6:45 p.m. — Joint Meeting Council Chambers

Finance Subcommittee City Hall
Citizens Finance Committee 111 Civic Drive
Measure O Citizens Oversight Committee Hercules, CA 94547

September 15, 2014

AGENDA

l. ROLL CALL-CALLTO ORDER
City Council Finance Subcommittee:
Myrna L. de Vera, Mayor
Sherry McCoy, Vice Mayor

Citizens Finance Committee:
Virgil De LaVega, Chair

Bill Shea, Committee Member
Stanley Tom, Committee Member

Measure O Citizens Oversight Committee:
Anton Jungherr, Committee Member

Chris Kelley, Committee Member

Onkar Mahay, Committee Member

Jose Zavaleta, Committee Member

1. AGENDAADDITIONS/DELETIONS

I1l.  PUBLIC COMMUNICATIONS
Open forum — Speakers limited to three minutes each

IV. ACTIONITEMS
1. Approve minutes of August 20, 2014
V. DISCUSSION ITEMS
1. Status on the formation of the Finance Commission
2. Discuss Proposed Statement of Financial Principles and Policies

VI. ADJOURNMENT



Date of Meeting: August 20, 2014
Date Prepared: September 2, 2014
Date Approved:

Joint Meeting of the
City Council Finance Subcommittee,
Citizens Finance Committee, and
Measure O Citizens’ Oversight Committee
August 20, 2014
Council Chambers
111 Civic Drive, Hercules, CA 94547

City Council Finance Subcommittee Members Present:
Myrna De Vera, Mayor, Sherry McCoy, Vice Mayor
City Council Finance Subcommittee Members Not Present: None (a quorum was present)

Citizens Finance Committee Members Present:
Virgilio de la Vega, Chair; William Shea, Stanley Tom
Citizens Finance Committee Members Not Present: None (a quorum was present)

Measure O Citizens’ Oversight Committee Members Present:
Anton Jungherr, Chris Kelley, Onkar Mahay, Jose Zaveleta
Measure O Citizens Oversight Committee Members Not Present: None (a quorum was present)

Staff Present: Dave Biggs, City Manager, Nickie Mastay, Finance Director; Pedro Jimenez, Parks and
Recreation Director, Jeff Brown, Interim Public Works Director

1. Mr. de la Vega called the meeting to order and presided at 6:52 PM.

2. Public Comments: None

3. The minutes of June 3, 2014 meeting were revised and approved as revised.

4. The Committees reviewed the draft Measure O Sales Tax Annual Report for Fiscal Year 2013 and
provided some edits which will Mr. Jungherr will incorporate.
a) Mr. Jungherr made a motion (seconded by Mr. Mahay) that the report be approved as
edited. The motion was approved unanimously.
5. The Committees received and discussed the Fiscal Year 2013 Audit Report.
a) Ms. Mastay will research why the covered payroll on page 65 of the Audit Report was
the same for the actuarial valuations dates 6/30/2011, 6/30/2012, and 6/30/2013.
b) Ms. Mastay stated that the goal is to complete the Fiscal Year 2013/2014 by October 31,
2014.
6. The Committees discussed the status of the formation of the Citizen’s Finance Advisory
Commission.
a) This topic will be on the City Council agenda on September 9, 2014.
7. The Committees reviewed the General Fund Forecast.
a) Mr. Jungherr will prepare the next Quarter Variance Forecast using the proposed
format.
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8. Mr. Jungherr made a motion (seconded by Mr. Tom) to form a sub-committee to review the
internal overhead cost allocation process. The motion was approved unanimously.

9. Meeting adjourned at around 8:20 P.M.

By Stanley Tom



DRAFT
August, 2014
CITY OF HERCULES

STATEMENT OF FINANCIAL PRINCIPLES AND POLICIES

Establishing certain generalized principles governing the financial affairs of the City is desirable to guide
both the financial management and financial planning for the City. The City of Hercules is accountable
to its citizens, employees, and other stakeholders for the use of public funds and the best management
of resources. These Financial Principles will provide City staff with guidance in preparing and submitting
the annual budget for the City and in the preparation of financial forecasts. The adoption of certain
financial policies is necessary and appropriate to implement the financial principles and to help ensure
financial sustainability and to improve the City’s credit worthiness and bond rating.

Financial Principles

e Adopt a balanced operating budget by June 30™ of each year for the following fiscal year
without using General Fund unassigned fund balances or reserves. The budget thus adopted
shall include expenditures necessary to provide for the well-being and safety of the community
subject to available revenues;

e Fees for services shall be updated annually to recover, as much as possible, the cost of providing
the services and to allow for the impacts of inflation, with fees not exceeding the cost of
providing the service. In some instances, the City Council may elect to not recover the full cost
of providing the service and the City Council shall determine the appropriate cost recovery level
of individual services;

e Revenues in excess of expenditures at the end of a fiscal year shall be used to first satisfy the
general fund reserve requirements, capital projects reserves, capital equipment reserves, and
liability reserves before being appropriated for other uses.

e Current year operating expenditures shall be funded by current year operating revenues;

e Manage the City’s finances in a manner which ensures repayment of debt and improves the
City’s bond rating in order to minimize future issuance and interest costs to the City.

General City Financial Policies

e Employees are one of the most important assets of the City and should be compensated at an
appropriate level and commensurately with the City’s ability to pay;

e Establish, and then maintain, a “minimum reserve” for economic uncertainties equal to two
month’s or 16.67% of expenditures of the current year General Fund budget.

e The General fund reserve shall provide for meeting contingency needs, investment earnings,
and shall serve as a cash flow reserve.



e Provide for capital equipment replacement as necessary to achieve greater efficiency and
effectiveness in the City’s operations;

e One time revenues shall be utilized for one-time expenditures or to enhance reserve funds as
appropriate or necessary;

e The City shall maintain, replace, and improve its infrastructure and the City shall set aside a
reasonable and prudent amount of General Fund monies for capital projects including the repair
of various facilities as part of its annual budget process to the greatest extent possible.

Revenue & Expenditure Policies

e Conservative estimates of revenues shall be used to maintain financial flexibility;

e Revenue raising alternatives shall be explored as necessary and the City shall pursue grants
available to local government;

e Programs funded through user fees shall be self-supporting to the greatest extent possible or at
a level proscribed by the City Council;

e Full recovery of overhead and internal services form grant and special or enterprise funds shall
be pursued to the greatest extent possible and as permitted by the restrictions associated with
each fund.

Special Revenue, Enterprise, and Internal Service Fund Policies

e The City shall abide by applicable rules and regulations pertaining to the expenditures of special
revenue funds as required by each funding source;

e Enterprise activities shall be programmed to generate sufficient revenues to support the
enterprise’s operations including overhead and internal services, debt service requirements, and
current and future capital needs;

e Special Revenue and Enterprise funds shall adhere to all other applicable fiscal policies of the
City.

e Internal Service funds shall be established as appropriate to ensure cost recovery on a fair and
equitable basis;

e Transfers to the General fund from other funds for overhead costs shall be reviewed annually
and conform to the Federal Office of Management & Budget A-87 Guidelines.

Debt Policies

e Debt shall only be incurred for capital improvement projects and only if the project cannot be
funded by recurring or one-time revenues;

e Proceeds from long-term debt shall not be used for current on-going expenditures;

e Short-term borrowing shall not be used for operating expenditures unless it is a Tax & Revenue
Anticipation Note or other short-term cash flow borrowing;

e The use of the City’s General Fund as security for debt issues should be limited to the greatest
extent possible to capital projects which serve the general benefit for the City.



Forecasting Policies

e The City shall develop and maintain a five-year Financial Forecast which shall be updated two
times each year with any unexpected changes in economic conditions or other circumstances
prompting more frequent updates;

e The Financial Forecast should recognize the effects of economic cycles and shall differentiate
between one-time revenues associated with one time economic activities and revenues
resulting from base economic growth;

e Financial Forecasts shall identify the assumptions used in their preparation and the risks
associated with those assumptions;

e Revenue and expenditure estimates should be prepared on a realistic basis with a target of +/- 2
percent variance from the estimate for revenues and a +/- 1 percent variance for expenditures;

e On-going revenue increases based upon site specific development shall be incorporated using a
realistic estimation of timing and shall not exceed the midpoint of the range of estimated
revenues.
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