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FINANCIAL POLICIES 



ADMINISTRATIVE POLICY 

N~llnber: III-3 
Issued: June 8, 2000 
Jmisdiction: City Council 

FINANCIAL MANAGEMENT POLICIES 

POLICY 

The following financial policies (herein, the "Policies") were developed in an effort to assist the 
City of Capitola with the management of its operating and capital budgeting processes and to 
standardize and rationalize tlie issuance of debt by the City. Regular, ~lpdated policies are an 
impostant tool to insure the prudent use of tlie City's resources to meet its commitments, to provide 
needed services to the citizens of Capitola, and to maintain so~md financial management practices. 
These Policies are therefore guidelines for general use, and allow for exceptions in extraordinary 
conditions. Tlie Policies will have served their intended purpose if they stiin~llate an open debate 
about the City's operating and capital budget processes, existing and/ or proposed debt position, and 
they lead to infoimed decision-making by the City Council. hi order to use the Policies properly, 
they should be applied in the context of the community's overall objectives and goals. 
The Policies are divided into three sections: Capital Budgeting and Reserves, Operating Budgeting 
and Reserves, and Other Policies. 

I A. CAPITAL BUDGETING AND RESERVES; ISSUANCE OF DEBT: 

CAPITAL PLANNING -IN GENERAL: 
To eihance creditwortlziness and prudent financial management, the City of Capitola 
is committed to systematic capital planning, intergovenmental cooperation and 
coordinatioli, and long-ten11 financial planning, and implementation over a two-year 
period. Evidence of this coinmitmeiit to systematic capital planning will be 
demonstrated tl~rougli adoption of an ann~lal review of tlie City's five-year capital 
improvement budget. 

USE OF LONG-TERM FINANCING METHODS: 
Major capital iinprovements or acquisitions valued over $250,000 may be made 
using long-ten11 financing, metliods, rather than out of operating revenue. The 
prioritization of capital projects eligible for debt fiaanciiig is accomplished tlu-ough a 
"needs assessmeizts" ~mdertalten in the fonnulation and development of the City's 
five-year capital inzproveizient budget. 

FISCAL ANALYSIS: 
The City will require each capital appropriation request to iiiclude a fiscal analysis 
that identifies the amount of f~mds req~~ested, the source of f~mds requested and tlie 
impact of the request on existing reveiiues and operations. 

ASSET LIFE: 
Tlie City will consider long-ten11 financing for the acquisition, maintenaiice, 
replacement, or expansion of physical assets (including land) only if they have a 
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weft11 life of at least five years. City debt will not be issued for periods exceeding the 
usef~d life or average usefd lives of the project or projects to be financed. 

5. CAPITAL FINANCING -IN GENERAL: 
The City will rely first on internally generated funds andlor grants and contributioils 
fi-om other govenvnent sources to finance its capital iinprovement needs. Capital 
in~provements will be financed t l ~ ~ o u g h  user fees, service charges, assessments, 
special taxes or developer exactions so long as the benefits the City will derive from 
such iiilproveinents can be attributed to the users of the improvements. Moreover, the 
City will specifically consider the costs associated with any bol-rowing in order to 
deteimine that the above f~mding sources are adequate to service the proposed debt. 
Accordingly, the Policies assume that development fees will be set at a level that is 
sufficient at all times to insure that new development pays its fair share of the cost of 
constructing new facilities in the community. 

Debt will be issued for a capital improvement project only in the case of emergency 
or when it is an appropriate means to achieve an equitable allocation of costs 
between cui-rent and f ~ ~ t u r e  beneficiaries as determined by the City Council. Debt 
shall not, in general, be used for projects solely because insufficient f~mds  are 
budgeted at the time of acquisition or construction. Debt will only be undertalten 
when the City believes that project revenues or specific resources will be available 
and sufficient to service the debt over its life. Debt financing will not be considered 
appropriate for any recull-ing purpose such as operating or maintenance costs. 

The City will evaluate the use of debt in-Lieu of "pay-as-you-go" financing based on 
the following criteria: 

F c ~ c t o r ~  Fcworing "Pay-as-you- Go " Finnrzcing: Factom F a v o ~ i n g  Use of Debt: 
1. cull-ent f~md balances or project revenues are 1. revenues are deemed to be stable & reliable 

adequate to f~md the project; enough to support the proposed debt at 
investment grade ratings; 

2. existing or proposed debt levels would have 2. the nature of the financed project 
a deleterious effect on the City's credit will support investment gsade ratings; 
rating; 

3, credit market conditions are unstable or present 3. credit market conditions present favorable 
extraordinary difficulty in marketing the interest rates and demand for financing 
proposed debt. such as the City's; 

4. the project being financed is inandated 
by the state or federal goveminent and 
resources are insufficient or unavailable; 

5, the project being financed is iimlediately 
required to meet or relieve capacity needs and 
cussent resources are insufficient or unavailable; 

6. the estimated usef~~l  life of the asset to be 
financed is greater than 5 years. 
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GENERAL OBLIGATION DEBT: 
General obligation bonds provide the lowest borrowing costs for major p~b l i c  assets. 
The use of a general obligation pledge usually eliminates tlie need for a bond reserve 
and due to its high credit q~lality and the ability to levy a tax to repay it, produces 
boll-owing tenns and costs unavailable tl~sougli other methods. Moreover, since the 
source of repayment of a general obligation bond is from proceeds of specific taxes, 
tlie City's operating f~liids and its operating position are not impacted by tlie issuance 
of general obligation bonds. Tliougli the use of tlie tenn "general obligation bond" 
implies that the City's "f~lll faith and credit" would be pledged to the repayment of 
tlie bond, the bond is actually repaid from an ad valorem tax on real property. 
Accordingly, tlie general obligation bond is more properly described as a "unlimited 
tax" bond. 

Beca~lse of the absence of a limitation on the rate and amount of the tax that might be 
levied to pay a general obligation bond, state law and prudent finance practice 
require the s~lbmission of such a proposed debt to tlie electorate. Article XI11 of the 
Califoniia Constitution req~lires that general obligation bonds be s~~bmitted to the 
voters for approval and that the issuance of sucli bonds be approved by a two-thirds 
vote. 

Ad valorem property taxes affect various classes of taxpayers differently. Since tlie 
enactment of Proposition 13 in 1978, the increases in assessed value of real property 
liave been limited for established property owners. This has the effect of 
disproportionately burdening newer property owners, who inay liave less wealth or 
taxpaying capacity tlian older, more established property owners. Moreover, business 
property owners, whose propei-ty turns over less freq~~ently tlian residential property 
often benefit as a result of this phenomenon. 

Cities in Califoniia may issue general obligation bonds only for the puspose of 
acquiring, improving or constructing real property. Accordingly, it shall be the City's 
policy to issue general obligation bonds only for sucli p~u-poses and then only when 
the acquisition, iniproven~ent, or construction of the proposed real property will 
provide benefits to tlie community, in significant amounts, to both users and non- 
users of tlie facility. 

USE OF OTHER DEBT, INCLUDING REVENUE BONDS, CERTIFICATES OF 
PARTICIPATION OR FINANCING LEASES. 
Befoi-e issuing reveiiue debt or financing leases, the City will detemline that tlie 
proposed facility is both necessary and desirable, and that no other financing method 
is practical to fina~ice it. The City inay use revenue debt or financing leases for those 
projects which are not sufficiently popular to obtain a two-thirds vote for tlie 
issuance of general obligation bonds or wliicli must be financed at a time, or in a 
manner which do not peinlit the use of general obligation bonds. The City shall only 
use revenue debt or financing leases: if the project to be financed will generate 
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positive net revenues after debt service; or, if the project will significantly reduce 
City operating costs; or, if an equal or greater amount of non-City matching f ~ ~ n d s  
will be lost if City's revenue or financing lease funds are not applied in a timely 
manner; or, in the case of a financing lease, if the project to be  financed is less than 
$250,000; or, if the project to be financed provides essential City services or w o ~ ~ l d  
so advance core City policy objectives that its value overrides the value of obtaining 
voter approval. 

B. OPERATING BUDGETING AND RESERVES 

1. TWOYEAROPERATINGBUDGET. 
The City will maintain a long-range fiscal perspective t1.u-ouglz the use of a two-year 
operating budget and a five-year capital improvement budget. 

2. BALANCED OPERATING BUDGET. 
The City will maintain a balanced operating budget for all goveimental f ~ ~ n d s  wit11 
on-going revenues equal to or greater than on-going expendit~n-es and debt service. 
This policy requires that in any given fiscal year we do not budget proposed 
expenditures in excess of the revenue we expect to receive in the same time frame. 

3. "ONE-TIME" REVENUE. 
The City will use "one-time" revenues, including f~md  balance can-y-foiwards, to 
fimd noilrecuiring expenditures. "One time" revenues cannot be relied on in f~~ture  
budget periods and sliould be used to stabilize existing revenues, retire early debt or 
for capital purchases. 

4. NORMAL REVENUE INFLATION WILL GO TO PAY NORMAL INFLATION 
EXPENSES. 
The City will assume that nonnal revenue inflation will go to pay nonnal iiiflatioii 
expenses. Any new or expanded programs will be required to identify f~~nding 
sources. If noiinal revenue inflation does not keep LIP with expense inflation, 
expenses will be decreased or a new revenue source will be found. If revenues grow 
at a rate faster than expense inflation, expanded service levels may be considered. 

5. CONTINGENCY APPROPRIATION. 
For each fiscal year, the final adopted General Fund budget shall contain a f~mded 
Contingency Appropriation equal to ten percent (1 0%) of General Fund 
Expendit~~res. The City shall iinplenient a strategy to' reach the required f~mding level 
in no more than five fiscal yeass. The Contingency Appropriation " will provide a 
prudent level of finailcia1 resousces to protect against temporary revenue shoi-tfalls or 
unanticipated operating costs, andlor to meet short-tei-nz cash flow requirements. " 

6. EMERGENCY RESERVES. 
To protect against significant one-time costs, which might arise from major 
unpredictable eniergency events, in addition to the Contingency Appropriation, the 
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City shall maintain a f~uided eniergency reserve eq~lal to five percent (5%) of 
General F~md budgeted expenditures. 

REVENUE DIVERSIFICATION. 
Tlie City will endeavor to maintain a diversified and stable revenue base to minimize 
tlie effects of economic fluctuations on revenue generation and to protect it fi-om 
short-tell fluctuations in any revenue source. 

REVENUE PROJECTIONS. 
The City will prepare m~~lti-year projections of revenues and other resources in order 
to ~liiderstand tlie level of fimding available for services and capital acq~lisition. The 
revenue projections will assist the City in ~mderstanding of revenue sensitivity to 
changes in assumptions and to controllable factors such as changes to tax rates or 
fees. Tlie revenue projection will be for a period of at least two years into the f~~ture  
to evaluate how revenues may change over time, to isolate non-reocc~ming revenues 
and to understand the impact of reven~le growth. The major assumptioiis used in the 
revenue projection will be documented and identified and different scenarios limy be 
developed to enable City Council to choose a preferred scenario. 

EXPENDITURE PROJECTIONS. 
The City will prepare multi-year projections of expenditures for each f~md and for 
existing and proposed new programs. Tlie expendit~lre projections will assist the City 
in determining whether projected expenditure levels can be sustained, whether new 
programs are affordable, and whether a program's c~meiit and future costs are 
acceptable compared to program benefits and projected revenue availability. The 
expendit~u-e projections will be for a period of at least two years into the f~it~u-e to 
evaluate how expenditures may change over time. All expendit~u-e projections should 
identify service level ass~mptions and key issues that may affect act~lal expenditures. 

10. DEVELOPMENT FEES 
The City's development process costs and related administrative expenses should be 
offset by development fees to the greatest extent possible. Fees will be reviewed and 
updated on an on-going basis to ensme that they keep pace with changes in the actual 
costs of service delivery as well as changes in the methods or levels of service 
delivery. 

OTHER POLICIES 

1. GENERALLY ACCEPTED ACCOUNTING PRINCIPLES 
The City will comply with all the requirements of Generally Accepted Accounting 
Principles. Tlie City will always conduct its financial affairs and maintain its records 
in accordance wit11 GAAP as established by tlie Goveimnent Accounting Standards 
Board, so as to maintain accuracy and p~lblic confidence in its financial reposting 
systenis. 
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COUNCIL ACTION TO BE A SCHEDULED BUSINESS ITEM, NOT CONSENT 
CALENDAR. 
For all debt sales, the City will require that the action talten by the City Council to 
incur the debt will be talten as a scheduled business item, and at a regular or special 
City Council meeting, consistent with state law. Generally, it shall be the City's 
policy to s~lbiiiit the proposed debt issuaiice to the City Council in a study session 
wherever possible prior to s~tbinittal to the full City Council as an action item at a 
regular or special meeting. 

INTERNAL BORROWINGS 
Provided sufficient resources are available, liquidity will not be impaired, and a 
defined source of repayment is available, the City will favor inteimal over extenial 
borrowings to achieve short-tenn liquidity. In accordance with the City Council 
Resol~ltion #2683, the Finance Director will initiate and the City Manager will 
approve inter-fimd borrowings, except for year-end accounting entries that create 
temporary inter-f~md loans for the financial statement presentation purposes, and the 
City Manager will report such boi-rowings to the Council at its next regular meeting. 
Interest on inter-fund loans will be recorded only when necessitated by state or 
federal program requirements, or other contractual or legal obligations. 

4. EMPLOYEE COMPENSATION 
The City will continue to pay competitive market level coinpensation to our 
employees to ensure that the City has the ability to attract and retain well-qualified 
persoimel while ensuriiig that the City's coinpensation practices are coinpetitive and 
consistent with those of comparable employers. 

This policy is approved and authorized by: 

- * < -  
Ricliasd Hill 
City Manager 
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ADMINISTRATIVE POLICY 
Number: 111-1 
Issued: May 9, 1996 
Revised: August 9,2001 
Confirmed: May 13,20 10 
Jurisdiction: City Council 

INVESTMENT POLICY 

The policy for the investment of public fimds shall at all times conform, by law, to Section 53601, et 
seq., of the California Government Code. In order of impo~tance, the investment policy shall: 

1. Provide for the safety of the funds 
2. Assure the liquidity of the funds 
3. Acquire earnings of the fbnds 

This investment policy, or any modification thereof, shall be formulated by the City Treasurer and 
approved by the City Council and copies made available upon request. 

The Treasurer's investment portfolio contains pooled investments of funds by both the City and of 
benefit assessment districts within the City. The earnings from pooled investments are shared 
proportionately with each investor. 

City investment funds shall only be invested in the following permitted investments: 
1. State of California Local Agency Investment Fund 
2. U.S. Treasury T-Bills 
3. Negotiable Certificates of Deposit 
4. Guaranteed Investment Contracts (GIC) of AAA quality, for a term not to exceed 

fifteen (1 5) months* 

The following limitations shall apply to permitted investments: 
T-Bills: Total dollar investment not to exceed 60% of total portfolio at time of 

investment. v 

Certificates of Deposit: 
A. Total dollar investment not to exceed 20% of total portfolio at time of investment. 

B. Maturity date of securities shall not be more than 365 days from date of purchase. 

C. Issuer m ~ ~ t  be one of top 20 national or state chartered banks, one of top 20 state or federal 
savings associations, or one of top 10 state licensed foreign banks as compiled by American 
Banker from Merrill Lynch. 

D. CD's may be purchased only from the issuer, a federal or state chartered bank, a federal or state 
associatjon, or a brokerage firm designated as a primary dealer by the Federal Reserve Bank. 

E. The deposit shall not exceed the total of the paid-up 
bank, nor shall the deposit exceed the net worth of 

Jacques Bertrand, City Treasurer 
[City Council Resolution No. 2788,519196; Amended 3/22/01 by Resolution No. 3 120 and 8/9/0 1 by Resolution No. 3 149; 
Confirmed: 6/12/03; 611 0104; 6/9/05; 5/25/06; 5/24/07; 6/12/08; 5/28109;5/13/10] 

R:\Admin Policies\III-1 Investment Policy-doc 
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ClTY COUNCIL 
AGENDA REPORT 

JOINT MEETING OF JUNE 2,2010 

FROM: City Manager Department 

DATE: May 24,201 0 

SUBJECT: ADOPTION OF THE ClTY OF CAPITOLA 201 011 1 FISCAL YEAR BUDGET 

Recommended Action: By motion and roll call vote, that the City Council: 

1. Provide further budget direction; or 
2. Adopt the proposed Resolution Adopting the 201011 1 Fiscal Year City Budget. 

BACKGROUND 

Every year, prior to June 30, the City Council acting in its various capacities approves the budgets for 
its jurisdictions over which the Council has legislative authority. When approved the budgets 
appropriate money for spending throughout the fiscal year. 

DISCUSSION: 

The City Council considered the proposed FY10-11 Budget in May and received input from the 
community and staff. The budget recommended for final approval includes amendments to the FY 
2010-1 1 proposed budget as submitted in May. The items below were reported to council by staff 
during budget deliberations, or were directed by the council during deliberations as changes to the 
proposed budget as submitted. 

Increased Mobile Home Administrative Service Fee revenue for the General Fund in the amount 
of $1 0,000. 

lncrease the Encroachment Fee Revenue for the General Fund in the amount of $1 0,000. 

lncrease contract services, for the City Attorney General Fund program in the amount of 
$20,000. 

The Gas Tax Fund increased operation expenses by $45,000 to cover sweeper operations. 
This decreased the anticipated June 30, 201 1 fund balance of that fund to $79,700. 

The Wharf Fund was changed to accommodate the following expenditures: City staff 
maintenance and operation activities--$25,000; other Wharf maintenance-$5,000; Floating dock 
repairlreplacement-$50,000; general supplies-$5,000; major unanticipated repairs-$73,000. 
This $158,000 increase in appropriations reduces the anticipated June 30, 201 1 fund balance to 
$0. 

The Housing Trust Fund budget increased contract services by $17,000. This decreased the 
anticipated June 30, 201 1 fund balance to $247,500. 
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The projected fiscal year 201 0-1 1 fund balance for the General Fund remains the same as anticipated 
in the proposed budget. 

FISCAL IMPACT 

The fiscal impact to the City from adopting the budget is best represented by Exhibit A-1 (Summary by 
Fund) of the draft resolution. It is important to remember that the budget as recommended and as may 
be adopted is a best guess with regards to the revenues and expenditures. The budget will undergo 
amendments during the fiscal year to accommodate City priorities and needs not known at this time. 

ATTACHMENT: 

Draft Resolution 

Report Prepared By: Rich Hill, City Manager 

Reviewed and Forwarded 
By City Manager: 

R:\Agenda Staff Reports\2010 Agenda ReportdG-2-10 Budget Study\City Budget Adoption FYI 0-1 1-stfdoc 



RESOLUTION NO. 381 8 

RESOLUTION OF THE CfW COUNCIL OF THE CITY OF CAPlTOLA 
ADOPTING THE 201011 I FISCAL YEAR CITY BUDGET 

WHEREAS, it is necessary to adopt the 2010f11 fiscal year budget for all City funds; and 

WHEREAS, the City Council has conducted budget study sessions, has heard and 
considered public comments, and has modified the proposed budget accordingly, and wishes to 
adopt such budgets for the fiscal year July 1,2010 through June 30,201 1; and 

WHEREAS, the City Council has authorized the temporary release of the hiring freeze to 
allow the City Manager to recruit and hire a Finance Director. 

NOW, THEREFORE, BE IT HEREBY RESOLVED by the City Council of the City of 
Capitola that the 2010/11 Fiscal Year Budget is hereby adopted as summarized on Exhibit A-l 
(Budget Summary by Fund). Exhibit A-2 (General Fund Budget), and Exhibit A-3 (Community 
Grant and Award Detail). 

BE IT FURTHER RESOLVED that the Finance Director is directed to enter the budget into 
the City's accounting records in accordance with appropriate accounting practices, and the City 
Manager, with the Finance Director's assistance, shall assure compliance therewith. 

I HEREBY CERTIFY that the foregoing resolution was passed and adopted by the Cify 
Council of the City of Capitola at its Special Meeting held on the 2" day of June, 2010, by the 
following vote: 

AYES: Council Members' Graves, Norton, Nicol, Begun, and Mayor Storey* 

NOES: None 

ABSENT: None 

ABSTAIN: rNOTE: Mayor &orey abstained if A-3 pertaining to 
Community Grants only,) 


































