Item No. 5

Town of Atherton

FINANCE COMMITTEE STAFF REPORT

TO: FINANCE COMMITTEE
FROM: ROBERT BARRON, FINANCE DIRECTOR
DATE: FEBRUARY 3, 2015

SUBJECT: PRESENTATION OF THE 2013/2014 ATHERTON BASIC FINANCIAL
STATEMENTS PROVIDE RECOMMENDATION OF ACCEPTANCE TO
CITY COUNCIL

RECOMMENDATION

Review FY 2013-2014 Basic Financial Statements, and the Memorandum on Internal Control
and Required Communications and Recommend to City Council for Acceptance.

BACKGROUND

The Atherton Basic Financial statements were completed by the independent auditor Maze &
Associates. The Town received an “unqualified” or “clean” opinion from Maze & Associates.
According to the auditors the financial statements present fairly in all material respects and in
conformity with general accepted accounting principles. The General Fund had a Net Change in
Fund Balance of $2,055,728.

The General Fund is the chief operating fund of the Town. At the end of the current fiscal year
the unassigned fund balance of the General Fund was $8,230,418, with a total fund balance of
$10,431,618. The unassigned fund balance represents 69.9 percent of the total General Fund
expenditures, while the total fund balance represents 88.5 percent of total expenditures.

The auditor Katherine Yuen is not present at today’s meeting but a meeting could be arranged
with a Subcommittee of the Finance Committee if so desired. While it is not necessary to meet
with the Auditor, the Committee may find it appropriate. If so, it would be appropriate to
designate a Subcommittee (less than a Quorum) to meet with Mrs. Yuen. Staff will arrange the
meeting if desired. Staff is seeking a Committee recommendation for City Council to accept the
FY 2013-2014 Basic Financial Statements.



FISCAL IMPACT

None

Attachment:
1. FY 2013/2014 Basic Financial Statements
2. Memorandum on Internal Control and Required Communications
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INDEPENDENT AUDITOR’S REPORT

To the Honorable Member of the City Council
Town of Atherton, California

Report on Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of the Town of Atherton (Town) as of and for the year ended
June 30, 2014, and the related notes to the financial statements, which collectively comprise the Town’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 the 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 Town’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 Town’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, each major fund, and the aggregate remaining
fund information of the Town as of June 30, 2014 and the respective changes in financial position and,
where applicable, cash flows thereof and the respective budgetary comparisons listed as part of the basic
financial statements for the year then ended in conformity with accounting principles generally accepted in
the United States of America.




Emphasis of Matters

Management adopted the provisions of the following Governmental Accounting Standards Board
Statements, which became effective during the year ended June 30, 2014 that affected the format and
nomenclature of the financial statements:

Statement 65 — Items Previously Reported as Assets and Liabilities. See Note 1E to the financial
statements for relevant disclosures.

The emphasis of these matters does not constitute a modification to our opinions.
Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that Management’s
Discussion and Analysis 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.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Town’s basic financial statements as a whole. The Supplemental Information as listed in the
Table of Contents are presented for purposes of additional analysis and are not required parts of the basic
financial statements.

The Supplemental Information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the basic financial statements. The
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 Supplemental Information is fairly stated in all
material respects in relation to the basic financial statements as a whole.

Pleasant Hill, California
December 19, 2014




MANAGEMENT’S DISCUSSION AND ANALYSIS

As management of the Town of Atherton, we offer readers of the Town of Atherton’s financial
statements this narrative overview and analysis of the financial activities of the Town of
Atherton for the fiscal year ended June 30, 2014. We encourage readers to consider the
information presented here.

FINANCIAL HIGHLIGHTS

e The assets of the Town of Atherton exceeded its liabilities at the close of the most recent
fiscal year by $53,772,626 (net position). Of this amount, $13,522,539 (unrestricted
position) may be used to meet the government’'s ongoing obligations to citizens and
creditors.

e The government's total net position increased by $4,652,993. The increase is due to
higher property tax, and other taxes revenues of about $1,153,112 and decrease in total
expenses of $526,729.

¢ As of the close of the current fiscal year, the Town of Atherton’s governmental funds
reported combined ending fund balances of $24,974,078, an increase of $3,700,941 in
comparison with the prior year.

e At the end of the current fiscal year, the unassigned fund balance for the general fund
was $8,230,418, or 69.9 percent of total general fund expenditures. The Town adopted a
fund balance policy of not dropping the unassigned fund balance below 20% of the
actual annual operating expenditures. The General Fund is the chief operating fund of
the Town.

e The unassigned General Fund balance increased by $2,344,712 compared to fiscal year
2012-2013. Key Contributing factors include increase in general fund revenues of
approximately $1.1 million and the $1million transfer in from the Parcel Tax for Police
Services.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the Town of
Atherton’s basic financial statements. The Town of Atherton’s basic financial statements
comprise three components: 1) government-wide financial statements, 2) fund financial
statements, and 3) notes to the financial statements. This report also contains other required
supplementary information in addition to the basic financial statements themselves.

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

The Statement of Net Position presents information on all of the Town of Atherton’s assets
and liabilities, with the difference between the two reported as net position. Over time,
increases or decreases in net position may serve as a useful indicator whether the financial
position of the Town of Atherton is improving or deteriorating.

The Statement of Activities presents information showing how the government’s net assets
changed during the most recent fiscal year. All changes in net assets are reported as soon
as the underlying event giving rise to the change occurs, regardless of the timing of related
cash flows. Thus, revenues and expenses are reported in this statement for some items that
will only result in cash flows in future fiscal periods {(e.g., uncollected taxes and earned but
unused vacation leave).



Both of the government-wide financial statements distinguish functions of the Town of
Atherton that are principally supported by taxes and intergovernmental revenues
(governmental activities). The governmental activities of the Town of Atherton include
general government, planning, building, public safety (Police), and public works.

The government-wide financial statements can be found on pages 15-16 of this report.

Fund Financial Statements. A fund is a grouping of related accounts that is used to
maintain control over resources that have been segregated for specific activities or
objectives. The Town of Atherton, like other state and local governments, uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements.
All of the funds of the Town of Atherton can be divided into three categories: governmental
funds, proprietary funds, and fiduciary funds.

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

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental
funds with similar information presented for governmental activities in the government-wide
financial statements. By doing so, readers may better understand the long-term impact of
the government’s near-term financing decisions. Both the governmental fund balance sheet
and the governmental fund statement of revenues, expenditures, and changes in fund
balances provide a reconciliation to facilitate this comparison between governmental funds
and governmental activities.

The Town of Atherton maintains fourteen individual governmental funds. Information is
presented separately in the governmental fund balance sheet and in the governmental fund
statement of revenues, expenditures, and changes in fund balances for the General Fund,
Special Tax Special Revenue Fund, and Library Special Revenue Fund, all of which are
considered to be major funds. The Town of Atherton also elected to include Facilities
Construction Capital Projects Fund as major funds. Data from the other nine governmental
funds are combined into a single, aggregated presentation. Individual fund data for each of
these non-major governmental funds is provided in the form of combining statements
elsewhere in this report.

The Town of Atherton adopts an annual appropriated budget for its General Fund, Special
Tax Special Revenue Fund, and Library Special Revenue Fund. A budgetary comparison
statement has been provided for the General Fund, Special Tax Special Revenue Fund, and
Library Special Revenue Fund to demonstrate compliance with this budget.

The basic governmental fund financial statements can be found on pages 18-27 of this
report.




Proprietary funds. The Town of Atherton maintains one type of proprietary funds. Internal
service funds are an accounting device used to accumulate and allocate costs internally
among the Town of Atherton various functions. The Town of Atherton uses internal service
funds to account for its fleet of vehicles and equipment, workers’ compensation liability,
general and employment liabilities, and employee benefits including compensated absences
and other post-employment benefits other than pension. Because all of these services
predominantly benefit governmental rather than business-type functions, they have been
included within governmental activities in the government-wide financial statements.

The basic proprietary fund financial statements can be found on pages 30-32 of this report.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of
parties outside the government. Fiduciary funds are not reflected in the government-wide
financial statement because the resources of those funds are nof available to support the
Town of Atherton’s own programs. The accounting used for fiduciary funds is much like that
used for proprietary funds.

The basic fiduciary fund financial statement can be found on page 34 of this report.

Notes to the Financial Statements. The notes provide additional information that is
essential to a full understanding of the data provided in the government-wide and fund
financial statements. The notes to the financial statements can be found on pages 35-61 of
this report.

Other information. In addition to the basic financial statements and accompanying notes,
this report also presents certain required supplementary information providing a budgetary
comparison statement for General Fund, Special Tax Special Revenue Fund, and Library
Special Revenue Fund. Required supplementary information can be found on pages 25-27
of this report.

The combining statements referred to earlier in connection with nonmajor governmental
funds and internal service funds are presented immediately following the required
supplementary information. Combining and individual fund statements and schedules can
be found on 64-78 of this report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net position may serve over time as a useful indicator of a government’s
financial position. In the case of the Town of Atherton, assets exceeded liabilities by
$53,772,626 at the close of the most recent fiscal year.

By far the largest portion of the Town of Atherton’'s net position (48 percent) reflects its
investment in capital assets of $25,683,350 (e.g., land, buildings, vehicles, machinery, and
equipment), less any related debt used to acquire those assets that are still outstanding.
The Town of Atherton uses capital assets to provide services to citizens; consequently, these
assets are not available for future spending. Although the Town of Atherton’s investment in
its capital assets is reported net of related debt, it should be noted that the resources needed
to repay this debt must be provided from other sources, since the capital assets themselves
cannot be used to liquidate these liabilities.




Town of Atherton Net Position
Governmental activities

2014 2013
Current and other assets $ 30,655,601 $ 25,196,360
Capital assets 25,683,350 26,844,553
Total assets 56,338,951 52,040,913
Current liabilities 2,320,555 2,256,584
Noncurrent liabilities 245,770 664,696
Total liabilities 2,566,325 2,921,280
Net Assets:
Invested in capital assets,
net of related debt 25,683,350 26,844,553
Restricted 14,542,460 12,897,247
Unrestricted 13,546,816 9,377,833
Total net position $ 53,772,626 $ 49,119,633

An additional portion of the Town of Atherton net position $14,542,460 (27 percent)
represents resources that are subject to external restrictions on how they may be used. The
remaining balance of unrestricted net assets $13,546,816 may be used to meet the
government’s ongoing obligations to citizens and creditors.

At the end of the current fiscal year, the Town of Atherton is able to report positive balances
for all three categories of net assets related to governmental activities. The same sifuation
held true for the prior fiscal year.

Governmental activities Governmental activities increased the Town of Atherton’s net
assets by $4,652,993. The increase was due to higher property tax, other taxes, and
investment earnings. The Net Asset increase was also due to reduction in expenditures of
$526,729 across major funds and other government funds. This was specifically due to the
reduction of the Net OPEB obligation and the establishment of a Net OPEB asset of
$1,471,369. The Town contributed $2 Million toward the OPEB trust, in an effort to reduce its
unfunded liability. The payment of the CalPERS Miscellaneous side fund decreased
employer contribution rates in the fiscal year.




Town of Atherton’s Changes in Net Position

2014 2013

Rewenues:
Program revenues:

Charges for senices $ 2,393,945 §$ 2,181,472

Operating grants and

contributions 797,531 715,797
General revenues:

Taxes 13,209,504 12,056,392

Investment earnings 308,907 58,235

Other revenues 168,453 510,309

Total revenues 16,878,340 15,522,205

Expenses:

General government 3,415,919 2,567,984

Public works 3,311,300 3,560,351

Police 4,029,458 5,198,013

Building 1,224,190 1,202,246

Planning 244 480 223,482

Total expenses 12,225,347 12,752,076

Change in Net Position 4,652,993 2,770,129
Transfers -
Net assets - Beginning 49,119,633 46,349,504
Net assets - Ending 53,772,626 49,119,633

e Charges for services increased by $212,473 (9.7 percent) during the year. The increase
was primarily due to continued building construction activity as building department
revenues were $331,285 higher than previous year. Zoning and planning fees increased
$63,295 over last year.

Operating grants and contribution increased overall by $81,734 during the year. The
increase was primarily due to higher general government grants. We received $43,290
more in C/ICAG AB 1546 grant money. This amount is for Traffic Congestion
Management which is a program under C/CAG. San Mateo County has a congestion
management program that is derived from the vehicle registration fee (VRF) $4. We get
this grant money for street related projects. We received $50,611 in Gas Tax funds for
street related projects.

Taxes increased by $1,153,112 (9.5 percent) during the year. The increase was
primarily due to $977,920 of property tax, a decrease $46,277 in sales tax, and $221,469
increase in other taxes which included franchise fees, document transfer tax, and
business licenses. :

Investment earnings are higher than last year by $250,672. There was no major fair
market value adjustment to investments. Interest rates remain low, however the Town
updated its investment policy to allow for greater investment diversity. Miscellaneous
revenue is lower by $3341,856 mainly due to one-time revenues received in Fiscal Year
12/13 from Facebook in the amount of $350,000 for mitigation.



e Total Government Activities expenses decreased by $526,729(4.3percent) during the
year. The decrease was primarily due a decrease in overall operational expenditures
and continued prudent fiscal management. Another reason for the decreased expense
was the OPEB contribution of $2Million which reduced the Town Net OPEB obligation.
The Town now has a net OPEB asset of $1,471,369. The Town also experiences
savings from its payment of the Miscellaneous side fund in FY 12/13, a result of
decreased employer PERS contribution rate by approximately 4 percent.

Financial Analysis of the Government’s Funds

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

From FY 2011, The Town adopted the provision of Governmental Accounting Standards
Board Statement No. 54 (GASB 54), Fund Balance Reporting and Governmental Fund Type
Definitions. Additional information can be found in Note 7 on pages 49-51 in the financial
statements.

Governmental funds:

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

General Fund The general fund is the chief operating fund of the Town of Atherton. At the
end of the current fiscal year, unassigned fund balance of the general fund was $8,230,418
while total fund balance reached $10,431,618. As a measure of the general fund’s liquidity,
it may be useful to compare both unassigned fund balance and total fund balance to total
fund expenditures. Unassigned fund balance represents 69.9 percent of the total general
fund expenditures while total fund balance represents 88.6 percent of that same amount.

The fund balance of the Town of Atherton’s general fund increased by $2,055,728 during the
current fiscal year. Key factors in the increase are as follows:

e With the payment of the CalPERS side funds for Public Safety and Miscellaneous
employees reduced the employer retirement contribution rate in recent years. In the
fiscal year this reduction yielded a combined expense savings of $626,247 compared to
last fiscal year.

e There was $1,292,304 increase General Fund operating expenditures, however this was
due to a $2Million contribution towards the OPEB trust. It is in an effort to reduce OPEB
liabilities. Without the contribution the general fund expenditures for the year would have
been $707,696 less than last fiscal year. With the paying down of OPEB liabilities there
is a projected reduction in OPEB expense by $217,000.

e Increase in property tax revenues in the amount of $815,526.

e Increase in other taxes (Franchise tax, Document Transfer Tax) in the amount of
$171,356.

¢ Increase in Permits and Licenses (Business Licenses) in the amount of $50,113.

e Increase in Service Charges in the amount of $494,264
Increase in the Use of money and property of $188,144



Special Tax Special Revenue Fund has a total fund balance of $1,680,260, all of which is
reserved for street and drainage facility maintenance and police services. Revenue in the
fund showed no significant variation from prior year. Expenditures increased by $395,6009.
There was more capital outlay expenditures compared to last year as we begin to ramp up
with the implementation of Town Capital Improvement Program.

Library Special Revenue Fund has a total fund balance of $8,592,376, all of which is
reserved for the library operation. Revenue was higher than prior year by $193,065 due to
return of excess donor city funds of $1,280,690. During the 2012-2013 fiscal year, the San
Mateo County JPA changed how they remit funds to the cities. All donor funds will be held in
a separate trust for each city in the JPA. Funds will be remitted to cities once they use up all
existing funds. Current existing funds held by the Town are $6,190,540.

General Fund Budgetary Highlights

During the year, the revenue budget increased by $1,338,254. The following are the main
components of the increase:

$547,037 higher secured property tax
$47,335 lower unsecured tax

$28,500 higher SB813 supplement income
$44,891 higher property tax in lieu VLF
$320,085 higher ERAF revenue.

$18,085 higher property transfer tax

$26,927 lower total sales tax

$18,600 lower franchise tax PG & E

$47,790 higher business license fee

$17,589 higher zoning and planning fees
$302,706 higher building department revenue
$12,275 higher total police revenue

$12,119 higher park program revenue
$80,039 higher revenue in miscellaneous and DPW revenue categories

During the year there was also $424,351 increase in appropriations between the original and
final amended budget. The following are the main components of the increase:

$36,000 increase in code enforcement budget for more inspections and code violation
administration.

$10,000 increase in expenditures for disaster preparedness.

$141,664 overall increase in public work department expenditures.

$166,389 increase in building department budget due to increase in building revenue-
midyear budget adjusted.

$70,298 increase in overall police department expenditure-midyear budget

Council approved $2,000,000 contribution toward OPEB liability and $105,600 transfer from
general fund to facilities construction fund.




Capital Assets and Debt Administration

Capital assets. The Town of Atherton’s investment in capital assets for its governmental
activities as of June 30, 2014, amounts to $25,683,350 (net of accumulated depreciation).
This investment in capital assets includes land and land improvements, buildings, furniture
and fixtures, machinery and equipment, vehicles, streets, drainage systems, and
construction in progress. Construction in progress increased by $339,802. This is mainly
due to Marsh Retaining wall, Civic Center, Bike/Pedestrian, Park, and Drainage master
plans.

Town of Atherton’s Capital Assets
(net of depreciation)

Governmental activities

2014 2013

Land 690,884 690,884
Construction in progress 413,485 73,683
Building 940,922 991,487
Other Improvements 387,017 414,504
Vehicles 326,717 297,456
Computer Equipment/Software 86,532 35,256
Furniture & Fixture 1,481 4,446
Machinery & Equipment 95,637 128,332
infrastructure 22,740,775 24,208,505

Total Fixed Assets 25,683,350 26,844,553

Additional information about the Town's capital assets can be found in Note 5 on pages 46-
48 in the financial statements.

Long-term debt. At the end of the current fiscal year, the Town of Atherton has no total
debt outstanding. The Town paid off its assessment due to The Cities Group to cover
negative workers’ compensation reserve. There could be in future years an additional
assessment for Cities Group workers’' compensation reserve.

Town of Atherton’s Outstanding Debt

Governmental activities

2014 2013
Software capital lease 0 0
Workers' compensation assessment 0 107,000
Total Debt 0 107,000

The Town of Atherton’s reported $0 of total debt during the current fiscal year.

Additional information on the Town of Atherton’s outstanding debt can be found in note 6 on
page 48 of this report.
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Economic Factors and Next Year's Budgets

Property taxes comprise 64.6% of the General Fund revenues. Property Taxes increased
10.9% from the previous year, clearly showing that property sales within the town are slightly
on the rise. Atherton is showing an anticipated recovery in the housing market, and is gaining
insight on property tax revenue expectations. The Town experienced a Net Taxable
Assessed Value increase of 9.019%. Expectations for FY 2014/2015 should continue to
show a growth in net assessed value but not as high as this fiscal year. As of now financial
assumptions includes an increase in property tax revenue projections at 4 percent, Building
revenues budgeted at a slight increase of 2% and other charges for services at 2%. We
continue to monitor other Town revenues as they remain stable. The Town received
$1,020,085 in ERAF for the Fiscal Year and earmarked it as a contribution towards OPEB
Liability in Fiscal Year 2014-15. There are only 3 counties in California that have Excess
ERAF, and San Mateo County is one of them. There is anticipation that the Governor's
upcoming budgets will reduce the excess ERAF to local agencies leading to changes in new
school funding formula. The Town is aware and will budget ERAF revenues flat at $700,000
and continue to monitor the situation. In Fiscal Year 2014-15, the Town anticipates using
ERAF or a portion of it to make an additional contribution toward OPERB liabilities.

The Town of Atherton continues to monitor short term and long term expenditures. The Town
continues to be fiscally prudent and budgets revenues and expenditures conservatively.
Throughout the year we continually evaluate operational needs to provide consistent
services throughout the community. The Town'’s continued financial stability is always at the
forefront of discussion and evaluation. As a result a new salary and benefit resolution for
unrepresented staff was effective July 1, 2013. Employee pension member contribution of 7
percent was picked up by the employee. New caps in health care contributions were
implemented for employees. A new Police MOU was adopted on October 1, 2013. Effective
on January 1, 2014, the Town's payment of the employee share of the mandatory member
contribution for the CalPERS retirement benefit shall be 5 percent. Effective January 1, 2015,
the Town’s payment of the employee share of the mandatory member contribution shall be
reduced to 2.5 percent. Effective January 1, 2016, the Town shall cease paying any portion
of the employees’ share, and the employees shall pay 100% of the employee share of the
mandatory member contribution, presently 9% for sworn and 7% for civilian. Paying down
long term liabilities is important to the Town’s fiscal stability. During the fiscal year the Town
made a $2 million contribution into the OPEB trust for future OPEB liabilities and reducing
our Net OPEB obligation. Total contributed to the Trust as of June 30, 2014 is $3,299,316.
The balance is the PARS Trust as of June 30, 2014 is $3,513,466 A new OPEB actuarial
study is to be competed in Fiscal Year 2014-15 and anticipated to decrease our annual
required contribution by approximately $200,000. CalPERS also will begin new amortization
and rate smoothing policies Starting in Fiscal Year 2015-16 to recover gains and losses of
funded status of pians. Analysis on future costs will continue to be a focus as we intend to
meet long term obligations and Town operating expenditures. The goal is to continue to
provide current level of services to the community and financial transparency.

Requests for Information

This financial report is designed to provide a general overview of the Town of Atherton’s
finances for all those with an interest in the government’s finances. Questions concerning
any of the information provided in this report or requests for additional financial information
should be addressed to the Finance Director, 91 Ashfield Road, Atherton, CA 94027 or
www.ci.atherton.ca.us.
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TOWN OF ATHERTON

STATEMENT OF NET POSITION AND
STATEMENT OF ACTIVITIES

The Statement of Net Position and the Statement of Activities summarize all of the Town’s financial
activities and financial position. They are prepared on the same basis as is used by most businesses,
which means they include all of the Town’s assets and liabilities, as well as all its revenues and expenses.
This is known as the full accrual basis—the effect of all the Town’s transactions is taken into account,
regardless of whether or when cash changes hands, but all material internal transactions between Town
funds have been eliminated.

The Statement of Net Position reports the difference between the Town’s total assets and the Town’s total
liabilities, including all the Town’s capital assets. The Statement of Net Position presents similar
information to the old balance sheet format, but presents it in a way that focuses the reader on the
composition of the Town’s net position, by subtracting total liabilities and deferred inflow of resources
from total assets and deferred outflow of resources.

The Statement of Net Position summarizes the financial position of all of the Town’s Governmental
Activities in a single column, and the financial position of all of the Town’s Business-Type Activities in a
single column. These columns are followed by a Total column that presents the financial position of the
entire Town.

The Town’s Governmental Activities include the activities of its General Fund, along with all its Special
Revenue, and Capital Projects Funds.

The Statement of Activities reports increases and decreases in the Town’s net position. It is also prepared
on the full accrual basis, which means it includes all the Town’s revenues and all its expenses, regardless
of when cash changes hands. This differs from the “modified accrual” basis used in the fund financial
statements, which reflect only current assets, current liabilities, available revenues and measurable
expenditures.

The Statement of Activities presents the Town’s expenses, listed by program. Program revenues—that is,
revenues which are generated directly by these programs—are then deducted from program expenses to
arrive at the net expense of governmental program. The Town’s general revenues are then listed in the
Governmental Activities column, as appropriate, and the Change in Net Position is computed and
reconciled with the Statement of Net Position.

These financial statements, along with the fund financial statements and footnotes, are called Basic
Financial Statements.

13
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TOWN OF ATHERTON

STATEMENT OF NET POSITION

JUNE 30, 2014

ASSETS
Cash and investments (Note 3)
Receivables:
Taxes
Grants
Interest
Other
Prepaid expenses
Net OPEB assets (Note 9)
Capital assets (Note 5):
Non-depreciable
Depreciable, net

Total Capital assets
Total Assets

LIABILITIES

Accounts payable

Accrued liabilities

Deposits payable

Unearned revenue

Compensated absences (Note 1G)
Due in less than one year
Due in more than one year

Total Liabilities

NET POSITION (Note 7)

Net investment in capital assets

Restricted for;
Streets and drainage maintenance and police services
Library operations
Public facilities constructions
Special revenue projects
Capital projects

Unrestricted

Total Net Position

See accompanying notes to financial statements
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Governmental
Activities

$28,955,422

122,928
13,127
6,666
85,681
408
1,471,369

1,104,369
24,578,981

25,683,350

56,338,951

521,275
185,949
1,324,295
5,257

283,779
245,770

2,566,325

25,683,350

1,680,260
8,592,376
2,195,182
1,568,141
506,501
13,546,816

$53,772,626




TOWN OF ATHERTON
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2014

Net (Expenses)
Revenue and
Changes in
Program Revenues Net Position
Operating
Charges for Grants and Governmental
Functions/Programs Expenses Services Contributions Activities
Primary Government:
General government $3,415,919 $900 $4,531 ($3,410,488)
Public works 3,311,300 399,985 601,923 (2,309,392)
Police 4,029,458 85,241 191,077 (3,753,140)
Building 1,224,190 1,648,027 423,837
Planning 244,480 259,792 15,312
Total Governmental Activities $12,225,347 $2,393,945 $797,531 (9,033,871)
General revenues:
Taxes:
Property taxes 11,517,278
Sales taxes 156,098
Other taxes 1,536,128
Total Taxes 13,209,504
Investment earnings 308,907
Miscellaneous 168,453
Total General Revenues 13,686,864
Change in Net Position 4,652,993
Net Position-Beginning 49,119,633
Net Position-Ending $53,772,626

See accompanying notes to financial statements
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MAJOR GOVERNMENTAL FUNDS

The funds described below were determined to be Major Funds by the Town in fiscal 2014. Individual
non-major funds may be found in the Supplemental Section.

GENERAL FUND

The General Fund accounts for all the general revenues and financial resources of the Town not
specifically levied or collected for the other Town funds, as well as the related expenditures.

SPECIAL TAX SPECIAL REVENUE FUND

Accounts for parcel tax assessments received from property owners to be used for maintenance of streets
drainage and police services.

LIBRARY SPECIAL REVENUE FUND
Accounts for the property tax funds dedicated to the Town’s library operations.
FACILITIES CONSTRUCTION CAPITAL PROJECTS FUND

Accounts for the funds dedicated to facilities construction.

17




ASSETS

Cash and investments (Note 3)
Receivables:

Taxes

Grants

Interest

Other
Due from other funds (Note 4)
Prepaids

Total Assets
LIABILITIES

Accounts payable

Accrued liabilities
Deposits payable

Due to other funds (Note 4)
Unearned revenue

Total Liabilities
FUND BALANCES

Fund balance (Note 7):
Nonspendable
Restricted
Committed
Assigned
Unassigned

Total Fund Balances
Total Liabilities and
Fund Balances

TOWN OF ATHERTON

GOVERNMENTAL FUNDS
BALANCE SHEET
JUNE 30, 2014
Major Funds
Facilities
Special Library Construction
Tax Special Special Capital
General Fund Revenue Fund Revenue Fund Projects Fund
$11,917,289 $1,947,352 $8,595,238 $2,195,182
117,369
5,000
6,666
83,181
7,976
408
$12,137,889 $1,947,352 $8,595,238 $2,195,182
$245,345 $256,827 $2,862
146,896
1,314,030 $10,265
1,706,271 267,092 2,862
408
1,680,260 8,592,376
1,766,496
434,296 $2,195,182
8,230,418
10,431,618 1,680,260 8,592,376 2,195,182
$12,137,889 $1,947,352 $8,595,238 $2,195,182

See accompanying notes to financial statements
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Other Total
Governmental Governmental

Funds Funds
$2,078,863 $26,733,924
5,559 122,928
8,127 13,127
6,666
83,181
7,976
408
$2,092,549 $26,968,210
$4,674 $509,708
146,896
1,324,295
7,976 7,976
5,257 5,257
17,907 1,994,132
408
1,809,139 12,081,775
1,766,496
265,503 2,894,981
8,230,418
2,074,642 24,974,078
$2,092,549 $26,968,210
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TOWN OF ATHERTON
Reconciliation of the
GOVERNMENTAL FUNDS -- BALANCE SHEET
with the
STATEMENT OF NET POSITION
JUNE 30, 2014

Total fund balances reported on the governmental funds balance sheet $24,974,078

Amounts reported for Governmental Activities in the Statement of Net Position
are different from those reported in the Governmental Funds above because of the following:

CAPITAL ASSETS
Capital assets used in Governmental Activities are not current assets or financial resources and
therefore are not reported in the Governmental Funds. 25,266,985

ALLOCATION OF INTERNAL SERVICE FUND NET POSITION
Internal service funds are not governmental funds. However they used by management to
change the costs of certain activities, such as insurance and central services and maintenance
to individual governmental funds. The net current assets of the Internal Service Funds are therefore
included in the Governmental Activities in the following line items in the Statement of Net Position.

Cash and investments 2,221,498
Other assets 2,500
Net OPEB assets 1,471,369
Capital assets, net ' 416,365
Accounts payable (11,567)
Compensated absences (529,549)
Claims payable (39,053)
NET POSITION OF GOVERNMENTAL ACTIVITIES $53,772,626

See accompanying notes to financial statements
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REVENUES
Property taxes
Special assessments
Sales taxes
Other taxes
Measure A grants

From other governmental agencies

Permit and licenses

Fines and forfeitures
Service charges

Use of money and property
Miscellaneous

Total Revenues

EXPENDITURES
Current;
General government
Planning
Building
Police
Public works
Non-departmental
Capital outlay

Total Expenditures

EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES

Other Financing Sources (uses):
Transfer in (Note 4)
Transfer (out) (Note 4)

Total Other Financing Sources (uses)

Net change in fund balances
BEGINNING FUND BALANCES

ENDING FUND BALANCES

TOWN OF ATHERTON

GOVERNMENTAL FUNDS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
FOR THE YEAR ENDED JUNE 30, 2014

Major Funds
Special Facilities
Tax Special Library Construction
Revenue Special Capital
General Fund Fund Revenue Fund Projects Fund
$8,270,190 $1,280,690
$1,870,300
234,574
1,315,035
76,158
221,093
54,496
2,300,669
279,735 15,658 77,107 $25,483
70,016
12,821,966 1,885,958 1,357,797 25,483
3,836,369 5,279
244,480
1,308,353
5,112,218
1,216,740 206,812 126,387
106,824
58,478 349,252
11,776,638 561,343 106,824 126,387
1,045,328 1,324,615 1,250,973 (100,904)
1,116,000 105,600
(105,600 (1,116,000)
1,010,400 (1,116,000 105,600
2,055,728 208,615 1,250,973 4,696
8,375,890 1,471,645 7,341,403 2,190,486
$10,431,618 $1,680,260 $8,592,376 $2,195,182

See accompanying notes to financial statements
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Other Total
Governmental Governmental
Funds Funds

$96,098 $9,646,978
1,870,300

234,574

1,315,035

314,942 314,942
331,022 407,180
221,093

54,496

2,300,669

19,170 417,153
70,016

761,232 16,852,436
3,841,648

244,480

1,308,353

91,299 5,203,517
228,156 1,778,095
12,165 118,989
248,683 656,413
580,303 13,151,495
180,929 3,700,941
1,221,600
(1,221,600)

180,929 3,700,941
1,893,713 21,273,137
$2,074,642 $24,974,078

23




TOWN OF ATHERTON
Reconciliation of the

NET CHANGE IN FUND BALANCES - TOTAL GOVERNMENTAL FUNDS

with the
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2014

The schedule below reconciles the Net Changes in Fund Balances reported on the Governmental Funds Statement of
Revenues, Expenditures and Changes in Fund Balance, which measures only changes in current assets and current
liabilities on the modified accrual basis, with the Change in Net Position of Governmental Activities reported in the

Statement of Activities, which is prepared on the full accrual basis.

NET CHANGE IN FUND BALANCES - TOTAL GOVERNMENTAL FUNDS

Amounts reported for governmental activities in the Statement of Activities
are different because of the following:

CAPITAL ASSETS TRANSACTIONS

Governmental Funds report capital outlays as expenditures. However,
in the Statement of Activities the cost of those assets is capitalized and allocated over
their estimated useful lives and reported as depreciation expense.
The capitalized expenditures are therefore added back to fund balance
Depreciation expense is deducted from the fund balance
Capital asset retirement is subtracted from fund balance

ALLOCATION OF INTERNAL SERVICE FUND ACTIVITY

Internal Service Funds are used by management to charge the costs of certain activities
such as equipment acquisition, maintenance, and insurance to individual funds.

The portion of the net revenue (expense) of these Internal Service Funds arising out of their

transactions with governmental funds is reported with governmental activities,
because they service those activities.
Change in Net Position - All Internal Service Funds

CHANGE IN NET POSITION OF GOVERNMENTAL ACTIVITIES

See accompanying notes to financial statements
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TOWN OF ATHERTON
GENERAL FUND
STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL
FOR THE YEAR ENDED JUNE 30, 2014

Variance with
Budgeted Amounts Final Budget
Positive
Original Final Actual Amounts (Negative)
REVENUES:
Property taxes $7,307,839 $8,201,650 $8,270,190 $68,540
Sales taxes 240,108 213,181 234,574 21,393
Other taxes 1,084,603 1,084,088 1,315,035 230,947
Permits and licenses 163,200 210,990 221,093 10,103
Fines and forfeitures 56,100 56,948 54,496 (2,452)
From other governmental agencies 35,710 31,999 76,158 44,159
Service charges 1,665,702 2,060,220 2,300,669 240,449
Use of money and property 195,618 266,870 279,735 12,865
Other 55,840 35,184 70,016 34,832
Total Revenues 10,804,720 12,161,130 12,821,966 660,836
EXPENDITURES:
Current:
General government
City council 83,598 83,598 58,479 25,119
Administration 642,007 642,007 598,955 43,052
City attorney 204,100 204,100 153,600 50,500
Finance 608,658 611,258 589,645 21,613
Non-departmental 454,221 2,466,221 2,435,690 30,531
General government total 1,992,584 4,007,184 3,836,369 170,815
Planning 275,600 275,600 244,480 31,120
Building 1,109,160 1,311,548 1,308,353 3,195
Public works 1,387,405 1,529,069 1,216,740 312,329
Police 5,552,774 5,623,072 5,112,218 510,854
Capital outlay 159,400 166,316 58,478 107,838
Total Expenditures 10,476,923 12,912,789 11,776,638 965,336
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES 327,197 (751,659) 1,045,328 1,796,987
OTHER FINANCING SOURCES USES
Transfer in (Note 4) 1,116,000 1,116,000 1,116,000
Transfer (out) (Note 4) (105,600) (105,600)
NET CHANGE IN FUND BALANCE $1,443,797 $258,741 2,055,728 $1,796,987
Fund balance, beginning of year 8,375,890
Fund balance, end of year $10,431,618

See accompanying notes to financial statements
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REVENUES:
Special assessments
Use of money and property
Total Revenues
EXPENDITURES:
Current:
General government
Public works
Capital outlay
Total Expenditures

OTHER FINANCING SOURCES (USES)
Transfers (out) (Note 4)

Total Other Financing Sources (Uses)

Net change in fund balance

Fund Balance, beginning of year

Fund Balance, end of year

TOWN OF ATHERTON

SPECIAL TAX SPECIAL REVENUE FUND
STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE

BUDGET AND ACTUAL

FOR THE YEAR ENDED JUNE 30, 2014

Variance with

Budgeted Amounts Final Budget
Positive
Original Final Actual Amounts (Negative)
$1,860,000 $1,860,000 $1,870,300 $10,300
5,000 5,000 15,658 10,658
1,865,000 1,865,000 1,885,958 20,958
1,500 1,500 5,279 (3,779)
350,000 350,000 206,812 143,188
643,255 651,549 349,252 302,297
994,755 1,003,049 561,343 441,706
(1,116,000) (1,116,000) (1,116,000)
(1,116,000) (1,116,000) (1,116,000)
($245,755) ($254,049) 208,615 $462,664
1,471,645
$1,680,260

See accompanying notes to financial statements
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TOWN OF ATHERTON
LIBRARY SPECIAL REVENUE FUND
STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL
FOR THE YEAR ENDED JUNE 30, 2014

Variance with

Budgeted Amounts Final Budget
Positive
Original Final Actual Amounts (Negative)
REVENUES:
Property taxes $900,000 $900,000 $1,280,690 $380,690
Use of money and property 33,000 33,000 77,107 44,107
Total Revenues 933,000 933,000 1,357,797 424,797
EXPENDITURES:
Library Maintenance 206,400 273,600 106,824 166,776
Total Expenditures 206,400 273,600 106,824 166,776
NET CHANGES IN FUND BALANCE $726,600 $659,400 1,250,973 __ $591,573
BEGINNING FUND BALANCE 7,341,403
ENDING FUND BALANCE $8,592,376

See accompanying notes to financial statements
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PROPRIETARY FUNDS

Proprietary funds account for Town operations financed and operated in a manner similar to a private
business enterprise. The intent of the Town is that the cost of providing goods and services be financed
primarily through user charges.

INTERNAL SERVICE FUND

Accounts for special activities and services performed by a designated Town department on a cost
reimbursement basis.
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TOWN OF ATHERTON
PROPRIETARY FUND
STATEMENT OF NET POSITION
JUNE 30,2014

ASSETS
Current assets
Cash and investments (Note 3)
Other assets

Total current assets

Noncurrent Assets:
Net OPEB assets (Note 9)
Capital assets (Note 5):
Depreciable
Less accumulated depreciation

Total capital assets
Total noncurrent assets
Total Assets

LIABILITIES
Current liabilities:
Accounts payable
Compensated absences (Note 1G)

Total current liabilities

Non-current liabilities:
Compensated absences (Note 1G)
Claims payable (Note 10)

Total noncurrent liabilities
Total Liabilities
NET POSITION (Note 7)
Net investment in capital assets

Unrestricted

Total Net Position

Governmental
Activities -
Internal Service
Funds

$2,221,498
2,500

2,223,998

1,471,369

1,067,829
(651,464)

416,365
1,887,734

4,111,732

11,567
283,779

295,346

245,770
39,053

284,823
580,169
416,365
3,115,198

$3,531,563

See accompanying notes to financial statements
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TOWN OF ATHERTON
PROPRIETARY FUND

STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN FUND NET POSITION
FOR THE YEAR ENDED JUNE 30, 2014

Governmental
Activities-
Internal Service
Funds
OPERATING REVENUES

Charges for services $3,266,164

Total Operating Revenues 3,266,164
OPERATING EXPENSES

Insurance 218,412

OPEB expense 531,981

Employee benefits earned 177,640

Depreciation 112,435

Supplies and Maintenance 56,447
Total Operating Expenses 1,096,915
Operating Income 2,169,245

NONOPERATING REVENUES (EXPENSES)

Interest income 25,904
Total Nonoperating Revenues 25,904
Change in net position 2,195,153

BEGINNING NET POSITION 1,336,410
ENDING NET POSITION $3,531,563

See accompanying notes to financial statements
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TOWN OF ATHERTON
PROPRIETARY FUND
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED JUNE 30, 2014

CASH FLOWS FROM OPERATING ACTIVITIES
Interdepartmental charges
Payments to suppliers
OPEB Trust contribution

Cash Flows from Operating Activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Acquisition of capital assets, net
Principal payments on long-term debt

Cash Flow from Capital and Related Financing Activities

CASH FLOWS FORM INVESTING ACTIVITIES
Interest Income

Cash Flow from Investing Activities
Net Cash Flow
Cash and investments at beginning of period

Cash and investment at end of period

Reconciliation of Operating Income to Cash Flows
from Operating Activities
Operating income
Adjustments to reconcile operating income to cash flows
from operating activities:
Depreciation

Changes in assets and liabilities:
Other assets
Accounts payable
Accrued liabilities
Compensated absences

Cash Flows from Operating Activities

See accompanying notes to financial statements
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Governmental
Activities-
Internal Service
Funds

$3,356,423
(1,102,549)
(2,000,000)

253,874

(194,333)
(107,000)

(301,333)

25,904

25,904

(21,555)

2,243,053

$2,221,498

$2,169,249

112,435

(1,912,241)

(37,010)

(120,928)
42,369

$253,874




FIDUCIARY FUNDS

FIDUCIARY FUNDS
Agency funds are used to account for assets held by the Town as an agent for individuals, private

organizations, and other governments. The financial activities of these funds are excluded from the
Entity-wide financial statements, but are presented in separate Fiduciary Fund financial statements.
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TOWN OF ATHERTON

FIDUCIARY FUNDS
STATEMENT OF NET POSITION
JUNE 30, 2014
Agency
Funds
ASSETS
Cash and investments (Note 3) $31,148
Total Assets $31,148
LIABILITIES
Deposits payable $31,148
Total Liabilities $31,148

See accompanying notes to financial statements
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TOWN OF ATHERTON
NOTES TO BASIC FINANCIAL STATEMENTS
For the year ended June 30, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES l

The Town of Atherton (the Town) was incorporated as a general law City in 1923 and is situated
between the cities of Menlo Park and Redwood City on the Peninsula of the San Francisco Bay
Area. The Town operates under the Mayor-Council-Manager form of government. There are five
Council Members who serve overlapping terms of four years, and the Council, in turn, elects one
of the Council Members to serve as Mayor for one year. The Town provides the following
services: public safety (police), public works and streets, park, building and planning, and general
administration services.

The financial statements and accounting policies of the Town conform with generally accepted
accounting principles applicable to governments. The Government Accounting Standards Board
(GASB) is the accepted standard-setting body for establishing governmental accounting and
financial reporting principles. Significant accounting policies are summarized below:

A. Reporting Entity

The financial statements of the Town of Atherton include the financial activities of the Town, as
well as the Atherton Channel District, which are controlled by and dependent on the Town. Its
financial activities has been aggregated and merged (termed “blended”) with those of the town in
the accompanying financial statements.

The Atherton Channel District was established to assist in the maintenance and rehabilitation of
the areas within the Town determined to be in the flood plain of the local stream. The District has
all accounting and administrative functions performed by Town staff and the District receives
property taxes to finance operations. The financial activities of the District have been included in
the Atherton Channel District Capital Projects Fund in the accompanying basic financial
statements.

B. Basis of Presentation

The Town’s Basic Financial Statements are prepared in conformity with accounting principles
generally accepted in the United States of America. The Government Accounting Standards
Board is the acknowledged standard setting body for establishing accounting and financial
reporting standards followed by governmental entities in the U.S.A.

These Statements require that the financial statements described below be presented.

Government-wide Statements: The Statement of Net Position and the Statement of Activities
display information about the primary government (the Town). These statements include the
financial activities of the overall Town government, except for fiduciary activities. Eliminations
have been made to minimize the double counting of internal activities, except where interfund
services have been received or provided. Governmental activities generally are financed through
taxes, intergovernmental revenues, and other nonexchange transactions.
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TOWN OF ATHERTON
NOTES TO BASIC FINANCIAL STATEMENTS
For the year ended June 30, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) J

The Statement of Activities presents a comparison between direct expenses and program revenues
for each function of the Town’s governmental 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, (b) grants and contributions that are restricted to meeting the
operational needs of a particular program and (c) fees, grants and contributions that are restricted
to financing the acquisition or construction of capital assets. Revenues that are not classified as
program revenues, including all taxes, are presented as general revenues.

Fund Financial Statements: The fund financial statements provide information about the
Town's funds, including fiduciary funds and blended component units. Separate statements for
each fund category—governmental, proprietary, and fiduciary—are presented. The emphasis of
fund financial statements is on major individual governmental and enterprise funds, each of
which is displayed in a separate column. All remaining governmental and enterprise funds are
aggregated and reported as nonmajor funds.

Proprietary fund operating revenues, such as charges for services, result from exchange
transactions associated with the principal activity of the fund. Exchange transactions are those in
which each party receives and gives up essentially equal values. Nomnoperating revenues, such as
investment earnings, result from nonexchange transactions or ancillary activities.

C. Major Funds

Major funds are defined as funds that have either assets, liabilities, revenues or
expenditures/expenses equal to ten percent of their fund-type total and five percent of the grand
total. The General Fund is always a major fund. The Town may also select other funds it
believes should be presented as major funds.

The Town reported the following major governmental funds in the accompanying financial
statements:

General Fund - Accounts for all the general revenues and financial resources of the Town
not specifically levied or collected for the other Town funds, as well as the related

expenditures.

Special Tax Special Revenue Fund — Accounts for parcel tax assessments received from
property owners to be used for the maintenance of streets and drainage, and police services.

Library Special Revenue Fund - Accounts for property tax funds dedicated to the Town’s
library operations.

Facilities Construction Capital Projects Fund - Accounts for the funds dedicated to facilities
construction.

36




TOWN OF ATHERTON
NOTES TO BASIC FINANCIAL STATEMENTS
For the year ended June 30, 2014

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) I

The Town also reports the following fund types:

Internal Service Fund - Accounts for special activities and services performed by a designated
Town department for other departments on a cost reimbursement basis.

Fiduciary Funds. Agency Funds are used to account for assets held by the Town as an agent for
individuals, private organizations, and other governments. The financial activities of these funds
are excluded from the Entity-wide financial statements, but are presented in separate Fiduciary
Fund financial statements.

D. Basis of Accounting

The government-wide, proprietary, and fiduciary fund financial statements are reported using the
economic resources measurement focus and the full accrual basis of accounting. Revenues are
recorded when earned and expenses are recorded at the time liabilities are incurred, regardless of
when the related cash flows take place.

Governmental funds are reported using the current financial resources measurement focus and
the modified accrual basis of accounting. Under this method, revenues are recognized when
measurable and available. The Town considers all revenues reported in the governmental funds
to be available if the revenues are collected within sixty days after year-end. Expenditures are
recorded when the related fund liability is incurred, except for principal and interest on general
long-term debt, claims and judgments, and compensated absences, which are recognized as
expenditures to the extent they have matured. Governmental capital asset acquisitions are
reported as expenditures in governmental funds. Proceeds of governmental long-term debt and
acquisitions under capital leases are reported as other financing sources.

Those revenues susceptible to accrual are sales taxes, gas taxes, charges for services, and interest
revenue. Fines, licenses and permits are not susceptible to accrual because they are not
measurable until received in cash.

Non-exchange transactions, in which the Town gives or receives value without directly receiving or
giving equal value in exchange, include taxes, grants, entitlements, and donations. On the accrual
basis, revenue from taxes is recognized in the fiscal year for which the taxes are levied or assessed.
Revenue from grants, entitlements, and donations is recognized in the fiscal year in which all
eligibility requirements have been satisfied.

The Town may fund programs with a combination of cost-reimbursement grants, categorical block
grants, and general revenues. Thus, both restricted and unrestricted net position may be available to
finance program expenditures. The Town’s policy is to first apply restricted grant resources to such
programs, followed by general revenues if necessary.
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Certain indirect costs are included in program expenses reported for individual functions and
activities.

E. Deferred Outflows/Inflows of Resources

In addition to assets, the statement of financial position or balance sheet will sometimes report a
separate section for deferred outflows of resources. This separate financial statement element,
deferred outflows of resources, represents a consumption of net position or fund balance that
applies to a future period(s) and so will not be recognized as an outflow of resources
(expense/expenditure) until then.

In addition to liabilities, the statement of financial position or balance sheet will sometimes report
a separate section for deferred inflows of resources. This separate financial statement element,
deferred inflows of resources, represents an acquisition of net position or fund balance that
applies to a future period(s) and so will not be recognized as an inflow of resources (revenue)
until that time.

F. Property Tax

Revenue is recognized in the period for which the tax and assessment is levied. The County of San
Mateo levies, bills and collects property taxes and sewer charges for the Town; the County remits
the entire amount levied and handles all delinquencies, retaining interest and penalties. Secured and
unsecured property taxes are levied on January 1.

Secured property tax is due in two installments, on November 1 and February 1, and becomes a lien
on those dates. It becomes delinquent on December 10 and April 10, respectively. Unsecured
property tax is due on January 1 and becomes delinquent on August 31.

The term “unsecured” refers to taxes not secured by real property. These taxes are liens on the
person or company named on the tax bill. Property tax revenues are recognized by the Town in the
fiscal year they are assessed provided they become available as defined above.

San Mateo County distributes property taxes to jurisdictions according to the “alternate method of
property tax distribution” known as the Teeter Plan. Under this plan, the County remits 100% of
the levied taxes to the appropriate jurisdictions by June 30 each year, pursuing delinquencies and
keeping related late penalties to cover their costs.
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G.

Compensated Absences

Compensated absences comprise accrued compensated time-off, vacation and holiday pay for all
regular employees; vacation and holiday pay for management employees. The Town’s liability
for compensated absences is recorded in Governmental Activities. The liability for compensated
absences is determined annually. For all governmental funds, amounts expected to be
permanently liquidated (matured due to termination) are recorded as fund liabilities; the long-
term portion is recorded in the Statement of Net Position.

The changes of the compensated absences were as follows:

Beginning Balance $487,180
Additions 393,957
Payments (351,588)
Ending Balance $529,549
Current Portion $283,779

The long-term portion of governmental activities compensated absences is liquidated primarily by
the General Fund.

Estimates and Assumptions

The preparation of financial statements in conformity with generally accepted accounting principles
(GAAP) requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.
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A

B.

Budgets and Budgetary Accounting

The Town follows these procedures in establishing the budgetary data reflected in the financial
statements:

By June 30, the Town Manager submits to the Town Council a proposed operating and
capital budget for the year commencing July 1. The operating and capital budget includes
proposed expenditures and the means of financing them. Continuing appropriations are
rebudgeted by the Town Council as part of the adoption of subsequent year’s budget.

Public hearings are conducted to obtain taxpayer comments.

The budget is legally enacted through passage of resolution during a Town Council meeting
in the month of June.

The Town Manager is authorized to transfer budget appropriations within the same
department in conformance with the adopted policies set by the Town Council. All other
transfers must be approved by the Town Council. Any revisions that alter the total
expenditures of any department must be approved by the Town Council. Expenditures
are budgeted at, and may not legally exceed, the department level. Budgeted amounts
shown are as originally adopted, or as amended by the Town Council during the year.

Formal budgeting is employed as a management control device during the year for the
general and certain special revenue funds.

Budgets for the general and certain special revenue are adopted on a basis consistent with
generally accepted accounting principles (GAAP).

Budgets for capital projects are adopted on a project life basis.

The following funds were not budgeted: Facilities Construction Capital Projects Fund,
Storm Drainage Capital Project Fund.

Expenditures in Excess of Budget

The funds below incurred expenditures in excess of their budgets in the amounts below for the
year ended June 30, 2014

Fund Name Amount
Special Tax Special Revenue Fund $3,779
County Measure A Special Revenue Fund 1,440
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[NOTE 3 - CASH AND INVESTMENTS |

The Town’s dependence on property tax receipts requires it to maintain significant cash reserves to
finance operations during the remainder of the year. The Town receives property tax in November
(5%), December (45%), March (5%), April (35%), May (5%) and June (5%). The Town pools cash
from all sources and all funds except Cash with Fiscal Agents so that it can be invested at the
maximum yield, consistent with safety and liquidity, while individual funds can make expenditures
at any time.

A. Policies

California Law requires banks and savings and loan institutions to pledge government securities
with a market value of 110% of the Town’s cash on deposit or first trust deed mortgage notes with a
value of 150% of the Town’s cash on deposit as collateral for these deposits. Under California
Law, this collateral is held in an investment pool by an independent financial institution in the
Town’s name and places the Town ahead of general creditors of the institution pledging the
collateral.

The Town’s investments are carried at fair value, as required by generally accepted accounting
principles. The Town adjusts the carrying value of its investments to reflect their fair value at each
fiscal year end, and it includes the effects of these adjustments in income for that fiscal year. In the
Town’s case, fair value equals fair market value, since all of the Town’s investments are readily
marketable.

B. Classification

Cash and investments are classified in the financial statements as shown below.

Statement of Net Assets
Cash and investments available for operations $28,955,422
Fiduciary Funds
Cash and investments available for operations 31,148
Total Cash and Investments $28,986,570

Cash and investments as of June 30, 2014 consist of the following:

Cash on hand $886
Cash in bank 917,895
Investments 28,067,789

Total Cash and Investments $28,986,570

Cash and investments are used in preparing the Proprietary Fund statement of cash flows since that
fund participates in the Town-wide cash and investment pool. That fund’s equity in the pool is in
substance a demand deposit which may be drawn down at any time.

41




TOWN OF ATHERTON
NOTES TO BASIC FINANCIAL STATEMENTS
For the year ended June 30, 2014

NOTE 3 - CASH AND INVESTMENTS (Continued) |

C

Investments Authorized by the California Government Code and the Town’s Investment Policy

The Town’s Investment Policy and the California Government Code allow the Town to invest in the
following provided the credit ratings of the issuers are acceptable to the Town; and approved
percentages and maturities are not exceeded. The table below also identifies certain provisions of
the California Government Code or the Town’s Investment Policy where it is more restrictive:

Maximum Maximum
Maximum Minimum Percentage of Investment in
Authorized Investment Type Maturity Credit Quality Portfolio One Issuer
U.S. Treasury Obligations 5 years N/A No Limit No Limit
U.S. Agency Securities 5 years N/A 25% No Limit
Repurchase Agreements 30 days A/A-1 No Limit No Limit
Medium-Term Corporate Notes 5 years AA 10% 5%
Commercial Paper 270 days A/A-1 25% 5%
Medium-term Notes 5 years - AA 5% No Limit
Local Agency Investment Fund N/A N/A 50% No Limit
Money Market Mutual Funds ~ N/A AAAm 20% No Limit
Negotiable and Non-Negotiable
Certificate of Deposits 5 years A-1+ 10% $250,000
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D.

Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value
of an investment. Normally, the longer the maturity of an investment, the greater the sensitivity of
its fair value to changes in market interest rates. The Town generally manages its interest rate risk
by holding investments to maturity.

Information about the sensitivity of the fair values of the Town’s investments (including
investments held by bond trustees) to market interest rate fluctuations is provided by the
following table that shows the distribution of the Town’s investments by maturity or earliest call
date:

12 Months or
Investment Type less 13 t0 24 Months 25 to 60 Months Total

U.S. Treasury Obligations $2,016,210 $2,016,210
U.S. Agency Securities $802,304 $1,278,303 4,737,018 6,817,625
Corporate Notes 1,271,823 2,672,564 3,944,387
San Mateo County Investment Pool (SMCL Donor Trust Fun 2,408,904 2,408,904
California Local Agency Investment Fund 12,011,431 12,011,431
Money Market Mutual Fund 560,247 560,247
Commercial Paper 308,985 308,985
Total Investments $16,091,871 $2,550,126 $9,425,792 28,067,789
Cash in Banks 917,895
Petty Cash 886
Total Cash 918,781

Total Cash and Investments $28,986,570
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E. Credit Risk

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. The Standard and Poor’s investment ratings as of June 30, 2014
are as follows:

Investment Type AAA AAAm AA Al Not Rated Exempt Total
U.S. Agency Securities $6,817,625 $6,817,625
U.S. Treasury Obligations $2,016,210 2,016,210
Corporate Notes 753,768 $3,190,619 3,944,387
San Mateo County Investment Pool (SMCL Doner Trust Fund) $2,408,904 2,408,904
California Local Agency Investment Fund 12,011,431 12,011,431
Money Market Mutual Fund $560,247 560,247
Commercial Paper $308,985 308,985
Total Investments $7571,393  $560.247  $3,190,619  $308,985  §14,420,335  $2,016,210  $28,067,789
F. Concentration of Credit Risk

Investments in the securities of any individual issuer, other than U. S. Treasury securities, mutual
funds, and external investment fund that represent 5% or more of total Entity-wide investments are
as follows at June 30, 2014:

Investment Reported

Major Fund Issuer Type Amount
General Fund Federal Home Loan Bank U.S. Agency Securities $2,810,438
General Fund  Federal Home Loan Mortgage Corporation U.S. Agency Securities 2,705,303

G. Local Agency Investment Fund

The Town is a participant in the Local Agency Investment Fund (LAIF) that is regulated by
California Government Code Section 16429 under the oversight of the Treasurer of the State of
California. The Town reports its investment in LAIF at the fair value amount provided by LAIF,
which is the same as the value of the pool share. The balance available for withdrawal is based on
the accounting records maintained by LAIF, which are recorded on an amortized cost basis.
Included in LAIF’s investment portfolio are collateralized mortgage obligations, mortgage-backed
securities, other asset-backed securities, loans to certain state funds, and floating rate securities
issued by federal agencies, government-sponsored enterprises, United States Treasury Notes and
Bills, and corporation. At June 30, 2014, these investments matured in an average of 232 days.
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H.

San Mateo County Investment Fund

The Town’s investment held under San Mateo Library Donor Trust Fund was invested by the San
Mateo Library (Library) in the San Mateo County Investment Fund (SMCIF) that is regulated by
California Government Code Section 53600 under the oversight of the treasurer of the County of
San Mateo. The Town reports its investment in SMCIF at the fair value amount provided by the
Library. The balance available for withdrawal is based on the accounting records maintained by
SMCIF, which are recorded on an amortized cost basis. Included in SMCIF’s investment portfolio
are U.S. Treasury Notes, obligations issued by agencies of the U.S. Government, LAIF, corporate
notes, commercial paper, collateralized mortgage obligations, mortgage-backed securities, other
asset-backed securities, and floating rate securities issued by federal agencies, government-
sponsored enterprises, and corporations. The Town reports its investments in SMCIF at the fair
value amounts provided by SMCIF, which is the same as the value of the pool share.

NOTE 4 - INTERFUND TRANSACTIONS

A.

Current Interfund Balances

Current interfund balances arise in the normal course of business and are expected to be repaid
shortly after the end of the fiscal year. Interfund balances as of June 30, 2014, are as follows:

Due From Other Funds Due To Other Funds Amount
General Fund Supplemental Law Enforcement Services/
COPS Grant Special Revenue Fund $ 7,976

Transfers Between Funds

With Town Council approval, resources may be transferred from one Town fund to another. The
purpose of the majority of transfers is to reimburse a fund, which has made an expenditure on
behalf of another fund. Less often, a transfer may be made to open or close a fund.

Transfers between funds during the fiscal year ended June 30, 2014 were as follows:

Amount
Fund Receiving Transfer Fund Making Transfer Transferred
General Fund Special Tax Special Revenue Fund $1,116,000 (A)
Facilities Construction Capital Projects Fund General Fund 105,600 (B)
$1,221,600
e ————

(A) Transfer was used to fund General Fund activities
(B) Transfer was used to fund capital projects
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All capital assets are valued at historical cost or estimated historical cost if actual historical cost is
not available. Contributed capital assets are valued at their estimated fair market value on the date
contributed.

The Town has recorded all its public domain (infrastructure) capital assets, which include streets
and roads, curbs and gutters, traffic control devices, drainage systems and street lighting systems.

All capital assets with limited useful lives are depreciated over their estimated useful lives. The
purpose of depreciation is to spread the cost of capital assets equitably over the life of these assets.
The amount charged to depreciation expense each year represents that year’s pro rata share of the
cost of capital assets.

The Town has set the capitalization threshold for reporting capital assets at $5,000 and $100,000
for infrastructure and a half year of depreciation is recorded in the year of acquisition.
Depreciation is provided using the straight line method which means the cost of the asset is divided
by its expected useful life in years and the result is charged to expense each year until the asset is
fully depreciated. The Town has assigned the useful lives listed below to capital assets:

Buildings 40 years
Other improvements 20 years
Computer Equipment and Software 3 years
Furniture and fixtures 10 years
Vehicles 5 to 10 years
Machinery and Equipment 5 to 20 years
Infrastructure 20 to 50 years

Major outlays for capital assets and improvements are capitalized as projects are constructed.
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A. Current Year Capital Asset Activities

Balance Balance
Governmental Funds July 1, 2013 Additions Retirements June 30, 2014
Capital assets not being depreciated:
Land $690,884 $690,884
Construction in progress 73,683 $339,802 413,485
Total non-depreciable capital assets 764,567 339,802 1,104,369
Capital assets being depreciated:
Buildings 1,934,299 1,934,299
Other improvements 1,125,668 1,125,668
Computer equipment and software 247,585 21,268 268,853
Furniture and fixtures 34,798 34,798
Vehicle 60,156 60,156
Machinery and equipment 352,024 352,024
Infrastructure 55,683,479 55,683,479
Total capital assets being depreciated 59,438,009 21,268 59,459,277
Less accumulated depreciation for:
Buildings 942,812 50,565 993,377
Other improvements 711,164 27,487 738,651
Computer equipment and software 215,026 17,291 232,317
Furniture and fixture 30,352 2,965 33,317
Vehicles 30,873 12,032 42,905
Machinery and equipment 287,289 26,101 313,390
Infrastructure 31,474,974 1,467,730 32,942,704
Total accumulated depreciation 33,692,490 1,604,171 35,296,661
Net capital assets being depreciated 25,745,519 (1,582,903) 24,162,616
General capital assets, net $26,510,086 ($1,243,101) $25,266,985
Internal Service Funds
Depreciable capital assets:
Vehicles $665,790 $136,304 ($68,738) $733,356
Computer equipment 183,470 58,029 241,499
Other equipment 92,974 92,974
Total depreciable capital assets 942,234 194,333 (68,738) 1,067,829
Less: accumulated depreciation for
Vehicles 397,617 95,011 (68,738) 423,890
Computer equipment 180,773 10,730 191,503
Other equipment 29,377 6,694 36,071
Total accumulated depreciation 607,767 112,435 (68,738) 651,464
Internal Service Funds capital assets, net 334,467 81,898 416,365
Governmental capital assets, net $26,844,553 ($1,161,203) $25,683,350
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B. Capital Asset Contributions

Some capital assets may be acquired using federal and State grant funds, or they may be contributed
by developers or other governments. These contributions are accounted for as revenues at the time

the capital assets are contributed.

C. Depreciation Allocation

Depreciation expense is charged to functions and programs based on their usage of the related
assets. The amounts allocated to each function or programs are as follows:

General government

Public works
Building
Police

Governmental activities subtotal

Internal Service Fund

Total

[NOTE 6 - LONG TERM OBLIGATIONS |

A. Governmental Activity

Workers' compensation assessment
Total

B. Workers’ Compensation Assessment

$7,079

1,539,237

3,545

54,310

1,604,171

112,435

$1,716,606

Balance Balance
June 30,2013 Retirements  June 30, 2014

$107,000 $107,000
$107,000 $107,000

During fiscal year 2010, the Town was informed that its workers’ compensation insurance reserve
with the Cities Group Joint Powers Authority was drawn to a negative. As a result, the Town had
agreed to a special assessment in which the Town would make payments over the next four fiscal
years to replenish the reserve. As of June 30, 2014, the obligation had been repaid in full.
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A.

Net Position

Net Position is the excess of all the Town’s assets and deferred outflows over all its liabilities and
deferred inflows, regardless of fund. Net Position is divided into three captions under GASB
Statement 34. These captions apply only to Net Position, which is determined only at the
Government-wide level, and are described below:

Net Investment in Capital Assets describes the portion of Net Position which is represented by the
current net book value of the Town’s capital assets, less the outstanding balance of any debt issued
to finance these assets.

Restricted describes the portion of Net Position which is restricted as to use by the terms and
conditions of agreements with outside parties, governmental regulations, laws, or other restrictions
which the Town cannot unilaterally alter. These principally include developer fees received for use
on capital projects, debt service requirements, and Federal and State grant funds.

Unrestricted describes the portion of Net Position which is not restricted to use.
Fund Balances

Governmental fund balances represent the net current assets of each fund. Net current assets
generally represent a fund’s cash and receivables, less its liabilities.

The Town’s fund balances are classified in accordance with Governmental Accounting Standards
Board Statement Number 54 (GASB 54), Fund Balance Reporting and Governmental Fund Type
Definitions, which requires the Town to classify its fund balances based on spending constraints
imposed on the use of resources. For programs with multiple funding sources, the Town
prioritizes and expends funds in the following order: Restricted, Committed, Assigned, and
Unassigned. Each category in the following hierarchy is ranked according to the degree of
spending constraint:

Nonspendables represents balances set aside to indicate items do not represent available, spendable
resources even though they are a component of assets. Fund balances required to be maintained
intact, such as permanent funds, and assets not expected to be converted to cash, such as prepaids,
notes receivable, and land held for redevelopment are included. However, if proceeds realized
from the sale or collection of nonspendable assets are restricted, committed or assigned, then
nonspendable amounts are required to be presented as a component of the applicable category.

Restricted fund balances have external restrictions imposed by creditors, grantors, contributors,
laws, regulations, or enabling legislation which requires the resources to be used only for a
specific purpose. Encumbrances and nonspendable amounts subject to restrictions are included
along with spendable resources.

Committed fund balances have constraints imposed by formal action of the Town Council which

may be altered only by formal action of the Town Council. Encumbrances and nonspendable
amounts subject to Council commitments are included along with spendable resources.
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B.

Fund Balances (Continued)

Assigned fund balances are amounts constrained by the Town’s intent to be used for a specific
purpose, but are neither restricted nor committed. Intent is expressed by the Town Council or its
designee and may be changed at the discretion of the Town Council or its designee. This category
includes encumbrances; nonspendables, when it is the Town’s intent to use proceeds or
collections for a specific purpose, and residual fund balances, if any, of Special Revenue, Capital

Projects and Debt Service Funds which have not been restricted or committed.

Unassigned fund balance represents residual amounts that have not been restricted, committed, or
assigned. This includes the residual general fund balance and residual fund deficits, if any, of
other governmental funds.

Detailed classifications of the Town’s Fund Balances, as of June 30, 2014, are below:

Fund balances:
Nonspendable:
Prepaids

Total Nonspendable

Restricted for:
Special tax special revenue fund
Library operations
Measure A
Gas tax
Supplemental law enforcement
services / COPS Grant
Road impact fee
Traffic Congestion Relief
Evans Creative Design
Measure M
Channel Drainage District

Total Restricted
Committed to:
Emergency disaster

Total Committed

Assigned to:
Tennis program
Building department operations
Tree Committee
Capital projects

Total Assigned
Unassigned

Total Unassigned

Total Fund Balances

Major Facilities
Special Revenue Funds Construction Other
General Capital Governmental
Fund Special Tax Library Projects Fund Funds Total

$408 $408
408 408
$1,680,260 1,680,260
$8,592,376 8,592,376
$659,430 659,430
212,464 212,464
151 151
592,210 592,210
58,069 58,069
45,817 45817
240,998 240,998
1,680,260 8,592,376 1,809,139 12,081,775
1,766,496 1,766,496
1,766,496 1,766,496
17,640 17,640
411,802 411,802
4,854 4,854
$2,195,182 265,503 2,460,685
434,296 2,195,182 265,503 2,894,981
8,230,418 8,230,418
8,230,418 8,230,418
$10,431,618  $1,680,260  $8,592,376 $2,195,182 $2,074,642  $24,974,078
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C.

General Fund Committed Fund Balance for Emergency Disaster

The Town Council has committed to set aside 15 percent of the actual annual General Fund
operating expenditures specifically for emergency contingencies defined as a state of Federal
and/or State of emergency or declaration of a local emergency as defined in Atherton’s Municipal
Code Section 2.44.010.

General Fund Unassigned Fund Balance Policy

The Town Council established the General Fund unassigned fund policy such that in no
circumstances shall the total General Fund unassigned fund balance be less than 20% of the
actual annual operating expenditures.

NOTE 8 - PENSION PLAN |

A.

CalPERS Safety and Miscellaneous Employces Plans

The Town participates in pension plans offered by California Public Employees Retirement System
(CalPERS), an agent multiple employer defined benefit cost-sharing pension plan which acts as a
common investment and administrative agent for its participating member employers. CalPERS
provides retirement and disability benefits, annual cost of living adjustments and death benefits to
plan members, who must be public employees and beneficiaries. The Town’s employees participate
in the separate Safety (police - sworn) and Miscellaneous (all other) Employee Plans. Benefit
provisions under both Plans are established by State statute and Town resolution. Benefits are
based on years of credited service, equal to one year of full time employment. Funding
contributions for both Plans are determined annually on an actuarial basis as of June 30 by
CalPERS; the Town contributes these amounts. The Plans’ provisions and benefits in effect at June
30, 2014 are summarized below:

Safety (Police) Miscellaneous
Benefit vesting schedule 5 years of service 5 years of service
Benefit payments monthly allowance monthly allowance
Retirement age 50 55
Monthly benefits, as a % of annual salary 3% 2%
Required employee contribution rates 9% 7%
Required employer contribution rates 27.877% 11.104%

Town’s labor contracts (MOU) require the Town to pay the employees’ contributions as well as
employer’s portion, except for the sworn officers, who is responsible for 2% of 9% after the Town
makes 7% contribution for them. However, as of July 1, 2014, Miscellaneous Plan employees will
pay their own portion of the required employee contribution rate of 7%. The Town and the Atherton
Police Officers Association (APOA) adopted a new MOU on October 1, 2013. Effective on January
1, 2014, the Town’s payment of the employee share of the mandatory member contribution for the
CalPERS retirement benefit shall be 5%. Effective January 1, 2015, the Town’s payment of the
employee share of the mandatory member contribution shall be reduced to 2.5%. Effective January
1, 2016, the Town shall cease paying any portion of the employees’ share, and the employees shall
pay 100% of the employee share of the mandatory member contribution, presently 9% for sworn
and 7% for civilian.
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A.

CalPERS Safety and Miscellaneous Employees Plans (Continued)

CalPERS determines contribution requirements using a modification of the Entry Age Normal
Method. Under this method, the Town’s total normal benefit cost for each employee from date of
hire to date of retirement is expressed as a level percentage of the related total payroll cost. Normal
benefit cost under this Method is the level amount the employer pays annually to fund an
employee’s projected retirement benefit. This level percentage of payroll method is used to
amortize any unfunded actuarial liabilities. The actuarial assumptions used to compute contribution
requirements are also used to compute the actuarial accrued liability. The Town uses the actuarially
determined percentages of payroll to calculate and pay contributions to CalPERS. The Town does
not have a net pension obligation since it pays the actuarially required liability. Annual Pension
Costs, representing the payment of all contributions required by CalPERS, for the last three fiscal
years were as follows:

Annual Percentage Net
Fiscal Year Pension of APC Pension
Ending Cost (APC) Contributed Obligation
Safety & Miscellaneous Plan
June 30, 2012 $1,191,680 100% $0
June 30, 2013 981,473 100% 0
June 30, 2014 1,042,458 100% 0

CalPERS uses the market related value method of valuing the Plan’s assets. An investment rate of
return of 7.50% is assumed, including inflation at 2.75%. Annual salary increases are assumed to
vary by duration of service, and annual retirement benefit increases are assumed to be 3.00%.

As required by State law, effective July 1, 2005, the Town’s Miscellaneous and Safety Plans were
terminated, and the employees in those plans were required by CalPERS to join new State-wide
pools. One of the conditions of entry to these pools was that the Town true-up any unfunded
liabilities in the former Plans, either by paying cash or by increasing its future contribution rates
through a Side Fund offered by CalPERS. The Town satisfied its Miscellaneous and Safety Plans
unfunded liabilities by agreeing to contribute to the Side Fund through an addition to its normal
contribution rates. The balance of the Safety Plan’s Side Fund liability of $1,224,321 was paid off
in fiscal 2012. The balance of the Miscellaneous Plan’s Side Fund liability of $647,650 was paid off
during fiscal 2013.
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NOTE 8 - PENSION PLAN (Continued) |

A.

CalPERS Safety and Miscellaneous Employees Plans (Continued)

The schedule of funding progress presents multi-year trend information about whether the actuarial
value of plan assets is increasing or decreasing over time relative to the actuarial accrued liability
for benefits. The latest available actuarial values of the above State-wide pools (which differs from
market value) and funding progress were set forth as follow. The information presented below
relates to the State-wide pools as a whole, of which the Town is one of the participating employers.

State-Wide Safety Plan:
Actuarial
Unfunded
Entry Age Unfunded Annual (Overfunded)
Valuation Accrued Value of (Overfunded) Funded Covered Liability as %
Date Liability Assets Liability Ratio Payroll of Payroll
2010 $10,165,475,166 $8,470,235,152 $1,695,240,014 83.3% $955,980,815 177.3%
2011 10,951,745,049 9,135,654,246 1,816,090,803 83.4% 949,833,090 191.2%
2012 11,724,021,480 9,854,787,710 1,869,233,770 84.1% 947,734,809 197.2%

The Town’s Safety Plan represents approximately 0.18%, 0.18%, and 0.19%, of the State-wide pool
for the years ended June 30, 2012, 2011, and 2010, respectively, based on covered projected payroll
of $2,122,153, $2,046,298, and $2,053,560 for those years.

State-Wide Miscellaneous Plan:

Actuarial
Unfunded
Entry Age Unfunded Annual (Overfunded)
Valuation Accrued Value of (Overfunded) Funded Covered Liability as %
Date Liability Assets Liability Ratio Payroll of Payroll
2010 $3,309,064,934 $2,946,408,106 $362,656,828 89.0% $748,401,352 48.5%
2011 3,619,835,876 3,203,214,899 416,620,977 88.5% 759,263,518 54.9%
2012 4,175,139,166 3,686,598,343 488,540,823 88.3% 757,045,663 64.5%

The Town’s Miscellaneous Plan represents approximately 0.05%, 0.08%, and 0.08%, of the State-
wide pool for the years ended June 30, 2012, 2011, and 2010, respectively, based on covered
projected payroll of $2,292,568, $3,098,116, and $2,943,836 for those years.
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The Town’s Safety and Miscellaneous Plans funding status is as follows as of June 30, 2012:

Safety Miscellaneous
Present Value of Projected Benefits $36,030,592 $15,482,197
Entry Age Normal Accrued Liability 30,999,471 14,084,104
Plan's Actuarial Value of Assets (AVA) 27,288,739 12,200,917
Unfunded Liability (AVA Basis) [(2) - (3)] 3,710,732 1,883,187
Funded Ratio (AVA Basis) [(3) / (2)] 88.0% 86.6%
Plan's Market Value of Assets (MVA) 22,860,016 10,326,106
Unfunded Liability (MVA Basis) [(2) - (6)] 8,139,455 3,757,998
Funded Ratio 73.7% 73.3%

Audited annual financial statements and ten year trend information are available from CalPERS at
P.O. Box 942709, Sacramento, CA 94229-2709.

Public Employees’ Pension Reform Act (PEPRA)

Assembly Bill (AB) 340 pension reform created the Public Employees’ Pension Reform Act
(PEPRA) that implemented new benefit formulas and final compensation period, as well as new

contribution requirements for new employees hired on or after January 1, 2013 who meet the
definition of new member under PEPRA.

The Table below provides information on the benefit formula compensation information on the
benefit formula, final compensation period and the employer and member contribution rates

effective January 1, 2013 for any safety and miscellaneous employees that meet the definition of
a new member under PEPRA.

Benefit Formula Safety 2.7% at Age 57 Miscellaneous 2% at Age 62
Final Compensation Period | 3 Year Final Compensation 3 Year Final Compensation
Employer Contribution Rate | 12.25% of Reportable 6.70% of Reportable

as a percentage payroll Compensation Compensation

Member Contribution Rate 12.25% of Reportable 6.50% of Reportable

as a percentage of payroll Compensation Compensation
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NOTE 9 - POSTEMPLOYMENT HEALTH CARE BENEFITS I

During fiscal year 2010, the Town implemented the provisions of Governmental Accounting
Standards Board Statement No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pensions. This Statement establishes uniform financial
reporting standards for employers providing other postemployment benefits (OPEB). The
Town’s Employee Benefits Fund holds assets set aside for the payment of Town’s OPEB
obligations.

By Town Council resolution, the Town provides certain medical benefits for employees and
dependents who retire directly from the Town at fifty years or older and who are vested in the
California Public Employees Retirement System (CalPERS). The Town participates in the
CalPERS health care plan which is governed under the California Public Employees Health and
Medical Care Act (PEMCHA). Required retiree medical plan contributions are also governed by
PEMCHA for member agencies.

The Town of Atherton participates in the CalPERS medical program. Retirees who qualify for a
CalPERS pension are entitled to employer paid CalPERS medical benefits as described below.
The Town does not pay for dental, vision or other health and welfare benefits for retirees.
Employees who retire from the Town, receive a PERS pension and continue their CalPERS
medical coverage are eligible to receive the benefit described below. This benefit continues
throughout the life of the retiree, surviving spouse.

Management employees (non-represented), hired before July 1, 2009 - The Town pays 100%
of premiums for any medical coverage and any family status.

Management employees (non-represented), hired between July 1, 2009 and June 30, 2013 -
The Town pays up to a maximum of the single employee Kaiser premium regardless of family
status. A spouse or dependent is only covered of the employee’s premium is less than this
maximum. After age 65, the Town pays up to a maximum of the reduced post age 65 single
employee Kaiser premium.

Management employees (non-represented), hired on or after July 1, 2013 — The Town pays
the minimum benefit, which is $115 per month as of 2014.

APOA Police officers - For police officers, the Town pays 100% of premiums for any medical
coverage and any family status. However, this is subject to a maximum monthly benefit of
$1,247.06 which is assumed to no increase in the future. Any increase will be subject to Town
Council approval.

Members of the APOA Police Officers, hired before October 1, 2013 but retired or will
retire after October 1, 2013 - The Town pays up to a maximum of 90% of the Kaiser premium
for any family status. This cap is assumed to increase at half the excess of the assumed rate of
increase over 3% each year, with a minimum of 0%. Employees retiring from the Town and
CalPERS concurrently with at least 5 years of service will receive the basic Public Employees
Medical and Hospital Care Act (PEMHCA) minimum contribution by law. For calendar year
2014 it is $119, $122 in 2015. If they have 10 or more years of service, they are subject to a
vesting schedule:
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Credit Years of Service % of Town Contribution
10 50%
11 55%
12 60%
13 65%
14 70%
15 75%
16 80%
17 85%
18 90%
19 95%
20 100%

APOA employees retiring on disability from employment of the Town while in a job
classification covered by this MOU and said disability arising from employment with the Town,
shall receive the Town contribution 90% of Kaiser.

APOA Police Officers, hired on or after October 1, 2013 - The Town pays up to a maximum
of the PEMHCA Minimum ($119 in 2014, $122 in 2015).

Teamsters and Confidential employees- (non-management, miscellaneous) hired before
January 19, 2011 - The Town pays up to a maximum benefit of 95% of Blue Shield Access Plus
basic/supplemental Bay Area/Sacramento HMO premiums. This applies to any medical coverage
and any family status. After age 65, the Town pays only 95% of the reduced post age 65
premiums.

Teamsters and Confidential employees (non-management, miscellaneous) hired after
January 19, 2011 - The Town pays up to a maximum of the single employee Kaiser premium
regardless of family status. A spouse or dependent is only covered if the employee's premium is
less than this maximum. After age 65, the Town pays up to a maximum of the reduced post age
65 single employee Kaiser premiums. If they have 10 or more years of service, they are subject
to a vesting schedule
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A

Funding Policy and Actuarial Assumptions

The annual required contribution (ARC) was determined as part of a March 1, 2013 actuarial
valuation using the entry age normal cost method. This is a projected benefit cost method, which
takes into account those benefits that are expected to be earned in the future as well as those
already accrued. The actuarial assumptions included 6.00% investment rate of return, 3.25%
projected annual salary increase, and 5.5% to 7.3% health cost inflation increases. The actuarial
methods and assumptions used include techniques that smooth the effects of short-term volatility
in actuarial accrued liabilities and the actuarial value of assets. During fiscal 2012, the Town
joined the Public Agencies Post-Retirement Health Care Plan, a multiple employer trust
administered by Public Agency Retirement Services (PARS). The irrevocable trust is
administered by PARS, and managed by an appointed board not under the control of the Town
Council. The trust is not considered a component unit by the Town and has been excluded from
these financial statements. Separately issued financial statements for PARS may be obtained
from PARS at 4350 Von Karman Ave., Suite 200, Newport Beach, CA 92660.

The following annual healthcare trend rates were used in the valuation, assuming that there will
not be any significant changes in the medical plan design:

Annual CalPERS Medical Premium Rate
Trend Rate Assumption

Plan Year
Beginning
January 1, 2013 7.3%
January 1, 2014 7.0%
January 1, 2015 6.7%
January 1, 2016 6.4%
January 1, 2017 6.1%
January 1, 2018 5.8%
January 1, 2019 and thereafter 5.5%

Actuarial calculations reflect a long-term perspective and actuarial valuations involve estimates
of the value of reported amounts and assumptions about the probability of events far into the
future. Actuarially determined amounts are subject to revision at least biannually as results are
compared to past expectations and new estimates are made about the future. This valuation is
based on a closed 30-year amortization of the Unfunded Actuarial Accrued Liability as a level
percentage of payroll; increasing each year as payroll increases.
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B. Funding Progress and Funded Status

In fiscal year 2014, the Town made contributions toward the ARC and amortized its net OPEB

obligation as presented below:

Annual required contribution (ARC) and

Annual OPEB cost $529,954
Interest on the net OPEB obligation 27,282
Adjustment to annual required contribution (25,256)

Annual OPEB Cost

Contributions made to:

531,980

PARS irrevocable trust 2,000,000

Town's portion of current year premiums paid 441,721
Total contributions 2,441,721
Net OPEB (Obligation) June 30, 2013 (438,372)
Net OPEB Asset June 30, 2014 $1,471,369
Remaining amortization period 26 years

The Plan’s annual required contributions and actual contributions for the last three fiscal years are

set forth below:
Percentage of Net OPEB
Annual OPEB Actual ARC Asset
Fiscal Year Cost Contribution Contributed (Obligation)
6/30/2012 $623,162 $328,090 53% ($1,585,008)
6/30/2013 582,525 1,729,233 297% (438,372)
6/30/2014 531,980 2,441,721 459% 1,471,369

The Schedule of Funding Progress presents trend information about whether the actuarial value of
plan assets is increasing or decreasing over time relative to the actuarial accrued liability for
benefits. Trend data from the January 1, 2009, July 1, 2011 and March 1, 2013 actuarial study is

presented below:
Actuarial Unfunded
Valuation Value of Accrued Accrued Funded
Date Assets Liability Liability Ratio
January 1, 2009 $0 $7,599,453 ($7,599,453) 0%
July 1, 2011 0 7,599,453 (7,599,453) 0%
March 1, 2013 0 7,724,868 (7,724,868) 0%
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A.

Coverage

The Town is a member of the Association of Bay Area Governments (ABAG), which provides
general liability coverage of $5,000,000 above the Town’s deductible of $25,000 per occurrence,
risk property insurance of $100,000 above the Town’s deductible of $10,000 for property damage
and $10,000 for auto / vehicle damage. ABAG is governed by a board consisting of representatives
from member municipalities. The board controls the operations of ABAG, including selection of
management and approval of operating budgets, independent of any influence by member
municipalities beyond their representation on the Board.

Audited financial statements may be obtained from ABAG Services, P.O. Box 2050, Oakland, CA
94604-2050.

Alliant Insurance Services covers employment theft up to $1,000,000 for each claim and in the
aggregate and the Town’s deductible is $5,000 per claim.

The Cities Group covers workers’ compensation claims up to $1,000,000 each for miscellaneous
employees, up to $1,500,000 each for safety officers, and has coverage above that limit to a
maximum of $10,000,000. The Town has no deductible for the claims.

Audited financial statements may be obtained from Cities Group, address, P.O. Box 111,
Burlingame, CA 94011-0111.

Uninsured Claims
The Town’s liability for uninsured claims, including estimated claims incurred but not reported, was

estimated by management based on prior years claims experience and was computed as follows as of
June 30:

2014 2013
Beginning balance $159,981 $50,000
Net change in claims liabilities (24,555) 240,792
Claims paid (95,923) (130,811)
Ending balance $39,503 $159,981
Claims liabilities due within a year $39,503 $159,981

For the years ended June 30, 2014, 2013, and 2012, the amount of settlements did not exceed
insurance coverage.
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The Town participates in joint ventures discussed below through separate entities established under
the Joint Exercise of Powers Act of the State of California. As separate legal entities, these entities
exercise full powers and authorities within the scope of the related Joint Powers Agreements
including the preparation of annual budgets, accountability for all funds, the power to make and
execute contracts and the right to sue and be sued. Each joint venture is governed by a board
consisting of representatives from member municipalities. Each board controls the operations of the
respective joint venture, including selection of management and approval of operating budgets,
independent of any influence by member municipalities beyond their representation on that board.
Obligations and liabilities of these joint ventures are not the Town's responsibility and the Town
does not have an equity interest in the assets of each joint venture except upon dissolution of the
joint venture. The Joint Powers Agreement is effective for the year ended June 30, 2014 and
continues on a year to year basis until the parties agree to terminate the agreement or if a majority of
the parties have withdrawn from the Cable Joint Powers pursuant to Section 6 of the agreement.

A. Town/County Association of Governments of San Mateo County (C/CAG)

Town/County Association of Governments of San Mateo County was formed in 1990 between
the various cities in San Mateo County to prepare, adopt, monitor and enforce state mandated
plans for the management of traffic congestion, integrated solid waste, airport land use and
hazardous waste. The Town’s contribution to C/CAG was $30,962 for the year ended June 30,
2014. Financial statements may be obtained by mailing a request to the City San Carlos, 600 Elm
Street, San Carlos, CA 94070.

B. South Bayside Waste Management Authority (Authority)

The Authority is a joint powers agreement formed on October 13, 1999 for the purpose of joint
ownership, financing and administration of the San Carlos Transfer Station and the San Mateo
Recyclery; and the planning, administration, review, monitoring, enforcement and reporting of
solid waste and recyclable material within the Authority service area. Members of Authority
include 11 municipalities located on the mid and lower Peninsula as well as certain
unincorporated areas within the County. The Authority is controlled by a 12-member board
consisting of one representative from each community. Through the operation of franchise
agreements, Recology San Mateo County provides refuse and recyclable materials collection and
disposal services for the benefit of residents and business of each member agency.

C Alcohol Violation Temporary Housing Authority (AVTHA)

AVTHA was established between the County and most of the cities and towns in the County to
provide temporary housing and counseling to persons accused of alcohol related law violations.
AVTHA contracts with an operator to provide such services. The costs of operating the
temporary housing are allocated to each member based on alcohol related arrests occurring within
each member’s jurisdiction. Financial statements for AVTHA may be obtained by mailing a
request to Redwood City, 801 Marshall Street, Suite 600, Redwood City, California 94063.

D. Library Joint Powers Agreement

In 1999, the Town joined with the County and ten other municipalities in the County to coordinate
and expand library services throughout the County, including those in the Town.
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Property tax revenues in excess of the JPA’s costs of maintaining the library are remitted to the
Town and are deposited into the Library Special Revenue Fund. Expenditures of this fund are
subject to the approval of the Library JPA.

NOTE 12 - CONTINGENT LIABILITIES

The Town is subject to litigation arising in the normal course of business. In the opinion of the
Town Attorney there is no pending litigation which is likely to have a material adverse effect on the
financial position of the Town.

The Town participates in Federal and State grant programs. When required, these programs are
audited in accordance with the provisions of the Federal Single Audit Act as amended and
applicable State requirements. These programs are also subjected to further examination by the
grantors, and the amount, if any, of expenditures which may be disallowed by the granting agencies,
cannot be determined at this time. The Town expects such amounts, if any, to be immaterial.
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NON-MAJOR GOVERNMENTAL FUNDS

SPECIAL REVENUE FUNDS

COUNTY MEASURE A FUND accounts for funds received from the County of San Mateo Measure A
funds for local transportation purposes.

GAS TAX FUND accounts for funds received from the State of California for road improvement.

SUPPLEMENTAL LAW ENFORCEMENT SERVICES FUND/COPS GRANT FUND accounts for
grant funds for police services.

EVANS CREATIVE DESIGN FUND accounts for funds received from the Evans estate.

MEASURE M FUND accounts for funds received from the Congestion Management Agency for San
Mateo County.

ROAD CONSTRUCTION FUND accounts for costs recovered from applicants for accelerated wear and
tear to the Town’s road as a result of construction projects.

CAPITAL PROJECTS FUNDS

CAPITAL IMPROVEMENT FUND accounts for capital improvement construction costs and financing
sources.

STORM DRAINAGE FUND accounts for the operation and maintenance costs of drainage systems in the
Town.

CHANNEL DRAINAGE DISTRICT accounts for tax revenues collected and channel maintenance costs.
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COMBINING BALANCE SHEET
JUNE 30, 2014
SPECIAL REVENUE FUNDS
Supplemental
Law
Enforcement Evans
County Services/ Creative Road
Measure A Gas Tax COPS Grant Design Measure M Construction
ASSETS
Cash and investment $659,430 $213,914 $58,069 $45,817 $592,210
Receivables:
Taxes
Grants $8,127
Total Assets $659,430 $213,914 $8,127 $58,069 $45,817 $592,210
LIABILITIES
Accounts payable $1,450
Due to other funds $7,976
Unearned revenue
Total Liabilities 1,450 7,976
FUND EQUITY
Fund balances
Restricted $659,430 212,464 151 $58,069 $45,817 $592,210
Assigned
Total Fund Balances 659,430 212,464 151 58,069 45817 592,210
Total Liabilities and Fund Balances $659,430 $213,914 $8,127 $58,069 $45,817 $592,210
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CAPITAL PROJECT FUNDS

Channel Total Nonmajor
Capital Storm Drainage Governmental
Improvement Drainage District Funds

$238,810 $29,917 $240,696 $2,078,863
5,559 5,559
8,127
$238,810 $29,917 $246,255 $2,092,549
$3,224 $4,674
7,976
$5,257 5,257
3,224 5,257 17,907
240,998 1,809,139
235,586 $29,917 265,503
235,586 29,917 240,998 2,074,642
$238,810 $29,917 $246,255 $2,092,549
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AND CHANGES IN FUND BALANCES
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SPECIAL REVENUE FUNDS
Supplemental
Law Enforcement Evans
County Services/ Creative Road
Measure A Gas Tax COPS Grant Design Measure M Construction
REVENUES
Property taxes
Measure A Grants $314,942
From other agencies $236,989 $90,966
Use of money and property 5,172 1,727 333 $651 $798 $8,203
Total Revenues 320,114 238,716 91,299 651 798 8,203
EXPENDITURES
Current:
Police 91,299
Public Works 26,285 5,181 190,033
Non-Departmental 12,165
Capital Outlay 3,870 161,678 250 32,900
Total Expenditures 30,155 166,859 91,299 12,415 32,900 190,033
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES 289,959 71,857 (11,764) (32,102) (181,830
NET CHANGE IN FUND BALANCES 289,959 71,857 (11,764) (32,102) (181,830)
BEGINNING FUND BALANCES 369,471 140,607 151 69,833 77,919 774,040
ENDING FUND BALANCES $659,430 $212,464 $151 $58,069 $45,817 $592,210
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Total
Channel Nonmajor
Capital Storm Drainage  Governmental
Improvement _Drainage District Funds
$96,098 $96,098
314,942
$3,067 331,022
$335 1,951 19,170
3,067 335 98,049 761,232
91,299
6,657 228,156
12,165
49,985 248,683
49,985 6,657 580,303
(46,918) 335 91,392 180,929
(46,918) 335 91,392 180,929
282,504 29,582 149,606 1,893,713
$235,586 $29,917 $240,998 $2,074,642
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COMBINING SCHEDULE OF REVENUES, EXPENDITURES
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BUDGET AND ACTUAL
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

SPECIAL REVENUE FUNDS
County Measure A Gas Tax
Variance Variance
Positive Positive
Budget Actual (Negative) Budget Actual (Negative)
REVENUES
Property taxes
Measure A grants $250,000 $314,942 $64,942
From other agencies $200,000 $236,989 $36,989
Use of money and property 5,172 5,172 1,727 1,727
Total Revenues 250,000 320,114 70,114 200,000 238,716 38,716
EXPENDITURES
Current:
Police
Public Works 24,845 26,285 (1,440) 6,170 5,181 989
Non-departmental
Capital Outlay 60,000 3,870 56,130 161,678 161,678
Total Expenditures 84,845 30,155 54,690 167,848 166,859 989
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES 165,155 289,959 124,804 32,152 71,857 39,705
Other Financing Sources (uses):
Transfer in
Total Other Financing Sources (uses)
NET CHANGE IN FUND BALANCES $165,155 289,959 $124,804 $32,152 71,857 $39,705
BEGINNING FUND BALANCES 369,471 140,607
ENDING FUND BALANCES $659,430 $212,464
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SPECIAL REVENUE FUNDS

Supplemental Law
Enforcement Services / COPS Grants Evans Creative Design Fund Measure M
Variance Variance Variance
Positive Positive Positive
Budget Actual (Negative) Budget Actual (Negative) Budget Actual (Negative)
$100,000 $90,966 (39,034) $75,000 ($75,000)
333 333 $310 $651 $341 798 $798
100,000 91,299 (8,701) 310 651 341 75,798 798 (75,000)
100,000 91,299 8,701
126,387 126,387
12,165 12,165
250 250 35,000 32,900 $2,100
100,000 91,299 8,701 138,802 12,415 126,387 35,000 32,900 2,100
(138,492) (11,764) 126,728 40,798 (32,102) (72,900)
($138,492) (11,764) $126,728 $40,798 (32,102) ($72,900)
151 69,833 71,919
$151 $58,069 $45,817
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TOWN OF ATHERTON
BUDGETED NON-MAJOR GOVERNMENTAL FUNDS

COMBINING SCHEDULE OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES

BUDGET AND ACTUAL
FOR THE FISCAL YEAR ENDED JUNE 30, 2014

SPECIAL REVENUE FUND CAPITAL PROJECTS FUND
Road Construction Capital Improvement
Variance Variance
Positive Positive
Budget Actual (Negative) Budget Actual (Negative)
REVENUES
Property taxes
Measure A grants
From other agencies $350,000 $3,067  ($346,933)
Use of money and property $3,300 $8,203 $4,903
Total Revenues 3,300 8,203 4,903 350,000 3,067 (346,933)
EXPENDITURES
Current:
Police
Public Works 340,033 190,033 150,000
Non-departmental
Capital Qutlay 502,500 49,985 452,515
Total Expenditures 340,033 190,033 150,000 502,500 49,985 452,515
EXCESS (DEFICIENCY) OF REVENUES
OVER (UNDER) EXPENDITURES (336,733)  (181,830) 154,903 (152,500)  (46,918) 105,582
Other Financing Sources (uses):
Transfer in (70,000) 70,000
Total Other Financing Sources (uses) (70,000) 70,000
NET CHANGE IN FUND BALANCES (8336,733) (181,830) $154,903 ($222,500) (46,918) _ $175,582
BEGINNING FUND BALANCES 774,040 282,504
ENDING FUND BALANCES $592,210 $235,586
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Storm Drainage Channel Drainage District
Variance Variance
Positive Positive
Budget Actual  (Negative) Budget Actual (Negative)
$82,000 $96,098 $14,098
$335 $335 1,951 1,951
335 335 82,000 98,049 16,049
10,000 6,657 3,343
10,000 6,657 3,343
335 335 72,000 91,392 19,392
335 $335 $72,000 91,392 $19,392
29,582 149,606
$29,917 $240,998
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INTERNAL SERVICE FUNDS

Internal Service Funds are used to finance and account for special activities and services performed by a
designated department for other departments in the Town on a cost reimbursement basis.

The concept of major funds does not extend to internal service funds because they do not do business with
outside parties. For the Statement of Activities, the net revenues or expenses of each internal service fund is
eliminated by netting them against operations of the other Town departments, which generated them. The
remaining balance sheet items are consolidated with these same funds in the Statement of Net Position.

However, internal service funds are still presented separately in the Fund financial statements, including the
funds below.

EQUIPMENT REPLACEMENT FUND accounts for the financing of replacement equipment within the
Town such as vehicles and computer software.

WORKERS’ COMPENSATION INSURANCE FUND accounts for the financing of the Town’s
outstanding worker’s compensation liability.

GENERAL LIABILITY FUND accounts for other liabilities including employment liabilities and hosts

the insurance costs for liability claims and propetty losses. The activities for this fund provides for costs to
general liability insurance, employment practice insurance, and self-insured retention claim expense.

EMPLOYEE BENEFITS FUND accounts for financing the liabilities for compensated absences and other
post-employment benefits other than pension for Town General Fund departments.
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INTERNAL SERVICE FUNDS
COMBINING STATEMENTS OF NET POSITION
JUNE 30,2014
Workers'
Equipment  Compensation General Employee
Replacement Insurance Liability Benefits Total
ASSETS
Current Assets:
Cash and investments $324,426 $111,193 $390,716 $1,395,163 $2,221,498
Other 2,500 2,500
Total Current Assets 326,926 111,193 390,716 1,395,163 2,223,998
Non-Current Assets:
Net OPEB assets (Note 9) 1,471,369 1,471,369
Capital assets:
Depreciable 1,067,829 1,067,829
Less: accumulated depreciation (651,464) (651,464)
Net Capital Asset 416,365 416,365
Total noncurrent assets 416,365 1,471,369 1,887,734
Total Assets 743,291 111,193 390,716 2,866,532 4,111,732
LIABILITIES
Current liabilities
Accounts payable 4,953 6,614 11,567
Claims payable 39,053 39,053
Compensated absences 283,779 283,779
Total current liabilities 4,953 39,053 290,393 334,399
Noncurrent liabilities
Compensated absences 245,770 245,770
Total noncurrent liabilities 245,770 245,770
Total Liabilities 4,953 39,053 536,163 580,169
NET POSITION
Net investment in capital assets 416,365 416,365
Unrestricted 321,973 111,193 351,663 2,330,369 3,115,198
Total Net Position $738,338 $111,193 $351,663 $2.330,369 $3,531,563
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TOWN OF ATHERTON
INTERNAL SERVICE FUNDS
COMBINING STATEMENTS OF REVENUES, EXPENDITURES

AND CHANGES IN FUND NET POSITION
FOR THE YEAR ENDED JUNE 30, 2014

Workers'
Equipment Compensation Gerneral Employee
Replacement Insurance Liability Benefits Total
OPERATING REVENUES

Charges for services $142,095 $114,438 $333,076 $2,676,555 $3,266,164

Total Operating Revenues 142,095 114,438 333,076 2,676,555 3,266,164
OPERATING EXPENSES

Insurance 88,909 129,503 218,412

OPEB expense 531,981 531,981

Employee benefits earned 177,640 177,640

Depreciation 112,435 112,435

Supplies and Maintenance 56,447 56,447
Total Operating Expenses 168,882 88,909 129,503 709,621 1,096,915

Operating Income (Loss) (26,787) 25,529 203,573 1,966,934 2,169,249
NONOPERATING REVENUES (EXPENSES)

Interest income 4,358 2,044 4,287 15,215 25,904
Total Nonoperating Revenues (Expenses) 4,358 2,044 4,287 15,215 25,904
Change in Net Position (22,429) 27,573 207,860 1,982,149 2,195,153

BEGINNING NET POSITION 760,767 83,620 143,803 348,220 1,336,410
ENDING NET POSITION $738,338 $111,193 $351,663 $2,330,369 $3,531,563
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TOWN OF ATHERTON
INTERNAL SERVICE FUNDS
COMBINING STATEMENTS OF CASHFLOWS
FOR THE YEAR ENDED JUNE 30, 2014

Workers'
Equipment Compensation General Employee
Replacement Insurance Liability Benefits Total
CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from other funds $142,095 $114,438 $333,076 $2,766,814 $3,356,423
Payments to vendors (93,617) (88,909) (259,385) (660,638) (1,102,549)
OPEB Trust contribution (2,000,000) (2,000,000)
Cash Flows from Operating Activities 48,478 25,529 73,691 106,176 253,874
CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Acquisition of capital assets, net (194,333) (194,333)
Principal payments on long term debt (107,000) (107,000)
Cash Flows (used for) Capital and Related
Financing Activities (194,333) (107,000) (301,333)
CASH FLOWS FROM INVESTING ACTIVITIES
Interest received 4,358 2,044 4,287 15,215 25,904
Cash Flows from Investing Activities 4,358 2,044 4,287 15,215 25,904
Net Cash Flows (141,497) (79,427) 77,978 121,391 (21,555)
Cash and investments at beginning of period 465,923 190,620 312,738 1,273,772 2,243,053
Cash and investments at end of period $324,426 $111,193 $390,716 $1,395,163 $2,221,498
Reconciliation of operating income (loss) to
net cash flows from operating activities:
Operating income (326,787) $25,529 $203,573 $1,966,934 $2,169,249
Adjustments to reconcile operating income to
net cash flows from operating activities:
Depreciation 112,435 112,435
Compensated absences 42,369 42,369
Change in assets and liabilities:
Other assets (2,500) ($1,909,741) (1,912,241)
Accounts payable (34,670) (8,954) 6,614 (37,010)
Accrued lability (120,928) (120,928)
Cash Flows from Operating Activities $48,478 $25,529 $73,691 $106,176 $253,874
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AGENCY FUNDS

Agency Funds account for assets held by a governmental unit in the capacity of agent for individuals,
governmental entities, and non-public organizations.

The Agency Funds used to account for monies held by the Town in a fiduciary capacity are as follows:
H-P PARK IMPROVEMENT FUND - Fund donated for Holbrook-Palmer Park improvement.

TREE COMMITTEE — Fund maintained for the Tree Committee.

77




TOWN OF ATHERTON
AGENCY FUNDS

STATEMENTS OF CHANGES IN ASSETS AND LIABILITIES

H-P Park Improvement Fund

ASSETS
Cash and investments

Total assets

LIABILITIES
Deposits payable

Total liabilities

Tree Committee

ASSETS
Cash and investments

Total assets

LIABILITIES
Deposits payable

Total liabilities

All Agency Funds

ASSET
Cash and investments

Total assets

LIABILITIES
Deposits payable

Total liabilities

FOR THE YEAR ENDED JUNE 30, 2014

Balance Balance
June 30, 2013 Additions Deductions June 30, 2014

$6,000 $68 $6,068

$6,000 $68 $6,068

$6,000 $68 $6,068

$6,000 $68 $6,068
$24,799 $281 $25,080
$24,799 $281 $25,080
$24,799 $281 $25,080
$24,799 $281 $25,080
$30,799 $349 $31,148
$30,799 $349 $31,148
$30,799 $349 $31,148
$30,799 $349 $31,148
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" IN/\MAZE

& ASSOCIATES
MEMORANDUM ON INTERNAL CONTROL

To the City Council of
the Town of Atherton, California

In planning and performing our audit of the basic financial statements of the Town of Atherton, in
accordance with auditing standards generally accepted in the United States of America, we
considered the Town’s internal control over financial reporting (internal control) as a basis for
designing our auditing procedures that are appropriate in the circumstances for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the Town’s internal control. Accordingly, we do not express an
opinion on the effectiveness of the Town’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 a combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the Town’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. In addition, because of inherent limitations in internal control, including the
possibility of management override of controls, misstatements due to error or fraud may occur
and not be detected by such controls. 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 exit that have not been identified.

Included in the Schedule of Other Matters are recommendations not meeting the above
definitions that we believe to be of potential benefit to the Town.

The Town’s written responses included in this report have not been subjected to the audit
procedures applied in the audit of the financial statements and, accordingly, we express no
opinion on them.

This communication is intended solely for the information and use of management, City Council,
others within the organization, and agencies and pass-through entities requiring compliance with
Government Auditing Standards, and is not intended to be and should not be used by anyone
other than these specified parties.

/Y\(lay 4 e valoo

Pleasant Hill, California
December 19, 2014
T 925.930.0902
Accountancy Corporation F 925.930.0135
3478 Buskirk Avenue, Suite 215 E Maze@mazeassociates.com
Pleasant Hill, CA 94523 w mazeassociates.com
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MEMORANDUM ON INTERNAL CONTROL
SCHEDULE OF OTHER MATTERS
2014-1: Compliance with California Government Code Reporting Requirements

Criteria: California Government Code Section 53646, Subsection B (1) indicates that the quarterly Treasurer’s
Report should be submitted to the legislative body within 30 days of the close of a given quarter.

Condition: We noted that the March 2014 Treasurer’s Report was submitted to Council on June 18, 2014,
outside of the thirty-day window.

Effect: The Town is not in compliance with the above Subsection of the California Government Code 53646.
Cause: Town staff was backlogged in the middle of budget and other council items at the time.

Recommendation: We recommend that the Town ensures that quarterly Treasurer’s Report are submitted to
Council in a timely manner (within thirty days of quarter’s end).

Management Response: Town staff agrees with being in compliance with California Government Code
Reporting requirements. The City Council meets once a month. We will work diligently to ensure that the
Treasurer’s Report is submitted to the Council within 30 days of close of the quarter, or the next available
council meeting after quarter end.

2014 -2: Compliance with Town’s Purchasing/Procurement Cards Policy

Criteria: According to Section 3.16.080 “Purchase/Procurement Cards™ of the Town’s Purchasing Ordinance,
Department heads are authorized to make purchases up to one thousand dollars ($1,000) using Town authorized
procurement cards. Combined monthly procurement card purchases shall be limited to no more than three
thousand dollars ($3,000) for any department.

Condition: The Purchasing Ordinance has no mention of allowing department heads to authorize a temporary
increase over the $1,000 limit.

We tested twenty-five disbursements during the current year audit. We noted that one of the selections (a
procurement card payment made to IMPAC Government Services for the amount of $1,862 with Check#16140)
exceeded the $1,000 limit.

Effect: The Town is not in compliance with its Purchasing Ordinance.

Cause: This issue was due to the fact that a clause from the Town’s older credit card handbook which stated
that “In specific instances, transactions greater than $1,000 can be approved by the Department Head if the
purchase meets all other requirements.” The Finance Department still practiced based on this guideline.
However, this clause was not included in the latest version of the Town’s Purchasing Ordinance.

Recommendation: We recommend that the Town either have the Town Council amend the current ordinance to
include the specific clause, or the Town strictly follow its current Purchasing Ordinance of the $1,000 limit for
procurement card transactions.



MEMORANDUM ON INTERNAL CONTROL
SCHEDULE OF OTHER MATTERS
Management Response: Town staff agrees with recommendation to amend the current ordinance. At its
October 15, 2014 City Council meeting, Staff brought forth to the City Council changes to the Purchasing

Ordinance with respect to limit for procurement card transactions.

2014 - 3: Depreciation Calculation of Capital Assets

Criteria: System calculated depreciation should be reviewed at year-end closing for reasonableness and
consistency.

Condition: In reviewing the calculation of depreciation provided by the Town, we noted that all capital assets
were being depreciated using the half-year-convention depreciation method compared to the full-year
depreciation method the Town used in prior years.

Effect: The Town’s accumulated depreciation balance was understated at June 30, 2014, before audit
adjustment was posted.

Cause: The Town has utilized the half-year convention depreciation method in prior years for new assets. The
Town’s financial system defaults to this method to all capital asset unless the option was unchecked. However,
the process of unchecking the option was overlooked this year.

Recommendation: We recommend staff review the system generated depreciation expense calculation for
reasonableness and consistency as part of the year-end closing procedures.

Management Response:

Staff is aware that it should be a full-year depreciation. In the Springbrook financial system, there is a half-year
check option which should only be checked to apply to the new assets added in the current fiscal year. This was
overlooked. When the yearly depreciation was run, the half-year option was checked to apply to all assets. This
will be taken into consideration and will be a pointed item of review in our year end closing process.

2014 - 4: Information System Review

Background - We conducted an Information Systems Review with our audit which encompassed the financial
information system and the network environment that houses it. Internal controls that are present in the overall
network environment have become more important and relevant to understanding the internal controls over the
financial system. We believe Information System controls must be continuously improved and enhanced to stay
ahead of the ever increasing sophistication of hackers and criminals.

Currently, there are no Information Technology standards to which local governments are required to conform.
Indeed there are a wide variety of informal guidelines and suggested controls from many different organizations
which local governments can use to implement appropriate controls to ensure adequate security over information
technology. Our Information Technology staff have reviewed these informal guidelines and concluded that the
certification and accreditation framework developed by the National Institute of Standards and Technology
(NIST) for the Federal Information Security Management Act (FISMA) is the most appropriate for local
government. NIST and FISMA represent the minimum security requirements for federal government agencies
information systems. NIST recommends these for state and local governments. Our procedures included
performing an external network scan based on NIST criteria and in determining that internal control provides for:



MEMORANDUM ON INTERNAL CONTROL

SCHEDULE OF OTHER MATTERS

Internet access defenses including hacker prevention, detection and deterrent systems
Security of data from physical or network access

Adequately protecting data from unauthorized internal access

Reasonable measures to ensure continuation of service

Information systems risk management

A summary of these recommendations which we believe are “best practices” are as follows:

Patch and Vulnerability Management

Our scans indicate the Town’s information systems have numerous vulnerabilities, which may be due in part
from a lack of patch management, vulnerability scanning, or configuration management. While these
vulnerabilities do not directly affect the financial reporting of the Town, they do present an unnecessary risk to
the Town’s information systems. The Town should develop a patch and vulnerability management program.
“Patch and vulnerability management is a security practice designed to proactively prevent the exploitation of IT
vulnerabilities that exist within an organization. The expected result is to reduce the time and money spent
dealing with vulnerabilities and exploitation of those vulnerabilities. Proactively managing vulnerabilities of
systems will reduce or eliminate the potential for exploitation and involve considerably less time and effort than
responding after exploitation has occurred.” For guidance on implementing effective patch and vulnerability
management see NIST SP 800-40 Ver. 2 Creating and Patch and Vulnerability Management Program.

Session Locks

The Town does not have session locks turned on for the financial application or the workstation operating
systems. A session lock is a temporary lockout of the operating system or financial application when a user
stops work and typically moves away from the immediate physical vicinity of the computer. Generally,
employees may leave their workstation for lunch or break and not log off or log out of the application. This
leaves the operating system or financial application open and available to any passerby. Any person with
physical access would be able to perform any tasks the absent user has privileges or rights to do. At the very
least workstations should be set to lock out the workstation after a period of inactivity. Best practice would be to
have both the operating system and financial application have lockouts after a period of inactivity.

Management Response:

Staff had a discussion with Maze & Associates IT Director regarding Information Systems Review and we also
believe “Information System controls must be continuously improved and enhanced to stay ahead of the ever
increasing sophistication of hackers and criminals.” Staff will take the information suggested in advisement and
meet with our IT contractor to implement appropriate controls to ensure adequate security over our information
technology. Staff will work with our IT contractor on how we can mitigate our systems risks. Staff will also
work with Maze and Associates to set up free scans of our system so as to ensure proper risk management of our
system is in place. '
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NEW GASB PRONOUNCEMENTS OR PRONOUNCEMENTS NOT YET EFFECTIVE

The following comment represents new pronouncements taking affect next year. We have cited them here to
keep you abreast of developments:

GASB 68 - Accounting and Financial Reporting for Pensions (an amendment of GASB 27)

This Statement will have a material impact on the Town’s financial statements. The primary objective of this
Statement is to improve accounting and financial reporting by state and local governments for pensions.

This Statement establishes standards for measuring and recognizing liabilities, deferred outflows of resources,
and deferred inflows of resources, and expense/expenditures. For defined benefit pensions, this Statement
identifies the methods and assumptions that should be used to project benefit payments, discount projected
benefit payments to their actuarial present value, and attribute that present value to periods of employee service.

In financial statements prepared using the economic resources measurement focus and accrual basis of
accounting, a single or agent employer that does not have a special funding situation is required to recognize a
liability equal to the net pension liability. The net pension liability is required to be measured as of a date no
earlier than the end of the employer’s prior fiscal year (the measurement date), consistently applied from period
to period.

Note disclosure and required supplementary information requirements about pensions also are addressed.
Distinctions are made regarding the particular requirements for employers based on the number of employers
whose employees are provided with pensions through the pension plan and whether pension obligations and
pension plan assets are shared.

The following are the major impacts:

e This Statement requires the liability of employers and nonemployer contributing entities to employees
for defined benefit pensions (net pension liability) to be measured as the portion of the present value of
projected benefit payments to be provided through the pension plan to current active and inactive
employees that is attributed to those employees’ past periods of service (total pension liability), less the
amount of the pension plan’s fiduciary net position.

e Actuarial valuations of the total pension liability are required to be performed at least every two years, .
with more frequent valuations encouraged. If a valuation is not performed as of the measurement date,
the total pension liability is required to be based on update procedures to roll forward amounts from an
earlier actuarial valuation (performed as of a date no more than 30 months and 1 day prior to the
employer’s most recent year-end).

e The actuarial present value of projected benefit payments is required to be attributed to periods of
employee service using the entry age actuarial cost method with each period’s service cost determined as
a level percentage of pay. The actuarial present value is required to be attributed for each employee
individually, from the period when the employee first accrues pensions through the period when the
employee retires.

Management’s Response:

The implementation of this pronouncement relies on the information to be provided from PERS. Staff
will review the implementation and work with PERS to comply with this statement.
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GASB 69 — Government Combinations and Disposals of Government Operations

This Statement establishes accounting and financial reporting standards related to government combinations and
disposals of government operations. As used in this Statement, the term government combinations includes a
variety of transactions referred to as mergers, acquisitions, and transfers of operations.

Management’s Response:

Management is reviewing the implementation of this statement and will comply with the requirements
for Fiscal Year 2014-15 as applicable.

GASB 71 - Pension Transition for Contributions Made Subsequent to the Measurement Date—an
amendment of GASB Statement No. 68

The objective of this Statement is to address an issue regarding application of the transition provisions of
Statement No. 68, Accounting and Financial Reporting for Pensions. The issue relates to amounts associated
with contributions, if any, made by a state or local government employer or non-employer contributing entity to
a defined benefit pension plan after the measurement date of the government’s beginning net pension liability.

Management’s Response:

The implementation of this pronouncement relies on the information to be provided from PERS. Staff
will review the implementation and work with PERS to comply with this statement.



This Page Left Intentionally Blank



MEMORANDUM ON INTERNAL CONTROL
STATUS OF PRIOR YEAR OTHER MATTERS

2013 -1: Compliance with Investment Policy

Criteria: Pursuant to the Town’s investment policy, the Local Agency Investment Fund (LLAIF) investment
shall not exceed 50% of the Town’s portfolio.

Condition: In our testing of the December 2012 Treasurer’s Report, we determined that the Town’s investment
in LAIF represented 54% of the Town’s total investments at December 31, 2012. In addition we reviewed the
January 2013 Investment Report, and LAIF represented 53% of the Town’s total investments at January 31,
2013.

Effect: The Town’s report does not demonstrate compliance with its Investment Policy.
Cause: Not all cash and investments are included on the Treasurer’s Report.

Recommendation: We recommend that the Town update their investment policy to reflect their current
investment activities or the Treasurer’s Report should be modified to demonstrate compliance with the policy.

Current Status:

The Town’s current investment policy still includes investment in the Local Agency Investment Fund
(LAIF) shall not exceed 50%. The Town currently adheres and monitors that their investment in LAIF is
below or at 50%. The total investment portfolio also takes into account the regular operating checking
and money market account, as well as the Cutwater investment report.

2013 -2: Timely Review of Monthly Bank and Investment Reconciliations

Criteria: Bank reconciliations and monthly investment reconciliations should be performed in a timely basis
and reviewed by those charged with governance in a timely manner.

Condition: We reviewed bank statement and investment reconciliations for the months of September 2012 and
February 2013 for timely preparation and review. It was noted the September 2012 bank reconciliation had no
audit evidence on it which would indicate it had been reviewed.

Effect: There was no review of the September 2012 Bank and investment reconciliation.

Cause: There was a transition period, from September 18, 2012 to October 10, 2012, where the old Finance
Director and the new Finance Director were both not here to review the reconciliations. The new Finance
Director did not officially come on board until October 10, 2012 and overlooked reviewing the previous -
month’s bank reconciliation where there was no finance director available to review.

Recommendation: We recommend timely reviews of the Town’s bank and investment reconciliations. We also
recommend that management go back and review the September 2012 Bank and investment reconciliation and
sign off as having reviewed the reconciliations.
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STATUS OF PRIOR YEAR OTHER MATTERS

2013 -2: Timely Review of Monthly Bank and Investment Reconciliations (Continued)

Current Status:

The Town’s bank accounts and investment Accounts are reconciled, reviewed and signed off in a timely
manner. The Finance Director reviews and signs all bank reconciliations.

2013-3: Compliance with Town’s Purchasing Ordinance and PO Policy

Criteria: Pursuant to the Town of Atherton’s Purchasing Ordinance 595 under section 3.16.070 it states that for
any purchases for service, supply, or equipment over the threshold of $1,000 requires a purchase order.

Condition: We judgmentally selected forty disbursements made during fiscal year 2013 and traced to proper
approval and supporting documentation. Of the forty disbursements we noted 1 exception where no purchase
order was present:

e Check #15052 Amount: $1,530 Payor: Edward A. Jasmin
e Payment was made for the Spring 2013 publishing of Athertonian Magazine.

Effect: The Town is not in compliance with its purchasing ordinance/policy.

Cause: There was a period of transition between Finance staff and City Management and certain policies were
overlooked.

Recommendation: The Town should ensure any purchase of services, supplies, or equipment over the threshold
of $1,000 has a purchase order attached to it so the Town adheres to the purchasing ordinances they have set
forth.

Current Status:

The Finance Department has made a concerted effort to ensure any purchases of services, supplies, or
equipment over the threshold of $1,000 have a purchase order. Also see Other Matter 2014-2.

2013 -4: Super-User Status in the General Ledger System

Criteria: The system administrator rights, or Super-User rights, allow full access of all the financial system
functions as well as assigning access functions to other staffs. To maintain a better internal control, Finance staff
is recommended not to have Super-User rights over the Town’s financial system.

Condition: We were informed and also noted in the review of City’s financial system access control that the
Finance Director has super-user rights to the Town’s Springbrook financial system.

10



MEMORANDUM ON INTERNAL CONTROL

STATUS OF PRIOR YEAR OTHER MATTERS

2013 -4: Super-User Status in the General Ledger System (Continued)

Effect: When Finance Staff have super-user rights, there is a potential risk of restricting or allowing access to
other user’s abilities to access the different modules in the accounting system (i.e. unauthorized adjustments can
be made to the general ledger). In addition, unauthorized transactions could be processed without proper review
and approval.

Cause: The Town’s need to access the general ledger system to correct any errors in a moment’s notice far
outweighs the benefits of having super-user rights delegated to someone outside the Finance Department.
Furthermore, the practicality of having the ability to manage the accounting system is also a motivating factor to
not designate it to anyone outside the Finance Department.

Recommendation: The Town should consider restricting super user rights to only non-Finance people, possibly
with someone in the Information Technology Department. If this approach is not practical for Town, Town
should consider designating a staff with independence to have a surprise review of financial staffs’ access and
usage of the financial system periodically.

Current Status:
Super-User rights are given to the Assistant to the City Manager/City Clerk Theresa DellaSanta. Also to

mitigate the control risk in Spring Brook, the Town already has a custom audit/monitor model in place
for Super-user that is signed off on and printed monthly.

2013 - 5: Timely Review and Reconciliation of Deposits Payable Details

Criteria: Timely review and reconciliation of deposits payables held by the Town should be performed per
prior year MOIC issued discussed 2011-03.

Condition: In response to fiscal year 2012 the Town responded to MOIC issue 2011-03 by stating that the
Town is currently working to continue to follow up and update the permit deposits process. Furthermore the
Town’s management stated that they would reconcile the details monthly and do a formal reconciliation twice a
year between the general ledger and the report schedule. During our inquiry of management during the interim
phase of the audit it was noted that these procedures have not yet been implemented.

Effect: The Town is still currently not reviewing or reconciling their deposits payables details as stated.

Cause: The town has experienced transitions and shortage of staff and had been unable to implement the formal
reconciliation and review.

Recommendation: The Town should implement their formal review and reconciliation as soon as possible.
Current Status:
The deposit payable schedule is reconciled monthly by accounting technician and with cooperation of
the building department and the CRW building production software. Deposits payable are refunded

when possible as building and planning projects are completed and signed off for refund of deposits on
hand on a project-by-project basis.

11
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& ASSOCIATES

REQUIRED COMMUNICATIONS

To Honorable Mayor and Members of the City Council of
The Town of Atherton,
Atherton, California

We have audited the basic financial statements of the Town of Atherton (the Town) for the year ended June 30,
2014. Professional standards require that we communicate to you the following information related to our audit
under generally accepted auditing standards.

Significant Audit Findings

Accounting Policies

Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by Town of Atherton are described in Note 1 to the financial statements. No new
accounting policies were adopted and the application of existing policies was not changed during the year,

except as follows:

The following Governmental Accounting Standards Board (GASB) pronouncements became effective, but did
not have a material effect on the financial statements:

GASB 65 - Items Previously Reported as Assets and Liabilities

GASB 67 — Financial Reporting for Pension Plans—an amendment of GASB Statement No. 25

GASB 70 - Accounting and Financial Reporting for Nonexchange Financial Guarantees

Unusual Transactions, Controversial or Emerging Areas
We noted no transactions entered into by the governmental unit 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.

T 925.930.0902

Accountancy Corporation F 925.930.0135
3478 Buskirk Avenue, Suite 215 E Maze@mazeassociates.com
Pleasant Hill, CA 94523 w mazeassociates.com
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Estimates

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 Town’s financial statements are depreciation and compensated
absences:

Management’s estimate of the depreciation is based on useful lives determined by management. These
lives have been determined by management based on the expected useful life of assets as disclosed in
Note 5 to the financial statements. We evaluated the key factors and assumptions used to develop the
depreciation estimate and determined that it is reasonable in relation to the basic financial statements
taken as a whole.

Accrued compensated absences which are comprised of accrued vacation and compensated time-off and
holiday pay is estimated using accumulated unpaid leave hours and hourly pay rates in effect at the end
of the fiscal year. We evaluated the key factors and assumptions used to develop the accrued
compensated absences and determined that it is reasonable in relation to the basic financial statements
taken as a whole.

Disclosures

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 clearly trivial, and communicate them to the appropriate level of management. We did

not propose any audit adjustments that, in our judgment, could have a significant effect, either individually or in

the aggregate, on the entity’s financial reporting process.

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 Town’s 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 a management representation
letter dated December 19, 2014.
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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 governmental unit’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 governmental unit’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 Information Accompanying the Financial Statements

With respect to the supplementary information accompanying the financial statements, 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.

With respect to the required supplementary information accompanying the financial statements, 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 did not express an opinion nor 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.

The Introductory Section included as part of the Basic Financial Statements have not been subjected to the auditing
procedures applied in the audit of the basic financial statements and, accordingly, we did not express an opinion
nor provide any assurance on them.

fokkokook

This report is intended solely for the use of the audit committee, City Council, and management and is not
intended to be, and should not be, used by anyone other than these specified parties.

Mege 4 Pmiale

Pleasant Hill, California
December 19, 2014

15



This Page Left Intentionally Blank



	Basic Financial Statements FY13-14 Staff Report RB
	Item No. 5
	FINANCE COMMITTEE STAFF REPORT
	RECOMMENDATION


	Atherton Basic Financial Statements FY 13-14
	atherton moic 2014

