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Subject: FW: Agenda Item #6 - Review of CIP and Funding
Attachments: final budget savings .docx; Pages from FY-201920-CAFR - GF Balance Sheet.pdf; Pages from 

FY-201920-CAFR-2 -G F Budget vs Actual.pdf; Pages from FY-201920-CAFR-3- Changes in GF 
balance.pdf; Staff memo on CIP.pdf

From: Phil Koen <pkoen@monteropartners.com> 
Date: March 7, 2021 at 10:57:46 AM PST 
To: Rob Rennie <RRennie@losgatosca.gov>, Matthew Hudes <MHudes@losgatosca.gov>, Ron Dickel 
< >, Rick Tinsley < >, Kyle Park < > 
Cc: Laurel Prevetti <LPrevetti@losgatosca.gov>, Arn Andrews <aandrews@losgatosca.gov>,  , Lee 
Fagot < > 
Subject: Agenda Item #6 ‐ Review of CIP and Funding 

Ron, 

I don’t have the email addresses for all of the members of the Finance Commission. Perhaps you could 
pass my email to all of them. Please let me know if you have any questions. 

Phil 

ATTACHMENT 3



 

RE: Agenda Item #6 – Review of CIP and Funding 

 

Dear Finance Commission Members, 

 

I am writing to provide the Commission with a different perspective regarding the GFAR funding. I have 
attached a copy of the staff memo for your reference along with three exhibits: 

• General Fund Balance Sheet 
• General Fund Statement of Revenues, Expenditures and Change in Fund Balance – budget and 

actual 
• Footnote 8 from the FY 20 CAFR – additions and deletions of fund balances 

There are two issues that need to be discussed, which I have labeled A and B on the memo. 

Issue A 

The Staff makes the statement that “annual salary savings often contribute to the available surpluses for 
the CIP”. This statement implies that there is an equivalency between “year-end budget savings” and an 
“annual operating surplus”. The two are not equivalent.  

The Staff defines a “budget savings” as occurring when a budgeted expenditure exceeds the actual 
expenditure. The delta between the actual expenditure and the higher budgeted expenditure is called a 
“savings”, even though in economic terms no money has really been saved. All that has happened is the 
budget expenditure is wrong since it anticipated a higher level of expenditure than was realized.  It 
stands to reason that “savings” cannot be “manufactured” through a budgeting process which purposely 
inflates the budget for an expenditure. True savings flow from management actions taken to implement 
actual cost-cutting tactics such as departmental expense reductions or employee position reductions.  

Historically the Staff has intentionally inflated the budget for certain expenditures, most notably non-
safety salary expense. By using the highest pay step rather than the actual pay rate when preparing the 
salary budget and not factoring in a position vacancy rate, the Staff builds an “annual salary savings” into 
the annual General Fund operating budget.  The amount of this “annual salary savings” has approached 
$2 million in past years.  

This is not a budgeting best practice and creates a fundamental misallocation of scarce financial 
resources during the budgeting process by assigning budget dollars to expenditure categories where 
there is no intention to spend these budgeted dollars. Worse, it misleads the public into believing that 
the Town will spend more money on critical services, such as safety or community services where there 
are many non-safety employees, than the Town truly intends. The important point here is the Staff 
intentionally increases the budget to create a “year-end budget savings” knowing there is never any 
intention to spend to the level that was budgeted. 

The stated reason for doing this is the Staff maintains the “year-end budget savings” can be harvested as 
a source of funds to replenish the General Fund Capital/Special Project Reserve, which serves as the 



primary source of funds for the General Fund Appropriated Reserve (GFAR). And this is the root cause of 
the issue. 

The replenishment of the General Fund Capital/Special Project Reserve primarily comes from actual 
operating surpluses, which only occurs when annual actual General Fund revenues exceed actual 
expenditures after funding all legally restricted reserves at their required levels (see page 3 of the 
Staff memo). In addition, the replenishment can come from re-allocating other General Fund reserves to 
the Capital/Special Project reserve. Let us examine the financial results for FY 2020, which will highlight 
this very issue. 

As reported in the FY 20 General Fund Statement of Revenue and Expenditures, the Town reported an 
actual operating deficit of $1.6m. This was because actual expenditures of $44.3m exceeded actual total 
revenues of $42.7m. In addition, the General Fund transferred out a net $7.4m to other funds which 
included $5.8m to the GFAR and an ADP of $4.7m to Calpers. The operating deficit of $1.6m combined 
with the$7.4m net transfers out of the General Fund resulted in the General Fund Balance (also known 
as reserves) decreasing $9m from prior year’s level of $38.3m to $29.3m. 

At the same time, there were “budget savings” totaling $3.7m. This occurred because the final budget 
for operating expenditures exceeded the actual operating expenditures by $3.7m. The majority of this 
“budget savings” came from public safety ($1.2m) and community development ($1.3m). These 
“savings” are explained in the CAFR as coming from staff vacancies and “salary and benefit savings”. But 
these “budget savings” play no role in determining the actual operating deficit, which is measured by 
actual revenues and actual expenditures. They are simply a “variance” between the final budget and the 
actual expenditures.  

To push the point further, we need to review the change from FY 2019 to FY 2020 in the General Fund 
Capital/Special Project Reserve, which is the critical funding source for the GFAR. Footnote 8 in the FY 20 
CAFR, reports that the Capital/Special Project reserve balance decreased by $4.5m from a fund balance 
of $13.3m in FY 2019 to $8.8m as of June 30, 2020.  The schedule shows the $5.8m decrease associated 
with the funds transfer to the GFAR, but also shows a $1.4m addition to the reserve. Where did this 
$1.4m addition come from? 

It cannot be from the General Fund operating surplus since there was no surplus in FY 20. And it did not 
come from “budget savings” since this is a variance between budgeted expenditures and actual 
expenditures and is not included in the calculation of operating surplus. The answer is the increase in 
the Capital/Special Project reserve was sourced from other General Fund reserves.  

In FY 20, all General Fund Reserves (again refer to Footnote 8) decreased by $13.6m. This decrease 
created a “source” of funds which were then “used” as follows: 

• $4.5m was recycled to create new General Fund reserve accounts, such as the Market 
Fluctuations reserve ($1.2m) and the Measure G reserve ($1.2m) and to increase existing 
reserves such the Capital/Special Projects reserve ($1.4m) and Pension/OPEB reserve ($.3m). 
The Town simply moved funds from the left-hand pocket to the right-hand pocket.  

• $7.5m was used to fund the net transfers out of the General Fund which included the transfer to 
the GFAR and the ADP to Calpers.  

• $1.6m was used to fund the operating deficit for the FY 20.  



Money is fungible and the $13.6m in “sources” equals the $13.6m in “uses”.  “Budget savings” are 
budget vs. actual variances and did not provide the $1.4m addition to the Capital/Special Projects 
reserve.  

The practice of intentionally inflating budgets should be changed to meet GFOA best practices.  By using 
best practices, Los Gatos can compare the Town’s performance against other cities with similar 
demographics.  As it is now, we measure ourselves against an inflated budget for non-safety employee 
salary and benefits which provides little insight into the efficiency of the Town’s delivery of services to 
residents and does not provide a source of funds for the Capital/Special Project reserve. Given the 
existing budgeting practice, the ability to have an insightful analysis of budget variances is greatly 
impaired and results in a weakened control structure over the operational execution/delivery of the 
annual budget.   

 

Item B 

The Staff memo notes that General Fund transfers to the GFAR fund have ranged over the years 
between $2.7m and $6.9m with the FY 21 budget calling for a $3.4m transfer to the GFAR. 

Given this long-standing history of funding transfers, why is the Staff only planning $.6m in annual 
transfers from the General Fund to the GFAR has shown in the most recent 5-year forecast? Over the 5-
year planning horizon, the current five-year forecast assumes a total of $3.0m being transferred when 
history would suggest a cumulative transfer of approximately $15m will be required. This would increase 
the cumulative five-year funding deficit from $2.5m to $17.5m. This is a material increase. 

 Additionally, the $15m in cumulative fund transfers reflects a “normal” funding requirement to 
maintain the Town’s infrastructure. It certainly does not include any funds needed to build the $25m 
proposed Highway 17 pedestrian bridge or the $17m needed to improve the storm drain system, which 
are projects the Staff is currently reviewing. That would suggest that the $17.5m deficit is a “best case” 
scenario. 

The Finance Commission needs to launch a detailed review of the Town’s capital requirements for the 
next 10-years and develop a sound funding strategy. It is clear to many that the five-year projection is 
inaccurate and in no way represents the true capital required to maintain/improve the Town’s 
infrastructure. This is a very pressing issue that needs additional resident oversight and best thinking. 

Thank you for your time and commitment to serve on the Finance Commission. 

 

Phil Koen 
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TOWN OF LOS GATOS                                          

FINANCE COMMISSION REPORT 

MEETING DATE: 03/08/2021 

ITEM NO: 6  

 
   
 

DATE:   February 28, 2021 

TO: Finance Commission 

FROM: Laurel Prevetti, Town Manager 

SUBJECT: Review Capital Improvement Plan and Funding 
 

RECOMMENDATION:  

Review Capital Improvement Plan (CIP) and funding 
 
BACKGROUND: 

As the Finance Commission prepares to engage in the Town’s budget development process per 
Measure A, staff and the Commission Chair thought an introduction to the Town’s CIP program 
and funding would help facilitate that engagement.   
 
CIP Approach 
 
The CIP is a comprehensive five-year capital improvement plan designed to identify projects to 
develop and maintain the Town’s infrastructure, consistent with the Town Council Core Goals 
of high quality infrastructure, community character, public safety, fiscal stability, good 
governance, and civic enrichment.  Guidance for determining capital improvement projects is 
also derived from key plans, including the General Plan, Bicycle and Pedestrian Master Plan, 
and the Council’s Strategic Priorities.  Specifically, in January 2021, the Town Council 
established the 2020-22 Strategic Priorities (Attachment 1).   
 
The Core Goals and Strategic Priorities guide the preparation of both the Capital and Operating 
Budgets. In terms of capital projects, the Town Council stated its priorities to continue 
implementation of the Comprehensive Parking Study, continue mobility improvements for all 
transportation modes, manage the vegetation on Town lands and roadways to protect against 
wildfire, and advance other needed improvements.  All of these efforts support improving and 
enhancing traffic/transportation, public safety, and quality of life within the context of prudent 
fiscal management. 
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PAGE 2 OF 7 
SUBJECT: CIP Review and Funding 
DATE:  February 28, 2021 
 
BACKGROUND (continued): 

CIP Purpose 
 
In particular, the CIP is designed to identify projects and funds required to adequately develop 
and maintain the Town’s infrastructure, which is consistent with the Town Council strategic 
goal of maintaining the condition and availability of public facilities.  In addition, project 
prioritization criteria such as health and safety issues, infrastructure or system condition, short 
term versus long term impacts, and availability of external funding sources are assessed as part 
of the process that staff uses to rank projects from high to low in preparing the proposed CIP.  
The Town’s Parks Commission and Complete Streets Commission meetings provide a public 
forum to discuss potential CIP projects and advice on priorities.    
 
As it develops and matures in its application, the Town’s Infrastructure Assessment Program 
will further support the Town’s long-range Capital Improvement Program, focusing attention on 
the current and future infrastructure needs of the community and balancing these  needs with 
funding requirements and financial resources.  Other technology tools used in CIP development 
include the use of the geographic information system, the traffic monitoring system, electronic 
files for tracking unfunded projects and replacement schedules, and an asset management 
program to track work requests. 
 
The Town’s capital projects are categorized as follows: 
 
The Streets Program provides funding for maintaining a functional street and pedestrian 
system.  Proposed projects are consistent with the General Plan, provide for a safe and efficient 
traffic flow through intersections while minimizing unnecessary traffic movement and noise 
through residential neighborhoods, and provide street lighting for traffic safety at intersections 
and on public streets. Also included are sidewalk and bicycle lane improvements. 
 
Street maintenance remains high Council priority to improve/maintain the Town’s Pavement 
Condition Index (PCI), a standard rating of street conditions.  The PCI reached a recent high 
rating of 74 in 2008 due to concentrated investments and is now at the level of 70 (2019 survey 
data).  PCI ratings above 70 may  provide expanded access to grant funds. 
 
The Public Facilities Program includes projects for constructing and repairing public buildings 
and purchasing equipment. Town buildings include the Civic Center, the Library, Adult 
Recreation Center, Tait Avenue and Forbes Mill properties, and other assets.  Although the 
Town owns the two of the three fire stations within Town limits, the Santa Clara County Fire 
District maintains them under contract. 
 
The Parks Program includes projects for parks, park buildings, urban forestry, trails, and urban 
beautification. 
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PAGE 3 OF 7 
SUBJECT: CIP Review and Funding 
DATE:  February 28, 2021 
 
BACKGROUND (continued): 

Attachment 2 contains a high-level overview of the status of the Town’s current CIP program.  
 
DISCUSSION: 

CIP Financial Summary and Funding Sources 
 
As in the past, the Town continues to be challenged in its attempts to secure a reliable ongoing 
source of revenue for the Capital Improvements Program.  The primary source of funding for 
the Town’s capital program has been the Town’s General Fund Appropriated Reserve (GFAR).  
As illustrated below per Council direction, this fund receives transfers from the General Fund’s 
designated Reserve Capital/Special Projects, which receives most of the Town’s annual 
revenues above operating expenditures (surpluses) after funding all legally restricted reserves 
at their required levels, including receipt of one-time funds from grants, property sales, and 
other reserves. 
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PAGE 4 OF 7 
SUBJECT: CIP Review and Funding 
DATE:  February 28, 2021 
 
DISCUSSION (continued): 

In recent years, the Council approved General Fund transfers to the GFAR fund in the amount of 
$2.7 million for FY 2013/14, an additional “one-time” source allocation of $6.6 million for FY 
2014/15, and additional funding of $6.9 million for the Almond Grove Street Rehabilitation 
project in FY 2016/17, $2.8 million funding in FY 2017/18, $2.4 million transfer in FY 2018/19, 
and $5.8 million transfer in FY 2019/20.  For FY 2020/21, the transfer to GFAR in the Adopted 
Budget is $3.4 million.   
 
It should be noted that annual salary savings often contributed to the available surpluses for 
the CIP.  Since FY 2009/10 through FY 2019/20 (eleven fiscal years) the Town has averaged 
approximately $2.8 million in annual year-end replenishments to the Town’s General Fund 
Capital/Special Projects Reserve.  The replenishments were sourced primarily from available 
year-end budget savings.  However, FY 2020/21 reflected the first year wherein staff had 
implemented a change in budget practice for non-safety positions changing top step budget 
allocations to current step plus one step increase in the following fiscal year.   Staff anticipates 
that the change in budget practice is expected to decrease the potential for annual budget 
savings.  Lower budget savings will likely result in decreased annual replenishments to the 
General Fund Capital/Special Projects Reserve in future years available for capital investment 
purposes.   

In addition to the funding provided to GFAR by budgetary surpluses, the CIP receives funding 
from multiple other sources as illustrated below.   
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PAGE 5 OF 7 
SUBJECT: CIP Review and Funding 
DATE:  February 28, 2021 
 
DISCUSSION (continued): 

State Gasoline Tax revenue is distributed to the Town from the State of California and recorded 
in the Gas Tax Fund.  This tax is also known as the “Highway Users Tax” or the “Motor Vehicle 
Fuel License Tax.”  The gasoline tax is an 18-cent per gallon tax on fuel used to propel a motor 
vehicle or aircraft.  Gas Tax revenue is allocated to the Town based on a per gallon of gas  
purchased within the Town limits and based on population.  These funds can only be used for 
new construction and reconstruction of Town streets. 
 
As part of  voter-approved measures from 2010 and the 2016 Measure B, the Town receives 
funding restricted for use in street maintenance through a vehicle registration surcharge and 
local sales tax.  This funding source will be used for street rehabilitation Town-wide. 
 
Additional revenue sources for GFAR include the Construction Impact Fee and a Refuse Vehicle 
Road Impact Fee.  This Construction impact fee is assessed on construction projects based on 
the square foot size of the project at a rate of $1.14 per square foot.  These fees are intended 
to recover the damage caused to Town streets by construction traffic. 
 
The Utility Undergrounding Fund serves as a funding source for activities generally undertaken 
in conjunction with street improvement projects.  The Town receives Utility Undergrounding 
funding which is derived from a Town construction tax of 18 cents charged for each square foot 
of building addition or alteration within the Town. 
 
The traffic impact mitigation fee assures that each new development or expansion of use pays 
its fair share of the transportation improvements needed to accommodate the cumulative 
traffic impacts.  The fee is paid in full prior to issuance of the building permit for new 
development or expansion of use.  This fee continues to play an important role in the Town’s 
ability to fund roadway improvements.  Traffic Mitigation Funds must be used solely for 
construction of identified traffic and transportation improvement projects. 
 
The Town receives grant funds from various sources that help address some of the 
maintenance and improvement costs associated with Town infrastructure.  Grants include 
federally funded Surface Transportation Program (STP) funds which pay for general roadway 
capital improvements, and a combination of Federal Innovative Deployment to Enhance 
Arterials (IDEA) grant funds and State Vehicle Registration Fee (VRF) grant funds are 
contributing to the Traffic Signal Modernization project. 
 
In addition, the Town utilizes Community Development Block Grant funds for specific qualifying 
projects, usually focused on accessibility. 
 
The Town also receives funding from its Storm Drain Fund, which relies on an established 
charge of $0.75 per square foot of impervious surface created by new development.  This fee 
has not been adjusted for several years and should be evaluated in the future as part of the  
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PAGE 6 OF 7 
SUBJECT: CIP Review and Funding 
DATE:  February 28, 2021 
 
DISCUSSION (continued): 

Non-Point Discharge Elimination System storm water permit process and as part of a 
continuous review of development related fees.  The following table illustrates the identified 
funding sources for FY 2020/21 – 2024/25 CIP: 
 

 
 
CIP Unmet Needs 
 
In addition to the ongoing street and infrastructure maintenance requirements of the Town, 
staff has long identified a backlog of unmet infrastructure needs.  During discussions of the 
necessity for the Measure G Sales Tax initiative, staff provided the following table of existing 
unmet needs at that time. 
 

Item Cost Document 

Parking Garage $12,500,000 to $25,000,000 
(total debt service) 

March 20, 2018 Staff Report 
“Review Of Downtown Parking” 

Traffic Mitigation 
Improvements 

$34,300,000 (the original 
$48.0M total has been adjusted 
downward to reflect $10.5M in 
Pavement Management, $2.0M 
Blossom Hill Road widening 
over 17, and $1.2M of projected 
North 40 improvements) 

Attachment 1 of Amended 2014 
Traffic Impact Policy 
 
Page C-35 of the 2018/19 
Operating & Capital Summary 
Budget 

Pavement Condition Index - 
Pavement Management 

$28,000,000 (5 years) 2016 Pavement Management 
Program/Budget Options 
Report (page-7 Budget Needs) 

Hwy 17 Bicycle and Pedestrian 
Bridge 

$5,000,000 to $10,000,000 Adopted 2018/19 Capital 
Improvement Program (page C-
82) 

TOTAL $79,800,000 to $97,000,000  
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PAGE 7 OF 7 
SUBJECT: CIP Review and Funding 
DATE:  February 28, 2021 
 
DISCUSSION (continued): 

Since that time development of a parking garage was tabled due to lack of sufficient revenue 
for bond funding and subsequent recommendations in the Dixon Parking Study.  In addition, 
estimates of funding for the Hwy 17 bicycle and pedestrian bridge project are now estimated to 
be $25M.  The Town also has identified storm system needs in excess of $17M.  An assessment 
of Town building facilities, sidewalks, and accessibility needs are underway.  
 
CONCLUSION: 

While the funding from GFAR greatly enhances the Town’s ability to implement the CIP over the 
years, it is not enough to support future annual infrastructure maintenance or construct new 
facilities.  Establishing a reliable, dedicated source of funding for basic capital improvements 
beyond the use of accumulated reserves remains a long-term need and important goal for the 
Town. 
 
COORDINATION: 

This report was coordinated with the Town Manager, Town Attorney, Assistant Town Manager, 
Parks and Public Works Director, and Director of Finance. 
 
FISCAL IMPACT: 

None 
 
ENVIRONMENTAL ASSESSMENT: 

This is not a project defined under CEQA, and no further action is required. 

Attachments: 
1. 2021-2023 Strategic Priorities 
2. Current CIP Project Matrix 
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