City of Fairfield Budget and Forecast

JBY Financial Policies

In planning for and preparing the annual budget, many fiscal decisions are made to help sustain the long-term
health and well-being of the City. Accordingly, the City Manager strives to make fiscal recommendations in the
proposed budget that adhere to the following financial guidelines. These policies have been developed and
approved by City Staff.

General Fund Related Budget Policies

General Fund Reserve

The General Fund shall maintain a cash balance, excluding
departmental carryover, of at least 20% of total General Fund
expense. This is the minimum needed to maintain the City’s
creditworthiness and to adequately provide for economic and
legislative uncertainties, cash flow needs and contingencies. Any
balance accrued in excess of 20% should be used primarily for
one-time expenses rather than on-going expenses, to avoid the
problem of over-committing on expenses during economic
growth only to exacerbate the challenge of cutting back during
the inevitable recessions to come in future years. B a—

The reserve shall not go below 10%, except in fiscal years where budget and staffing cutbacks are enacted, in
which case the minimum balance may be lowered to 7% of total General Fund expense over time. If the General
Fund reserves fall below 20%, the City will implement a funding strategy to replenish the balance by using excess
revenue or expense savings in any given year for this purpose. The funding strategy implemented should also
restore the reserve level to 20% within three (3) fiscal years of the shortfall.

General Fund Budget Shortfall

If the total resources as estimated by the Director of Finance are insufficient in a given fiscal year to support the
current level of appropriations and minimum 7% reserve, the City Manager shall report the financial shortfall to
the City Council and recommend actions to alleviate that shortfall. The Council shall adopt budget amendments
that reduce appropriations as necessary. If no Council action is forthcoming within 45 days of the City Manager's
report, the City Manager shall reduce the total amount of General Fund departmental appropriations accordingly
on a uniform percentage basis. Reductions shall be evaluated on a programmatic basis to reach the appropriation
levels required within available funding. When budget reductions are necessary, departments prioritize service
programs and propose reductions in areas that have the least impact upon services to the community and the
overall attainment of City goals. Departments also consider the potential effects on interrelated or cross-
departmental programs when developing budget reductions.

Contingency Reserves

In the General Fund, the City shall strive to maintain a minimum of $250,000 of its operating budget in budgeted
contingency. Contingency should be used to support economic uncertainties, one-time operating cost increases,
special studies or reports necessary to fulfill the organization’s mission.

Pursuit of New Revenues/Maximizing Use of Non-General Fund Revenues
City departments shall pursue revenue sources, when reasonable, in support of department goals. Departments
will maximize use of non-General Fund revenues prior to using General Fund revenues to fund programs.
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Other Budget Policies

Pension Funding Policy

The City will deploy a variety of strategies with one-time funds to achieve the following objectives: reduce
projected pension contributions to maintain services and; increase the funding ratio for both the City’s CalPERS
plans. To achieve these objectives, the City will maintain $5 million in a Section 115 Pension Trust, pre-pay the
City’s annual Unfunded Accrued Liability (UAL) (should the cost of interest exceed what it would otherwise earn
in the City’s investment pool), and make one-time payments to CalPERS to pay-off a portion of the City’s UAL.

Balanced Budget

The City shall strive with its two-year budget to balance resources with expenditure appropriations. The City
Council requires the City Manager to control expenses so that department expenditures do not exceed the levels
that are appropriated in the annual budget and for which the City has funds to support.

Use of “One-Time” Funds

City Council policy states that one-time revenues shall be dedicated for use as one-time expenditures. Annual
budgets are not increased to the point that ongoing operating costs become overly reliant on cyclical or one-time
revenues sources. During periods of economic downturn or any significant State “take-aways”, the use of one-
time sources of funds or reserves may be used to ease the transition to downsized and/or reorganized operations.

Intergovernmental Loan Fund

The primary purpose of the Loan Fund is to advance funds for capital projects to permit earlier construction than
would otherwise be possible. Other purposes include covering shortfalls in other funds (including the General
Fund), paying for economic development projects that facilitate revenue generating projects, and providing
additional reserves for economic uncertainty. Generally, loans shall accrue interest at a rate approved by Council.
The interest rate shall reflect the risk of the project. Funds which can repay loans with interest shall have priority
in the use of the Loan Fund.

In order to perform the above functions, major sources of one-time revenues (such as land sales) shall be
deposited to the Loan Fund, rather than being used to fund ongoing expense. In the event Loan Fund resources
are inadequate to meet budgeted commitments to the General Fund and Golf Funds, then capital projects that
receive funding from the Loan Fund shall be eliminated, postponed or reduced in scope.

Long-Term Financial Planning

Staff shall prepare a five-year financial plan of its major funds (General Fund, Water, Transit and Golf Funds) on
an annual basis. This long-term perspective is a valuable planning tool: it gives early warning of adverse trends,
allows Council and staff to craft timely and prudent budget solutions, and avoids the “tunnel-vision” of looking
only one year ahead. This five-year financial plan on major funds shall use anticipated and realistic estimates of
revenues and provide a discussion of forecast risk and assumptions used as the basis for major revenue and
expense items.
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Other Budget Policies (continued)

Budget Development Principles
The following principles are designed to guide the preparation of future budgets:

e A balance between public safety, infrastructure maintenance and quality of life services helps to ensure a
livable community.

e Reducing capital project funding to support operating activities sacrifices the community’s long-term
interests.

e Continuous investment in technology, systems and equipment is needed to improve organizational
efficiency, especially when staffing levels are reduced.

e To minimize staff turnover and maintain City productivity, compensation levels should be maintained in
line with the labor market, to the extent available resources permit.

e Program cost recovery should be maximized, including General Fund indirect costs allocated to other
funds, to reduce the need for program reductions.

e Additional revenue sources and grants should be sought to augment City resources, provided that local
match requirements and maintenance of effort provisions are not unsustainable over time.

e Quality economic development with higher-paying jobs should be promoted to expand the City’s revenue
base and provide a net resource gain.

e Services/programs that serve few participants should be the focus of reductions, or taken over by a private
vendor or non-profit organization.

e Reductions should be avoided that could exacerbate liability issues for the City, or have negative long-
term consequences.

e The budget must provide for accountability, internal controls, and long-term financial stability.

e Approval from the City Manager or designee is required to transfer General Fund operating budget
appropriations between departments. Any amendments to the total level of net appropriations for a fund
or transfers between funds must be approved by the City Council.

e The budget assumes existing service levels and City Council approval is required for significant changes.

e Significant variances from budgeted General Fund Support/Net City Cost amounts during the fiscal year
may result in a recommendation to reduce expenditures to ensure that the budgeted net costs are
achieved by fiscal year end.

Budget Awards

The City's Budget will be submitted on a bi-annual basis to the California Society for Municipal Finance Officers
(CSMFO) and Government Finance Officers Association (GFOA) for their Excellence in Operational Budgeting
Programs and its Capital Improvement Plan (CIP) to CSMFO for its CIP Award program; obtaining distinction
provides independent recognition for the quality and presentation of the City’s budget.

Capital Projects

Capital project appropriations shall remain in effect until the project is completed or until modified in a
subsequently adopted budget. Only funds, not individual capital projects, shall accrue interest. City Council
approval is required for capital project cost increases in excess of 10% of a project’s current total authorized
budget. Given the volatility of development-related revenues, it is recognized capital projects funded from these
sources are subject to delays in scheduling if the collection of such revenues falls below projections.
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Capital Management and Maintenance Policies

Technology, Vehicle and Equipment Replacement

Sufficient reserves will be maintained for the systematic replacement of technology (including computers, radio,
telephone, Internet/website enhancements and video), vehicles, and heavy equipment. Replacement costs will
be charged as rent to departments over the useful life of vehicles and equipment. Replacement decisions will be
based on a lifecycle analysis of costs. Internal service rates will be updated annually to ensure charges to
departments can pay for the timely replacement of equipment and related maintenance costs. Due to the
variability of expense in any given fiscal year, reserves should be maintained at expenses for a two-year period.

Facility Maintenance

Revolving funds shall be maintained to allow for the accumulation of
funds for pay-as-you-go financing of preventative maintenance and
major repairs to City facilities to avoid the costs of deferred
maintenance. Facilities covered by these funds include City Hall/Civic
Center, parks and recreation facilities, and fire stations.

Vehicle Maintenance

Sufficient reserves will be maintained for the systematic maintenance
of the City’s fleet. Due to the potential for expenses to vary in any given fiscal year and the potential for
unbudgeted expenses to arise, reserves for public safety vehicles should be maintained at or above 50% of future
replacement costs of the vehicles, but not less than $2 million.

Financial Management Policies

Cash Management

The Director of Finance shall work with the City Treasurer and the City’s investment advisors to invest City funds
on a pooled basis in accordance with the City Investment Policy, as well as well as applicable federal state and
local legislation governing the investment of public funds. Funds are invested with the following priority of goals:
(1) safety, (2) liquidity, and (3) yield, while meeting the daily cash flow demands of the City. As outlined in the
investment policy, interest earnings in operating funds are allocated to specific funds, based upon their
proportionate shares of funds invested. For more information regarding investments, see the City’s website at
http://www.fairfield.ca.gov/gov/depts/finance

Cost Recovery through Fees

Departments must utilize fees to recover costs where reasonable, once all cost-saving options have been explored.
There must be statutory authority for the City to levy a fee, and the fee must be approved by the City Council. If
permissible by law, fees and charges shall recover costs of the services provided, unless otherwise directed by the
City Council. Programs funded by charges for services, fees, grants, and special revenue sources should pay their
full or fair share of all direct and indirect costs to the extent feasible and legally permitted, so that the users of the
service bear the costs, rather than the general taxpayer. See the City’s fee schedules at
http://www.fairfield.ca.gov/gov/depts/finance

Parks and Recreation Fees

Parks and Recreation program fees shall cover at least 33% of overall program costs. Facility fees shall be reviewed
on an annual basis, and the City Council shall approve changes in facilities fees. The Director of Parks and
Recreation or designee is authorized to establish annually all operational fees at a level not to exceed direct and
indirect program costs and reserve needs for those programs, classes and events which are supported by fees,
grants, and donations.



F City of Fairfield Budget and Forecast
Financial Policies

Financial Management Policies (continued)

Cost Allocation Plan

The City shall maintain and regularly update a cost allocation plan which shall be used to recover indirect costs
from other City funds, outside funding sources, maintenance districts and fee-supported programs. Overhead
costs shall be allocated based upon an internally developed cost allocation and implementation plan developed
annually. The City uses a “Double Step Down” method by first allocating overhead to all departments, exclusive
of unallowable items (i.e. capital expenditures, debt service, and other various costs as defined by the Federal
Office of Management and Budget (OMB) then secondarily allocating these costs down only to operating
departments. The Cost Allocation schedule is updated on a periodic basis, usually once every two years.

The following represents the basis for allocating various types of overhead costs:

Type of Overhead Cost Basis for Allocation to Departments

General Government Size of Operating Budget, Number of Employees (FTEs)

Information Technology Number of Employees and computers and by dollar value of

contract services used

Risk Management Number of Employees and Dollar Value of Claims

Human Resources Number of Employees and Recruitments

Telecommunications Number of Phones

Fleet Maintenance and Replacement Number of Repairs Performed and Vehicles owned

Facility Maintenance Building Square Feet and Number of Repairs Performed

Mail Services Interoffice Mail Activity and Dollar Value of Postage used

Facility and Equipment Replacement Dollar Value of Equipment/Facilities and useful life
Growth

To the extent practicable, new development shall pay fees and taxes as necessary to meet all identified costs
associated with that development.

Employee Compensation

The City has established an employee compensation plan that is designed to attract and retain highly qualified
individuals who are capable of delivering a high level of service in a streamlined organization. The City is
committed to providing competitive compensation as permitted by its finances (See Resolution 2000-165 for the
complete policy). Salary adjustments are periodically provided to employees within their classification upon
completion of a comprehensive performance appraisal. As part of its employee compensation package, the City
offers the following (depending on bargaining unit) to its regular full and part-time employees:

e Choice of medical plans e Dental coverage

e (with employer contributions) e Llifeinsurance

e Flexible benefits: dependent care, o Wellness program

e medical spending accounts e Disability insurance

e Paid holidays and leave e Employee Assistance Program
e 457 Deferred Compensation Plan e Vision insurance

e CalPERS Retirement Plan
(Classic PERS Employees - 3% @ 50 or 55 for Sworn; 2.7 or 2.5% @ 55 for all other employees, for employees new
to PERS—2.7% @ 55 for Sworn, 2% @ 62 for all others)

To obtain more information regarding the memorandums of understanding for the employee bargaining groups
within the City, see the City’s website for more information in the Human Resources section.
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Financial Management Policies (continued)

Grants

Grant funding will be considered as a means to leverage City funds but will be primarily used for capital or one-
time expenses. The City must consider the impact on the General Fund of local match requirements and ongoing
commitments to higher service and staffing levels after grant funds run out. In the event of reduced grant funding,
City resources will be substituted only after all program priorities and alternatives are considered during the
budget process.

Any new grant award that requires funds/matching requirements or other commitments must be reviewed by the
City Manager. The City Manager reviews and approves any proposed allocation of grant monies before
departmental submission of the grant application to the granting agency. When applying for grants for ongoing
programs, as opposed to planning or capital grants, departments must consider funding to be provided for the
duration of the program. To the extent legally possible, all grant applications should be based on full costing,
including overhead and indirect costs. Unless long-term funding is secure, departments should avoid adding staff
to support new grant supported programs. If it is necessary to add staff, limited term positions should be used.
See the City’s full grant policy at http://www.fairfield.ca.gov/gov/depts/finance.

Interfund loans

These are loans from one City fund to another City fund for a specific purpose with a requirement for repayment
by a specified date. The City’s interfund loan policy provides guidelines regarding the establishment,
management, and repayment of interfund loans. This policy is located on the City’s website at
http://www.fairfield.ca.gov/gov/depts/finance.

Park Maintenance

The City does not have adequate financial or personnel resources required to operate and maintain proposed new
parks and pay for improved park security. Current maintenance funding levels are inadequate to support the
construction of any additional park facilities. To ensure there is adequate funding for park maintenance and park
security needs, the following policies shall be followed:

e New residents shall pay for maintenance of new parks to the extent practicable to generate new revenues
to offset added costs.

e No new park facilities shall be constructed unless a reliable, on-going funding source to provide for park
maintenance and park security are put in place.

e New facilities shall be maintained through contract or lease arrangement to the extent practicable to shift
the responsibility for costs away from the City and the General Fund.

Personnel Practices

The City Manager may propose amendments to the classification plan for adoption by the Council during the
budget year. The City Council shall approve the salaries for all new classifications and any increases to the salaries
shown on the current classification plan. The City Manager or his or her designee shall have the authority, without
separate Council approval, to place employees within existing classifications or to move employees from one
classification to another and to promote employees to a higher step within existing classifications. The City
Manager or his or her designee may delete classifications shown on the plan and change job titles of existing
classifications.
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Financial Management Policies (continued)

Self-Insurance Reserves

Reserves will be maintained at a level, together with purchased policies, adequate to indemnify the City for
property, liability, workers compensation and other health and insurance risks. Reserves for liability and workers
compensation should be maintained at no less than a 75% confidence level for the expected value of future losses
based on the latest actuarial study for that fund. In the event reserves are below the 50% confidence level,
contributions to these reserves should be increased. Actuarial studies shall be performed once every two years.

Water Rates
As necessary, water rates shall be adjusted between user classes in accordance with accepted cost of service
methodology, to ensure each user class pays only its fair share. Rate increases shall be made based on long-term
financial needs as identified by the Five-Year Financial Plan for the Water Fund, and shall be sufficient to
accomplish the following:

e Recover all direct and indirect costs and maintain two months operating reserves.

e Maintain major maintenance reserves sufficient to meet significant emergency repairs to water treatment
and distribution facilities such as reservoirs, pump stations, and transmission mains (10% of annual
operations expenses).

e Maintain reserves for adverse impact on water revenues due to drought, conservation, or reduced
collections (annual goal of 10% of user fee revenue).

e Maintain reserve for water line replacement to cover aging infrastructure such as pipelines, equal to 1.5%
of estimated $180 million replacement cost.

e Finance all capital improvement costs on a timely basis, using primarily cash, and bond proceeds to the
extent necessary.

e Establish cash reserves to pay for future water supply and entitlements, deferred maintenance needs at
Waterman Treatment Plans and the expansion of the North Bay Treatment Plant.

e For North Bay maintain reserves in compliance with Joint Powers Agreement. Fairfield’s share of project
costs are 63.67%, with Vacaville responsible for the remaining 36.33%.

e Meet all minimum bond coverage reserve requirements as mandated by bond indentures (net operating
revenue with connection fees to be 125% of annual debt service, and net operating revenue without
connection fees to be 100% of annual debt service).

Financial Reporting Policies

Financial Systems

The City's accounting and financial reporting systems will be maintained in conformance with all State and Federal
laws, generally accepted accounting principles (GAAP) and standards of the Governmental Accounting Standards
Board (GASB) and the Government Finance Officers Association (GFOA). Internal controls will be maintained to
monitor revenues, expenditures, and program performance on an ongoing basis.

Audit/Audit Committee

An annual audit will be performed by an independent public accounting firm, with an audit opinion to be included
with the City's published Comprehensive Annual Financial Report (Annual Report). The Council will approve the
audit annually. The City's Annual Report will be submitted to GFOA Certification of Achievement for Excellence in
Financial Reporting Program; gaining this award provides independent recognition for the quality of the City’s
financial reporting. An audit committee consisting of two council members will meet annually with the external
auditor and staff to discuss the scope of the audit, auditor findings and financial results, and report on its work to
City Council.



