The Comprehensive Annual Financial Report on the City of Palo Alto.


The CAFR defines the governmental reporting entity as the City of Palo Alto in the State of California.  The primary government is made up of nine council members that are elected by the residents of the city.  The council members appoint a mayor and a vice mayor amongst themselves.  The scope of the CAFR includes the City of Palo Alto’s governmental and utility operations plus two “component units”.  These two units, the Palo Alto Golf Course and Palo Alto Public Improvement Corporations, thou separate legal entities are financially accountable to the City.  The financial condition of the City of Palo Alto as reflected in the letter of transmittal is excellent.  It highlights the most significant financial condition changes in the following areas:



Financial Policy & Control



Spotlight On Council Priorities



Spotlight On Technology



General Government Highlights



Proprietary Highlights


The Comprehensive Plan Steering Committee incorporated a new Comprehensive Plan into the 1999-00 Budget and Capital Improvement Program.  The numbers presented in the narratives do check with the numbers presented on the financial statements and schedules.  The major fund types are described graphically in the introductory section.  The four top official appoints are City Manager, City Attorney, City Clerk and City Auditor.  A clear organization chart is presented in report.  A Certificate of Achievement for Excellence in Financial Reporting from the Government Finance Officers Association is included in the section.  The City also received an award from the California Society of Municipal Finance Officers (CSMFO) for “outstanding financial reporting”, that is reproduced for this report.  The City has being receiving both awards for the past five years.  

The independent CPA firm of Maze and Associates audited the financial statements in the report.  The auditor’s opinion is an unqualified report and the statements are in conformity with generally accepted accounting principles.  The statistical section was not audited and the auditors did not express an opinion on this section.  Palo Alto has not employed GASB No. 34.  The five combined statements that must be included are presented in the report.  Notes to the Financial Statements are present in the report.  The individual fund and combining financial statements are included after the Notes.  The combining statements do aggregate their respective fund types.  There is no MD&A in the CAFR since the City has not implemented GASB No. 34

The title given to the fund that serves as the general fund is General Fund.  The report describes the General Fund of the reporting entity as the General Fund of the primary government.  The basis of accounting used for the General Fund is the modified accrual basis of accounting.  The financial statement presentation is consistent with the stated basis.  The basis is consistent with both revenues and expenditures.  The City follows those Financial Accounting Standard Board Statements issued before November 30, 1989, which do not conflict with Governmental Accounting Standards Board Statements.

The following listed special funds are described as fund accounts for the proceeds derived from specific revenue sources:



Street Improvement



Federal Revenue



Housing In-Lieu



Special Districts



Transportation Mitigation



Local Law Enforcement



Downtown Planned Community

The report does not state why each special fund account was created.  The basis of accounting for these funds is modified accrual.  It is the same basis as the general fund.  The City follows those Financial Accounting Standard Board Statements issued before November 30, 1989, which do not conflict with Governmental Accounting Standards Board Statements.  The other governmental fund types are the Debt Service Funds and the Capital Project Fund.  The Debt Service in made up of the following funds:



Terman Lease



Golf Course



Civic Center Certificates of Participation



Special Assessment Debt

Palo Alto has not implemented GASB Statement No. 34.

The proprietary fund types included in the financial statements are in two main fund types the Enterprise Funds and the Internal Service Funds.  The Enterprise Funds are the following:



Water Services



Electric Services



Gas Services



Wastewater Collection



Wastewater Treatment



Refuse Services



Storm Drainage Services

The Internal Service Funds are used to account for special activities and services performed by a designated City department for other departments on a cost reimbursement basis.  The following are these funds:



Vehicle Replacement and Maintenance



Computer Equipment Replacement



Printing and Mailing Services



General Benefits and Insurance

The accounts do reflect that the proprietary funds are accounted for on a full accrual basis.

The fiduciary fund types are in two main groups, the Expendable Trust Funds and the Agency Funds.  The expendable trust funds account for assets held by the City in a trustee capacity under formal trust agreements.  The following are the expendable trust funds:



Community Projects Donations



Assets Seizure



Human Service Project



Retiree Health Benefit

The agency funds are custodial in nature and do not involve measurement of results of operations.  The City maintains two agency funds.  During the year ended June 30, 1999, the City established the Developer Deposits Agency Fund to account for performance deposits received from various developers.  The agency funds are as follows:



California Avenue Parking Assessment District



Deferred Compensation



Developer Deposits

The expendable trust and agency funds both use the modified accrual basis of accounting.  

The combined balance sheet includes a column for financial data on the General Fixed Assets Account Group and the General Long-Term Debt Account Group.

The Notes do include a summary of significant accounting policies.  The financial statements of the City of Palo Alto include the financial activities of the City as well as the Palo Alto Public Improvement Corporation and the City of Palo Alto Golf Course Corporation, both of which provide financing of public capital improvements for the City.  There are no notes disclosing any material violations of legal provision.  There are also no notes disclosing any deficit fund balance or net assets, or retained earnings of individual funds.  The Terman Lease and Golf Course Debt Service Funds expenditures exceeded budget in the amounts of $9,000 and $184,000 respectively.  The funds above incurred expenditures and operating transfers in excess of budget amounts above as the result of unanticipated expenses.  Sufficient resources were available within each fund to finance these excesses.

The system of classification of revenues used in fund statements are Taxes, Special Assessments, Licenses and Permits, Intergovernmental Revenues, Charges for Services, Fines and Miscellaneous Revenue.  The major classes used agree with the source classes listed in the text.  The differences are minor in terminology used to describe the sources.  Transfers, debt issues, and assets acquired under capital lease agreements are identified as described in the text.

The three most important sources of General Fund revenues are Sales Tax, and Rental Income and Property Taxes.  The three most important sources of the following special revenue funds:

	Fund Type
	Function of Fund

	Street Improvement
	Other taxes and fines, State of California and TDA grant

	Federal Revenue 
	Community Development Block Grant, Return on Investment and Other revenue from other agencies

	Housing In-Lieu
	Housing In-Lieu – commercial, Housing In-Lieu – residential and Return on Investment

	Special Districts
	University Avenue Parking, Other fees and California Avenue Parking

	Transportation Mitigation
	Traffic Mitigation and Return on Investment

	Local Law Enforcement
	Local Law Enforcement Block Grant, Federal Urban Aid and Return on Investment

	Downtown Planned Community
	Return on Investment


One-third of the revenue source of the City’s General Fund is not dependent on one source.  Property taxes accounts for 12% of revenues.  The notes clearly indicate recognition criteria for primary revenue sources.  The notes disclose details of the property tax calendar, including lien dates, levy dates, due dates and collection dates.

Charts, graphs and tables are included that show the changes over time in reliance on each revenue source.  There are interfund transfers between the fund types.   Interfund transfers are reported in the Other Financing Sources (Uses) after the Expenditures section.  Proceeds of debt issues are reported in the same section as interfund transfers in under Other Financing Sources (Uses).

The systems of classification of expenditures used in fund statements are; Fund, Function or Program, Organization Unit, Activity, Character, and Object.  The major classes used agree with the source classes listed in the text.  The differences are minor in terminology used to describe the sources.  Interfund transfers out shown are reported in the Other Financing Sources.  The three categories that caused the largest General Fund expenditures are; Community Services, Public Safety – Police and Public Safety – Fire.  There are no categories provided for the expenditures in each of the special revenue funds.

Charts, tables and graphs are presented to show the trend of General Fund expenditures by category for a period of 10 years.  The expenditure data is related to population of the governmental unit.

The budgetary comparison schedule or statement is called the Combined Statement of Revenues, Expenditures and Changes in Fund Balances – Budget and Actual.  The heading of the statement does not state “Non-GAAP.”  The Debt Service Fund is included in the comparison.  The inclusion is mandated by local ordinance.  The budgetary comparisons are present in both the combining statements and individual fund statements.  The original budget plus or minus budget amendments made during the year.  Further breakdown of amendments presented in Note 2 under Reconciliation with Original Appropriations.  The legal procedure for budget adoption and budget amendment are explained in Note 2 under Encumbrances.

Encumbrances outstanding at year-end are reported as reservations of fund balances since they do not constitute expenditures or liabilities and are reappropriated in the following year.  Unexpended appropriations lapse at year-end, must be reappropriated in the following year.  Expenditures may not legally exceed budgeted appropriations at the department level for the General Fund, and at the fund level for Special Revenue and Debt Service Funds.  The amounts in the Actual column are clearly labeled and the statement is on the GAAP basis.  The variance is shown only in dollars.  Explanations are provided in both the letter of transmittal and Notes to General Purpose Financial Statements.

The Reconciliation with Original Appropriations under Note 2 Budgets and Budgetary Accounting is clearly understand and straightforward.

In Note 1 reporting entity the following stated.  The financial activities of the Palo Alto Public Improvement Corporation and the City of Palo Alto Golf Course Corporation have been aggregated and merged (termed “blended”) with those of the primary government of the City in the accompanying financial statements.

The statements and schedules presented pertaining to the General Fund are Comparative Balance Sheets June 30, 1999 and 1998 and the Schedule of Revenues, Expenditures, and Changes in Fund Balance – Budget and Actual for the Fiscal Year Ended June 30, 1999.  The City’s statements and schedules are similar to the text in that they present they sum the liabilities and fund equity totals together.  The differences are more obvious.  In the supplemental section, the General Fund balance sheet and schedule present comparative information between the current fiscal year and the prior year.  On the balance sheet there is a title called FUND BALANCES this total is eventually added to the liabilities section to provide the total liabilities and fund balances.

The balance sheet statement is provided to present information on the current fiscal year’s assets and the liabilities and fund balances against those assets.  The schedule provides the user with comparative data on the appropriations and actual revenue received.  The statement and schedule adequately accomplish their intended purpose and leave very little doubt about the readability of the statement and schedule.  All assets presented in the balance sheet are current.

For the Special Revenue Funds a combining balance sheet statement is presented and a combining statements of revenues, expenditures and changes in fund balances are also presented.  Another statement, the combining statement of revenues, expenditures and changes in fund balances budget and actual with variance is presented on each individual special fund.

The combining balance sheet for the special revenue funds are designed to present the assets available in each fund and the liabilities and fund balances against those assets.  Not all the funds had incurred liabilities but all had fund balances that equated to the assets.  The combining statement of revenues, expenditures and changes in fund balances budget and actual statement is intended to provide a breakdown of how the revenues, expenditures relate to the appropriations and actual amounts and the variances for each item.  The statements did serve their intended purpose, of providing useful information to the user.

Capital assets are reported in the following three schedules; the schedule of changes in general fixed assets by source, the schedule of general fixed assets by function and activity and the schedule of changes in general fixed assets by function and activity.  The term fixed assets is used.  The second schedule discloses the asset usage by function and activity as they relate to the general fixed assets themselves.  The categories are land and improvements, buildings and structures and equipment.  Other Improvements are disclosed separately from Buildings.  All fixed assets are valued at historical cost or estimated historical cost if actual historical cost is not available.  Donated fixed assets are valued at their estimated fair market value on the date donated.  Public domain (infrastructure) general fixed assets, which include roads, bridges, curbs and gutters, streets ad sidewalks, drainage systems and lighting systems, have not been capitalized because these assets are immovable and of value only to the public.  No depreciation has been provided on general fixed assets.

The schedule of changes in general fixed assets by source discloses the how the acquisitions or construction of capital assets were financed.  All the sources for all the general capital assets are disclosed.  Three sources that account for the major portion are: -

	Sources of Financing
	Percentage of Fixed Assets Financed by Source

	Balances prior to July 1, 1994
	86%

	Capital Project Fund
	14%

	General Fund
	Less than 1%


The schedule of changes in general fixed assets by source discloses the source from which capital asset acquisitions and construction were financed.  The schedule of changes in general fixed assets by function and activity discloses the changes.  The accumulated cost of construction work in progress is recorded at a net plus other noncurrent assets in the proprietary fixed assets schedule in the Notes.  Net interest incurred on the proceeds of such borrowings are capitalized and added to the cost during the period of construction.

Depreciation of all proprietary fund fixed assets is charged as an expense against operations each year and the total amount of depreciation taken over the years, called accumulated depreciation, is reported on the proprietary funds’ balance sheet as a reduction in the book value of the fixed assets.

The title given to the fund that function as the capital projects fund is Capital Projects Fund.  The capital projects fund uses the modified accrual basis of accounting.  The financial statement presentation is consistent with the stated basis.  The basis used is consistent with GASB standards discussed in Chapter 5.  There is only one fund used for all projects.

The statements and schedules pertaining to the Capital Projects Fund are comparative balance sheets and comparative statement of revenues, expenditures and changes in fund balance budget and actual.  The differences are merely terminology and arrangement.  The fund balance is presented separately and later added to the liabilities.

Three main financial resources inflows are utilized by the capital fund.  These inflows are Bond proceeds, Transfers in and Return on investment.  The City issued Utility Revenue bonds that were sold at a premium.

The information provided is detail enough meet the information needs of administrators, legislators, creditors, grantors and interested residents.  No information is provided on projects that are incomplete in the capital project fund.

The City acquired a general capital asset under a capital lease agreement during the current year.  The present value of minimum lease rentals is recorded as an expenditure under the Debt Service Fund in the fund type.

Under the Notes to General Purpose Financial Statements evidence is presented on the General Long-Term Liabilities.  Under Note 7 – General Long Term Debt, the following seven paragraphs are presented:



The City’s Long Term Debt



Description of the City’s Long Term Debt



Debt Service Requirements (Table)



Debt Call Provisions (Illustration)



Leasing Arrangements



Debt without City’s Commitment

The report specifies that some of the following had provisions for payments, while others were funded by the state, they are; support tax-supported debt issues, capital lease obligations, claims, and compensated absence payments to be made in future years and the unfunded pension obligations.  Notes addressing these general long-term liabilities are presented throughout the Notes to General Purpose Financial Statements.

Some enterprise debt issues are backed by the full faith and credit of the City.  The primary liability and the contingent liability are disclosed in the Notes to General Purpose Financial Statements Notes 7,12,17, General Long Term Debt, Pension Plans, and Commitments and Contingencies respectively.

The changes in long-term liabilities are disclosed in the Notes, no schedule is prepared.  Interest payments and principal payments due in future are disclosed in the Notes.  The report states sources for future payments under the existing debt service laws and covenants.

No information is provided on debt limitations the closest discussion is in the letter of transmittal.

No information is provided on overlapping debt.

The general long term debt and special assessment debt are included in the General Long-Term Obligations Account Group.  The following list the kinds of debt service funds and the bond issues or other debt instruments to be serviced by each fund.

	Fund Type
	Function of Fund

	Terman Lease
	Accounts for revenues received to provide payments of principal and interest on the long-term lease of the former Terman School with the Palo Alto Unified School District

	Golf Course
	Accounts revenues received from the General Fund to provide payment of principal and interest associated with general obligation debt issued for the City’s golf course

	Civic Center Certificates of Participation
	Accounts for revenues received from the General Fund to provide payment of the Civic Center Certificate of Participation as they become due

	Special Assessment Debt
	Accumulate monies for payments of special assessment improvement bonds which are financed by assessments placed on property owner within the University Avenue and California Avenue Parking districts


The debt service for bonds to be retired from enterprise revenues is accounted for by enterprise funds.  The report states that the basis of accounting for the debt service fund is modified accrual basis of accounting.  The financial statement presentation is consistent with the stated basis and consistent with the basis stated in Chapter 6.

The comparison of net assets of each debt service fund at balance sheet date June 30, 1999 with the amount of interest and the amount of debt principal the fund will be required to pay early in the following year is presented below:

	Fund Type
	Amt. of Net Assets on Balance Sheet (in thousands of dollars)
	Early Ints. Pmts. on Debt (in thousands of dollars)
	Early Principal Pmts. on Debt (in thousands of dollars)

	Terman Lease
	330
	68
	395

	Golf Course
	739
	187
	183

	Civic Center
	857
	331
	485

	Special Assessment Debt
	5368
	370
	490


The CAFR does not contain a schedule of investment of debt service funds, what is contained is a list of all the investments made by the City.  The report discloses net earnings on investment during the year.  The special assessment debt fund did not have any income from investment.  The percentage of revenue of each debt service fund derived from earnings on investments is presented below;

	Fund Type
	Income – Return on Investment (in thousand of dollars)
	Percentage of ROI from Total Revenue and Other Transfers In

	Terman Lease
	18
	6.6%

	Golf Course
	31
	2.0%

	Civic Center
	45
	5.2%


Only the special assessment debt fund is the only one with a revenue source from levied taxes and this accounted for 100% source of the revenue for this fund.

The percentage of revenue of each debt service fund derived from Transfers In is presented below:

	Fund Type
	Revenue – Transfers In (in thousand of dollars)
	Percentage of ROI from Total Revenue and Other Transfers In

	Golf Course
	177
	11.2%

	Civic Center
	816
	94.8%


Another source of revenue is “From Other Agencies” which accounts for 93.4% of the revenue in the Terman Lease Fund.  Bond Proceeds accounts for 86.8% of total revenues for “Golf Course Fund.”  The basis for estimated revenues budgeted was not provided.

The debt service activity does appear to be well managed.  The investments are managed by a corporate fiduciary.  The basis for the fees are not disclosed.  No information is provided on how the fees are accounted.  More than one agent is employed.  The agent is custodian of all the City’s investments.  In Note 3, under Categorization of Credit Risk of Securities Instruments this table discloses the amount carried by custodian.  The information is reasonable in relation to interest payable and matured bonds payable.  The Notes to General Purpose Financial Statements and Supplemental Schedule section provide elaborate detail on interest payments and bonds.  

The periodic lease rental payments are accounted for as expenditures on the debt service fund statements.  The schedule has separate lines for debt service principal retirement and debt service interest and fiscal charges.  Yes, the provisions of SFAS No. 13 are being followed.

