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Finance Department The Department has included $10,560 in start up and operating costs for
an internet-based payment system for water customers. [n the Non-Department activity, $527,000
has been budgeted as set-aside for compensation adjustments for employee bargaining groups. In
eight other funds that employee salaries are paid from, an additional $ 138,570 has been set-aside
for the same purpose. Total salary set-aside for FY 2008 is $665,570. In general liability
insurance a 9.9% decline in the initial deposit requirement is evident. The same ratio of decline is

found in the allocated liability insurance budgets in the Public Works Department’s Sewer, Street
Lighting and Water Distribution activities.

Police Department The Department has included $18,000 for membership to the Interagency
Communications Interoperability System (ICIS). In the event of a regional emergency, the ICIS
radio system is shared by local enforcement agencies to allow use of multiple transition sites
throughout the San Gabriel Valley. The Department’s capital equipment request consists of
facility improvements, one black-and-white car and one plain car.

Fire Department The three vacant Firefighter/Paramedic positions remain unfunded. This has
no impact on the current on duty strength. The City maintains optimum effectiveness with no
impact to the level of service provided to the community. The Fire Department has been
operaling at optimum level without the unfilled positions for at least 12 months.

Public Works A Project Manager position is proposed in addition to increasing part-time
staffingby 1.11 FTE. These changes are designed to address the considerable work requirements
specific to capital construction projects and facilities maintenance. Also, $204,663 of the
personnel aflocations into the Street Lighting and Landscaping District, Fund 2153, have been
removed and allocated to the General, Sewer and Water Funds in order to protect its solvency and
our ability to offer limited capital improvements. In the same manner, $8 1,839 of the personnel
allocations in the Sewer Fund have been reallocated to other funds to protect the solvency of the
Fund and our ability to continue repairs and improvements.

Planning & Building The Department will receive much needed assistance in special project
work from the transfer of the Senior Management Analyst position from the City Manager’s
Office. Also, the professional services line item has been increased by $122,000 to fund the

Housing Element, revision to the Mission Street specific ptan and the EIR for the Ostrich Farm
Planning Study.

Library InFY 2008, the most notable change is the inclusion of $23,500 for the replacement of

5 CPUs, 2 public access computer workstations, and 3 staff workstations on the Library network,
and $15,000 for the replacement of a copier.

Community Services Department  The Department has increased part-time staffing for

Community Transit bus drivers by 1.68 FTE to effectuate the first full-year of the revised Transit
program.
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Capital Projects
In FY 2008, $18,957,716 in capital improvements are proposed.

Street and Related Enfrastructure, 31,975,000 Street improvements are a Council and staff
priority. A combined budget allocation of $1,975,000 is recommended.

Arroyo Park Slope Stabilization, $850,000 The project consists of stabilizing the slope failure
adjacent to Arroyo Drive. While the failure occurred in early 2005, lack of funding has delayed
permanent repairs. Staff completed the temporary repairs using gravity walls to stabilize the slope
this fiscal year.

Misston/Business District Streetscape Improvements, $140,000 Finalization of the streetscape
improvements to enhance the pedestrian environment on Mission Street between Fair Oaks and
Menidian will require a final appropriation trom the Proposition C Fund.

Garfield Avenue Rehabilitation, Phase 11, $320,000 Street improvements on Garfield Avenue
from Monterey Road to the south City limit will be undertaken in a joint project with the City of San
Marino. The City boundary runs along the street centerline. This collaborative project and its
budget has been carried over from FY 2007. This project is funded by Gas Tax.

Spot Repairs to Sewers, $250,000 We continue to make incremental progress tn repairing and
reconstructing the sewer system. However, the continuation of sewer improvements may be slowed
by insufficient funding. See related discussion in “Challenges Facing South Pasadena’ and in the
“Revenues Analysis™ sections of the Budget Message.

Maximizing Mobility Projects, $9,626,716 Under the oversight of the Design Advisory Group
these projects continue to move forward in an effort to improve regional mobitity.

The City requested authorization from Caltrans to phase the construction in four segments. From
this point forward, Caltrans considered each phase a separate project with individual reimbursement
funds. The remaining phases consist of the following:

s Fair Oaks/ State Route 110 Hook Ramp
This project involves construction of a new on-ramp to the southbound State Route (SR) 1 10
from State Street, as well as widening the northbound off ramp to Fair Oaks. The
outstanding issue 1s the acquisition of the Pasadena right-of-way.

s Fair Oaks Corridor Improvements
This project consists of improving Fair Oaks Avenue between Monterey and the SR 110 1o
reduce conflicts between pedestrians and vehicles.

Wilson Well No. 2 Rehabilitation, $2,000,000 Wilson Well No. 2 is located at 311 Bradbury
Drive in the City of San Gabriel. This well was taken out of service because the water table fell
below the well depth. Water extraction potential from this well is excellent and, therefore, weil
rehabilitation makes economic sense. Wilson Well No. 2 was originally drilled in the 1920s. The
importance of rehabilitating this well is to ensure an uninterrupted potable water supply to South
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Pasadena residents. This is especially important to ensure system redundancy in the event that a well
farls. Bond financing will fund this project in part. Rehabilitation of this well will include all
necessary components for a fully functioning well including pumps, well house and site

improvement. This project is contingent upon the successful deepening of Wilson Well No. 2 which
1s currently underway.

Water Transmission Line — Wilson Well to Garfield Reservoir, $1,500,000  Significant
emergency water line repairs required additional budget appropriation in FY 2007, This project will
continue to address systemic failures through relining of a 16 inch line between Wilson Well and
Garfield Reservoir.

Glendon Way and E1 Centro Railroad Crossing Improvements, $125,000 This project consists
of extending the median on El Centro Street and relocating the railroad crossing arms.

Garfield Reservoir Rehabilitation Design, $700,000 Bond financing completed in 2004 will

allow us to complete the Garfield Reservoir design. This will be the last of the bond financed
efforts. The construction phase remains unfunded.

ADA Sidewalk Repairs, $45,000 Continuation of repairs within specified zones throughout the
City 1s again scheduled using CDBG funding.

ADA Access Ramp Improvements, $45,000 Continuing installation of new wheelchair access
ramps at various locations citywide is again scheduled using CDBG funding.

The South Pasadena Community Redevelopment Agency (CRA)
FY 2006-07 was a milestone for the Community Redevelopment Agency (CRA) and the
Communtty Redevelopment Comnussion (CRC). This year was marked by the filing of the
entitlement application for the Downtown Revitalization Project.

The fiscal year started with the approval of a Disposition and Development Agreement (DDA) with
DECOMA for the Downtown revitalization project. An application for development was filed by
DECOMA with the Planning & Building Department. The project is defined by an active pedestrian

outdoor environment framed by mixed-use buildings with ground-floor retail, restaurants and public
parking,

In January 2007, RBF Consulting was retained to prepare the Environmental Impact Report (EIR).
[t1s anticipated that the Downtown Revitalization plan EiR will be completed in the fatl of 2007,
and the project will complete the entitlement review process in early 2008,

Proposed Changes in Authorized Positions and Reallocation of
Resources

The changes recommended in FY 2007-2008 have a zero net effect on the total number of funded
positions. The authorized funded position count remains at 143.

s 3 Vacant Unfunded Firefighter/Paramedic pasitions. The City can maintain optimum
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effectiveness without an impact to the delivery of fire services to the community and
reflects no change to the on-duty strength.

e Addition of a Grants Analyst position Assigned to the Finance Department. In order to
maximize the use of grants in the City, the addition of an analyst is proposed in FY 2007-

2008. Itis anticipated that this position will bring in more in revenue than the cost of the
position.

3

e Addition of a Public Works Projeci Munager position to Manage Capital Projects. This

: . - . . .o . &
position wtll provide relief to the Public Works Director by assisting with the many g
capital improvement projects int the City. §§

v Addition of Administrative Analyst. With the reallocation of resources from the City -
Manager’s Office to the Planning and Building Department, the staff count was reduced e

by one. [t 1s recommended that this void be filled with an entry level analyst position.

o

Changes to part-time staffing: Ch
o Additionof .16 FTE to City Clerk’s part-time staffing, changing position classification. g

This change is designed to create a better recruitment opportunity for the continuation of {3’;

the City’s document management project. To date, many City records have been .

archived; others have been destroyed by City Council resolution. A goal for this position
will be to place agenda materials on the City’s website.

s Addition of [.1{ FTE to the Public Works Department. The existing Intern position is
recommended to increase to .50 FTE and a new Maintenance Assistant position at .75
FTE, 1s recommended.

CoOOQOC

o Addition of 1.68 FTE for the Bus Driver positions of the Conumunity Transit Program.
In FY 2007, the City took the Goldlink operation “in house™ and consolidated it with
existing Dial-A-Ride operations. [t is recommended that additional capacity be provided
to hire part-time drivers to meet the needs of the operation.

o lor

Debt Administration

2004 Water Revenue Bonds  In May 2004, the City entered the California Statewide
Communities Development Authority (CSCDA) and embarked on a pooled financing program for
Water and Wastewater Revenue Bonds. The City raised $8.8 million through the issuance of
AAA-rated bonds that were sold on May 18, 2004. The transaction yielded bond proceeds of
$8,599,544. Proceeds are being applied toward a multi-year capital improvement plan that
commenced in April 2005 with the Grand Reservoir reconstruction project. The bonds were
issued at interest rates of 3% to 5.25%, with maturities through the year 2029. The bonds will be
repaid with a dedicated revenue stream created by the Capital Improvement Program (CIP)
surcharge, as established by the City Council in April 2004 and reconfirmed in July 2004.

FY 2008 debt service consists 0f $210,000 in principal and $413,850 in interest payments. The
total annual payment is $623,850. Following the completton of the Grand Avenue Reservoir in
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FY 2007, 1tis estimated at this writing that $2.4 million in bond funds is available for application

in FY 2008. The continuation of work on Wilson Pumphouse #2 and Design of the Garfield
Reservoir this year earmark $1.7 million of the remainder.

2000 CRA Tax Allocation Bonds In July 2000, the South Pasadena Community Redevelopment
Agency 1ssued $2.600,000 m tax allocation bonds for the Downtown Revitalization Project, at
interest rates of 4.4% to 6%. Debt service on the bonds is provided by means of incremental
property tax revenues in the project area. For 2008, debt service consists of $75,000 in principal
and $149,503 in interest payments divided 80% and 20% between the CRA Capital Project and
the CRA Low/Mod Housing Fund. The total annual payment is $224,503.

Water Fund Loan to the CRA  The City’s Water Enterprise Fund advanced funds to the
Community Redevelopment Agency to fund redevelopment activities in 1995 and 1996. The
balance of the water fund advance to the Agency is $253,250. No interest charges beyond those

accrued through 1998 are being applied to the loan. The CRA is scheduled to repay the loan of
$253,250 in full in FY 2011.

Leuse Purchase of Fire Engine In May of 20006, the City entered into a [0-year lease-purchase
agreement with Oshkosh Capital for the acquisition of a 2006 Pierce fire engine. The amount
financed 15 $425,775 for the engine, $35,127 for sales taxes, and $50,000 in cash proceeds for after-
market vehicle outfitting costs. Total amount financed is $510,902. The interest rate applied to the
financing is 4.89%. The second-year lease payment is $61,308. We are evaluating a buyout option

for the engine lease. The current lump-sum proposal, $467,286, suggests avoided interest costs over
the remaiming lifetime of the lease of $84,490.

Financial Health of the General Fund

As a general business philosophy, monitoring the financial health of the City is a prudent fiscal
practice. While there are different ways to measure the City’s financial health, 5 performance
indicators have been selected to assess our financial position. The performance indicators that are
discussed include a review of the General Fund reserves, income statement, adherence to financial

policies, cash flow management, and the City’s ability to handle volatile revenue and expenditure
fluctuations responsively.

Measure of Financial Health: Balance Sheet Reserves

Our ability to meet or exceed reserve requirements speaks to the strength of our balance sheet
- or what we keep “in the bank.” The table below illustrates the City’s performance in
meeting the reserve ratio targets pursuant to Financial Policies.

General Fund Reserves
By Balance Sheet Desivnation

Actuad Actual Fstimaged Projected
Policy a1 June 30, at June 30, al fune 30, at June 30,
Tirpet 265 2004 2007 20008
Uninsured Losses (1} 100%, 461 600 4010040 401,000 401,000
Equipment Replacement 3% 504,000 H% 304000 12% 304000 12% 000 12%
Arroyoe Gelf Course 4,780 3,530 5,330
Undesizmated 13% 2955743 18% 380846 4% 5819208 34% 4832033 24
Total Reserves 3.860.743 4 890,620 0,390,871 3,797,114
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Note 1: The City has received reimbursements on primary depusits wward general liability and workers' compensation insurance fn five
of the past six years, Accordingly, the four-year average of "retroactive deposits” required of the City at yearis o
negative number, ($169.701). The partiai retwrn of primary deposits in the from of year-end reimbursements is it positive

indicator of the City's insurance risk.

e Uninsured Losses The City’s Financial Policy calls for a reserve equal to 100% coverage of
the four-year average of retroactive workers’ compensation and general liability insurance
deposits. The four-year average retroactive deposit, given four successive years of general
liability refunds, 1s a negative number, (§169,701). Reserves at June 30, 20006, 5401,000, far
exceed the Policy requirement, and represent considerable protection against future
requirements for retroactive deposits.

« Equipment Replacement The City's Financial Policy calls for an equipment replacement
reserve of 15%. At June 30, 2006, reserves remain at $504,000, representing 12% of the
General Fund portion of the original cost of vehicles and equipment maintained on our fixed
asset records.

+ Undesignated Reserves The City’s Financial Policy for undesignated reserves was amended
in FY 2007. The policy now calls for a 15% ratio of general fund reserves to annual
expenditures. The ratio of reserves in this category was 23.0% at June 30, 2006. We expect
this ratio to increase to 34.0% at June 30, 2007 and to be reduced to 23.7% at June 30, 2008
with the application of a portion of the FY 2007 excess amount to street projects and
employee compensation set aside.

Measure of Financial Health: The Income Statement

The City’s ability to match income with expenditure each fiscal year is critical. It is no different than
managing a home budget. If we finish the year in the red, then we dip into our savings, reducing
reserves to cover the shortfall. [f we finish the year in the black, money is put into savings.

We are a dynamic organization in terms of our ability to respond to fluctuations from an “income
statement” point of view. We publish monthly financial reports and a Mid Year Financial Report
that alert the City Council and staff and, if required, appropriate action is taken.

FY 2007 has again been a dynamic fiscal year. Beginning with the Midyear Financial Report, we
estimated that the General Fund income statement would generate a gain of $889,000 due primarily
to expenditure savings resulting from position vacancies and grant awards of safety equipment. As
budget preparations continued through May, however, it became clear that continuation of
expenditure savings coupled with modest increase in revenue over expectation will generate
$1,838,362 in gain. A significant portion of this gain has been programmed into the expenditure
budget for FY 2008 to accomplish street construction improvements, $300,000, and to bolster the set
aside for labor negotiations with employee bargaining units, $327,000 from General Funds.

There are areas of threat to reserves, nonetheless. First, the grant funded Rogan Projects (hook ramp
to the 110 Freeway) face a cumulative deficit of $7.6 million. Second, pending lawsuits and
potential state and federal [egislation continue to threaten municipal utility users tax ordinances as
applied to telecommunications. An appellate court decision concerning the City of Los Angeles’
UUT ordinance is likely this summer. [f the ruling is adverse to the application of the UUT on
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telecommunications, and if the ruling is interpreted broadly vis-i-vis other municipal UUT
ordinances, California cities face a 50% to 73% reduction in telecommunications revenue. The
potential revenue loss to the City’s General Fund would range between $325,000 to S488,000. On
the Legislative side of this issue, legislation is said to be in the pipeline that would impose a

moratorium or permanent ban on UUT application to modems and DSLs, creating a similar, if not
equal, threat to reserves.

Measure of Financial Health: Adherence to Financial Policies

We are doing a good to very good job of meeting the City’s Financial Policies. See detaited
discussion in the “Financial Policies Review” disclosure that follows the Budget Message.

Measure of Financial Health: Cash Flow Management

South Pasadena is a property tax city and a grants management city. Given the modest size of our
combined treasury in comparison with the enormity of our grants management ebligations, we are
doing a very good job in managing cash flow. The property tax is not only our biggest source of
revenue, but also the revenue providing the greatest growth year after year. Each December and
Aprtl primary allocations of property tax are received. Now, with the advent of the “triple flip™ and
“VLE/Property tax swap,” we receive important substitution payments only twice per year, in
January and May. The “in-between” periods can stress our cash reserves. This can be especially
umportant as the City continues toward important grants management milestones in large-scale,
retmbursement-based projects like the SR-110 Hook Ramp and the finalization of the Mission Street
Pedestrian Improvement Project. As Water Utility spending advances with capital construction that
will deplete cash reserves considerably and the 2004 Water Bonds are exhausted, the concern for the
future lies with the ability of our modest treasury to support large-dollar advance funding of grants.

Measure of Financial Health: Quick Access to Revenue Increase/Expenditure Decrease
Alternatives

Since Proposition 13 1n 1978, a series of ballot initiatives passed by California voters have impacted
city revenues and influenced how funding can be accumulated and spent. In 1995 Proposition 218
created the most sweeping and restrictive changes. This measure reiterated Prop 13 requirements for
two-thirds voter approval for special taxes, and placed a requirement for majority voter approval for
general taxes in the Constitution. Also added to the Constitution are strict rules relating to the
levying of benefit assessments on real property and property-related fees or charges.

Recent court ruling has expanded the power of Proposition 218 to include a requirement for voter
approval of water and sewer use fees. These charges had always been considered fees, not taxes,
given the fact that consumer consumption demand correlates to the fee assessed. Taxes had long

been considered something “incident to ownership,” meaning that the charge is applied on the basis
of possession and not use.

As thus illustrated, the power of local government to tax, assess, or recover cost has been severely
limited. This means that taxes, assessments, and fees for service cannot readily be counted upon as
viable, accessible tools for financial management. For this reason, it can be difficult for focal
government to quickly and decisively respond to economic fluctuations.
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Similarly, our ability to quickly respond to changes through cost cutting is limited. People make up
our service delivery; we spend more than §.73 out of every General Fund operating budget $1 toward
human resources. Reducing the budget to any meaningful extent would require reduction in services
and a corresponding reduction tn personnel.

Conclusion

The FY 2007-2008 budget goes to great lengths to address important City issues. [t places an
emphasis on important community priorities such as infrastructure improvements, addresses
employee compensation, and it does so in an atmosphere of cooperation and creativity. It is my
pleasure to present to you a fiscally assertive budget for Fiscal Year 2007-2008 that advances the
delivery of our City services.

Respectfully submitted,

Litfan Myers - Josh Betta
City Manager Finance Director
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Financial Policies Review

Staff comment follows on our performance vis-a-vis each element of our Financial Policies at
June 30, 20006, the last independently audited financial year. The City Council’s adopted
Policies appear in bold type.

“l. BALANCED BUDGET

We will strive to maintain a balanced operating budget for all governmental funds (all
funds except the water enterprise), with total on-going revenues equal to or greater than

total on-going expenditure, so that at year end all these funds have a positive fund balance
and the general fund balance is maintained.”

This policy 1s being met as it pertains to the General Fund. In FY 2006, the revenues exceeded
expenditures by $725,505.

Exceptions to this policy consist of fund deficits at year end in certain special revenue grant
funds: Traffic Improvement ($86,637); Proposition A ($6,323); Rogan HR 3394 ($292,889);
MTA/Fair Oaks Traffic Improvement Grant ($39,689), CTC Traffic Improvement Grant
($120,355); MTA Circulator Bus Purchase ($150,059); State Park Bond ($25,201); Bike and
Pedestrian Paths (§11,212); and State Park Prop 40 Grant ($15,793).

Each fund deficit was disclosed in the June 30, 2006 Comprehensive Annual Financial Report
(CAFR). The fund deficit for the Proposition A Fund, created by the unexpected requirement to
pay back-dated invoices to the City of Pasadena, is expected to be remedied by June 30, 2008
through the reallocation of personnel costs to the General Fund. All other fund deficits are
normal to the processes of grants reimbursement, wherein the City’s expenditures are generally
followed by reimbursement within 60 to 90 days of request. At this writing, all fund deficits
have been cleared by reimbursement except the MTA Circulator Bus Purchase Fund. Staff is
working toward resolution of this reimbursement.

“IL. APPROPRIATIONS AND BUDGETARY CONTROL

The City Council holds public hearings and adopts the City’s annual budget and may
modify appropriations with majority approval. Changes in appropriations at the fund
level during the year must be submitted by the City’s departments for City Council review
and approval. The iegal level of expenditures is controlled at the fund level, and
appropriations lapse at the end of each fiscal year unless encumbered for re-appropriation
by the City Council in the following fiscal year. Department heads may, without Council
approval, amend individual line items within any fund in the maintenance and operations
portions of the budget without increasing total appropriations for that division. The City
Manager may, without Council approval, amend individual line items within any fund, and
between divisions and programs, in the personnel costs, maintenance and operations,

capital outlay and capital projects portions of the budget without increasing total
appropriations for that fund.”

This policy is being met.



“II. ENTERPRISE FUND
We will require that our water fund be self-supporting.”

This policy is being met. The Water Utility’s operating income for FY 2006 was $806,283.
After accounting for non-operating expenses, total change in net assets was $742,139.

“IV. GENERAL FUND RESERVE
We will maintain an undesignated, unreserved General Fund reserve equal to at least 15% of
General Fund expenditures af year end.”

This policy is being met. At June 30, 2006, the General Fund undesignated, unreserved balance
of $3,980,846 is 23.6% of 2006-07 General Fund expenditures.

“V. FQUIPMENT RESERVE
We will maintain an equipment reserve designation equal to 15% of the replacement cost of
City vehicles and equipment to be replaced in the General Fund.”

This policy is not being met. The equipment replacement reserve, $504,000, represents 12.3% of
the General Fund’s $4,099,214 inventory of machinery, equipment, and licensed vehicles. This
ratio falls below the City’s reserve requirement of 15%.

“VI. UNINSURED LOSSES RESERVE

We will maintain an uninsured losses reserve designation equal to 100% coverage of the four-
year combined average of retroactive deposits for General Liability and Workers’
Compensation insurance.”

This policy 1s being met. At June 30, 2006, the four year mean average of retroactive deposits is
a negative number, $169,701. This is so because the City has received retroactive deposits for
liability insurance for four consecutive years and retroactive deposits for workers’ compensation
insurance in three of the last four years. In this light, our reserves of $401,000 offer considerable
coverage.

“VII. INFRASTRUCTURE

We will maintain a long-range fiscal perspective through the use of a Capital Improvement
Program to maintain the quality of City infrastructure, including streets, sidewalks, sewers,
drains, lighting, buildings, parks, and frees.”

This policy is being met in part. The City Council approved long-range capital programs,
including financing mechanisms, for the sewer and water systems in FY 2004. Further
discussion of the next phase of water system improvements {primarily the reconstruction of the
Garfield Reservoir) is expected to be considered by the City Council in FY 2008. Additional
planning for street, sidewalk and aliey reconstruction programs was constdered by the City
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Council in FY 2007, and a public vote on a general utility users tax levy, designed in part for this
purpose, is planned for presentation to the voters in November, 2007. Prior to this election, a
public vote on an additional special utility users tax for street and alley improvements was not
supported by a supermajority of voters in a March of 2003 election. Measure M received a 33%
majority of the vote, short of the required 67%.

“VIII. ACCOUNTING AND REPORTING STANDARDS
We will comply with all requtirements of generally accepted accounting principles. We will
prepare a Comprehensive Annual Financial Report (CAFR) to demonstrate that compliance.”

This policy is being met. Our June 30, 2006 CAFR retained its award of exceilence with
national (the Government Finance Officers Association of America and Canada -- GFOA) and
State of California reviewers (the California Society of Municipal Finance Officers -- CSMFO)
The Finance Department has enjoyed 18 consecutive years of awards that recognize compliance
with governmental accounting and auditing standards.

“IX. RISK MANAGEMENT

We will identify and quantify all areas of financial and operating risk, and prepare
confingencies for those risks, including legal liabilities, infrastriicture maintenance,
emergency response, and contract and employee obligation. We will work with our Retirement
system and Insurance Pool to seek full coverage of actuarially projected needs.”

This policy is being met in part. With regard to retirement and insurance costs, full coverage of
ongoing liabilities is paid via annual premiums. Employee compensation contracts were last
established in FY 2007. The proposed FY 2008 budget fully funds ongoing obligations for
employee retirement and organizational insurance. The City has not created contingency
financing mechanisms or set-asides for infrastructure maintenance and improvement, leave

liability, unemployment claims or injuries incurred on duty. Available funding is applied on a
pay-as-you-go basis.

“X. DEBT AND INVESTMENTS

e will consider the use of debt when the cost of debt is lower than the City’s investment
return, and when operating revenues are available to pay the debt. We will maximize the
investment refurn on City Cash balances within the higher concerns of safety and liguidity.”

This policy 1s being met in part. The City’s water utility issued debt through a pooled water
financing in 'Y 2004 to quickly create capital sufficient to meet the cash flow requirements for
projects, most prominently the Grand Reservoir reconstruction. The Water Fund’s reserves were
inadequate fo finance the $8.6 million project requirements created by the borrowing. Taking
advantage of a positive interest rate environment, an additional $2.9 million was added to the
borrowing for subsequent projects. While the cost of the debt (coupons range from 3% to 5.25%
over the life of the 23-year borrowing) was higher than the average 2.2% return on investments
from LAIF at that time, the rates obtained in the pooled financing were the best available in the
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capital markets at sale date. The lease-purchase of a fire engine in May 2006 was completed at
debt costs 107 basis points greater than investment retumn offered through LAIF. The lease-
purchase option was selected, in part, because available resources were inadequate to pay-as-
you-go. At this writing, however, the City is evaluating lump-sum prepayment of the remaining
balance on the fire engine lease purchase.

The City’s investment management falls within the jurisdiction of the City Treasurer, who
operates in close collaboration with the City’s Investment Policy Review Committee and the
City’s Finance Director. In FY 2007, the City Treasurer achieved compliance with the City’s
Investment Policy, which, among other things, dictates that the safety and liquidity of
investments be given primary concern.

“XI. CONTROL OF FINANCIAL ASSETS
All financial assets will be under the direct authority of the City Treasurer and Director of !
Finance.”
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This policy 1s being met.
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“XII. FINANCIAL MANAGEMENT
We will seek to realize the maximum use of ail tax doilars to public benefit.”

£
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This policy is being met.
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