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Mission Statement

“Our mission is to lead our diverse community and enhance the quality of life
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effective, efficient, responsive, and innovative services with integrity.”
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City of Hercules

111 Civic Drive
Hercules, CA 94547
www.cl.hercules.ca.us

Message Update BUDGET PLAN for FY 2015-16

CITY OF HERCULES, CALIFORNIA
June 23, 2015

Message Update:
Honorable Mayor and Members of the City Council:

The City of Hercules Budget was adopted on June 23, 2015. The budget decision making
process which I introduced this year seemed to work well. Enclosed in the budget package is
the prior City Manager message to the Mayor and City Council, updated Decision Packages,
Budget Referrals and the Budget Balancing Spreadsheet.

As detailed in the Budget Balancing Spreadsheet the council adopted all 11 Recommended
Decision Packages; Alternate Decision Package #2; General Fund Decision Packages #1
(modified to $100,000), #3 through #5; and Budget Referrals #1 (decreased by $50,000), #2
(decreased by $20,000). This resulted in a General Fund Revenue Budget of $13,850,928 and
a General Fund Expense Budget of $13,726,779.

Having a balance budget sets the stage for turning our efforts to getting our two tax measures
renewed in the fall.

/ﬁ&}w fy

David Biggs
City Manager

Message Update BUDGET PLAN for FY 2015-16 3



City of Hercules

111 Civic Drive
Hercules, CA 94547
www.ci hercules.ca.us

BUDGET PLAN
for FY 2015-16

CITY OF HERCULES, CALIFORNIA
June 23, 2015

Honorable Mayor and Members of the City Council:

It is my privilege to submit my first budget as the City Manager of Hercules for the Mayor
and City Council’s consideration. This proposed budget has been developed to greatest extent
possible in conformance with the Statement of Financial Principle and Policies (copy
attached) adopted by the City Council on December 16, 2014, and with the goal of continuing
down the path of financial stability.

Addressing Community Priorities in the 2015-2016 Budget

The City of Hercules strives to reflect community priorities and input into all policy planning,
including its budget. A recent community survey commissioned by the City showed that over
2/3rds of Hercules respondents said the City is heading in the right direction, a strong finding
which reaffirms the hard work of the City Council and City staff in recent years.

This budget and our ongoing effort to maintain this positive momentum will address the
following community priorities our constituents have indicated as important to them,
including:

) Maintaining the City’s financial stability and enhancing fiscal accountability
. Maintaining the local Hercules Police Department, including:
o Maintaining the number of police officers patrolling neighborhood streets
o Expanding neighborhood crime prevention programs
. Attracting business to Hercules
. Preventing cuts to street maintenance

BUDGET PLAN for FY 2015-16 4



While this proposed budget is being considered in an improving economic climate with some
revenues increasing and with some very positive development projects moving forward, we
still need to be mindful of ensuring we are living within our means and matching on-going
expenses with on-going revenues in order to maintain essential City services to preserve and
enhance the quality of life in Hercules.

The City has been through some very challenging times including having weathered the worst
recession since the Great Depression which was compounded by a level of questionable
decision making and actions on the part of some former public officials. These circumstances
Iead to the declaration of a Fiscal Emergency in 2011 which remains in effect today.

As I shared with the community in my January 26, 2015, update which was mailed to every
home:

The City’s long-term financial sustainability continues to be a focus for the City
Council and staff. We are very fortunate that Hercules voters approved two tax
measures that have become the main way we are able to continue to provide our
current reduced level of services and remain viable as a community. Measure O, the
half-cent sales tax, was approved in June of 2012. Given continuing declines in
revenues and the loss of redevelopment, voters subsequently approved Measure A in
June of 2013, which is a 2% utility user’s tax. The trust and confidence the electorate
has shown through the passage of these two measures is one of the reasons I was
attracted to the City Manager’s position here in Hercules. It is in the forefront of my
mind each and every day and I am committed to demonstrating that this trust has not
been misplaced.

These two measures are estimated to generate over $1.7 million in revenue in the fiscal
year which ends June 30, 2015. Without these revenues we would not be in the
position to continue to provide the services important to our community even at our
current reduced level. While we have seen some improvement in revenues overall,
Hercules still receives a low share of the property taxes which you pay and our retail
base is not significant. As such, even with City employee wage and benefit concessions
remaining in place, costs continue to increase, thereby continuing the need to look
toward ways to generate revenue through economic development and to reduce
expenditures by becoming more efficient and effective.

This year’s budget relies heavily on the revenues from these two tax measures. Should these
measures expire, we would see a nearly $2 million shortfall that we would have to address
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out of a $13.4 million operating budget. This proposed budget documents the very basic level
of services to the community which can be sustained with these revenues in place.

General Fund Operating Budget

As your City Manager, and consistent with the Financial Principles & Policies, a key goal of
this budget is to match on-going expenses with on-going revenues to the best degree possible.
In addition, one-time or not regularly recurring expenses have been matched to one-time
revenues or available fund balance. This will help to ensure that we budget at a level which
is sustainable on a year-to-year basis and will smooth out any big swings from an operational
perspective.

In developing the budget proposed for FY 2015/16, we are utilizing a new approach for
Hercules. As noted above, the process reflects the Council adopted Statement of Financial
Principles & Guidelines. The base upon which the proposed budget has been developed starts
with the FY 2014/15 budget including any modifications to date. Anticipated revenues for
the 2015/16 fiscal year are then estimated using current year-to-date figures as the starting
point and information from a variety of sources to provide a realistic and as accurate figures
as possible. We also endeavor to identify those portions of our revenue stream which may be
of a one-time nature.

The proposed budget assumes the same level of staffing as provided for in the current year
and that all positions are filled for the entire year with the same service levels provided.
Departments submit a well scrutinized level of operations and maintenance line items which
are incorporated in the proposed budget. Finaily, unavoidable cost increases are added to the
prior year budgeted expenditures so that projected revenues can be compared to projected
expenditures in order to determine if an operating surplus or deficit exists.

The good news is that this base General Fund Budget results in a projected small operating
surplus of approximately $26,000. In addition, the City’s available fund balance has increased
so these essentially one time monies can also be allocated. So the question is how we make
the best use of this small operating surplus, especially ensuring that on-going expenses do not
exceed on-going revenues, and the available one-time funds, to begin to address our highest
priority needs. This is proposed to be done through the consideration of a series of “Decision
Packages” which have been developed for the City Council’s consideration. Each Decision
Package will propose to increase expenditures, decrease expenditures, enhance revenues, or
make use of reserves or fund balance as appropriate to ensure a balanced budget. There are
no full-time positions proposed to be added to the City’s work-force and the budget is very

BUDGET PLAN for FY 2015-16



much a status-quo budget in regard to service levels. Decision Packages can also establish
policy direction on a forward going basis. As City Manager, I have recommended sufficient
Decision Packages to provide for a balance budget for FY 2015/16 and to address what I
believe are our highest priority needs. Unfortunately, there are not sufficient revenues to meet
all of the high priority needs in the community.

There are several Alternate Decision Packages identified should the City Council wish to
consider those in-lieu of or in addition to the ones which I have recommended as City
Manager. If we had more resources, these Alternate Decision packages would have been
recommended for funding. In addition, as the City Council considers the proposed FY
2015/16 General Fund budget and receive comments, suggestions, and other alternatives
from the Mayor and City Council, community and other stakeholders including our
employees, we will prepare Budget Referrals as requested by the City Council to flesh-out
other options. The City Council will then be able to make its final budget balancing decisions
based on selecting some combination of Decision Packages and Budget Referrals to ensure a
balanced budget and make other budget policy determinations.

My recommendations regarding the General Fund Decision Packages and Fund Balance
Decision packages discussed below are laid out in a Budget Balancing Spreadsheet which is
attached.

Fund Balance Recommendations

The City of Hercules has slowly recovered from the Great Recession and other financial
difficulties through hard work and considerable effort. The 2014/15 Fiscal Year budget
anticipated a $358,275 transfer from the Fiscal Neutrality Fund to cover a small budget deficit.
It is now anticipated that this transfer in will not be needed and that we will have a small
surplus based on higher than planned revenues, mostly one-time in nature, and by working
hard to control costs. In addition, as noted above, there are some additional one-time
revenues which can also be allocated to some high priority needs.

A key financial sustainability objective is to build the City’s reserves to initially be equal to
one month’s General Fund expenditures, and over time to increase that to two months.
Having a Fund Balance at this level ensures there are little to no cash flow issues, interest
earnings are generated (albeit at a low level in the current interest rate environment), and there
would be an improved outlook from a credit and ratings perspective. In addition, reserves
provide for maneuvering room and an ability to respond in a systematic and strategic way to
significant impacts like the elimination of redevelopment or a natural disaster. A portion of
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the available Fund Balance is also attributable to the concessions made by our employees
during the depth of the Great recession, most of which are on-going today.

While we have not yet achieved our initial Fund Balance Reserve goal of one-month’s
expenditures or 8.33%, it is anticipated that this will occur over time. To that end, there are
a number of Decision Packages which make use of current and anticipated Fund Balance in
order to make investments in key areas including in certain designated reserves. Beyond these
Decision Package recommended uses of Fund Balance, it would be timely to designate and
appropriate a fixed dollar amount of available Fund Balance to certain other reserves and
purposes as part of the adoption of the 2015/16 Fiscal Year Budget. In future years, these
designations would normally occur at the close-out of each fiscal year based on City Council
adopted policies or by specific action of the City Council at that time.

Based on the audited General Fund Balance as of June 30, 2014, together with the anticipated
positive results for FY 2014/15 as projected in the mid-year update, it is anticipated that as of
June 30, 2015, the General Fund Working Cash Balance will be just slightly in excess of
$1,300,000. A portion of this amount is recommended to be used in a variety of ways to
address operational needs through Decision Packages 1, 3, 4, 7, 9, and 11, totaling $243,500,
as noted above. In addition, there are five other uses of Fund Balance articulated as separate
Fund Balance Decision Packages number 1 through 5.

These five items are more strategic designations designed to ensure the City is on the path to
long-term financial sustainability - an increase in the Fiscal Neutrality Fund of $250,000;
establishment of a Capital Projects Fund with an initial contribution of $200,000; an
Employee Retention Program with an allocation of $158,000; A reserves of for restricted
Planning related fees of $362,000; and, allocation of Richmond Sanitary revenues of
$215,000. Unfortunately, we do not have the resources to meet all of the needs required to
fully sustain Hercules as a safe and well-maintained place to live, though we are working very
hard to get to that point.

Special Revenue and Enterprise Fund Budgets

Special Revenue Funds are used for revenues and expenditures which are restricted.
Examples of the main Special Revenue Funds are the Landscape & Lighting Assessment
District Funds, and the Capital Improvement Project Fund. The Enterprise Fund is the Waste
Water Fund. These, and other specialized funds such a Development Impact Fees, have their
own budgets as presented in this document.
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Landscape & Lighting Districts are funded from assessments paid by property owners in the
various districts. During the last few months City staff and our Assessment Engineer have
been undertaking a comprehensive review and audit of the assessment districts which is in the
review process currently. This process will result in modifications to the expenditure budgets
in each of the Districts and will be incorporated into the final budget after a separate review
and approval process by the City Council in June and July.

The Capital Projects Fund is used to account for grant funds made available to the City for a
variety of grant funded projects. Capital projects for 2015/16 include projects for Parks
$55,000; Streets and Sidewalks $1,130,000; Waste Water $12,295,000; and the Intermodal
Transit Center (ITC) $13,379,226

The Waste Water Fund revenues are primarily charges for sewer services and some grant
funds for waste water related capital expenses. The budget for the Waste Water Fund
operations is mostly status quo with much of the operating expenditures related the Joint
Waste Water Plant in Pinole plus the operation and maintenance of the local collection
system. The amount of $250,000 is budgeted for a consulting firm to provide project
management for bond funded projects such as 24” Main Line, infiltration, Bayfront lift
station, and lift station pumps. A considerable amount of funding is also set aside for the
expansion of the plant which will be proceeding later in 2015 funded from a loan from the
State Water Resources Board.

Capital Improvement Program Budget

The City’s proposed Five Year Capital Improvement Program has been updated as part of
the process of developing the FY 2015/16 Budget. Generally, the first year of the Five Year
CIP is incorporated into the budget as the spending plan on capital projects for that year. The
funding available for capital needs has generally been constrained to Assessment District
funds, outside funding sources like State Gas Tax and grants, and occasionally available
Development Impact Fees. It should be noted that funding sources can fluctuate from year
to year. As an example, for FY2015/16 the State Gas Tax revenue is budgeted for $528,338
a reduction of 25% from FY2014/15 of $700,616 due to the reduced price of fuel in prior
months. There is little to no General Fund revenues available to support the City’s capital
needs. This may be change over time with the proposed establishment of a Capital Projects
Fund within an initial contribution of some one-time General Fund monies as proposed in
the FY 2015/16 Budget.
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The Five Year Capital Improvement Program format and development process is anticipated
to be upgraded with the development of the budget for the 2016/17 fiscal year. This will be
done under the leadership and guidance of the new Public Works Director Mike Roberts.

‘What the Future Holds

Hercules is on-track to a brighter, more financially sustainable future which can better support
the high quality of life offered here thanks to the support of our electorate. With wonderful
neighborhoods cascading up the hills from Refugio Valley, the new urbanist communities
along the Bay, well maintained parks and acres of dedicated open space, a broadening retail
base with new projects coming on line in the next few years, ease of access to employment
centers with great transit connections, we need to make strategic investments to preserve this
wonderful community. The community will be asked to extend the two tax measures, at the
same level with no increases, which are necessary to support our limited level of public
services. However, if these tax measures are extended, we can look forward to a day when
we can enhance our level of Police services including better 911 response times and crime
prevention programs, do more to attract and expand our retail and business base, repair and
maintain our streets, enhance fiscal accountability.

'The proposed 2015/16 Budget sets the stage for this continued recovery for our dynamic city
on the Bay. We continue to lock internally to become more efficient and reduce costs. In
keeping with local government best practices, we will also continue to explore opportunities
to partner with other organizations or agencies to provide needed services. This could include
contracting out services where there are economies of scale or where a partner can bring
additional resources to the table. Additional focus will also be placed on expanding the City’s
tax base through key economic development opportunities. These types of approaches will
help to ensure that our base level of services are supported with services added or expanded
only once new or increased revenues are in place and proven with the passage of time.

Conclusion

Hercules is 2 wonderful community which has been through some tough times. The City is
on the right track towards long-term financial stability and enhanced fiscal accountability.
This positive momentum may have been tempered by factors outside of local control like the
Great Recession which impacted our revenues, but with a well thought out and strategic
approach to ensuring a stable financial future, the City as an organization and the community
can thrive in spite of these past setbacks and a high quality of life car: be sustained in our
corner of the East Bay. I look forward to the Council and community’s review and
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deliberation of the spending plan for FY 2015/16 and to continuously improving how we
operate and to enhancing our service delivery and programs.

David Biggs
City Manager

I1
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CITY OF HERCULES
STATEMENT OF FINANCIAL PRINCIPLES AND POLICIES

Adopted December 16, 2015

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

Adopt a balanced operating budget by June 30" of each year for the following fiscal year without
using General Fund undesignated 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;

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;

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

Current year operating expenditures shall be funded by current year operating revenues;
Manage the City’s finances as to ensure repayment of debt and improvement in the City’s bond
rating in order to minimize future issuance and interest costs to the City.

Meet all financial reporting requirements in a timely manner and ensure appropriate internal
controls are in place to ensure financial accountability.

General City Financial Policies

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;

Establish, and then maintain, a “minimum reserve” for economic uncertainties equal to one
month’s or 8.33% of expenditures of the current year General Fund budget exclusive of
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Nonspendable, Restricted, and Assigned fund balance with a goal of increasing that to two months
or 16.66% of expenditures in the future.

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

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

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

¢ 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 Realistic and prudent 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;

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

* Full recovery of overhead and internal services from 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;

® 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;

= 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-97 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;
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® 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 and shall be limited to repayment in
the same fiscal year;

* 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

* The City shall develop and maintain a five to ten 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;

* 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;

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

¢ 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;

* 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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Decision Packages

General Fund Operating Budget

Decision Package # 1: Records Management Upgrades [One-Time] — Procure a comprehensive
information management solution for the conversion of City documents into a digital format for
preservation and ease of access. The service would include scanning, indexing, OCR-ing, quality control,
off-site storage (if needed) and destruction (in accordance with the retention schedule). This would
provide improved efficiencies, streamlined public records act request response, and immediate access to
City records. Expense Increase: $50,000

Decision Package # 2: Enhanced Staff Training — Restoration of funding for staff training beyond the
minimum legal requirements would enhance the City’s operations and would assist in employee
development, retention and improved morale. Expense Increase: $12,000

Decision Package # 3: Supplemental Special Election Costs [One-Time] — Two local revenue measures
sunset in the near future and a special election is required to allow the electorate in Hercules to consider
extending the measures without increasing tax rates. The amount proposed will be above what is already
incorporated into the proposed budget if the November 2015 proposed election date is not consolidated
with any other ballot matters. Expense Increase: $35,000

Decision Package # 4: Police Temporary Records Specialist [One-Time] ~- Due to an extended Maternity
leave, the Police Department will require a temporary Records Specialist to meet mandated operational
needs for a period of 4- 6 months. Expense Increase: $25,000

Decision Package # 5: Police Bullet Proof Vest Replacement — Bullet Proof Vests have a five-year shelf life
and the Police Department needs to purchase 5 replacement vests. In addition, the Police Department is
anticipating hiring four to five new Reserve Officers who will require vests. The costs of 10 vests will be
$8,000 of which 50% or $4,000 is reimbursable from the Department of Justice. Expense Increase: $8,000;
Revenue Increase: 54,000.

Decision Package # 6: Police Department Ammunition and Firearms — The Police Department has
