AGENDA

t,al-' Special Budget Workshop City Council Meeting
and Successor Agency to the Former
Redevelopment Agency

W Tuesday, April 27, 2021, 6:00 p.m.

GROW WITH US Via Zoom Webinar
www.cityofwasco.org

IMPORTANT NOTICE REGARDING APRIL 27, 2021 SPECIAL BUDGET WORKSHOP MEETING
This meeting is being conducted utilizing teleconferencing, and electronic means
consistent with Executive Order N-29-20, Issued by Governor Gavin Newsom on
March 17, 2020, and, to the extent applicable, Government Code Section 54953(b)
in-person participation by the public will not be permitted. No physical location from
which the public may observe the meeting will be available. Remote public
participation is allowed in the following ways via Zoom Webinar; please see the
instruction below:

Listen to the meeting live via zoom
Member of the public may participate in the meeting by joining the Zoom
Webinar via PC, Mac, iPad, iPhone, or Android device using the URL:

https://lus02web.zoom.us/j/89738091815

Listen to the meeting live via telephone
The public may participate via phone only (without a computer/ smart device)
by dialing the below numbers:

Dial Number: 1-669-900-9128
Meeting ID: 89738091815

ALL PARTICIPANTS WILL BE MUTED AUTOMATICALLY UPON ENTERING THE MEETING. THE
CITY CLERK WILL UNMUTE THOSE WHO WISH TO SPEAK AT APPROPRIATE TIME. PLEASE
KEEP YOURSELF ON MUTE WHEN NOT SPEAKING. SPEAKERS ARE LIMITED TO TWO (2)
MINUTES.

Verbal Participation using Zoom
Please use the “Raise Hand” button to request to speak. Raised hands will only

be acknowledged during the Public Hearing and Public Comment sections of
the agenda and when the Meeting’s presiding officer requests public
comments.

Verbal Participation over the phone

Please dial *9 to “raise your hand” to request to speak. Raised hands will only
be acknowledged during the Public Hearing and Public Comment sections
of the agenda and when the Meeting’s presiding officer requests public
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comments. Please be advised you will be called on by the phone number
you are calling from.

Submitting written comments:

You can also submit your comments via email to cityclerk@cityofwasco.org;
such email comments must be identified by adding the Agenda Item Number
in the email's subject line. Every effort will be made to read your comment into
the record; however, they are limited to two (2) minutes. If a comment is
received after the agenda item is heard but before the meeting is adjourned,
the comment will still be included as a part of the record of the meeting but
will not be read into the record.

American Disability Act Accommodations:

Meetings are accessible to people with disabilities. Requests in advance of
the meeting will enable the City to make reasonable arrangements to ensure
accessibility to this meeting and its materials. Individuals who need special
assistance or a disability-related modification or accommodation to
participate in this meeting or who have a disability and wish to request an
alternative format for the meeting materials should contact the City Clerk at
cityclerk@cityofwasco.org or call 661-758-7203. Every attempt will be made to
swiftly address each request. (28 CFR 35.102-35.104 ADA Title Il)

You can also submit your comments via email to cityclerk@cityofwasco.org;
such email comments must be identified by adding the Agenda Item Number
in the email's subject line. Every effort will be made to read your comment into
the record; however, they are limited to two (2) minutes. If a comment is
received after the agenda item is heard but before the meeting is adjourned,
the comment will still be included as a part of the record of the meeting but
will not be read into the record.

SPECIAL BUDGET WORKSHOP MEETING - 6:00 p.m.
1) CALLTO ORDER: Mayor
2) FLAG SALUTE: Mayor
3) INVOCATION:

4) ROLL CALL: Mayor Garcia, Mayor Pro Tem Reyna, Council Member Cortez, Martinez,
Pallares

5) PRESENTATIONS: NONE

6) PUBLIC COMMENTS: (PLEASE REFER TO THE INSTRUCTION PAGE FOR MORE INFORMATION)
This portion of the meeting is reserved for persons desiring to address the Council and
including the Council acting as the Governing Board for the Successor Agency on any
matter not on this agenda and over which the Council and Successor Agency has
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jurisdiction. Speakers are limited to two (2) minutes. Please state your name for the
record before making your presentation.

The City Council is very interested in your comments; however, no action may be taken
at this meeting due to Brown Act requirements. Should your comments require further
consideration by the City Council or the Successor Agency, the item will be agendized
for a report and discussed at a future City Council meeting.

7)  NEW BUSINESS:

a. Review, Discuss, and Possible Minute actions regarding Budget and Fiscal Policies.
(Perez-Hernandez)

b. Review and Discuss the General Fund Five-Year Fiscal Forecast.(Perez-Hernandez)
c. Review and Discuss the Water Fund Five-Year Fiscal Forecast. (Perez-Hernandez)
8) ADJOURNMENT:

This is to certify that this agenda was posted at Wasco City Hall on April 26, 2021. The
agenda is also available on the City website at www.cityofwasco.org

MM

Maria O. Martinez, City Clerk

All agenda item supporting documentation is available for public review in the city website
www.cityofwasco.org and the office of the City Clerk of the City of Wasco, 746 8t Street, Wasco, CA 93280
during regular business hours, 7:30 a.m. — 5:00 p.m. Monday through Thursday and 8-5 p.m. Friday (closed
alternate Friday’s), following the posting of the agenda. Any supporting documentation related to an
agenda item for an open session of any regular meeting that is distributed after the agenda is posted and
prior to the meeting will also be available for review at the same location and available at the meeting.
Please remember to turn off all cell phones, pagers, or electronic devices during Council meetings.

The City of Wasco does not discriminate on the basis of disability in the access to, provision of, or employment
in its programs and activities pursuant to 29 United States Code Section 12132 and California Civii Code
Section 54. Information regarding the rights provided under the Americans with Disabilities Act (ADA) may be
obtained from the City Clerk’s Office.

If you need special assistance to participate in this meeting, please contact the City Clerk’s Office at (661)
758-7215 to make reasonable arrangements to ensure accessibility to this meeting. Telephone (661) 758-7215
Requests for assistance should be made at least two (2) days in advance whenever possible.
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D, STAFF REPORT

CITY OF WASCO

TO: Honorable Mayor and Council Members

FROM: Daniel Ortiz-Hernandez, City Manager
Isarel Perez-Hernandez, Finance Director
William C. Statler, Fiscal Advisor

DATE: April 27, 2021

SUBJECT: Review, Discuss, and Possible Minute actions regarding Budget and Fiscal
Policies.

RECOMMENDATION:

Staff recommends that the City Council conceptually approve the proposed Budget
and Fiscal Policies in guiding the preparation of the Preliminary Budget, with final
adoption in June 2021 in conjunction with approval of the 2021-22 Fiscal Year Budget,
except for the Capital Financing and Debt Management Policy: in meeting State Water
Resource Control Board (SWRCB) loan requirements, this policy will be presented for
formal Council approval at the May 4, 2021 meeting.

DISCUSSION:

When clearly articulated (and followed), budget and fiscal policies provide an essential
foundation for effective financial decision-making and in protecting the City’s fiscal
health, in both the short and long-term.

The City’s fiscal health is a lot like personal health: it isn’t what you live for, but it is hard to
enjoy your life without it. Cities don’t exist to be fiscally healthy: they exist to make
communities better places to live, work, and play. However, this requires the fiscal
capacity to link community goals with the resources needed to achieve them. In short,
fiscal health is not an end in itself; but it is an important part of the tool kit in achieving
“ends.”

And like personal health, fiscal health is rarely luck. The strength of the local economy is
obviously an important fiscal health factor — just as genes are in personal health.
However, regardless of the strength of its local
economy, no city is immune from economic
downturns or unexpected expenditure needs.

Formal statements key budget and
fiscal policies provide the foundation
for assuring long-term fiscal health

For this reason, clearly articulated policies are a by establishing a clear framework for
city’s “north star” in guiding the preparation and effective and prudent financial
implementation of budgets and financial plans. decision-making.

They help make tough decisions easier by
stating an organization’s values before they are
placed under stress by adverse circumstances. The organization might still choose to do
something different — effective policies are guides, not straightjackets — but they are a

powerful starting point: but for “this,” the organization should do what?
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Stated simply, articulating and then following prudent fiscal policies is the most effective
and proven way for cities to ensure their long-term fiscal health.

They are both preventative and curative: clearly articulated policies help prevent
problems from arising in the good times; and help respond to bad times when they do
occur. They also help provide continuity as elected officials and staff change. Lastly, they
are most powerful when it is put in place before the need for them arrives.

In summary, adopting key fiscal policies is an essential factor for effective stewardship of
the City’s resources, both in the short and long-term.

Proposed Budget and Fiscal Policies

“One size does not fit all” in setting fiscal policies. Careful consideration needs to be given
in developing policies that are appropriate given the unique circumstances of each city.

Based on “best practices” recommended by professional organizations like the
Governments Finance Officers Association of the United States and Canada (GFOA) and
the California Society of Municipal Finance

Officers (CSMFO) as well as the major credit

rating agencies, fiscal policy areas that the

City will want to address are presented in the One size does not fit all” in setting fiscal

policies. Careful consideration needs to be

sidebar. given in developing policies that are
o ] appropriate given the unique

Within the next six months, we recommend circumstances of each city. Fully

addressing each of these policy areas. addressing all of these areas is planned

However, for guidance in preparing the 2021- within the next six months:

22 Budget, we recommend focusing on the
following four policies as set forth in
Attachment 1 at this time:

Budget purpose and organization
(including a balanced budget policy
and what this means)

Budget purpose and organization Revenue management

User fee cost recovery: when should

Revenue management user fees fund services versus general

Minimum fund balance and reserves purpose revenues?
Financial reporting and budget - Minimum fund balance and reserves
administration - Financial reporting

. . . Budget administration
Each of these wil provide an important g

foundation and guidance for staff - Capital improvement plan (CIP)
preparation of the Preliminary Budget for 2021- management

22 as well for the Council’s review of it at the - Capital financing and debt
workshops and hearings that will follow its management

issuance by June 15, 2021. . Purchasing

Human resources management
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Capital Financing and Debt Management Policy

While not essential for the preparation of the 2021-22 Budget, we also recommend
considering the Capital Financing and Debt Management policy at this time. As noted

above, adopted debt policies are required by
the SWRCB in considering the City’s $25.8
million loan application for water system
improvements. Moreover, the City’s current
policies (Attachment 2) call for the preparation
of a comprehensive debt management

policy:

“In recognition of its responsibility for the
management of debt obligation for itself and
its component units, the City of Wasco wiill
develop a comprehensive set of formal debt
policies.”

Accordingly, we recommend formal adoption
of the proposed Capital Financing and Debt
Management Policy by the Council approval
at the May 4, 2021.

Preparing the Proposed Policy. It draws on
“best practices” and policies used in other
highly-regarded cities. Moreover, it reflects the
elements recommended by the State of
California Debt and Investment Advisory
Commission (CDIAC). As such, In several cases,
it addresses debt issues that are not currently
on the City’s radar, such as land-based and
conduit financings. However, in assuring that it
meets SWRCB loan requirements, it is intended
to be comprehensive in meeting current and
future needs.

Minimum Fund Balance and Reserves

Current Budget and Fiscal Policies

As presented in Attachment 2, the City
currently has adopted budget and fiscal
policies covering the following areas:

Balanced budget

Investments

Debt management

Reserves

Budgetary procedures and authority
Revenues

Five-Year CIP

Competitive compensation

With two exceptions, the proposed policies
cover all current areas (in most cases
using the same language) but remove
redundancy in several cases, organize
them differently to group similar policies
together and provide supplemental
information in some cases for greater
clarity. Since they do not directly relate to
budget development or administration, the
two exceptions are investments and City
Manager contract amendment authority.
These will be carried forward as currently
written.

These policies were last presented in the
2019-20 Budget. For 2021-22 and future
years, these policies will be again be
presented as an integral part of the budget
document.

While each of the attached policy areas speak for themselves, minimum fund balance
(“reserves”) is an especially important policy in determining the City’s ability to respond
to unexpected fiscal hardships such as local disasters, public health crises, downturns in
the economy, external revenue hits like (State budget takeaways) and unforeseen
operating or capital needs. Stated simply, it is the City’s first line of defense in responding

to adverse, unforeseen circumstances.

As noted above, the City is fortunate to already have in place a reserve policy (as well
several others: Attachment 2). However, there are several proposed changes and
clarifications that will be useful for 2021-22 and beyond in implementing this policy, most

notably:

Purpose of reserves. Reserves exist for a reason. The proposed policy sets forth those
purposes in accordance with the risk assessment methodology developed by the

GFOA.

6 of 75




Guidance on when it is appropriate to go below the minimum target. The proposed
policy clarifies the one-time circumstances where taking reserves below the target
minimum balances would be appropriate.

Restoring the reserve if it falls below the target minimum. The proposed policy provides
for restoring reserves to policy levels within five years; and as revenues versus
expenditures improve, allocating at least 50% to restoring the reserve.

Using reserves above the minimum. The proposed policy provides a framework for
the potential use of reserves above the minimum. The Short Story: Since reserves can
only be used once, uses above the minimum should be for one-time purposes.

Defining the reserve. Under generally accepted accounting principles, General Fund
balance is organized into five categories: non-spendable; restricted; committed;
assigned and unassigned. The proposed policy clarifies that the minimum target
applies to the “unassigned” balance (after commitments and assignments for other
purposes).

Setting the minimum General Fund reserve. The current policy calls for setting the
minimum General Fund reserve at 30% of operating expenditures. Using the GFOA'’s
structured approach to setting reserve levels, we recommend setting the target at
35%. (A description of the methodology and the assessment results are provided in
Attachment 3). Two factors largely account for this recommended increase: recent
experience with the pandemic; and the results of a high-level cash flow analysis that
shows two peak cash flow shortfalls of 15% in November and 20% in May prior to the
recent of property tax revenues (Attachment 4). Setting the reserve at 35% provides
greater flexibility in meeting cash flow needs and other contingencies.

Next Steps

If conceptually approved by the Council at this time, staff will use these policies as the
foundation in guiding preparation of the 2021-22 Preliminary Budget. Final adoption of
the policies will occur in June 2021 in conjunction with the Council’s approval of the 2021-
22 Budget. (The only exception to this is the proposed Capital Financing and Debt
Management policy, which is recommended for formal adoption on at the May 4
Council meeting.)

As noted above, for future reference, the City’s Budget and Fiscal Policies will be included
the Budget document (as will any future additions or revisions).

In considering the proposed Budget and Fiscal Policies, it is important to not only clearly
articulate the policy, but to assure compliance with it. Stated simply, clearly stating where
the City wants to be (versus where it may be today) will significantly enhance the City’s
ability to achieve it.

For this reason, each policy area is followed by a brief summary of “compliance status.”
Where the City has not yet achieved the goal, a status summary on the City’s progress in
doing should be provided. In short, including the policies in the Budget document and
indicating its compliance status will keep the policies in front of the Council, community
and organization; and help make the relationship between policy and “actual”
transparent for these stakeholders.
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FISCAL IMPACT:

There are no direct fiscal impacts as a result of conceptually approving the proposed
Budget and Fiscal policies. However, this will provide an important policy framework and
foundation for preparing the Budget.

ALTERNATIVES:
1. Approve different budget and fiscal policies than those proposed.

2. Do not approve budget and fiscal policies in establishing a policy framework for
financial management and decision-making.

ATTACHMENTS:

1. Proposed Budget and Fiscal Policies

2. Current Budget and Fiscal Policies

3. GFOA Fund Balance Assessment Methodology and Results
4. General Fund Cash Flow Analysis
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BUDGET AND FISCAL POLICIES
Attachment 1

BUDGET PURPOSE AND ORGANIZATION
A. Balanced Budget. The City will maintain a balanced budget. This means that:
1. Operating revenues should fully cover operating expenditures, including debt service.

2. Ending fund balance/working capital must meet minimum policy levels or other target levels
established by the Council for the fiscal year.

Under this policy, it is allowable for total expenditures to exceed revenues in a given year; however,
in this situation, beginning fund balance should only be used to fund capital improvement plan
projects or other “one-time,” non-recurring expenditures. (See Fund Balance and Reserves policy for
other circumstances when it would be appropriate to use beginning fund balance.)

B. Budget Objectives. Through its Budget, the City will link resources with goals and results by:

1. Identifying community needs for essential services.

2. Organizing the programs required to provide these essential services.
3. Describing programs and activities performed in delivering services.
4. Proposing objectives for improving the delivery of program services.

5. Identifying and appropriating the resources required to perform program activities and
accomplish program objectives.

Budgetary emphasis will focus on providing high quality municipal services, recognizing the
fundamental importance to the citizens of public safety and properly maintained infrastructure.

C. Measurable Objectives. The Budget will establish measurable program objectives and allow
reasonable time to accomplish those objectives.

D. Goal Status Reports. The status of major program objectives will be formally reported to the
Council on an ongoing, periodic basis.

E. Adequate Maintenance of Existing Assets. The budget will provide sufficient funding for adequate
maintenance and orderly replacement of capital plant and equipment. Future maintenance needs for
all new capital facilities will be fully costed out and added costs will be recognized and included in
future year budget projections.

F. Five-Year Capital Improvement Program. The City will maintain a long-range fiscal perspective
through the use of a five-year Capital Improvement Plan.

G. Continued Commitment to Customer Service and Productivity Improvements. Strong customer
service and productivity improvements, with a focus on value added services, remain important
budgetary goals. Consistent with this goal, the City will strive to pay competitive market level
compensation to its employees.
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BUDGET AND FISCAL POLICIES

Attachment 1

H.

Mid-Year Budget Reviews. The Council will formally review the City’s fiscal condition, and
amend appropriations if necessary, six months after the beginning of each fiscal year.

Status: In Compliance. These practices are either in place or the Council has adopted a budget process
and document for 2021-22 that meets these policy objectives. However, linking resources to outcomes
and measuring performance will always be a work in progress, with ongoing improvements.

REVENUE MANAGEMENT

A

Current Revenues for Current Uses; One-Time Revenues for One-Time Purposes. The City
will make all current expenditures with current revenues, avoiding procedures that balance current
budgets by postponing needed expenditures, accruing future revenues or rolling over short-term
debt. The City will avoid using one-time revenues to fund ongoing program costs.

Revenue Distribution. The Council recognizes that generally accepted accounting principles for
state and local governments discourage the “earmarking” of General Fund revenues, and
accordingly, the practice of designating General Fund revenues for specific programs should be
minimized in the City's management of its fiscal affairs. In those cases where it does occur, the basis
and methodology for earmarking should be clearly articulated in the City’s Budget and Fiscal
Policies.

Grant Management. Intergovernmental assistance in the form of grants and loans will be used to
finance only:

1. Capital improvements that are consistent with the Five-Year Capital Improvement Program
(CIP) priorities and can be maintained and operated over time.

2. Technological upgrades or enhancements.

3. Capital acquisition items.

4. Operating programs which either can be sustained over time or have a limited horizon.
5. Other areas as determined by the Council to be in the best interest of the City.

Enterprise Fund Fees and Rates. All fees and charges for each enterprise fund (such as Water,
Wastewater and Sanitation) will be set at a level that fully supports the direct and indirect costs of
the enterprise, including operations, maintenance, capital improvements and debt service, as well as
meet any debt service coverage requirements set forth in related bond covenants.

Internal Service Funds. All internal service funds will have revenues (intra-City user charges,
interest earnings and other income) sufficient to meet all operating and capital expenses. Such
revenues shall also be sufficient to maintain minimum reserve targets.

Status: In Compliance. These practices are either in place or the Council has adopted a budget process
and document for 2021-22 that meets these policy objectives.

MINIMUM FUND BALANCE AND RESERVES

Section 1: Policy
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BUDGET AND FISCAL POLICIES
Attachment 1

A. Policy Overview. This policy accomplishes two main goals. First, it sets forth specific levels of
minimum unassigned fund balance to be maintained for the City's General Fund and a minimum
level of available working capital for the City's Water, Wastewater and Sanitation enterprise funds.
Secondly, this policy establishes a framework and process for the City to follow if these reserve
levels fall below the established minimum.

This Policy provides guidelines for fiscal sustainability through maintaining adequate operational
liquidity and should be used in preparing the City's Annual Operating Budget, Capital
Improvement Program, and general financial management of the City. It recognizes the need for
exceptions in extraordinary conditions and unforeseeable events while maintaining a goal and path
to regain fiscal sustainability when necessary.

This policy is also intended to follow best practices and industry standards, including those issued by
the Governmental Finance Officers Association of the United States and Canada (GFOA) in setting
reserve levels that adequately address risks such as:

1. Economic uncertainties, local disasters, public heath crises and other financial hardships or
downturns in the local or national economy.

2. Contingencies for unseen operating or capital needs.

3. Unfunded liabilities such as pensions.

4. Institutional changes, such as State budget takeaways and unfunded mandates.
5. Cash flow requirements.

B. Objectives. The purpose of this policy is to assist the City in the pursuit of the following equally
important objectives:

1. Maintain long-term fiscal sustainability of the General, Water, Wastewater and Sanitation Funds.
2. Meet the short-term liquidity needs of the General, Water, Wastewater and Sanitation Funds.
3. Cultivate a fiscally responsible internal control environment.

4. Help achieve the highest possible credit ratings and lowest possible financing costs when
borrowing funds.

C. Budget Integration and Financial Management. The City's Annual Operating Budget and Capital
Improvement Plan should be developed to comply and implement the various aspects of this policy.
This includes but is not limited to both the budgeted use of excess unassigned fund balance or
available working capital and the rebuilding of the same as needed to maintain compliance with the
minimum reserve levels established herein.

Any areas of shortfall or otherwise non-compliance with the minimum reserve levels contained
within this policy should be disclosed in the City Annual Operating Budget document and
Comprehensive Annual Financial Report, including a response from management on what actions
are being taken to bring the City back into compliance with the policy.
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BUDGET AND FISCAL POLICIES
Attachment 1

Section 2: Minimum Balances

The following amounts are established as the minimum unassigned fund balance for the City's General

Fund and minimum available working capital for the City's major utility enterprise funds.

A. General Fund. At the end of each fiscal year, the General Fund should have a minimum unassigned
fund balance of at least 35% of operating and debt service expenditures. This represents about 120
days of General Fund operating cash flow and is conservatively based on the risk assessment
methodology for setting reserve levels developed by the GFOA.

B. Water, Wastewater and Sanitation Funds. The City operates three major utility enterprise funds:
water, wastewater and sanitation, which provide essential public services that are paid for by users
of these services. Maintaining adequate liquidity in these funds is an essential factor in the City's
ability to provide these services without interruption. Accordingly, at the end of each fiscal year the
City should have a minimum available working capital balance (current assets less current
liabilities, minus amounts designated for funding capital projects or other purposes) in each of these
enterprise funds at equal or more than 25% of operating and debt service expenditures for that fund.
This minimum available working capital balance should be factored into all future user rate studies
used to establish utility user rates for these three funds.

C. Internal Service Funds. The City’s internal service funds shall maintain working capital of at least
60 days of operating expenditures.

D. Taking Reserves Below Minimum Policy Levels. There are circumstances where intentionally
taking reserves below the established policy levels would be appropriate in responding to the risks
that reserves are intended to mitigate and are not considered a violation of this policy. These include
one-time uses such as:

1. Making investments in human resources, technology, economic development, productivity
improvements and other strategies that will reduce future costs or increase future revenue
sources.

2. Reducing ongoing expenditures through the partial or full refinancing of unfunded long-term
liabilities.

3. Closing short-term revenue/expenditure gaps.

4. Responding to unexpected expenditure requirements or revenue shortfalls.

5. Meeting one-time cash flow needs as well as normal cash flow needs during the year.

6. Where a forecast shows an ongoing structural gap, providing a strategic bridge to the future.

Any intentional use of reserves that reduces reserve levels below the minimum policy levels shall be
specifically approved by the City Council.

Section 3: Other Assignments/Commitments
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BUDGET AND FISCAL POLICIES

Attachment 1

A. Future Capital Project or Other Long-Term Goal Assignments or Commitments. The Council
may also commit or assign specific General Fund balance levels above the reserve target for future
development of capital projects, unfunded liabilities or other long-term goals that it determines to be
in the best interests of the City.

B. Other Commitments and Assignments. In addition to the 35% target noted above, unrestricted
fund balance levels will be sufficient to meet funding requirements for programs or projects
approved in prior years which are carried forward into the new year; debt service reserve
requirements; commitments for encumbrances; and other restrictions, commitments or assignments
required by contractual obligations, state law or generally accepted accounting principles.

Section 4: Correcting Balances Below the Minimum Balance

Whenever the City's Funds with established minimum balances per this policy fall below these minimal
levels, the City will strive to restore these balances to the minimum level within five-years. Some
actions that may be considered to rectify this situation include the following:

A. General Fund

1.
2.
3.

6.

Strategically reducing general fund operating budgets.
Updating and improving the City's economic development strategy.

Assessing workload and staffing levels to ensure appropriate staffing of General Fund
operations, redeploy staffing if necessary.

Conduct a revenue study to update General Fund revenue sources that may have fallen behind.

Conduct an analysis of General Fund cost allocation to plan to ensure other City funds are paying
the appropriate fees for the General Fund services they receive.

Identify special revenues or other funds that can help support the General Fund.

B. Water, Wastewater and Sanitation Funds

Strategically reduce operations budgets.
Initiate a user rate analysis and implement rate changes as needed.
Analyze existing debt and possible refinancing options to reduce existing debt service cost.

Defer non-essential capital improvement projects until adequate funding can be secured through
rate increases, grants or debt issuance.

As revenues versus expenditures improve, the City will allocate at least half to reserve restoration, with
the balance available to fund asset replacements, unfunded liabilities, capital improvement projects,
service level restorations or new operating programs.

Section 5: Use of Balances Exceeding the Minimum Balance
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BUDGET AND FISCAL POLICIES
Attachment 1

At times, the City may find itself with unassigned General Fund balances and/or available working

capital in the Water, Wastewater and Sanitation funds that exceed the minimums established by this

policy. This policy does not require or recommend that those additional reserve funds be spent down but

it does establish the following guidelines regarding the potential use of those funds.

A. Excess reserve funds are not to be used for new or existing recurring expenses except on a short-
term basis.

B. Investment of these funds on a longer-term basis, in compliance with the City's Investment Policy,
should be considered to provide an ongoing source of recurring investment income for the City.

C. Assignment or use of these funds should be considered for early partial or full retirement of existing
debt or other unfunded long-term liabilities.

D. A review of the one-time capital improvements needed within the City should be considered to
identify and prioritize potential capital projects. Once potential projects have been identified,
assignment or use of these funds should be considered for these one-time capital improvement
projects.

Status: In Progress. After assigning $9.3 million for potential labor housing complex demolition and
site clean-up costs, the projected unassigned General Fund balance at June 30, 2021 is 18% of
operating expenditures. Consistent with the City’s policy, the goal is to restore reserves to policy levels
with the next five years.

FINANCIAL REPORTING AND BUDGET ADMINISTRATION
A. Annual Reporting. The City will prepare annual financial statements as follows:

1. Inaccordance with best practices and industry standards, the City will contract for an annual
audit by a qualified independent certified public accountant. The City will strive for an
unqualified auditors’ opinion.

2. The City will use generally accepted accounting principles in preparing its annual financial
statements and will strive to meet the requirements of the GFOA’s Award for Excellence in
Financial Reporting program.

3. The City will issue audited financial statements within 180 days after year-end.

B. Interim Reporting. The City will prepare and issue timely interim reports on the City’s fiscal status
to the Council and staff. This includes on-line access to the City’s financial management system;
monthly reports to program managers; more formal quarterly reports to the Council and Department
Heads; mid-year budget reviews; and interim annual reports.

C. Budget Administration. The Council may amend or supplement the budget at any time after its
adoption by majority vote of the Council members. Council approval is required for all new
appropriations from fund balance/working capital. The City Manager has the authority to make
administrative adjustments to the budget as long as those changes will not have a significant policy
impact nor affect budgeted year-end fund balances.
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BUDGET AND FISCAL POLICIES

Attachment 1

D. Agenda Report Review. A Fiscal Impact Statement will be provided with each staff report
submitted to the Council as part of the agenda packet.

Status: In Compliance. These practices are in place.
CAPITAL FINANCING AND DEBT MANAGEMENT

A. Capital Financing

1.

5.

The City will consider the use of debt financing only for one-time capital improvement projects
and only under the following circumstances:

a. When the project’s useful life will exceed the term of the financing.
b. When project revenues or specific resources will be sufficient to service the long-term debt.

Debt financing will not be considered appropriate for any recurring purpose such as current
operating and maintenance expenditures. The issuance of short-term instruments such as
revenue, tax or bond anticipation notes is excluded from this limitation.

Capital improvements will be financed primarily through user fees, service charges, assessments,
special taxes or developer agreements when benefits can be specifically attributed to users of the
facility. Accordingly, development impact fees should be created and implemented at levels
sufficient to ensure that new development pays its fair share of the cost of constructing necessary
community facilities.

While development impact fees can be a major funding source in financing capital project
improvements, revenues from these fees are subject to significant fluctuation based on the rate of
new development. Accordingly, the following guidelines will be followed in designing and
building projects funded with development impact fees:

a. The availability of impact fees in funding a specific project will be analyzed on a case-by-
case basis as bid specifications or contract awards are submitted for approval.

b. If adequate funds are not available at that time, the Council will make one of two
determinations:
o Defer the project until funds are available.

e Based on the high-priority of the project, advance funds from the General Fund or
appropriate enterprise fund, which will be reimbursed as soon as funds become available.
Repayment of advances should be the first use of development impact fee funds when
they become available.

The City will use the following criteria to evaluate pay-as-you-go versus long-term financing in
funding capital improvements:

Factors Favoring Pay-As-You-Go Financing
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a. Current revenues and adequate fund balances are available or project phasing can be
accomplished.

b. EXxisting debt levels adversely affect the City's credit rating.
c. Market conditions are unstable or present difficulties in marketing.

Factors Favoring Long Term Financing

d. Revenues available for debt service are deemed sufficient and reliable so that long-term
financings can be marketed with investment grade credit ratings.

e. The project securing the financing is of the type that will support an investment grade credit
rating.

f. Market conditions present favorable interest rates and demand for City financings.

g. A project is mandated by state or federal requirements, and resources are insufficient or
unavailable.

h. Itis a high-priority that is immediately required to meet or relieve service or capacity needs
and current resources are insufficient or unavailable.

B. Budget Integration and Policy Links

The decision to incur new indebtedness should be integrated with the adopted Operating Budget and
Capital Improvement Plan (CIP). While CIP projects may surface independently from the budget
process, they will typically be an integral of the adopted CIP. Moreover, projects in the CIP typically
have strong policy links to the General Plan, Special Plans, adopted facility or infrastructure plans
and other policy documents. Annual debt service requirements will be included in the Operating
Budget.

C. Sources of Capital Financing

1. Cash Funding. The City funds a significant portion of its CIP on a “pay-as-you-go” basis. As
part of a “pay as you go” strategy, the City will first look for grant funding for capital projects.

2. Interfund Borrowing. The City may borrow internally from other funds with surplus cash
instead of issuing bonded debt. The purpose of interfund borrowing is to finance high priority
needs and reduce costs of interest, debt issuance and/or administration. Purposes warranting the
use of this type of borrowing could include short-term cash flow imbalances due to grant terms,
interim financing pending the issuance of bonds or long-term financing in lieu of bonds. The
City funds from which the money is borrowed shall be repaid with interest based upon the
earning rate of the City’s investment pool. The Finance Director shall also exercise due diligence
to ensure that it is financially prudent for the Fund making the loan. Interfund loans will be
evaluated on a case-by-case basis. Any borrowing between two City funds which exceeds 24
months requires a repayment schedule approved by the Council.

3. Bank Loans, Lines of Credit and Direct Placements. While not a common method of financing

capital projects, financial institution credit or other direct placements may be evaluated on a
case-by-case basis where the advantages over other methods are compelling.
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4.

State and Federal Loans. The City will evaluate State and Federal loan programs, including but
not limited to loans such as the State Water Resources Control Board’s revolving fund loans for
the construction of water and wastewater infrastructure projects.

Other Loan Programs. The City may consider other loan programs on a case-by-case basis
where the advantages over other methods are compelling.

Equipment Lease Purchase Agreements. The City may consider lease-purchase agreements for
long-lived assets such as backhoes and trash trucks.

Bond Financing. The City may issue any bonds that are allowed under federal and state law,
including but not limited to general obligation bonds, certificates of participation, revenue bonds,
lease-revenue bonds, assessment district bonds and special tax bonds.

While conduit financings do not constitute a general obligation of the issuer, the same level of
due diligence prior to bond issuance is required as outlined Section F below. The City will
consider requests for assessment or special tax district formation on a case-by-case basis as
outlined in Section G below.

D. Joint Powers Authority (JPA). In addition to the long and short-term financing instruments
described above, the City may also consider joint arrangements with other governmental agencies
when a project serves the public interest beyond City boundaries.

E. Debt Management

1.

The City will not obligate the General Fund to secure long-term financings except when
marketability can be significantly enhanced.

An internal feasibility analysis will be prepared for each long-term financing which analyzes the
impact on current and future budgets for debt service and operations. This analysis will also
address the reliability of revenues to support debt service.

The City will generally conduct financings on a competitive basis. However, negotiated
financings may be used due to market volatility or the use of an unusual or complex financing or
security structure.

The City’s financing team (such as financial advisor, bond counsel and trustee) will typically be
selected through a competitive request for proposal (RFP) process for a multi-year, program-
based term in providing ongoing advice and understanding of City needs.

The City will seek an investment grade rating (Baa/BBB or greater) on any direct debt and will
seek credit enhancements such as letters of credit or insurance when necessary for marketing
purposes, availability and cost-effectiveness.

The City will monitor all forms of debt annually coincident with the City's Budget preparation
and review process and report concerns and remedies, if needed, to the Council.
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7.

10.

The City will diligently monitor its compliance with bond covenants and ensure its adherence to
federal arbitrage regulations.

The City will maintain good, ongoing communications with bond rating agencies about its
financial condition. The City will follow a policy of full disclosure on every financial report and
bond prospectus (Official Statement).

In accordance with generally accepted accounting principles and the City internal control
procedures, the Finance Director is responsible for ensuring bond proceeds are spent for the
intended purposes identified in the bond documents and that the proceeds are spent in the time
frames identified in the tax certificate prepared by the City’s bond counsel.

For any applicable debt issued after January 2017, the City will file annual debt transparency
reports with the California Debt and Investments Advisory Commission in accordance State
Government Code Section 8855.

F. Debt Capacity

1.

General Purpose Debt Capacity. The City will carefully monitor its levels of general-purpose
debt. Because the City’s general purpose debt capacity is limited, it is important that general
purpose debt financing is only used for high-priority projects where the City cannot reasonably
use other financing methods for two key reasons:

a. Funds borrowed for a project today are not available to fund other projects tomorrow.
b. Funds committed for debt repayment today are not available to fund operations in the future.

In evaluating debt capacity, general-purpose annual debt service payments should not exceed
10% of General Fund revenues.

Enterprise Fund Debt Capacity. The City will set enterprise fund rates at levels needed to fully
cover debt service requirements (including any coverage requirements) as well as operations,
maintenance, administration and capital improvement costs. The ability to afford new debt for
enterprise operations will be evaluated as an integral part of the City’s rate review and setting
process.

G. Land-Based Financings

1.

Public Purpose. The City will consider formation of land-based financing districts in
accordance with the State’s assessment law or the Mello-Roos Community Facilities Act. There
will be a clearly articulated public purpose in forming an assessment or special tax district in
financing public improvements. This should include a finding by the Council as to why this
form of financing is preferred over other funding options such as impact fees, reimbursement
agreements or direct developer responsibility for the improvements.

El