TOWN OF LOS GATOS
CIVIC CENTER
110 E. MAIN STREET
LOS GATOS, CA 95030

May 5, 2017
Honorable Mayor and Town Council:
I am pleased to present to you a balanced Fiscal Year (FY) 2017/18 Proposed Operating Budget for the
Town of Los Gatos. The budget for FY 2017/18 reflects a total Town budget of $57.7 million, a decrease
of $15.0 million or 21% when compared to the FY 2016/17 Adopted Budget. The Town’s proposed total
General Fund expenditures are $42.2 million, a decrease of $4.7 million or 10% when compared to the
FY 2016/17 Adopted Budget. This decrease is the result of a significantly smaller apportionment of
General Fund capital transfers to other funds for capital projects. The General Fund revenues are
budgeted at $36.8 million (excluding debt payments and fund transfers in), a 3.6% increase over FY
2016/17 budgeted revenues.
FY 2017/18 FISCAL OUTLOOK
Overview
The workload and budgetary prioritization process took into account the Town’s current and long term
fiscal picture, as well as high priority service delivery needs. Key principles include:




Develop and recommend a balanced budget that maintains service levels;
Continue to make progress on Strategic Priorities identified by the Town Council; and
Identify opportunities to enhance service delivery through technology and open government.

As shown in the chart below, the Proposed Budget is largely funded by the General Fund (73.2%).
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STRATEGIC GOALS AND PRIORITIES
In January 2017, the Town Council determined the Strategic Priorities for 2017-2019, providing guidance
to Town staff on workload prioritization. The Town Council reaffirmed its Core Goals, including:
Community Character, Good Governance, Fiscal Stability, Quality Public Infrastructure, Civic Enrichment,
and Public Safety (see page A-14). As part of this process, the Council identified the use of $2.6 million
of FY 2015/16 savings (General Fund Strategy Reserve) for capital project priorities, operating needs,
and to address unfunded liabilities.
In terms of capital projects, the Town Council affirmed its interest in completing the Phase II of the
Almond Grove streets, investing in bicycle and pedestrian improvements, addressing cut-through traffic,
and improving the condition of the Town’s streets. In addition, the Council identified new projects for
public art, Forbes Mill Footbridge lighting, and trash capture devices to comply with pollution prevention
requirements. In terms of operating needs, the Council identified legal mandates, increased tree
services, and a new Traffic and Transportation Mobility Manager. For unfunded liabilities, the Council
expressed interest in setting aside up to $2 million for future action based on the recommendations of
the Council Finance Committee. Some of these priorities were acted upon during FY 2016/17 and the
remaining items are included in the Proposed Operating and Capital Budget and Proposed Capital
Improvement Program.
A significant amount of the funding for the Almond Grove Street Rehabilitation project was created from
reserves, other capital projects, and year end savings in FY 2015/16. Due to the favorable construction
bid for the remaining eight streets, the project has $2.9 million excess funds. Staff recommends
combining the excess balance ($2.9 million) with the Strategy Reserve ($2.6 million) to replenish or add
to some of the reserves ($3 million), and meet Town’s other capital ($1.9 million) and operating needs
($0.66 million) as shown in the table below.

Proposed Use of Funds
General Fund Use - One Time
Traffic & Mobility Manager
Capital Projects
Budget Stabilization & Catastrophic Reserve
CalPERS/OPEB Reserve
General Fund Capital Reserve
Facilities Fund
Equipment Replacement Fund
Total Use

$

$

446,595
217,808
1,864,419
663,882
1,000,000
703,496
300,000
300,000
5,496,200

Specifically, the General Fund one-time use includes the legal mandates and increased tree services. A
capital projects amount of $1,864,419 would be transferred to the General Fund Appropriated Reserves
(GFAR) to provide funding for the aforementioned capital projects identified by the Town Council as well
as additional capital needs. For Council’s consideration, staff is recommending the following allocations:
• Transferring $663,419 to the Budget Stabilization and Catastrophic Reserves to maintain the required
25% funding level of the proposed operating budget.
• Putting an additional $1,000,000 to the CalPERS/OPEB Reserve given that addressing unfunded
liabilities is a high priority of the Town Council.
• Replenishing the Equipment Replacement and the Facilities Maintenance Funds by transferring
$300,000 to each.
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• Placing the remaining balance of $703,409 to the General Fund Capital Reserve to provide funding for
future capital needs, such as satisfying any required fund matching requirements for the Town’s VTA
Measure B projects.
General Fund
The General Fund pays for core services such as public safety, community development, parks and
public works, library, and other services. The revenue used to pay for these services comes primarily
from local taxes such as property tax, sales tax, transient occupancy tax, franchise fees, licenses and
permits, Town services, fines and forfeitures, and a variety of other sources. As illustrated in the chart
below, the majority of General Fund revenue supports the services provided by Police, Parks and Public
Works, Community Development, and Library.

General Fund revenue is estimated at $36.8 million in the FY 2017/18 Proposed Budget, excluding debt
service and fund transfers in). This is an increase of $1.3 million (3.6%) when compared to the FY
2016/17 Adopted Budget. While increased Property Tax accounts for the majority of the increase in
revenue, Vehicle License Fee (VLF) backfill property tax, Transient Occupancy Tax, and Business License
Tax have also increased. Sales Tax revenue is projected to decrease over the prior year.
The Town’s General Fund operating budget expenditures for FY 2017/18 have increased by $2.7 million
or 7.6% compared to the prior year’s Adopted Budget (excluding fund transfers and debt service). These
expenditures are comprised of six major categories of costs, including salaries and benefits, grants and
awards, internal service charges, operating expenses for supplies and services, and debt service. The
delivery of Town services is highly dependent on labor, which makes up 60.3% of budgeted General
Fund expenditures for FY 2017/18. The FY2016/17 adopted budget did not include any increases in
salaries since none of the negotiations were completed at the time of budget adoption.
Internal Service Funds
Internal Service Funds are used for areas where goods or services are provided to other Town
Departments. Internal Service Funds include funds and programs for Information Technology, Liability
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Insurance, Workers Compensation, Facilities Maintenance, Equipment Replacement and Vehicle
Maintenance. Staff recommends transferring $300,000 to the Equipment Replacement fund to
gradually replenish the funding previously transferred to the General Fund Almond Grove Reserve. In
addition staff recommends a transfer of $300,000 to the Facilities Maintenance Fund to build back the
fund balance that was previously used to improve the portion of Town Hall that housed the former
Library.
The total Town-wide proposed expenditures for Internal Service charges are $6.3 million, which is
$434,128 or 7.4% higher than budgeted FY 2016/17 amounts due primarily to the purchase of several
pieces of replacement equipment and the negotiated salary increases.
Capital Projects Fund
The Capital Improvement Projects Fund is typically used to account for financial resources that are used
for the acquisition or construction of major capital infrastructure or to provide or improve facilities for
Town Departments as identified in the five-year Capital Improvement Program (CIP).
The proposed FY 2017/18 Town-wide expenditures from the Capital Projects Funds is $4.0 million
(excluding transfers out) which is inclusive of $2.5 million in General Fund Appropriated Reserves for the
Town’s CIP program.
Special Revenue Funds
Special Revenue Funds are a fund type used to account for the proceeds of specific revenue sources that
are legally restricted to expenditures for specific purposes. Special Revenue Funds account for 1.2% of
the Town-wide expenditure budget. The Town’s largest Special Revenue Fund is the Urban Run-Off
Source Fund at approximately $564,910. The Total proposed Budget for Special Revenue Funds for FY
2017/18 is $674,956.
Trust and Agency Funds
Trust and Agency funds are used to account for assets held by the Town as a trustee agent for
individuals, private organizations, and other governments. The Town’s Trust and Agency Funds are a
comprised of four trusts established to provide for the servicing of donations and bequests to the
Town’s Library program. The FY 2017/18 budgeted expenditures in this trust fund total $72,500.
Successor Agency to the Los Gatos RDA Funds
The Successor Agency to the Los Gatos Redevelopment Agency (RDA) is a private purpose trust fund that
accounts for the assets, liabilities, and operations transferred from the dissolution of the Town’s RDA.
These funds include Certificates of Participation issued to finance several capital improvement projects
throughout the Town and repayment of obligations incurred by the Town’s RDA prior to its dissolution.
The FY 2017/18 budgeted expenditures in this trust fund total $3.9 million.

GENERAL FUND RESERVES
The total General Fund Reserves are forecasted at a balance of approximately $21.5 million as of June
30, 2018. As indicated in the next chart, the General Fund reserves are decreasing as is to be expected
due to the Town’s California Public Employees Retirement System (CalPERS) side-fund payoff in June
2014 of $4.5 million dollars and the transfers to the CIP program in FY 2016/17 ($7.0 million) and FY
2017/18 ($2.4 million).
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6/30/2013
Actual

General Fund Reserve
Commited to:
Budget Stabilization Reserve
Catastrophic Reserves
CalPERS/OPEB Reserve
Almond Grove Reserve

$

6/30/2014
Actual

5,450,000 $ 5,450,000 $
5,450,000
5,450,000
-

6/30/2015
Actual

6/30/2016
Actual

5,450,000 $ 6,621,808 $
5,450,000
4,637,406
300,000
8,459,973

6/30/2017
Estimated
4,637,406 $
4,637,406
1,284,402
2,896,200

6/30/2018
Proposed
4,969,847
4,969,847
2,284,402
-

Assigned to:
Open Space Reserve
Sustainability
Strategy Reserve
Capital / Special Projects
Special Studies
Post Retirement Medical
Vasona Land Sale
Other

Total General Fund Reserve

562,000

$

562,000

562,000

12,427,161
10,218,579
9,511,527
490,000
490,000
490,000
400,000
400,000
410,599
411,245
787,294
297,294
339,837
25,977,054 $ 22,879,118 $ 22,203,364

562,000
562,000
562,000
140,553
140,553
140,553
2,600,000
2,600,000
600,000
4,222,405
2,822,405
3,125,901
99,284
4,847,721
4,876,845
$ 27,643,429 $ 24,428,093 $ 21,529,395

Catastrophic and Budget Stabilization Reserves
As per the Town’s Reserve Policy, the Catastrophic and Budget Stabilization Reserves are to be
maintained at combined minimum funding level of 25% of General Fund ongoing operating
expenditures. The funding requirement is equally divided between the Catastrophic Reserve (12.5%)
and the Budget Stabilization Reserve (12.5%). Fund balance in these reserves is used to fund future
fluctuations in the economy, mitigating the cyclical changes in locally generated revenues from
temporary downturns in the local economy. Staff recommends transferring $664,882 from available
prior year-end saving to meet the required 25% funding level, or $9.9 million total for FY 2017/18.
CalPERS/OPEB Reserve
Committed fund balance in this reserve will be used to aid in funding pension and Other PostEmployment Benefits (OPEB) unfunded liabilities. With Council direction, upon the close of the fiscal
year, the CalPERS/OPEB Reserve receives $300,000 of the available year-end savings. Staff recommends
an additional $1,000,000 for this Reserve.
The Council Finance Committee would make
recommendation(s) for the use of these funds for future Town Council consideration.
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Almond Grove Reserve
A reserve for Almond Grove Street Rehabilitation project was established in October 2015 to provide
funding for the ten streets identified in the project. The Town Council affirmed its interest in completing
the Phase II of the Almond Grove streets. Due to a favorable construction bid to complete the project,
there are $2.9 million in excess funds. As discussed earlier, staff has provided recommendations for the
Council’s consideration for the use of the excess combined with the Strategy Reserve, based on
identified Town Council strategic priorities and other funding needs.
Strategy Reserve
In early 2017, the Town Council established a General Fund Strategy Reserve in the amount of $2.6
million from available FY 2015/16 operational savings.
Capital / Special Projects
With Council direction, upon the close of the fiscal year, the Capital Projects Reserve receives the Town's
annual revenues above operating expenditures after funding all legally restricted reserves at their
required levels. Fund balance is assigned for the acquisition and construction of capital facilities.
Other
The Town has several other smaller reserves that have been classified as other. These reserves include
an open space reserve which may be used to make selective open space acquisitions and a sustainability
reserve which will be used to fund projects that enhance the community environment.
KEY BUDGET ASSUMPTIONS
Revenues
The FY 2017/18 Budget assumes healthy economic growth, with the General Fund revenues (excluding
debt payments and fund transfers in) expecting to increase by 3.6% to $36.8 million. Revenue
projections for each category were based upon estimates provided to the Town by Santa Clara County,
the Town’s sales tax consultant, and careful examination of revenue trends and patterns. The economy
remains positive which has resulted in staff proposing an increase in operating revenues of $0.5 million.
This is mostly due to forecasted increases in revenues such as Property Tax, Transient Occupancy Tax
and Business License Tax. Sales Tax revenue is projected to decrease slightly from the prior year.
Staffing
The FY 2017/18 Operating Budget has 160.42 budgeted FTEs, including temporary staff. This reflects an
increase of 2.32 FTE compared to the prior year. The recommended FY 2017/18 staffing levels reflect
the following changes from the FY 2016/17 Adopted Budget:


Administrative Services and Town Offices –The FY 2017/18 budget reflects a deletion of the
Assistant to the Town Manager position and a 1.0 FTE addition of an Administrative Analyst
position. In addition, a 0.63 FTE Administrative Analyst has been changed and funded to
Economic Vitality Manager and increased to 0.75 FTE. The Economic Vitality Manager position is
also funded partially through the Community Development Department. In addition, the budget
shows one-time funding of a 0.5 FTE Human Resources Analyst position dedicated to complete
special projects within the program. The FY 2017/18 budget also reflects the reclassification of
the Account Technician position to an Administrative Analyst position in the Finance
Department. This change reflects increased duties, such as additional support for budget
services, cross training in confidential finance functions, and daily departmental duties. The
budget also reflects Council action in April 2017 to add the new job classification of Events and
Marketing Specialist. This 0.5 FTE benefited position is responsible for organizing, promoting,
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and implementing all Town events (e.g., Spring Into Green and Fourth of July), as well as
processing the applications for Special Event Permits in coordination with Town Departments.


Police –While historically the 1.0 FTE Community Outreach Coordinator has been funded in the
Town’s Non-Departmental program, the work occurs in the Police Department; therefore with
this budget, the funds are being transferred to the Personnel and Community Service program.
To best meet the needs of the Department, the FY 2017/18 budget includes one operational
reclassification. The 1.0 FTE Community Service Officer assigned to Personnel and Community
Services is now reclassified to a 1.0 FTE Human Resources Specialist. The Human Resources
Specialist position supports the Police Department with the recruitment of new personnel,
continued education and training of personnel, and succession planning. Temporary staff
funding is proposed for: technology support, evidence, records management, and Parking
Control Officers. The temporary hours increase is funded from one-time funding. An additional
$32,416 in temporary staffing hours is proposed as one-time support for an IT Technician to
assist with critical operational technology needs and the regional radio project including
interoperability upgrades. An additional $47,905 in temporary staffing hours is proposed for a
Community Services Officer (CSO) as a one-time support to assist the Evidence and Property
Division. This Division has seen an increase in the intake and discovery records requests over
the past year and intensive staff research and documentation accompany these requests. An
additional $41,670 in temporary staffing hours is proposed for a Records Specialist as a one-time
support to assist with the increased number of reported and processed cases. This increase is
partially due to recent changes in legislation; additionally, the Records Division has seen an
increase in public counter activity. An additional $12,775 in temporary staffing hours is
proposed as a one-time support to assist in the use of Parking Control Officer (PCO) during peak
times. The part-time Community Services Officer (CSO) position will continue for one more year
in FY 2017/18 with one-time additional funding. The position is allocated between Code
Compliance and the Police Department due to evening concerns in the downtown area (e.g.,
hours of operation and noise complaints) and after hours code compliance issues.



Community Development Department (CDD) – Staffing reallocations occurred between the
different programs in this Department; however, the total Department staffing did not change.
Budgeted salary and benefit expenditures reflect the aforementioned part-time Community
Services Officer (CSO) position being continued with one-time funding.



Parks and Public Works (PPW) – In FY 2017/18, the Department will include funding ($217,000)
for a Transportation and Mobility Manager to establish project feasibility and to best position
the Town to compete for Measure B opportunities. In addition, a 1.0 FTE Facilities and
Environmental Services Manager has been changed to and funded as a Parks and Public Works
Operations Manager. Additionally, the Parks and Public Works Department has deleted a vacant
Parks and Maintenance Worker, 1,000 temporary staff hours for a Park Services Officer, and 930
temporary staff hours for a Maintenance Assistant. These decreases will fund the addition of a
second Parks and Public Works Operations Manager. An addition of $43,000 in one-time
monies is for temporary staff hours. Furthermore, a 1.0 FTE Executive Assistant was changed to
an Environmental Programs Specialist.



Library - The FY 2017/18 Library budget reflects and status quo budget and a one-time funding
of 250 temporary librarian hours.



Salary Increases and Elimination of Furloughs – Salary adjustments included for FY 2017/18
reflect the negotiated agreements with the Town’s three employee unions [Association of
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Federal, State, County and Municipal Employees (AFSCME), Town Employees’ Association (TEA)
and Los Gatos Police Officers’ Association (LGPOA)].
Non-Personnel Operating Expenditures
Non-Personnel expenditure budgets were developed based on actual expenditures in prior years,
adjusted for FY 2017/18 funding needs. In light of limited available resources, the FY 2017/18 proposed
budgeted non-personnel expenditures are conservative, with additions primarily limited to nondiscretionary, contractually obligated, or mandated increases.
Unfunded Mandates and Special Projects
The FY 2017/18 Proposed Budget includes funding to address two unfunded mandates, one for storm
water pollution prevention and the second for traffic signage maintenance. Storm water requirements
include defined improvements towards monitoring and preventing pollution of the storm drains,
inspecting and cleaning of storm drains, and installing and maintaining filters to prevent pollution. In
addition, the federal government has mandated reflectivity levels for signs with prioritization of speed
limit and stop signs. It is expected that within a two to three year period, all traffic signs will be
replaced. Both of these mandates require the Town to increase spending in these areas to meet existing
regulations. Non-compliance could result in fines and liabilities. Funding for these mandates is
proposed as a one-time, $40,000 addition to the FY 2017/18 budget. It is expected that these mandates
will increase over time requiring additional allocation of funds to maintain compliance.
In addition, a new law took effect January 1, 2015 that allows eligible employees who did not previously
qualify for sick leave benefits (seasonal, temporary/hourly employees) to start accruing sick leave
starting July 1, 2015. This is an on-going expenditure for the Town that is included in the FY 2017/18
budget.
FIVE-YEAR FINANCIAL PLAN
Serving as a foundation of the budget planning process, the Town updates the Five-Year Financial Plan
beginning in the fall of each year. The plan includes updates to Town revenues and expenditures with
the first year of the forecast’s revenue estimates being the most critical in the process, as that will
ultimately define the expenditure limitations for the forthcoming budget year. The multi-year
conservative revenue projections further refine the Town’s planning for current and future expenditures
based on future projections. The preliminary assumptions are used to forecast the Town’s fiscal
capacity and provide the financial framework within which the proposed Department service levels must
be developed. They also serve as the basis to test the potential impacts of proposed policy and
operational modifications based upon the Town Council’s most recently adopted Strategic Priorities.
Indicative of the continued improvement in the local economy, the Five-Year forecast provides some
limited opportunities to fund non-discretionary increases related to various costs such as contractually
obligated increases and unavoidable increases in certain employee benefit costs such as pension and
health care. The forecast includes General Fund one time uses for both salaries and benefits for
temporary employees to provide help with special projects, temporary workload relief, and mandated
costs.
The next page summarizes most recent Five-Year Financial Plan prepared in early May 2017. The
updated Five-Year Financial Plan spans FY 2017/18 – 2022/2023.
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Town of Los Gatos General Fund
($ millions)
Account

Revenue Category

$

4100

Property Ta x

4110

VLF Ba ckfi l l Property Ta x

4200

Sa l es & Us e Ta x

4250

Fra nchi s e Fees

4251

Tra ns i ent Occupa ncy Ta x

4400

Bus i nes s Li cens e Ta x

4400

Li cens es & Permi ts

4500

Intergovernmenta l

4600

Cha rge for Servi ces

4700

Fi nes & Forfei tures

4800

Interes t

4850

Other Sources

4900

2016/17 2017/18
Estimated Proposed

Fund Tra ns fers In
TOTAL REVENUES

$

Us e of Res erves Ca pi ta l Res erve
Us e of Ca l PERS/OPEB Res erve

11.1 $
3.2
8.8
2.2
2.0
1.5
3.1
0.7
2.3
0.7
0.3
3.2
0.4
39.5 $
7.0
1.0

Us e of Budget Stra tegy/Al mond Grove Res erve
TOTAL REVENUES & TRANSFERS

Account

Expenditure Category

5110

Sa l a ry - Regul a r Empl oyees

5130

Sa l a ry -Tempora ry Empl oyees

5140

Sa l a ry - Overti me

5170

Sa l a ry - Other Sa l a ry

5200

Benefi ts

6000

Opera ti ng Expendi tures

7200

Gra nts & Awa rds

7400

Uti l i ti es

8060

Interna l Servi ce Cha rges

8900

9900
9900

$

$

Ca pi ta l Tra ns fers Out to GFAR
GASB 45 Reti ree Medi ca l Actua ri a l
TOTAL BUDGETED EXPENDITURES

47.5 $

$

FY 2017/18 Sa l a ry Al l oca ti ons

TOTAL EXPENDITURES & ALLOCATIONS

$

NET REVENUES LESS EXPENDITURES

$

14.8
0.6
0.4
0.1
7.9
5.7
0.2
0.6
3.6
1.9
35.8
7.0
2.6
45.4
45.4

$

2019/20
Forecast

2020/21
Forecast

2021/22
Forecast

2022/23
Forecast

11.4 $
3.3
8.0
2.3
2.1
1.6
2.9
0.7
2.5
0.7
0.3
2.9
0.6
39.3 $
0.4

11.7 $
3.3
8.0
2.4
2.1
1.5
3.0
0.7
2.5
0.7
0.3
3.1
0.6
39.9 $
0.4

12.1 $
3.3
8.2
2.4
2.2
1.5
3.1
0.7
2.6
0.7
0.3
3.1
0.6
40.8 $
0.4

12.4 $
3.4
8.4
2.5
2.3
1.5
3.2
0.7
2.7
0.7
0.3
3.2
0.6
41.9 $
0.4

12.8 $
3.4
8.6
2.6
2.3
1.5
3.3
0.7
2.7
0.7
0.3
3.2
0.6
42.7 $
0.4

13.2
3.4
8.6
2.6
2.4
1.5
3.4
0.7
2.8
0.7
0.3
3.2
0.6
43.4
0.4

2.5
42.2 $

40.3 $

41.2 $

42.3 $

43.1 $

43.8

2016/17 2017/18
Estimated Proposed

Debt Servi ce
TOTAL EXPENDITURES

9900

$

2018/19
Forecast

2018/19
Forecast

2019/20
Forecast

2020/21
Forecast

2021/22
Forecast

2022/23
Forecast

$

15.7 $
0.7
0.4
0.1
8.6
6.0
0.2
0.5
4.0
1.9
38.1 $
2.5
1.6
42.2 $

15.7 $
0.6
0.4
0.1
9.0
6.0
0.2
0.6
4.1
1.9
38.6 $
0.4
1.6
40.6 $

15.7 $
0.6
0.4
0.1
9.9
6.1
0.2
0.6
4.1
1.9
39.6 $
0.4
1.6
41.6 $

15.8 $
0.6
0.4
0.1
10.7
6.2
0.2
0.6
4.3
1.9
40.8 $
0.4
1.6
42.8 $

15.8 $
0.6
0.4
0.1
11.4
6.4
0.2
0.6
4.3
1.9
41.7 $
0.4
1.6
43.7 $

15.8
0.6
0.4
0.1
12.0
6.5
0.2
0.7
4.4
1.9
42.6
0.4
1.6
44.6

$

42.2 $

40.6 $

41.6 $

42.8 $

43.7 $

44.6

(0.3) $

(0.4) $

(0.5) $

(0.6) $

(0.8)

$

2.1 $

-

$

*FY

2017/18 $7.0 million in use of Reserves/Deposit is for capital projects funding, inclusive of $6.0 million for Phase 2 of the
Almond Grove Street Rehabilitation Project.

The updated forecast for fiscal year 2016/17 year-end estimates indicate excess revenues over
expenditures in the amount of approximately $2.1 million. The forecasted excess is reflective of
moderate growth in the Town’s Property Tax collections, Transient Occupancy Taxes, and business
licenses. According to Town General Fund Reserve Policy if the Catastrophic and Budget Stabilization
Reserves 25% of funding level reached, $300,000 will be transferred into the CalPERS/OPEB Reserve.
The rest of the FY 2016/17 operating budget year-end savings typically transfers to the General Fund
Reserve for Capital Projects to be available to fund future capital projects. The Council may wish to
discuss other priorities for the excess.
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STATE BUDGET IMPACTS
Details on the State of California FY 2017/18 Proposed Budget will be available as part of the Governor’s
May Revised Budget and it is not expected to be materially different from the Governor’s FY 2017/18
Proposed Budget released in January 2017.
The Governor’s Proposed Budget explains that while State revenues surged during the years of recovery
from the Great Recession, this pattern is beginning to change as State revenues struggle to meet
expectations and the budget now faces a deficit of almost $2 billion if there are no actions taken. The
Governor’s January budget proposal includes $3.2 billion in budget solutions to bring the State’s
finances back into balance including: eliminating the authority to spend one-time dollars that were
contained in the FY 2016/17 budget, limiting spending proposals to keep spending flat in FY 2017/18,
and adjusting Proposition 98 to avoid over appropriating the minimum guarantee.
Regarding transportation revenues, the Governor proposes to allocate about $206 million for local road
maintenance and repairs, $485 million for transit, $358 million to improve trade corridors, and $120
million for state highway maintenance. The estimated Gas Tax revenue totals approximately $780,000
for FY 2017/18 and are expected to increase annually to $1,100,000 beginning FY 2018/19 due to the
recently enacted Road Recovery and Repair Act of 2017 (SB1). These funds can only be used for new
construction and reconstruction of Town streets.
ONGOING BUDGET ISSUES:
Fire Protection Services
Fire Protection Services for the Town of Los Gatos are provided by the Santa Clara County Central Fire
Protection District. These services have been provided under an annexation agreement effective March
18, 1970 in which the tax rate then in effect for Town’s fire protection services was essentially
transferred to the County’s Central Fire Protection District. Based upon the latest assessed valuation
reports provided by the County of Santa Clara, the property tax collected from Los Gatos residents for FY
2016/17 and remitted to the Santa Clara County Central Fire Protection District for fire protection
services is estimated to be approximately $14.3 million.
Unfunded Other Post-Employment Benefits (OPEB) and Pension Liabilities
The Town’s unfunded pension liability (UL) as of June 30, 2015 (the “date of value” for our most up to
date actuarial valuation from the California Public Employees Retirement System or “PERS”) is
approximately $40.8 million. The Town’s unfunded OPEB liabilities are projected to total approximately
$12.7 million. In December 2016, the CalPERS Board approved a gradual reduction in the assumed
earnings of its pension fund referred to the “discount rate” which is expected to add stability to the
pension trust fund, and will also impact the Town’s employer contribution rates and increase the
unfunded liability calculation.
In addition to prior efforts by the Town to annually appropriate and pre-fund OPEB liabilities and to pay
off the pension plan side fund ($4.5 million in 2014), the Town Council recently approved an additional
$1 million dollar lump sum payment to be made in FY 2016/17 to further reduce the unfunded OPEB
liabilities (see the discussion regarding OPEB on the next page). In March 2017, the Town appointed
three residents with financial expertise as non-voting members to the Town Council Finance Committee.
The Committee is providing valuable guidance to the Town Council and staff in the development of long
term strategies to pay down and manage OPEB and pension liabilities. As a result of the Committee’s
early work on this issue, Council approved the release of a Request for Proposal for financial vendors
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who offer an Internal Revenue Service Code Section 115 pension trust that can be set up to be dedicated
to fund future pension costs. It is anticipated that the trust will provide opportunities to set aside
dollars specifically to address the unfunded liabilities and more flexibility in terms of investment
allocations and a prudent investment strategy. Review of the proposals received is expected in the
summer of 2017. The FY 2017/18 Proposed Budget also includes an additional $1 million dollar
appropriation from the FY 2016/17 Budget Strategy Reserve to be considered for use to address pension
or OPEB liabilities. Staff is also following pending State legislation that may possibly allow other less
costly options for cities and to level the playing field so that comparable pension offerings are consistent
between local governments.
Other Post-Employment Benefits (OPEB)
The FY 2017/18 Proposed Budget includes an allocation of approximately $1,014,000 in “pay-as-you-go”
payments for retiree medical employer contributions. In addition, the proposed budget also includes a
$1,600,000 payment to the Town’s California Employee Retirement Benefit Trust (CERBT). The Trust
was established on June 30, 2007 to address the unfunded liability that resulted from the
implementation of a new accounting standard for post-employment benefits. The Town makes annual
contributions to the CERBT, a multiple-employer defined benefit health care plan administered by
CalPERS. The purpose of the CERBT Fund is to provide local governments with a trust through which
they may pre-fund retiree medical costs and other post-employment benefits. In addition, in FY
2016/17 the Town Council dedicated an additional $1,000,000 payment to the fund based on the
Council Finance Committee recommendation. To date the retiree health benefits have been paid
entirely out of current operating budgets and no withdrawals have been made from the Town’s CERBT
“pre-funding” account. The current balance in this account is approximately $10.5 million as of April
2017. The additional one-time payment of $1,000,000 is not reflected in this balance.
To help reduce costs related to post-employment benefits, the Town proactively bargained an
agreement wherein effective for employees retiring after February 1, 2016 the annuitant of Medicare
eligible age is reimbursed to a maximum amount of benefit matching “Kasier North” Employee or
Employee plus One. It is estimated this cap on reimbursement will achieve approximately $200,000 per
year in actuarially required contributions to the OPEB plan.
CONCLUSION
While the global, national, state, and local economy appears to remain positive, it is likely that the
economy will weaken within the next couple of years. For this reason, the FY 2017/18 budget proposes
to maintain the status quo of the Town’s high service levels with minimal staffing additions, while also
addressing the Town Council’s priorities.
In light of future projections, opportunities to enhance service delivery, while lowering operating costs
through resource and workload redeployments and organizational restructuring continue to be
explored. Developments at the local and State level, including unanticipated changes in major revenue
sources or unforeseen State revenue “takes,” will be brought to Town Council’s attention in a timely
manner so that an appropriate action can be taken.
I wish to thank all of the departments, in particular, Department Directors and the members of their
management, analytical, and support staff, who worked diligently on the preparation of this budget
document. Specifically, I would like to recognize the efforts of:
Stephen Conway, Finance Director
Gitta Ungvari, Finance and Budget Manager
Mark Gaeta, Accountant
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Melissa Ynegas, Administrative Analyst
Diane Howard, Payroll Specialist
Will Wilson, Accountant
Respectfully submitted,

Laurel Prevetti
Town Manager
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The Government Finance Officers Association of the United States and Canada (GFOA) has presented a
Distinguished Budget Presentation Award to the Town of Los Gatos, California for its annual budget since the
fiscal year beginning July 1, 2003. In order to receive this award, a government unit must publish a budget
document that meets program criteria as a policy document, as an operations guide, as a financial plan, and
as a communications device.
This award is valid for a period of one year only. We believe our current budget continues to conform to
program requirements, and we are submitting it to GFOA to determine its eligibility for another award.
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FUND DESCRIPTIONS
The basic accounting and reporting entity for the Town is a fund. A fund is "an independent fiscal and
accounting entity used to record all financial transactions related to the specific purpose for which the
fund was created." Funds are established for the purpose of carrying on specific activities or attaining
certain objectives in accordance with special regulations, restrictions, or limitations.
Funds used in government are classified into three broad categories: governmental, proprietary, and
fiduciary. Governmental funds include activities usually associated with a typical state or local
government's operations (public safety, general government activities, etc.). Proprietary funds are used in
governments to account for activities often found in the private sector (utilities, stadiums, and golf
courses are prime examples). Trust and Agency funds are utilized in situations where the government is
acting in a fiduciary capacity as a trustee or agent. The various funds are grouped in fund types and
categories as follow:

MAJOR AND NON-MAJOR GOVERNMENTAL FUNDS
These funds support activities usually associated with the governmental entities' operation (police, fire,
and general governmental functions).
General Fund

The General Fund is a Major Fund and is the chief operating fund of the
Town. All general tax revenues and other receipts not allocated by law or some
other contractual agreement to other funds are accounted for in the General
Fund. Expenditures of this fund include the general operating expenses
traditionally associated with governments such as administration, engineering,
and public safety.

Special Revenue
Funds

Special Revenues Funds are used to account for specific revenues that are
legally restricted to expenditure for particular purposes. The following funds are
Non-Major Special Revenue Funds:
• Non-Point Source Maintenance Fund - budgets and accounts for
environmental services such as storm water management.
• Community Development Block Grant Fund - budgets and accounts for
federal Community Development Block Grant monies.
• Landscape and Lighting Special Assessment District Funds - budgets
and accounts for revenues and expenditures within special districts. The
Town provides maintenance of the trees, landscaping, irrigation systems,
lighting, sound wall and fences for improvements in the public right-of-way,
within specific district boundaries.
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Capital Project
Funds

Capital Project Funds are used to account for the acquisition, construction, and
improvement of capital facilities other than those financed by proprietary funds.
The Town accounts for the following Major Capital Project Funds:
•

General Fund Appropriated Reserve – established to provide resources
for capital projects not fully funded from other sources.

The Town also accounts for the following Non-Major Capital Project Funds:
•
•
•

Storm Drain Basin Project Funds – established to account for fees paid in
conjunction with the development in specified drainage areas.
Construction Tax Funds – established to levy a tax based upon building
additions or alterations. The types of taxes imposed include Capital
Improvement, Utility Underground, and Parks.
Gas Tax Fund – established to budget and account for revenues and
expenditures pertaining to the maintenance and construction of Town
streets.

NON-MAJOR PROPRIETARY FUNDS
There are two classifications of Proprietary Funds: Enterprise Funds and Internal Service Funds.
Enterprise Funds are used to account for activities that are operated in a manner similar to a private
business enterprise, where the cost of the goods or services are to be financed or recovered primarily
through user charges. The Town does not currently utilize Enterprise Funds.
Internal Service
Funds

Used to account for the revenues and expenditures of services provided to Town
Departments. The Town has several Non-Major Internal Service Funds:
•

Equipment Replacement Fund – established to accumulate monies for the
replacement of major Town equipment and vehicles. When vehicles and
equipment are acquired at a cost greater than $10,000, a normal life span
is calculated and replacement costs are charged directly to the Departments
over that life span with funds accruing to the Equipment Reserve Fund.

•

Vehicle Maintenance Fund – established to budget and account for the cost
of operating, maintaining and replacing automotive equipment used by other
Town Departments.

•

Management Information Systems (MIS) Fund – established to budget
and account for the cost of maintaining, replacing, and updating existing
information technology used by Town Departments.
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•

Office Stores Fund - established to budget and account for photocopy
equipment, postage and bulk meter expenses are controlled at one source
point and expended to the Departments as they requisition the goods or
services. Photocopies are charged to Departments at $.05/copy.

•

Workers’ Compensation Fund – established to budget and account for
revenues derived from charges made to operating Departments at rates
based on the State Compensation Fund, annually adjusted to ensure an
adequate reserve for future claims. This fund is charged for administrative
costs of settling claims as well as material and other costs of job-related
illness or injury.

•

ABAG Self-insurance Fund - established to ensure an adequate reserve for
future claims related to employee long-term disability.

FIDUCIARY FUNDS
Fiduciary Funds are used to account for assets held by the Town acting in a fiduciary capacity for other
entities and individuals. Such funds are operated to carry out the specific actions of trust agreements,
ordinances and other governing regulations. There are two categories of fiduciary funds, Trust and
Agency.

Trust Funds

Accounts for assets held by the Town in a trustee capacity under formal trust
agreement. The Town currently administers the following funds:
•

Library Trust Fund - established to account for the accounts for assets
held in trust, through receipt of donations and bequests. Funds received
from individuals, services organizations, and a library specific non-profit
organization.

•

Clelles Ness Trust – established to account for the accounts for a specific
bequest subject to an agreement made for its use.

•

History Project Trust Fund – established to account for the accounts for
assets held in trust, through receipt of donations and bequests. Funds
received from individuals, services organizations, and a library specific nonprofit organization for to create, disseminate and maintain a searchable
database about the history of Los Gatos.

•

Susan McClendon Trust – established to account for the accounts for a
specific bequest subject to an agreement made for its use.

•

Barbara Jones Cassin Trust – established to account for the accounts for a
specific bequest subject to an agreement made for its use.

•

RDA Successor Agency Private Purpose Trust Fund – established to
account for the assets and liabilities transferred from the dissolution of the
Town’s former Redevelopment Agency and the continuing operations
related to the existing Redevelopment Agency obligations.
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Accounts for assets held by the Town in the capacity of an agent for
individuals, governmental entities and non-public organizations. The Town
currently administers one of these funds:

Agency Funds

•

Downtown Parking District Assessment Fund – established to account for
the resources held by the Town on behalf of the property owners in this
Parking District Assessment District.
.
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FINANCIAL POLICIES
REVENUE

BUDGETING
and
EXPENDITURE

•

The Town will encourage a diversified growing revenue base that is locally
generated to shelter the community from fluctuations in any one revenue
source.

•

The Town will follow an aggressive policy of auditing and collecting all
locally generated taxes.

•

The Town will establish and maintain all user charges and fees based on
the cost of providing services.

•

The Town Council will adopt an annual balanced budget effective from
July 1st to June 30th of the following calendar year. A balanced budget
requires current year operating expenses to be fully funded by current year
revenues and identified undesignated/unreserved fund balance.

•

Fund Balance Reserves will be used only for non-recurring “one-time” and
capital projects and not for on-going operations.

•

Long-term debt will be confined to capital improvements or special
projects that cannot be financed from current revenues.

•

The Town Manager is authorized to implement the programs as approved
in the adopted budget. Within a specific fund the Town Manager may
transfer appropriations between categories, Departments, projects, and
programs as needed to implement the adopted budget.

•

With the approval of the Town Manager, unexpected appropriations may
be carried forward to the next fiscal year provided funds have been
previously encumbered for a specific purpose.

•

The annual budget will include a $89,000 Designated Contingency for nonrecurring, unanticipated expenditures. The Town Manager may approve
expenditures from this contingency if needed during the fiscal year.

•

A capital outlay (fixed asset) purchase will be any single item or piece of
equipment which costs more than $10,000 and has an expected useful life
exceeding one year.

•

Quarterly budget reports will be submitted to the Town Council to provide
information on the status of the Town’s financial condition.
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FUND BALANCE
RESERVES

•

Reserves will be established, dedicated, and maintained annually to meet
known and estimated unknown future liabilities.

•

The specific Fund Balance reserve accounts include but are not limited to a
restricted reserve for:



A fully funded workers’ compensation and unemployment insurance
Liability insurance including one year’s premium payment to the
insurance carrier or pool

•

A reserve will be maintained annually to fund all vested hours of vacation
earnings.

•

Reserves will be maintained at a minimum of 25% of General Fund ongoing
operating expenditures, equally divided between the Catastrophic Reserve
(12.5%) and the Budget Stabilization Reserve (12.5%).
When either fund drops below the minimum, Town Council will develop a 1
to 5 years reserve replenishment plan to meet the minimum threshold of
25% of General Fund ongoing, operating expenditures, excluding one-time
expenditures.

CAPITAL
IMPROVEMENT

•

A reserve will be maintained for the depreciation and replacement of
equipment.

•

A reserve will be maintained for the maintenance of buildings.

•

California Retirement System (CalPERS) Reserve will be maintained to use
as a supplemental funding source to pay down unfunded pension liabilities.

Capital Improvement Projects will be funded by the following revenue sources:
•
•
•

•
•
•

Available General Fund Reserves
Gas Taxes
Construction Fund Fees
 Utility
 Capital
 Parks
Storm Drain Basin Fees
Grant Funding
Other state and federal funding sources as they become available

•

Multi-year plan for capital improvements is updated annually. Future
capital expenditures will be projected annually for a 5-year period based on
changes in the community or replacement of the infrastructure.

•

The annual Capital Improvement Plan will be based on the multi-year
Capital Improvement Program
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•

The Town will coordinate development of the Capital Improvement Plan
with the development of the Operating Budget.

•

The Town will identify the estimated costs and potential funding sources for
each capital project proposed prior to its submittal to the Town Council for
approval.

•

Capital projects financed by issuing bonds will be paid back within a period
not to exceed the useful life of the project.

•

The Town Manager is authorized to implement the projects as approved in
the adopted Capital Improvement Plan. Within a specific fund, the Town
Manager may transfer appropriations between projects as needed to
implement the adopted Capital Improvement Plan.
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LONG TERM DEBT POLICY
The following long term debt policy sets the considerations for issuing debt and provides guidance in the
timing and structuring of long term debt commitments.
General Practices:
1. The Town will seek to maintain and improve the current bond rating in order to minimize
borrowing costs and preserve access to credit.
2. Bond issue proposals are to be accompanied by an analysis defining how the new issue, combined
with current debt, impacts the Town’s debt capacity and conformance with Town debt policies.
3. Debt Service costs [General Obligation (GO) Bond, Certificate of Participation (COP), Revenue
Bond, and Contractual Debt] are not to exceed 25% of the Town’s operating revenue.
4. A ratio of current assets to current liabilities of at least 2/1 will be maintained to ensure the
Town’s ability to pay short-term obligations.
The Town will consider the issuance of long term obligations under the following conditions:
1. The Town will use debt financing only for one-time capital improvement projects and unusual
equipment purchases, and only under the following circumstances:
a. When the project is included in the Town’s five-year capital improvement program and is
in conformance with the Town’s General Plan.
b. When the project is not included in the Town five-year capital improvement plan, but it is
an emerging critical need whose timing was not anticipated in the five-year capital
improvement program, or it is a project mandated immediately by State or Federal
requirements.
c. When the project’s useful life, or the projected service life of the equipment, will be
equal to or exceed the term of the financing.
d. When there are designated revenues sufficient to service the debt, whether from project
revenues, other specified and reserved resources, or infrastructure cost-sharing revenues.
e. Debt financing (other than tax and revenue anticipation notes) is not considered
appropriate for any recurring purpose such as current operating and maintenance
expenditures.
2. The costs of developing and maintaining the Successor Agency to the Town of Los Gatos
Redevelopment Agency (Agency) long term debt policy will be borne by the Agency and will be
developed in conjunction with amendments to existing redevelopment project area plans and/or
new proposals to issue debt by the Successor Agency to the Town of Los Gatos Redevelopment
Agency.
3. The Town will follow all State and Federal regulations and requirements regarding bond
provisions, issuance, taxation and disclosure.
4. Costs incurred by the Town, such as bond counsel and financial advisor fees, printing,
underwriters’ discount, and project design and construction costs, will be charged to the bond
issue to the extent allowable by law.
5. The Town will monitor compliance with bond covenants and adhere to federal arbitrage and
disclosure regulations.
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INVESTMENT POLICY
I. SCOPE
This investment policy applies to all of the Town’s short term operating funds. These funds are described
in the Town's annual financial report and include, but are not limited to:

•
•
•
•
•
•
•

General Fund
Special Revenue Funds
Capital Project Funds
Debt Service Funds
Enterprise Fund
Internal Service Funds
Fiduciary Funds

Specifically excluded from this policy are amounts which are held by a trustee or fiscal agent and pledged
as payment or security for bonds or other indebtedness, obligations under a lease, or obligations under
certificates of participation. Such funds are invested in accordance with statutory provisions, ordinance,
resolution, or indenture governing the issuance of the obligations. In addition, this investment policy is
not applicable to the Town's Deferred Compensation Plan. These investments are directed by each
employee participant in accordance with the rules of the Deferred Compensation Plan.

II. INVESTMENT OBJECTIVES
1. The primary investment objectives, in prioritized order, shall be safety, liquidity, and yield:
a. Safety - Safety of principal is the foremost objective of the investment program. Investments
of the Town shall be made in a manner that seeks to ensure the preservation of capital in the
overall portfolio. To attain this objective, the Town will diversify its investments by security
type and institution. With the exception of US Treasury securities and the California Local
Agency Investment Fund (LAIF), no more than 50% of the Town’s total investment portfolio
will be invested in a single security type, or with a single financial institution.
b. Liquidity – The investment portfolio shall remain sufficiently liquid to meet all operating
requirements that may be reasonably anticipated. However, since all possible cash demands
cannot be anticipated, the portfolio should consist largely of securities with active secondary
or resale markets. In addition, a portion of the portfolio should be placed in money market
mutual funds or the Local Agency Investment Fund that offer same day liquidity.
c. Yield - The investment portfolio shall be designed with the objective of attaining a market
rate of return throughout budgetary and economic cycles, taking into account the investment
risk constraints and liquidity needs. Return on investment is of secondary importance
compared to the safety and liquidity objectives described above. The investments are limited
to relatively low risk securities in anticipation of earning a fair return relative to the risk being
assumed.
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2. The Town shall pursue a passive "buy and hold" investment strategy rather than a more
aggressive active management strategy. In general, securities shall not be sold prior to maturity
with the following exceptions:

a. A security with declining credit may be sold early to minimize loss of principal.
b. Liquidity needs of the portfolio require that the security be sold.
III. STANDARDS OF CARE
1. Prudence - The standard of care to be used by investment officials shall be the “prudent person”
and/or “prudent investor” standard and shall be applied in the context of managing an overall
portfolio. Investment officers acting in accordance with written procedures and this investment
policy and exercising due diligence shall be relieved of personal responsibility for an individual
security's credit risk or market price changes, provided deviations from expectations are reported
in a timely fashion and the liquidity and the sale of securities are carried out in accordance with
the terms of this policy.
Investments shall be made with judgment and care, under circumstances then prevailing, which
persons of prudence, discretion and intelligence exercise in the management of their own affairs,
not for speculation, but for investment, considering the probable safety of principal as well as the
probable income to be derived.
2. Ethics and Conflicts of Interest - Officers and employees involved in the investment process
shall refrain from personal business activity that could conflict with the proper execution and
management of the investment program, or that could impair their ability to make impartial
decisions. Employees and investment officials shall disclose any material interests in financial
institutions with which they conduct business. They shall further disclose any personal financial
relationships or personal investment positions that could be related to the performance of the
investment portfolio. Employees and officers shall refrain from undertaking personal investment
transactions with the same individual with which business is conducted on behalf of the Town.
3. Delegation of Authority - Under Los Gatos Town Code Section 2.30 025(c) the Town Council is
responsible for the delegation of authority for management of the Town's investment program.
This authority is hereby delegated to the Town Treasurer, who shall develop and act in
accordance with established written procedures and internal controls for the operation of the
investment program consistent with this investment policy. Procedures should include references
to: safekeeping, delivery versus payment, investment accounting, wire transfer agreements, and
collateral/depository agreements. No person may engage in an investment transaction except as
provided under the terms of this policy and the procedures established by the Town Treasurer.
The Town Treasurer shall be responsible for all transactions undertaken and shall establish a
system of controls to regulate the activities of any subordinate officials.
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IV. SAFEKEEPING AND CUSTODY
1. Authorized Financial Dealers and Institutions
Broker/Dealers - In order to do business with the Town, a securities dealer/brokerage firm must
be designated as a primary government dealer by the Federal Reserve Bank or meet one of the
other requirements of California Government Code Sec. 53601.5. The institution must have assets
of at least $1 billion. All financial institutions and broker/dealers who desire to become qualified
for investment transactions must also supply the following:

•
•
•
•

Audited financial statements (to be submitted annually)
Proof of National Association of Securities Dealers registration
Proof of state registration
Certification of having read the Town’s Investment Policy, including a statement that the
dealer shall make a good faith effort to conform to this Policy.

Financial Institutions - The Town shall maintain demand deposits and time deposits only with
Authorized banks that accept deposits from the Town shall meet high standards with regard to
liquidity, asset quality, profitability and capital adequacy. The Treasurer shall utilize a
commercial bank rating service to perform credit analysis on banks seeking authorization. Banks
that in the judgment of the Treasurer no longer offer adequate safety to the Town shall be removed
from the Town’s list of authorized banks.
2. Internal Controls - The Town Treasurer, in conjunction with the Town's Finance Director, shall
establish and maintain an internal control structure designed to ensure that the invested assets of
the Town are protected from loss, theft, or misuse. The internal control structure shall be designed
to provide reasonable assurance that these objectives are met. The concept of reasonable
assurance recognizes that (1) the cost of a control should not exceed the benefits likely to be
derived and (2) the valuation of costs and benefits requires estimates and judgments by
management. Accordingly, the Town Treasurer shall facilitate an annual independent review by
an external auditor to assure compliance with policies and procedures. The internal controls shall
address the following points:

•
•
•
•
•

Separation of transaction authority from accounting and record keeping functions
Custodial safekeeping
Avoidance of physical delivery of securities
Clear delegation of authority to subordinate staff members
Written confirmation of transactions for investments and wire transfers

3. Delivery versus Payment - All securities trades where applicable will be executed by delivery
versus payment (DVP) to ensure that securities are delivered into safekeeping with the Town's
third party custodian prior to the release of funds. The Town's third party custodian will be
independent from the broker/dealer handling the security transaction to ensure proper, timely
delivery, and payment.
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4. Collateralization - Collateralization is required on all Certificates of Deposits and deposits in
excess of FDIC insurance limits. Per Government Code Section 53652, the required
collateralization level is 110% of market value of principal and accrued interest for government
securities pledged as collateral, or 150% for first deeds of trust pledged as collateral. Such
collateral will be held by an independent third party custodian.
V. SUITABLE AND AUTHORIZED INVESTMENTS
1. Investment Types - California Government Code Sections 16429.1, 53600-53609 and 5363053686, except that pursuant to California Government Code Section 5903(e) place limitations on
allowable investments by local governments. This Investment Policy further restricts allowable
investments. The following investments will be permitted by this Policy:

Investment Type
US Treasury Obligations
Federal Agency Obligations
Federal Instrumentality
Prime Commercial Paper
Eligible Bankers Acceptances
Medium Term Notes
Municipal & State Obligations
Certificates of Deposit
CA Local Agency Investment Fund (LAIF)
Money Market Funds

Maximum
Maturity
5 years
5 years
5 years
270 days
180 days
5 years
5 years
5 years
N/A
N/A

Maximum % of
Portfolio
None
None
None
25%
30%
30%
30%
30%
N/A
20%

Quality Requirements
N/A
See Below (1)
See Below (2)
See Below (3)
See Below (4)
See Below (5)
See Below (6)
See Below (7)
See Below (9)
See Below (8)

(1) There is no limit on the percentage of the portfolio that can be invested in Federal Agency
Obligations; however, no more than 20% of the town’s total portfolio shall be invested in the
combination of Government National Mortgage Association (GNMA), Federal National
Mortgage Association (FNMA) and Federal Home Loan Mortgage Corporation (FHLMC)
mortgage-backed securities.
(2) There is no limit on the percentage of the portfolio that can be invested in Federal
Instrumentality; however, no more than 20% of the town’s total portfolio shall be invested in
the combination of GNMA, FNMA, and FHLMC mortgage-backed securities.
(3) There is no limit on the percentage of the portfolio that can be invested in Prime Commercial
Paper; however, no more than 20% of the town’s total portfolio shall be invested in the
combination of GNMA, FNMA, and FHLMC mortgage-backed securities. The entity that
issues the commercial paper shall meet all of the following conditions in either sub-paragraph
A. or sub-paragraph B. below:
A. The entity shall (1) be organized and operating in the United States as a general
corporation, (2) have total assets in excess of five hundred million dollars
($500,000,000) and (3) Have debt other than commercial paper, if any, that is rated
“A” or higher by a nationally recognized statistical-rating organization (NRSRO).
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B. The entity shall (1) be organized within the United States as a special purpose
corporation, trust, or limited liability company, (2) have program wide credit
enhancements, including, but not limited to, over collateralization, letters of
credit or surety bond and (3) have commercial paper that is rated “A-1” or
higher, or the equivalent, by a (NRSRO).
Purchases of eligible commercial paper shall not exceed:
i. 10% of the outstanding commercial paper of any single
corporate issuer,
ii. 5% of the Town’s total portfolio in the commercial
paper of any one issuer, and
iii. 25% of the Town’s total portfolio.
(4) Eligible Bankers Acceptances must be issued by a state or national bank with combined
capital and surplus of at least $250 million, whose deposits are insured by the Federal Deposit
Insurance Corporation (FDIC), and whose senior long-term debt is rated at least A or the
equivalent by a NRSRO at the time of purchase.
(5) Medium Term Notes should be rated at least “A” or the equivalent by a NRSRO. No more
than 5% of the Town’s total portfolio shall be invested in the medium-term notes of any one
issuer.
(6) Municipal bonds must be rated at least “A” or the equivalent by a NRSRO. No more than 5%
of the Town’s total portfolio shall be invested in “A” rated bonds or in the bonds of any one
municipality.
(7) Certificates of Deposit shall be issued by a nationally or state-chartered bank or a state or
federal savings and loan association or by a state-licensed branch of a foreign bank or by a
federally licensed branch of a foreign bank provided that the senior debt obligations of the
issuing institution are rated at least “A” or the equivalent by a NRSRO, and no more than 5%
of the portfolio shall be held in any one deposit or allocated to any one issuer.
(8) State of California’s Local Agency Investment Fund (LAIF), pursuant to California
Government Code Section 16429.1. The aggregate amount invested in LAIF shall not exceed
the maximum allowed by the fund.
(9) Money Market Funds registered under the Investment Company Act of 1940 that (1) are “noload” (meaning no commission or fee shall be charged on purchases or sales of shares); (2)
have a constant net asset value per share of $1.00; (3) invest only in the securities and
obligations authorized by applicable California Statute and (4) have a rating of at least AAA
or the equivalent by at least two NRSROs. No more than 10% of the Town’s total portfolio
shall be invested in money market funds of any one issuer.
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2. Prohibited Investments - Prohibited investments are any investments not specifically identified
above, including but not limited to:

•
•
•
•
•
•

Derivatives of the above instruments repurchase agreements
Reverse repurchase agreements negotiable certificates of deposit
Inverse floaters
Range notes
Interest only strips
Any security which could result in zero interest accrual if held to maturity

VI. REPORTING
1. Methods - The Town Treasurer shall prepare a quarterly investment report, including a
management summary that provides an analysis of the status of the current investment portfolio.
This management summary will be prepared in a manner that will allow the Town to ascertain
whether investment activities during the reporting period have conformed to the Investment Policy.
The report should be submitted to the Town Clerk within 45 days after the end of each quarter for
inclusion as an agenda item at the next scheduled Town Council meeting. The report shall include
the following:

•
•
•
•
•
•
•

Detailed listing of individual securities held at the end of the reporting period including,
issuer, purchase date, maturity date, and yield to maturity
Realized and unrealized gains or losses resulting from appreciation or depreciation by listing
the amortized cost and market value of each security
Average weighted yield to maturity of the portfolio
Weighted Average Maturity of the portfolio and percentage breakdown of the total portfolio by
maturity (e.g., % less than 1 year, 1 to 2 years, 3 to 5 years)
Summary of interest income for the month and fiscal year to date
A statement of compliance with the Investment Policy
A statement regarding the adequacy of cash flows for the next six months

2. Marking to Market - When "marking the portfolio to market" (i.e., calculating the market value of
the portfolio), the Treasurer shall obtain independent valuation of the portfolio from the Town's
safekeeping or custody service. Investments in LAIF shall be valued as shown on the month-end
statements received from the California State Treasurer. Due to a lack of reliable market value
data, investments in Certificates of Deposit shall be shown at cost provided that the fair market
value of the Certificates of Deposit are not significantly affected by the impairment of the credit
standing of the issuer.
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VII. Policy Considerations
1. Exemption – Any investment currently held that does not meet the guidelines of this Policy shall
be exempted from the requirements of this policy. At maturity or liquidation, such monies shall
be reinvested only as provided by this policy.
2. Adoption – The Town's Investment Policy shall be adopted by resolution of the Town Council at
a public meeting.
3. Amendments - This Policy shall be reviewed on an annual basis. Any changes must be approved
by the Town Treasurer and the Town Council.
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BUDGET PROCESS OVERVIEW

T

accounting system must record only cash
revenues as receipts. If the budget uses an
accrual basis, accounting must do likewise. The
Town’s budgeting and accounting systems both
use a combination of modified accrual and full
accrual basis in the accounting and budget
systems.

he Town of Los Gatos adopts an annual
Operating and Capital Budget and an
annual budget update of the five year
Capital Improvement Plan for the Town of Los
Gatos. The budgets contain summary level
information for revenue and expenditure
appropriations for the fiscal year beginning July
1st and ending June 30th. The budget documents
are prepared in accordance with generally
accepted accounting principles (GAAP).

Governmental Fund budgets are developed using
the modified accrual basis of accounting. Under
this basis, revenues are estimated for the period if
they are susceptible to accrual, (e.g. amounts can
be determined and will be collected within the
current period). Principal and interest on general
long term debt are budgeted as expenditures
when due, whereas other expenditures are
budgeted for liabilities expected to be incurred
during the current period.

Budget Purpose
The Operating and Capital Summary Budget and
the Capital Improvement Plan serve as the
Town’s financial plan, as well as a policy
document, a communications tool, and an
operations guide. Developed with an emphasis
on long range planning, service delivery, and
program management, a fundamental purpose of
these documents is to provide a linkage between
the services and projects the Town intends to
accomplish, and the resources committed to get
the work done.

Proprietary Fund budgets are adopted using the
full accrual basis of accounting whereby revenue
budget projections are developed recognizing
revenues expected to be earned during the period,
and expenditures are developed for expenses
anticipated to be incurred in the fiscal year. The
Town maintains one type of proprietary fund:
Internal Service Funds.

The format of the budget facilitates this linkage
by clearly identifying the program purpose, key
projects, and work plan goals in relation to
revenue and expenditures appropriations.

The Town’s Fiduciary Funds are also budgeted
under the modified accrual basis. The Town
administers four trust funds and one agency fund.
Trust funds are subject to trust agreement
guidelines, and the Agency Fund is held in a
purely custodial capacity involving only the
receipt, temporary investment, and remittance of
resources.

Basis of Budgeting and Accounting
Developed on a program basis with fund level
authority, the Operating and Capital Budgets
represent services and functions provided by the
Town in alignment with the resources allocated
during the fiscal year.

Summary of Budget Development

The Town’s Governmental Funds consist of the
General Fund, Special Revenue Funds, Debt
Service Funds, and Capital Project Funds for
both the Town and the Successor Agency.

The Town develops it budgets with a team-based
budgeting approach. Town Management and the
Finance Department guide the process through
budget development; however program budgets
and work plans are developed with each
Department’s Director, Analyst, and Program
Manager’s oversight and expertise.
This
approach allows for hands-on planning and
creates a clearer understanding for both
management and staff of a program’s goals and

Basis of Accounting and Budget refers to the
timing factor concept in recognizing transactions.
This basis is a key component of the overall
financial system because the budget determines
the accounting system. For example, if the
budget anticipates revenues on a cash basis, the
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Plan for the five year period in a public hearing.
Notice of the hearing is published in a local
newspaper at least ten days prior to the Council’s
public hearing date. The public is invited to
participate and copies of the proposed budgets
are available for review in the Town Clerk’s
office, on the Town website, and at the budget
hearing.

functions to be accomplished in the next budget
year.

The Development Process
Typically both the Operating and Capital Budget
and Capital Improvement Plan (CIP) processes
begin in the fall with the Town Council and
Town Manager’s cooperative development and
refinement of initiatives and directives for the
upcoming budget year. The CIP is reviewed
during this time to determine funding
capabilities, project priorities, and to refine
project work plans. Although the CIP budget
document is prepared separately from the
Operating and Capital Budget, CIP program
information is incorporated into the Operating
and Capital Summary Budget document through
the resulting financial appropriations and service
level requirements.

Under requirements established in Section 65401
of the State Government Code, the Town’s
Planning Commission also reviews the proposed
Capital Improvement Plan and reports back to the
Town Council as to the conformity of the CIP
with the Town’s Adopted General Plan.
Final Council-directed revisions to the proposed
budget are made and the budget documents are
resubmitted to the Town Council for adoption,
again in a publicized public hearing prior to the
beginning of the fiscal year.

In January, the budget preparation process begins
officially for staff with a budget kickoff meeting.
Budget assumptions, directives and initiatives
developed by Town Council and Management
are provided to set the Town’s overall objectives
and strategic priorities determined by the
Council. Department staff identifies and analyze
program revenue and expenditure projections in
coordination with Finance/Budget staff and
Town Management.
Capital improvement
projects are assessed and refined, and CIP
funding and appropriation requirements are
finalized.

Section 2.30.295(b) of the Los Gatos Town Code
requires the Town Manager to annually prepare
and submit a budget to the Town Council. This
is accomplished in June, when the final proposed
budget is formally submitted to the Town
Council in the subsequent public hearing.
The approved resolutions to adopt the CIP and
operating budgets and the appropriation
limitation (aka Gann Limit) follow this section.

Budget Amendments
During the course of the fiscal year, work plan
changes and unanticipated needs necessitate
adjustments to the adopted budgets. The Town
Manager is authorized to transfer appropriations
between categories, Departments, projects, and
programs within a fund in the adopted budget,
whereas the Town Council holds the authority for
budget increases and decreases and transfers
between funds.

Through rounds of budget briefings and
revisions, the final proposed program budget and
work plans are developed by the end of April;
operational and capital work plans are finalized,
and the Finance/Budget staff prepares financial
summary information. Per the Town Code, the
Town Manager submits the entire proposed
budget package to the Town Council for its
consideration, including Departmental budgets
and work plans.

Budget Adoption
During the month of May, the Town Council
reviews the proposed Operating and Capital
Summary Budget, and the Capital Improvement
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BUDGET CALENDAR
September/
October/
November /
December

Council Strategic Priorities Established
CIP work plan proposals and development
• Determine project priority
• Prepare upcoming work plan, timing schedules
• Prepare cost estimates
• Determine revenue sources
Determine and refine initiatives and directives for upcoming budget year
Update User Fee Schedule

January

Prepare Internal Service and Equipment Replacement Fund analyses and
schedules, finalize internal service rates
Budget Kick-off Meeting – General information to staff on:
• State of the Town/Town Council Strategic Goals
• Budget Principles presented to Council
• Budget assumptions, directives, initiatives, and goals
• Development of Department and program work plans
• Asset/Internal Services/Staffing request procedures
1st Draft revenue projections due to Budget Office
Analyze budget projections and review with Town Manager

February

1st Draft staffing requests due to Budget Office
Review and finalize staffing positions and requests
1st Draft asset, internal service requests, and expenditure requests due
1st Draft CIP Budget due to Budget Office
Review Internal Service requests with responsible Program Managers
1st Draft Internal Service budgets due to Budget Office
Incorporate approved staffing, assets, internal services and program expenditure
requests into a 1st Draft budget
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March

Review and analyze 1st Draft budget, briefing with Town Manager
1st Draft CIP budget briefing – determine program revisions
1st Draft budget briefings with Town Manager, Department Heads, and Analysts
– determine Department / program revisions
2nd Draft budget revisions and work plans due to Budget Office
2nd Draft briefing and revisions with Town Manager, Departments

April

Program narratives, financial and supplemental schedules, financial summaries,
and charts prepared
Grant distribution finalized
Budget revisions finalized and proposed budgets assembled
Public Hearings for proposed User Fee Schedule
Proposed budget briefing with Town Manager

May

Distribute Proposed Operating and CIP budgets to Town Council
Public Hearings for proposed Operating and Capital, CIP, and RDA Budgets
Town Council revisions incorporated into budget documents

May/
June

Public hearings for final adoption of the User Fee Schedule, Gann Appropriation
Limit, Operating and Capital Budget, and 5 year CIP and RDA Budgets
Final document preparation of financial and supplemental schedules, charts,
reference materials, etc.

July/
August/
September

Adopted Operating and CIP Budget documents finalized, printed and distributed
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GANN APPROPRIATION LIMIT
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n November 6, 1979 California voters approved Proposition 4, commonly known as the
Gann Spending Limitation Initiative, establishing Article XIIIB of the State
Constitution. This proposition, which became effective in Fiscal Year 1980/81,
mandated an appropriations (spending) limit on the amount of tax revenues that the State and
most local government jurisdictions may appropriate within a fiscal year. This limit grows
annually by a population and cost-of-living factor.

The State Appropriation Limit was since modified by two subsequent initiatives – Proposition 98
in 1988 and Proposition 111 in 1990. Proposition 98 established the return of tax revenues
exceeding appropriation limit levels to the State or citizens through a process of refunds, rebates,
or other means. Proposition 111 allowed more flexibility in the appropriation calculation factors.
Only tax proceeds are subject to this limit. Charges for services, fees, grants, loans, donations
and other non-tax proceeds are excluded. Exemptions are also made for voter-approved debt,
debt which existed prior to January 1, 1979, and for the cost of compliance with court or Federal
government mandates.
The Town Council adopts an annual resolution establishing an appropriations limit for the
following fiscal year using population and per capita personal income data provided by the State
of California’s Department of Finance. Each year’s limit is based on the amount of tax proceeds
that were authorized to be spent in fiscal year 1978/79, with inflationary adjustments made
annually to reflect increases in population and the cost of living.
APPROPRIATION LIMIT CALCULATION
The following schedule reflects historical appropriation factors for the prior ten years, and the
calculation for FY 2016/17:
For
Beginning
Appropriation
YE
June 30
Limit
2008
24,919,990
2009
26,416,980
2010
28,426,367
2011
29,048,811
2012
28,667,689
2013
29,669,366
2014
31,169,671
2015
33,279,977
2016
33,701,485
2017
35,384,256

County
Population
Factor
1.0152
1.0172
1.0156
1.0126
1.0089
1.0124
1.0157
1.0150
1.0113
1.0126

Town
Population
Factor
1.0100
1.0318
1.0108
1.0101
1.0096
1.0081
1.0147
1.0102
1.0020
1.0070
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Per
Capita
Income
1.0442
1.0429
1.0062
0.9746
1.0251
1.0377
1.0512
0.9977
1.0382
1.0537

Ending
Appropriation
Limit
26,416,980
28,426,367
29,048,811
28,667,689
29,669,366
31,169,671
33,279,977
33,701,485
35,384,256
37,754,174

%
Limit
Increase
6.01%
7.61%
2.19%
-1.31%
3.49%
5.06%
6.77%
1.27%
4.99%
6.70%

 GANN APPROPRIATION LIMIT 
The Town of Los Gatos’ appropriation limit for fiscal year 2016/17 is calculated as follows:
FY 2016/17 Calculation
% Increase in
County
Population

Change in
Per Capita
Income
X

1.0126

1.0537

2015/16
Appropriation
Limit

Appropriation
Factor
=

1.06697662

2016/17
Appropriation
Limit

X $ 35,384,256 = $

37,754,174

As illustrated above, the total amount of tax revenues appropriated to the Town in FY 2016/17 is
not to exceed $37,754,174. The FY 2016/17 budget anticipates $25,294,026 in tax revenues
which equates to $12,460,148 less than, or approximately 67% of, the appropriation limit for FY
2016/17. Therefore, the Town’s tax revenues fall substantially below the appropriation limit.
APPROPIATION TREND
Located in the Silicon Valley, Los Gatos has seen a significant increase in the county’s
population in recent years. A picturesque and charming town, Los Gatos is a desirable
community known for its hometown feel and excellent schools, which is reflected in the steady
increases in property values. Together, these factors contribute to a stable appropriation limit
while maintaining a comfortable margin between tax revenues received and the revenue
limitation established under the Gann Proposition. With a conservative forecast for an annual
2.22% revenue growth and 5.0% appropriation growth (based on prior year averages), there
remains a strong expectation for an ongoing level of comfort in future year’s appropriation
margins.
Tax Revenues to Appropriation Limit
10 Year Trend
$50,000,000
$45,000,000
$40,000,000
$35,000,000
$30,000,000
$25,000,000
$20,000,000
$15,000,000
$10,000,000
$5,000,000
$Actual
2011/12

Tax Revenues
Appropriation Limit
Revenue to Limit %

Actual
2012/13

Actual
2013/14

Actuals
2014/15

Estimated
2015/16

Budgeted
2016/17

Actual
Actual
Actual
Actuals
Estimated
2011/12
2012/13
2013/14
2014/15
2015/16
$
22,908,718 $
23,812,566 $ 23,603,489 $ 25,007,677 $ 24,745,244
$
29,669,366 $
31,169,671 $ 33,279,977 $ 33,701,485 $ 35,384,256
77%

76%

71%

74%

70%

Est
2017/18

Est
2018/19

Est
2019/20

Budgeted
Est
2016/17
2017/18
$ 25,294,026 $ 25,850,495 $
$ 37,754,174 $ 39,641,882 $
67%

65%

Est
2020/21

Est
2018/19
26,419,205 $
41,623,976 $
63%

Est
2019/20
27,000,428 $
43,705,175 $
62%

Est
2020/21
27,594,437
45,890,434
60%

APPROPRIATION LIMIT ADOPTION
The resolution to adopt the appropriation limit of $37,754,174 was adopted by the Council on
June 7, 2016.
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GANN APPROPRIATION RESOLUTION
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TOWN OF LOS GATOS
ANNUAL BUDGET RESOLUTION
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