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PURPOSE

The purpose of this policy is to set forth the financial policies upon which the development of the City’s budget
is to be based. Except as otherwise noted, the following policies will be reviewed every two years during the
preparation of the City’s biennial budget; recommended changes will be presented to the City Council for
consideration with the adoption of the City’s biennial budget.

1. REVENUE

A. The City will endeavor to maintain a diversified and stable revenue base to minimize the effects
of economic fluctuations on revenue generation.

B. The City will estimate revenue using an objective, analytical process; in the case of assumption
uncertainty, conservative projections will be utilized.

C. The City will fund all current expenditures from current revenues, avoiding procedures that

balance current budgets by postponing needed expenditures, accruing future revenues, or rolling over short-term
debt.

D. Development process costs and related administrative expenses will be totally offset by
development fees.

E. The City will identify basic tax-provided services and will establish user fees and charges for
services provided in excess of basic services and/or to non-taxpaying users.

F. The Administrative Services Director will provide to the City Council quarterly reports that discuss
revenue projections in light of actual collections to date. Revised revenue projections will be budgeted every six
months.

G. On an ongoing basis, non-recurring revenues and fund balances will not be used to fund recurring
expenditures, and regarding interest earnings, only interest generated from minimum General Fund fund balance
amounts, as specified by Council policy, will be used for recurring expenditures. Each two-year budget will be
evaluated for compliance with this policy. Necessary changes to these policies to achieve compliance will be
evaluated at the time of each Master Financial Plan update.
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H. Gas Tax revenues will be allocated between the operating and capital budget on a flexible, two-

year basis. Capital projects will be funded first, and any remaining balance, less the replenishment of the minimum
Gas Tax reserve, will be available to fund street-related operating costs.

2. GOVERNMENTAL FUND BALANCE POLICY

A. This Fund Balance Policy establishes guidelines and procedures for allocating and reporting fund
balance in the financial statements in accordance with Governmental Accounting Standard Board (GASB)
Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions, and as committed by City
Council, effective beginning fiscal year June 30, 2011.

B. Fund balance is defined as the difference between the assets and liabilities reported in a
governmental fund.

C. GASB Statement No. 54 defines five separate components of fund balance, each of which
identifies the extent to which the City is bound to honor constraints on the specific purposes for which amounts
can be spent.

D. The following components defined by GASB Statement No. 54 shall constitute the City’s Fund
Balance for financial reporting purposes:

1. Nonspendable Fund Balance (inherently nonspendable) — Assets that cannot be converted to cash
(e.g., prepaid items and inventories of supplies) and assets that will not be converted to cash soon
enough to affect the current period.

2. Restricted Fund Balance (externally enforceable limitations on use) — Limitations imposed by
creditors, grantors, contributors, or laws and regulations of other governments and limitations
imposed by law through constitutional provisions or enabling legislation.

3. Committed Fund Balance (self-imposed limitations on use set in place prior to the end of the fiscal
year) — Limitation imposed at the highest level of decision making that requires formal action at
the same level to remove (Ordinance).

4. Assigned Fund Balance (limitation resulting from intended use) — Intended use established by
highest level of decision making, by a body designated for that purpose, or by an official designated
for that purpose (delegated by the City Council to the City Manager).
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5. Unassigned Fund Balance (residual net resources) — Excess of nonspendable, restricted,
committed, and assigned total fund balance.

E. For the General Fund, unless the fund balances are non-spendable or restricted, fund balances are
considered to be “spendable” and available for use at the discretion of the City Council.

F. For all other Special Revenue, Capital Projects and Debt Service Funds, these resources are limited
as to use by external enforceable limitations (e.g. enabling legislation), therefore fund balances in these funds will
be categorized as restricted.

3. RESERVES

A. The Reserves Policy is designed to develop standards for setting reserve levels for various
significant City funds. Adequate reserve levels are a necessary component of the City’s overall financial
management strategy and a key factor in external agencies’ measurement of the City’s financial strength.

B. The City shall maintain reserves at a prudent level, and shall use reserves appropriately with a
focus on contributing to the reserves in good times and drawing on the reserves in times of difficult budget periods
to maintain a consistent level of service and quality operations.

C. Use of reserves may be used as approved by the City Council to supplement the annual budget by
providing appropriate cash flow for the operation of city services, to address emergencies and unexpected
opportunities, to maintain the City’s credit rating or other purposes deemed appropriate by the City Council.

D. The policy covers the General Fund, Library Fund and the Gas Tax Fund.

a. General Fund - The reserves of the General Fund will be based on an analysis of the risks that
influence the need for reserves as a hedge against uncertainty and loss. A risk is defined as the
probability and magnitude of a loss, disaster, or other undesirable event. The risk analysis will
review the following risk factors and the City’s level of exposure to each risk factor.

b. Risk Factors:
1. Revenue Sources Stability
2. Vulnerability to Extreme Events
3. Expenditure Volatility
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4. Leverage
5. Liquidity
6. Other Fund’s Dependency
7. Growth
8. Capital Projects
9. Capital Asset Replacement

c. The analysis will identify the target reserve level for each risk factor, the recommended level of
total General Fund reserves based on all risk factors, and a minimum General Fund reserve level
calculated as five (5) full percentage points below the risk analysis target reserve level.

d. The risk analysis will be performed biennially in coordination with the preparation of the two year
budget. The General Fund reserves classifications and target level will be established and updated
by resolution based on each biennial analysis.

e. Library Fund - A minimum fund balance of 10% of estimated Library Fund revenues for the
current year will be set aside as a reserve for unanticipated economic downturns and/or one-time
expenditures.

f.  Gas Tax Fund - A minimum fund balance of $400,000 will be set aside as a reserve for street
repair emergencies and other unanticipated traffic safety projects.

4. CASH MANAGEMENT
A. Investments and cash management will be the responsibility of the City Treasurer.

B. In accordance with Section 53646 of the Government Code, the City Council will review and
update annually, a specific investment policy. The primary purpose of this policy is to set forth the City’s
investment philosophy and objectives. The City’s investment objectives are, in order of priority: 1) safety, 2)
compliance with Federal, State and local laws, 3) liquidity, and 4) yield. The policy also specifically outlines
authorized investments, the acceptable percentages and maximum maturities allowed for each investment
instrument and the criteria used to determine qualified depositories/dealers.
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C. The City invests all idle cash as determined by analysis of anticipated cash flow needs. Specific

emphasis will be placed on future cash requirements when selecting maturity dates to avoid forced liquidations
and the potential corresponding loss of investment earnings.

D. In order to maximize yields from the overall portfolio, the City will consolidate cash balances from
all funds for investment purposes, and will allocate investment earnings to each fund in accordance with generally
accepted accounting principles.

E. The City will maintain the investment portfolio under the prudent person standard. The investment
officer, acting in accordance with written procedures and the investment policy and exercising due diligence, shall
be relieved of personal responsibility for an individual security's credit risk or market price changes, provided
deviations from expectations are reported within 30 days and appropriate action is taken to control adverse
developments. The Prudent Person Standard is as follows: Investments shall be made with judgment and care --
under circumstances then prevailing -- which persons of prudence, discretion and intelligence exercise in the
management of their own affairs, not for speculation, but for investment, considering the probable safety of their
capital as well as the probable income to be derived.

F. To protect against potential losses by collapse of individual securities dealers, and to enhance
access to securities, interest payments and maturity proceeds, all securities owned by the City will be held in
safekeeping by a third party bank trust department, acting as the City's agent.

G. The City Treasurer will generate a monthly report to the City Manager and City Council in
conformance with all State laws and City investment policy requirements.

H. The City's independent auditors, in conjunction with their annual audit, will audit the cash and
investment balances in conformance with generally accepted accounting principles. In addition, the Treasurer
shall establish an annual process of independent review by an external auditor to assure compliance with internal
controls. The City Council may at any time order an audit of the investment portfolio and/or City Treasurer’s
investment practices.

L. An Investment Advisory Commission (IAC) will oversee the implementation of the City’s
investment program, assuring its consistency with the investment policy and recommending changes to the
investment policy for consideration by the City Council.
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5. CAPITAL FINANCING

A. Capital budgeting will be consistent with the City’s Master Financial Plan (MFP) and Capital
Improvement Plan (CIP) which have been developed to assure the provision of adequate and complete physical
facilities necessary to implement the City’s General Plan and all of its components.

B. Capital projects may be funded on a pay-as-you-go basis or using debt proceeds. Capital budgeting
is limited by the availability of revenues and bond proceeds. The ability to meet debt service requirements will
act as a ceiling on capital programming. Because capital expenditures produce long-term benefits, they can
appropriately be funded by debt. The issuance of debt can lead to a more equitable tax burden across generations
of citizens and taxpayers. However, pay-as-you-go financing provides operating flexibility when the economy or
revenue growth slows. Therefore, it is best that there be a balance between pay-as-you-go financing and debt
financing for capital projects.

C. The City recognizes the value of external sources of capital and incorporates these into the CIP to
the degree funding is available. The availability of alternative sources of funding will always be examined.

D.  When the City finances capital projects by issuing bonds, it will pay back the bonds within a period
not to exceed the expected useful life of the project.

6. OPERATING BUDGET

A. The City of Mission Viejo's Operating Budget will be developed on a biennial basis.
Appropriations for each year of the two-year budget will be approved by the City Council annually.

B. The City of Mission Viejo’s Two-Year Operating Budget will be presented in a program budget
format. The purpose of this format is to clearly outline the major service areas and the associated expenditures.

C. The City’s Budget Document will include selected performance measures to better describe the
workload of the different City programs, to gauge our effectiveness in providing services, and to ultimately be
able to compare the City’s overall performance with other like agencies.

D. The City will avoid budgetary and accounting procedures that balance the current budget at the
expense of future budgets. Each adopted two-year budget will be balanced. Recurring General Fund revenues
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will be equal to or greater than recurring General Fund operating expenditures for each year of the two-year
budget, and over the long term.

E. All budgetary procedures will conform to state regulations and generally accepted accounting
principles.
F. Three levels of budgetary authority to amend appropriations will be maintained. 1) Department

Heads will have the flexibility to move appropriations from one object to another within the budget categories of
personnel costs, operating costs and capital outlay, within each budgetary program within the same fund; 2) the
City Manager will have the authority to transfer appropriations between categories, and between budgetary
programs within the same fund, but only within each of the six broad program areas of General Government
(Legislative and Management & Support combined), Public Safety, Community Development, Engineering &
Transportation and Infrastructure Maintenance combined, Golf Operations, and Recreation, Community and
Library Services; and 3) City Council approval will be required to transfer appropriations between funds and
between program areas.

G. The encumbered operating budget and all unexpended capital budget appropriations will be
recommended to Council for carryover at the end of each year of the two-year budget period. Non-salary
unencumbered appropriations in the operating budget at the end of each fiscal year budget period, may be
recommended to Council for carryover.

H. Omnibus budget adjustment reports will be presented to Council every six months.
7. EMPLOYEE COMPENSATION

A. On an annual or biennial basis, the Human Resources Division will perform a salary and total
compensation survey of selected benchmark positions for the group of comparator agencies approved by the City
Council. The current approved group of comparator agencies is as follows: Brea, Carlsbad, Costa Mesa,
Fullerton, Irvine, Laguna Niguel, Lake Forest, Newport Beach, Orange, Rancho Cucamonga, San Clemente,
Tustin, Whittier and Yorba Linda. The Human Resources Division may use alternate comparator agencies for
benchmark positions in Information Technology, Animal Services, and Library Services. The California Public
Agencies Compensation Survey (CalPACS) will serve as the primary source of information for determining the
recommended salary range and total compensation level for each of the City’s authorized position titles.
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B. The policy of the City is to compensate its employees on a total compensation basis at a level

comparable to the median of the group of approved comparator agencies. For purposes of this policy, total
compensation is defined to include salary, retirement, insurances, retiree health insurance, auto allowances and
City-paid deferred compensation, as defined in the most recent citywide classification and compensation study.

C. The City Manager is authorized to develop a salary range structure consistent with this policy.
Salary range adjustments will reflect consideration of external market comparisons, internal differentials, and the
classification relationships among all other authorized City positions.

D. The policy of the City is to carefully control the cost of employee retirement programs.
Accordingly, the City’s policy is to require employees to pay the full member contribution toward the CalPERS
retirement benefit.

E. The policy of the City is to promote and facilitate wellness and wellness programs for its
employees. Effective July 1, 1999, the City Council authorizes free membership, with some restrictions as
determined by the City Manager, to the City’s Recreation and Tennis Centers for employees and their resident
family members.

F. Health care benefits are important for attracting and retaining competent and dedicated providers
of municipal services and providing employer contributions toward the cost of retiree health insurance is a
particularly attractive benefit. Effective July 1, 2000, the City Council authorized the City Manager to establish
a Retiree Insurances Program available to City employees with at least twelve (12) years of continuous service
who simultaneously retire from the City and CalPERS. The escalating cost of health care, however, requires the
City to manage this benefit in a fiscally responsible manner. In light of the expected continued growth in the cost
of health care premiums, as well as the requirement in FY 2008-09 to implement Governmental Accounting
Standards Board (GASB) Statement No. 45 regarding post-employment benefits, the City has established the
Supplemental Health Account for Retired Employees (SHARE), a defined contribution program for retiree health
insurance benefits for all employees first eligible for City health benefits on or after January 1, 2007. It is the
City’s policy to conform to all GASB reporting requirements affecting post-employment benefits and to fully
fund the actuarially determined annual required contribution (ARC) for the Retiree Insurances Program.

G. The City will utilize the standard mileage rate set by the Internal Revenue Service to reimburse
eligible employees for any miles driven in the employees’ own vehicles while on City business.
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8. CAPITALIMPROVEMENT PROGRAM

A. The purpose of the Capital Improvement Program is to systematically plan, schedule, and finance
capital projects as determined by the City Council. The Capital Improvement Program will include major
rehabilitation costs to existing infrastructure and facilities, as well as the cost of new facilities or capital
improvements. It is the policy of the City Council that staff inventory and assess the condition of all major capital
assets every two years as part of the Master Financial Plan update and budget development processes.

B. A Capital Improvement Project (CIP) shall be established for all projects greater than $100,000
with an expected useful life of at least three years that meet the definition of a public project per Section 22002
of the State Public Contracts Code. These include projects involving construction, reconstruction, alteration,
renovation, improvement, demolition, repair work, and painting (other than minor repainting) of any City-owned,
leased or operated facility. This definition excludes maintenance work as defined in Section 22002 of the State
Public Contracts Code (for example: routine, recurring and usual work for the preservation or protection of any
publicly owned or operated facility; landscape maintenance; minor repainting)

For purposes of this policy, the scope of a proposed CIP may be defined as the work to be
undertaken at a single location. However, if work at a specific location would not otherwise meet the cost
threshold for establishing a separate CIP, and similar work is to take place at other locations(s) during the same
fiscal year, then all such similar work shall be defined as one CIP.

C. The City Council shall be notified in advance, via the consent calendar, of all public projects to be
undertaken as part of the operating budget that are greater than $30,000 and less than or equal to $100,000, and
all non-landscape maintenance work (such as concrete/hardscape repairs and creek repairs) greater than $100,000
at a single location. All other maintenance work is not subject to this notification requirement.

D. As part of the budget process, departments will submit Capital Improvement Program requests
providing a detailed description of the proposed project or purchase. All requests will be reviewed by the City
Manager using the formal evaluation process described below or some other alternative process identified by the
City Manager. One evaluation system consists of several ranking criteria, which are assigned relative weights as
follows:

1. Project's impact on health and safety, weight of 10
2. Project remedies a service deficiency, 8
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3. Service area served by the project, 7

o

Percent of project costs to be funded by outside (non-City) resources/funding to be lost

if project not done, 7

Priority assigned by requesting department, 6

Project improves, upgrades or rehabilitates an existing facility, 9

Project’s impact on the City’s operating budget, 8

Other considerations, including aesthetics, feasibility, special populations served, conformance
to plans (including the General Plan), interjurisdictional effects and community economic
effects, 6

O =N

Once the evaluation scores are assigned, project priorities will be determined and then presented to City Council
for further review. After completing their review, City Council will appropriate funding for the capital
improvement plan as part of the two-year budget process.

E. The City Manager will have the authority to transfer up to $30,000 in appropriations between capital
projects within the same fund but only among projects under the responsibility of the same department. All other
changes to capital project budgets must be approved by the City Council.

F. With Council approval, unexpended project appropriations will be carried forward as continuing
appropriations to future fiscal years, as required to complete the intent of the original budget.

G. The City will actively pursue grant and other outside funding sources for all capital improvement
projects.

9. FIXED ASSETS

A. The “modified approach” to fixed asset infrastructure accounting, as defined by the Governmental
Accounting Standards Board in their Statement No. 34, shall be utilized for the City’s street network. This policy
will be reevaluated in the event there is a substantial reduction in City revenues from FY 2001-02 levels. The
City Council will establish a range of acceptable condition levels for the street network on a biennial basis and
the City Manager will set the actual target condition level(s) each year.
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10. LONG-RANGE FINANCIAL PLANNING

A. The City will provide an update of the Master Financial Plan (MFP), which projects General Fund
revenues and expenditures over a seven-year period, on a biennial basis. The MFP update will serve as the first
step in the development of the City’s budget for the subsequent two-year period. The MFP will address long-term
financial implications of current and proposed operating and capital budgets, budget policies, debt management,
cash management and investment policies, programs and assumptions.
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