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SANTA CLARA COUNTY CITIES ASSOCIATION 
 

NOTES TO THE FINANCIAL STATEMENTS 
 

 
 
1. History and Organization 
 

 The Santa Clara County Cities Association (SCCCA), an unincorporated  
association, was established in February 1990 by the cities of Santa Clara County, 
California. SCCCA is a joint powers agreement among the member cities and is not a 
public entity separate from the parties to the agreement.  The purposes and functions of 
SCCCA are (a) to review, study, develop consensus positions, and recommend on issues  
of interest to Santa Clara County cities; (b) to develop a common agenda for Santa Clara 
County cities; (c) to serve as a unified voice for Santa Clara County cities in relationship  
to other agencies, organizations, and levels of government, including the Peninsula  
Division of the League of California Cities; (d) to serve as the City Selection Committee 
pursuant to Government Code, section 50270 et seq., and make appointments to regional 
and local bodies as provided by law; (e) to assist in development of statewide legislative 
policy through the structure of the League of California Cities; (f) to serve as a source of 
education, information and networking for officials from all cities in Santa Clara County; 
and (g) to provide a forum for non-city individuals, groups and organizations, and the 
private sector to address items of interest to Santa Clara County cities. 

 
2. Summary of Significant Accounting Policies 

 
a. All activity of the SCCCA is recorded in the general fund and general fixed asset 

account group. 
 
b. The city of San Jose is the administering agency for the SCCCA. 
 
c. The SCCCA's financial statements are prepared using the modified accrual method of 

accounting.  Expenditures are recorded when the liability is incurred.  Revenues are 
recognized when they become both measurable and available. 

 
d. All revenues for the operation of SCCCA are provided by the contributions of the 

member cities. 
 
e. The SCCCA Board of Directors initially authorized the executive director the use of a 

$500 petty cash fund.  In February 1993, the Board increased the fund balance to 
$1,000.  The differences between the authorized amounts and the amounts shown in  
the balance sheet as of June 30, 1992 and 1993 were due to the timing of petty cash  
fund reimbursement. 
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3. Related Organizations 
 

 SCCCA was formed through a joint powers agreement among the cities of Santa  
Clara County and was not intended to be a separate public entity.  Based on the  
agreement, SCCCA does not have the authority to incur any liability binding upon its 
members or levy any assessment against its members other than the normal dues  
established pursuant to the agreement. 

 
4. Lease Commitments 
 

 SCCCA occupies office space at the Sunnyvale Office Center at 505 West Olive 
Avenue, Suite 630, Sunnyvale, California, and pays $310 in monthly rent under a month- 
to-month rental agreement.  In December 1990, SCCCA paid $620 for security deposit  
and prepaid rental. 
 

5. Adjustment to Fund Balance 
 

The following adjustments were made to fund balance as of June 30, 1992: 
 
a. To remove prior year's equipment from general fund accounts 

in order to record the amount as an asset in the general fixed 
asset account group 

 
 

($4,619)
   
b. To record asset of prepaid rent and security deposit 930
  
c. To record various unrecorded expenses    1,340
  
        Net adjustments ($2,349)
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SANTA CLARA COUNTY CITIES ASSOCIATION 
 

EXHIBIT A 
 

Comments And Recommendations 
 

 
   I. Missing or Insufficient Documentation 
 
 Our test of expenditure documentation indicated that documentation for the 
expenditures during the five months ended June 30, 1990, was missing.  Furthermore,  
for the years ended June 30, 1991, documentation for $935 (19 percent) of the $5,057  
in expenditures we sampled was missing or insufficient.  The following table  
summarizes the results of our tests. 
 

TABLE I 
 

TEST OF EXPENDITURE DOCUMENTATION 
 

 
 

Year 

 
Total 

Expenditures 

 
Total 

Sample 

Missing or 
Insufficient 

Documentation 

 
 

Percentage 

1989-90  $  9,859  $9,859  $9,859  100 

1990-91  $32,203  5,057  935  19 

1991-92  $34,008  2,684  23  1 

1992-93  $29,335  5,113  0  0 
 
 It should be noted that Santa Clara County Cities Association's (SCCCA) 
expenditure documentation has improved in 1992-93.  However, because of the  
missing or insufficient documentation during the prior years, we were unable to  
conclude whether the financial statements for the five months ended June 30, 1990, and 
the year ended June 30, 1991, fairly present the financial position of the SCCCA as of 
June 30, 1990 and 1991, and the results of its activities and the changes in fund  
balances for the five months ended June 30, 1990, and the year ended June 30, 1991. 
 
Recommendation #1: 
 
 We recommend that the SCCCA executive director and the city of San Jose  
Finance Department ensure that all SCCCA financial transactions are properly 
documented. 
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 II. Unpaid Dues 
 
 According to the SCCCA by-laws, 
 

Each member City shall pay to SCCCA annual dues in accordance with a 
dues schedule adopted by the Board of Directors on or before June 1 of 
each year. . . .  Any City becoming a member of SCCCA during a fiscal 
year shall pay the full dues for that year prior to exercising any rights of 
members." 

 
The city of San Jose, which serves as the SCCCA general administrator, is responsible 
for billing the members for their dues.  According to the Agreement for the 
Administration of SCCCA, 
 

The City of San Jose shall serve as the initial General Administrator for  
the SCCCA and shall have the following powers, duties and 
responsibilities: 
 

. . . C. To bill each party in accordance with the schedule of dues 
established by the Board for the party's proportionate share  
of the approved budget, which obligation each party shall pay 
prior to the due date for said contribution . . . 

 
For the fiscal year 1990-91, the member cities were assessed $2,667.  All members, 
except the town of Los Gatos, paid the amount.  According to the executive secretary,  
the town of Los Gatos to date has not paid its 1990-91 dues; however, it has paid its  
dues for 1991-92 and 1992-93. 
 
Recommendation #2: 
 
 We recommend that the SCCCA executive director and the city of San Jose  
Finance Department request the town of Los Gatos to pay its 1990-91 membership dues. 
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III. The Santa Clara County Cities Association Executive Director's Employment 
 Contract 
 
 The Agreement for the Administration of the SCCCA authorized the hiring of an 
"executive secretary."  The agreement states, 
 

The Board may appoint an executive secretary who shall hold office until 
he or she resigns or is removed by the Board of Directors, and the  
General Administrator either shall contract with or shall employ the 
person upon such terms as are approved by the Board.  The terms of such 
employment or contract shall be specified in writing. 

 
Our audit disclosed that 
 

1. The SCCCA president signed an employment agreement on July 1, 1991, to  
hire a contractor to render services to the SCCCA as its part-time  
administrative coordinator.  According to the person hired, the title was 
subsequently changed to "executive director."  However, the SCCCA did not 
formally amend the agreement to authorize the change. 

 
2. The term of the employment agreement began July 1, 1991, and ended  

June 30, 1992.  The contractor continued to work as SCCCA executive  
director subsequent to June 30, 1992.  However, the SCCCA did not formally 
amend the agreement to authorize the extension. 

 
 The SCCCA should draw up an employment contract with its executive director  
or secretary that reflects the provisions of the Agreement for the Administration of the 
SCCCA and any amendments thereto.  Any extensions or changes to the employment 
agreement should be formally authorized and documented. 
 
Recommendation #3: 
 
 We recommend that the SCCCA draw up an employment contract with its 
executive director that reflects the provisions of the Agreement for the Administration  
of the SCCCA and any amendments thereto. 
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IV. The Santa Clara County Cities Association Executive Director's Employment 
 Tax And Income Tax Withholding Status 
 
 The city of San Jose, on behalf of the SCCCA, has not withheld payroll taxes  
from the SCCCA executive director's pay.  In our opinion, based on the Internal  
Revenue Service (IRS) guidelines, the SCCCA executive director is subject to federal 
employment taxes and income tax withholding.  According to the IRS, 
 

Withholding is required only when the payment is for services as an 
employee.  But the recipient need not be an employee at the time of 
payment.  An employer-employee relationship exists if the payor has the 
right, whether he exercises it or not, to control and direct the worker,  
both as to the end to be attained and the means for doing it. 

 
According to the SCCCA agreement, the executive secretary/director "shall have such 
duties as may be determined by the Board and shall report to and work under the 
direction of the Board." 
 
Recommendation #4: 
 
 We recommend that the city of San Jose Finance Department pay employment 
taxes and withhold income taxes from the SCCCA executive director's salary. 
 
  V. Petty Cash Fund And Imprest Account 
 
 The SCCCA Board of Directors authorized the executive director the use of a 
$1,000 petty cash fund.  The fund is kept in a checking account, and the executive 
director writes checks of $500 or less from this account.  The executive director also 
deposits fees the SCCCA receives in connection with SCCCA conferences and uses the 
fund to pay for related expenses.  After each conference, the executive director either 
remits a check for the net revenue or requests reimbursement for any net expense for 
the conference.  The executive director provides to the city of San Jose Finance 
Department copies of documentation and a listing of the revenues and expenses.  
However, the city of San Jose Finance Department records in the SCCCA accounts  
only the net amount of the revenues and expenses.  In our opinion, the city of San Jose 
Finance Department should record both the revenues and expenses and should report 
them separately in the SCCCA monthly financial statements. 
 
Recommendation #5: 
 
 We recommend that the SCCCA and the city of San Jose Finance Department 
record and document gross revenues and expenses relating to SCCCA functions and 
activities. 
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VI. Cash Balance 
 
 As of June 30, 1993, SCCCA had a cash balance of $48,116.  Since 1990,  
SCCCA revenues from member cities' contributions, interest income, and other sources 
averaged about $39,000 annually, while expenditures averaged about $26,000 annually.  
Obviously, SCCCA is accumulating more cash than it requires for operations based on 
the experience of the past three and a half years.  It has not been determined how the 
SCCCA will use the funds; however, according to the executive director, SCCCA may 
need the cash to finance a future major conference. 
 
Recommendation #6: 
 
 We recommend that the Board assess the SCCCA's funding requirements and 
consider either refunding any excess funds to member cities or suspending City  
payments as a means to reduce cash balances. 




