CITY OF

Finance and Audit Committee

SPECIAL MEETING MINUTES

Date: 10/16/2019
Time: 5:30 p.m.
City Hall — “Sharon Heights” Conference Room, 2nd FI

MENLO PARK 701 Laurel St., Menlo Park, CA 94025

A.

D1.

D2.

D3.

Call to Order
Chair Tronson called the meeting to order at 5:31 p.m.

Roll Call

Present: Combs (arrived 5:39 p.m., excused 6:34 p.m.), Maguire, Mueller (arrived 7 p.m.),
Royse (arrived 5:32 p.m.), Shepherd, Tronson, Westcott
Absent: None
Staff: Lenka Diaz, Administrative Services Director
Dan Jacobson, Finance and Budget Manager
Angela Tran, Accounting Assistant Il

Public Comment

e Jim Lewis spoke in favor of the option to view City Council meetings from home and suggested
audiotaping the meetings and post to the website.
Regular Business

Approve the July 17, 2019, Finance and Audit Committee Meeting minutes

ACTION: Motion and second (Shepherd/Royse) to approve the minutes of the July 17, 2019
meeting, passed 5-0-2 (Combs and Mueller absent).

Overview of budget software replacement product functionality
City Councilmember Combs arrives at 5:39 p.m.

Finance and Budget Manager Dan Jacobson gave an overview of several options available on the
OpenGov platform, including dynamic revenue and expenditure reporting such as used by the City
of Minneapolis, MN (Attachment A), capital improvement plan (CIP) budgets such as those used by
the City of Ukiah, CA (Attachment B), and community input such as that used by the City of Novato,
CA (Attachment C).

Discuss timing and content of operating and Capital Improvement Plan (CIP) budget informational
workshop

The Committee discussed setting, content, and notification for an informational workshop for the
operating and CIP budgets. Topics identified included use of the OpenGov site, an overview of how
priorities are established for CIP projects, and methods for the community to engage with the City
Council. A tentative date of January 9, 2020 at 5:30 p.m. in the City Council chambers at 701 Laurel
Street, Menlo Park, CA 94025 was identified as the optimal choice given holidays and City Council
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goal setting.
No action was taken on this item.

E. Reports and Announcements
E1. Director’s report
Administrative Services Director Lenka Diaz reported out on:

e The City plans to implement two new software solutions, Govinvest (Attachment D) and
AdastraGov (Attachment E), to help understand and community present and future pension
liabilities and costs of labor agreements

o The fiscal year 2019-20 adopted budget is available online on the City’s website

¢ The information technology master plan (ITMP) continues to be implemented with land
management software nearing completion

E2. Subcommittee reports

The comprehensive annual financial report (CAFR) subcommittee provided an example of a rewrite
for the management’s discussion and analysis (MD&A) and a number of clarifying questions about
the CAFR for the fiscal year ended June 30, 2018 (Attachment F).

The budget subcommittee provided a memo outlining a side-by-side comparison with elements in
the City of San Clemente’s budget document (Attachment G).

The pension subcommittee provided a memo outlining concerns with the methodology used in the
annual pension valuation reports (Attachment H).

E3. Rolling Agenda Items
No items have been added to the rolling agenda from this meeting. The current list of items includes:

Sale of assets

Review of utility user’s tax cap

Listing of parcels exempt from property taxes
Library financing

Developer agreements

Community amenities fund

F. Adjournment
Chair Tronson adjourned the meeting at 8:01 p.m.

These minutes were approved at the November 20, 2019 Commission meeting.
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City of Ukiah

Water Resources

Large Scale Solar

Project Number: 18067

The Water Resources Department spends approximately $600,000 per year on electricity. There are numerous
opportunities for grants to construct solar projects that will significantly reduce these annual costs. The
department will be investing in the necessary planning and engineering to be able to qualify for grant funding.

Project Costs Year-to-Date

This graph is a representation of the year-to-date actuals that have been spent on the
Large Scale Solar Project. Demonstrated is the expenditure by month for FY 18/19. The
graph is interactive and by moving the cursor over the line, the graph will populate the
amount spent by month.

https://stories.opengov.com/ukiahca/published/TkQI8YLCw 112
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This section demonstrates the project start date and potential completion date. The graph demonstrates yearly
expenditures for Large Scale Solar project.

18067 - Large Solar

https://stories.opengov.com/ukiahca/published/TkQI8YLCw 2/12
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Replace Pressure Zone 2

Project Number: 15071

The new reservoir is needed due to the deteriorating condition of the existing one. This provides value to the
water customers as it provides storage for treated, potable water.

Project Costs Year-to-Date

This graph is a representation of the year-to-date actuals that have been spent on the
Replace Pressure Zone 2 Project. Demonstrated is the expenditure by month for FY
18/19. The graph is interactive and by moving the cursor over the line, the graph will
populate the amount spent by month.

https://stories.opengov.com/ukiahca/published/TkQI8YLCw 3/12
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Water Main Replacement

Project Number: 18051
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TheBeA#rson Lane Water Main is needed in order to upgrade a failing water main. The replacement must take
place to provide potable water to the water customers.

Project Costs Year-to-Date
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Chlorine Contact Basin Replacement

Project Number: 18068

This project is to replace the chlorine contact basin with a new facility in order to increase production of
recycled water and meet Title 22 limits. The new basin will double the capacity of the existing contact basin.
The new facility will also be significantly easier to maintain which will reduce the production of chlorination
byproducts such as DCBM.

Project Costs Year-to-Date
This graph is a representation of the year-to-date actuals that have been spent on the
Chlorine Contact Basin Replacement Project. Demonstrated is the expenditure by month

for FY 18/19. The graph is interactive and by moving the cursor over the line, the graph
will populate the amount spent by month.

https://stories.opengov.com/ukiahca/published/TkQI8YLCw 6/12
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This section demonstrates the project start date and potential completion date. The graph demonstrates yearly
expenditures for Chlorine Contact Basin Replacement project.

18068 - Chlorine Contact Basin

https://stories.opengov.com/ukiahca/published/TkQI8YLCw 7112
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AWT Actuators and Valves

Project Number: 18053

These actuators and valves need to be replaced due to their age at the Wastewater Treatment Plant.

Project Costs Year-to-Date

This graph is a representation of the year-to-date actuals that have been spent on the AWT
Actuators and Valve Project. Demonstrated is the expenditure by month for FY 18/19.
The graph is interactive and by moving the cursor over the line, the graph will populate
the amount spent by month.

https://stories.opengov.com/ukiahca/published/TkQI8YLCw 8/12
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ThSPIb7ERE will replace the critical safety valve to monitor the outflow of chlorinated water into the river.

Water Resources

Project Costs Year-to-Date

This graph is a representation of the year-to-date actuals that have been spent on the
Chlorine Residual Arm and Valve Project. Demonstrated is the expenditure by month for
FY 18/19. The graph is interactive and by moving the cursor over the line, the graph will

populate the amount spent by month.
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Telemetry

Project Number: 18055

This project will add telemetry to automatically control discharge ratio.
Project Costs Year-to-Date

This graph is a representation of the year-to-date actuals that have been spent on the
Telemetry Project. Demonstrated is the expenditure by month for FY 18/19. The graph is
interactive and by moving the cursor over the line, the graph will populate the amount
spent by month.

https://stories.opengov.com/ukiahca/published/TkQI8YLCw 11/12
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March 26, 2017, 7:39 PM

Click to see how I would allocate $500

This shows a balanced budget that works for all of Novato, not just for a select area or recreation.

1 Supporter

Name not shown (/portals/137/message/semi_anonymous?titte=Name+not+shown) outside
Novato

June 26, 2017, 3:11 PM

Click to see how I would allocate $500

Tina G McMillan inside Novato

June 4, 2017, 11:05 PM

Click to see how I would allocate $500

Increase spending on police and public works is my first priority. Our police are understaffed compared to
cities of comparable size and complexity. We complain about crime but do not invest enough in our police
force. Our public works department is also understaffed as evidenced by the streets, medians, buildings,
parks and facilities in need of greater care. It's time we added staff and services that reflect the way we
value the physical upkeep and the safety of the entire city.

I agree with other residents posting to this survey that this approach is not helpful to articulating a
viewpoint other than putting more money in areas of designated need. Police and public works are city
priorities that I support but to really understand areas of the budget where public input is needed I would
like to look at priorities in Capital Improvements and ask voters if after 30+ years of "Revitalizing Old
Town" they are ready to see money spent in other parts of Novato that could potentially add ... read more

Name not shown (/portals/137/message/semi_anonymous?titte=Name+not+shown) inside Novato

April 3, 2017, 3:12 PM

Click to see how I would allocate $500

Having moved from Alameda county, I really appreciate Novato's efficient and responsive Police services.
https://www.novato.org/community/get-involved/open-novato?pd_url=https%3A%2F %2Fwww.opentownhall.com%2Fportals%2F 137 %2FIssue_4774#... 2/3


https://www.opentownhall.com/portals/137/message/semi_anonymous?title=Name+not+shown
https://www.opentownhall.com/portals/137/message/semi_anonymous?title=Name+not+shown

Finance and Audit Committee Special Meeting Minutes )
11/142038er 16. 2019 Open Novato | City of Novato, CA

Paﬁeega%ﬂfmgour roads in good repair is important for public safety and for overall appearance of the town.

Karen Andresen inside Novato

March 30, 2017, 8:11 PM

Click to see how I would allocate $500

Name not shown (/portals/137/message/semi_anonymous?titte=Name+not+shown) inside Novato
March 28, 2017, 8:09 AM

Click to see how I would allocate $500

More speed enforcement in Hamilton area.
Involvement of Hamilton community in regards to allocation of CFD funds for landscaping and capital
improvements.

https://www.novato.org/community/get-involved/open-novato?pd_url=https%3A%2F %2Fwww.opentownhall.com%2Fportals%2F 137 %2FIssue_4774#...  3/3
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MANAGEMENT’S DISCUSSION AND ANALYSIS (Revision Example)
Fiscal Year Ended June 30, 2018

As management of the City of Menlo Park, we offer readers of the City’s financial statements this
narrative overview and analysis of the financial activities of the City for the Fiscal Year (FY) ended June
30, 2018. We encourage readers to consider the information presented here in conjunction with the
additional information furnished in our letter of transmittal beginning on page ___ and the City’s
financial statements, which begin on page .

FINANCIAL HIGHLIGHTS

e The City’s net position increased by $23.50 million to a total of $467.01 million

e Net position totals $125.35 million for governmental and $2.26 million for business-type funds

e The total program revenues and general revenues were S

e The net expenses of all governmental activities was $ . The net expenses of all business
activities was $

e During the year, the City’s governmental fund revenues exceeded expenditures by S million.

e The General Fund reported a net change in fund balance of $52.49 million

e For the General Fund, actual resources were greater than the final budget by and
actual expenditures were $57.58 million less than final budget.
e Total long-term debt liabilities were $ , which does not include the $52.48 million

debt issued by the Successor Agency for the City’s former redevelopment agency.
OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the City of Menlo Park’s basic
financial statements. The City’s basic financial statements are comprised of three components: 1)
Government-wide financial statements; 2) Fund financial statements; and 3) Notes to the financial
statements. This report contains other supplementary information in addition to the basic financial
statements and required information.

Government-wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of
the City of Menlo Park’s finances, in a manner similar to a private-sector business. These government-
wide financial statements can be found starting of page __ of this report.

The Statement of Net Position presents financial information on all of the city’s assets, liabilities and
deferred inflows/outflows of resources, with the difference reported as net position. Over time,
increases or decreases in net position may serve as a useful indicator of whether the financial positon of
the City is improving or deteriorating.

The Statement of Activities presents information showing how the government’s net position changed
during the most recent fiscal year. All changes in net positon 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 leaves.)

Both of the government-wide financial statements distinguish functions of the City that are principally
supported by taxes and intergovernment revenues (governmental activities) from other functions that
are intended to recover all or a significant portion of their costs through user fees and charges (business-
type activities). Government activities of the City include general government, public safety, public
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works, community development, libraries, and parks and recreation. Business type activities include
water and

The government-wide statements include not only the City of Menlo Park itself (known as the primary
government) but all legal entities for which the City is financially accountable. Accordingly, the financial
information for the Successor Agency of the Las Pulgas Redevelopment Project Area and

(?) are included as an integral part of the City’s financial statements and reported as
blended component units.

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 City, like other state and local governments, uses
fund accounting to demonstrate compliance with finance-related legal requirements.

All of the funds of the City can be divided into three categories: governmental funds, proprietary funds,
and fiduciary funds.

Governmental Funds are used to account for the same functions reported as governmental activities in
the government-wide financial statements. However, unlike 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 assessing a government’s near-term financing requirements. The City’s
largest and most active government fund is the General Fund.

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 balance provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities. These reconciliations are required because the
government-wide statements are prepared on the full accrual basis of accounting while the fund
statements are prepared on the modified accrual basis of accounting. These reconciliations can be found
on pages immediately following the Balance Sheet and Statement of Revenues, Expenditures
and Changes in Fund Balances for Governmental Funds.

Proprietary Funds are Enterprise and Internal Service funds.

The City uses an Enterprise Fund to account for the financing of goods and services provided to external
users. The water distribution operations of the Menlo Park Municipal Water District are the only
enterprise activities of the City. At the close of fiscal year 2017-18, the City’s internal service funds
reported a combined ending net position of $3.23 million. This is a $1.48 million increase from the prior
year and is primarily the result of an increase in cash and investments.

Internal Service Funds are used to account for the financing of goods or services provided by one
department or agency to other departments or agencies of the government and to other government
units, on a cost reimbursement basis. As of the close of fiscal year 2017-18, the City’s internal service
funds reported a combined ending net position of $3.25 million. This is a $1.48 million increase from the
prior year and is primarily the result of an increase in Cash and investments.
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The proprietary fund statements provide information for the ___ and the Internal Service funds. All of
the Internal Service Funds are combined into a single, aggregated presentation in the proprietary fund
financial statements. Individual fund data for the Internal Service Funds is provided in the form of
combining statements.

Fiduciary Funds are used to account for resources held for the benefit of parties outside of the City. The
City is the trustee, or fiduciary, for certain funds held in a trustee or agency on behalf of individuals,
private organizations, other governments, and/or other funds. The City’s fiduciary activities are reported
in separate Statements of Fiduciary Net Position. These activities are excluded from the City’s other
financial statements because the City cannot use these funds’ assets to finance its operations. The City is
responsible for ensuring that the assets reported in these funds are used for their intended purposes.

Notes to the Financial Statements

The notes provide additional information that is essential to the reader for a full understanding of the
data provided in the Government-wide and Fund Financial Statements.

Required Supplementary Information

In addition to the basic financial statements and accompanying notes, the report presents required
supplementary information concerning the City’s progress in funding its pension benefits to employees
and information on the budget to actual comparisons for major funds.

The other supplementary information provides combining statements that were referred to earlier in
connection with the non-major governmental funds, the non-major proprietary funds and the Internal
Service funds.

The inclusion of the Statistical Section provides useful historical trend data on the City.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

The following summaries of net position and of changes in net position are presented for the fiscal years
ended June 30, 2018 and June 30, 2017.

Insert Chart: City of Menlo Park’s Net Position (page 9 in the CAFR)
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The City’s assets and deferred outflows exceeded liabilities and deferred inflows by million at
June 30, 2018 as compared to at June 30, 2017. The City’s net position increased $23.50
million in the fiscal year ended June 30, 2018. This was primarily due to an increase in the City’s cash
position. When comparing the City’s net position between years, note that the City restated its net
position as $51.24 million higher at the beginning of the fiscal year than the end of the prior year. This
one-time change is due to the implementation of Government Accounting Standards Board new
requirements for financial reporting of Postemployment Benefits other than Pensions. This one-time
change is explained in greater detail in Notes 1 and 22 in the Notes to Basic Financial Statements.

The largest portion of the City’s net position (79.7 percent) is its investment in capital assets (i.e. land,
buildings, equipment, improvements, construction in progress, and infrastructure) less any related debt
used to acquire those assets that are still outstanding. Capital assets are used to provide services to
residents: consequently these assets are not available for future spending. The City’s net investment in
its capital assets is reported net of related debt.

It should be noted that the resource needed to pay this debt must be provided from other sources since
the capital assets themselves cannot be used to liquidate these liabilities.

An additional portion of the City’s net position (15.7 percent) represents resources that are subject to
external restrictions on how they may be utilized. They are subject to these restrictions because

The remaining balance of unrestricted net assets (4.6 percent) may be used to meet the government’s
ongoing obligation to residents and creditors, a decrease of $1.37 million compared to prior year. The
decrease is due to

The total investment in capital assets was $

Insert chart: City of Menlo Park’s Changes in Net Position (page 10)
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The City’s governmental activities net position increased by $21.24 million. Revenues increased by
$16.52 million largely due to increases in property, sales, and transient occupancy taxes as well as
charges for services. Property taxes continued to experience a position year with significant growth in
assessed valuations. Transient occupancy taxes increased as a result of opening more hotels, and higher
occupancy and average room rates for most.

Charges for services are $11.42 million higher driven largely by the collection of impact fees from
developers. These fees are reported in the statements. (MORE NARRATIVE DETAIL IS
NEEDED FOR THESE FEES. ALSO SUGGEST A SEPARATE TABLE SHOWING FINANCIAL DETAILS

Expenses increased by $6.06 million from FY 2017. The expense increases were largely due to an
increase in pension expenses and staffing costs. Pension expense increased by $1.19 million due to a
significant unfunded pension liability. This expense is allocated to government activities as a percentage
of payroll. Staffing costs increased due to adding _ new full-time employees in the and

departments. They also include cost-of-living adjustments negotiated by the City’s bargaining
units.

The following charts have been derived from the Statement of Activities and Changes in Net Position.

Expenses — Government Activities Revenues -- Government Activities
Instead of a pie chart for 2018 only, Instead of a pie chart for 2018 only,
suggest a bar chart that allows a suggest a bar chart that allows a
comparison of 2018 and 2017 details. comparison of 2018 and 2017 details.
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FINANCIAL ANALYSIS OF INDIVIDUAL FUNDS
Major Fund Balances — Governmental Funds

The City uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. A key function of fund accounting is to segregate resources for transparency. Each major
fund is presented separately and all non-major governmental funds are aggregated into a single other
governmental fund category.

To be considered a major fund, an individual fund reports at least 10 percent of any of the following
total governmental fund: 1) assets, 2) liabilities, 3) revenues, or 4) expenditures.

There are four major funds in the Governmental Funds category. The General Fund is always considered
a major fund. The Housing and Transportation Funds were reclassified to Non-Major Governmental
Funds as of June 30, 2018 although prior year balances are included in the table below.

The following table shows a comparison of the fund balance for Major and Non-Major Governmental
Fund Balances

Insert Table: Summary of Major and Non-Major Governmental Funds (give chart a title)

Table to insert on page 13

General Fund Balance

The General Fund is the primary operating fund of the City. Most City services are accounted for in the
General Fund. At the end of the current fiscal year, the General Fund’s fund balance was $37.12 million,
an increase of $3.90 million from the prior year. Of the $37.12 million General Fund balance, $1.40
million was categories as “non-spendable” because

In addition to the non-spendable category, the City’s General Fund Reserve Policy sets aside:
(“committed” fund balance) $9.30 million for emergency contingencies, $12.00 million to mitigate the
effects of major economic uncertainties, and $4.30 million for strategic pension funding opportunities.

The pension-related reserve is slated to grow when the General Fund achieves a net operating surplus in
a given year. The current $4.30 million reserve reflects an increase of $1.0 million from the prior year.
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As of June 30, 2018, the City’s General Fund unrestricted fund balance equaled 46 percent of the fund'’s
budget fiscal year 2018-19 expenditures, including transfers.

Below Market Rate Housing Fund Balance

Overview: The Below Market Rate Housing (BMR) Fund became a major fund for financial statement
purposes starting in fiscal year 2011-12. The BMR Housing Program was established in 1987 to increase
the housing supply for people who live and/or work in Menlo Park and have limited income per the
limits established by San Mateo County. The program requires the provision of BMR units or in-lieu fees
for certain development projects. State law requires that all BMR in-lieu fees be committed to
affordable housing development within five years of collection.

During the 2017-18 fiscal year, the fund had revenue that included $6.11 million of BMR in-lieu fees,
$0.13 million in interest on outstanding loans and interest earnings from resources held in cash and
investments. The fund had expenditures of $0.22 million for the overall administration of the BMR
program and for maintenance and rehabilitation work on various properties.

At June 30, 2018, the BMR Housing Fund balance was $24.67 million. While this amount is significant, it
is not all available for use on new BMR housing projects. Included in the fund balance are assets totaling
$8.86 million held as receivables or loans provided to non-profit affordable housing developers. When
deducted from the fund balance, the available balance for projects in future fiscal years is approximately
$15.81 million. It is anticipated that approximately $6 million of the available balance will be used for a
new project sponsored by Mid Pen Housing in fiscal 2018-19, however the City Council has yet to take
action to formally commit the funds as of the preparation of this document.

Insert table summarizing BMR finances
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Housing Fund
Note: this section needs additional details for clarity.

As Successor Agency for both housing and non-housing activities of the former redevelopment agency,
the City transferred all loans of the former CDA Housing Fund to the City’s own, newly established
Housing Fund in 2011-12. In previous years, the CDA Housing Fund had received twenty percent of all
the tax increment revenues of the former Agency to advance low- and moderate-income housing
programs in the area.

Per dissolution law, all future tax increment revenues will go to the County, and any unencumbered
funds of the former agency will be distributed to other taxing agencies once recognized obligations have

been paid. Tax increment revenues are defined as .As an
example,
The current Housing Fund of § exists to account for the $ in housing loans of the

former Agency. Net revenues from loan payments may go back to the fund to provide further loans or
to other qualifying housing programs. (LAST SENTENCE NEEDS ELABORATION. EXACTLY HOW DOES THIS
WORK?)

As of June 30, 2018 the City has elected to reclassify the Housing Fund as a Non-Major Governmental
Fund.

Insert table summarizing the housing fund finances

General Capital Improvement Project Fund Balance

In fiscal year 2017-18, General Capital Improvement fund expenditures were $4.66 million and included
work on major projects such as new sidewalks, downtown streetscape improvements, and
improvements to City buildings.

Total fund balance increased $0.54 million from prior fiscal year. However, revenues over expenditures
were a negative $3.23 million. To help offset the deficit, the fund received $3.78 million of transfers in
from other funds. As a result of these transfers, the ending fund balance was $18.29 million.
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The deficit in spending for this fiscal year is not cause for concern as the fund balance reflects an
accumulation of various City Council approved projects that are intended to be fully funded over time.

Insert table summarizing CIP numbers

Other Governmental Funds Balances

At the end of the 2017-18 fiscal year, the total fund balance of the City’s other 41 non-major
governmental funds was $40.45 million. This represents an increase of $5.74 million when compared to
prior fiscal year, with reclassification of balances for the Housing and Transportation Funds in the non-
major category, discussed in more detail below. The fund balances consist of 37 special revenue funds, 2
debt service funds, and 2 capital projects funds. Within the special revenue funds, 15 fund balances
increased over the course of the fiscal year, while 16 experienced a decrease and 9 had no change.

The largest fund balance increase was in the Recreation In-Lieu Fee Fund at $2.55 million. This fund is
utilized to fund capital infrastructure projects, and as such, large fluctuations in fund balance year-over-
year are not uncommon as revenues can accumulate over several years to ensure adequate funding for
large projects.

The largest decrease in fund balance was experienced in the Building Construction Road Impact Fee
Fund with a $1.59 million decline, attributed mostly to street resurfacing projects. Similar to the
Recreation In-Lieu Fee Fund, this fund is utilized to fund capital infrastructure projects and this decrease
is not uncommon.

Insert table summarizing the other Government Fund Balances & reduce narrative details
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Proprietary Funds

Proprietary Funds are comprised of enterprise funds and internal service funds. The City has one
enterprise operation, which is the Water Fund. The Menlo Park Municipal Water District (MPMWD) is a
self-supporting enterprise in which the sale of water to customers generates the revenue needed to
support the operations and capital needs of the district.

The Water Fund accounts for water supplied to the approximately 4,000 customers of the MPMWD. The
net position of the fund at June 30, 2018 was $29.79 million, an increase of $2.26 million from the prior
fiscal year. Revenue from water sales increased $1.85 million in fiscal year 2017-18 compared to prior
fiscal year; however, expenditures also increased by $0.91 million.

Insert table summarizing the proprietary funds and trim the narrative

Internal Service Funds

The City uses internal service funds to account for four major administrative activities: Workers’
Compensation Insurance, General Liability Insurance, Retiree Medical Benefits, Information Technology,
and Vehicle Replacement. Separation of these programs from the General Fund allows for better
tracking and allocation of the costs associated with these “overhead” activities and provides a
mechanism for funding those costs in the year incurred.

The Vehicle Replacement Fund collected charges for services of $0.86 million in fiscal year 2017-18 for
the cost of anticipated vehicle replacements. As of June 30, 2018, the Fund’s net position is $2.32
million. The Workers’ Compensation Insurance Fund collected charges for services in the amount of
$1.65 million and recorded expenditures of $1.19 million. The General Liability Fund collected charges
for services in the amount of $0.68 million but had expenditures in the amount of $0.94 million resulting
in a net loss of $0.26 million.

The Retiree Medical Benefits Fund was created in 2008-09 for the sole purpose of providing
contributions to the California Employers Retiree Benefits Trust (CERBT), the funding vehicle for the
City’s long-term obligations under its retiree medical benefits program. $9.2 million was sufficient to
fund the accumulated liability of these benefits in fiscal year 2007-08. Going forward, the amount of the
contributions are generated as a percentage-of-payroll charge, actuarially calculated to reflect full
funding of the normal (annual) cost of these benefits. In fiscal year 2017-18 these costs were $1.01
million, while charges for services were also $1.01 million. Overall the Fund had minimal positive net
income.

The information technology internal service fund is the most active of all internal services with staff to
support the vast majority of technological needs of the organization. Charges for services in this fund

10
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totaled $2.72 million offset by expenditures of $2.06 million in fiscal year 2017-18. As of June 30, 2018,
the fund’s net position is $0.80 million.

Insert table summarizing the Internal Service Funds and trim narrative

Fiduciary Operations
Note: The below section needs additional clarity. .

Fiduciary Fund Financial Statements are presented in the Basic Financial Statements separately from the
Government-Wide Financial Statements. They are presented separately because

Agency Funds: Prior to 2011-12, the City’s only fiduciary funds were agency funds, used to account for
certain assets (e.g. ) held on behalf of others (e.g. ). As the
City’s role is purely custodial for agency-related funds, all assets reported in the agency funds are offset
by a liability to the party on whose behalf they are held. Total assets of the agency funds held by the City
increased from $1.28 million to $1.74 million, which was due largely to the increase in refundable
deposits held for current development projects. These development projects include

. SUGGEST ADDING AN INCOME STATEMENT VIA A TABLE

A new private-purpose trust fund was established in 2011-12 to account for the activities related to the
dissolution of the former Community Development Agency of the City of Menlo Park. As previously
discussed, the former redevelopment agency was eliminated by State law as of February 1, 2012. All
assets and obligations (including long-term debt) of the former agency were transferred to the City, as
Successor Agency, as of that date.

The City reports its fiduciary responsibilities for its former Successor Agency in two ways. Housing loans
are reported as assets in that governmental fund. However, all other assets and liabilities are held in
trust capacity in a fiduciary fund. Unlike agency funds, trust funds report an “income statement”. As
such, the Successor Agency Trust from 2014-15 reports its activity in the Statement of Changes in
Fiduciary Net Position.

When the City’s Successor Agency was dissolved, the transferred debt of $ exceeded the
transferred assets of S to end the 2011-12 fiscal year with a negative net position of $26.84 million.

11
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This debt was due to and the assets needed to be transferred because

After the initial dissolution, the City was required to dispose of more assets purchased on behalf of the
former Community Development Agency. These assets included and and

Continued disposition of assets of the former community development agency led to extraordlnary
losses in the amount of $17.15 million in 2012- 13 and $7.37 million in 2013-14.

The net negative position is primarily a function of long-term liabilities (debt service) in the former
redevelopment project area. As of June 30, 2018, the fund’s net position was a negative $33.07 million,
a positive improvement over the June 30, 2017 net position by $2.80 million. This long-term debt is not
added to the City’s other long-term debt totals because the debt service is paid for by future property
tax revenues in the former redevelopment project area.

In practical terms, the debt is paid by (how this works needs a separate paragraph
such as that the debt is paid for by tax increment financing. If that’s the case, add a definition of tax
increment financing.

For additional information on this trust fund, please see Notes 6 and 17 to the financial statements.
CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets. The City’s investment in capital assets for its governmental and business-type activities
as of June 30, 2018 amounts to $372.23 million, net of accumulated depreciation. This investment in
capital assets includes land, buildings, improvements, machinery and equipment, infrastructure and
construction in progress. Infrastructure assets are items that are normally immovable and of value only
to the City such as roads, bridges, streets and sidewalks, drainage systems, lighting systems and similar
items.

The City’s investment in capital assets totaled $10.59 million for fiscal year 2017-18. This amount is
reduced by accumulated depreciation charges of $6.77 million and net retirements of assets totaling
$0.11 million. Detailed information on the City’s capital assets can be found in Note 4 of this report.

Long-term Liabilities

The City’s total bonded debt obligations, Note 6, decreased by $0.44 million during fiscal year 2017-18
due to the scheduled annual payment of principal balances of outstanding debt. The largest principal
payment of $0.37 million was made on the 2012 General Obligation Refunding Bonds, leaving a
remaining balance for this obligation of $7.50 million as of June 30, 2018. As of June 30, 2018, the City’s
bonded debt obligations were comprised of General Obligation Bonds. The City’s two voter approved
“Measure T” general obligation bonds had a balance of $17.48 million as of June 30, 2018. Of this
amount, $7.50 million is outstanding on the 2012 General Obligation Bond refunding and $9.98 million is
outstanding on the 2009 A and 2009 B General Obligation Bonds.

All long-term debt shown on the Government-wide Financial Statements are general obligations funded
by dedicated property tax revenue for the term of the debt service. These obligations are currently

$ .

In addition, the City serves as fiduciary for debt issued by the Successor Agency of the Las Pulgas
Redevelopment Project area. As of June 30, 2018, the Successor Agency Trust Fund’s outstanding debt
was $52.48 million. The County of San Mateo provides the Successor Agency Trust Fund with sufficient
revenue, on an annual basis, to meet current year debt service requirements. The revenue is supplied
via property taxes paid by property owners in District 1, the location of the former Las Pulgas
Redevelopment. As an example, (more specifics are needed)

12
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In October 2015, the City’s Community Development Agency issued Tax Allocation Refunding Bonds in a
par amount of $60.3 million for the purpose of refunding at lower interest rates outstanding 2006 Las
Pulgas Project Tax Allocation Bonds. The original bonds had been issued to finance capital projects of
benefit to the Las Pulgas Community Development Project Area such as . With the
dissolution of redevelopment agencies in 2012, this bonded debt obligation is included in Fiduciary Fund
Financial Statements.

Additional information on the City’s long-term debt can be found in Note 6 of this report. As disclosed in
the Notes to Basic Financial Statements, a liability has been recorded to reflect the City’s obligation to
provide post-closure care of the landfill at Bedwell Bayfront Park. Although the City has established a
revenue stream to fund landfill post-closure care, governmental accounting standards require the
calculation and recording of the liability associated with this activity. The liability is included in the
reporting of the City’s long-term debt, at an estimated $3.80 at June 30, 2018.

Add a table that summarizes long-term debt

ECONOMIC CONDITION AND OUTLOOK

The City’s financial outlook remains sound. Property values remain high and, with a number of
largescale development projects in process, the outlook for future growth in this area is strong. Being
the General Fund’s largest revenue source, at 38 percent of total revenue, a healthy property tax base is
essential for continued sustainability.

One ongoing threat to the property tax base is the uncertainty of what is called “excess ERAF”
(educational revenue augmentation fund). San Mateo County is one of several counties in the State of
California where the amount generated from the ERAF shift of local property tax exceeds the amount
required to meet funding levels for local schools. As a consequence, those funds collected in excess of
the requirement have traditionally been redistributed back to the taxing entities. With such a unique

13
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circumstance, this revenue source is under scrutiny at the state level, leaving applicable local agencies to
determine how to handle the uncertainty in their financial forecasts.

To be conservative, the City of Menlo Park’s adopted 2018-19 budget and the accompanying 10-year
forecast reflects receiving 50 percent of this revenue over the length of the forecast. This assumption
reflects the likelihood that this source is likely to disappear entirely at some point in addition to the
uncertainty of the timing of that disappearance. This is a highly speculative assumption that simply
serves to keep the uncertainty of this significant revenue plainly visible.

On the expenditure side, the City is closely monitoring increases in employee benefit costs. One area of
particular note is the City’s cost for pension benefits provided by the California Public Employees’
Retirement System (CalPERS). In December 2016, the CalPERS board voted to reduce its assumed rate of
investment income, commonly referred to as the “discount rate”, from 7.5 percent to 7.0 percent over
three years beginning on July 1, 2018. As part of the City’s 10-year financial forecast, costs are
anticipated to increase through 2027-28 nearly doubling from current contributions.

Staff will continue to monitor the long-term budget situation and be proactive in developing plans to
promote economic development in the City, and pursue grant funding for significant infrastructure
improvements. Staff will also assess the City’s operations and service delivery models to achieve
efficiencies where possible.

While the City’s financial situation is currently quite strong, the City must remain vigilant when
identifying and funding priority projects, infrastructure needs, and making land use decisions. The City
must also remain adaptable in its approach to funding, not precluding opportunities or discounting risks
by locking itself into a rigid spending plan that is unable to incorporate new and relevant information.

REQUESTS FOR INFORMATION

This financial report is designed to provide our residents, taxpayers, customers, and investors and
creditors with a general overview of the City’s finances and to show the City’s accountability for the
money it receives. If you have questions about this report or need additional financial information,
contact the City of Menlo Park Administrative Services Department, 701 Laurel Street, Menlo Park,
California 94025.

14
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COMMENTS ON CAFR NOTES TO MENLO PARK CITY FINACIAL STATEMENTS JUNE 30, 2018

Note #|Note Subject and Comments

ary

Summary of Significant Accounting Policies

page 47, paragraph 3 discusses the Community Develcpment Agency (CDA)

page 50 notes the City maintains fiduciary funds for CDA

page 54, paragraph H indicates that the liabiiity for unused vacation and sick-leave is only recorded after the emplloyee retires (7}

2|Cash and Investments

page 60 should include the value and industry of listed investments

w

Receivables

4 Capital Assets

5|Unearned Revenue

6|Long-Term Debt

page 69, paragraph B, discusses Defeased Obligations, most confusing, why has the debt been removed from long-term debt?

page 70, paragraph C, the explanation of transactions is not clear

7 |Compensated Balances

8 Risk Managemant

page 72, are the estimated liabilities fior the self-insured portion of claims recorded as a liability?

0w

Inferfund Transactions

10|Fund Balace

page 75, paragraph 4, discusses pension funding reserve of $4,300,000, where is this discussed in note 14

1

—_

Negative Fund Balance

12:0ther Fund Disclosures

13 Encumbrances/Commitrments

14|Defined Benefit Pension Plan, pages 77-88

This note provides a lot of information that Is generally nat helpful, a suumary paragraph would be helpful and an additional disclosure on liability if §

eaving CalPERS

15|Other Post-Employment Bengfils {OPEB)

What is the liability using realistic discount rates?

16|Landfill Posi-Closure Care

17|Community Development Agency of the City of Menilo Park

18| Successor Agency Trust for the Former Gommunity Development Agency

19|Contingencies

20:Litigation

21 Joint Ventures

22 Prior Period Adjustment
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MP’s Budget Document Sections — with comments

(pages 14-54)

level, little detail
e Difficult to make sense of the
numbers

Section Comments San Clemente — Better
example

Budget e Mostly narrative text e Mostly financial charts with

Discussion e Financial charts — summary summary and detailed

information

Easy to follow

Builds trust and allows for
Council oversight

Long-term debt
(pages 55-56)

e Lacks a summary (including of
Community Development
Agency-related debt)

e Difficult to follow

Details extremely clear
Reader knows exactly what San
Clemente owes

e Would be good to find out if
other cities also do this

Staffing e Notincluded e Changes summarized at
Overview e Readers have no idea as to beginning
what specific position the e Details allow a comparison over
employees are in. time
e Contract staff included
e Pension information
summarized
Fiscal Policy e Notincluded, at least not e (Clear summary of fiscal
obviously principles that guide this city
Department e Much narrative text e Information easy to follow
Overviews — e Difficult to know exactly who e Reader has a clear sense of how
Examples does what in these the departments are organized,
departments their focus & results
accomplished
Non e Raises more questions than it e | don’t see something similar in
Departmental answers the City of San Clement’s

budget document
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To: Menlo Park FAC Committee
From: Ronald Shepherd

Date: October 14, 2019

Subject: Pension Subcommittee Report

Shaun Maguire and | met on September 11, 2019 to discuss pensions and Mayor
Mueller’s request that we develop a worksheet that would enable Council Members to
readily access the impact of their decisions on pension costs and the unfunded pension
liability.

Shaun and | spent time reviewing documents that had been forwarded to us by Dan
Jacobsen and information that I had collected. We decided to ask for a presentation by
the city’s actuary to corroborate our thinking and answer questions that would develop
from the actuary’s presentation. | made the request of staff. Their response was to wait
until after the October 16 FAC meeting, during which staff would make a presentation
about software they are considering purchasing that may provide information that would
help us in our deliberations. 1 asked to review the contract between the City and the
actuary and told there wasn’t a contract. (I was interested in determining the services the
actuary was to provide)

Information that Shaun and I discussed, previously communicated to the committee and
staff, included the following related to the serious deficiency in funding the pension
liability.

The June 30, 2018 audit lists the following information based on the June 30, 2017
CalPERS Report

Total Pension Liability $219,000,000
Assets supporting the liability $164,000,000 (74.9%)
Unfunded Liability $55,000,000
Discount (earning rate) 7.15%

Review of the CalPERS Valuation Reports dated June 2019 provided the following
information for the four Menlo Park accounts.

Description ($ in 000°s) 6/30/2017 6/30/2018
Normal Activity Liability (at 7% discount) $219,188 $238,388
Funded $164,658 $175,080
Unfunded Liability $54,530 $63,297
% Funded 75.1% 73.4%

Termination Liability (at 3.25% discount) not listed $194,894
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Bloomberg reported (7/11/2019) that CalPERS average investment return for the last five
years was 6.7%. Since the pension liability is funded at 73.8% the appropriate discount
rate to be used in computing the pension liability should be 4.9% (6.7% X 73.4%)

Based on this actual information using that information to extrapolate a realistic
Unfunded Pension Liability the calculation results in an estimated Unfunded Pension
Liability of $142,000,000.

You should also note that the funded percent of the total pension liability continues to
decrease, meaning the unfunded portion continues to increase (the financial situation is
worsening).

This “Unfunded Pension Liability” problem is not just a “Menlo Park City issue”.
BARRON?’S (9/30/2019) reports that in the public sector, state and local pensions have
$8.8 trillion of liabilities of which only 52% s funded.

The question is, “How do we fix it”.

Much of “the fix”” needs to be coordinated with other public entities to change CalPERS
regulations. As previously communicated to staff, the main immediate fix would come
from allowing retires to continue to work full-time without accruing additional retirement
benefits. They are currently limited to about 900 hours a year.

The City has several options, reduce the work force, increase employee contributions for
pensions, and outsource as many activities as possible. The most attractive and
immediately “do able” would be the sale of the water department.

The City has made contributions to a “side fund” but the calculations as to the amount
required is based upon a discount factor of 7% which, as previously discussed, severely
understates the unfunded liability.

Whereas the unfunded pension liability is not an immediate threat to the financial
viability of the city, if left to deteriorate over the long term it can put severe strains on
resource that limit the attainment of other priorities. In extreme cases it has been cited as
case of cities declaring bankruptcy, an option that has been exercised by Vallejo and San
Bernardino
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