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INDEPENDENT AUDITORS’ REPORT

To the City Manager and  
Members of the City Council

City of Monte Sereno, California

We have audited the accompanying financial statements of the governmental activities, each major fund, and the 
aggregate remaining fund information of the City of Monte Sereno, California, as of and for the year ended June 
30, 2011, which collectively comprise the City of Monte Sereno’s basic financial statements as listed in the table of 
contents.  These financial statements are the responsibility of the City of Monte Sereno’s management.  Our 
responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America, 
and the standards applicable to financial audits contained in Government Auditing Standard issued by the 
Comptroller General of the United States.  Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement.  An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit 
also includes assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation.  We believe that our audit provides a reasonable basis for 
our opinions.

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the respective 
financial position of the governmental activities, each major fund, and the aggregate remaining fund information of 
the City of Monte Sereno as of June 30, 2011, and the respective changes in financial position thereof for the year 
then ended in conformity with accounting principles generally accepted in the United States of America. 

As discussed in Notes 8 and 11 to the basic financial statements, the accompanying financial statements reflect 
certain changes required as a result of the implementation of Governmental Accounting Standards Board Statement 
No. 54, Fund Balance Reporting and Governmental Fund Type Definitions. These changes required a restatement 
of the beginning fund balances for the General Fund and certain Non-major Funds.

In accordance with Government Auditing Standards, we have also issued a report dated May 1, 2012, on our 
consideration of the City of Monte Sereno internal control over financial reporting and on our tests of its 
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.  The 
purpose of that report is to describe the scope of our testing of internal control over financial reporting and 
compliance and the results of that testing and not to provide an opinion on the internal control over financial 
reporting or on compliance.  That report is an integral part of an audit performed in accordance with Government 
Auditing Standards and should be considered in conjunction with this report in considering results of our audit.

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

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise 
the City of Monte Sereno, California’s financial statements as a whole. The combining non-major fund financial 
statements are presented for purposes of additional analysis and are not a required part of the financial statements. 
The combining non-major fund financial statements are the responsibility of management and were derived from 
and relate directly to the underlying accounting and other records used to prepare the financial statements. The 
information has been subjected to the auditing procedures applied in the audit of the financial statements and 
certain additional procedures, including comparing and reconciling such information directly to the underlying 
accounting and other records used to prepare the financial statements or to the financial statements themselves, and 
other additional procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the information is fairly stated in all material respects in relation to the financial 
statements as a whole. 

Pleasanton, California
May 1, 2012
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The following provides a narrative overview and analysis of the fiscal operations during the fiscal year ended June 
30, 2011 for the City of Monte Sereno.  The Management Discussion and Analysis is to be read in conjunction 
with the Basic Financial Statements.  

FISCAL YEAR 2010-2011 FINANCIAL HIGHLIGHTS

 The City’s total net assets were $6,963,898.
 Total City revenues were $2,528,596, while total expenses were $2,263,993.
 The City’s Unrestricted Net Assets are $6,278,045, equal to over two (2) years of operating expenses.

OVERVIEW OF THE ANNUAL FINANCIAL REPORT

This Annual Financial Report is in four parts:

1. Management’s Discussion and Analysis
2. The Basic Financial Statements, which include the government-wide and fund financial statements, along 

with the notes to the financial statements
3. Required supplementary information
4. Combining statements for non-major governmental funds

The Basic Financial Statements

The Basic Financial Statements are comprised of City-Wide Financial Statements and Fund Financial Statements.  
These two sets of financial statements provide the reader two different viewpoints of the City’s financial activities 
and financial position.

The Government-Wide Financial Statements provide a long-term view of the City’s activities as a whole and 
comprise the Statement of Net Assets and Statement of Activities.  The Statement of Net Assets provides 
information about the financial position of the City as a whole, including all of its capital assets and long-term 
liabilities on a full accrual basis, similar to the “basis” used by private corporations.  The Statement of Activities 
provides information about the City’s revenues and expenses, also on a full accrual basis, with the emphasis on 
measuring net revenues and/or expenses for each of the City’s activities.  The Statement of Activities explains in 
detail the change in Net Assets for the fiscal year.

All of the City’s activities are required to be grouped into government activities and business-type activities.  The 
entire amount in the Statement of Net Assets and Statement of Activities is also required to be separated into 
governmental activities or business-type activities in order to provide a summary of these two activities as a whole. 
In the case of Monte Sereno, there are no business-type activities as of June 30, 2011.
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The Fund Financial Statements report the City’s operations in more detail than the government-wide statements 
and focus primarily on the short-term activities of the City’s general fund and other major funds.  The Fund 
Financial Statements measure only current revenues and expenditures and fund balance; they exclude capital 
assets, long-term debt, and other long-term amounts from the balance sheets.  Major funds account for the major 
financial activities of the City and are presented individually, while the activities of non-major funds are presented 
in summary, with subordinate schedules (i.e. combining statements) presenting the detail for each of these funds.  
Major funds are explained later in Management’s Discussion and Analysis.

The Government-Wide Financial Statements

The Statement of Net Assets and the Statement of Activities present information about the following:

Governmental activities – All of the City’s basic services are considered to be governmental activities, including 
general government, community development, public safety, transportation, and cultural and leisure.  These 
services are supported by general City revenues such as taxes, and by specific program revenues such as developer 
fees.

Business-type activities – Enterprise activities are reported here; they would include activities such as water, sewer, 
and utilities.  Unlike governmental services, these services are supported by charges paid by users based on the 
amount of services used.  The City of Monte Sereno does not have any business-type activities at this time.

Government-wide financial statements are prepared on the accrual basis, which means they measure the flow of all 
economic resources of the City as a whole.

Fund Financial Statements

Fund financial statements provide detailed information about each of the City’s most significant funds, called 
major funds.  The concept of major funds, and the determination of which are major funds, is established by 
Governmental Accounting Standards Board (GASB) Statement No. 34.  Each major fund is presented individually, 
with all non-major funds summarized and presented in a single column.  Subordinate schedules present the detail 
of these non-major funds.  Major funds present the major activities of the City for the fiscal year, and may change 
from year to year as a result of changes in the pattern of the City’s activities.

Governmental fund financial statements are prepared on the modified accrual basis, which means they measure 
only current financial resources and uses.  Capital assets and other long-lived assets, along with long-term 
liabilities, are not presented in the governmental fund financial statements balance sheets.  Unlike the government-
wide financial statements, governmental fund financial statements focus on near-term inflows and outflows of 
spendable resources, and on balances of spendable resources available at the end of the fiscal year.  Such 
information may be useful in evaluating the City’s near-term financing requirements.
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Internal Service Funds – The City has no internal service funds at June 30, 2011.

Enterprise Funds – The City has no enterprise funds at June 30, 2011.

Proprietary Funds – The City has no proprietary funds at June 30, 2011.

Fiduciary Funds – These funds are used to account for assets held by the City in a trustee capacity or as an agent 
for individuals, private organizations, other governmental units, and/or other funds.  The City maintains one such 
Agency type fund:

 Performance Surety Agency Fund – Acts as a trustee for funds deposited by homeowners to assure any 
repairs and improvements needed to City streets as a result of construction. 

Notes to the Financial Statement: 

Notes to the Financial Statements provide additional information that is essential to a full understanding of the data 
provided in the government-wide and fund financial statements.  The notes can be found immediately following the
fund financial statements.

Required Supplementary Information 

The Required Supplementary Information (RSI) follows the basic financial statements and includes a budgetary 
comparison schedule that includes reconciliation between the statutory fund balance for budgetary purposes and 
the fund balance for the General Fund and all major special revenue funds, as presented in the governmental fund 
financial statements, where applicable.  RSI also includes the funding progress for retiree health benefits.

Combining and Individual Fund Statements and Schedules

Combining and individual fund statements and schedules provide information for non-major governmental funds.

Government-Wide Analysis

Net assets may serve over time as a useful indicator of a government’s financial position.  The City’s largest assets 
include investments and capital assets.  

$392,346 or 5.6% of the City’s net assets are capital assets (e.g., land, buildings, general government 
infrastructure, equipment, etc.).

$6,378,661 or 91.6% of the City’s net assets are unrestricted and may be used to fulfill ongoing obligations to the 
City residents and creditors.

$192,891 or 2.8% of the City’s net assets are subject to external restriction on how they may be used.  These 
restricted assets will be used primarily for capital projects and public safety improvements.
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Statement of Net Assets
Table 1

2011 2010

ASSETS

Cash and investments 6,656,590$             6,486,019$             

Cash and investments - restricted

Receivables:

Taxes 8,440                      5,427                      

Grants 34,532                    25,000                    

Interest 6,931                      8,051                      

Other 29,783 31,012

Capital assets, net of accumulated depreciation 392,346                  405,551                  

Total Assets 7,128,622               6,961,060               

LIABILITIES

Accounts payable 55,055 181,721

Other post employment benefits payable (long term) 70,100                    34,500                    

Compensated absences payable (long term) 39,569 45,544

Total Liabilities 164,724                  261,765                  

NET ASSETS

Invested in capital assets, net of related debt 392,346                  405,551                  

Restricted for:

Capital projects 136,126                  -                              

Highways and streets -                              3,028

Public safety -                              108                         

Other purpose 56,765                    -                              

Unrestricted 6,378,661               6,290,608               

Total Net Assets 6,963,898$             6,699,295$             

Governmental Activities
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Statement of Activities and Changes in Net Assets
Table 2

2011 2010

REVENUES

Program revenues:

Charge of services 731,919$                    567,229$                   

Operating contributions and grants 221,230                      345,324                     

General revenues:

Property taxes 1,098,216                   1,123,437                  

Other taxes 328,530                      313,859                     

Other 148,701                      155,774                     

Total revenues 2,528,596                   2,505,623                  

Expenses:

General government 1,568,646                   1,808,393                  

Public safety 515,426                      502,933                     

Public works 26,549                        234,566                     

Community development 23,619                        18,611                       

Facilities 129,753                      73,633                       

Total expenses 2,263,993                   2,638,136                  

Increase in net assets 264,603                      (132,513)                   

Net assets beginning of year 6,699,295                   6,831,808                  

Net assets end of year 6,963,898$                 6,699,295$                

Governmental Activites
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Major Funds

General Fund

General Fund Revenues - Revenues for the year ended June 30, 2011, increased by $43,154 or 2.1% from the prior 
fiscal year.

 Property taxes decreased 2.2% over the prior fiscal year.
 Franchise fees increased 13.3% over the prior fiscal year.
 Licenses and permits increased 41.8% over prior fiscal year.

General Fund Expenditures – General governmental expenditures including transfers out for the year ended June 
30, 2011 decreased $240,512 compared to the prior fiscal year.

For a year-to-year comparison of general fund expenditures, please see the annual budget document.

Law Enforcement Fund

Law Enforcement Fund Revenues - Law Enforcement Fund revenues, including transfers in for the year ended 
June 30, 2011, increased $58,500 from the prior year primarily due to increase in COPS grant received in the 
current year.

Law Enforcement Fund Expenditures - Law Enforcement Fund expenditures for the year ended June 30, 2011, 
increased by $58,665 or 11.2%.
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General Fund Budgetary Highlights

A comparison of the final budget to actual revenues and expenditures for the General Fund is presented in the 
required supplementary information section of this report.

Actual revenues were higher than the budgeted amounts by $193,054. The single largest variance was in the area 
of licenses and permits that accounted for a $126,127 excess over the estimate.  This is attributable to the City’s 
conservative estimate on building a construction activity in light of the current economic climate. Actual building 
and license fees exceeded the conservative estimates. Interest earnings on the City’s money market and reserve 
fund accounts fell short of budgeted amounts. This decrease is attributed entirely to the falling interest rates in FY 
2010-2011.

Total Public Safety expense accounts exceeded budgeted amounts, due primarily to unanticipated additional 
contract engineering services.  

Capital Assets

The City’s investment in capital assets, net of accumulated depreciation, as of June 30, 2011, amounts to $392,346.
This figure does not include City infrastructure such as roads and bridges.  These figures may be included in future 

year’s financial statements.  There were no significant additions to capital assets in the current fiscal year. 

Additional information on capital assets can be found in footnote #5 to these financial statements.

Long - Term Liabilities

The City’s long-term liabilities consist solely of compensated absences and other postemployment benefits in the 
amount of $109,669.

Economic Factors

Over the last several years the economic market has taken a dramatic downturn.  City staff continues to be cautious 
of the difficult times ahead.  As a result of this, building and interest revenues are expected to decline in the 
upcoming fiscal year. 

Major initiatives for the fiscal year 2011-2012 must take into consideration the impact of those events highlighted 
above.  The initiatives include:

 Maintain preparedness for economic downturns and sustain City operations by closely monitoring 
current revenues and expenditures.

 Pursuant to the adopted fiscal policy the City will maintain General Fund balance equivalent to at 
least two years of annual operating budget.

 Preserve the commitment of capital improvements reserves for projects related to public safety, 
infrastructure, and facilities.

 Prioritize City services that can be rendered within the parameters of the current revenue climate.
 Continue to pursue full cost recovery for services provided.
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REQUEST FOR FINANCIAL INFORMATION

This financial report is designed to provide a general overview of the City of Monte Sereno’s finances for all of 
Monte Sereno’s residents, taxpayers, and customers.  This financial report seeks to demonstrate the City’s 
accountability for the money it receives.  Questions concerning any of the information provided in this report or 
requests for additional information should be addressed to the City of Monte Sereno, 18041 Saratoga-Los Gatos 
Road, Monte Sereno, California 95030.
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STATEMENT OF NET ASSETS
JUNE 30, 2011

Governmental

Activities

ASSETS

Cash and investments 6,656,590$          

Receivables:

Taxes 8,440                   

Grants 34,532                 

Interest 6,931                   

Other 29,783                 

Capital assets, net of accumulated depreciation 392,346               

Total Assets 7,128,622            

LIABILITIES

Accounts payable 55,055                 

Compensated absences payable (long term) 39,569                 

Other post employment benefits payable (long term) 70,100                 

Total Liabilities 164,724               

NET ASSETS

Invested in capital assets, net of related debt 392,346               

Restricted for:

Capital projects 136,126               

Other purpose 56,765                 

Unrestricted 6,378,661            
Total Net Assets 6,963,898$          
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STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS
FOR THE YEAR ENDED JUNE 30, 2011

Net Revenue 

(Expense) and 

Change in Net 

Assets

Operating Capital Total

Charges for Contributions Contributions Governmental

Expenses Services and Grants and Grants Activities

Governmental Activities:

      General government 1,568,646$    87,510$     -$                -$                   (1,481,136)$      

      Public safety 515,426         199,313 125,829      -                     (190,284)           

      Public works 26,549           -                 95,401 -                     68,852              

      Community development 23,619           445,096 -                  -                     421,477            

      Facilities 129,753         -                 -                  -                     (129,753)           
Total Primary Government 2,263,993$    731,919$   221,230$    -$                   (1,310,844)        

General Revenues:

Taxes:

Property tax 1,098,216         

Sales tax 10,080              

Franchise tax 268,770            

Real property transfer tax 41,693              

   Motor vehicle tax 7,987                

Unrestricted investment earnings 28,754              

   Other revenue 119,947            

Total General Revenues 1,575,447         

Change in Net Assets 264,603            

Net Assets, Beginning of Year 6,699,295         

Net Assets, End of Year 6,963,898$       

Program Revenues
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GOVERNMENTAL FUNDS
BALANCE SHEET
JUNE 30, 2011

Law Non-Major

Enforcement Governmental 

General Fund Funds Totals

ASSETS

Cash and investments 6,516,450$ 51$            140,089$    6,656,590$ 

Receivables:

   Taxes 8,440          -                -                  8,440          

   Grants 9,532          25,000 -                  34,532        

   Interest 6,931          -                -                  6,931          

   Other 24,118        -                5,665          29,783        

Total Assets 6,565,471$ 25,051$     145,754$    6,736,276$ 

LIABILITIES AND FUND BALANCES

LIABILITIES

   Accounts payable 30,055$      25,000$     -$                55,055$      -                  
FUND BALANCES -                  

Restricted 47,137        -                145,754      192,891      

Assigned 184,181      51              -                  184,232      

Unassigned 6,304,098   -                -                  6,304,098   

Total Fund Balances 6,535,416   51              145,754      6,681,221   

Total Liabilities and

 Fund Balances 6,565,471$ 25,051$     145,754$    6,736,276$ 
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RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS

JUNE 30, 2011

Fund Balances of Governmental Funds 6,681,221$      

Amounts reported for governmental activities in the Statement of Net Assets 

  are different because:

Capital assets of governmental activities are not financial resources and

therefore are not reported in the governmental funds 392,346           

Compensated absences and other post retirement benefits are not due and payable 

in the current period and therefore are not reported in the governmental funds (109,669)          

Net Assets of Governmental Activities 6,963,898$      
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STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE
FOR THE YEAR ENDED JUNE 30, 2011

Law Non-Major

Enforcement Governmental

    General    Fund Funds Total
REVENUES

   Property and special assessment taxes 1,095,931$ 181,319$    2,285$       1,279,535$  

   Sales tax 10,080        -                  -                 10,080         

   Gas tax -                 -                  91,261       91,261         

   Franchise fee 268,770      -                  -                 268,770       

   Real property transfer tax 41,693        -                  -                 41,693         

   Licenses and permits 531,957      -                  -                 531,957       

   Fines and penalties 17,994        -                  -                 17,994         

   Investment earnings 28,643        -                  111            28,754         

   Intergovernmental \ Other agencies 25,829        100,000 -                 125,829       

   Current service charges 649             -                  4,140         4,789           

   Other revenue 114,798      -                  13,136       127,934       

Total Revenues 2,136,344   281,319      110,933     2,528,596    

EXPENDITURES

   Current:

     General government 1,524,116   -                  1,700         1,525,816    

      Public safety 35,150        480,276 -                 515,426       

      Public works -                 -                  26,549       26,549         

      Community development 23,619        -                  -                 23,619         

   Capital outlay -                 100,000 29,753       129,753       

Total Expenditures 1,582,885   580,276      58,002       2,221,163    

Excess (Deficiency) of Revenues
Over Expenditures 553,459      (298,957)     52,931       307,433       

OTHER FINANCING SOURCES (USES)
   Transfers in -                 298,900      -                 298,900       
   Transfers out (298,900)    -                  -                 (298,900)     

Total Other Financing  Sources (Uses) (298,900)    298,900      -                 -                   

Net Change in Fund Balances 254,559      (57)              52,931       307,433       

Fund Balances, Beginning of Year (Restated) 6,280,857   108             92,823       6,373,788    

Fund Balances, End of Year 6,535,416$ 51$             145,754$   6,681,221$  
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RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2011

Net Change in Fund Balances - Total Governmental Funds 307,433$        

Amounts reported for governmental activities in the Statement of Activities differ

    from the amounts reported in the Statement of Revenues, Expenditures, and Changes

    in Fund Balances because:

  Governmental funds report capital outlays as expenditures, but in the Statement

    of Activities the cost of those assets is allocated over their estimated useful lives

    as depreciation expense or is allocated to the appropriate functional expense when

    the cost is below the capitalization threshold. This activity is reconciled as follows:

Cost of assets capitalized -                      

Depreciation expense (13,205)           

  Compensated absences and other retirement benefit expenses reported in the Statement of 

    Activities do not require the use of current financial resources and therefore are not 

    reported as an expenditure in governmental funds. This activity is reconcilied as follows:

OPEB expense (35,600)           

Change in compensated absences liability 5,975              

Change in Net Assets of Governmental Activities 264,603$        
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STATEMENT OF NET ASSETS
FIDUCIARY FUNDS
JUNE 30, 2011

Performance Surety 

Agency Fund
ASSETS

Restricted cash and investments 27,116$                    

LIABILITIES

Deposits held for others 27,116$                    
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NOTE 1 – GENERAL

The City of Monte Sereno (the City) was incorporated in 1957, under the provisions of the State of California.  The 
City operates under a Council-Manager form of government and provides the following services: streets, 
sanitation, public improvement, planning and zoning, and general administration.

NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the City conform to accounting principles generally accepted in the United States of 
America as applicable to governments.  The Governmental Accounting Standards Board (GASB) is the accepted 
standard setting body for governmental accounting and financial reporting principles.  

A. Reporting Entity

A reporting entity is comprised of the primary government, component units, and other organizations that are 
included to ensure the financial statements are not misleading.  The primary government of the City consists of 
all funds, departments, boards, and agencies that are not legally separate from the City.

B. Basis of Accounting/Measurement Focus

Government–Wide Financial Statements

The City’s Government-Wide Financial Statements include a Statement of Net Assets and a Statement of 
Activities (including changes in net assets).  These statements present summaries of Governmental Activities 
for the City. Fiduciary-type activities of the City are not included in these statements.

These statements are presented on an “economic resources” measurement focus and the accrual basis of 
accounting.  Accordingly, all of the City’s assets and liabilities, including capital assets, as well as long-term 
debt, are included in the accompanying Statement of Net Assets.  The Statement of Activities presents changes 
in net assets.  Under the accrual basis of accounting, revenues are recognized when earned and expenses are 
recognized in the period in which the liability is incurred.  The Statement of Activities demonstrates the degree 
to which the direct expenses of a given function are offset by program revenues.  Direct expenses are those that 
are clearly identifiable with a specific function.  The types of program revenues for the City are reported in 
three categories:  1) charges for services, 2) operating contributions and grants, and 3) capital contributions and 
grants.  Charges for services include revenues from customers or applicants who purchase, use, or directly 
benefit from goods, services, or privileges provided by a given function.  Contributions and grants include 
revenues restricted to meeting the operational or capital requirements of a particular function.  Taxes and other 
items not properly included among program revenue are reported as general revenues.

Certain eliminations have been made as prescribed by GASB Statement No. 34 in regards to interfund 
activities, payables, and receivables.  Internal balances in the Government-Wide Financial Statements have 
been eliminated.
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NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fund Financial Statements

In order to ensure the proper identification of individual revenue sources and expenditures made from those 
revenues, the accounts of the City are organized on the basis of individual funds, each of which is considered a 
separate accounting entity.  The operations of each fund are accounted for with a separate set of self-balancing 
accounts that comprise its assets, liabilities, fund equity, revenues and expenditures, or expenses, as 
appropriate.  The City’s resources are accounted for in these individual funds based on the purposes for which 
they are to be spent and the means by which spending activities are controlled.

Governmental Funds

Governmental Fund Financial Statements include a Balance Sheet and a Statement of Revenues, Expenditures, 
and Changes in Fund Balances for all major governmental funds and aggregated non-major funds.  An 
accompanying schedule is presented to reconcile and explain the differences in fund balances as presented in 
These statements to the net assets presented in the Government-Wide Financial Statements.  The City has 
presented all major funds that meet the qualifications of GASB Statement No. 34.

All governmental funds are accounted for on a “spending” or financial flow measurement focus and the 
modified accrual basis of accounting.  Accordingly, only current assets and current liabilities are generally 
included on the balance sheets.  The reported fund balance is the net current assets, which is considered only to 
be a measure of available spendable resources. Governmental fund operating statements present a summary of 
sources and uses of available spendable resources during a period by presenting increases and decreases in net 
current assets.  Under the modified accrual basis of accounting, revenues are recognized in the accounting 
period in which they become both measurable and available to finance expenditures of the current period.  
Accordingly, revenues are recorded when received in cash, except that revenues subject to accrual (generally 
60-days after year-end) are recognized when due.  Those revenues susceptible to accrual are property taxes, 
sales taxes, transient occupancy taxes, utility user taxes, property transfer taxes, interest revenues, and charges 
for services.  Fines, licenses, use of property, and permit revenues are not susceptible to accrual because they 
generally are not measurable until received in cash.

Expenditures are generally recognized under the modified accrual basis of accounting when the related fund 
liability is incurred, except for principal and interest on general long-term obligations which is recognized 
when due.  Because of their current financial resources focus, expenditure recognition for governmental fund 
types excludes amounts represented by non-current liabilities.  Since they do not affect net current assets, such 
long-term amounts are not recognized as governmental fund expenditures or fund liabilities.

The City reports the following major governmental funds:

The General Fund is the government’s primary operating fund.  It accounts for all financial resources of 
the City except those required to be accounted for in another fund.

The Law Enforcement Fund accounts for all financial activity related to the City’s Law Enforcement 
Services.
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NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fiduciary Funds 

Fiduciary Fund Financial Statements include a Statement of Net Assets. The fiduciary funds are used to report 
assets held in a trustee or agency capacity for others and therefore are not available to support City programs.  
The reporting focus is on net assets and changes in net assets and employs accounting principles similar to 
proprietary funds.  Since these assets are being held for the benefit of a third party, these funds are not 
incorporated into the government-wide statements.

The City reports the following fiduciary fund:

The Performance Surety Agency Fund.

C. Budgetary Accounting

Budgets are adopted on a basis consistent with accounting principles generally accepted in the United States of 
America.  Budget/actual comparisons in this report use the GAAP basis.  Budgetary comparison schedules are 
presented for the General Fund and Law Enforcement Fund.  The budgetary comparison schedules present 
both the original adopted budget and the final budget with all amendments.  

D. Capital Assets

Capital assets purchased or acquired with an original cost of $1,000 or more are reported at historical cost or 
estimated historical cost.  Additions, improvements, and other capital outlays that significantly extend the 
useful life of an asset are capitalized.  Other costs incurred for repairs and maintenance are expensed as 
incurred.  Depreciation on all assets is provided on the straight-line basis over the following estimated useful 
lives:

Buildings 50 Years

Vehicles 4-10 Years

Furniture, fixtures, and equipment 5-25 Years
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NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES (Continued)

E. Interfund Transactions

With Council approval, resources may be transferred from one City fund to another.  Transfers (1) are used to 
move revenues from the fund that statute or budget requires collecting them to the fund that statute or budget 
requires to expend them, and (2) use unrestricted revenues collected in the General Fund to finance various 
programs accounted for in other funds in accordance with budgetary authorizations.

F. Property Taxes

The County of Santa Clara assesses all properties; and it bills, collects, and distributes property taxes and 
special assessments as follows:

Secured/Unsecured
Valuation dates July 1
Lien/levy dates January 1
Due dates 50% on November 1 and February 1
Delinquent as of December 10 and April 10

The term “unsecured” refers to taxes on personal property other than real estate, land and buildings.  These 
taxes are secured by liens on the property being taxed.  Property tax revenue is recognized in accordance with 
applicable GASB pronouncements, that is in the fiscal year for which the taxes have been levied, provided they 
become available.  Available means (a) due, or (b) past due and receivable within the current period and 
collected within the current period or expected to be collected soon enough thereafter (not to exceed 60 days) 
to be used to pay liabilities in the current period.  The County of Santa Clara remits the entire amount of the tax
levy to the City (net of County administrative fees), and handles all delinquencies, retaining any interest and 
penalties.

G. Compensated Absences

Compensated absences include vacation pay and compensated time off.  The City recognizes the liability for its 
compensated absences at year-end.

H. Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the 
United States of America requires management to make estimates and assumptions that affect certain reported 
amounts and disclosures.  Accordingly, actual results could differ from those estimates.

I. Cash and Cash Equivalents

For financial statement reporting purposes, the City considers cash and cash equivalents as short-term highly 
liquid investments that are both readily convertible to known amounts of cash and so near their maturity that 
they present insignificant risk of changes in value because of changes in interest rates.  Because the only 
investment held by the funds is the Local Agency Investment Fund (LAIF), which meets the definition of a 
cash equivalent, the entire pooled balance is reported as “cash and investments.”
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NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES (Continued)

J. Fund Balance Classification: 

The governmental fund financial statements present fund balances based on classifications that comprise a 
hierarchy that is based primarily on the extent to which the City is bound to honor constraints on the specific 
purposes for which amounts in the respective governmental funds can be spent. The classifications used in the 
governmental fund financial statements are as follows:

Nonspendable: This classification includes amounts that cannot be spent because they are either (a) not in 
spendable form or (b) are legally or contractually required to be maintained intact. The City did not have any 
nonspendable resources as of June 30, 2011.

Restricted: This classification includes amounts for which constraints have been placed on the use of the 
resources either (a) externally imposed by creditors (such as through a debt covenant), grantors, contributors, 
or laws or regulations of other governments, or (b) imposed by law through constitutional provisions or 
enabling legislation. The City has classified traffic safety fines and grants as being restricted because their use 
is restricted by the terms of the grant and state statute for traffic safety expenditures.  Gas taxes and interest are 
restricted by state statute for use on road and street repair and maintenance projects. Loma Street and Rose 
Andrews Street Light funds are classified as restricted because the use of these funds are restricted for 
operations and maintenance of the respective light districts, as imposed by the municipal code. Finally, storm 
drainage has been classified as restricted because these funds are collected from developers and set aside for 
capacity purposes, as mandated by state statute.  

Committed: This classification includes amounts that can be used only for specific purposes pursuant to 
constraints imposed by formal action of the City Council. These amounts cannot be used for any other purpose 
unless the City Council removes or changes the specified use by taking the same type of action (ordinance or 
resolution) that was employed when the funds were initially committed. This classification also includes 
contractual obligations to the extent that existing resources have been specifically committed for use in 
satisfying those contractual requirements. The City did not have any committed resources as of June 30, 2011.

Assigned: This classification includes amounts that are constrained by the City’s intent to be used for a specific 
purpose but are neither restricted nor committed. This intent can be expressed by the City Council or the City
manager, to whom this authority has been formally delegated by the City council. This classification also 
includes the remaining positive fund balance for all governmental funds except for the General Fund. The City
has assigned funds for operations of the Post Office, the remaining balance of the general fund transfer to the 
Law Enforcement Fund, and Road Impact fees for future road maintenance projects. 

Unassigned: This classification includes the residual fund balance for the General Fund. The Unassigned 
classification may also include negative residual fund balance of any other governmental fund that cannot be 
eliminated by offsetting of Assigned fund balance amounts.  However, the City did not have any negative 
residual fund balances in any other governmental funds. 

K. Use of Restricted Resources

The Town would typically use Restricted fund balances first, followed by Committed resources, and then 
Assigned resources, as appropriate opportunities arise, but reserves the right to selectively spend Unassigned 
resources first to defer the use of these other classified funds.
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NOTE 3 – CASH AND INVESTMENTS

The City’s dependence on property tax receipts requires it to maintain significant cash reserves to finance 
operations during certain portions of the year.  The City pools cash from all sources so that it can safely invest at 
maximum yields, while individual funds can make expenditures at any time.  All investments are carried at fair 
value.  

Summary of Deposits and Investments

Cash and cash equivalents as of June 30, 2011, consist of the following:

Cash on hand 120$               

Cash with financial institutions 626,376

Investments 6,057,210

Total Deposits and Investments 6,683,706$     

Cash and Investments

Cash and investments as of June 30, 2011, are classified in the accompanying financial statements as follows:

Statement of net assets:

Cash and investments 6,656,590$     

Fiduciary funds:

Cash and investments 27,116

Total Cash and Investments 6,683,706$     

Policies and Practices

The City is authorized under California Government Code and the City’s investment policy to make direct 
investments in U.S. Treasury instruments and securities of the U.S. Government, the Local Agency Investment 
Fund (LAIF), and federally insured deposits in commercial banks and savings and loan associations in the local 
area.

The City’s investments were in compliance with the above provisions as of and for the year ended June 30, 2011.
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NOTE 3 – CASH AND INVESTMENTS (Continued)

General Authorizations

The table below identifies the investment types that are authorized for the City of Monte Sereno by the California 
Government Code and are further limited by the City’s investment policy.  Limitations as they relate to interest rate 
risk, credit risk, and concentration of credit risk are indicated in the schedules below:

Maximum Maximum Maximum

Remaining Percentage Investment

Authorized Investment Type Maturity of Portfolio In One Issuer

U.S. Treasury Obligations 5 years None None

U.S. Agency Securities 5 years None None

Local Agency Investment Fund (LAIF) N/A None None

Federally insured deposits in commercial 

 banks and savings and loan associations in 

 the local area.

N/A None None

Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an investment.
Generally, the longer the maturity of an investment, the greater the sensitivity of its fair value to changes in market 
interest rates.  The City manages its exposure to interest rate risk by purchasing only short-term investments as 
necessary to provide the cash flow and liquidity needed for operations.  

As of June 30, 2011, the City had the following investments.  All investments are in the State’s investment pool.

Fair Average
Investment Type Value Maturity

State Investment Pool 6,057,210$        237 days

Credit Risk

Credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the investment.  
This is measured by the assignment of a rating by a nationally recognized statistical rating organization.  The state 
investment pool is not rated.

Concentration of Credit Risk

The City’s investment policy contains no limitations on the amount that can be invested in any one issuer beyond 
the amount stipulated by the California Government Code.  
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NOTE 3 – CASH AND INVESTMENTS (Continued)

Custodial Credit Risk - Deposits

This is the risk that, in the event of a bank failure, the City's deposits may not be returned.  The City’s policy, as 
well as the California Government Code, requires that a financial institution secure deposits made by state or local 
governmental units by pledging securities in an undivided collateral pool held by a depository regulated under state 
law (unless so waived by the governmental unit).  The market value of the pledged securities in the collateral pool 
must equal at least 110% of the total amount deposited by the public agencies.  California law also allows financial 
institutions to secure public deposits by pledging first trust deed mortgage notes having a value of 150% of the 
secured public deposits and letters of credit issued by the Federal Home Loan Bank of San Francisco having a 
value of 105% of the secured deposits.  As of June 30, 2011, the City's bank balance of $647,950, with a reported 
balance of $626,376, is either insured or collateralized with securities held by the pledging financial institution's 
trust department or agent, but not in the City’s name.

Custodial Credit Risk - Investments

This is the risk that, in the event of the failure of the counterparty, the City will not be able to recover the value of 
its investments or collateral securities that are in possession of an outside party.  Neither the California Government 
Code nor the City’s investment policy contains legal or policy requirements that would limit the exposure to 
custodial risk. 

Investment in the State Investment Pool 

The City is a voluntary participant in the LAIF that is regulated by California government code Section 16429 
under the oversight of the Treasurer of the State of California.  The fair value of the City's investment in the pool is 
reported in the accompanying financial statement at amounts based upon the City's pro-rata share of the fair value 
provided by LAIF for the entire LAIF portfolio (in relation to the amortized cost of that portfolio).  The balance 
available for withdrawal is based on the accounting records maintained by LAIF, and is recorded on the amortized 
cost basis.

NOTE 4 – INTERFUND TRANSFERS

With Council approval, resources may be transferred from one City fund to another.  Transfers (1) are used to 
move revenues from the fund that statute or budget requires to be collected to the fund that statute or budget 
requires to expend them, and (2) use unrestricted revenues collected in the General Fund to finance various 
programs accounted for in other funds in accordance with budgetary authorizations.

 Transfer In Transfer Out

General Fund -$                    298,900$        

Special Revenue Funds:

        Law Enforcement 298,900          -                      

                    Total 298,900 $          298,900 $          
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NOTE 5 – CAPITAL ASSETS

In accordance with GASB Statement No. 34, the City has reported all capital assets, in the Government-Wide 
Statement of Net Assets.  The City elected to apply infrastructure reporting on a proactive basis beginning July 1, 
2003 and to use the basic approach as defined by GASB Statement No. 34 for all infrastructure reporting, whereby 
depreciation expense and accumulated depreciation have been recorded.  The following table presents the capital 
assets activity for the year ended June 30, 2011.

Beginning Transfers Ending
Balance Increases Decreases Balance

Governmental Activities
Capital Assets Not Being Depreciated:

Land 119,888$         -$                    -$             119,888$         
Total Capital Assets Not Being Depreciated 119,888           -                      -               119,888           

Capital Assets, Being Depreciated:
Buildings and improvements 409,663           -                      -               409,663           
Computer equipment 48,784             -                      (2,241)      46,543             
Office equipment 24,153             -                      -               24,153             

Total Capital Assets Being Depreciated 482,600           -                      (2,241)      480,359           

Less Accumulated Depreciation For:
Buildings and improvements 149,661           8,193              -               157,854           
Computer equipment 32,780             4,166              (2,241)      34,705             
Office equipment 14,496             846                 -               15,342             

Total Accumulated Depreciation 196,937           13,205            (2,241)      207,901           

Total Capital Assets, Being Depreciated, Net 285,663           (13,205)           -               272,458           

Governmental Activities Capital Assets, Net 405,551$         (13,205)$         -$             392,346$         

Depreciation expense was charged to functions/programs of the primary government as follows:

General government 13,205$           
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NOTE 6 – PENSION PLAN

PERS Plan Description

Plan Description.  The City of Monte Sereno’s defined benefit pension plan (the Miscellaneous Plan) provides
retirement and disability benefits, annual cost-of-living adjustments, and death benefits to plan members and 
beneficiaries.  The Miscellaneous Plan is part of the Public Agency portion of the California Public Employees 
Retirement System (CalPERS), a cost sharing plan administered by CalPERS, which acts as a common investment 
and administrative agent for participating public employers within the State of California.

A menu of benefit provisions, as well as other requirements, are established by State statutes within the Public 
Employees’ Retirement Law.  The City of Monte Sereno selects optional benefit provisions from the benefit menu 
by contract with CalPERS and adopts those benefits through local ordinance or resolution.  CalPERS issues a 
separate comprehensive annual financial report.  Copies of the CalPERS annual financial report may be obtained 
from the CalPERS Executive Office, 400 P Street, Sacramento, California 95811.

Funding Policy.  Active plan members in the Miscellaneous Plan are required to contribute 7.0% of their annual 
covered salary that is paid by the City on the employees’ behalf.  The City of Monte Sereno is required to 
contribute the actuarially determined remaining amounts necessary to fund the benefits for its members.  The 
actuarial methods and assumptions used are those adopted by the CalPERS Board of Administration.  The required 
employer contribution rate for fiscal year 2010-2011 was 12.921% for miscellaneous employees.  The contribution 
requirements of the plan members are established by State statute, and the employer contribution rate is established 
and may be amended by CalPERS.

Annual Pension Cost.  For fiscal year 2010-2011, the City of Monte Sereno’s annual pension cost was $135,425
and was equal to the City’s required and actual contributions.  The required contribution for fiscal year 2010-2011
was determined as part of the June 30, 2009, actuarial valuation using the entry-age normal actuarial cost method 
with the contributions determined as a percent of pay.  The actuarial assumptions included: (a) 7.75% investment 
rate of return (net of administrative expenses); (b) projected salary increases that vary by duration of service 
ranging from 3.25% to 14.45% for miscellaneous members; and (c) 3.00% cost-of-living adjustment.  Both (a) and 
(b) include an inflation component of 3.00%.  The actuarial value of Miscellaneous Plan’s assets was determined 
using a technique that smoothes the effect of short-term volatility in the market value of investments over a two-to
five-year period depending on the size of investment gains and/or losses.  The Miscellaneous Plan’s unfunded 
actuarially accrued liability (or excess assets) is being amortized as a level percentage of projected payroll on a 
closed basis.  The remaining amortization period ends June 30, 2022 for current services.

Annual Percentage

Fiscal Year Pension Cost of APC Net Pension

Ending (APC) Contributed Obligation

6/30/2009 131,417$     100% -                 

6/30/2010 129,504       100% -                 

6/30/2011 135,425 100% -                 
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NOTE 7 – COMMITMENTS AND CONTINGENCIES

The City is involved as a defendant in various legal proceedings.  While it is not feasible to predict or determine 
the outcome in these cases, it is the opinion of the City that the outcome will have no materially adverse effect on 
the financial position of the City.

The City may receive State and Federal funds for specific purposes that are subject to audit by the grantor agencies. 
Such audits could generate expenditure disallowances under the terms of the grants. It is believed that any 

required reimbursements would not be material.

The City participates in a Public Entity Risk Pool.  See Note 9 for details.

NOTE 8 - NATURE AND PURPOSE OF REPORTED FUND BALANCE CLASSIFICATIONS

As described in Note 11, the City of Monte Sereno implemented GASB Statement No. 54, Fund Balance 
Reporting and Governmental Fund Type Definitions, in fiscal year 2011.  In the fund financial statements, 
governmental funds report the following classifications of fund balance:

Law Gas Rose Andrews Storm

Enforcement Tax Loma Street Street Light Drainage

General Fund Fund Light Fund Fund Fund Total

Fund Balances:

Restricted for:

Other capital projects -$               -$               70,047$   -$                -$                  66,079$   136,126$    

Other purposes 47,137        -                 -               9,033          595                -               56,765        

Total Restricted: 47,137        -                 70,047     9,033          595                66,079     192,891      

Assigned for:
Traffic Safety 147,717      -                 -               -                  -                    -               147,717      

Other purposes 36,464        51              -               -                  -                    -               36,515        

Total Assigned: 184,181      51              -               -                  -                    -               184,232      

Unsassigned: 6,304,098   -                 -               -                  -                    -               6,304,098   

Total fund balances 6,535,416$ 51$            70,047$   9,033$        595$              66,079$   6,681,221$ 

Non Major Funds

Nonspendable – includes amounts that cannot be spent because they are either not spendable in form or are legally 
or contractually required to be maintained intact. The City did not report any nonspendable resources for the year 
ended June 30, 2011.

Restricted – includes amounts restricted by external sources (creditors, laws of other governments, etc.) or by 
constitutional provision or enabling legislation.  The City reported restricted resources as follows:

Committed – includes amounts that can only be used for specific purposes. Committed fund balance is reported 
pursuant to resolutions passed by the City Council, Monte Sereno’s highest level of decision making authority.  
Commitments may be modified or rescinded only through resolutions approved by City Council.  The City did not 
report any committed resources for the year ended June 30, 2011.



CITY OF MONTE SERENO

NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2011

-29-

NOTE 8 - NATURE AND PURPOSE OF REPORTED FUND BALANCE CLASSIFICATIONS (Continued)

Assigned – includes amounts that the City of Monte Sereno intends to use for a specific purpose, but do not meet 
the definition of restricted or committed fund balance.  Under City Council’s adopted policy, amounts may be 
assigned by the Finance Officer under the authorization of the City Manager.  The City reported assigned resources 
as follows:

Unassigned – includes amounts that have not been assigned to other funds or restricted, committed or assigned to a 
specific purpose within the General Fund. 

Restatement of prior year fund balance – The City’s beginning fund balance for the General Fund has been 
restated as of June 30, 2011 to conform to GASB Statement No. 54’s definition of governmental funds. 
Accordingly, the beginning fun balances for the Post Office and Traffic Safety Funds previously presented as Non-
Major funds have been restated and included in the beginning fun balance of the General Fund. The restatement 
does not change the total fund balance of amounts previously reported in the City’s audited financial statements. 

The impact of the restatements are as follows:
General Post Office Traffic Safety

Fund Fund Fund

Fund Balance - Beginning 6,103,509$ 33,252$       144,096$       

Change in accounting principles to confirm to GASB Statement No. 54 177,348     (33,252)        (144,096)       

Fund Balance - Beginning as Restated 6,280,857$ -$                 -$                  

NOTE 9 – RISK MANAGEMENT

The City is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets; errors and 
omissions; and injuries to employees.  The City has joined Bay Cities Joint Powers Insurance Authority (BCJPIA). 
BCJPIA is a public entity risk pool that is currently operating a common risk management agency with seventeen 
members.  Annual premiums are paid by members and are adjusted retrospectively to cover costs.  Excess 
premiums, if any, are returned to the members based on an equity allocation five years after the close of the 
program year.  Member deductibles range from $5,000 to $500,000 with an Authority self-insured retention of 
$1,000,000.  The City’s self-insured retention is $5,000.  The Authority has purchased excess insurance up to 
$29,000,000 from a private company to provide coverage for losses and claims in excess of the Authority’s stated 
limits.

Audited financial statements are available from the entity.  Current condensed audited financial information was 
not available at the issuance of these financial statements.

NOTE 10 – PARTICIPATION IN JOINT POWERS AUTHORITIES

The City is a member of the West Valley Solid Waste Management Program (WVSWMP) for solid waste 
management and Silicon Valley Animal Control Authority (SVACAJPA) for animal control services. The City 
pays an annual premium to each entity for the services. The relationships between the City and the JPA’s are such 
that they are not component units of the City for financial reporting purposes. Each entity is summarized below.
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NOTE 10 – PARTICIPATION IN JOINT POWERS AUTHORITIES (Continued)

A. Description of WVSWMP

This program is a joint venture with the cities of Los Gatos, Campbell, Monte Sereno, and Saratoga to provide 
a coordinated Solid Waste Management Program to their respective cities in order to meet State and Federal 
requirements, as well as local objectives regarding solid waste.  Each city has a representative on the Rate 
Review Committee of the Program, which makes recommendations regarding budgets, policies, and 
procedures to the city managers of the member cities.  The city managers have final authority regarding 
policies, procedures, budgets, and expenditures of the entity.  Costs of the programs are allocated based on 
population with Monte Sereno’s portion of the budget equaling 3.3 percent for the year.  

B. Description of SVACAJPA

This program is a joint venture with the cities of Campbell, Santa Clara, and Monte Sereno to own, manage, 
operate and maintain the Animal Control Services in the area in order to provide the residents with more 
efficient and economical animal control services.  The Authority is administered by a Board of Directors 
consisting of three Directors, one each appointed by the Legislative Body of the cities of Santa Clara, Campbell
and Monte Sereno.  Costs of the program are allocated in proportions to the population of the member agency, 
the amount of licensed animals owned or kept by residents of the member agency, and the total number of days 
that an animal from each member agency is held at the current animal shelter facility.  During the current year 
Monte Sereno’s proportional share of those costs was 1.97% and is expected to be 1.97% for the fiscal year 
2011-2012.

Audited financial statements are available from these entities.  Current condensed financial information was not 
available at the issuance of these financial statements.

NOTE 11 – NEW ACCOUNTING PRONOUNCEMENTS 

Change in Accounting Principles

In February 2009, the GASB issued GASB Statement No. 54, Fund Balance Reporting and Governmental Fund 
Type Definitions.  The objective of this statement is to enhance the usefulness of fund balance information by 
providing clearer fund balance classifications that can be more consistently applied and by clarifying the existing 
governmental fund type definitions.  This Statement establishes fund balance classifications that comprise a 
hierarchy based primarily on the extent to which a government is bound to observe constraints imposed upon the 
use of the resources reported in governmental funds.  The requirements of this Statement are effective for the 
financial statements for periods beginning after June 15, 2010.  The City has implemented this statement for the 
fiscal year ended June 30, 2011.  See footnotes 2-J and 8 for additional information.  

In June 2010, the GASB issued GASB Statement No. 59, Financial Instruments Omnibus.  The objective of this 
Statement is to update and improve existing standards regarding financial reporting and disclosure requirements of 
certain financial instruments and external investment pools for which significant issues have been identified in 
practice. The provisions of this Statement are effective for financial statements for periods beginning after June 15, 
2010. The City has implemented this statement for the fiscal year ended June 30, 2011, with no significant impact 
on the financial statements.
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NOTE 11 – NEW ACCOUNTING PRONOUNCEMENTS (Continued)

New Governmental Accounting and Reporting Standards

In December 2009, the GASB issued GASB Statement No. 57, OPEB Measurements by Agent Employers and 
Agent Multiple-Employer Plans. The objective of this Statement is to address issues related to the use of the 
alternative measurement method and the frequency and timing of measurements by employers that participate in 
agent multiple-employer other postemployment benefit (OPEB) plans (that is, agent employers). In addition, this 
Statement clarifies that when actuarially determined OPEB measures are reported by an agent multiple-employer 
OPEB plan and its participating employers, those measures should be determined as of a common date and at a 
minimum frequency to satisfy the agent multiple-employer OPEB plan’s financial reporting requirements.  The 
provisions related to the use and reporting of the alternative measurement method are effective on the date of 
issuance. The provisions related to the frequency and timing of measurements are effective for actuarial valuations 
first used to report funded status information in OPEB plan financial statements for periods beginning after June 
15, 2011.  The City will be required to implement the provisions of this Statement in fiscal year ending June 30, 
2012, and does not believe it will have a significant impact on the financial statements.

In November 2010, the GASB issued GASB Statement No. 60, Accounting and Financial Reporting for Service 
Concession Arrangements. The objective of this Statement is to improve financial reporting by addressing issues 
related to service concession arrangements (SCAs), which are a type of public-private or public-public partnership. 
This Statement applies only to those arrangements in which specific criteria determining whether a transferor has 
control over the facility are met. This Statement also requires disclosures about an SCA including a general 
description of the arrangement and information about the associated assets, liabilities, and deferred inflows, the 
rights granted and retained, and guarantees and commitments. The requirements of this Statement are effective for 
financial statements for periods beginning after December 15, 2011. The provisions of this Statement generally are 
required to be applied retroactively for all periods presented. The City will be required to implement the provisions 
of this Statement in fiscal year ending June 30, 2013, and is currently evaluating impact on the financial 
statements.

In November 2010, the GASB issued GASB Statement No. 61, The Financial Reporting Entity: Omnibus—an 
amendment of GASB Statements No. 14 and No. 34.  The objective of this Statement is to improve financial 
reporting for a governmental financial reporting entity. This Statement modifies certain requirements for inclusion 
of component units in the financial reporting entity by clarifying the manner in which that determination should be 
made and the types of relationships that generally should be considered in making the determination.  The 
provisions of this Statement are effective for financial statements for periods beginning after June 15, 2012. 
Earlier application is encouraged. The City will be required to implement the provisions of this Statement in fiscal 
year ending June 30, 2013, and does not believe it will have a significant impact on the financial statements.

In December 2010, the GASB issued GASB Statement No. 62, Codification of Accounting and Financial 
Reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements. The objective of 
this Statement is to incorporate into the GASB’s authoritative literature certain accounting and financial reporting 
guidance that is included in the following pronouncements issued on or before November 30, 1989, which does not 
conflict with or contradict GASB pronouncements: 

1. Financial Accounting Standards Board (FASB) Statements and Interpretations 
2. Accounting Principles Board Opinions 
3. Accounting Research Bulletins of the American Institute of Certified Public Accountants’ 

(AICPA) Committee on Accounting Procedure
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NOTE 11 – NEW ACCOUNTING PRONOUNCEMENTS (Continued)

This Statement also supersedes Statement No. 20, Accounting and Financial Reporting for Proprietary Funds and 
Other Governmental Entities That Use Proprietary Fund Accounting, thereby eliminating the election provided in 
paragraph 7 of that Statement for enterprise funds and business-type activities to apply post-November 30, 1989 
FASB Statements and Interpretations that do not conflict with or contradict GASB pronouncements. The 
requirements of this Statement are effective for financial statements for periods beginning after December 15, 
2011. Earlier application is encouraged. The provisions of this Statement generally are required to be applied 
retroactively for all periods presented. The City will be required to implement the provisions of this Statement in 
fiscal year ending June 30, 2013, and is currently evaluating the impact on the financial statements.

In June 2011, the GASB issued GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, 
Deferred Inflows of Resources, and Net Position. This Statement provides financial reporting guidance for 
deferred outflows of resources and deferred inflows of resources. This Statement amends the net asset reporting 
requirements in Statement No. 34, Basic Financial Statements—and Management’s Discussion and Analysis—for 
State and Local Governments, and other pronouncements by incorporating deferred outflows of resources and 
deferred inflows of resources into the definitions of the required components of the residual measure and by 
renaming that measure as net position, rather than net assets. The provisions of this Statement are effective for 
financial statements for periods beginning after December 15, 2011. Earlier application is encouraged. The City
will be required to implement the provisions of this Statement in fiscal year ending June 30, 2013, and is currently 
evaluating the impact on the financial statements.

In June 2011, the GASB issued GASB Statement No. 64, Derivative Instruments: Application of Hedge 
Accounting Termination Provisions—an amendment of GASB Statement No. 53. The objective of this Statement is 
to clarify whether an effective hedging relationship continues after the replacement of a swap counterparty or a 
swap counterparty’s credit support provider. This Statement sets forth criteria that establish when the effective 
hedging relationship continues and hedge accounting should continue to be applied. The provisions of this 
Statement are effective for financial statements for periods beginning after June 15, 2011. Earlier application is 
encouraged.  The City will be required to implement the provisions of this Statement in fiscal year ending June 30, 
2012, and does not believe it will have a significant impact on the financial statements as it does not engage in 
investing or trading of derivative instruments.
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NOTE 12 – STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

The City has exceeded expenditures over appropriations for the following funds:

Budgeted Amount Actual Variance with Final Budget

Expenditure Original/Final Amount Positive/(Negative)

General Fund:

Public safety 10,000$                20,777$          (10,777)$                             

NOTE 13 – OTHER POSTEMPLOYMENT BENEFITS

Postemployment Healthcare Plan (OPEB)

Plan Description – The City’s defined benefit postemployment healthcare plan provides medical benefits to 
employees who satisfy the requirements for retirement under CalPERS (attained age 50 with five years of service 
or satisfaction of the requirements for a disability retirement.)  The amount of the retiree’s medical benefit is 
dependent upon both years of service with the City and the year the employee retires.

Funding Policy – The City’s annual required contribution (ARC) is an amount actuarially determined in 
accordance with the parameters of GASB Statement No. 45.  The ARC represents a level of funding that, if paid on 
an on going basis, is projected to cover normal annual costs each year and amortize any unfunded actuarial 
liabilities (or funding excess) over a period not to exceed 30 years on a closed basis.  The current ARC rate is 5.1%
of the annual covered payroll, based on the most recent actuarial report dated May 26, 2010.  The plan members 
receiving benefits currently do not make contributions.

Annual OPEB Costs – For 2011, the City’s annual OPEB cost (expenses) was $35,600, and was equal to the ARC. 
The City did not make any contributions to the trust during the year ended June 30, 2011.  The City’s annual 
OPEB cost, the percentage of annual OPEB cost contributed to the plan, and the net OPEB obligation (asset) for 
2011are as follows:

Fiscal Years Annual OPEB Actual Employer Percentage Net OPEB
Ending Cost Contributions Contributed Obligations (Asset)

6/30/2010 34,500$                -$                             0% 34,500$                    
6/30/2011 35,600                  -                               0% 70,100                      

Trend Information
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NOTE 13 – OTHER POSTEMPLOYMENT BENEFITS (Continued)

Funded Status and Funding Progress.  The schedule of funding progress and funded status of the plan as of July 1, 
2008 is as follows:

Actuarial accrued liability (AAL) 202,700$                   

Actuarial value of plan assets -                                

Unfunded actuarial accrued liability (UAAL) 202,700$                   

Funded ratio (to actuarial value of plan assets) 0%

Covered payroll (active plan members) 674,000$                   

UAAL as a percentage of covered payroll 30.07%

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions about 
the probability of occurrence of events far into the future.  Examples include assumptions about future 
employment, mortality, and the health care cost trend.  Amounts determined regarding the funded status of the plan 
and the annual required contributions of the employer are subject to continual revision as actual results are 
compared with past expectations and new estimates are made about the future.  The schedule of funding progress, 
presented as required supplementary information presents multiyear trend information that shows whether the 
actuarial value of plan assets is increasing or decreasing over time relative to the actuarial liabilities for benefits.

Actuarial Methods and Assumptions – Projections of benefits for financial reporting purposes are based on the 
substantive plan (the plan as understood by the employer and plan members) and include the types of benefits 
provided at the time of each valuation and the historical pattern of sharing of benefit costs between the employer 
and plan members to that point.  The actuarial methods and assumptions used include techniques that are designed 
to reduce short-term volatility in actuarial accrued liabilities and the actuarial value of assets, consistent with the 
long-term perspective of the calculations.

The following is a summary of the actuarial assumptions and methods:

Valuation date June 30, 2009
Actuarial cost method Entry age, Normal Cost
Amortization method Level percentage of payroll
Amortization period 30 years
Asset valuation method Market value of assets
Investment rate of return (funded 7.75%
Salary increase 3.25%
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SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE – BUDGET AND ACTUAL
GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2011

Variance with

Final Budget -

Actual Positive

Original/Final Amounts (Negative)
REVENUES

   Property tax 1,100,580$             1,095,931$          (4,649)$                

   Sales tax 10,000                    10,080                 80                         

   Franchise fee 226,128                  268,770               42,642                  

   Real property transfer tax 40,800                    41,693                 893                       

   Licenses and permits 405,830                  531,957               126,127                

   Investment earnings 50,000                    28,643                 (21,357)                

   Intergovernmental \ Other agencies 13,500                    25,829                 12,329                  

   Current service charges 1,000                      649                      (351)                     

   Other revenue 95,452                    114,798               19,346                  

               Total Revenues 1,943,290               2,136,344            193,054                

EXPENDITURES
   Current:

      Administration General Government 1,528,540               1,524,116            4,424                    

      Public safety 24,373                    35,150                 (10,777)                

      Community development 26,000                    23,619                 2,381                    

               Total Expenditures 1,578,913               1,582,885            (3,972)                  

               Excess (Deficiency) of Revenues

               Over Expenditures 364,377                  553,459               189,082                

OTHER FINANCING SOURCES (USES)

   Transfers out -                              (298,900)              (298,900)              

Total Other Financing  Sources (Uses) -                              (298,900)              (298,900)              

Net Change in Fund Balance 364,377                  254,559               (109,818)              

Fund Balance, Beginning of Year (Restated) 6,280,857               6,280,857            -                           

Fund Balance, End of Year 6,645,234$             6,535,416$          (109,818)$            

Budgeted Amounts
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SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCE – BUDGET AND ACTUAL
LAW ENFORCEMENT FUND
FOR THE YEAR ENDED JUNE 30, 2011

Variance with
Final Budget -

Actual Positive
Original/Final Amounts (Negative)

REVENUES
   Property tax  and special assessment taxes 183,150$                181,319$             (1,831)$                
   Intergovernmental \ Other agencies 100,000                  100,000               -                           

               Total Revenues 283,150                  281,319               (1,831)                  

EXPENDITURES
   Current:
      Public safety 484,230                  480,276               3,954
   Capital outlay 100,000                  100,000               -                           
               Total Expenditures 584,230                  580,276               3,954                    

               Excess (Deficiency) of Revenues
               Over Expenditures (301,080)                 (298,957)              2,123                    

OTHER FINANCING SOURCES (USES)
   Transfers in -                              298,900               298,900                0

Net Change in Fund Balance (301,080)                 (57)                       301,023                0
Fund Balance, Beginning of Year 108                         108                      -                           
Fund Balance, End of Year (300,972)$               51$                      301,023$              

Budgeted Amounts
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SCHEDULE OF FUNDING PROGRESS FOR OPEB
FOR THE YEAR ENDED JUNE 30, 2011

UAAL as a 
Valuation Date Actuarial Value Actuarial Accrued Unfunded AAL Covered Percentage of 

June 30, of Assets Liability (AAL) (UAAL) Funded Ratio Payroll Covered Payroll
June 30, 2009 -$                   202,700$                 202,700$                0% 674,000$     30.07%
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Gas

Tax Loma Street 

ASSETS Fund Light Fund

Cash and investments 70,047$          9,033$            

Receivables:

   Other -                      -                      

Total Assets 70,047$          9,033$            

LIABILITIES AND FUND BALANCES

LIABILITIES

   Accounts payable -$                    -$                    

Total Liabilities -                      -                      

FUND BALANCES

Restricted 70,047            9,033              

Committed -                      -                      

Assigned -                      -                      

Unassigned -                      -                      

Total Fund Balances 70,047            9,033              

Total Liabilities and

 Fund Balances 70,047$          9,033$            
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Total 

Rose Andrews Storm Non-major

Street Light Drainage Governmental

Fund Fund Funds

595$               60,414$          140,089$        

-                      5,665              5,665              

595$               66,079$          145,754$        

-$                    -$                    -$                    

-                      -                      -                      

595                 66,079            145,754          

-                      -                      -                      

-                      -                      -                      

-                      -                      -                      

595                 66,079            145,754          

595$               66,079$          145,754$        
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Gas

Tax Loma Street 

Fund Light Fund

REVENUES

   Property tax -$                         1,884$               

   Gas tax 91,261                 -                         

   Investment Earnings 111                      -                         

   Current service charges -                           -                         

   Other revenue -                           -                         

        Total Revenues 91,372                 1,884                 

EXPENDITURES

   Current:

      General government 1,700                   -                         

      Public works and facilities 22,653                 2,085                 

   Capital outlay -                           -                         

        Total Expenditures 24,353                 2,085                 

        Excess (Deficiency) of Revenues

          Over Expenditures 67,019                 (201)                   

OTHER FINANCING SOURCES (USES)
   Transfers in -                           -                         
   Transfers out -                           -                         

        Total Other Financing  Sources (Uses) -                           -                         

        Net Change in Fund Balances 67,019                 (201)                   

Fund Balances, Beginning of Year (Restated) 3,028                   9,234                 

Fund Balances, End of Year 70,047$               9,033$               
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Total 

Non-major

Rose Andrews Storm Drainage Governmental

Street Light Fund Fund Funds

401$                   -$                     2,285$             

-                          -                       91,261             

-                          -                       111                  

-                          4,140               4,140               

-                          13,136             13,136             

401                     17,276             110,933           

-                          -                       1,700               

1,811                  -                       26,549             

-                          29,753 29,753             

1,811                  29,753             58,002             

(1,410)                 (12,477)            52,931             

-                          -                       -                       
-                          -                       -                       

-                          -                       -                       

(1,410)                 (12,477)            52,931             

2,005                  78,556             92,823             

595$                   66,079$           145,754$         
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL 
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED 

ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE 
WITH GOVERNMENT AUDITING STANDARDS

To the City Manager and
Members of the City Council

City of Monte Sereno, California

We have audited the financial statements of the governmental activities, each major fund, and the aggregate 
remaining fund information of the City of Monte Sereno as of and for the year ended June 30, 2011, which 
collectively comprise the City’s basic financial statements and have issued our report thereon dated May 1, 2012.  
We conducted our audit in accordance with auditing standards generally accepted in the United States of America 
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered City of Monte Sereno’s internal control over financial 
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on the 
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the City of Monte 
Sereno’s internal control over financial reporting.  Accordingly, we do not express an opinion on the effectiveness 
of the City of Monte Sereno’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct 
misstatements on a timely basis.  A material weakness is a deficiency, or a combination of deficiencies, in internal 
control such that there is a reasonable possibility that a material misstatement of the entity’s financial statements 
will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purposes described in the first 
paragraph of this section and was not designed to identify all deficiencies in internal control over financial 
reporting that might be deficiencies, significant deficiencies, or material weaknesses.  We did not identify any 
deficiencies in internal control over financial reporting that we consider to be material weaknesses, as defined 
above.

www.vtdcpa.com
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether City of Monte Sereno’s financial statements are free of 
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts 
and grant agreements, noncompliance with which could have a direct and material effect on the determination of 
financial statement amounts.  However, providing an opinion on compliance with those provisions was not an 
objective of our audit and, accordingly, we do not express such an opinion.  The results of our tests disclosed no 
instances of noncompliance or other matters that are required to be reported under Government Auditing 
Standards.

This report is intended solely for the information and use of the City Council, management, the State Controller's 
Office, and is not intended to be and should not be used by anyone other than these specified parties. 

Pleasanton, California
May 1, 2012
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INDEPENDENT AUDITORS’ REPORT ON AGREED-UPON PROCEDURES
APPLIED TO APPROPRIATIONS LIMIT WORKSHEETS

To the City Manager and
Members of the City Council

City of Monte Sereno, California

We have performed the procedures enumerated below to the Appropriations Limit worksheet No. 6 (or other 
alternative computation) of the City of Monte Sereno, for the year ended June 30, 2011.  These procedures, which 
were agreed to by the City of Monte Sereno, and the League of California Cities (as presented in the League 
publication entitled Article XIIIB Appropriations Limitation Uniform Guidelines) were performed solely to assist 
the City of Monte Sereno, California in meeting the requirements of Section 1.5 of Article XIIIB of the California 
Constitution.  The City of Monte Sereno management is responsible for the Appropriations limit worksheet No. 6 
(or other alternative calculations).

This engagement to apply agreed-upon procedures was conducted in accordance with attestation standards 
established by the American Institute of Certified Public Accountants.  The sufficiency of the procedures is solely 
the responsibility of the specified users of the report.  Consequently, we make no representation regarding the 
sufficiency of the procedures described below either for the purpose for which this report has been requested or for 
any other purpose.

The procedures performed and our findings were as follows:

1. We obtained the completed worksheets No. 1 through No. 7 (or other alternative computations) and 
compared the limit and annual adjustment factors included in those worksheets to the limit and annual 
adjustment factors that were adopted by resolution of the City Council.  We also compared the population 
and inflation options included in the aforementioned worksheets to those that were selected by a recorded 
vote of the City Council.

Findings:  No exceptions were noted as a result of our procedures.

2. For the Appropriations Limit worksheet No. 6, (or other alternative computations) we added last year’s 
limit, to total adjustments, and compared the resulting amount in this year’s limit.

Finding:  No exceptions were noted as a result of our procedures.

3. We compared the current year information in the Appropriations Limit worksheet No. 6 (or other 
alternative computations) to the prior year appropriations limit adopted by the City Council for the prior 
year.

Finding:  No exceptions were noted as a result of our procedures.   
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4. We compared the prior year appropriations limit in the Appropriations Limit worksheet No. 6 (or other 
alternative computations) to the prior year appropriations limit adopted by the City Council for the prior 
year.

Finding:  No exceptions were noted as a result of our procedures.

We were not engaged to, and did not perform an audit, the objective of which would be the expression of an 
opinion on the Appropriations Limit worksheet No. 6 (or other alternative computation).  Accordingly, we do not 
express such an opinion.  Had we performed additional procedures, other matters might have come to our attention 
that would have been reported to you.  No procedures have been performed with respect to the determination of the 
appropriation limit for the base year, as defined by Article XIII-B of the California Constitution.

This report is intended solely for the use of the City Council and management and should not be used by those who 
have not agreed to the procedures and taken responsibility for the sufficiency of the procedures for their purposes.  
However, this report is a matter of public record and its distribution is not limited.

Pleasanton, California
May 1, 2012




