The
audit went as planned. There were no material adjustments. There were a
couple of small items, uncorrected items, that, you know, when they are
small, immaterial items oftentimes they get passed on and they just get
reflected in the following period. So, that will just be reflected next year. I
don’t think those are significant. There’s no disagreements with
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management. And then we also highlight, as we talked about earlier during
the CAFR, what areas we don’t audit. For instance, we don’t audit the
statistical section or the introductory section. The remaining reports, the
cable TV franchise, the regional water quality control plan, the Public
Improvement Corporation, which is the 2002 bonds, all of those were
unmodified opinions of complete of those audits, and there were no findings
in there. And then the last one was the Transportation Development Act.
That’s the NTC money, the bike path money and we had no findings there.
So, with that, I’ll turn it over to questions or back to you.
Chair Filseth: Council Member Tanaka.
Council Member Tanaka: So, for the single audits, who selects which
programs get audited?
Mr. Bullock: We do. So, there’s specific criteria. There’s what we call a type
A program and a type B program based on the dollar amount of the grant
and for the type A’s, they have to be audited. If they were audited in the last
two years with no findings, and they are a considered a low-risk A program,
then we look to the smaller programs and audit those higher risk type B
programs. So, before the Single Audit Act was changed, you would just audit
the same type A programs every year, because they were the larger
programs, and the Federal Government felt like there wasn’t enough
coverage. You were testing the same programs, but then you’re missing
some high-risk smaller programs, and so we alternate through those
programs. So, that’s, there’s a specific risk assessment process that goes
through major program determination.
Council Member Tanaka: Okay. Do you guys also look at the procurement
process the City uses?
Mr. Bullock: We do, yeah.
Council Member Tanaka: Okay, and you guys audit that as well?
Mr. Bullock: We audit, are you talking about Federal programs or are you
talking about the City just in general?
Council Member Tanaka: The City’s procurement process in general.
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Mr. Bullock: Yeah. So, what we do is we typically select samples and we’ll go
through and as we look at disbursements we go through and we look at the
contracts associated with them or the agreements. And so, we look at it in
that regard, and we look at the policies and procedures in general just to
see, what are the procurement practices. You know, what are the thresholds
for quotes versus competitive bidding, and we go through a process and just
to ensure that we believe there’s proper internal controls in that area.
Council Member Tanaka: Okay. So, going back to page 33, the balance
sheet. Let me ask you, I assume you guys audit other cities as well, right?
Mr. Bullock: We do.
Council Member Tanaka: What are some of the local cities you guys audit?
Mr. Bullock: Sunnyvale, Mountain View, we audit San Francisco, we audit
Oakland.
Council Member Tanaka: Okay, great. That sounds good. So, if you, let’s say
look at our balance sheet relative to other cities, what would you say is
notable?
Mr. Bullock: You know, each city is so unique. I mean, Palo Alto is very
unique, where it has enterprise funds that you don’t see in typical cities. You
know, you typically don’t see power and water. You see water, sewer,
refuse, but you typically don’t see, you know, electric or gas utilities. And a
lot of times, different governments utilize internal service funds for different
ways to allocate costs among departments, and so some governments just
have those activities housed in their general fund, and some of them have it
housed in internal service funds. So, it’s really hard to try to compare. Some
of the things I think that are maybe more, if you look at the page 29,
because page 33 is just your governmental funds and it’s going to be unique
to your organization. The government-wide Statement of Position has all of
your funds excluding your fiduciary funds, your agency funds. And it’s going
to be maybe a better way to compare yourself to other governments. But
without knowing the population and the types of services, some cities
contract Sheriff Department from the local county or they contract certain
things, and some have their own departments. So, it’s just, everybody is a
little unique. But, some of the things that quickly come to mind is just
looking that there’s very little debt in comparison to most governments that
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have infrastructure or large capital assets. So, you have 500 plus million in
capital assets, but you only have about 60 million in debt related to those
capital assets, which is a good sign. And so, you kind of look down at net
position, you can see the net position related to capital assets, and then
those that are restricted. And the restricted nature of net position depends
on, you know, whether or not you get a lot of funds with strings attached to
them, like housing funds typically we’ll see in there, or other projects. And
so, there’s not a lot of restricted resources, other than transportation and
capital projects. And then your unrestricted net position, you know, a lot of
governments right now are reporting negative net position in the
unrestricted category, just because they had such a large pension liability
when they brought in the net pension liability without any corresponding
asset. You actually may go negative once you implement the OPEB
Standards. So, that’s something you’ll have to talk to your bond rating
agencies about. It’s a long-term liability. That’s not due tomorrow, it’s going
to be paid over a long period of time. But it’s just something to be aware of.
I don’t know if that helps. If you’re interested, it would be good to take this
schedule, this statement, and pick some cities of equal size to Palo Alto and
just line them up. Some of them, some cities that are newer are going to
have probably more significant dollars in the capital assets because the
current spending is going to be higher than maybe what they’ve spent in the
past, depending on how old the city is. So, there’s just going to be a lot of
variations that will arise as you do that comparison, but a lot of them could
be explained.
Council Member Tanaka: Yeah, I actually have the Mountain View one up
right now, so I’m just looking at it compared to Palo Alto. Do you personally
work on the Mountain View one?
Mr. Bullock: Mm-hmm.
Council Member Tanaka: So, if you contrast us to Mountain View, what are
your thoughts?
Mr. Bullock: Well, I don’t really get into a lot of financial analysis. My job is
not really to analyze a government, you know, like a credit-rating agency
would, but from an audit perspective, we’re more validating the information.
Council Member Tanaka: Okay, I understand.
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Mr. Bullock: So, I kind of hate to do a comparison without really spending
time looking at those.
James Keene, City Manager: Can I, just for a second. So, when you say one
of the primary functions of the comprehensive annual financial report is to
show, to report publicly, both to meet requirements of that, but also to let
the world, including investors in the marketplace understand the city’s
financial position. And this would be a document, for example, that would be
a factor in rating agencies looking at a city’s financial standing. And, seeing
as how our City has a triple A bond rating, to what extent would you say
that that is a common occurrence across California, versus putting us in a,
you know, really kind of the top level of agencies as were seen by the credit
agencies.
Mr. Bullock: Yeah. The credit rating is a good sign of the strength of the
organization and its ability to make payments. So, there are not too many
cities who have that high of a credit rating, so yeah, that’s a good testament
to the financial strength of Palo Alto. And, if you look in the statistical
section, there’s a lot of information in there that talks about assessed value,
and that’s a good way to establish, you know, obligations compared to the
assessed value and the potential for future revenue and the strength of the,
the base of revenue that comes into the City.
Council Member Tanaka: Okay. So, I’m not sure if you guys are the right
guys to be asking about his, but I’m looking at page 2 of Exhibit B, I’m
sorry, Attachment A, I’m sorry, Attachment B, Exhibit 1.
Mr. Bullock: Is that is this reporting packet here?
Council Member Tanaka: No, yeah, it’s in this big one right here.
Mr. Bullock: I’m sorry. What page is it on?
Council Member Tanaka: I’m trying to figure it out, because…
Mr. Bullock: On the bottom, is there a packet page?
Council Member Tanaka: I know, but not on line though.
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Chair Filseth: It’s in the staff report. (crosstalk) Packet page number 74.
Council Member Tanaka: I guess it’s number 74. Yeah, it’s doesn’t show on
line. It only shows on the printed, but, okay. So, I was wondering if you
could speak to the Fire salaries and benefits.
Chair Filseth: Before we do that, can I ask a procedural question here? I
think it makes sense that we go look at individual, you know, expenses and
what changed and so forth this year, right. I know there’s a staff
presentation on the CAFR itself, right. This is sort of the auditing phase of
this, right? So, how do you want to do, do this all at once?
Mr. Perez: If we can save those, that way we can focus on Mr. Bullock and
his review and audit. That would probably be easier.
Chair Filseth: Okay (crosstalk). So, let’s focus on the auditing piece and
basically does this represent an accurate assessment, an accurate tally of
our financial status, and then talk about sort of, you know, the analysis of it
afterwards.
Council Member Tanaka: Well, in terms of the audit, that’s mainly what I
had for that, except I was just curious, are these kinds of changes typical?
Like, what we owe, or do you even know?
Chair Filseth: You’re asking him to be an analyst.
Mr. Perez: He wouldn’t have reviewed that particular section that staff
prepared. He could have reviewed a component of it, but not necessarily
that report. So, it would be a staff question.
Council Member Tanaka: Okay.
Chair Filseth: Is this accurate?
Mr. Bullock: Yes.
Chair Filseth: Thank you. Okay, I’m good. Thank you very much.
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Mr. Perez: So, in that case, we’ll turn over, I’ll ask Dave to stay for a little
bit, just in case we, you know, you see something on the CAFR and you say,
and I want to ask that question. So, he’ll stay for a little bit longer. So, let
me turn it over to Tony. He’s going to hook up his laptop. In the meantime,
while he does that, let me give you a high-level or quick overview. So, we
closed the year with a $5.8 million surplus. So, it’s another year where we
stayed within our means. Revenues slightly higher, expenditures a little bit
lower. Tony is going to go into the details. Bottom line, at the end what we
want to do is recommend that the net surplus that we identified, about $3.5
million, be considered for infrastructure at this point. Because as you well
know, you have a, we have a gap, and the gap is growing as we speak as a
result of construction costs going up. We’re hearing all sorts of warnings
about interest rates going up as a result of potential Federal tax law
changes, and so that could increase our debt obligation payments. So, what
we’ll do is, we’ll have Tony walk you through some of the details. You’re
welcome to ask your questions, Mr. Tanaka, that you were thinking of
asking, and we also have some questions that were sent earlier by Mr.
Tanaka and then, Chair Filseth, we can address that as we go forward
through the presentation. And then, obviously, any other questions you
have. Thank you, Tony.
Tony Sandhu, Interim Accounting Manager: Good evening again. My name is
Tony Sandhu. I’m Interim Accounting Manager, and I’m glad to be here. I’m
going to go over a few slides and the first slide basically gives a very highlevel analysis of the general fund, the total revenues, expenses and
transfers compared to the final budget of 5.9 million favorable. I’m also
referring to Attachment A, Exhibit A, page 72 of the packet, just in case you
want to look at some details. For the total revenues, they exceeded the final
budget by $2.8 million and a big component of that is $1.9 million is the
UUT’s, utility users’ tax. This is something kind of hard to forecast in a
sense. We don’t know, because a lot of that money comes from the
telephone companies and there are a lot less details available. So, basically
we take what comes, and we had a good year. This is a revenue source
which has been going I’ll show in the coming slides and for the fiscal year is
$1.9 million. The next big component of the favorable revenues is general
tax revenues, $2.4 million. This revenue source includes our big tax
revenues, property tax, sales tax, TOT and document transfer tax, extra,
extra. So, the combined impact is $2.4 million. And lastly, we have some
categories where we were less than the final budget and the combined
impact of that is $1.5 million. Mostly this is what you would call the charges
for services and development activity is a little less than what we forecasted
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in the Development Services, and that’s the biggest chunk of unfavorable
variances we have, including Planning and Permits. They are also slightly
lower than what we forecasted.
Council Member Holman: What was the last one?
Mr. Sandhu: Planning permits and plan licenses category. These are new
building permits and the ones they issue across the street. Okay. On the
expense side, again compared to the final budget, we are $2.1 million lower,
and savings were mostly across various categories. There’s not any big
chunk. The only category we can point out is less use of contingency
accounts. We had contingency accounts of City Manager, Council,
Sustainability and a few more. So, we didn’t use all the contingencies, so
that ended up in a savings.
Chair Filseth: The material amount of that due to sort of unfilled positions?
Mr. Sandhu: Yeah, there was some savings in the vacancies, also. But on
the other hand, there was some higher uses of overtime in Public Safety.
Chair Filseth: Fire, yeah.
Mr. Sandhu: Fire and Police. So, that basically used most of the vacancy
savings.
Chair Filseth: Okay.
Mr. Sandhu: On page 72, the schedule, we’re showing the expenses also
include $6.7 million of carryover encumbrances into fiscal ’18, and also $1.1
million of appropriations, reappropriations of fiscal ’17 budget to the next
year.
Chair Filseth: What do you mean by encumbrances?
Mr. Sandhu: These are the PO’s, purchase orders, the contracts which are
outstanding. Mostly they are related to capital projects. Those capital
projects that will finish at the end of the fiscal year. So, by our charter,
those are carried forward to the next year until the project is complete.
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Chair Filseth: Would it be an accurate description to say, that’s an expense
that was budgeted for this year, but we didn’t spend it this year. We’re going
to spend it next year?
Mr. Sandhu: That’s true.
Chair Filseth: So, it’s a savings this year, but.
Mr. Sandhu: But for comparison purposes, because that money was already
carried forward or was part of the budget, so it’s just comparing apples and
apples.
Council Member Tanaka: So, how is that different from reappropriations?
Mr. Sandhu: Reappropriations are, and Kiely can talk more about it, these
are the kind of programs which they were part of the budget, carryover from
the prior years, but somehow the program was not finished, or the staff is
going to work on the following year. Those are the kinds of things, just sort
of reappropriations.
Mr. Keene: Encumbrance is usually involved, where we’ve got a contract
that’s already in existence for an expenditure, and so we, in one sense it is
like a reappropriation, but we call it an encumbrance because it’s locked to a
contract. Reappropriation is more like a budget amount that isn’t necessarily
contracted to anything, but it is unspent. So, we take the authority to spend
that, put it in the reappropriation and carry it forward to the next year.
That’s the difference.
Mr. Sandhu: Okay. This slide is basically historical, this is what we call the
top five tax revenues for the general fund. This is sort of historical picture
for the, actual for the last three fiscal years, ’15, ’16, ’17, and adopted
budget for fiscal year ’18. Just as a context, for fiscal ’17, if you add up all
these various revenue sources, they comprise approximately 70 percent of
total general fund revenue. So, these revenue sources so critical. The first
one, sales tax, you can see it is pretty much flat for the past three fiscal
years, going slightly up in the fiscal ’18 adopted budget. I know there is
going to be more discussion in the next agenda item.
Chair Filseth: That was actually down this year. (crosstalk)
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Mr. Sandhu: Yeah, it’s slightly down, 0.3 or something like that. We call it
pretty much flat. It’s like 300 grand.
Chair Filseth: So, that’s budgeted. Okay.
Council Member Tanaka: Just a question. Why didn’t you, because it looks
like sales tax has been kind of flat, why did you show an increase for 2018?
Mr. Sandhu: This is an adopted budget. I think Tarun is going to talk more
about it right now.
Tarun Narayan, Manager of Treasury, Debt and Investments: My name is
Tarun Narayan. I’m Manager of Treasury, Debt and Investments. The
adopted budget that you see, we full costed that about half a year ago.
Recently, I did an update which is not reflected here, which basically shows
that our sales tax is going to be about $1.6 million lower than what we show
in the adopted budget. So, in essence, the actual that we are going to be
adjusting at the midyear is going to be basically flat, yeah.
Mr. Sandhu: The next category, property tax, as you’ve been hearing around
the estate industry, assessed valuation is growing every year for the past
few years, and this year is no exception. In fiscal ’17 we grew 7.5 percent
over prior fiscal year, and like you can see also, the budget is reflecting like
6.5 percent over fiscal ’17 actual. TOT, that’s another category which has
been doing great lately. We also have some increase in our TOT rate plus
new hotels. The combined impact is in fiscal ’17, we grew like 5 percent,
which is still pretty good compared. There is still room for growth.
Documented transfer tax, this is one source which we’ve been doing well
because of the number of planned real estate transactions being closed. And
again, if you look at fiscal ’15, there was one large, I think, one-time
transaction closed in that year. But since then, again, 6.2, 7.4, which is
again, good growth, but to emphasize again, this is very hard to project in
the sense that we can’t project either, which transactions are going to end
up next fiscal year. But still, compared to other agencies, we’ve been doing
pretty good. Last, not the least, UUT. I touched it a little bit in my prior
slides. This is, most of the growth, we are at $14.2 million, which is almost
14 percent increase over prior actually, fiscal year. Most of this growth is
actually coming from telephone companies. There are a lot of new products
they are selling, you know, and UUT’s charge all of those. Also, our rates on
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electric utilities have gone up, so that’s the thing and more UUT in our City,
utility evidence as well. So, any questions? Yes.
Council Member Holman: Yeah, I have a question, and it’s more for staff
than for you, I think, about the TOT. We have how many hotels that are in
process too, right?
Mr. Perez: There’s two that are going to, one somewhat new, I guess, and
one’s expanding and two major additions.
Council Member Holman: And so, when are they expected to come on line?
Mr. Perez: That’s the question we’ve been asking. They have not pulled a
permit for the Marriott Hotels yet. Staff at the Development Center and the
discussions they’ve had with the developers believe that early next calendar
year they expect the permits to be pulled.
Mr. Keene: On the larger one of those two hotels next year. A sense of no
signal as to when the second smaller hotel will pull.
Council Member Holman: And so, these numbers, the 2018 budget, those
numbers don’t, do or don’t anticipate the new hotels being on line in 2018?
Mr. Perez: They do not.
Council Member Holman: They do not. Okay.
Mr. Perez: So, I would imagine it will take 18 to 24 months to construct, as
a rough guesstimate on, you know, from what we’re hearing.
Council Member Holman: Even for the expansion?
Mr. Perez: Oh, I’m sorry. No, I was referring to the Marriott. Our experience
has been that it takes a little while to get going too. Because people don’t
necessarily know that it’s there, then they start getting the business and
they ramp up.
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Council Member Holman: And then, is it something that you all can help
with, or is it totally different entity, which I would appreciate, about when
we reach saturation with hotels? That’s not something you can help with, I
don’t presume, but I’m just asking to be sure.
Mr. Perez: Well, you know, we’re starting to see a little bit of a downtick on
the occupancy rate ratio, so it’s a little bit concerning. We do believe that we
are a destination location. In other words, people come here for a purpose,
so that (crosstalk), so it gives us an advantage because people want to be
near the destination of where they’re going, be it Stanford or other
businesses, doing business-to-business. I believe that Marriott has done
their homework, otherwise they would not have entered into adding rooms
in Palo Alto. I have not seen a report for the region this year, but most of
the agencies in the peninsula and down to the south bay were looking at
adding hotels wherever possible, because of the demand. So, the demand
had been there. Two years ago, we had the highest growth in the State,
Santa Clara County did, and the highest occupancy. So, that’s what I’m
referring to. I need to look that data up and see where we’re at. Typically,
Mr. Levy keeps saying it’s going to keep going, and he doesn’t, he came to
talk to us a week or so ago and he doesn’t see a slowdown in the near future
for that, you know, short of other impacts that are beyond our control. So,
you know, we’ll do a little more homework on that to see what’s going on on
those data points, and when we come back to Council we’ll see if we can add
some of that.
Council Member Holman: That would be really helpful. Thank you.
Mr. Sandhu: Okay. This is another view of general fund expenses. On the
previous slides we are $2.1 million lower than the budget. These are the
three departments which are basically contributed the most. Admin
Department, which combines City Manager and HR miscellaneous services,
City Clerk, they combined $1.6 million. And non-departmental, these are
basically again, the contingencies which we establish as part of the budget.
They were not fully used. And Development Services, basically they have
some vacancies which did have some savings, plus some of the lease
expenses were lower than what we did anticipate. So, that’s the big one.
Like I said, most of the details are in Attachment A, page 72. This slide
shows the budget stabilization reserve. As of June 30, 2017, as part of this
CAFR, we are at $48.1 million. There are some uses which have already
been approved for fiscal ’18 adopted budget and Kiely can talk more about
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it. Fiscal City Manager has four budget amendments so far, as of October
31, year end 23,000. And we did mention reappropriation of $1.41 million.
These are in addition to $1.1 million, which are being proposed for approval.
Recommended budget, as Lalo mentioned, as a part of a funding policy to
infrastructure we will transfer $3.5 million next year, in fiscal ’18. And last,
we also have set aside $795,000 related to Edgewood Plaza development fee
and this is in a separate bucket right now.
Chair Filseth: So, the $795,000 is the, sorry, $795,000, that was the penalty
that Sand Hill was paying us? So, we’re budgeted to get it, but we’re
assuming that’s not certain we’ll get it? Is that what I read here?
Mr. Perez: We have it in our possession. (crosstalk). Well, our recollection
was that the Council wanted us to set it aside for future determination of
use. And so, what we’re trying to say, we’re identifying it and calling it out.
It’s not a restricted dollar amount, but it’s there. I don’t know if there’s
anything else.
Mr. Keene: No, I just think that there’s some pending litigation, you know, in
that matter too. So, you know, we certainly don’t want to keep it in the BSR
for all of the (crosstalk), the BSR.
Chair Filseth: I didn’t realize we actually had it. Okay.
Council Member Tanaka: So, I don’t quite see a graphic, maybe it’s in here
somewhere, but in terms of the budget stabilization reserve, how typical is it
that it drops by $10 million in a year, 25 percent? Is this the first time ever,
or does that happen every year?
Mr. Perez: Yeah. It varies. It just depends on what’s going on. There’s things
that we’re required to record and adjust. One of the things that can swing
for us is the recognition of the gains and losses on investments. Even though
it’s not an actual loss, it’s a paper loss sometimes. That could swing it, if
there’s a drastic movement in rates in the market. If we do some major
capital work.
Council Member Tanaka: I’m not asking why. I’m just asking, has there been
another time where it’s gone down about $9, 10 million?
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Mr. Perez: In my years here, yes.
Council Member Tanaka: So, it’s pretty typical every year?

Mr. Keene: I would think there’s two things to say here. Number one, we
made a conscious decision, whether we entirely liked it, to use $3.3 million
of that to balance the FY 2018 budget. And that was based on sort of
offsetting some one-time expenses. And, the other big piece there is the
$3.5 million, which is just taking it out of this reserve and putting it into a, in
one sense, another reserve. That has been a very typical transfer that we
have been making every year for past years, and we’ve had years where
we’ve transferred much more than $3.5 million. So, that’s it. But we have
not often really used, I mean regularly, a draw on the BSR for balancing the
budget.
Mr. Perez: The City Manager is right. It just dawned on me to explain it in a
different manner that might be helpful, because what we have here is, we
have a broad definition of the budget stabilization reserve. There’s multiple
components to it.
Council Member Tanaka: You don’t have to justify. My main point was, my
main question was, I still don’t know, when was the last time we drew down
about $10 million on the BSR.
Mr. Perez: Right. So, I’m trying to get to the answer to your question,
because I think where I would be concerned if I were you is, are we staying
within the parameters of the reserve. So, what I was trying to illustrate is
that we have all these other components that make it appear that we’re
drawing on the, what I would call the true budget stabilization reserve,
which is the 15 percent minimum, 20 percent maximum, 18.5 target. So,
what we’re trying to work with, and we started this year with Tony’s help,
was to try to isolate that so you don’t see that wild swing in the actual
budget stabilization reserve. So, that way, it doesn’t shock you when you
see a $10 million number. But the last one we had was probably three years
ago, we had a surplus pretty significant we transferred, it’s in the report.
Page 4.
Mr. Sandhu: Page 4, packet page number 65.
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Mr. Keene: So, kind of let’s be clear for a second. I mean, some of this is
fast real-time accounting that’s going on, right. You know, there was a $3.5
million transfer to the general capital improvement fund. When did that
originate?
Mr. Sandhu: As part of the media light planning.
Mr. Keene: I mean, this is recent under expenditures and over revenue
collections that are in real time. So, it goes into the BSR for a moment, and
then we make a policy decision publicly to say we’re going to transfer it to
that reserve. So, in one sense, that one is almost not really a draw on the
BSR, you know.
Council Member Tanaka: I’m not saying it’s good or bad. I’m just trying to
understand when the last time was. So, the last time we withdrew $10
million on the BSR was when?
Mr. Perez: If you look at packet page 65 or page 4 of the staff report you’ll
see a summary of the draws that we had on the budget stabilization reserve.
Council Member Tanaka: Okay, so we’ve never had a $10 million draw then,
right?
Mr. Keene: I don’t think the point is worthwhile without the context.
Council Member Tanaka: $8.9 in 2013.
Mr. Perez: This is the net transfer out. There were other transactions that
make it to the ten.
Council Member Tanaka: Sure. I’m not saying it’s good or bad. I’m just
asking. Yeah, thank you.
Council Member Holman: I have a question, and I’m not sure if this is the
right time for it, so you’re welcome to say hold that one for later. So, we
have, last year I guess it was, we did a placeholder amount of money
because of the Stanford Fire, and we have an ongoing item now, and
obviously, we’re not going to talk about litigation, but I’m just putting out
there, it’s like, is it smarter to do the infrastructure transfer this year, or is it
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smarter to hold out some money as a placeholder for an undetermined
outcome to Stanford Fire negotiations?
Mr. Perez: And that’s a very good question. So, we left them, typically what
we’ve done in the past, the City Manager instructs us to, because the policy
says, anything above the 18.5 target, the City Manager has the discretion to
transfer to the infrastructure reserve directly. So, this year what the City
Manager did is, we left it in the budget stabilization reserve and not transfer
it out to the infrastructure reserve, because we want you to have all the
information, and then make that call. So, at this point our suggestion is, the
infrastructure, but as things move and we provide you with more additional
information, you’ll have the ability, you as the Council, in this fiscal year ’18,
to move it wherever you want from a policy perspective.
Mr. Keene: We advise we cross that bridge when we get to it.
Chair Filseth: Artfully worded recommendation earlier this evening on that.
Council Member Holman: So, I guess, to follow up on that, crossing the
bridge when we get to it. So, yeah, what you were saying is like we can
decide something now, but we can change our minds later. So, it’s our
money so we can.
Mr. Perez: Yeah. The thing is to be prudent and not use it for something
other than the potential items that you talked about.
Mr. Sandhu: Okay. The last comment I have on this slide is the bottom line,
the 39,286. This is a sort of projected over fiscal ’18 BSR and per the
Council policy, approximately 18.5 percent of our target. On the enterprise,
this slide shows, the first column shows the deficit and surplus for each of
the enterprise funds, and the next column shows the RSR and the reserves.
You can see, this bottom line is much better than, especially for water and
electric, compared to the prior years because of the end of the drought, you
know the hydro conditions are improving. Not only we’re getting on the sales
side, water sales side, we’re also saving on the wholesale, especially on the
electric side, because there’s more hydro power available. On the reserve
side, there are a couple of funds which are still showing negative RSR,
negative reserves. One is them is (inaudible). This is just a timing
difference. This includes auto carryover encumbrances and reappropriation
we just talked about. And as we get into the fiscal year we spend that
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money we’re going to collect from the partners, are we going to get it as,
from the loan proceeds, new loan which was recently wired to the City from
the Water Resource Board. Lastly, you can see the airport fund is still
negative because it’s still not collecting enough and most of this money is
being advanced by the general fund. So, other than that, in the next slide
again, like I said, the drought is really helping electric and water. Our
revenues are up because of the rate hikes we implemented in fiscal ’17. The
combined surplus compared to fiscal ’16 improved like 7.2 percent, and
mainly it is the water, electric and airport funds. Again, we’re going to be in
positive once we collect the funds from the partners. And basically, we
talked about airport fund. Again, if there is any additional information,
(inaudible) is available, and I’ll be happy to answer any other questions you
may have.
Chair Filseth: I have a question on the airport fund. So, it’s negative reserve
of $2.4 million due to continuing operational results. So, for that, I mean,
without having gone back and looked at it in the adopted budget, where are
we in the final relative to what we budgeted for the airport operations?
Mr. Sandhu: Just looking at high level, our revenues are increasing because
we’re signing new leases.
Chair Filseth: I understand, but we budgeted an operating loss for the
airport this year, right. How close was the actual to the budget? I should
have looked it up before I came here, but maybe you guys know it off hand.
Kiely Nose, Budget Manager: Good evening. Kiely. So, in terms of the airport
budget and how we’re doing, I would say that there are some variances, but
those variances are easily kind of articulated. So, there’s two main things
going on. They’re ramping up on the CAP side as their getting a lot more
funding from the FAA. And so, as that’s happening, we’re making sure we’re
leveraging it, since it’s a 90/10 split between the, not general fund, I’m
sorry, but City funds versus the FAA grant money. So, you’re going to see
variances on the capital side. The good news is, though, on the revenue side
the team actually, at the airport, has been working extraordinarily hard over
the last I’d say quarter to really do a thorough accounting of all their grants
that they have outstanding with the FAA, and hold them accountable and
bring in the revenue that’s necessary. So, they are still running in a, the
fund is still running obviously needing support from the general fund;
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however, they are on the path to hopefully repaying the general fund in the
near future, barring any kind of unforeseen things like that.
Chair Filseth: And what was the variance?
Ms. Nose: Bottom line or?
Chair Filseth: Yes, please.
Ms. Nose: Oh, I will have to look that up and get back to you.
Chair Filseth: I should have looked it up before I came here, right?
Ms. Nose: Sure.
Chair Filseth: I thought maybe you guys knew. Okay.
Mr. Perez: I can get into the questions that were asked ahead of the
meeting, if you like, if that’s appropriate, or do you want to ask them
through your own set of questions?
Chair Filseth: Please.
Mr. Perez: Okay. One of the questions that we were asked, “Why is the
general fund revenue decreasing?” So, we assume that you’re looking at the
comparison of actual ’17 and actual ’16, where the decrease was $1.4
million in comparison. So, one of the large drivers was the golf course, right,
so completely shut down, about 1.2. We had some, the fees specifically on
the Stanford side for development that we don’t have in ’17. And we have a
net loss on investments, and then lower permits and license fees, as you
heard earlier, about half a million dollars. We also had the sale of the jointly
owned former City Manager house in ’16 that, obviously, we don’t have in
’17. So, all of those plus other increases in taxes and so on netted to the
1.4.
Chair Filseth: This is going to be a dumb question, but, how can we have an
investment loss when the market is up 30 percent?
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Mr. Perez: It’s a paper loss. Again, it depends on, as interest rates move up,
any security that we own that is lower than that rate, then on paper it shows
a loss. But we are a buy and hold agency, meaning that we hold it to
maturity, so we never realize the loss. That was one of the questions from
Council Member Tanaka. The other one, “Why is the general fund
expenditure increasing so much when the revenue is decreasing?” So, what
we had here, again, it’s the comparison of actuals. When you look at the
budget to actual, we actually had more revenues and less expenditures in
’17. So, different things could drive that, and I just gave you the list of the
revenues, right, why the revenues are lower. So, probably the best way to
look at it is to look at your packet page 72. And on this, what you want to do
is you want to look at the, I’m starting from left to right, the adopted
budget, then compare it to the adjusted budget, and then to the actual. So,
this is, I think, from my, from our perspective, a better way to look at it to
see how we did the budget to actual. Because looking at actual to actual,
there could be a lot of variables going from year to year that skew it, but the
way you want to look at it, and analysts look at it, is from this view to
ensure that we stayed within budget. The other question that was asked,
and I think I need Kiely for this one, “What is the reason that the City should
increase salaries by 5.8 percent?” And I believe this was as a result of a
comment we made on packet page 64. We assumed, Council Member
Tanaka, that it’s off your, please correct me, in the first block there is a
paragraph that says, “The fiscal year 2018 adopted budget reflects a 5.8
increase in salaries from 2016/17 levels of $70.7 million. So, we assume
that this is where you were asking your question, from this sentence.
Ms. Nose: Is that accurate. That’s where your question was coming from?
Council Member Tanaka: (inaudible)
Ms. Nose: Sure. And so, what that is, is we’re looking at a budgeted figure,
and so in 2018 that budgeted figure assumes all of the changes in the MOA’s
that were approved between 2016 and 2018, and those had phased-in
changes, so when we’re looking at actuals to budget, when we’re also
looking at what’s within the budget, you are looking at a number of
variables. The other things that can impact other, I’m sorry, are vacancies,
right, and if you add positions or you take away positions from different
funds. So, the 5.8 percent is something that was approved as part of the
adopted budget when you guys did that back in June.
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Council Member Tanaka: And what is, can you remind us, what is the
expense growth projected?
Ms. Nose: The expense growth projected?
Council Member Tanaka: Sorry, not expense, the revenue growth. Sorry, the
expense to revenue growth for the same time period, what do you
anticipate?
Ms. Nose: For what time period, I’m sorry.
Council Member Tanaka: So, this 5.8 percent. So, what I’m trying to see is,
for this – okay, in general, salaries cannot be in line with the revenue
growth, right? So, for the revenue growth, how does that 5.8 percent
compare?
Ms. Nose: Let me look it up. If I remember correctly, it’s probably in the
ballpark, but I assume you’re looking at the FY ’18 adopted revenue growth
in the general fund?
Council Member Tanaka: What I’m trying to do is, I’m just trying to do
apples-to-apples comparison. So, if the salaries increased 5.8 percent, you
would hope the revenue growth of at least 5.8 percent. I’m just trying to
figure out how they match up to each other.
Ms. Nose: Understood. Give me one second while the file downloads, and I
will be happy to provide that.
Council Member Tanaka: Okay.
Mr. Keene: Just a second here. I don’t want to steer us off here, but the
purpose of this particular item is to look at the comprehensive financial
report for fiscal year ’17 and in a sense backwards, not forwards. And I think
that some of these questions might be better answered, even when we’re
looking at the long-range financial. I mean, certainly they are issues for the
budget itself, as we look forward, right, as to how ’18 is performing. It’s
more of an issue when we’re looking at the long-range forecasts to look at
the subsequent years after the current year, which is FY ’18 to try to look at,
what are the drivers on the estimates on, say for example, salaries and
Page 26 of 48
Finance Committee Regular Meeting
Draft Transcript Excerpt 12/05/2017

ATTACHMENT B

DRAFT TRANSCRIPT EXCERPT

other costs and expenditure side and how they compare to revenues. And it
will be easier for you to answer those questions, I think, when we’re at that
item. Am I clear, that the comprehensive financial report is a backwardlooking report, and these are questions where we’re trying to look for the
current year as it unfolds.
Chair Filseth: You’re saying that the question is really about the FY 2018
budget, not the CAFR.
Mr. Keene: That’s correct in this case. I mean, she answered the question,
the earlier question.
Ms. Nose: It’s 6 percent. The ’18 adopted budget assumed about a 6 percent
increase on the revenue side.
Council Member Tanaka: But is this including the $1.5 million that was over
estimated for the sales tax?
Ms. Nose: So, this is where you’re actually getting right back into what Jim
is kind of referring to, which is, the look is prospective at, you know, from
’17 to ’18 to ’19 and thereafter, versus this report is looking at ’17 actuals.
Council Member Tanaka: I get that, but I think we have, I forgot the
person’s name, that just showed us some charts, right. It showed that well,
actually, you were $1.5 million more than we thought. (crosstalk)
Mr. Keene: For 2017.
Council Member Tanaka: Yeah, so I’m just curious if, I mean, what I want to
make sure is that we don’t have salaries going ahead of what our revenue
growth is doing. Otherwise, we run into trouble. So, that’s what I’m trying to
figure out.
Chair Filseth: Well, for this 5.8 percent. So, on the sales tax, right, I think
you said, was it you? I forgot who.
(crosstalk)
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Chair Filseth: I’m reading the line here. The FY 2018 adopted budget
recollects a 5.8 percent increase in salaries from 2016 to 2017 levels of
$70.7 million. So, I think I’m going to go with the City Manager on this one.
I think you’re asking about the FY 2018 expenses.
Council Member Tanaka: Well, I just saw a chart up there.
Chair Filseth: That chart covers 2018 projections, right.
Ms. Nose: Understood, and you guys are actually, as a whole, the questions
that the Committee is asking are poignant ones, frankly, and ones that both
the accounting team and budget team look at, and what you’re hitting is a
timing difference. You’re truly hitting a timing difference of, we have to have
a budget adopted the day before we close the books of the prior year. And
so, when you’re developing that adopted budget, you only have so much
information at that moment in time. So, I absolutely hear what you’re
saying, Council Member Tanaka, that our sales tax receipts didn’t come in as
high as our adopted budget was built on, and so that’s going to require us to
look internally during FY ’18, this current fiscal year, and potentially rejigger
things, as Tarun alluded to. However, what he also didn’t touch on is that
utility users tax tracked much higher, and so our adopted budget was built
on a lower base for utility user tax. And so, really, this reconciliation that
we’re talking about is something that we will do as part of the midyear
financial review, when we look at how is the City actually tracking. Not only
how did we track in ’17 with our actual collections, but also let’s look at the
first six months of the fiscal year and update everything for all the best
information at that time. Whereas, the adopted budget, and I hear you on
expense versus revenue growth, was really, as Tarun alluded to, built almost
a year ago at this time.
Council Member Tanaka: I hear you. I just, I think you guys are all aware of
what happened in the school district, right, where raises were given,
property tax didn’t come in as expected. You know, we just, we see where
the sales taxes are right now. We’re about $1.5 million short. I realize the
timing issue, right, so you can’t predict the future, but it is what it is. And
so, I just want to make sure that our salary increases aren’t going past, or
aren’t going ahead of our revenue growth. But, if this projection is correct,
or the new projection that we just heard, the revised projection, then there
will be.
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Mr. Perez: You only have one number, right. So, we need to give you the
whole picture. And if we had such a problem, we would be telling you.
Mr. Keene: There is nothing going on this year that would even remotely
approximate what happened in the school district. So, let me go back and
answer your first question. We do not, the $1.5 million year-end excess,
that’s in a sense what’s left over, is not included, as Kiely said, in the FY
2018 budget. We don’t have that number. We don’t know the number. We
actually are happy to know that our revenues may come in more and our
expenses less to allow for those things to happen. But, it would be terrible
practice for us to start budgeting, you know, it’s almost like double counting
when we do the budgeting. When we say, oh, here’s what we think we’re
going to spend, here’s what we think we’re going to bring in, and then
somehow add some additional amount. So, what this is, is we’re closing the
books on the last year, and we’re giving you a report of the State of the City
right now. In one sense, this had nothing to do with the FY ’18 budget. The
’18 budget is a spending plan. We adopt a spending plan at the beginning of
the year. We make adjustments all during the year. For example, when we
close the books and we find out we’ve got an extra $1.5 million, we’re
ultimately going to come back and formally amend the budget and put that
back in the FY ’18 budget in the middle of the year. We monitor
expenditures enough that if suddenly we are seeing some trend that is really
problematic, we’re either going to make decisions to sort of really freeze
positions, or whatever, not hire, watch money. So, we don’t get into a
situation where we’re surprised by the fact that we’re way out of whack on,
if suddenly we’re seeing a real downturn in our revenue stream that could
impact our expenditure levels. We monitor that closely enough to be able to
come to Council. Actually, I have authority to make some adjustments
myself, but we would come to Council and remedy that. Now, obviously, if
something happens like the 2008 financial crash, which took place in the fall,
in the second quarter of a budget year, that began to suddenly hit a bunch
of stuff that was completely anticipated, we again, even in that situation
were able to jump on that and begin to manage through that. But it required
some pretty comparatively draconian decisions that we had to make on the
expenditure side.
Council Member Holman: This is going to sound extreme, if not odd, but –
so, I get pretty conservative when it comes to spending money and
budgeting. At the same time, your comments made me think about, you
know, it was before your time, but we paid however many millions and
millions of dollars to Enron, and even with that, we managed to come back
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and have, you know, a healthy set of reserves, budget stabilization reserves
and such. I think it shows as an organization that structurally it’s pretty
sound. I mean, you were here then, Lalo. I don’t remember how many
millions it was, but it was large.
Mr. Perez: It was over 20.
Council Member Holman: Yeah.
Mr. Keene: Could I just add to that, because I think that’s a perfect example
during FY 2009, 2010, 2011 for example. Unlike many other cities, we did
not go into reserves and draw down reserves to balance this structural, what
we saw as a structural deficit due to the falloff in revenues. I mean, we
made, we slashed existing spending in order to do that, knowing that, that’s
just a temporary fix, to draw down reserves that you have. We had to make
systematic changes. And we’re still at the point where we do not have the
same number of positions now in fiscal year 2018 that we had back in fiscal
year 2007. We have fewer.
Council Member Holman: So, I do have two questions, actually. One is, and
one you touched on, Lalo, which I was going to ask about, which is, I
thought we had agreed that the money from the sale of the former City
Manager’s property was not going to go in the general fund. It was going to
go into a special pocket, if you will, so that if there was other property that
we wanted to purchase, it would be… It’s a little bit off target, but it’s also
related to what we’re talking about.
Mr. Perez: I do recall the discussion, but there wasn’t a specific motion to
direct us on that. So, right now it’s part of the budget stabilization reserve.
Council Member Holman: I thought it was Finance.
Chair Filseth: (no mic)
Mr. Perez: It’s, yeah, it’s there.
Council Member Holman: Okay. And that was, how much was that? Do you
recall?
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Michelle Flaherty: 1.7

Council Member Holman: You already know that, Michelle. How long have
you been here? I don’t need to have the number right now, but 1.7 sounds
about right. So, we might want to revisit that. But, the other thing is, and
this happens to be early in the discussion here, on packet page 63, talks
about, under Economic Environment, and midway through that last
paragraph on the page it says, “The robust local economy and job growth
were also driving increases in other revenue such as permit and license fees.
While these results are welcome, continuing rising, continued rising benefit
and other operating costs diminish this more positive outlook over the next
ten years or so.” So, I don’t remember seeing in this effort what the positive
or negative was in Development Center and/or Planning Department,
because, and it’s something that’s always troubled me. It’s like, how do you
balance, like how much to staff up for good times, but then, you know, it
can fluctuate with the economy and rising costs and benefits, you know, like
it says here. So, looking back, where are we? How did that end up? I don’t
remember seeing that in a table.
Mr. Perez: Right, so we are starting to see some discussions with Peter,
starting see some slow down, and that’s why when he came to you with this
last fee, phase two fee adjustments, staff made the recommendation to
have a reserve for downturns in that activity. The thinking was that the
remaining of the general fund, or the remaining of the population shouldn’t
bear the challenge or the pain caused by development. And the development
would have an incremental increase in the fees to generate these reserves
over time, to increase them. And that way, when and if we have a downturn,
they have.
Council Member Holman: You mean when.
Mr. Perez: They have some level of cushion to protect the general fund, at
least on the onset.
Council Member Holman: Okay. So, is there something that shows where we
ended up in 2017 with this?
Mr. Perez: Yes. Let us look at the page and then we’ll…
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Council Member Holman: Yeah, I didn’t find it and I could have overlooked
it, but I didn’t find it.
Mr. Perez: Let us take a look.
Council Member Holman: Okay. Thank you.
Mr. Keene: And this is asking for that direction on these budget
adjustments, is that right?
Mr. Perez: Performance of the Development Service Center. I apologize. The
other question that I realized that you asked, Chair Filseth, is for long range,
not this item. We can continue answering any other questions you have. I
think this is, will answer your questions Council Member Holman. Look at
packet page 138. Under Expenditures, towards the bottom, Development
Service Center is listed in there. So, they came in under budget.
Council Member Holman: I think the conversation or discussion on packet
page 2 of this report though, I think talks about, does it not, but both are
positive though. Planning and Development Services is what’s discussed on
packet page 63, is it not? Either way, they both end up positive so, Planning
a little bit, a little bit.
Mr. Perez: And it’s an area that we will need to keep a close eye on.
Council Member Holman: Yeah. Thank you.
Chair Filseth: Greg.
Council Member Tanaka: Yeah. Just to kind of, not belabor it, but just to
close out, so my thing was this. So, 5.8 percent salary increases. At the time
we thought that revenue would go up by 6 percent, but actually we look at
the actuals it looks like we’re going to have to lose or downward forecast
$4.5 million on the sales tax, so that’s where I’m coming from, just to try to
be clear for everyone in terms of what my thought process was. But, my
next question actually has to do with packet page 74. On the Fire salaries
and benefits. And, I don’t know if staff could talk a little bit more about the
$2.2 million in overtime for Fire?
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Ms. Nose: Sure. Thank you for the question. So, what we’re seeing in Fire,
let me step back. So, all the adjustments that you’re seeing in Attachment B
are adjustments to realign revenues and expenses with how we performed
the year end. Every time we build a budget, as Jim alluded to, we are, it’s a
planning document. It’s where we think our staff are going to be. It’s where
we think our expenses are going to be. But what actually happens is not
always what we forecast. And one of the things that we assume when we
build a budget is a vacancy factor in every department. And that’s based on
historical vacancies in a department. So, for the Fire Department, because
we’ve been keeping a large number of positions vacant as a result of the
ongoing conversations with Stanford and whatnot, we have been carrying a
very large vacancy factor in the departmental budget from a budgetary
standpoint. Probably almost to the tune of $800,000. And what’s happening,
though, is because it is a service that you have to have a certain number of
staffing on the apparatus, they backfill, regardless of them having vacancies,
with overtime. We also have a number of teams that have gone out on strike
teams, so that’s additional overtime that’s happening that’s not necessarily
accounted for.
Council Member Tanaka: What are strike teams?
Ms. Nose: Sure, a strike team like the Napa fires that just happened.
Council Member Tanaka: Oh, I thought we don’t have to pay for that
overtime.
Mr. Keene: We get reimbursed. But on the cash flow side.
Ms. Nose: Right. And so, what you’re seeing on the budget side is the
expenses that we are incurring, but you’re absolutely right. On the revenue
side we will see the reimbursement for it, but what this is doing is it is truing
up for all those activities that are occurring through the year that are not
anticipated as part of the development.
Mr. Keene: So, can I just, one other thing on this. I don’t think you should
be completely satisfied with the answer we’re giving you here as it relates to
Fire, right. Because it’s a significant amount of funds. In general, I’d say
there were two things. Almost always historically we actually do budget less
overtime than experience would demonstrate in Fire. It’s an attempt by us
to control overtime by not advertising what the level of actually approved
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funding is. That’s sort of typical. Then, in these recent years, over the past
two, three years is, we’ve been going through these, this Fire contract
negotiation with Stanford. As Kiely said, we’ve had like 12 positions vacant,
knowing that as we have had to now look at restructuring how we do
services, and actually eliminate those positions on a permanent basis, we
wanted to have them empty and not filled by people. And so, we would use
overtime to fill that. Now, you could sort of do the simple calculation, say
okay, if most of the time overtime is time and a half in comparison to the
100 percent for regular workers if they were filled, but 150 percent if it’s
overtime. What this is demonstrating to us is that, one, we either still have
combination of under estimating what the actual overtime cost is, or we may
have some other practices in the department that we’ve really got to take a
closer organizational look at managing and containing to keep that
component down. We can’t tell you how much out of this $2 million is
attributed at this point, but I do think when we get into next year’s budget,
when we come to the Council we’ll be in a better position to talk strategically
about what adjustments we can, we think we can make on a going-forward
basis to deal with this. Because, the truth is, you know, to me it just doesn’t
make sense if we held a bunch of positions vacant, we wanted to backfill
them, and we still over spent overtime by $2.2 million.
Council Member Tanaka: Yeah, that’s my thoughts as well. It’s kind of
shocking.
Ms. Nose: I can add a little bit more. There’s probably two other major
factors that are going on, and I strayed from kind of alluding to the, because
they do get a little technical. One is, from an accounting standpoint,
depending on where pay periods end the year, from a fiscal year standpoint
it changes the accruals. And normally it’s a very nominal amount, so you
wouldn’t notice it in a smaller department. But when you look at larger
departments like Police and Fire, where their payroll is a million plus dollars
a pay period. A couple of days can make a very significant difference in their
actual year-end expenses. And last year was actually one of those years like
that. So, typically, again this is getting very technical, but typically everyone
works 2,080 hours, or we budget for 2,080 hours a year. However,
depending on where those pay periods fall, you may have 26 or 27 or a
portion of a 27th pay period in any given year, just because of, again, you
may have a pay period that splits one way or the other. And so, what you’re
seeing this year for across the whole is that discrepancy, because we had a
heavy year last year in terms of having more than the typical just 2,080
hours financially booked in 2017. Does that, that’s super technical, I know.
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Council Member Tanaka: I understand what you’re saying. So, did we spend
more this year in overtime than ever before? Is this like the biggest year in
overtime?
Ms. Nose: I can actually find that for you. Let me look at it. I would expect it
to grow, because I was going to say the other thing that we’re calibrating, as
Jim alluded to, is with the new IFF contract that was approved back in 2016,
we do definitely dampen the overtime budget to ensure and to promote a
fiscally responsible use of overtime, but when we had these changes in
salaries, naturally your overtime will grow, since it’s a time and a half
compensation. So, we have been really monitoring it to recalibrate it, based
on the next baseline associated with salaries. So, I would say those are two
very technical but important factors that can be large magnitudes, let’s put
it that way. But, let me look at the overtime and see if ’17 was higher than
’16.
Council Member Tanaka: I guess what would be interesting though, is like
per firefighter, how much was overtime this year versus other years, and
were we extremely high this year compared to others. I think that would be
interesting. Because I also notice on packet page 72 that Fire from the
adopted budget went from $28.9 million to $32.2 million. So, the adjusted
budget also went up. So, I’m not sure if that was already accounted for.
Ms. Nose: The adjusted budget accounts for all of those adjustment that
you’re looking at, correct.
Council Member Tanaka: Okay.
Mr. Perez: May I interrupt for a quick question? It doesn’t appear that we
have anymore CAFR questions, so I was thinking we could let Mr. Bullock go.
Is that fair?
Chair Filseth: I think so. No objection here.
Mr. Perez: Thank you David. He’s got a long commute, so I didn’t want to
keep him any longer.
Chair Filseth: Can I ask a follow-up question to the line that Greg is asking?
If you look at the page 72, the difference between the adopted, on Fire
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again, the difference between the adopted budget and the actual expense is
actually $3.2 million, not 2.2. And so, we’re focused on the 2.2 overtime,
but where is the other million?
Mr. Keene: Just so, the 2.2 is actually the totality of changes in salaries and
benefits, which includes overtime, but it includes benefit cost increases and
that sort of thing. So, that’s, where’s the other million is still an appropriate
question.
Ms. Nose: Okay, let me work on that one. But, in answer to your other
question about overtime, so in 2016 it was about $5.5 million, in 2017 it’s
about $6 million, which is about a 10 to 11 percent increase year-over-year,
but that is in line with the changes in the MOU associated with the higher
contract.
Council Member Tanaka: How much of an increase per firefighter is that?
Ms. Nose: I would not know, because it would depend on how many actual
firefighters you have on staff in any given year. So, I would have to go back
and look at our actual staffing levels.
Council Member Tanaka: I’m worried on this, and maybe staff can tell me
whether I should really be worried here, because what I understand about
the pensions is that it’s paid on the last year, right?
Ms. Nose: It does not include overtime.
Council Member Tanaka: Does not include overtime, okay, good.
Mr. Perez: Nor sick leave.
Council Member Tanaka: Good, good. Should we keep going or should we
wait? Okay.
Chair Filseth: I just want to make sure we have time to get to the longrange financial forecast.
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Mr. Keene: Actually, just for fun things to know and tell at cocktail parties,
right, in Palo Alto, it’s an interesting point, your point about the pension
piece, right. So, if we do have a situation where we’re keeping positions
vacant, it would be otherwise a full-time position that would have associated
pension costs with that position, and instead, backfill with overtime. We’re
basically paying time and a half in salary for overtime. At the same time, as
you know, we’re basically saying, with the pension costs for the City in
Public Safety approaching 55 percent. So, we’re basically paying that same
cost for a straight-time person when you throw in the pension costs. So,
once in a weird way, without the (not understood) of the actuarial liability.
I’m not saying that I want to argue overtime as the approach that we would
systemically use to provide Public Safety services, but just when we think,
oh, gosh, there’s a lot of overtime, if it’s a situation where we’re supplanting
that rather than having the full-time benefited position, that’s a different
comparison than just, is everybody getting a lot more overtime.
Council Member Tanaka: How many firefighters do we have active right
now?
Mr. Keene: About 100 and what?
Council Member Tanaka: We have $6 million in overtime. So, that’s what,
$60,000 per person in overtime. Is that right?
Mr. Keene: I don’t know. I mean, why don’t you ask us what you would like,
and we’ll bring you the actual figures.
Council Member Tanaka: I’m just, I would be curious to know what that is.
What is it per firefighter.
Mr. Perez: We do have the annual salary by individual on our website. I
know you have staff for (crosstalk).
Council Member Tanaka: Oh, that’s in overtime as well?
Mr. Perez: Yes. So, they could download those years, if they wanted to do
some comparison, that could be a source.
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Council Member Tanaka: Okay, great. Thank you. The second question I had
is on page 3, I guess it’s packet page 75. And this is on the Police side. I
don’t know if you guys can speak about that in terms of, it’s not quite as bad
a figure. It’s less actually, but what’s the story behind that one?
Ms. Nose: So, I can help out with that. One is, obviously, the change in the
heavier accounting periods. So, they’re seeing or feeling the same impacts
as Fire. However, the really big anomaly on the Police Department side is,
we had two significant retirements last year. So, back in December of 2016,
thank you, back in December of 2016 with both the chief and assistant chief
retirement, there were payouts, right, of their leave balances. And even an
even further circumstance, some of those employees were eligible for a
benefit that went into effect in what, 1980?
Mr. Perez: It ended in 1983.
Ms. Nose: Ended in 1983, where their sick leave would also be paid out upon
their retirement.
Mr. Perez: Not pensionable, just…
Ms. Nose: Not pensionable, agreed, but these would be lump sum payments,
and so with those two very tenured, very senior employees’ retirements,
their expenses were much higher than, obviously, we had anticipated when
we built the budget.
Council Member Tanaka: So, it’s like $150,000 per person?
Ms. Nose: I would not know the exact calculations, and we would report…
Mr. Keene: They are significant numbers.
Ms. Nose: They are in the six figures, yes.
Council Member Tanaka: Wow. Okay. That’s a lot of money.
Mr. Keene: That’s one of the reasons we eliminated that provision a long
time ago.
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Ms. Nose: That would be why the benefit (crosstalk)

Council Member Holman: I was going to say, those were under old
agreements, not current.
Ms. Nose: Correct.
Council Member Tanaka: The other question I had is on page 5, which is
packet page 77, and the gas utility purchase of $1.2 million. So, what
caused this, just accounting issues or? It seems like a lot of money. Packet
page 77.
Mr. Perez: Let me give it a try, because it’s usually the same thing every
year. They make their projections on what they think the load usage is going
to be for the City, and we’re not always going to hit it on the spot. And so, if
we ended up needing additional commodity to procure, then we adjust the
budget and we need to, pull it out of reserve, you got it right. And so, that’s
usually what happens with commodity purchases.
Chair Filseth: And is that what happened here, the $1.2 million?
Ms. Nose: Correct.
Mr. Perez: So, it’s not uncommon. We may see it more, it would be potential
gas because if people feel that, you know, hey, we’ve had some rain and
maybe I don’t have to be as frugal with the water, it impacts the fund,
because some people heat it up with gas, some heat it up with electric, and
so, all the funds could be impacted.
Council Member Tanaka: That’s all I had. Oh, actually, sorry, one more.
Page 12. The new downtown parking garage. So, there was a $445,000
increase?
Ms. Nose: Correct. And so, what we are seeing here is an anomaly, not an
anomaly. It’s how we treat salaries and benefits that I will admit we need to
be more refined in our approach on the capital improvement side. When we
budget for capital projects, the teams do their best to anticipate what the
staffing costs associated with those projects are going to be and allocate
them to the projects accordingly. However, it truly is a guess. Capital
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projects can be sometimes very labor intensive or very simple. And so, what
the, what we do from a budgetary standpoint is, we have a separate project
for salaries and benefits. It’s project A as $10,000. And so, what we do at
year end is, we will move the money from project A as $10,000 into the
projects that needed it for the salaries and benefit costs associated with that
project. So, it is a little retrospective, I will admit. However, it does ensure
that every year when we’re planning the capital improvement budget we are
truly accounting for all of our staff that are budgeted in the general CIP, but
we haven’t necessarily 100 percent identified exactly what projects they’ll
work on.
Council Member Tanaka: Now, the downtown garage, isn’t that, aren’t we
contracted under the Zion Contract (not understood)? So, what staff time is
there involved in that?
Ms. Nose: I would need to talk to our Public Works folks on what specifically
they’re working on, but I know it’s heavy on the design review, community
outreach associated with the projects.
Mr. Perez: And management of the contracts and review of the designs and
working with the consultants
Council Member Tanaka: Okay. That’s it.
Chair Filseth: I think this is short and I suspect I know the answer, but just
to make sure, you know, if you look at packet page 73, for example, there’s
some language that appears repeatedly as an explanation and it goes along
the lines of, with slight variations, this action reallocates departmental
management, development savings to nondepartmental to reappropriate
funds for City-wide training in FY 2018. And they’re all sort of like that. Does
that basically mean we spent less than we thought we were going to over
here, but we spent more than we thought we were going to over there, and
so that’s where we’re rejiggering things? What does that mean?
Ms. Nose: That’s a very, very good question. So, as part of our management
compensation plans, we budget, I want to say it’s $1,000 per management
employee, for training for professional development, and so we budget that
directly in the departments for them to spend. And what we do at the end of
the year is, go back in, there’s a specific accounting code for it. What we do
every year is we go back and look at that code, see how much was spent or
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not spent, and then we pull it out of those departments’ budgets to put it in
nonsalary, and then reappropriate that money. And what that money is used
for are our initiatives associated with our work force. So, when we talk about
City-wide trainings, when we are talking about kind of growing and
developing our workforce, what we use it for is, it is a pot for HR to really
help and pilot some of those projects, because it is truly a one-time pot. It’s
not an ongoing thing. And it’s just, I think, a testament to this
organization’s, the priority that they put on kind of professional development
and training, and wanting to continue that at a City-wide level, even if,
perhaps, we didn’t spend all the money at a departmental level in that given
year.
Chair Filseth: Okay. I understand. There are a bunch of very similar things,
but maybe they’re all different actually. Another one says, “This action
allocates departmental vacancy savings and non-salary savings within the
general fund in order to offset departments with higher than expected
anticipated expenses in 2017.”
Ms. Nose: Yes. Now those lines are us (crosstalk)
Chair Filseth: Shuffling from different pots. Is that what that says?
Ms. Nose: Exactly. And so, as you heard Tony say, we were $2.1 million
below budget as a whole in the general fund. We just didn’t have it right by
bucket, and so we’re moving the money around by the buckets based on our
appropriation requirements.
Mr. Perez: By Muni Code, the City Manager doesn’t have authority to do this.
It requires your authority.
Chair Filseth: I see. Okay. Other comments and questions on the CAFR?
Council Member Tanaka: One kind of small one. There’s a name you
mentioned in this called Either Family. What is that?
Mr. Perez: Did you say Eirle?
Council Member Tanaka: Something like that, yeah. I don’t know how to
pronounce it.
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Mr. Perez: There’s an Eirle Fund, a former mayor.
Chair Filseth: Bret Eirle.

Mr. Perez: Yes. He had a business, I believe, on Waverly. So, they gifted the
City and two other nonprofits some lump sum of money and so those funds
are used to recognize, per their wishes, the utility employees and those two
nonprofits. And so, at times we make some draws from that for the
distribution, annual distribution of the interest. The principal stays in the
Trust.
Council Member Tanaka: I see. And one last question, which is, I know that
you guys are working with, I forgot the guys name, the guy on trying to
calculate the pension liabilities.
Mr. Perez: Bartel?
Council Member Tanaka: Bartel, that’s right. So, when you guys actually
figure out the right amount, where would that be in this?
Mr. Perez: So, it’s a discussion we probably should, you know, have. One
logical place would be in the notes section. So, if you look at your bound
document, you’ll see a tab labeled Notes and there’s a section in here for
pension, you’ve got to find it.
Chair Filseth: On page 95.
Mr. Perez: Thank you. You had it memorized now. I should have it
memorized. So, we could put a note here that I think would have to be
stated in a manner that is clear to the rating agencies, what our point is,
because we would be making a statement that, while CalPERS is providing
us this particular set of numbers based on their assumptions, the City is
running a calculation based on a different set of assumptions that increases
our unfunded liability. The concern would be, is that going to impact their
decision on the rating that we’ve heard earlier today is triple A. And if it does
lower our credit rating as a result of them seeing a number that is different,
then it will cost us in the issuance that we have upcoming in the next six to
eight months north of $40 million for the golf course and the California
Avenue garage. So, I think…
Page 42 of 48
Finance Committee Regular Meeting
Draft Transcript Excerpt 12/05/2017

ATTACHMENT B

DRAFT TRANSCRIPT EXCERPT

Mr. Keene: It won’t cost us $40 million. We just have that amount of debt
and stuff, right?
Mr. Perez: Right. That would be the debt issuance. And that’s a number
that’s still moving. So, that would be the concern that we would have to
make an informed decision on how we proceed, how we state it, what our
plan is. I think you heard me say last year, when we were talking about this,
that it would be probably good from a staff perspective that we also have
some funding plan that shows that not only are we recognizing that we
believe the number is different, but that we also have commenced funding
for addressing that issue. So, it’s hard to say. You know, it’s something that
we can definitely do some more homework and test the waters carefully to
see what would be the impact. So, we can definitely first start with our
financial advisor as we’re getting closer with the number that we know that
we’ll probably need to issue in debt, and then advise you accordingly. But, to
answer your question literally, it would probably be in the notes.
Council Member Tanaka: So, like on page 105 or something like that?
Mr. Keene: Yeah. I think it’s a more general statement. If I could say this. I
think this is a discussion that the Council and the Finance Committee will
have in depth, I would imagine next year, when we identify what this
number is. We have the opportunity to talk about the, all of the implications
of how it is that we report this, and then we’ll make a decision. I know the
current Committee has certainly expressed the importance from your
perspective of reporting this figure in some way, so that it can, let’s say
more regularly, more easily inform policy decisions that we have to make.
But, I think it’s fair to say that the requirements of public reporting in public
finance are really directed, in essence mandated, by the standards adopted
by the Government Accounting Standards Board. This is why we call it GASB
and when you hear a number that’s one of the newer or the latest policy
reporting requirements that they adopt. And over the past ten to fifteen
years there’s been a real evolution in the requirements that they are
requiring local governments to make as it reports, particularly a lot of these
future expenditures, or commitments. And what you’re talking about us
doing also is something that is, in a sense, ahead of or in advance of where
GASB is, right, if I understand this, Lalo, right now?
Mr. Perez: Yes. And let me illustrate it. I found it, page 89 of the actual
CAFR. If you look at Note 11 on the top of the page you see how it’s labeled
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Sensitivity of the Net Pension Liability. Then it has 1 percent less and 1
percent more. If we were to illustrate it, let’s say that another one they had
1 minus 0.25, that’s a sensitivity analysis. It probably would not send any
alarms, bells, because you’re just demonstrating a sensitivity analysis. So,
it’s the wording, the framing that I think is important. So, that’s what I’m
discussing with you, that we need to do some more homework on that.
Chair Filseth: Well, GASB sets minimum reporting requirements.
Mr. Perez: Yes.
Mr. Keene: I’m not saying that we should stay there. I’m just trying to
explain basically the evolution of reporting and in one sense, the way the
world also sort of looks at that stuff, and so the world, even the most
sophisticated things, in a way, there are a lot of followers. People following
them around and how they interpret things. I think our only point is that this
is an involved enough discussion that the Committee and the Council ought
to understand the benefits and the consequences, if there are any, of
however it is we choose to report or account for or allocate funding in this
arena, that’s all. Just to be, I mean, it’s the whole concept of reporting and
discussing is to be transparent and understand that. We just want to be sure
that the Council makes a conscious decision about what the pros and cons
are of however we choose to report it. I’m not advocating what we should
do, just that we should be aware of that.
Council Member Tanaka: So, I guess my thing is, when would we do this?
When, so, will it be in this CAFR, the next one, or like when would we
actually try to acknowledge the pension liabilities?
Mr. Perez: You, the Council, can make this call for the next CAFR. This one,
it’s already completed as is.
Chair Filseth: Let me see if I can color that one a little bit. I think what you
folks have artfully said is that there are different ways to report this, and
there are real-world implications of choosing those different ways, and
therefore, the decision on how to report this has an element of policy in it,
as opposed to simply accounting protocol. And, therefore, it’s an issue that
the Council should take up before there’s any significant changes made,
which presumably we could do in 2018.

Page 44 of 48
Finance Committee Regular Meeting
Draft Transcript Excerpt 12/05/2017

ATTACHMENT B

DRAFT TRANSCRIPT EXCERPT

Mr. Perez: Correct. And that could also apply to the budget document,
because I think there was a desire by this Committee to look into that as
well.
Mr. Keene: Mr. Chair, just know that we’ve spent two hours on this. Would a
motion be in order?
Chair Filseth: If there are no other questions from the Committee, I’m going
to move the staff motion, the staff recommendation, which is to forward to
the City Council for its approval that we amend the Fiscal Year 2017 budget
appropriation for various funds identified in Attachment B, Exhibit 1, various
capital projects identified in Attachment B, Exhibit 2, and two, that we
forward to the City Council for its approval the CAFR.
Council Member Holman: Second.
MOTION: Chair Filseth moved, seconded by Council Member Holman to
recommend the Council:
A.

Amend the Fiscal Year 2017 Budget Appropriation for various funds
and various capital projects; and

B.

Approve the City’s Fiscal Year 2017 Comprehensive Annual Financial
Report (CAFR).

Chair Filseth: I don’t need to speak to my motion. Any discussion? All in
favor? All opposed.
Council Member Tanaka: Opposed.
Chair Filseth: Do you oppose forwarding this to the Council?
Council Member Tanaka: I do.
MOTION PASSED: 2-1 Tanaka no, Fine absent
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Mr. Perez: So, right now I believe we had a tentative place holder for
January 22 as an Action Item as a result we weren’t sure where it was going
to go.
Chair Filseth: It’s not unanimous (inaudible, no mic).
Mr. Keene: Which, well, okay, that will complicate that meeting, but that’s
okay, as far as time management.
Ms. Nose: I owe you guys, actually an answer for the CAFR item, just what
was a million dollar increase on the Fire Department. About $500,000 of
that, do you remember the conversation we had about encumbrances, PO’s?
So, about $500,000 of that is associated with that, so those were carryovers
from FY 2016 to 2017, so it’s about $500,000 of the million. So, those are
contracts that they already had in place when we closed the year. And then,
during the midyear budget review last year, we increased their budget by
about $300,000, and I wish I could tell you it was one single item, and I
looked up all the actions and there’s about four that comprise that. And so,
that’s where the additional change is beyond that 2.2.
Chair Filseth: Thank you very much.
Michelle Flaherty, Assistant City Manager: While we’re answering questions
in a follow-up manner, I’d like to just follow up on Council Member Tanaka’s
earlier question about the gas item, because we had explained that we were
budgeting in anticipation of usage, but it’s hard to estimate usage and
customer usage may go up or down. There’s also commodity price issues,
which could introduce fluctuations as well, and I just wanted to bring to your
attention on packet page 70 and 71, also known as Item 2, pages 9 and 10,
bottom of 9, top of 10, we did clarify that the gas fund showed a milliondollar negative change due to higher commodity prices, so that was a major
driver there as well. I wanted to make sure we brought that to your
attention.
Mr. Keene: I just want to put an observation here. We spent a long time on
this, and you know, obviously we hope and often typically plan that this
allows us to go on consent. This is one of these items that, under the
Council’s policy, the Committee process is designed to let Committees not
only sometimes preview issues, but actually maybe, I don’t want to say
supplant the Council, but stand in for the Council on a decision. And I would
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just say, we answered a lot of questions here tonight. Some of them not
actually that relevant to the CAFR, and we’re going to now be back at the
Council Meeting, and we’re going to be on an action item where the intention
would be that there are the opportunities to answer questions all over again.
And, I would just think that when we’re thinking about resources, time is a
resource too, and I would hope we don’t have to answer all these same
questions all over again to the Committee. I’m just putting it out there. Or, if
we’re going to end up in this place, let’s save that for the benefit for the
whole Council, rather than us doing it twice. (inaudible, no mic)
Chair Filseth: Is it possible that this Committee could make a motion to the
extent that the CAFR goes as an Action Item, but the audit itself does not?
Does that mean we don’t have to bring David back?
Mr. Keene: My own opinion would be that the Committee would be in its own
rights to make that distinction for the purpose of the Council policy. In one
sense, it’s almost like a divided boat on those two things. If that’s where you
were, if the sense was, I’m just saying, if unanimously you think it’s not
necessary to have these folks back because the purpose is to have more
debate and questions or whatever for the Council making its decision on the
CAFR itself, more than the…
Chair Filseth: Let me ask two questions. It’s procedural stuff. One is, you
know, one of us isn’t here, right, so if it goes 3-0, does it go on the Consent
Calendar, or does it have to go? Okay, so that counts, okay. So, I’m going to
ask Council Member Tanaka, do you want the audit to be an Action Item?
So, then, if I made a motion that, however the right way to do this, I’m
going to propose a second motion that says, we, that the acceptance of the
audit go on Consent. Can I do that? So, I’m going to move that the audit
that the Finance Committee, how do I say this? I want to put the audit on
Consent. Can I just say that, I move that the audit should go on Consent.
Council Member Holman: I second that.
MOTION: Chair Filseth moved, seconded by Council Member Holman that
the Audit of the City if Palo Alto’s Financial Statements be forwarded to the
City Council on the Consent Agenda.
Chair Filseth: All in favor? Thank you.
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MOTION PASSED: 3-0 Fine absent
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