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INDEPENDENT AUDITORS’ REPORT

To the Board of Commissioners for
FIRST 5 Santa Clara County
San Jose, California

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and each major fund of
FIRST 5 Santa Clara County Children and Families Commission (the “Commission”), a component unit of the
County of Santa Clara, California, as of and for the yeats ended June 30, 2020 and 2019, and the related notes to the
financial statements, which collectively comprise the Commission’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 audits. We conducted our audits
in accordance with auditing standards generally accepted in the United States of America and the standards applicable
to financial audits contained in Government Anditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audits 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 auditor’s 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
auditor considers internal control relevant to the entity’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 entity’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.

Opinions
In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities and each major fund of the Commission as of June 30, 2020 and

2019, and the respective changes in financial position thereof for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

bpmcpa.com



Other Matters
Reguired Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s Discussion
and Analysis on pages 3 through 7 and Budgetary Comparison Information on page 26 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
inquiries, 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.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the Commission’s basic financial statements. The Statement of Revenues and Expenditures is presented for purposes
of additional analysis and is not a required part of the basic financial statements.

The Statement of Revenues and Expenditures is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepate the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic financial statements and
certain additional procedures, including comparing and reconciling such information directly to the undetlying
accounting and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the Statement of Revenues and Expenditures is faitly stated in all material respects
in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 22, 2020, on our
consideration of the Commission’s 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 internal control over financial reporting or on compliance. That report
is an integral part of an audit performed in accordance with Government Auditing Standards in considering the
Commission’s internal control over financial reporting and compliance.

BPM LLP

San Jose, California
October 22, 2020



FIRST 5
SANTA CLARA COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2020

FIRST 5 Santa Clara County (“FIRST 5” or the “Commission”) was formed when voters approved Proposition 10 in
November 1998, adding an additional excise tax on cigarettes and tobacco related products to fund programs that
promote, support and improve eatly childhood development, for children prenatal through five years of age and their
families. Proposition 10 was designed to address the lack of public funding and support for early childhood
development in the wake of a growing body of scientific evidence indicating that the emotional, physical, and
intellectual environment that a child is exposed to prior to five years of age has a profound impact on how his/her
brain develops. The goal is for all young children in California to reach age five physically healthy and to enter school
ready to learn.

In March 1999, the Santa Clara County (“County”) Board of Supervisors created the nine-member commission.
FIRST 5 is a public entity legally separate and apart from the County, and is considered a component unit of the
County due to the operational relationship between FIRST 5 and the County.

Our Community Investment Strategy is based on extensive research and community feedback, which resulted in the
Commission developing a clear strategy for making sound funding decisions for the programs and services offered at
FIRST 5. The funding strategy is consistent with the Vision, Mission and Goals of the Commission and meets the
FIRST 5 California mandate for serving all children prenatal through age five. The programs and services offered by
FIRST 5 are grounded in research and evidenced-based practices. The Commission adopted two county-wide funding
strategies under which all investments were aligned:

1. Community Engagement and Awareness
2. Direct Impact

On June 21, 2018, the Commission adopted a Strategic Plan for Fiscal Years 2018-2023. The Strategic Plan builds
upon extensive research conducted by FIRST 5 and other eatly childhood experts over the last 20 years and reflects
current needs and trends at the local, regional, state and national levels. Although much may have changed in two
decades since FIRST 5 was established, one thing remains constant — investing in children’s health, early learning, and
the well-being of their families and communities helps children succeed in school and later in life.

The Commission adopted a research-based Strategic Framework that guides FIRST 5’s investments and partnerships.
The framework includes the following elements under which all investments were aligned for Fiscal Year 2019-2020:

e  Children’s Health

e Community and Neighborhood Engagements
e Workforce Development

e  Family Strengthening and Support

e  Early Care and Education

e  Communications and Public Awareness

These strategies provide for continued funding of county-wide programs designed to serve all children in the County,
prenatal through age five, while demonstrating improved outcomes of children with high cumulative risk factors in
targeted communities. FIRST 5 is committed to ensuring that effective programs and services to young children and
their families are in place and sustainable.

As management of FIRST 5, we offer readers of our FIRST 5 financial statements this narrative overview and analysis
of the financial activities for the fiscal year ended June 30, 2020.



FIRST 5
SANTA CLARA COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2020

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to FIRST 5’s basic financial statements. FIRST 5’s
basic financial statements comprise three components: 1) government-wide financial statements, 2) governmental
fund financial statements, and 3) notes to the basic financial statements. This report also contains other
supplementary information in addition to the basic financial statements.

Government-wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of FIRST 5’s
finances, in a manner similar to a private sector business.

The Statements of Net Position present information on all of FIRST 5’s assets and liabilities, with the difference
between the two reported as net position.

The Statements of Activities present information showing how FIRST 5’s net position changed during the most
recent fiscal years. All changes in net position are reported as soon as the underlying event giving rise to the change
occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in the statement for
some items that will only result in cash flows in future fiscal periods (e.g. earned but unused vacation leave). The
government-wide financial statements can be found on pages 8 and 9 of this report.

Governmental Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for
specific activities or objectives. Governmental fund financial statements report essentially the same functions as those
reported in the government-wide financial statements. However, unlike the government-wide financial statements,
governmental fund financial statements focus on near-term inflows and outflows of spendable resources, as well as
balances of spendable resources available at the end of the fiscal year.

The Governmental Fund Balance Sheets and the Governmental Fund Statements of Revenues, Expenditures, and
Changes in Fund Balance provide a reconciliation to facilitate the comparison between governmental funds and
government-wide statements. The governmental fund financial statements can be found on pages 10 and 11 of this
report.

Notes to Basic Financial Statements
The notes provide additional information that is essential to a full understanding of the data provided in the

government-wide and governmental fund financial statements. The notes to the basic financial statements can be
found on pages 12 through 25 of this report.



FIRST 5
SANTA CLARA COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2020

Government-wide Financial Analysis

FIRST 5 uses government-wide financial reporting to provide a broad overview in a manner similar to the private
sector. In most cases, net position may serve over time as a useful indicator of a government’s financial position. In
the case of FIRST 5, assets exceeded liabilities by $51.4 million at the close of the most recent fiscal year. The most
significant portion of FIRST 5’s current assets of $56.4 million is its cash and investments balance of $50.6 million.
This mainly represents resources received from the State Commission from Proposition 10 taxes that have not been
expended. The majority of cash and investments are maintained by Chandler Asset Management, where interest
carned is reinvested. The balance of cash is maintained in Bank of the West accounts and in the County’s cash and
investment commingled pool, where interest earned on FIRST 5’s balance is apportioned to FIRST 5. Another source
of current assets resides in FIRST 5’s receivables due from the State Commission for Proposition 10 tax revenue.
These receivables of $3.7 million represent taxes remitted by the State, but not received by FIRST 5 as of June 30,
2020.

FIRST 5 also reports total liabilities of $8.6 million, of which accounts payable represents $6.9 million, primarily
representing payments due on grant service contracts that had not been disbursed at year-end.

FIRST 5 net position of $51.4 million decreased by $1.1 million, or 2.1%, from the prior fiscal year.

Condensed Statements of Net Position

2020 2019
Assets:
Current and other assets $ 56,447,715  § 56,052,216
Capital assets 3,489,417 3,705,969
Total assets $ 59,937,132 § 59,758,185
Liabilities $ 8,568,738  § 7,210,913
Net position:
Invested in capital assets 3,489,417 3,705,969
Restricted 47,878,977 48,841,303
Total net position 51,368,394 52,547,272
Total liabilities and net position $ 59,937,132  § 59,758,185
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SANTA CLARA COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2020

Condensed Statements of Activities

2020 2019
Revenues $ 27412559  $ 24,516,153
Expenses:
Salaries, supplies, and depreciation 9,396,332 8,387,228
Grant expenses 19,195,105 19,992,510
Total expenses 28,591,437 28,379,738
Change in net position $ (1,178,878) § (3,863,585)

Total revenue consisting of Proposition 10 funds, State Commission matching, foundation and other grants, rental
and investment income, and other revenue increased from $24.5 million to $27.4 million for the fiscal year ended
June 30, 2020. This increase was primarily due to funding from Proposition 10, government grants, other state and

foundation funding, and COVID-19 funding.

Salary, supplies, and depreciation expenditures increased from $8.4 million to $9.4 million. Grant expenditures

decreased from $20 million to $19.2 million.

For the fiscal year ended June 30, 2020, FIRST 5 reported a decrease in net position of $1.2 million. This decrease
represents the amount of expenditures in excess of revenues for the fiscal year ended June 30, 2020.

Governmental Fund Activities

FIRST 5 does not have business-type activities and so the analysis presented above for the government-wide financial

statements also represents an analysis of FIRST 5’s governmental fund activities.

Financial Analysis of FIRST 5’s Governmental Fund

For fiscal year ended June 30, 2020, FIRST 5 reported an ending Governmental Fund balance of $48.2 million.

FIRST 5 has committed 100% of the $48.2 million as shown below:

Fund Balance

Fiscal Year 2019/2020:

Nonspendable $ 136,412

Restricted 1,294,148

Committed 21,955,160

Assigned 24,780,915
Total fund balance $ 48,166,635

The fund balance represents the portion of the funds that has been set aside for programs, projects, and activities to
be conducted in the future according to the Community Investment Strategy and Budget formally approved by the
Commission. As a result, these funds are unavailable for uses other than the purposes for which they were designated.



FIRST 5
SANTA CLARA COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2020

Budgetary Highlights

Total expenditures were $6.1 million less than budget due to (1) lower than planned headcounts, (2) and lower
Community Investment expenditures primarily associated with Santa Clara Health and Hospital System, Santa Clara
County Office of Education, WestEd, Catholic Charities and Somos Mayfair. Due to the COVID-19 pandemic,
grantees have had to suspend or change services, thus resulting in lower than anticipated expenditures.

Capital Assets, Net

FIRST 5’s capital assets for its governmental activities as of June 30, 2020 totaled $3.5 million (net of accumulated
depreciation). Capital assets include building, building improvements, land, and furniture and equipment. See Note 3
of the Notes to Basic Financial Statements for a more detailed analysis of changes in capital assets.

Debt Administration

As of June 30, 2020, FIRST 5’s long-term debt obligations outstanding totaled $1.1 million related to the Payroll
Protection Program loan.

Requests for Information
This financial report is designed to provide a general overview of FIRST 5’s finances to interested parties. Questions

concerning any of the information provided in this report or requests for additional financial information should be
addressed to FIRST 5 Santa Clara County, 4000 Moorpark Ave., Suite 200, San Jose, California 95117.
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SANTA CLARA COUNTY

STATEMENTS OF NET POSITION — GOVERNMENT-WIDE
As of June 30, 2020 and 2019

2020 2019
ASSETS
Assets:
Cash and investments $ 50,596,801 § 50,734,675
Interest receivable 51,298 38,957
Grant and other receivables 1,971,050 944 898
Due from the State - Proposition 10 3,718,279 4,165,520
Prepaids and other assets 110,287 168,166
Capital assets, net of depreciation 3,489.417 3,705,969
Total assets $ 59937132 § 59,758,185
LIABILITIES AND NET POSITION
Liabilities:
Accounts payable $ 6,881,662 $ 6,689,997
Accrued salaries and benefits 247 834 190,208
Accrued vacation payable 287,658 265,820
Note payable - Payroll Protection Program 1,102,615 -
Other accrued liabilities 48,969 64,388
Total liabilities 8,568,738 7,210913
Net position:
Invested in capital assets 3,489,417 3,705,969
Restricted 47.878,977 48,841,303
Total net position 51,368,394 52,547 272
Total liabilities and net position $ 59937132 $ 59,758,185

See accompanying notes to basic financial statements.
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SANTA CLARA COUNTY

STATEMENTS OF ACTIVITIES — GOVERNMENT-WIDE
For the years ended June 30, 2020 and 2019

2020 2019
Program expenses:
Salaries and benefits $ 6,208,374 $ 5,656,230
Supplies and services 2,971,406 2,514,446
Grant expenditures 19,195,105 19,992,510
Depreciation 216,552 216,552
Total program expenses 28,591,437 28,379,738
Program revenues:
Operating grants and contributions:
Proposition 10 taxes 14,794,217 14,234,779
Foundation and state matching grants 5,812,074 3,117,630
Government grant 2,210,615 2,162,032
Total program revenues 22,816,906 19,514,441
Net program expenses (5,774,531) (8,865,297)
General revenues:
Investment income 1,875,710 2,286,510
Rental income 122,908 175,062
Other income 2,597,035 2,540,140
Total general revenues 4,595,653 5,001,712
Change in net position (1,178,878) (3,863,585)
Net position, beginning of year 52 547272 56,410,857
Net position, end of year $ 51,368,394 $ 52,547,272

See accompanying notes to basic financial statements.



FIRST 5
SANTA CLARA COUNTY

BALANCE SHEETS — GOVERNMENTAL FUND

June 30, 2020 and 2019

2020 2019
ASSETS
Assets:
Cash and investments $ 50,596,801 $ 50,734,675
Interest receivable 51,298 38,957
Grant and other receivables 1,971,050 944,898
Due from the State - Proposition 10 3,718,279 4,165,520
Prepaids and other assets 110,287 168,166
Total assets $ 56,447,715 § 56,052,216
LIABILITIES AND FUND BALANCE
Liabilities:
Accounts payable $ 6,881,662 $ 6,689,997
Accrued salaries and benefits 247 834 190,208
Note payable - Payroll Protection Program 1,102,615 -
Other accrued liabilities 48,969 64,888
Total liabilities 8,281,080 6,945,093
Fund balances:
Nonspendable 136,412 167,191
Restricted 1,294,148 412,236
Committed 21,955,160 21,096,862
Assigned 24,780,915 27,430,834
Total fund balance 48,166,635 49,107,123
Total liabilities and fund balances $ 56,447,715  $ 56,052,216
RECONCILIATION OF THE BALANCE SHEETS - GOVERNMENTAL
FUND TO THE STATEMENTS OF NET POSITION
Fund balances - from above $ 48,166,635 $ 49,107,123
Amount reported in the Statements of Net Position —
Government-wide is different because:
Capital assets used in governmental activities
are not financial resources and are not reported
in the governmental funds 3,489,417 3,705,969
Accrued vacation payable is not due and payable
with current financial resources and is not
reported in the governmental funds (287,658) (265,820)
Total net position $ 51,368,394 § 52,547,272

See accompanying notes to basic financial statements.
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FIRST 5
SANTA CLARA COUNTY

STATEMENTS OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCE — GOVERNMENTAL FUND

For the years ended June 30, 2020 and 2019

2020 2019
Revenues:
Proposition 10 taxes $ 14794217  § 14,234.779
Foundation and state matching grants 5,812,074 3,117,630
Government grant 2,210,615 2,162,032
Investment income 1,875,710 2,286,510
Rental income 122,908 175,062
Other revenue 2,597,035 2,540,140
Total revenues 27412559 24.516,153
Expenditures:
Salaries and benefits 6,186,536 5,607,328
Supplies and services 2,971,406 2,514,446
Grant expenditures 19,195,105 19,992,510
Total expenditures 28,353,047 28,114,284
Change in fund balance (940,488) (3,598,131)
Fund balance, beginning of year 49,107,123 52,705,254
Fund balance, end of year $ 48,166,635 § 49,107,123
RECONCILIATION OF THE STATEMENTS OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCE -
GOVERNMENTAL FUND TO THE STATEMENTS OF ACTIVITIES
Net change in fund balance - from above $ (940,488) $ (3,598,131)
Amount reported in the Statements of Activities —
Government-wide is different because:
Governmental funds report capital outlay as expenditures;
however, in the Statements of Activities — Government-
wide, the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense.
Less current year depreciation (216,552) (216,552)
The change in accrued vacation payable reported
in the Statements of Activities — Government-wide
does not require the use of current financial resources
and is not reported as an expense in governmental funds. (21,838) (48,902)
Change in net position $ (1,178,878) § (3,863,585)

See accompanying notes to basic financial statements.
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FIRST 5
SANTA CLARA COUNTY

NOTES TO BASIC FINANCIAL STATEMENTS
For the years ended June 30, 2020 and 2019

Summary of Significant Accounting Policies
Reporting Entity

The Santa Clara County (“County”) Board of Supervisors created FIRST 5 of Santa Clara County (“FIRST 5”
ot the “Commission”) the Commission on March 30, 1999, under the provisions of the California Children and
Families Act of 1998 (the “Act”). The Act became law in 1998 when California (“State”) voters approved
Proposition 10, authorizing the State to levy a tax on tobacco products to pay for programs to promote the
healthy development of young children. The Commission is a public entity legally separate and apart from the
County. The purpose of the Commission is to develop, adopt, promote and implement eatly childhood
development programs in the County that are consistent with the goals and objectives of the Act. The
Commission’s programs are funded by the taxes imposed by Proposition 10.

The Commission consists of nine members appointed by the County Board of Supervisors. The Commission is
considered a component unit of the County due to the operational relationship between the Commission and
the County; therefore, the Commission’s financial statements are included in the County’s Comprehensive
Annual Financial Report.

Governmental Accounting Standards Board Statements and Interpretation
The financial statements are prepared in accordance with Government Accounting Standards Board (“GASB”)
statements. These statements affect the manner in which the Commission records transactions and presents
financial information.
Management’s Discussion and Analysis
The financial statements are accompanied by a narrative introduction and analytical overview of the
Commission’s financial activities in the form of “Management’s Discussion and Analysis” (“MD&A”). This
analysis is similar to the analysis provided in the annual reports of private sector organizations.
Government-wide Financial Statements
The reporting model includes financial statements prepared using full accrual accounting for all of the
Commission’s activities. This approach includes not just current assets and liabilities, but also capital and
other long-term assets and long-term liabilities. Accrual accounting reports all of the revenues and costs of
providing services each year, not just those received or paid in the current year or soon thereafter.

Statement of Net Position

The Statement of Net Position is designed to display the financial position of the government. The net
position of the Commission is broken down into two categories - invested in capital assets and restricted.

Statement of Activities
The Statement of Activities reports expenses and revenues in a format that focuses on the cost of the

Commission’s function. The expense of individual functions is compared to the revenue generated directly by
the function.

Continued
12
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FIRST 5
SANTA CLARA COUNTY

NOTES TO BASIC FINANCIAL STATEMENTS
For the years ended June 30, 2020 and 2019

Summary of Significant Accounting Policies, continued

Governmental Accounting Standards Board Statements and Intetpretation, continued

Statement of Activities, continued

Accordingly, the Commission has recorded certain other long-term assets and liabilities in the Statement of
Net Position, and has reported all revenues and the cost of providing services under the accrual basis of
accounting in the Statement of Activities.

Basis of Presentation and Accounting

Government-wide Financial Statements

The Statement of Net Position and Statement of Activities display information about the primary
government Commission. These statements include the financial activities of the overall government.

The Statement of Activities presents a comparison between direct expenses and program revenues for the
Commission’s governmental activity. Direct expenses are those that are specifically associated with the
Commission. Program revenues include grants and contributions that are restricted to meeting the
operational or capital requirements of the Commission. Revenues that are not classified as program revenues,
including investment income, are presented as general revenues.

The government-wide financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting. Revenues are recorded when earned and expenses are recorded at the
time liabilities are incurred, regardless of when the related cash flows take place. Non-exchange transactions,
in which the Commission gives (or receives) value without directly giving (or receiving) equal value in
exchange, include Proposition 10 taxes, grants, entitlements, and donations. Revenues from Proposition 10
taxes are recognized when all eligibility requirements are met, which coincides with the State apportionment
of Proposition 10 tax revenues to the Commission. Revenues from grants, entitlements, and donations are
recognized in the fiscal year in which all eligibility requirements have been satisfied.

Governmental Fund Financial Statements

The governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting.

Under this method, revenues are recognized when measurable and available to finance expenditures of the
current period. Proposition 10 apportionments, grant revenues, and investment income are accrued when
their receipt occurs within ninety days after the end of the accounting period so as to be both measurable and
available. All receivables are expected to be collected within the current year. Expenditures are generally
recorded when a liability is incurred, under the accrual basis of accounting. In the current year, most of the
accounts payable balance (approximately 91% and 77% at June 30, 2020 and 2019, respectively) relates to
payables owed to contractors used in the operation of the Commission’s programs. The balance relates to
miscellaneous accounts payable. General capital asset acquisitions are reported as expenditures in the
governmental fund.

Continued
13



FIRST 5
SANTA CLARA COUNTY

NOTES TO BASIC FINANCIAL STATEMENTS
For the years ended June 30, 2020 and 2019

Summary of Significant Accounting Policies, continued
Investments

The Commission participates in the common investment pool of the County. In addition, the Commission had
a specifically invested portfolio with Chandler Asset Management. Investments are recorded at fair value.

Accounts Receivable

Significant receivables included amounts due from the State of California for Proposition 10 taxes and the
County for earnings on commission funds held in the County’s commingled pool. These receivables are due
within one year.

The Commission utilizes the allowance method for recognizing bad debts. Management has determined that no
allowance for bad debts is required.

Capital Assets

Capital assets include furniture and equipment, building, and building improvements that are reported as
governmental activity in the Statement of Net Position. Capital assets are defined as assets with an initial
individual cost of $5,000 or more and an estimated useful life in excess of one year. Furniture and equipment,
building, and building improvements are depreciated using the straight-line method over the following
estimated useful lives:

Furniture and equipment 5 years
Building 20 years
Building improvements 20 years

Accrued Vacation and Sick Leave Pay

Vacation pay, which may be accumulated up to six weeks, depending on the employee’s length of service, is
payable upon termination.

Sick leave accrues at approximately three hours per pay period and is not limited by how much may be
accumulated. Sick leave earned is non-vesting and employees are not reimbursed for accumulated sick leave
upon termination.

The Commission accrues for all salary-related items in the government-wide financial statements for which they
are liable to make a payment directly and incrementally associated with payments made for compensated
absences on termination. The Commission includes its share of Social Security and Medicare payments made on
behalf of the employees in its accrual for vacation.

Foundation Grants

Foundation grants include funds received from Section 501(c)(3) not-for-profits and community based
organizations to promote the Commission’s stated objectives.

Continued
14



FIRST 5
SANTA CLARA COUNTY

NOTES TO BASIC FINANCIAL STATEMENTS
For the years ended June 30, 2020 and 2019

Summary of Significant Accounting Policies, continued
Use of Estimates

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

Budget and Budgetary Reporting

The Commission is required to prepare a budget each year based on estimates of revenues and expected
expenditures. The budget is adopted on a basis consistent with U.S. GAAP. Budgetary control is exercised at
the major object level. All changes to the budget during the year require the approval of the Commission. All
unencumbered annual appropriations lapse at the end of each fiscal year.

Fund Balance

The provisions of GASB Codification Section 1800.142 - 1800.154 (GASB Statement 54,) Fund Balance Reporting
and Governmental Fund Type Definitions, require that the Commission reclassify the fund balance and footnote
disclosures into the following definitions for fund balances. These definitions provide clearer fund balance
classifications that can be more consistently applied by clarifying the existing governmental fund type
definitions, as well as strengthen the constraints on how the funds can be spent.

Classifications of fund balance of the governmental fund indicate that there is a portion of fund equity that is
non-spendable for appropriation for expenditures or is legally segregated for a specific future use. The
classifications are based on the relative strength of the constraints that control how specific amounts can be
spent. The following is a description of the nature of each classification:

e Nonspendable - includes amounts that cannot be spent because they are either (a) not in spendable
form or (b) legally or contractually required to be maintained intact.

e Restricted - includes amounts that can be spent only for the specific purposes stipulated by
constitution, external resource providers, or through enabling legislation.

e Committed - includes amounts that can be used only for the specific purposes determined by a
formal action of the Commissioners who have the highest level of decision making authority.

e Assigned - are intended to be used by the Commission for specific purposes but do not meet the
criteria to be classified as restricted or committed, and are approved by the executive director.

e Unassigned - residual classification for the Commission’s fund and includes all spendable amounts
not contained in the other classifications.

The committed funds are considered spent when expenditures for the purpose are incurred.

Continued
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For the years ended June 30, 2020 and 2019

Summary of Significant Accounting Policies, continued
Fair Value Measurements

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (i.e., the exit
price) in an orderly transaction between market participants at the measurement date. In determining fair value,
the Commission uses various valuation approaches. A hierarchy has been established for inputs used in
measuring fair value that maximize the use of observable inputs and minimizes the use of unobservable inputs
by requiring that the most observable inputs be used when available. Observable inputs are inputs that market
participants would use in pricing the asset or liability developed based on market data obtained from sources
independent of the Commission. Unobservable inputs are inputs that reflect the Commission’s assumptions
about what market participants would use in pricing the asset or liability developed based on the best
information available in the circumstances.

The hierarchy is broken down into three levels based on the observability of inputs as follows:

Level T - quote prices in active markets for identical investments. Investments in Level 1 include listed
equities held in the name of the Commission, and exclude listed equities and other securities held indirectly
through commingled funds.

Level 2 - pricing inputs, including broker quotes, other than exchange quoted prices in active markets, that
are either directly or indirectly observable as of the reporting date for which the fair value for the investment
is determined through the use of models or other valuation methodologies.

Level 3 - pricing inputs are unobservable for the investment and include situations where there is little, if any,
market activity for the investments and may require a high level of judgment to determine the fair value.

The categorization within the valuation hierarchy is based upon the lowest level of input that is significant to
the fair value measurement. As of June 30, 2020 and 2019, the Commission did not have any Level 3 assets or
liabilities. The Commission determines the valuation policies utilizing information provided by the investment
advisors.

As of June 30, 2020, the Commission’s fair value hierarchy for its financial assets was as follows:

Level 1 Level 2 Level 3 Total
Marketable securities:

U.S. Agencies $ - ¥ 12631441 % - § 12,631,441
U.S. Treasuties - 11,677,046 - 11,677,046
Corporate bonds - 9,878,006 - 9,878,006
Collateralized mortgage obligation - 3,308,866 - 3,308,866
Asset-backed securities - 798,493 - 798,493
Money market funds 6,894,540 - - 6,894,540

Total marketable securities $  6,894540 § 38293852 § - $ 45,188,392

Continued
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For the years ended June 30, 2020 and 2019

Summary of Significant Accounting Policies, continued

Fair Value Measurements, continued

As of June 30, 2019, the Commission’s fair value hierarchy for its financial assets was as follows:

Level 1 Level 2 Level 3 Total
Marketable securities:

U.S. Agencies $ - % 14485370 % - 14,485,370
U.S. Treasuries - 13,031,054 - 13,031,054
Corporate bonds - 11,655,617 - 11,655,617
Collateralized mortgage obligation - 3,258,847 - 3,258,847
Asset-backed securities - 2,409,660 - 2,409,660
Money market funds 1,531,147 - - 1,531,147

Total marketable securities $ 1531147 § 44840548 $ - 46,371,695

Cash and Investments

The Commission had the following cash and investments as of June 30, 2020 and 2019:

Cash:
Commercial banks

County commingled pool

Investments:
U.S. Agencies
U.S. Treasuries
Corporate bonds
Collateralized mortgage obligation
Asset-backed securities
Money market funds
Accrued interest

Total cash and investments

2020 2019
$ 5151490 $ 3,063,004
57,041 1,082,363
5,208,531 4,145,367
12,631,441 14,485 370
11,677,046 13,031,054
9,878,006 11,655,617
3,308,866 3,258,847
798,493 2,409,660
6,894,540 1,531,147
199,878 217,613
45,388,270 46,589,308
$ 50,596,801 $ 50,734,675

Cash in Commercial Banks

The Commission maintains cash in separate commercial bank accounts. The Commission maintains its cash
and cash equivalents in commercial checking and money market accounts. The California Government Code
requires California banks, savings, and loan associations to secure the Commission’s deposits by pledging
government securities as collateral. The market value of pledged securities must equal 110% of an agency’s
deposit. As of June 30, 2020 and 2019, the cash held by the financial institutions totaling $5,151,490 and
$3,063,004, respectively, was entirely insured and collateralized as described above.

Continued
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Cash and Investments, continued
Cash and Investments in the County Commingled Pool

As of June 30, 2020 and 2019, cash and investments of $57,041 and $1,082,363, respectively, were held in the
Santa Clara County’s commingled pool, which is managed by the Santa Clara County Treasurer. The County’s
Treasury Oversight Committee is responsible for the regulatory oversight of the commingled pool. The County
reports all of its investments, including the investments of its commingled pool, at fair value. The County
Treasurer determines the fair value of the pool on a monthly basis, based on quoted market prices. The value of
the pooled shares that may be withdrawn is based upon amortized cost, which is different than the fair value.
Realized and unrealized earnings and losses are allocated annually to commingled investment pool participants
based on the partticipants’ average daily cash balance relative to the entire pool. Information regarding the
County’s cash and investments, including custodial risk categories, collateral, and maturities, can be found in the
notes of the County’s basic financial statements.

Investment income was as follows for the years ended June 30:

2020 2019
Realized gain (loss) on matured/sold investments $ 18,902 § (25,156)
Unrealized gain in changes in fair value of
investments 853,458 1,264,624
Net gain 872,360 1,239,468
Interest income 1,003,350 1,047,042
Total investment income $ 1,875,710 § 2,286,510
Risk Disclosures

Interest Rate Risk - The Commission utilized Chandler Asset Management to manage its investment portfolio
of government and corporate bonds in accordance with the Commission’s investment policy. The policy’s three
main objectives include: safeguarding of principal, meeting the liquidity needs of the Commission, and
achieving a competitive rate of return. The Commission’s policy indicates all eligible investments and
requirements must comply with Government Code Section 53635.2.

Continued
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Cash and Investments, continued
Risk Disclosures, continued

As of June 30, 2020, the Commission had the following investments and maturities:

Matures in Matures in
Investment Fair Less Than One to

Type Value One Year Five Years
U.S. Agencies $ 12,631,441  $ 4017332 $ 8,614,109
U.S. Treasuries 11,677,046 5,406,485 6,270,561
Corporate bonds 9,878,006 2,692,544 7,185,462
Collateralized mortgage obligation 3,308,866 241,380 3,067,486
Asset-backed securities 798,493 - 798,493
Money market funds 6,894,540 6,894,540 -
Accrued interest 199,878 199,878 -

$ 45388270  $ 19,452,159 § 25,936,111

As of June 30, 2019, the Commission had the following investments and maturities:

Matures in Matures in
Investment Fair Less Than One to

Type Value One Year Five Years
U.S. Agencies $ 14,485370 § 1,886,017 § 12,599,353
U.S. Treasuries 13,031,054 1,737,362 11,293,692
Corporate bonds 11,655,617 1,652,168 10,003,449
Collateralized mortgage obligation 3,258,847 - 3,258,847
Asset-backed securities 2,409,660 1,165 2,408,495
Money market funds 1,531,147 1,531,147 -
Accrued interest 217,613 217,613 -
$ 46,589,308 $ 7,025,472  $ 39,563,836

Continued
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Cash and Investments, continued
Risk Disclosures, continued
Credit Risk — State law limits investments in commercial paper and corporate bonds to the top two ratings

issued by nationally recognized statistical rating organizations (“NRSRO”). As of June 30, 2020, the
Commission’s credit risks, expressed on a percentage basis, were as follows:

Credit Quality Rating Fair Value as of % of

Investment Type Moody S&P June 30, 2020 Investment
U.S. Treasury:
U.S. Treasury Note Aaa AA+ $ 11,677,046 25.7%

U.S. Agency Bonds:
Federal National Mortgage

Association (FNMA) Aaa AA+ 7,031,279 15.5%
Federal Home Loan Mortgage

Corporation (FHLMC) Aaa AA+ 2,054,419 4.5%
Federal Home Loan Bank Aaa AA+ 3,545,743 7.8%
Corporate Bonds:
American Honda Finance Note A3 A- 628,291 1.4%
Apple Inc. Aal AA+ 417,543 0.9%
Bank of America Corp Callable Note 1X A2 A- 587,929 1.3%
Bank of NY Mellon Corp Note Al A 580,919 1.3%
Chubb INA Holdings Inc Callable Note A3 AAA 532,560 1.2%
Exxon Mobil Corp Callable Note Aal AA 576,552 1.3%
General Dynamics Corp Note A2 A 542,237 1.2%
IBM Credit Corp Note A2 A 518,160 1.1%
John Deere Capital Corp Note A2 A 614,689 1.4%
JP Morgan Chase & Co Callable Note 1X A2 A- 465,961 1.0%
Microsoft Callable Note Aaa AAA 395,339 0.9%
Microsoft Callable Note Aaa AAA 215,876 0.5%
Oracle Corp Callable Note A3 A 544,143 1.2%
Paccar Financial Corp Note Al A+ 449,085 1.0%
PNC Bank Callable Note A2 A 612,244 1.3%
Royal Bank of Canada Note Aa2 AA- 531,157 1.2%
State Street Bank Note Al A 294,163 0.6%
Toronto Dominion Bank Note Aa3 A 571,700 1.3%
Toyota Motor Credit Corp Note Al A+ 530,898 1.2%
US Bancorp Callable Note Al A+ 268,560 0.6%

Continued
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Cash and Investments, continued

Risk Disclosures, continued

Credit Quality Rating Fair Value as of % of
Investment Type Moody S&P June 30, 2020 Investment
Asset Backed S ecurities:
Nissan Auto Receivables Trust 2017-AA3 Aaa NR 46,725 0.1%
Honda Auto Receivables Trust 2017-2 A3 Aaa AAA 42388 0.1%
John Deere Owner Trust 2017-B A3 Aaa NR 10,285 0.0%
John Deere Owner Trust 2018-A A3 Aaa NR 62,827 0.1%
Honda Auto Receivables Trust 2018-3 A3 Aaa NR 297918 0.7%
John Deere Owner Trust 2018-B A3 Aaa NR 338,350 0.7%
Collateralized Mortgage Obligation
Federal Home Loan Mortgage Aaa AA+ 3,308,866 7.3%
Other:
Money market funds Aaa AAA 6,894,540 15.2%
Accrued interest Not Rated 199,878 0.4%
$ 45,388,270

Capital Assets, Net

The following is a summary of changes in capital assets for the years ended June 30, 2020 and 2019:

Balance Additions / Balance
June 30, 2019 Transfers Retirements June 30, 2020
Furniture and equipment $ 276,895 § - 3 - 3 276,895
Building improvements 1,330,171 - - 1,330,171
Building 3,000,908 - - 3,000,908
Land 2,357,856 - - 2,357,856
Total 6,965,830 - - 6,965,830
Less accumulated depreciation:
Furniture and equipment (276,8065) - - (276,865)
Building improvements (907,335) (66,504) - (973,839)
Building (2,075,662) (150,048) - (2,225,710)
Total accumulated depreciation (3,259,862) (216,552) - (3,476,414)
Total capital assets, net $ 3,705,969 $ (216,552) § - 3 3,489,417
Continued
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Capital Assets, Net, continued

Balance Additions / Balance
June 30, 2018 Transfers Retitements June 30, 2019
Furniture and equipment $ 276,895 § - 3 - 3 276,895
Building improvements 1,330,171 - - 1,330,171
Building 3,000,908 - - 3,000,908
Land 2,357,856 - - 2,357,856
Total 6,965,830 - - 6,965,830
Less accumulated depreciation:
Furniture and equipment (276,8065) - - (276,8065)
Building improvements (840,831) (66,504) - (907,335)
Building (1,925,614) (150,048) - (2,075,662)
Total accumulated depreciation (3,043,310) (216,552) - (3,259,862)
Total capital assets, net $ 3,922.521  § (216,552) § - 3 3,705,969

Depreciation is allocated in total to the Commission’s program expense.
Notes Payable, Payroll Protection Program

On May 11, 2020, the Commission successfully secured a $1,102,615 Small Business Association (“SBA”) loan
under the Payroll Protection Program (“PPP”) through Bank of the West to secure payroll expenses for
otherwise furloughed employees impacted by government imposed shelter in place orders. Per the terms of the
loan, the full amount will be forgiven as long as loan proceeds are used to cover payroll costs and other
specified non-payroll costs (provided any non-payroll costs do not exceed 25% of the forgiven amount) over an
8-week period after the loan is made; and employee and compensation levels are maintained. The Commission
fully intends to comply with the above terms in order to qualify for loan forgiveness. In the event, the
Commission is required to repay the loan, all payments are deferred for six months with accrued interest over
this period. Amounts outstanding under the loan will bear a fixed interest rate of 1.00% per annum with a
maturity date of May 11, 2022 or two years from the commencement date.

Principal maturities are as follows:

Year Ending June 30:
2021 $ 426,831
2022 675,784

$ 1,102,615

Continued
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Post-Employment Benefits
Deferred Compensation Plan

The Commission offers its employees a deferred compensation plan created in accordance with Internal
Revenue Code Section 457 (the “457 Plan”). The 457 Plan is available to all employees, excluding employees
who work less than 20 hours a week, and permits them to defer a portion of their salary until future years. The
457 Plan is administered by the Unified Trust Company. The Commission has no administrative involvement
and does not perform the investing function. The 457 Plan assets are not included in the Commission’s
financial statements.

Retirement Plan

In November 2001, the Commission’s Board approved the implementation of an Internal Revenue Code
Section 401(a) Retirement Plan (the “Plan”) effective January 1, 2002 for all Commission employees. The Plan
is a defined contribution plan administered by the Unified Trust Company. The Plan is open to all employees,
excluding employees who work less than 20 hours per week. Currently, 51 participants are enrolled in the Plan.
The Plan provides retirement benefits based on the employee’s salary and years of service.

Effective January 1, 2008, the Plan had three different types of employer contributions which vest 100% after
three years of employment service. The Plan requires employer contributions of 7% of employee’s
compensation. The Commission’s contributions under this requirement were $320,755 and $296,453 for the
years ended June 30, 2020 and 2019, respectively. The Commission also contributes a dollar for dollar match on
the elective deferrals noted in the deferred compensation plan to a maximum of 5% of each employee’s annual
compensation. The Commission’s contributions were $196,984 and $185,060 for the years ended June 30, 2020
and 2019, respectively. Additional supplemental contributions may be made by the Commission based on a
compensation arrangement between employee and the Commission. The contribution requirements of Plan
members and the Commission are established by and may be amended by the Unified Trust Company.

Operating Leases
The Commission leases equipment under non-cancelable operating leases with terms up to thirty-six months,
expiring in June 2021. As of June 30, 2020, future minimum rental payments under operating leases are $28,074

for the year ending June 30, 2021.

Rental expenditures totaled $33,590 and $39,266 for the years ended June 30, 2020 and 2019, respectively.

Continued
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Operating Leases, continued

The Commission leases a portion of its San Jose facility to third patties under non-cancelable lease agreements,
which extend into the future. In total, the Commission has six leases that expire October 1, 2021 through
December 31, 2022. As of June 30, 2020, minimum lease payments to be received for each of the next three
years are as follows:

Year Ending June 30,
2021 $ 118,943
2022 107,481
2023 44,731

$ 271,155

Total rental income amounted to $122,908 and $175,062 for the years ended June 30, 2020 and 2019,
respectively.

Risk Management

The Commission is exposed to vatious risks of loss related to torts: theft, damage, and/or destruction of assets;
errors and omissions; injuries to employees; natural disasters; unemployment; and health benefits to employees.
The Commission has purchased insurance to cover general liability up to $5 million, criminal bond up to
$10 million, workers compensation up to $5 million, property insurance up to $25 million, auto liability up to
$1 million, and employment practice up to $2 million.

Committed Fund Balances

Committed fund balances were as follows as of June 30:

2020 2019
Children’s Health $ 5,421,226  $ 6,496,226
Community and Neighborhood Engagements 1,287,979 980,770
Workforce Development 2,139,636 1,395,826
Family Strengthening and Support 8,687,659 8,027,469
Early Care and Education 4,254,910 4,032,821
Communications and Public Awareness 163,750 163,750

$ 21,955,160 $ 21,096,862

Significant Grantees

The Commission has four grantees who obtained approximately 41% of total grant expenditures for the year
ended June 30, 2020. One of these grantees also makes up approximately 12% of accounts payable as of
June 30, 2020. The Commission has five grantees who obtained approximately 22% of total grant expenditures
for the year ended June 30, 2019. Four of these grantees also make up approximately 32% of accounts payable
as of June 30, 2019.

Continued
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Related Party Transactions

Throughout the year, the Commission also provides grants to organizations in which the Commissioners are
involved. The Commissioners involved in the grantee organization abstain from voting on any grant related
matters, including the approval process of the grant. The following is a summary of the approved grants, actual
grant expenses, and outstanding accounts payable with grants in which Commissioners were involved for the
years ended June 30:

2020 2019
Approved grant award $ 5,401,302 $ 6,517,202
Grant expense $ 2,604,111 % 4,980,901
Grant payable (included in accounts payable) $ 1,935,505  § 869,077

Program Evaluations

The Commission spent approximately $128,000 and $490,000 on program evaluations for the years ended
June 30, 2020 and 2019, respectively.

COVID-19 Pandemic

In March 2020, the World Health Organization declared the novel coronavirus (“COVID-19”) a global
pandemic and recommended containment and mitigation measures worldwide. This contagious disease
outbreak, which has continued to spread, and any related adverse public health developments, have adversely
affected workforces, customers, economies, and financial markets globally, potentially leading to an economic
downturn. It is not possible for the Commission to predict the duration or magnitude of the adverse results of
the pandemic and its disruptive effects on the Commission’s operations and financial results at this time.

Subsequent Events
The Commission evaluated all events occurring subsequent to June 30, 2020 through October 22, 2020 and

noted that nothing has occurred outside the normal course of business operations that requires recognition or
disclosure in the financial statements.
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BUDGETARY COMPARISON INFORMATION
For the year ended June 30, 2020

Variance with
Final Budget

Original Final Actual Positive
Budget Budget Amount (Negative)
Revenues:
Proposition 10 taxes $ 13,565,651 13,565,651 14794217  § 1,228,566
Federal, foundation and state
matching grants 6,156,634 8,455,454 8,022,689 (432,765)
Investment income 707,757 707,757 1,875,710 1,167,953
Other revenue 1,603,497 1,603,497 2,719,943 1,116,446
Total revenues 22,033,539 24,332 359 27,412,559 3,080,200
Expenditures:
Salaries and benefits 7,096,627 7,387,750 6,208,374 1,179,376
Supplies and depreciation 3,267,822 3,347,832 3,187,958 159,874
Grant expenditures 21,096,862 23,922,059 19,195,105 4,726,954
Total expenses 31,461,311 34,657,641 28,591,437 6,066,204
Change in net position $ (9,427,772) (10,325,282) (1,178,878) $ 9,146,404
Net position, beginning of year 52,547,272
Net position, end of year 51,368,394

1) The above budgetary information was prepared using the same methodologies as the preparation of the
government-wide financial statements, which include a provision for depreciation and accrued vacation
expense.

2)  Total expenditures were $6.1 million less than budget due to (1) lower than planned headcounts, (2) lower
Community Investment expenditures primatily associated with Santa Clara Health and Hospital System, Santa
Clara County Office of Education, WestEd, Catholic Charities and Somos Mayfair. Due to the COVID-19
pandemic, grantees have had to suspend or change setrvices, thus resulting in lower than anticipated
expenditures.
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IMPACT
FIRST 5 County/Local
Revenues $ 2,198,518 § -
Expenditures (2,198,518) -
$ - 3 -

Basis of Presentation:

The accompanying Statement of Revenue and Expenditures presents funds received and expensed for IMPACT
(Improve and Maximize Programs so All Children Thrive) programs. The presentation is a required schedule in
accordance with fiscal audit guidelines issued by the State of California Children’s and Families Commission. Under
this presentation, revenues are recognized when all eligibility requirements are met, which coincides with State
apportionments and revenues to the Commission, and expenses are recorded when incurred.
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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 Board of Commissioners for
FIRST 5 Santa Clara County
San Jose, California

We have audited, in accordance with the 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, the financial statements of the governmental activities and each major fund of FIRST 5 Santa
Clara County Children and Families Commission (the “Commission”), a component unit of Santa Clara County,
California, as of and for the year ended June 30, 2020, and the related notes to the financial statements, and have
issued our report thereon dated October 22, 2020.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Commission’s internal control
over financial reporting (internal control) to determine the audit procedures that are appropriate in the circumstances
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 Commission’s internal control. Accordingly, we do not express an opinion on the
effectiveness of the Commission’s internal control.

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 Commission’s financial statements will not be prevented, or
detected and corrected on a timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in
internal control that is less severe than a material weakness, yet important enough to merit attention by those charged
with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and
was not designed to identify all deficiencies in internal control that might be material weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Commission’s financial statements are free from 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 ate required to be reported under Government Anditing Standards.

bpmcpa.com
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Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the Commission’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards in
considering the Commission’s internal control and compliance. Accordingly, this communication is not suitable for
any other purpose.

BPM  LLP

San Jose, California
October 22, 2020
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INDEPENDENT AUDITORS’ REPORT ON STATE COMPLIANCE

To the Board of Commissioners for
FIRST 5 Santa Clara County
San Jose, California

Compliance

We have audited FIRST 5 Santa Clara County Children and Families Commission’s (the “Commission”), a
component unit of Santa Clara County, California, compliance with the requirements specified in the State of
California’s Standards and Procedures for Audits of Local Entities Administering the California Children and Families Act, issued
by the State Controller’s Office, applicable to the Commission’s statutory requirements identified below for the year
ended June 30, 2020.

Management’s Responsibility

Management is responsible for compliance with the requirements of the laws and regulations applicable to the
California Children and Families Act.

Auditors’ Responsibility

Our responsibility is to express an opinion on the Commission’s compliance with the requirements referred to above,
based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States
of America, the standards applicable to financial audits contained in Government Aunditing Standards issued by the
Comptroller General of the United States, and the State of California’s Standards and Procedures for Audits of Local Entities
Administering the California Children and Families Act, issued by the State Controller’s Office. Those standards and the
State of California’s Standards and Procedures for Audits of Local Entities Administering the California Children and Families Act
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with the
requirements referred to above that could have a direct and material effect on the statutory requirements listed below.
An audit includes examining, on a test basis, evidence about the Commission’s compliance with those requirements
and performing such other procedures as we considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance. However, our audit does not
provide a legal determination of the Commission’s compliance with those requirements. In connection with the audit
referred to above, we selected and tested transactions and records to determine the Commission’s compliance with
the state laws and regulations applicable to the following items:

Description Audit Guide Procedures Procedures Performed
Contracting and Procurement 6 Yes
Administrative Costs 3 Yes
Conflict-of-Interest 3 Yes
County Ordinance 4 Yes
Long-range Financial Plans 2 Yes
Financial Condition of the Commission 1 Yes
Program Evaluation 3 Yes
Salaries and Benefits Policies 2 Yes

bpmcpa.com
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Opinion

In our opinion, the Commission complied, in all material respects, with the compliance requirements referred to
above that could have a direct and material effect on the California Children and Families Program for the year ended
June 30, 2020.

BPFM LLF

San Jose, California
October 22, 2020
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