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INTRODUCTORY
SECTION

The introductory section of the Comprehensive Annual Financial
Report provides genera information of the City of Beverly Hills,
California’s structure and its personnel, as well as information
useful in assessing the City’s financial condition. This section
includes the:
Letter of Transmittal,
City’s Organizational Chart and List of Principal Officials,
Organizational Chart for the City’s Finance Administration
Department, and
Government Finance Officers Association Certificate of
Achievement for Excellence in Financial Reporting.



ADMINISTRATIVE SERVICES DEPARTMENT
455 N. Rexford Drive
Beverly Hills, California 90210

DON RHOADS, CPA
Chief Financial Officer

(310) 285-2411
FAX: (310) 285-2441

City oF BEVERLY H1LLS

December 29, 2015

Honorable Mayor, City Council and
Citizens of the City of Beverly Hills:

State law requires that all general-purpose local governments publish a
complete set of financial statements presented in conformity with generally
accepted accounting principles (GAAP) and audited in accordance with
generally accepted auditing standards by a firm of licensed certified public
accountants.  Pursuant to that requirement, we hereby submit the
comprehensive annual financia report (CAFR) of the City of Beverly Hills,
California (City) for the fiscal year ended June 30, 2015.

This report consists of management’s representations concerning the
finances of the City of Beverly Hills, California.  Consequently,
management assumes full responsibility for the completeness and reliability
of al of the information presented in this report. To provide a reasonable
basis for making these representations, management of the City has
established a comprehensive internal control framework that is designed
both to protect the City’s assets from loss, theft or misuse and to compile
sufficient reliable information for the preparation of the City’s financial
statements in conformity with GAAP. Because the cost of internal controls
should not outweigh their benefits, the City’s comprehensive framework of
internal controls has been designed to provide reasonable rather than
absolute assurance that the financial statements will be free from material
misstatement. As management, we assert that, to the best of our knowledge
and belief, this financial report is complete and reliable in al material
respects.

The City’s financial statements have been audited by White Nelson Diehl
Evans, a public accounting firm fully licensed and qualified to perform
audits of the State and local governments within the State of California
The goal of the independent audit was to provide reasonable assurance that
the financial statements of the City of Beverly Hills, Californiafor the fiscal
year ended June 30, 2015, are free of material misstatement. The

independent audit involved examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements; assessing the
accounting principles used and significant estimates made by management;
and evaluating the overal financial statement presentation.  The
independent auditors concluded, based upon the audit, that there was a
reasonable basis for rendering an unqualified (“clean”) opinion that the City
of Beverly Hills, California’s financial statements for the fiscal year ended
June 30, 2015, are fairly presented in conformity with accounting principles
generally accepted in the United States. The independent auditors’ report is
presented as the first component of the financial section of this report.

GAAP requires that management provide a narrative introduction, overview
and analysis to accompany the basic financial statements in the form of
Management’s Discussion and Analysis (MD&A). This letter of transmittal
is designed to complement MD&A and should be read in conjunction with
it. The City’s MD&A can be found immediately following the report of the
independent auditorsin the financial section of the CAFR.

Profile of the City of Beverly Hills. The City of Beverly Hills was
incorporated in 1914 under the general laws of the State of Californiaand is
along-established residential city and commercia center located within Los
Angeles County in Southern California. The City, located 10 miles west of
the Los Angeles City Hall, occupies aland area of approximately 5.7 square
miles and serves a residential population of 34,833". The City estimates
that services are provided to a daytime population of 100,000 to 150,000
persons during the day.

The City operates under a Council-Manager form of government. The City
Council consists of five members elected at large for overlapping four-year
terms. The Mayor is selected from the City Council members and serves a
one-year term. The City’s only other elected official is the City Treasurer
whose term of office is four years. The City Council is responsible for,
among other things, passing ordinances, adopting the budget, appointing

! Estimate as of January 1, 2015 — State of California Dept. of Finance.
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committees, and appointing a City Manager, City Attorney and City Clerk.
In addition, the City Council appoints the members of the following
advisory Commissions and Boards:

- Charitable Solicitations Commission
- Cultural Heritage Commission - Design Review Commission

- Fine Art Commission - Health & Safety Commission

- Human Relations Commission - Planning Commission

- Public Works Commission - Recreation & Parks Commission

- Traffic & Parking Commission - Community Charitable Foundation

- Architectural Commission

In addition to sitting as the governing body of the City, the City Council
also acts as the Board of Directors of two component units: the Parking
Authority of the City of Beverly Hills and the Beverly Hills Public
Financing Authority. The Parking Authority of the City of Beverly Hills
continues as a blended component unit under the criteria of board
appointment and financial burden on the primary government, as does the
Beverly Hills Public Financing Authority. The City Manager is responsible
for carrying out the policies and ordinances of the City Council, for
overseeing the day-to-day operations of the City, and for appointing the
heads of the City’s various departments and offices.

The City provides the full range of municipal services as contemplated by
statute.  Services provided include public safety (police and fire), street
construction and maintenance, sanitation, refuse collection, water and sewer
utilities, culture-recreation, public improvements, planning and zoning, and
general administrative and support services.

The annual budget serves as the foundation for the City’s financial planning
and control. The City Council is required to adopt an annual budget
resolution by July 1 of each fiscal year for the General Fund, specia
revenue funds and permanent funds. These budgets are adopted and
presented for reporting purposes on a basis consistent with generally
accepted accounting principles.

The City Council also adopts annual financial plans for the enterprise and
internal service funds and five-year capital budget plans for capital

expenditures accounted for primarily in proprietary funds. All proprietary
fund types are accounted for on an economic resources measurement focus.
The City is not legally mandated to report the results of operations and
capital expenditures for these proprietary fund types on a budget
comparison basis; therefore, budgetary data related to these funds have not
been presented.

The level of appropriated budgetary control is the total adopted budget
which is defined as the total budget for all funds and divisions and includes
all revisions and amendments approved by the City Council subsequent to
the initial budget adoption. The City Manager may authorize transfers of
appropriations within the adopted budget. Supplemental appropriations
during the year must be approved by the City Council. Unexpended or
unencumbered appropriations lapse at the end of the fiscal vyear.
Encumbered appropriations are reappropriated in the ensuing year’s budget
by action of the City Council. The City utilizes an encumbrance system,
whereby commitments such as purchase orders and unperformed contracts
are recorded as reserved fund balances at year-end.

Budget-to-actual comparisons are provided in this report for each individual
governmental fund for which an appropriated annual budget has been
adopted. This comparison, beginning on page 33, is presented as part of the
basic financial statements for the Genera Fund. The budget-to-actual
comparisons for nonmajor governmental funds with appropriated annual
budgets are presented in the Nonmajor Governmental Funds section of this
report, and begin on page 90. The budget-to-actual comparison for the
Infrastructure Capital Projects Fund, a Maor governmental fund of the
City, can be found on page 98.

Factors Affecting Financial Condition. From the beginning when the
City was planned as a subdivision in 1906, Beverly Hills was designed as a
special place. In subsequent years, much has changed, but not the desire to
keep it special. Asaresult, the City has established atradition of providing
residents, business and visitors with a superior level of public safety
services, premium life enrichment opportunities and a renowned physical
environment.
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This fiscal year 2014-15 budget came with a great deal of good news,
forecasting continued growth in the City’s micro-economy but also some
significant challenges that the City must address. Despite transfers from the
General Fund to the Clean Water Fund, and the Capital Improvement
Program the budget had no cuts or one-time measures to achieve balance.

City staff approaches budgeting conservatively: Revenues are projected at
the low end of expectations and expenditures are projected at potential full
cost. This approach to budgeting frequently results in a year-end surplus
and has yet to result in a deficit. The FY 2015/16 adopted budget includes
no one-time reductions or ongoing cuts and thus no reduction in service
levels. On the contrary, this budget projected significant surpluses in the
five-year forecast going forward. For example, the growing economy has
increased the demand for development services and increases in occupancy
of City-owned building space have increased maintenance requirements.
The City Council also increased spending in areas where it would result in
future cost savings, such astherepair of uneven sidewalks, and removal and
replacement of street trees causing damage to sidewalks.

Economic Outlook

The City has enjoyed excellent economic growth over the last four years.
Even when the national economy continues its slow steady growth, Beverly
Hills economy has taken off with strong growth. This growth is driven by
tourism, retail shopping attraction, strong commercial leasing and low
vacancies, and home value appreciation. While these revenues continue to
increase, the rate of that increase in sales and use tax, and transient
occupancy tax has slowed and we are now expecting flatter growth in the
future. Risks and uncertainties that could cause our local economy or at
least our revenue base to contract remain a concern. Among these are:

<« Traffic impacts from various public and private construction projects
which could impact visits and retail salesin the City

= A slowing housing market

= The Federal Reserve Board’s raising its discount rate

= The effect of a strong dollar on tourism attraction and retail spending in
the City

= Geopolitical and economic events which might impact tourism or
spending

= Global growth slowdown or contraction as we are seeing in Greece and
China

Construction volume in the City remains high which bodes well for future
economic activity in the City. This activity has aso stretched our
Community Development staffing, which resulted in City Council approval
of several budget enhancement requests to address that level of needed
resources.

This steady growth has given the economy momentum and the City has
benefitted. GDP growth is expected to be 2.9% in FY 2015/16 and 3% the
following year. The median sales price of detached single-family residences
in Beverly Hills as of the three quarters ended September 30, 2015 was $5
million and has leveled off somewhat in the last few quarters. Sales tax
receipts grew 6.7% in the quarter ended June 30, 2015 with auto sales,
family apparel and fine dining showing particularly strong growth.
Likewise, transient occupancy tax receipts through September 2015 were up
3.8% over the previous year, though this revenue source is showing signs of
dowing down. Receipts from three of the four mgjor tax revenue sources,
sales, property, and business, are all projected to surpass original estimates
for FY 2015/16. These drive the General Fund revenues and suggest
continued growth for the City’s economic base.

Budget Summary

The City Council adopted the 2015/16 budget with General Fund revenues
of $213.3 million, Genera Fund expenditures of $184.8 million, and net
transfers of $12.2 million. This is an increase in revenue of 7.7% and of
expenditures of 6.1% compared to the FY 2014/15 budget. The combined
operating budget for all funds provides for revenues of $428.8 million,
expenditures of $384.2 million and total transfers out of $12.5 million. This
represents an increase of 6.2% in revenue and 4.4% in expenditures when
compared to last year’s budget.
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Cost Containment Efforts

Continuing cost containment efforts include memoranda of understanding
(MOU) between the City and public safety bargaining groups (police and
fire), which take significant steps toward reducing future growth by
implementing a lower tier of pension for newly hired employees with
current membership in PERS and a phase-in of employees sharing pension
costs. A new tentative agreement was reached with the fire employee
bargaining group that, if approved by City Council, will shift the payment
of the employee share of the pension cost from the City back to the
employee, offset with an equivalent increase in pay. In recent years, the
City has contained the growth of health benefit costs through the
implementation of defined contributions for retiree health benefits for newly
hired employees, cafeteria plans in which employees share the cost of rising
health insurance costs and lower cafeteria benefit levels for newly hired
employees.

By taking the above actions, the City is better able to serve the community
and provide for continued investment in infrastructure and facilities using
the revenue sources available to the City.

City Council Priorities

In December 2014, the City Council met to establish its priorities for FY
2015/16. Typically, a substantial portion of the budget enhancement
requests are designed to address City Council priorities: either new
priorities or full implementation of programs established in prior years. A
complete list of the City Council priorities for FY 2015/16 isincluded in the
Supplemental Information Section of the budget. Below are City Council
“A” priorities for FY 2015/16:

Support for Beverly Gardens Park Restoration Project
Technology

Santa Monica Blvd. Reconstruction and

Traffic Mitigation Plan

Small Business Task Force

Southeast Task Force Implementation

Community Visioning and Strategic Planning

Unfunded Liabilities

Public Safety

Open Space

Subway Coordination

Advance Capital Investment in the Community
Dog Park

La Cienega Park and Community Center Master Plan
Property Acquisition

Water Enterprise Master Plan

City Sustainability Plan

Moreno Traffic Mitigation

Revenues

Fiscal Year 2014/15 General Fund revenues performed well. Thisislargely
the result of increases over the prior year in major revenue sources such as
property tax, sales tax, transient occupancy tax and business tax, al of
which were up between 4% and 5% for the year.

Property Tax

Property taxes are levied based on assessed values, which grew 9.1% this
past year. Real estate salesin FY 2014-15 were up as the market continued
to gain strength resulting in a $2.0 million (3.9%) increase in property taxes
to atotal of $51.7 million.
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Sales Tax

Sales taxes are a direct reflection of the general economy; the increase of
$1.5 million (4.9%) to $31.3 million in 2014-15 reflects the continuing
improvement in the economy. A similar growth rate of 4.8% is projected for
the current fiscal year, 2015/16. Significant new retail development in
Century City will provide competition in the near future that could impact
sales tax receiptsin Beverly Hills.

Property Tax

B30 - ——

Sales Tax

®#30—===—&

Transient Occupancy Tax

Transient occupancy tax revenues increased $1.3 million (3.6%) from the
prior year to $36.7 million as a result of improving, though slower-growing,
economic conditions. For the current fiscal year, we forecast an increase of
5.5% in transient occupancy revenue, with projected year-end revenue of
$39.1 million. Given transient occupancy receipts since fiscal year end, it is
possible that we may have to reduce that initial estimate.
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Transient Occupancy Tax
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Business Tax

Business tax revenue reached a new high in FY 2014/15 of $42.5 million,
growing $2.0 million (4.9%). For commercial leasing, retail and certain
other categories of businesses, the business tax is computed on gross
receipts. Asaresult, rising occupancy, lease rates and growth in retail sales
al contributed to the growth of this revenue. The 2015/16 budget used a
conservative estimate of 2.3% growth for business tax revenue.
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Expenditures

Y ear-end General Fund expenditures for FY 2014/15 were $172.8 million.
Thisis approximately $7.5 million or 4.2% below the funds appropriated by
the City Council for that fiscal year.  The FY 2014/15, operations
expenditures for al funds were $358.2 million, which represents a savings
of $7.4 million or 2% when compared to appropriations. Much of the
expenditure savings is the result of job vacancies, which result in salary and
benefits savings, and a general budgetary philosophy that encourages fiscal
prudence.

The following chart examines the City’s governmental (i.e. non-business
type) expenditures over the past several years and illustrates how the cost
control measures implemented were able to keep expenses well within
available resources.
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Governmental Operating Expenses
(Shown Cumulatively)
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Perhaps the best measure of the City’s effectiveness in weathering an
economic downturn and building sustained growth for the future is its
ability to build fund reserves. As a rule of thumb, a city should maintain
sufficient reserves to weather the worst potential emergency scenarios.
Ideally, municipalities would maintain a reserve equal to 25% to 50% of
their annual Genera Fund operating expenditure budget. In the
accompanying chart, the change in the ratio of the fund balance of the
City’s General Fund to total expenditures is presented. As this chart
demonstrates, the actions taken by the City have effectively improved
revenues, controlled expenditures and allowed the City to increase its
reserves for future needs.

Ratio of the General Fund's Fund Balance
to Total General Fund Expenditures
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Budget Enhancements

This year departments submitted 111 requests for budget enhancements.
The amount requested was $11.4 million. After staff reviewed the requests,
96 of them were recommended to the City Council, plus 3 additional only if
the Water Enterprise plan is approved. The total cost of recommended
enhancements was $8.3 million. The three enhancements contingent upon
approval of the Water Enterprise Plan had atotal cost of $931,107.

After reviewing the budget enhancements recommended for approval, the
City Council concurred with the requests, but wished to reduce the total cost
of the amount requested. The City Council adopted the budget with a
requirement that the total cost be reduced $1 million and authorized the City
Manager to identify the necessary changes in the enhancements to arrive at
that reduction in cost.



The Honorable Mayor, City Council and

Citizens of the City of Beverly Hills, California
Letter of Transmittal
December 29, 2015

Enterprise Fundswith Structural Imbalance

Because the Clean Water Fund is organized as a self-supporting enterprise
fund, its operating revenues are expected to support its operations.
Unfortunately, the revenue stream for this fund does not grow from year to
year because of limitations on the adjustment of fees to match operating and
capital expenditure requirements. While revenues remain constant the costs
of managing and treating storm water are increasing, as well as the cost of
operations and capital improvements. The primary driver of these increases
is the increased level of treatment and management of storm water
mandated by state and federal Agencies.

During FY 2014/15, the General Fund transferred a total of $2.6 million
into the Stormwater Fund. The Stormwater Fund had an operating loss of
$1.5 million in FY 2014/15, and $6.6 million in positive net position at
fiscal year-end. The adopted budget includes a transfer of $5.5 million
from the Genera Fund to the Stormwater Fund to make the fund whole.

Of course, this is not a good model for an enterprise (self-supporting)
operation. Use of General Fund revenues to subsidize enterprise funds is
generally regarded as a warning sign that, if unresolved, can cause future
fiscal problems for the fund and the city. The imbalance of this fund’s
expenditure obligations and revenue must be resolved in order to ensure the
continued sound fiscal condition of the City. It should be noted that user
fees for the Clean Water Fund cannot be rai sed without voter approval.

Public Employees Retirement System (PERS) Costs

The City isamember of the California Public Employee Retirement System
(CAPERS). The current retirement formulas for Beverly Hills fall into two
general categories: Public Safety and Miscellaneous Members. In prior
agreements with public safety bargaining groups, a new, lower cost, pension
tier was created. In addition, after the City concluded its negotiations with
the public safety bargaining units, the California Legidature passed the

Public Employee Pension Reform Act (PEPRA). As a result the City now
has three tiers of pensions for Public Safety employees: 3% @50, 3%@55,
and 2.7%@57.

For Miscellaneous employees (non-safety) the City currently provides a
pension plan with a formula of 2.5%@55. Under PEPRA, newly hired
employees who have not worked in a CalPERS participating or reciprocal
agency within the past six months before hire will be placed in the new tier
of 2%@62.

Both the new safety and miscellaneous tiers will provide long-term cost
savings to the City. But since they only apply to newly hired employees, it
will take a few years for these savings to be realized. Current actuarial
projections show safety rate rising from 41.3% in 2015/16 to 51.1% in
2020/21; and miscellaneous rates rising from 18.8% in 2015/16 to 23.2% in
2020/21. However, because of the newly implemented lower-cost plans,
these rates are projected to stabilize in 2019/20 and begin to slowly drop
after that.

CalPERS experienced excellent returns on investments recent years,
reporting a 13% return in 2012/13 and 18% in 2013/14. However, for
2014/15 their return was only 2.4%, much lower than their target earnings
rate of 7.5%. The total unfunded liability dropped from $213 million as of
June 30, 2012 to $192 million as of June 30, 2013, and dropped again to
$184 million as of June 30, 2014.

A new reporting methodology required by GASB 68, which provides
guidance on how to report the City’s net pension liability, went into effect
with these financial statements. Essentialy, GASB requires that the net
pension liability, formerly reported only in the notes to the financial
statements, be moved to the Statement of Net Position. This reporting
treatment will better highlight thisimportant and substantial obligation.
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Capital Improvement Plan (CIP)

The Capita Improvement Plan for FY 2015/16 includes $10 million of
general capital funding, which is made up of a $5 million transfer to the
Infrastructure Fund from the General Fund and $5 million in Capital Assets
replacement internal service charges.  Capital improvement investments
from al funds this year total $59.5 million. Capital initiatives for the
coming year include reconstruction of Santa Monica Boulevard, facilities
improvements for energy efficiency, LED street light replacement, ground
water development and storage as contained in the Water Enterprise Plan,
and Storm Water treatment facilities.

Awards. The Government Finance Officers Association (GFOA) awarded
a Certificate of Achievement for Excellence in Financial Reporting to the
City for its comprehensive annual financial report for the fiscal year ended
June 30, 2014. In order to be awarded a Certificate of Achievement, the
City published an easily readable and efficiently organized comprehensive
annual financial report. The report satisfied both generally accepted
accounting principles and applicable legal requirements.

The Certificate of Achievement from the GFOA isvalid for a period of one
year. We believe that our current comprehensive annual financial report
continues to meet the Certificate of Achievement requirements and we are
submitting it to the GFOA to determine its eligibility for another certificate.

Acknowledgments. The preparation of the comprehensive annual financial
report was made possible by the dedicated service of the entire staff of the
Administrative Services department. Each member of the department has
our sincere appreciation for the contribution made in the preparation of this
report.

In closing, without the leadership and support of the City Council of the
City, preparation of this report, as well as the favorable financia results of
the past year, would not have been possible.

Sincerely,
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The Government Finance Officers Association of the United States and
Canada (GFOA) awarded a Certificate of Achievement for Excellence in
Financial Reporting to the City of Beverly Hills for its Comprehensive
Annual Financial Report for the fiscal year ended June 30, 2014. This was
the twenty-eighth consecutive year that the City has achieved this
prestigious award. In order to be awarded a Certificate of Achievement, a
government must publish an easily readable and efficiently organized
comprehensive annual financial report. This report must satisfy both
generally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We
believe that our current comprehensive annual financial report continues to
meet the Certificate of Achievement Program's requirements, and we are
submitting it to the GFOA to determine its eligibility for another certificate.



FINANCIAL
SECTION

The financial section contains the City’s basic financial
statements and required supplementary  information
(management’s discussion and analysis and funding progress
of the City’s two defined benefit pension plans), as well as the
independent auditors’ report. In addition, the financial section
provides information on each individual fund and component
unit for which data are not provided separately within the basic
financial statements.



INDEPENDENT AUDITORS’ REPORT

To the Honorable Mayor and Members of the City Council
City of Beverly Hills
Beverly Hills, California

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type activities, each major fund, the aggregate
remaining fund information of the City of Beverly Hills, California (the City), as of and for the year ended June 30, 2015, and the related notes to
the financial statements, which collectively comprise the City’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with accounting principles
generally accepted in the United States of America; this includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

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
Standards 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 from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures
selected depend on the auditors” judgment, including the assessment of the risks of material misstatement of the financial statements, whether due
to fraud or error. In making those risk assessments, the auditors consider internal control relevant to the City’s preparation and fair presentation of
the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the City’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management, as well as evaluating
the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinions.
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