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SUMMARY:

In October 2005 the City Council last updated the Principles of Sound Financial
Management (POSFM) document that was originally adopted in 2000. The Principles of
Sound Financial Management establishes guidelines for the city’s overall fiscal planning
and management. These principles are intended to foster and support the continued
financial strength and stability of the City of Peoria as reflected in its financial goals.
Following these principles enhances the city's financial health as well as its image and
credibility with its citizens, the public in general, and bond rating agencies.

It is important to regularly engage in the process of financial planning, including
reaffirming and updating these financial guidelines. Policy changes are a necessary
part of this process as the city becomes more diverse and the services it provides
become more complex. In recognition of the need for review and reaffirmation, Section
17 of the document includes a provision for the Council to periodically review, discuss
and revise as needed the Principles of Sound Financial Management.

Staff has completed a comprehensive review of the city’s current financial policies and
developed a number of proposed changes. Finance Department staff held a series of
meetings to review each policy in detail. Staff also reviewed policies and recommended
practices from organizations including the Government Finance Officers Association.
The attached document incorporates the combined input from these efforts.

During this study session, staff will present the more significant recommended changes
to the policy for Council’s review and discussion. In addition, there are numerous minor
language changes and clarifications. Proposed changes are reflected in the “red-lined”
copy of the policy attached to this report and distributed to Council.

Highlights of the recommended revisions are summarized below.

Policy 1 — Fiscal Planning and Budgeting

1) This section has some general language changes specifying our current
budgeting practices. There are no significant changes to the nature, content, or
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2)

approach to our budgeting and financial planning.

Consistent with Council and management interest, a stronger emphasis has
been placed on performance management (Section 1.07).

Policy 2 — Fund Balance

3)

4)

Section 2.01 and Section 2.02 include additional language describing the
purpose of maintaining an appropriate level of fund balance.

The percentage amount of the General Fund reserve is not proposed to be
changed. However, changes to the structure of the reserve are proposed. In
addition, the new language is intended to meet the requirements of a new
accounting standard issued by the Governmental Accounting Standards Board
(GASB). GASB Statement #54 requires that a policy be adopted that clearly
defines any reserve amounts and the circumstances under the reserves may be
expended.

The total 35% level is not proposed to change. Sections 2.03 through 2.05
propose that the General Fund 35% reserve level include three components
versus the current policy containing only two components. The three
components are proposed as follows: 1) a 10% “Emergency Reserve” for large
scale emergency events (such as floods and storms), 2) a 15% “Operating
Reserve” for unexpected events such as loss of state shared revenues, and 3) a
10% “Budget Stabilization Reserve” that could be used as a bridge to ensure
continuance of critical city activities while restructuring city operations during
significant fluctuations in fiscal conditions.

| believe that this proposed revision to the structure of the General Fund reserve
provide clarity as to the potential use of each component as well as the
timeframe in which it should be restored. The revisions provide some additional,
and appropriate, flexibility in using the third component as a mechanism to
maintain critical services in difficult economic times.

Section 2.07 includes language required under GASB Statement #54 specifying
the classification and priority of various components of fund balance.

Policies 3,4, 5and 6

9)

The changes in policy sections 3, 4, 5 and 6 include minor language updates and
clarifications.
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Policy 7 - Development Impact Fees

6) This section has been revised to reflect changes in state law that requires an
infrastructure improvement plan (lIP) as the basis for calculating impact fees.
Other minor language changes are included.

Policy 8 — Capital Improvement Program

7} This section has some revisions that clarify existing practices, such as the
requirement for a financially balanced capital plan (Section 8.01), that the plan
may include funding for the replacement of city infrastructure (Section 8.02 d and
8.04), and that the first year of the adopted multi-year plan becomes the capital
budget for that fiscal year (Section 8.06).

Policy 9 — Capital Asset Accounting and Replacement

8) This section has been expanded to document the practices used to periodically
verify the existence of capital assets (including vehicles, equipment, computers,
etc.).

Policies 10 and 11

9) The changes in policy sections 10 and 11 include minor language updates and
clarifications. Section 11.01 was removed reflecting that there are occasionally
projects, funded with council approval, that were not originally included in the
capital improvement plan. In these unique situations the entire capital
improvement plan is not formally amended.

Policy 12 — Utility Enterprise Funds

A Council Study Session is scheduled for October 5, 2010 to discuss policies and
practices related to the city's utility operations. Any revisions that impact this section of
the Principles of Sound Financial Management will be made before the final policy
document is brought back to Council for formal adoption. The following describe staff's
initial proposed revisions.

10) The recommended target debt coverage ratio (Section 12.03) has been
increased to be consistent with the City's improved bond rating. Peoria's bond
rating has increased over the past several years to its current AA level.
Consistent with this higher rating, there is an expectation of a higher debt
coverage ratio. Based on rating agency research, staff is recommending
increasing the ratio from a target of 1.50 times to a target of 2.0 times. This
target would be used in the city's multi-year forecast models used for rate
analysis purposes.
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11)

12)

13)

14)

15)

16)

17)

Section 12.04 of the draft policy includes a recommendation to reduce the
enterprise fund operating reserve level. The current policy includes a working
capital reserve of at least 50% but not more than 75% of revenues. Staff
recommends lowering this working capital reserve to a level of 25% of
expenditures. The higher reserve levels were established when the utility
systems were small and were requiring a significant amount of new capital
infrastructure to meet system demands and regulatory requirements. Staff
believes the lower operating reserve is appropriate and consistent with industry
practices. The proposed "Rate Stabilization Reserve” and the “Debt Stabilization
Reserve” described below will supplement the proposed reduced operating
reserve with reserves for specific purposes.

Staff recommends establishing a new “Rate Stabilization Reserve” equal to 5%
of average revenues for the prior three years. The rate stabilization reserve can
be used to moderate and/or smooth the implementation of required rate
adjustments. This reserve is described in Section 12.05 of the draft language.

Staff also recommends establishing a new "Debt Stabilization Reserve” equal to
50% of the projected annual debt service. The debt stabilization reserve is
intended to provide additional security to insure the city's ability to meet its debt
service obligations. This reserve is similar to debt service reserves required
under some bond covenants. Although the city does not currently have any bond
covenants to fund a debt service reserve, staff recommends following this
practice. This reserve is described in Section 12.06 of the draft language.

The City currently maintains a reserve equal to 2% of its infrastructure assets.
This is also a common bond covenant to insure funding for significant system
capital needs to protect bondholders from lost revenues. Section 12.07 of the
draft policy provides for a similar practice that would provide a funding source for
unexpected, critical system maintenance and/or repair.

Section 12.08 codifies an existing practice whereby funds in excess of the
required reserves are used to help fund capital projects or reduce debt.
Consistent with existing practice it also states that one-time funds will not be
used to support on-going expenditures.

The working capital reserve is proposed to be calculated based on operating
expenditures rather than revenues. This is consistent with industry practice.

Other minor language changes and clarifications are also included.
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Policy 13 — Half Cent Sales Tax Fund

A Council Study Session was held on September 21, 2010 to discuss the city's Half
Cent Sales Tax Fund policy. Council did not suggest any revisions to the existing policy
at that time. Staff proposes the following revisions.

18) A minor language change has been made to Section 13.03 expanding the
definition of “Economic Development Expenditures”.

19)  The amount of the Half Cent Sales Tax Fund reserve is not changed. However,
additional language is proposed to meet the requirements of GASB Statement
#54 that requires explanation of the circumstances under the reserves may be
expended.

The total 35% level! is not proposed to change. Section 13.04 b) clarifies that the
reserve can be used to fund large scale emergency events, unexpected financial
events or loss of revenues, or fluctuations if fiscal cycles and operating
requirements. It includes the requirement for council approval and a plan to
restore the reserve level within three fiscal years following the use of the funds.

20) The specific examples of “operational expenditures” have been eliminated from
the policy since these types of expenditures are subject to change on an annual
basis dependent on the adoption of the city budget.

Policy 14 — Economic Development

21) Language changes and clarifications were made throughout this policy section to
reflect Council's discussions over the past months regarding economic
development.

22) Section 14.10 includes new language discussing the potential use of
development incentives. Finance, Budget, and Economic Development staff will
work together to draft a stand-alone document further describing the purposes,
costs, benefits, and analysis that would be considered in the use of economic
development incentives.

Policies 15, 16, 17 and Appendix A

23)  Only minor language updates are proposed. Appendix A includes new criteria
that are required for disclosure as a Significant Event.

Appendix B — Community Facilities District Guidelines and Procedures

24) The revised CFD policies as adopted by Council in November 2009 will be
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attached to the final adopted Principles of Sound Financial Management.

After Council has had the opportunity to discuss these revisions with staff, the revised
Principles of Sound Financial Management will be placed on a future Council agenda
for formal adoption.

Attachments:
1. Revised Principles of Sound Financial Management (redline and revised

versions).
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Introduction

The City has an important responsibility to its citizens to carefully account for public
funds, to manage its finances wisely, and to plan for the adequate funding of services
desired by the public, including the provision and maintenance of public facilities. In
these times of tight budgets, of major changes in federal and state policies toward local
government, and of limited growth in the City's tax base, the City needs to ensure that it is
capable of adequately funding and providing those government services desired by the
community. Ultimately, the City’s reputation and success will depend on the public’s
awareness and acceptability of the management and delivery of these services.

These adopted Principles of Sound Financial Management establish guidelines for the
City’s overall fiscal planning and management. These principles are intended to foster
and support the continued financial strength and stability of the City of Peoria as reflected
in its financial goals. The City’s financial goals are broad, fairly timeless statements of
the financial position the City seeks to attain:

o To deliver quality services in an affordable, efficient and cost-effective basis
providing full value for each tax dollar.

o To maintain an adequate financial base to sustain a sufficient level of municipal
services, thereby preserving the quality of life in the City of Peoria.

o To have the ability to withstand local and regional economic fluctuations, to adjust
to changes in the service requirements of our community, and to respond to
changes in Federal and State priorities and funding as they affect the City's
residents.

o To maintain a high bond credit rating to ensure the City’s access to the bond
markets and to provide assurance to the City's taxpayers that the City government
is well managed and financially sound.

Following these principles will enhance the City's financial health as well as its image and
credibility with its citizens, the public in general, bond rating agencies and investors. To
achieve these purposes as the City of Peoria continues to grow and develop, it is
important to regularly engage in the process of financial planning including reaffirming
and updating these financial guidelines. Policy changes will be needed as the City
continues to grow and become more diverse and complex in the services it provides, as
well as the organization under which it operates to provide these services to its citizens.



Policy 1
Fiscal Planning and Budgeting

Fiscal planning refers to the process of identifying resources and allocating those resources
among numerous and complex competing purposes. The primary vehicle for this planning is the
preparation, monitoring and analysis of the City’s budget. It is increasingly important to
incorporate a long-term perspective and to monitor the performance of the programs competing
to receive funding.

1.01

1.02

1.03

1.04

The City Manager shall submit to the City Council a proposed annual budget, based on
Council’s established goals, and shall execute the budget as finally adopted, pursuant to
Title 42, Chapter 17, Article 3, Section 17105 of the Arizona Revised Statutes, as
amended. The City will budget revenues and expenditures on the basis of a fiscal year
which begins July 1 and ends on the following June 30. The City Council shall adopt the
budget for the following fiscal year no later than June 30. If the budget is not adopted
before June 30, the Council shall adopt a continuing resolution to allow the City to
expend funds until the budget is adopted.

The CityChief Finaneial-Officer will prepare a five-year long-range financial forecast that
will incorporate both revenue and expenditure estimates for the City’s major operating
funds. The five year revenue forecast will identifyenly ineladerevenues that are

antrcrpated to be sustalnable over the ﬁve year perlod %&e&&m&es—ef—ﬁeﬂ—ageney
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eaﬁ&al—r-mprevemem—pregram The ﬁve -year long -range forecast erl be updated annually
and presented to the City Council duringatthestart-of the City budget process.

The City will prepare a budget in accordance with Government Finance Officers

Assocratron p011c1es and best practlces %h%framewerleestabhshed—by&h&Naﬁeﬂal

Finance Officers Association in its Dlstmgulshed Budget Award Program. The proposed
budget will contain the following:

a) Revenue estimates by major category, by fund;

b) Expenditure estimates by program levels and major expenditure category, by fund,

C) Estimated fund balance by fund;

d) Debt service, by issue, detailing principal and interest amounts.

e) Proposed personnel staffing levels;

f) A detailed schedule of capital projects;

g) Any additional information, data, or analysis requested of management by the City
Council.

The City maintains its financial records in accordance with accounting principles
generally accepted in the United States of America known as GAAP. Although the City’s



1.05

1.06

budget is prepared on a modified cash basis that differs from GAAP, the City will attempt
to minimize these differences between the budget basis of accounting and GAAP.

The operating budget will be based on the principle that current operating expenditures,
including debt service, will be funded with current revenues-ereatinga-balanced-budget.
Funds will pay the indirect cost charges for services provided by another fund. The

budget will not use one-time (non-recurring) sources to fund continuing (recurring) uses,
postpone expenditures, or use external borrowing for operational requirements. The
budget will incorporate the best available estimates of revenues and expenditures.

system w111 be used to facﬂltate position control At—netmeshaﬂ—theThe number of full-
time and regular part-time employees on the payroll shall not exceed the total number of
positions authorized by the City Council. Pursuant to Personnel Administrative
Regulation 5.13.6 additional temporary appointment of employees can be made with the
approval of the City Manager._The budget will identify the resources required to support
the authorized staffing.

1.078

1.089

Performanece-measurement-indicators-will be-integrated-inte-Performance management
will be utilized in the budget process-as-appropriate_to insure alignment with Council

goals and organization strategic efforts. Performance-measures—will be-monitored-and
reported-on-a-quarterly-basts: Performance data will be used to support budgetary
decisions. Measures will be developed regarding the City’s efficiency and effectiveness.
A system will be used to monitor and report on the progress of key performance
measures.

IdeasAdternatives for improving the efficiency and effectiveness of the City's programs
and the product1V1ty of its employees Wlll be cons1dered during the budget process

1.09468 Unspent appropriations for significant programs and major projects will be considered for

1.10+

reappropriation in the subsequent fiscal year. Such reapprepriation carryover of
pproprlatlon shall be included in the proposed budget ¥her%may—b%tmﬂsfefs—ef

The City’s annual budget will include contingency appropriation to provide for
unanticipated increases in service delivery costs, emergencies, and needs that may arise



1.112

1.123

1.14

1.15

throughout the fiscal year. The contingency appropriation can only be expended upon
separate Council action.

The City shall establish appropriate management controls to monitor expenditure budgets
to ensure they do not exceed authorizations. For operating budgets, this control shall be
exercised at the department/fund level. For capital budgets, this control shall be at the
project level.

A quarterly report on the status of the General Fund budget and trends will be prepared by
the-Finanee Department-and presented to the City Council within 60 days of the end of
each quarter. In-addition;tThe quarterly report shall include financial revenue-and
expenditure-projections through the end of the fiscal year.

If a deficit is projected during the course of aany fiscal year, the City will take steps to
reduce expenditures, increase revenues or, if a deficit is caused by an emergency, consider

using the Undesignated-Unassigned General Fund Balance;te-the-extentneecessary-te
ensure-a-balanced budget-at-theclose-ofthe-fiseal-year. The City Manager may institute a

cessation during the fiscal year on hirings, promotions, transfers, arnd-capital equipment
purchases, and capital projects. Such action will not be taken arbitrarily orand without
knowledge and-suppert-of the City Council.

A policy will be maintained that provides for levels of approval by the City Manager
and/or Council. The policy will address—er the transfer of expenditure authority between
funds, transfer of expenditure authority over base amounts, transfer of expenditure
authority to and from personnel, contractual, commodities or capital outlay

accounts, funds-te-orfrompersonnel-aceounts;-and transfer of expenditure authority
between capital projects, transfer of expenditure authority to or from debt serviceeapital
eutlay accounts, and transfer of expenditure authority to or from contingency accounts.




Policy 2
Fund Balance

Fund balance is an important indicator of the City’s financial position. Maintaining reserves is
considered a prudent management practice. Adequate fund balances aremust-be maintained to

allow the City to continue providing services to the community in case of ecenemie-downturas
and/er unexpected emergencies or requirements_and/or economic downturns.

2.01

In an effort to ensure the continuance of sound financial management of public resources,
theFhe City of Peoria's Undesignated Unassigned General Fund Balance will be
maintained to provide the City with sufficient working capital and a comfortable margin
of safety to address emergencies, sudden loss of revenue or operating needs, and
unexpected downturnsdeelinesinrevente without borrowing.

This policy establishes the amounts the City will strive to maintain in its General Fund

2.02

balance, the conditions under which fund balance may be spent, and the method by which
fund balances will be restored. These amounts are expressed as goals, recognizing that
fund balance levels can fluctuate from year to year in the normal course of operations for
any local government.

It is the intent of the City to limit use of Unassigned General Fund balances to address

2.032

2.043

unanticipated, non-recurring needs or known and planned future obligations. Fund
balances shall not normally be applied to recurring annual operating expenditures.
Unassigned balances may, however, be used to allow time for the City to restructure its
operations in a deliberate manner, but such use will only take place in the context of long-
term financial planning.

The City will maintain_ an “Emergency Reserve”-a—RainyDay+reserve in the General
Fund of ten percent (10%) of the average actual General Fund revenues for the preceding
five fiscal years._The Emergency Reserve is for unexpected, large-scale events where
damage in excess of $250.000 is incurred and immediate, remedial action must be taken
to protect the health and safety of residents (e.g. floods, fires, storm damage). Any usage
of Emergency Reserves must be appropriated by the City Council. However, the City
Manager may utilize these funds when immediate action must be taken to protect the
health and safety of residents. When this occurs, the City Manager shall provide a
summary report to the Council as soon as practical on the usage of these funds. In the

event these “Emergency Reserve”“Rainy-DPay> funds are usedmust-be-used-to-provide-for
tempeorary-funding-ef unforeseen-emergeney-needs, the City shall strive to restore this

speetfie the General Fund Emergency Reservereserve to the minimum-ten percent (10%)
levellimit within the next twe fiscal years following the fiscal year in which the event
occurred.

The City will maintain an additional General Fund “Operating Reserve”reserve with an

upper goal of an additional fifteen percent (15% )-twenty—five-pereent(25%) of the
average actual General Fund revenues for the preceding five fiscal years. Thesereserves




2.05

The Operating Reserve is intended to be a reserve for unexpected events whose impact

exceeds $500,000 such as failure of the State to remit revenues to the City, unexpected
mandates, unexpected loss of State Shared revenues, continuance of critical City services
due to unanticipated events, or to offset the unexpected loss of a significant funding
source for the remainder of the fiscal year.

Any use of the Operating Reserve funds must be approved by the City Council and
include a repayment plan that projects to restore the Operating Reserve to the fifteen

percent (15%) level within two fiscal years following the ﬁscal Vear in which the event

The City will maintain an additional General Fund “Budget Stabilization Reserve” with

an upper goal of an additional ten percent (10%) of the average actual General Fund
revenues for the preceding five fiscal years. The Budget Stabilization Reserve may be
used to provide funding to deal with fluctuations in fiscal cycles and operating
requirements that exceed $500,000. The reserve funds will provide time for the City to
restructure its operations in a deliberate manner to ensure continuance of critical City
activities.

Any use of the Budget Stabilization Reserve funds must be approved by the City Council

2.064

2.07

and include a repayment plan, based on a multi-year financial projection, that plans to
restore the Budget Stabilization Reserve to the ten percent (10%) level within the three
fiscal years following the fiscal year in which the event occurred.

Funds in excess of the reserves described in the paragraphs above-the-uppergoal will be
UnassignedUndesignated General Fund Balance, unless otherwise assigned in accordance
with GASB Statement #54, and may be considered to supplement "pay as you go” capital
outlay and one-time operating expenditures, or may be used to prepay existing City debt.
These funds may not be used to establish or support costs that are recurring in nature.

The Chief Financial Officer is authorized to classify available fund balance for specific

purposes in accordance with Governmental Accounting Standards Board Statement #54.
It is the policy of the City that expenditures for which more than one category of fund
balance could be used, that the order of use is: Restricted Fund Balance, Committed
Fund Balance, Assigned Fund Balance, and Unassigned Fund Balance.




Policy 3
Expenditure Control

Management must ensure compliance with the legally adopted budget. In addition, purchases
and expenditures must comply with legal requirements and policies and procedures set forth by
the City.

3.01

3.02

3.03

3.04

3.05

3.06

3.07

Expenditures will be controlled by an annual appropriated budget at the department/fund
level. The City Council shall establish appropriations through the budget process. The
Council may transfer these appropriations as necessary through the budget amendment
process. Written procedures will be maintained for administrative approval and
processing of certain budget transfers within funds.

Department heads are responsible for monitoring expenditures to prevent exceeding their
total departmental appropriationexpenditure budget. It is the responsibility of these
department heads to immediately notify the City’s ChiefFinaneial Officer-Management
& Budget Department and the City Manager of any circumstances that could result in a

departmental appropriationbudget being exceeded.

The City will maintain a purchasing system that provides needed commodities and
services in a timely manner to avoid interruptions in the delivery of services. All
purchases shall be made in accordance with the City's procurement code, purchasing
policies, guidelines and procedures and applicable state and federal laws. The City will
endeavor to obtain supplies, equipment and services that provide the best value.

A system of appropriate internal controls and procedures using best practices shall be
maintained for the procurement and payment processes. FThese-internal-controls-witl-be

reviewedreonttretorwith-the Cy sanndatfnanetdaudit

The City will endeavor to make all payments within the established terms. The City shall
pay applicable contractor invoices in accordance with the requirements of Arizona
Revised Statutes 34-221.

The State of Arizona sets a limit on the expenditures of local jurisdictions. The City will
comply with these expenditure limitations and will submit an audited expenditure
limitation report;-auditedfinaneial statements;-and-audited reconetliationreport as defined
by the Uniform Expenditure Reporting System (A.R.S. Section 41-1279.07) along with
audited financial statements to the State Auditor General within the prescribed timelines.

The City Council will pursue local override of the State expenditure limitation as
provided by the State Constitution if the projected expenditures within two years are
anticipated to exceed the expenditure limitation. This override will use one of the

alternative expenditure options as defined in may-be-throughlocal-voterapproval-ofa
permanent base adjustment (Article IX, Section 20. Subsection 0}, or by local voter
approval of Home Rule (Article IX, Scetion 20, Subsection 9)_of Arizona law.




Policy 4

Revenues and Collections

In order to provide funding for service delivery, the City must have reliable revenue sources.
These diverse revenues must be assessed and collected equitably, timely, and efficiently.

4.01 The City's goal is a diversified General Fund revenue base which includesbalanced
between sales taxes, state shared revenues, and other revenue sources.

4.02 The City will strive to maintain a diversified and stable revenue base to shelter it from
economic changes or short-term fluctuations by doing the following:

a)

b)
c)

d)

Periodically conducting a cost of service study to determine if all allowable fees
are being properly calculated and set at an appropriate level.

Establishing new charges and fees as appropriate and as permitted by law.
Pursuing legislative change, when necessary, to permit changes or establishment
of user charges and fees.

Aggressively collecting all revenues, late penalties and related interest as
authorized by the Arizona Revised Statues.

4.03  The City will establish a Revenue Committee to monitor significant revenues to insure
they are received timely and reported accurately. The Revenue Committee will meet
periodically and will prepare a report fer-City-management-on revenue collections, trends
and updated year-end estimates.

10



Policy 5
Grants

Many grants require Council’s appropriation of funds, either for the original grant or to continue
programs after the grant funding has expired. Council should review these grant
opportunitiespregrams prior to determining whether application should be made for these grant
funds.

5.01 The City shall apply for only those grants that are consistent with the objectives and high
priority needs previously identified by Council. The potential for incurring ongoing
costs, to include the assumption of support for grant-funded positions from local
revenues, will be considered prior to applying for a grant.

5.02  The City shall attempt to recover all allowable costs — both direct and indirect —
associated with the administration and implementation of programs funded through
grants. The City may waive or reduce indirect costs if doing so will significantly increase
the effectiveness of the grant.

5.03  All grant submittals shall be reviewed for their cash match requirements, their potential
impact on the operating budget, and the extent to which they meet the City’s policy
objectives. When the potential for engeing-expenditures is $20,000 or more, departments
shouldshalt seek Council approval prior to submission of the grant application. Should
time constraints under the grant pregram-make this impossible, the department shall
obtain written approval to submit the grantas application from the City Manager and
then, at the earliest feasible time, seek formal Council approval._Council will be
informed of any financial obligations that will be incurred by the City. If there is a cash
match requirement, the source of funding shall be identified prior to application.

5.04 The City shall terminate grant-funded programs and associated positions when the grant
has expired and funds are no longer available unless alternate funding is identified.

11



Policy 6
Cost of Service and User FeesUserFee-CostReeoveryandtndireetCostAloeations

User fees and charges are payments for voluntarily purchased, publicly provided services that
benefit specific individuals. The City relies on user fees and charges to supplement other
revenue sources in order to provide public services.

Indirect cost charges will be are assessed to reflect the full cost of identified servicesreeevera

6.01 The City may establish user fees and charges for certain services provided to users
receiving a specific benefit.

6.02  On a regular basis, theFhe City will conduct a cost of service study to identify the full

cost of providing a service for which fees are charged. The calculation of full cost will
include all reasonable and justifiable direct and indirect cost components. Fees-and

6.03  User fees shall be reviewed on a regular basis to calculate their full cost recovery levels,
to compare them to the current fee structure, and to recommend adjustments where
necessary._Competing policy objectives may result in reduced user fees and charges that
recover only a portion of service costs.

6.04 The City shall establish a-cost allocation modelsptan to determine annuaty-the
administrative service charges due to the appropriate operating fund for overhead and

staff support provided to another fund. Funds-shallpay-these-indirect-cost-chargesfor
servicesprovided-by-anotherfund:
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Policy 7

Development Impact Fees

The Council’s policy is that to the extent reasonablepessible, growth should pay for itself. As
such, the Council has adopted a schedulesystem of development impact fees. Development
impact fees are one-time charges assessed against new customers to recover theira proportional
share of capital costs incurred to provide service capacity for new customers. Developer
contributed assets will be considered for credits against the impact fee based on a modeled value.

Appropriate development fees are an important component in the overall strategy for financing
capital improvementsprietg-serviees.

7.01 The City’s objectives for development impact fees shall include the following:

a)
b)
c)
d)
e)
f)

Support the reasonable cost of growth.

ConsiderMinimize the impact of growth on existing residents.
Develop cost justified development fees.

Address infrastructure requirements.

Promote economic development.

Provide financial capacity.

7.02  In general, development impact fees must be based on a rational analysis. This analysis
will include:

a)
b)
c)
d)

a reasonable an assessment of the impacts of growth on the City’s capital needs as
identified in an infrastructure improvement plan;

a determination that the amount of the fee does not exceed the reasonable cost to
provide capacity to accommodate growth;

a separate accounting of the funds collected-must-be-adequately-earmarked-to-pay
for growth related impacts; and

an identification of potential swwaivers liabilities or offsets to recognize other
financial commitments resulting from development.

7.03  The City will monitor the use of impact fee credits (both offsets and reimbursements) and
will track and report liabilities associated with these credits_ on an annual basis.

7.04  Development impact fees maywil be assessed for a public purpose such asthe-fellowing

pHIpOSeSs!:
a)
b)
c)
d)
€)
f)
g)
h)
i)
i),

Libraries

Parks, recreation facilities, rivers-and trails and open space
Law enforcement

Fire protection

General government

Transportation

Water

Water resources

Wastewater

Solid WasteSanitation
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7.05  The City shall conduct a review of its development impact fees on a biennialbiannual
basis.
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Policy 8
Capital Improvement Program

The purpose of the Capital Improvement Program is to systematically identify, plan, schedule,
finance, track and monitor capital projects to ensure cost-effectiveness as well as conformance to
established policies.

8.01

8.02

8.03

8.04

The City Manager will annually submit a financially balanced, multi-year ten-year-Capital
Improvement Program for review by the City Council pursuant to the timeline established
in the annual budget preparation schedule. Submission of the Capital Improvement
Program shall be consistent with the requirements of Title 42, Chapter 17, Article 3 of the
Arizona Revised Statutes. The Capital Improvement Program will incorporate a
methodology to determine a general sense of project priority according to developed
criteria.

The Capital Improvement Program shall provide:

a) A statement of the objectives of the Capital Improvement Program and the
relationship with the City’s General Plan, department master plans, necessary
service levels, and expected facility needs.

b) An implementation program for each of the capital improvements that provides
for the coordination and timing of project construction among various city
departments.

C) An estimate of each project’s costs, anticipated sources of revenue for financing

the project, and an estimate of the impact of each project on City revenues and
operating budgets. The operating impact information shall be provided for the
period covered in the City’s current ten year Capital Improvement Program. No
capital project shall be funded unless operating impacts have been assessed and
the necessary funds can be reasonably anticipated to be available when needed.

d) For the systematic improvement,-and maintenance, and replacement of the City’s
capital infrastructure as needed.

Lcies.
ef) A schedule of proposed debt requirementsissuanee.

The City will match programs and activities identified in the Capital Improvement
Program with associated funding sources.

The performance and continued use of capital infrastructure is essential to delivering

public services. Deferring essential maintenance and/or asset replacement can negatively
impact service delivery and increase long term costs. As such, the city will periodically
assess the condition of assets and infrastructure and appropriately plan for required major
maintenance and replacement needs. Efforts will be made to allocate sufficient funds in
the multi-year capital plan and operating budgets for condition assessment, preventative
and major maintenance, and repair and replacement of critical infrastructure assets.
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8.054

8.065

8.076

8.087

8.098

The City's objective is to incorporate “Pay-As-You-Go” funding (using available cash
resources) in the annual Capital Improvement Program. This will supplement funding
from other sources such as IGAs, bonds, impact fees and grants.

When current revenues or resources are available for capital improvement projects,
consideration will be given first to those capital assets with the shortest useful life and/or
to those capital assets whose nature makes them comparatively more difficult to finance
with bonds or lease financing. Using cash for projects with shorter lives and bonds for
projects with longer lives facilitates “intergenerational equity”’, wherein projects with
long useful lives are paid over several generations using the project through debt service

payments.

The first year of the adopted capltal plan will be the capltal budget for that fiscal

Staff will monitor projects in progress to insure their timely completion or the adjustment
of the Capital Improvement Program as approved by Council if a project is delayed or
deferred. A-Periodicguarterhy status reports will be presented to City Council to share
memter—eael%prqect—s progress and te-identify aﬁy51gn1ﬁcant issues as5001ated with a

Within 90 days of the completion of a capital project any remaining appropriated funds
for the project will be-elosed-off-and-will-revert to the fund balance of the funding source.

8.0109 The Capital Improvement Program will be updated annually as a multi-departmental

effort.
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Policy 9
Capital Asset Accounting and Replacement

An effective capital asset accounting system is important in managing the City’s capital asset
investment.

9.01

9.02

9.03

The City will maintain a schedule of individual capital assets with values in excess of
$5,000 and an estimated useful life in excess of one year. All items with an original value
of less than $5,000, or with an estimated useful life of one year or less, will be recorded
as operating expenditures.

The City will provide replacement funding for fleet vehicles and certain computer
equipment. The replacement schedule will be updated as part of the annual budget
process.

The City shall maintain a listing, outside of the capital asset system, of all computers and

9.04

shall conduct a periodic physical inventory of those computers.

The City’s Fleet Management Division shall maintain a Fleet Master Listing of all

9.05

vehicles and other large motorized equipment (road graders, backhoes, etc.). The capital
asset listing for vehicles shall be reconciled to the Fleet Master Listing at least annually.
Inventory control of the City’s vehicles shall be maintained through the fleet maintenance

program.

Other non-infrastructure capital assets of the City shall be reviewed on a three year cycle

through sampling of the capital asset listing.
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Policy 10
Cash Management and Investment

Cash management includes the activities undertaken to ensure maximum cash availability and
reasonablemaximum investment yield on a government’s idle cash, and the cash collection
function.

10.01 The City shall maintain and comply with a written Investment Policy that has been
approved by the City Council. The Chief Financial Officer, as Chief Investment Officer,
or his designee shall invest all funds of the City according to the approved Investment
Policy.

10.02 The City will collect, deposit and disburse all funds on a schedule that insures optimum
cash availability for investment.

10.03 In order to obtain highermaximize yields from its overall portfolio, the City will
consolidate cash balances from various funds for investment purposes, and will allocate
investment earnings to each participating fund.

10.04 Bond funds will be segregated from all other funds for arbitrage and accounting purposes.

10.05 The City will project the cash needs of the City to optimize the efficiency of the City's
investment and cash management program.

10.06 The City will conduct its treasury activities with financial institution(s) based upon
written contracts.

10.07 Ownership of the City’s investment securities will be protected through third party
custodial safekeeping.

10.08 All City bank accounts shall be reconciled and reviewed on a monthly basis.

10.09 Investment performance will be measured using standard indices specified in the City's
written investment policy. The Chief Financial Officer shall provide the City Council

with a quarterly investment reports-within-60-days-efthe-end-of each-quarter.

10.10 The City’s Cash Management and Investment processes will be in accordance with
written internal controls and procedures.

10.11 The City will provideregularlypresent a cash collection, handling, training and
procedures program.
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Policy 11
Debt Management

The City utilizes long term debt to finance capital projects with long useful lives. Financing
capital projects with debt provides for an “intergenerational equity”, as the actual users of the
capital asset pay for its cost over time, rather than one group of users paying in advance for the
costs of the asset.

The purpose of this debt management policy is to provide for the preservation and eventual
enhancement of the City’s bond ratings, the maintenance of adequate debt service reserves,
compliance with debt instrument covenants and provisions, and required disclosures to investors,
underwriters and rating agencies. These policy guidelines will also be used when evaluating the
purpose, necessity and condition under which debt will be issued. These policies are meant to
supplement the legal framework of public debt laws provided by the Arizona Constitution, State
Statutes, City Charter, federal tax laws and the City’s current bond resolutions and covenants.

The Arizona Constitution limits a City’s bonded debt capacity (outstanding principal) to certain
percentages of the City’s secondary assessed valuation by the type of project to be constructed.
There is a limit of 20% of secondary assessed valuation for projects involving water, sewer,
streets, transportation, public safety, artificial lighting, parks, open space, and recreational facility
improvements. There is a limit of 6% of secondary assessed valuation for any other general-
purpose project.

11.012 The overall debt management policy of the City williste ensure that financial resources
of the City are adequate in any general economic situation to not preclude the City’s
ability to pay its debt when due.

11.023 The City will not use long-term debt to fund current operations or smaller projects that
can be financed from current revenues or resources. The City will first attempt to utilize
"pay as you go" capital financing and/or the use of operating funds or impact fees where
applicable.

11.034 The City does not intend to issue commercial paper (CP) or bond anticipation notes
(BANSs) for periods longer than two years or for the term of a construction project. If CP
or a BAN is issued for a capital project, it will be converted to a long-term bond or
redeemed at its maturity.

11.045 The issuance of variable rate debt by the City will be subject to the most careful review
and will be issued only in a prudent and fiscally responsible manner.
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11.056 The City shall attemptmake-every-effort to combine debt issuances in order to minimize
issuance costs.

11.067 Whenever the City finds it necessary to issue property tax-supported bonds, the following
policy will be adhered to:

a)
b)

c)
d)

g)

h)

Tax supported bonds are bonds for which funds used to make annual debt service
expenditures are derived from ad valorum (property) tax revenue of the City.

The target for the maturity of general obligation bonds will typically be between
twenty and thirty years. The target for the “average weighted maturities” for
general obligation bonds of the City will be twelve and one half (12 %) years.
GenerallyWhere-applieable, the City will structure general obligation bond issues
to create level debt service payments over the life of the issue.

Debt supported by the City’s General Fund will not exceed 10% of the annual
General Fund revenues.

Secondary property tax rates will be determined each year as part of the budgetary
process (pursuant to State law) to pay the necessary debt service payments of
general obligation bonds currently outstanding or expected to be issued within the
fiscal year.

In accordance with requirements of the State of Arizona Constitution, total
bonded debt will not exceed the 20% limitation and 6% limitation of the total
secondary assessed valuation of taxable property in the City.

Reserve funds, when required, will be provided to adequately meet debt service
requirements in subsequent years.

Interest earnings on bond fund balances will only be used to pay debt service on
the bonds unless otherwise committed for other uses or purposes of the project.
The term of any bond will not exceed the useful life of the capital project/facility
or equipment for which the borrowing is intended.

11.078 Revenue bonds are defined as a bond on which the debt service is payable from the
revenue generated from the operation of the project being financed or a category of
facilities, from other non-tax sources of the City, or from other designated taxes such as
highway user’s revenues, excise tax, or special fees or taxes. For any bonds or lease-
purchase obligations in which the debt service is paid from revenue generated by the
project and/or partially paid from non-property tax sources, that debt service is deemed to
be revenue bonds and are excluded from the calculation of the annual debt service
limitation. Whenever the City finds it necessary to issue revenue bonds, the following
guidelines will be adhered to:

a)

b)

Revenue bonds of the City will be analyzed carefully by the Finance Department
for fiscal soundness. Part of this analysis shall include a feasibility report
prepared by an independent consultant prior to the issuance of utility supported
revenue bonds to ensure the generation of sufficient revenues to meet debt service
requirements, compliance with existing bond covenants and to protect the
bondholders.

Revenue bonds should typically be structured to provide level annual debt service
over the life of the issue.
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C) Debt Service Reserve Funds should be provided when required by rating agencies,
bond insurers or existing bond covenants.

d) Interest earnings on the reserve fund balances will be used to pay debt service on
the bonds unless otherwise committed for other uses or purposes of the project.

e) The term of any revenue bond or lease obligation issue will not exceed the useful
life of the capital project/facility or equipment for which the borrowing is
intended.

f) The target for the term of revenue bonds will typically be between twenty and

thirty years. The target for the “average weighted maturities” for revenue bonds

of the City (except for those issued through the Arizona-Water Infrastructure
Finanee-Authority)-will be twelve and one half (12 %) years.

11.089 Improvement District (ID) and Community Facility District (CFD) Bonds shall be issued
only when the formation of the district demonstrates a clear and significant purpose for
the City. It is intended that Improvement District and Community Facility District bonds
will be primarily issued for neighborhoods desiring improvements to their property such
as roads, water lines, sewer lines, street lights, and drainage. The District must provide a
specific benefit to the property owner(s). The City will review each project through
active involvement of City staff and/or selected consultants to prepare projections, review
pro-forma information and business plans, perform engineering studies, analyze
minimum debt coverage and value to debt ratios, and conduct other analyses necessary to
consider the proposal against specified criteria. Both ID and CFD bonds will be utilized
only when it is expected that they will be outstanding for their full term.

An expanded policy will be maintained detailing the policy and procedures of the City
related to any future consideration of the formation of a Community Facilities District.
Use of a CFD would require compliance with the new guidelines and procedures and
specific Council approval.

11.0940 Refunding bonds will be measured against a standard of the net present value debt
service savings exceeding 5% of the debt service amount of the bonds being refunded, or
if savings exceed $750,000, or for the purposes of modifying restrictive covenants or to
modify the existing debt structure to the benefit of the City.

11.10+ The investment of bond proceeds shall at all times be in compliance with the City’s
Investment and Portfolio Policies and meet all requirements of bond covenants.

11.112 The City shall comply with all U.S. Internal Revenue Service arbitrage rebate
requirements for bonded indebtedness.

11.123 The City shall comply with Arizona Revised Statutes and all other legal requirements
regarding the issuance of bonds and certificates of the City or its debt issuing authorities.
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11.134 The City will maintain regular contact with rating agencies through telephonic
conferences, meetings, or-ané visits on and off-site. The City will secure ratings on all
bonds issued when economically feasible.

11.145 The City’s Finance Department shall maintain a debt profile for all bonds issued and
update the profile on an annual basis. The debt profile shall include specific information
regarding the size and type of debt issued, projects financed by the bonds, debt service
schedules and other pertinent information related to each specific bond issue.
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Policy 12
Utility Enterprise Funds

Government utility enterprises generate revenue to recovereffset the cost of providing eertain
services-neluding-water, wastewater, and solid wastesanitation services. User charges are

established to offset the cost of providing these services. The-aceountingsystems-mustbe
establishied to separate these revenues and expenses.

12.01 Separate funds will be established and maintained to properly account for each utility
enterprise-operation. Utility Enterprise-funds will not be used to subsidize the operations
of other non-utility funds. Interfund charges will be assessed for the administrative
support of the enterprise activity.

12.02 The City will establish rates and fees at levels that fully-cover the total direct and indirect
costs, including operations, capital outlay, unrestricted cash reserve
requirementsbalanees, debt service and bended-debt coverage requirements for water,
wastewater, and solid wastesanitation services. Rates will be reviewed in conjunction
with the City’s annual capital planning and budgeting processes.

12.03 All existing water and sewer rates and charges will be reviewed periodically to
recommend necessary rate adjustments.ehanges Bond covenants may exist that requirein
order-to-maintainr maintaining a minimum bended-debt coverage ratio of at least 1.25
times. In order to help maintain the city’s high bond rating, the recommended rates will
be based on a model that projects achieving a Fhe-target debt coverage ratio wil-be of
1456 2.0 times. For financial planning purposes, the debtThe coverage ratios will be
calculated without consideration of expansion fee revenue.

12.04 The City of Peoria's Unrestrieted-Enterprise Operating Fund working capital will be
maintained to provide the City with a comfortable margin of safety to address
emergencies and unexpected declines in revenue without borrowing. The unrestrieted
cash reserve balance (working capital) goal for the water and wastewater enterprise

operating funds will be at least twenty-five percent (25% )fiftypereent{50%)-butnotmeore

than-seventy—frve-pereert{75%) of the actual operating expendituresrevente for the
eurrent-fiscal year.

12.05 The City will maintain a “Rate Stabilization Fund” in Water and Wastewater Funds of
five percent (5%) of the average actual revenues for the preceding three fiscal years. The
Rate Stabilization Fund can be used to moderate significant rate increases. In the event
the “Rate Stabilization Fund” is used, the City shall strive to restore the Fund to the five
percent (5%) level within the next three fiscal years following the fiscal year in which the
fund was used.

12.06 The City will maintain an additional “Debt Stabilization Fund” with an upper goal of
approximately fifty percent (50%) of the maximum annual debt service payment in the
following five years. The Debt Stabilization Fund is intended to provide additional
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12.07

security to insure the City’s ability to meet debt service obligations. In the event the Debt
Stabilization Fund is used, the City shall strive to restore the Fund to the defined level
within the next three fiscal vears following the fiscal year in which the fund was used.

The City will maintain an additional “Asset Maintenance Fund” with an upper goal equal

12.08

to two percent (2%) of the enterprise fund infrastructure assets. The Asset Maintenance
Fund may be used to provide funding for the repair and maintenance of critical
infrastructure. In the event the Asset Maintenance Fund is used, the City shall strive to
restore the Fund to the defined level within the next three fiscal years following the fiscal
year in which the fund was used.

Funds in excess of the reserves described in the paragraphs above may be considered to

supplement "pay as you go” capital outlay and one-time operating expenditures, or may
be used to prepay existing City debt. These funds may not be used to establish or support
costs that are recurring in nature.

12.095 A rate stabilization fund will be established for the water and wastewater funds if the City
issues variable rate debt. The goal of the stabilization fund will be to be sufficient to
support the use of variable rate debt within these enterprise operations.

12.107 Solid wasteSanitation rates and charges will be established and reviewed periodically to

ensure costs are allocated appropriately between residential and commercial solid
wastesanitation services. Both the residential and commercial programs will
independently support themselves, creating sufficient revenues to offset expenditures and
maintain specified unrestrieted-cash reserve-balances (working capital). The working
capital goal for the residential and commercial solid wastesanitation enterprise eperating
funds is twenty percent (20%) of the actual operating expenditures-revenue for the current
fiscal year.
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Policy 13

One Half-Cent Sales Tax

The Council has established a special one-half cent sales tax designated primarily for debt
service, reserves, and capital needs. These funds willsust be recorded and expended separately.

13.01 The City maintains a separate One Half-Cent Sales Tax Fund. It is important that the
revenues and expenditures be budgeted and accounted for separately for the additional
one-half (Y2) cent included in the City’s sales tax.

13.02 Revenues from the City’s total sales tax shall be presented in the budget in a manner that
a distinction is made between the one (1) cent sales tax and the one-half (!2) cent sales
tax. In addition, a tracking system will be maintained for the expenditures of the one-half
(%) cent sales tax.

13.03 Definitions

a)

b)

d)

Capital Expenditures — The cost of an acquisition or repair to property where the
property or improvements have a useful life extending substantially beyond one
year.

Economic Development Expenditures — AH-eCosts associated with promoting
revenue-generating activities, quality job creation, vital economic development
projects, and other efforts consistent with Policy #14 — Economic Development.

Community Promotions Expenditures — Costs associated with enhancing the
image of the community, including special cultural and community events that
encourage revenue-producing activities.

Municipal Development Authority — The Peoria Municipal Development
Authority (MDA) and the Peoria Municipal Sports Complex Authority (MSCA)
are non-profit municipal property corporations organized to issue bonds and to
enter into lease agreements with the City. Agreements with the MDA and MSCA
require the City secure the lease (debt service) payments on bonds with the City’s
excise taxes.

Debt Service — The payment on a semi-annual or other basis of lease payments
under a lease between the City and a municipal property corporation (MDA or
MSCA), wherein the lease payments equal the debt service payments on bonds
issued by the MDA or MSCA.
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13.04

One-Half Cent Expenditures & Reserves

Use of One-Half Cent Sales Tax funds shall be prioritized as follows:

13.05

First Priority — Debt Service

The debt service for those MDA bonds for which the payment source is one-half (}2) cent
sales tax revenues including administrative, accounting and legal costs connected with the
bond payment.

Second Priority — Fund Balance
The One-Half (72) Cent Sales Tax Fund balance will include the following:
a) One-Half (%) Cents Sales Tax Debt Service Reserve
This reserve should be atleast-$1 million for outstanding bonds being paid
from the one-half (Y2) cent sales tax.
b) One-Half ('2) Cents Sales Tax Reserve
An additional reserve goal for the fund is thirty-five percent (35%) of the
average actual revenues for preceding five fiscal years._The reserve shall
not normally be applied to recurring needs or known and planned future
obligations. Rather, this reserve may be used to fund temporary needs in
an emergency, to maintain critical city services due to unanticipated events
or unexpected loss of revenues, or to provide funding to deal with
fluctuations in fiscal cycles and operating requirements. Use of these
reserve funds must be approved by the City Council. To the extent these
reserves are expended, the City will make every effort to decrease its Half-
Cent expenditures as necessary to prevent the continued use of reserves.
Additionally, the City will, through multi-year financial projections,
prepare a plan to restore this reserve within the three fiscal years following
the fiscal year in which the use of reserves occurred.

Third Priority — Capital, Economic Development and Community Promotions
Remaining funds from the one-half (!2) cent sales tax not utilized for debt service or in
reserves can be used for capital, economic development, and community promotions
expenditures.

Fourth Priority — Specific City Operational Expenditures
Certain specific operational expenditures may be identified by Council through the annual
budget process to be funded through the one- -half (1/2) cent sales tax revenues. Ceuneil-has

The following criteria will be used in evaluating Capital, Economic Development, and
Community Promotions projects for which one-half (’2) cent sales tax revenue can be
used.

a) Projects where a City match is needed to obtain outside funds.
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b) Projects which construct infrastructure, assemble land, or expend funds as
investment in development or community promotions that will serve as a
catalyst for, or assist in the creation of, revenue producing economic
development for the City.

c) Projects which have a community wide or area wide benefit.

d) Projects which save General Fund expenditures normally used for operations.

e) Projects which would result in the City not having to sell bonds in order to
finance such projects.

13.06 Any Utility Enterprise Fund projects funded from the one-half ('2) cent sales tax would
have to be repaid to the One-Half Cent Sales Tax Fund from the particular utility
enterprise fund. An annual accounting of the expenditures and repayments from the
utility enterprise funds will be presented to Council as part of the annual budget process.
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Policy 14
Economic Development

The Council has indicated-interestin-established economic development objectives that support
encouraging, initiating, and participating in certain types of economic development efforts that
create job opportunities and diversify and strengthen the local economy.

14.01

14.02

14.03

14.04

14.05

The City will expand and diversify its economic base by attracting and expanding
targeted industries-industrial-effice-and-commeretalfirms to the City. Special emphasis
will be given to targeted industriesindustrial-office-and-commereial-enterprises that will
employ the local labor force in professional, technical and skilled labor positions. Such
business and industry will be sited and developed in accordance with the plans, policies
and ordinances of the City.

The ob1ect1ve of the City’s economlc development strategvpﬂfposeollth}s—pehey is to

meentrves—thatencourage Value added development and accrue publ1c beneﬁts to the C1ty
of Peoria. A public benefit may include:

a) A-benefitthat-materially-enhanees Enhancing the financial position of the City by

increasing the targeted employment base, creating quality jobs, and increasing

property assessed valuation or general and special use tax revenues.

b) A—general-benefitreceivedfromthe-provisten-efaConstructing capital
1mprovements that enhanceor—eentﬂbﬁt}en—to the ba51c infrastructure of the City

c) Growmg and/ or expandmg targeted mdustnes n the city that create ]obsA—beneﬁt
that tercases access to other public services.

d) Redeveloping unused or underutilized properties into targeted development
classes.

An important City goal Fhe-City’sgeal-is to create value added, higher pay employment

opportun1t1es for its res1dents by recrultmg busmesses in the c1tv pfov&dmg—a—netwefleef

The City will endeavor to achieve a 25% non-residential property tax base by increasing
the numberpereentage of commercial/industrial tax-base businesses in the city.

Development incentives for non-residentialeemmeretal projects shall be applied
consistent with State law and prove to have public beneﬁts consistent with the City’ s
economlc development goals cen §

28



14.06

Targeted industries, including bioscience, technology, alternative energy, engineering,

telecommunications, healthcare, and higher educationOffice;-business-park-and-industrial

profeets within the City shall be considered for special emphasis when the project
demonstrates at least one of the following:
a) Provides quality direct employment opportunities for Peoria citizens.

b) Provides additional indirect employment opportunities through primary and secondary

employment generation to Peoria residents.
c) Results in Ssignificant increase in property tax revenues accruing to the City.
d) Results in Ggoods and/or services beingare purchased within Peoria.

e) Expands the labor base with jobs tied to targeted industriesthat-meetspeeifie-eriteria.

f) Provides needed public infrastructure.

g) Offers unique recreational opportunities or cultural enhancements for the residents of

Peoria.

h) Expands the economic base of the City by locating new targeted industries within the

city.

14.07 The City may consider a variety of development incentives to-encourage-development;
whieh that is-clearly a-benefit te-the City. Incentives to pursue economic development

objectives may include, but are not limited to, one or more of the following:

a) Formation of improvement districts.

b) Formation of Community Facilities Districts.

C) Intergovernmental Agreements (IGAs) with other agencies for projects which will
provide benefit to multiple jurisdictions.

d) Use of Industrial Development Authority Bonds.

e) Use of development mechanisms available to the City in redevelopment districts,
including funding opportunities where appropriate.

f) Use of State of Arizona Enterprise Zone Tax Credits.

g) Reimbursement, deferral and/or waiver of certain fees and charges.

h) Use of Enterprise Zones, Foreign Trade Zones, or other incentive based
zonesEeonomieIneentiveZoenes as approved by City Council.

1) Provision for allowing credits for off-site public infrastructure development costs
against future City transaction privilege tax revenues.

1) Direct financial assistance to a private for profit or non-profit entity or business.

k) Lease or acquisition of real property to facilitate economic development or
redevelopment.

1) Lease or acquisition of personal property for economic development.

m) Work force training assistance to a business or company.

n) Provision of expedited plan review, development agreement processing, and

permit processing.

Business assistance incentives will be focused primarily on targeted industries. Real

estate investments will be focused primarily in targeted investment zones.
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14.09

14.10

14.11

14.12

Fhe-Economic Development incentivestvestment-Proegram shall typically be
“performance based” so that the recipientdeveloper only receives the incentive if its
performance meets selected criteria set forth in the development agreement. Other
guidelines may apply to a project, which contributes to the overall benefit of the City in
other ways, (e.g. downtown revitalization or development in specific target areas).

The best returns on public investment through economic development incentives are
those that have been examined carefully against the cost of public expenditure. To ensure
government accountability and thoughtful long-term policymaking, an examination of the
benefit to the City must be compared to the offered incentives, the need for those
incentives, and the public cost. As such, the City will conduct Fhe-City-mayrequire-a
developerrequesting-development-incentivesto-fund a fiscal impact and legal analysis of
anythe proposed projects. The City will evaluate items such as the-economic costs,
economic benefits, tax base impact, intrinsic benefits and levels of each type of risk that
are associated with the project requesting an economic development incentive, as well as
the legal compliance and financial impact of all such incentives on the City’s operating
and capital budgets.

The fiscal 1mpact evaluatlon shall be presented to the City Councﬂ by the-staff. Economie

WThe C1ty Councﬂ shall make the ﬁnal de01510n concerning proposed economic
development incentives, including the terms and conditions contained within any
proposed memorandum of understanding or development agreement.

Certain exclusions, limitations, disclosure, and collateral requirements apply to these

incentives.

a) Development incentives shall not normally be provided to offset buy-out fees to
obtain release from the Certificate of Convenience and Necessity for a private
water company.

b) Under current practice, arepaymentagreement-alowingeredit-offsets-against
future transaction privilege tax reimbursement will generally be limiteds to the
level efreimbursementte one-half (1/2) of one percent of privilege tax generated
and the duration to a maximum of five to seven years.

C) Failure to operate facilities developed under a development incentive plan will
require the developer to repay the City for certain amounts that may have been
advanced.

a)d)  Residential development normally will not be provided any incentive package
unless a clear net benefit to the City can be demonstrated or some other public
purpose is served (e.g., in-fill projects in a maturing area of the City to retain
existing businesses, etc.).
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14.13 The City may establish an economic development reserve fund to provide a source of
funding to offset certain economic development incentives. To the extent that these
reserves are expended, the City will attempt to restore the reserve fund to the established
amount. These funds may not be used to support costs that are recurring in nature.
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Policy 15
Risk Management

Risk management has become increasingly important in guarding against economic loss and in
ensuring public safety in a time of increasing public liability and litigation. Risk management is
involved in the identification, evaluation, and treatment of the City’s risk.

15.01

15.02

15.03

15.04

15.05

15.06

The City shall make diligent efforts to prevent or mitigate the loss of City assets and to
reduce the City's exposure to liability through training, safety, risk financing and the
transfer of risk when cost effective.

When cost effective, the City shall manage its exposure to risk through self-insurance or
through the purchase of traditional third-party insurance in the following areas: general
liability, automobile liability, public officials' errors and omissions, police professional

liability, and property loss-and-workers-compensation.

When cost effective, the City will further control its exposure to risk through the use of
“hold harmless” agreements in City contracts and by requiring contractors to carry
liability insurance, including errors and omissions coverage for architectural, engineering,
and other applicable professional firms.

Insurance reserves shall be maintained at a level which, together with any purchased
insurance, will adequately indemnify the City’s assets and its elected officials, officers
and directors against loss. A regular study will be conducted for potential liability areas
and shall be used as a basis for determining self-insurance reserves based on historical
loss data. The City will strive to fully fund actual and estimated liabilities including
reserves for incurred-but-not-reported (IBNR) claims.

The City will identify and disclose material contingent liabilities in the City’s
Comprehensive Annual Financial Report (CAFR).

Cost allocations to various funds will be based on an analysis of contributing factors.
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Policy 16
Accounting, Auditing and Financial Reporting

Accounting, auditing and financial reporting form the informational infrastructure for public
finance. Internal and external financial reports provide important information to the City’s
legislative body, management, citizens, investors and creditors.

16.01 The City will comply with accounting principles generally accepted in the United States
(GAAP), as well as Generally Accepted Auditing Standards (GAAS) and Generally
Accepted Governmental Auditing Standards (GAGAS) in its accounting and financial
reporting, as contained in the following publications:

a) Codification of Governmental Accounting and Financial Reporting Standards,
issued by the Governmental Accounting Standard Board (GASB) as well as
earlier standard setting boards.

b) Pronouncements of the Financial Accounting Standards Board, (FASB) issued
prior to December 1, 1989.

C) Governmental Accounting, Auditing, and Financial Reporting (GAAFR), issued
by the Government Finance Officers Association (GFOA) of the United States
and Canada.

d) Municipal Budget and Finance Manual, prepared by the League of Arizona Cities
and Towns.

e) Audits of State and Local Governmental Units, an industry audit guide published
by the American Institute of Certified Public Accounts (AICPA) and any
applicable Statements of Position (SOPs) and Statements of Auditing Standards
(SASs) issued by the AICPA.

f) Government AuditingAecounting Standards (also know as the Yellow Book),
issued by the Controller General of the United States.

g) U—S—Qﬁﬁe%eilM&Hagemem—aﬁd—Bﬁdget—é%éB%Clrcular A-133, issued by the
U.S. Office of Management and Budget (OMB).

16.02 Monthly financial reports will be made available toprevided-for all departments
summarizing financial activity and comparing actual revenues and expenditures with
budgeted amounts.

16.03 A system of internal accounting controls and procedures will be maintained to provide
reasonable assurance of the safeguarding of assets, the-and proper recording of financial
transactions of the City, and compliance with applicable laws and regulations.

16.04 In accordance with State law and City Charter requirements, a comprehensive financial
audit, including an audit of federal grants according to the Single Audit Act and the OMB
Circular A-133, will be performed annually by an independent public accounting firm,
with the objective of expressing an opinion on the City’s financial statements. The City
will prepare its financial statements in accordance with applicable standards and will
account for its operations in a manner consistent with the goal of obtaining an unqualified
opinion from its auditors.
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16.05

16.06

16.07

The City will prepare a Comprehensive Annual Financial Report (CAFR) in accordance
with the principles and guidelines established by the Government Finance Officers
Association “Certificate of Achievement for Excellence in Financial Reporting” program.
Staff will endeavor to provideissge the CAFR, the Single Audit, and the Management

Letter to the City Council by-the 2*-Couneil meetinsin for a November Council
meetingand-to-the- Government Finance- Officers-Association by Decembe each

year for the preceding fiscal year or as required by the Arizona Revised Statues or City
Charter. Staff will endeavor to provide the CAFR to the Government Finance Officers
Association by December 31 of each year for review in the Certificate program.

All departments will provide notice of all significant events and financial and related
matters to the Chief Financial Officer for the City’s annual disclosures, as required by the
SEC Rule 15¢2-12, for the municipal markets, financial statements and bond
representations. A listing of significant events is included in Appendix A to this
document. The Chief Financial Officer will notify all Nationally Recognized Municipal
Securities Information Repositories of these significant events.

The City’s Comprehensive Annual Financial Report (CAFR) will include the bond
related on-going disclosure requirements and will fully disclose all significant events and
financial and related issues. The City will provide the CAFR to the City-Ceunetl; bond
rating agencies, municipal bond insurers, national bond disclosure repositories and other
interested parties.
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Policy 17
Policy Review

By their nature policies must change and evolve over time. As with any other policies, these
financial policies should be subject to periodic review and revision.

17.01 The City Council will periodically review and affirm the financial policies contained in
this document.
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Appendix A
Reporting of Significant Events (Continuing Disclosure Requirements)

If knowledge of the occurrence of a listed event would be material to the City, the City shall
promptly file a “Notice of Material Event” with the Municipal Securities Rulemaking Board and
with each depository. The following events are defined as significant events with respect to
municipal securities.

7)
8)

9)
10)

Principal and interest payment delinquencies;

Non-payment related defaults, if material;

Unscheduled draws on debt service reserves reflecting financial difficulties;
Unscheduled draws on credit enhancements reflecting financial difficulties;
Substitution of credit or liquidity providers or their failure to perform;

Adverse tax opinions, the issuance by the Internal Revenue Service of proposed of final
determination of taxability, Notices of Proposed Issue (IRS Form 5701-TEB) or other
material notices or determination with respect to the tax status of the security, or other
material events affecting the tax-exempt status of the securities;

Modifications to rights of holders (i.e. owners), if material;

Bond calls (which are other than mandatory or scheduled redemptions, not otherwise
contingent upon the occurrence of an event are optional or unscheduled) and tender
offers;

Defeasances;

Release, substitutions, or sale of property securing repayment of the securities (including
property leased, mortgaged or pledged as such security), if material;

11)  Bond rating changes;

12) Bankruptcy, insolvency, receivership or similar event;

13) Merger, consolidation, acquisition, or the sale of all or substantially all of the assets, other
than in the ordinary course of business, if material;

14) Appointment of a successor or additional trustee or the change of name of a trustee, if

material.
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Appendix B
Community Facilities District Guidelines and Procedures
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Introduction

The City has an important responsibility to its citizens to carefully account for public
funds, to manage its finances wisely, and to plan for the adequate funding of services
desired by the public, including the provision and maintenance of public facilities. In
these times of tight budgets, of major changes in federal and state policies toward local
government, and of limited growth in the City's tax base, the City needs to ensure that it
is capable of adequately funding and providing those government services desired by the
community. Ultimately, the City’s reputation and success will depend on the public’s
awareness and acceptability of the management and delivery of these services.

These adopted Principles of Sound Financial Management establish guidelines for the
City’s overall fiscal planning and management. These principles are intended to foster
and support the continued financial strength and stability of the City of Peoria as
reflected in its financial goals. The City’s financial goals are broad, fairly timeless
statements of the financial position the City seeks to attain:

. To deliver quality services in an affordable, efficient and cost-effective basis
providing full value for each tax dollar.

o To maintain an adequate financial base to sustain a sufficient level of municipal
services, thereby preserving the quality of life in the City of Peoria.

o To have the ability to withstand local and regional economic fluctuations, to adjust
to changes in the service requirements of our community, and to respond to
changes in Federal and State priorities and funding as they affect the City's
residents.

o To maintain a high bond credit rating to ensure the City’s access to the bond
markets and to provide assurance to the City's taxpayers that the City government
is well managed and financially sound.

Following these principles will enhance the City's financial health as well as its image
and credibility with its citizens, the public in general, bond rating agencies and investors.
To achieve these purposes as the City of Peoria continues to grow and develop, it is
important to regularly engage in the process of financial planning including reaffirming
and updating these financial guidelines. Policy changes will be needed as the City
continues to grow and become more diverse and complex in the services it provides, as
well as the organization under which it operates to provide these services to its citizens.



Policy 1
Fiscal Planning and Budgeting

Fiscal planning refers to the process of identifying resources and allocating those resources
among numerous and complex competing purposes. The primary vehicle for this planning is the
preparation, monitoring and analysis of the City’s budget. It is increasingly important to
incorporate a long-term perspective and to monitor the performance of the programs competing
to receive funding.

1.01

1.02

1.03

1.04

1.05

The City Manager shall submit to the City Council a proposed annual budget, based on
Council’s established goals, and shall execute the budget as finally adopted, pursuant to
Title 42, Chapter 17, Article 3, Section 17105 of the Arizona Revised Statutes, as
amended. The City will budget revenues and expenditures on the basis of a fiscal year
which begins July 1 and ends on the following June 30. The City Council shall adopt the
budget for the following fiscal year no later than June 30. If the budget is not adopted
before June 30, the Council shall adopt a continuing resolution to allow the City to
expend funds until the budget is adopted.

The City will prepare a five-year long-range financial forecast that will incorporate both
revenue and expenditure estimates for the City’s major operating funds. The five year
revenue forecast will identify revenues that are anticipated to be sustainable over the five
year period. The five-year long-range forecast will be updated annually and presented
to the City Council during the City budget process.

The City will prepare a budget in accordance with Government Finance Officers
Association policies and best practices and the Government Finance Officers Association
in its Distinguished Budget Award Program. The proposed budget will contain the

following:

a) Revenue estimates by major category, by fund,

b) Expenditure estimates by program levels and major expenditure category, by
fund;

c) Estimated fund balance by fund;

d) Debt service, by issue, detailing principal and interest amounts.

e) Proposed personnel staffing levels;

f) A detailed schedule of capital projects;

2) Any additional information, data, or analysis requested of management by the
City Council.

The City maintains its financial records in accordance with accounting principles
generally accepted in the United States of America known as GAAP. Although the
City’s budget is prepared on a modified cash basis that differs from GAAP, the City will
attempt to minimize these differences between the budget basis of accounting and GAAP.

The operating budget will be based on the principle that current operating expenditures,
including debt service, will be funded with current revenues. Funds will pay the indirect
cost charges for services provided by another fund. The budget will not use one-time
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1.06

1.07

1.08

1.09

1.10

1.12

1.14

(non-recurring) sources to fund continuing (recurring) uses, postpone expenditures, or
use external borrowing for operational requirements. The budget will incorporate the
best available estimates of revenues and expenditures.

A system will be used to facilitate position control. The number of full-time and regular
part-time employees on the payroll shall not exceed the total number of positions
authorized by the City Council. Pursuant to Personnel Administrative Regulation 5.13.6
additional temporary appointment of employees can be made with the approval of the
City Manager. The budget will identify the resources required to support the authorized
staffing.

Performance management will be utilized in the budget process to insure alignment with
Council goals and organization strategic efforts. Performance data will be used to
support budgetary decisions. Measures will be developed regarding the City’s efficiency
and effectiveness. A system will be used to monitor and report on the progress of key
performance measures.

Ideas for improving the efficiency and effectiveness of the City's programs and the
productivity of its employees will be considered during the budget process.

Unspent appropriations for significant programs and major projects will be considered
for reappropriation in the subsequent fiscal year. Such carryover of appropriation shall
be included in the proposed budget.

The City’s annual budget will include contingency appropriation to provide for
unanticipated increases in service delivery costs, emergencies, and needs that may arise
throughout the fiscal year. The contingency appropriation can only be expended upon
separate Council action.

The City shall establish appropriate management controls to monitor expenditure budgets
to ensure they do not exceed authorizations. For operating budgets, this control shall be
exercised at the department/fund level. For capital budgets, this control shall be at the
project level.

A quarterly report on the status of the General Fund budget and trends will be prepared
and presented to the City Council within 60 days of the end of each quarter. The
quarterly report shall include financial projections through the end of the fiscal year.

If a deficit is projected during the course of a fiscal year, the City will take steps to
reduce expenditures, increase revenues or, if a deficit is caused by an emergency,
consider using the Unassigned General Fund Balance. The City Manager may institute a
cessation during the fiscal year on hirings, promotions, transfers, capital equipment
purchases, and capital projects. Such action will not be taken arbitrarily or without
knowledge of the City Council.



1.15

A policy will be maintained that provides for levels of approval by the City Manager
and/or Council. The policy will address the transfer of expenditure authority between
funds, transfer of expenditure authority over base amounts, transfer of expenditure
authority to and from personnel, contractual, commodities or capital outlay accounts,
transfer of expenditure authority between capital projects, transfer of expenditure
authority to or from debt service accounts, and transfer of expenditure authority to or
from contingency accounts.



Policy 2
Fund Balance

Fund balance is an important indicator of the City’s financial position. Maintaining reserves is
considered a prudent management practice. Adequate fund balances are maintained to allow the
City to continue providing services to the community in case of unexpected emergencies or
requirements and/or economic downturns.

2.01

2.02

2.03

2.04

In an effort to ensure the continuance of sound financial management of public resources,
the City of Peoria's Unassigned General Fund Balance will be maintained to provide the
City with sufficient working capital and a comfortable margin of safety to address
emergencies, sudden loss of revenue or operating needs, and unexpected downturns
without borrowing.

This policy establishes the amounts the City will strive to maintain in its General Fund
balance, the conditions under which fund balance may be spent, and the method by which
fund balances will be restored. These amounts are expressed as goals, recognizing that
fund balance levels can fluctuate from year to year in the normal course of operations for
any local government.

It is the intent of the City to limit use of Unassigned General Fund balances to address
unanticipated, non-recurring needs or known and planned future obligations. Fund
balances shall not normally be applied to recurring annual operating expenditures.
Unassigned balances may, however, be used to allow time for the City to restructure its
operations in a deliberate manner, but such use will only take place in the context of
long-term financial planning.

The City will maintain an “Emergency Reserve” in the General Fund of ten percent
(10%) of the average actual General Fund revenues for the preceding five fiscal years.
The Emergency Reserve is for unexpected, large-scale events where damage in excess of
$250,000 is incurred and immediate, remedial action must be taken to protect the health
and safety of residents (e.g. floods, fires, storm damage). Any usage of Emergency
Reserves must be appropriated by the City Council. However, the City Manager may
utilize these funds when immediate action must be taken to protect the health and safety
of residents. When this occurs, the City Manager shall provide a summary report to the
Council as soon as practical on the usage of these funds. In the event these “Emergency
Reserve” funds are used, the City shall strive to restore the General Fund Emergency
Reserve to the ten percent (10%) level within the next fiscal year following the fiscal
year in which the event occurred.

The City will maintain an additional General Fund “Operating Reserve” with an upper
goal of an additional fifteen percent (15%) of the average actual General Fund revenues
for the preceding five fiscal years. The Operating Reserve is intended to be a reserve
for unexpected events whose impact exceeds $500,000 such as failure of the State to
remit revenues to the City, unexpected mandates, unexpected loss of State Shared



revenues, continuance of critical City services due to unanticipated events, or to offset
the unexpected loss of a significant funding source for the remainder of the fiscal year.

Any use of the Operating Reserve funds must be approved by the City Council and
include a repayment plan that projects to restore the Operating Reserve to the fifteen
percent (15%) level within two fiscal years following the fiscal year in which the event
occurred.

2.05 The City will maintain an additional General Fund “Budget Stabilization Reserve” with
an upper goal of an additional ten percent (10%) of the average actual General Fund
revenues for the preceding five fiscal years. The Budget Stabilization Reserve may be
used to provide funding to deal with fluctuations in fiscal cycles and operating
requirements that exceed $500,000. The reserve funds will provide time for the City to
restructure its operations in a deliberate manner to ensure continuance of critical City
activities.

Any use of the Budget Stabilization Reserve funds must be approved by the City Council
and include a repayment plan, based on a multi-year financial projection, that plans to
restore the Budget Stabilization Reserve to the ten percent (10%) level within the three
fiscal years following the fiscal year in which the event occurred.

2.06 Funds in excess of the reserves described in the paragraphs above will be Unassigned
General Fund Balance, unless otherwise assigned in accordance with GASB Statement
#54, and may be considered to supplement "pay as you go” capital outlay and one-time
operating expenditures, or may be used to prepay existing City debt. These funds may
not be used to establish or support costs that are recurring in nature.

2.07  The Chief Financial Officer is authorized to classify available fund balance for specific
purposes in accordance with Governmental Accounting Standards Board Statement #54.
It is the policy of the City that expenditures for which more than one category of fund
balance could be used, that the order of use is: Restricted Fund Balance, Committed
Fund Balance, Assigned Fund Balance, and Unassigned Fund Balance.



Policy 3
Expenditure Control

Management must ensure compliance with the legally adopted budget. In addition, purchases
and expenditures must comply with legal requirements and policies and procedures set forth by
the City.

3.01

3.02

3.03

3.04

3.05

3.06

3.07

Expenditures will be controlled by an annual appropriated budget at the department/fund
level. The City Council shall establish appropriations through the budget process. The
Council may transfer these appropriations as necessary through the budget amendment
process. Written procedures will be maintained for administrative approval and
processing of certain budget transfers within funds.

Department heads are responsible for monitoring expenditures to prevent exceeding their
total departmental appropriation budget. It is the responsibility of these department
heads to immediately notify the City’s Management & Budget Department and the City
Manager of any circumstances that could result in a departmental appropriation being
exceeded.

The City will maintain a purchasing system that provides needed commodities and
services in a timely manner to avoid interruptions in the delivery of services. All
purchases shall be made in accordance with the City's procurement code, purchasing
policies, guidelines and procedures and applicable state and federal laws. The City will
endeavor to obtain supplies, equipment and services that provide the best value.

A system of appropriate internal controls and procedures using best practices shall be
maintained for the procurement and payment processes.

The City will endeavor to make all payments within the established terms. The City shall
pay applicable contractor invoices in accordance with the requirements of Arizona
Revised Statutes 34-221.

The State of Arizona sets a limit on the expenditures of local jurisdictions. The City will
comply with these expenditure limitations and will submit an audited expenditure
limitation report as defined by the Uniform Expenditure Reporting System (A.R.S.
Section 41-1279.07) along with audited financial statements to the State Auditor General
within the prescribed timelines.

The City Council will pursue local override of the State expenditure limitation as
provided by the State Constitution if the projected expenditures within two years are
anticipated to exceed the expenditure limitation. This override will use one of the
alternative expenditure options as defined in Article IX, Section 20 of Arizona law.



Policy 4

Revenues and Collections

In order to provide funding for service delivery, the City must have reliable revenue sources.
These revenues must be assessed and collected equitably, timely, and efficiently.

4.01 The City's goal is a diversified General Fund revenue base which includes sales taxes,
state shared revenues, and other revenue sources.

4.02  The City will strive to maintain a diversified and stable revenue base to shelter it from
economic changes or short-term fluctuations by doing the following:

a)

b)
c)

d)

Periodically conducting a cost of service study to determine if all allowable fees
are being properly calculated and set at an appropriate level.

Establishing new charges and fees as appropriate and as permitted by law.
Pursuing legislative change, when necessary, to permit changes or establishment
of user charges and fees.

Aggressively collecting all revenues, late penalties and related interest as
authorized by the Arizona Revised Statues.

4.03  The City will establish a Revenue Committee to monitor significant revenues to insure
they are received timely and reported accurately. The Revenue Committee will meet
periodically and will prepare a report on revenue collections, trends and updated year-end
estimates.
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Policy 5

Grants

Many grants require Council’s appropriation of funds, either for the original grant or to continue
programs after the grant funding has expired. Council should review these grant opportunities

prior to

5.01

5.02

5.03

5.04

determining whether application should be made for these grant funds.

The City shall apply for only those grants that are consistent with the objectives and high
priority needs previously identified by Council. The potential for incurring ongoing
costs, to include the assumption of support for grant-funded positions from local
revenues, will be considered prior to applying for a grant.

The City shall attempt to recover all allowable costs — both direct and indirect —
associated with the administration and implementation of programs funded through
grants. The City may waive or reduce indirect costs if doing so will significantly
increase the effectiveness of the grant.

All grant submittals shall be reviewed for their cash match requirements, their potential
impact on the operating budget, and the extent to which they meet the City’s policy
objectives. When the potential for expenditures is $20,000 or more, departments should
seek Council approval prior to submission of the grant application. Should time
constraints under the grant make this impossible, the department shall obtain written
approval to submit the grant application from the City Manager and then, at the earliest
feasible time, seek formal Council approval. Council will be informed of any financial
obligations that will be incurred by the City. If there is a cash match requirement, the
source of funding shall be identified prior to application.

The City shall terminate grant-funded programs and associated positions when the grant
has expired and funds are no longer available unless alternate funding is identified.
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Policy 6
Cost of Service and User Fees

User fees and charges are payments for voluntarily purchased, publicly provided services that
benefit specific individuals. The City relies on user fees and charges to supplement other
revenue sources in order to provide public services.

Indirect cost charges will be assessed to reflect the full cost of identified services.

6.01

6.02

6.03

6.04

The City may establish user fees and charges for certain services provided to users
receiving a specific benefit.

On a regular basis, the City will conduct a cost of service study to identify the full cost of
providing a service for which fees are charged. The calculation of full cost will include
all reasonable and justifiable direct and indirect cost components.

User fees shall be reviewed on a regular basis to calculate their full cost recovery levels,
to compare them to the current fee structure, and to recommend adjustments where
necessary. Competing policy objectives may result in reduced user fees and charges that
recover only a portion of service costs.

The City shall establish cost allocation models to determine the administrative service

charges due to the appropriate operating fund for overhead and staff support provided to
another fund.
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Policy 7
Development Impact Fees

The Council’s policy is that to the extent reasonable, growth should pay for itself. As such, the
Council has adopted a schedule of development impact fees. Development impact fees are one-
time charges assessed against new customers to recover their proportional share of capital costs
incurred to provide service capacity for new customers. Developer contributed assets will be
considered for credits against the impact fee based on a modeled value. Appropriate
development fees are an important component in the overall strategy for financing capital
improvements.

7.01 The City’s objectives for development impact fees shall include the following:
a) Support the reasonable cost of growth.

b) Consider the impact of growth on existing residents.
c) Develop cost justified development fees.

d) Address infrastructure requirements.

e) Promote economic development.

f) Provide financial capacity.

7.02  In general, development impact fees must be based on a rational analysis. This analysis
will include:

a) a reasonable assessment of the impacts of growth on the City’s capital needs as
identified in an infrastructure improvement plan;

b) a determination that the amount of the fee does not exceed the reasonable cost to
provide capacity to accommodate growth;

c) a separate accounting of funds collected; and

d) an identification of potential liabilities or offsets to recognize other financial

commitments resulting from development.

7.03  The City will monitor the use of impact fee credits (both offsets and reimbursements) and
will track and report liabilities associated with these credits on an annual basis.

7.04  Development impact fees may be assessed for a public purpose such as:

a) Libraries

b) Parks, recreation facilities, trails and open space
C) Law enforcement

d) Fire protection

e) General government

f) Transportation

g) Water

h) Water resources

1) Wastewater

1) Solid Waste

7.05  The City shall conduct a review of its development impact fees on a biennial basis.
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Policy 8
Capital Improvement Program

The purpose of the Capital Improvement Program is to systematically identify, plan, schedule,
finance, track and monitor capital projects to ensure cost-effectiveness as well as conformance to
established policies.

8.01 The City Manager will annually submit a financially balanced, multi-year Capital
Improvement Program for review by the City Council pursuant to the timeline
established in the annual budget preparation schedule. Submission of the Capital
Improvement Program shall be consistent with the requirements of Title 42, Chapter 17,
Article 3 of the Arizona Revised Statutes. The Capital Improvement Program will
incorporate a methodology to determine a general sense of project priority according to
developed criteria.

8.02 The Capital Improvement Program shall provide:
a) A statement of the objectives of the Capital Improvement Program and the
relationship with the City’s General Plan, department master plans, necessary
service levels, and expected facility needs.

b) An implementation program for each of the capital improvements that provides
for the coordination and timing of project construction among various city
departments.

c) An estimate of each project’s costs, anticipated sources of revenue for financing

the project, and an estimate of the impact of each project on City revenues and
operating budgets. The operating impact information shall be provided for the
period covered in the City’s current ten year Capital Improvement Program. No
capital project shall be funded unless operating impacts have been assessed and
the necessary funds can be reasonably anticipated to be available when needed.

d) For the systematic improvement, maintenance, and replacement of the City’s
capital infrastructure as needed.
e) A schedule of proposed debt requirements.

8.03  The City will match programs and activities identified in the Capital Improvement
Program with associated funding sources.

8.04 The performance and continued use of capital infrastructure is essential to delivering
public services. Deferring essential maintenance and/or asset replacement can negatively
impact service delivery and increase long term costs. As such, the city will periodically
assess the condition of assets and infrastructure and appropriately plan for required major
maintenance and replacement needs. Efforts will be made to allocate sufficient funds in
the multi-year capital plan and operating budgets for condition assessment, preventative
and major maintenance, and repair and replacement of critical infrastructure assets.

8.05 The City's objective is to incorporate “Pay-As-You-Go” funding (using available cash
resources) in the annual Capital Improvement Program. This will supplement funding
from other sources such as IGAs, bonds, impact fees and grants.
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8.06 When current revenues or resources are available for capital improvement projects,
consideration will be given first to those capital assets with the shortest useful life and/or
to those capital assets whose nature makes them comparatively more difficult to finance
with bonds or lease financing. Using cash for projects with shorter lives and bonds for
projects with longer lives facilitates “intergenerational equity”, wherein projects with
long useful lives are paid over several generations using the project through debt service
payments.

8.07 The first year of the adopted capital plan will be the capital budget for that fiscal year.

8.08  Staff will monitor projects in progress to insure their timely completion or the adjustment
of the Capital Improvement Program as approved by Council if a project is delayed or
deferred. Periodic status reports will be presented to City Council to share project

progress and identify significant issues associated with a project.

8.09  Within 90 days of the completion of a capital project any remaining appropriated funds
for the project will revert to the fund balance of the funding source.

8.010 The Capital Improvement Program will be updated annually as a multi-departmental
effort.
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Policy 9
Capital Asset Accounting and Replacement

An effective capital asset accounting system is important in managing the City’s capital asset
investment.

9.01

9.02

9.03

9.04

9.05

The City will maintain a schedule of individual capital assets with values in excess of
$5,000 and an estimated useful life in excess of one year. All items with an original
value of less than $5,000, or with an estimated useful life of one year or less, will be
recorded as operating expenditures.

The City will provide replacement funding for fleet vehicles and certain computer
equipment. The replacement schedule will be updated as part of the annual budget
process.

The City shall maintain a listing, outside of the capital asset system, of all computers and
shall conduct a periodic physical inventory of those computers.

The City’s Fleet Management Division shall maintain a Fleet Master Listing of all
vehicles and other large motorized equipment (road graders, backhoes, etc.). The capital
asset listing for vehicles shall be reconciled to the Fleet Master Listing at least annually.
Inventory control of the City’s vehicles shall be maintained through the fleet maintenance
program.

Other non-infrastructure capital assets of the City shall be reviewed on a three year cycle
through sampling of the capital asset listing.
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Policy 10
Cash Management and Investment

Cash management includes the activities undertaken to ensure maximum cash availability and
reasonable investment yield on a government’s idle cash, and the cash collection function.

10.01

10.02

10.03

10.04

10.05

10.06

10.07

10.08

10.09

10.10

10.11

The City shall maintain and comply with a written Investment Policy that has been
approved by the City Council. The Chief Financial Officer, as Chief Investment Officer,
or his designee shall invest all funds of the City according to the approved Investment
Policy.

The City will collect, deposit and disburse all funds on a schedule that insures optimum
cash availability for investment.

In order to obtain higher yields from its overall portfolio, the City will consolidate cash
balances from various funds for investment purposes, and will allocate investment

earnings to each participating fund.

Bond funds will be segregated from all other funds for arbitrage and accounting
purposes.

The City will project the cash needs of the City to optimize the efficiency of the City's
investment and cash management program.

The City will conduct its treasury activities with financial institution(s) based upon
written contracts.

Ownership of the City’s investment securities will be protected through third party
custodial safekeeping.

All City bank accounts shall be reconciled and reviewed on a monthly basis.
Investment performance will be measured using standard indices specified in the City's
written investment policy. The Chief Financial Officer shall provide the City Council

with a quarterly investment reports.

The City’s Cash Management and Investment processes will be in accordance with
written internal controls and procedures.

The City will provide a cash collection, handling, training and procedures program.
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Policy 11
Debt Management

The City utilizes long term debt to finance capital projects with long useful lives. Financing
capital projects with debt provides for an “intergenerational equity”, as the actual users of the
capital asset pay for its cost over time, rather than one group of users paying in advance for the
costs of the asset.

The purpose of this debt management policy is to provide for the preservation and eventual
enhancement of the City’s bond ratings, the maintenance of adequate debt service reserves,
compliance with debt instrument covenants and provisions, and required disclosures to investors,
underwriters and rating agencies. These policy guidelines will also be used when evaluating the
purpose, necessity and condition under which debt will be issued. These policies are meant to
supplement the legal framework of public debt laws provided by the Arizona Constitution, State
Statutes, City Charter, federal tax laws and the City’s current bond resolutions and covenants.

The Arizona Constitution limits a City’s bonded debt capacity (outstanding principal) to certain
percentages of the City’s secondary assessed valuation by the type of project to be constructed.
There is a limit of 20% of secondary assessed valuation for projects involving water, sewer,
streets, transportation, public safety, artificial lighting, parks, open space, and recreational
facility improvements. There is a limit of 6% of secondary assessed valuation for any other
general-purpose project.

11.01 The overall debt management policy of the City will ensure that financial resources of the
City are adequate in any general economic situation to not preclude the City’s ability to
pay its debt when due.

11.02 The City will not use long-term debt to fund current operations or smaller projects that
can be financed from current revenues or resources. The City will first attempt to utilize
"pay as you go" capital financing and/or the use of operating funds or impact fees where
applicable.

11.03 The City does not intend to issue commercial paper (CP) or bond anticipation notes
(BANSs) for periods longer than two years or for the term of a construction project. If CP
or a BAN is issued for a capital project, it will be converted to a long-term bond or
redeemed at its maturity.

11.04 The issuance of variable rate debt by the City will be subject to the most careful review
and will be issued only in a prudent and fiscally responsible manner.

11.05 The City shall attempt to combine debt issuances in order to minimize issuance costs.

11.06 Whenever the City finds it necessary to issue property tax-supported bonds, the following
policy will be adhered to:
a) Tax supported bonds are bonds for which funds used to make annual debt service
expenditures are derived from ad valorum (property) tax revenue of the City.
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11.07

b) The target for the maturity of general obligation bonds will typically be between
twenty and thirty years. The target for the “average weighted maturities” for
general obligation bonds of the City will be twelve and one half (12 '2) years.

C) Generally, the City will structure general obligation bond issues to create level
debt service payments over the life of the issue.

d) Debt supported by the City’s General Fund will not exceed 10% of the annual
General Fund revenues.

e) Secondary property tax rates will be determined each year as part of the
budgetary process (pursuant to State law) to pay the necessary debt service
payments of general obligation bonds currently outstanding or expected to be
issued within the fiscal year.

f) In accordance with requirements of the State of Arizona Constitution, total
bonded debt will not exceed the 20% limitation and 6% limitation of the total
secondary assessed valuation of taxable property in the City.

g) Reserve funds, when required, will be provided to adequately meet debt service
requirements in subsequent years.

h) Interest earnings on bond fund balances will only be used to pay debt service on
the bonds unless otherwise committed for other uses or purposes of the project.

1) The term of any bond will not exceed the useful life of the capital project/facility

or equipment for which the borrowing is intended.

Revenue bonds are defined as a bond on which the debt service is payable from the
revenue generated from the operation of the project being financed or a category of
facilities, from other non-tax sources of the City, or from other designated taxes such as
highway user’s revenues, excise tax, or special fees or taxes. For any bonds or lease-
purchase obligations in which the debt service is paid from revenue generated by the
project and/or partially paid from non-property tax sources, that debt service is deemed to
be revenue bonds and are excluded from the calculation of the annual debt service
limitation. Whenever the City finds it necessary to issue revenue bonds, the following
guidelines will be adhered to:

a) Revenue bonds of the City will be analyzed carefully by the Finance Department
for fiscal soundness. Part of this analysis shall include a feasibility report
prepared by an independent consultant prior to the issuance of utility supported
revenue bonds to ensure the generation of sufficient revenues to meet debt service
requirements, compliance with existing bond covenants and to protect the
bondholders.

b) Revenue bonds should typically be structured to provide level annual debt service
over the life of the issue.

C) Debt Service Reserve Funds should be provided when required by rating
agencies, bond insurers or existing bond covenants.

d) Interest earnings on the reserve fund balances will be used to pay debt service on
the bonds unless otherwise committed for other uses or purposes of the project.

e) The term of any revenue bond or lease obligation issue will not exceed the useful
life of the capital project/facility or equipment for which the borrowing is
intended.
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11.08

11.09

11.10

11.11

11.12

11.13

11.14

f) The target for the term of revenue bonds will typically be between twenty and
thirty years. The target for the “average weighted maturities” for revenue bonds
of the City will be twelve and one half (12 '2) years.

Improvement District (ID) and Community Facility District (CFD) Bonds shall be issued
only when the formation of the district demonstrates a clear and significant purpose for
the City. It is intended that Improvement District and Community Facility District bonds
will be primarily issued for neighborhoods desiring improvements to their property such
as roads, water lines, sewer lines, street lights, and drainage. The District must provide a
specific benefit to the property owner(s). The City will review each project through
active involvement of City staff and/or selected consultants to prepare projections, review
pro-forma information and business plans, perform engineering studies, analyze
minimum debt coverage and value to debt ratios, and conduct other analyses necessary to
consider the proposal against specified criteria. Both ID and CFD bonds will be utilized
only when it is expected that they will be outstanding for their full term.

An expanded policy will be maintained detailing the policy and procedures of the City
related to any future consideration of the formation of a Community Facilities District.
Use of a CFD would require compliance with the new guidelines and procedures and
specific Council approval.

Refunding bonds will be measured against a standard of the net present value debt
service savings exceeding 5% of the debt service amount of the bonds being refunded, or
if savings exceed $750,000, or for the purposes of modifying restrictive covenants or to
modify the existing debt structure to the benefit of the City.

The investment of bond proceeds shall at all times be in compliance with the City’s
Investment and Portfolio Policies and meet all requirements of bond covenants.

The City shall comply with all U.S. Internal Revenue Service arbitrage rebate
requirements for bonded indebtedness.

The City shall comply with Arizona Revised Statutes and all other legal requirements
regarding the issuance of bonds and certificates of the City or its debt issuing authorities.

The City will maintain regular contact with rating agencies through telephonic
conferences, meetings, or visits on and off-site. The City will secure ratings on all bonds
issued when economically feasible.

The City’s Finance Department shall maintain a debt profile for all bonds issued and
update the profile on an annual basis. The debt profile shall include specific information
regarding the size and type of debt issued, projects financed by the bonds, debt service
schedules and other pertinent information related to each specific bond issue.
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Policy 12
Utility Enterprise Funds

Government utility enterprises generate revenue to recover the cost of providing water,
wastewater, and solid waste services. User charges are established to offset the cost of providing
these services.

12.01

12.02

12.03

12.04

12.05

12.06

Separate funds will be established and maintained to properly account for each utility
operation. Utility funds will not be used to subsidize the operations of other non-utility
funds. Interfund charges will be assessed for the administrative support of the enterprise
activity.

The City will establish rates and fees at levels that cover the total direct and indirect
costs, including operations, capital outlay, unrestricted cash reserve requirements, debt
service and debt coverage requirements for water, wastewater, and solid waste services.
Rates will be reviewed in conjunction with the City’s annual capital planning and
budgeting processes.

All existing water and sewer rates and charges will be reviewed periodically to
recommend necessary rate adjustments. Bond covenants may exist that require
maintaining a minimum debt coverage ratio of at least 1.25 times. In order to help
maintain the city’s high bond rating, the recommended rates will be based on a model
that projects achieving a target debt coverage ratio of 2.0 times. For financial planning
purposes, the debt coverage ratios will be calculated without consideration of expansion
fee revenue.

The City of Peoria's Enterprise Operating Fund working capital will be maintained to
provide the City with a comfortable margin of safety to address emergencies and
unexpected declines in revenue without borrowing. The cash reserve balance (working
capital) goal for the water and wastewater enterprise operating funds will be at least
twenty-five percent (25%) of the actual operating expenditures for the fiscal year.

The City will maintain a “Rate Stabilization Fund” in Water and Wastewater Funds of
five percent (5%) of the average actual revenues for the preceding three fiscal years. The
Rate Stabilization Fund can be used to moderate significant rate increases. In the event
the “Rate Stabilization Fund” is used, the City shall strive to restore the Fund to the five
percent (5%) level within the next three fiscal years following the fiscal year in which the
fund was used.

The City will maintain an additional “Debt Stabilization Fund” with an upper goal of
approximately fifty percent (50%) of the maximum annual debt service payment in the
following five years. The Debt Stabilization Fund is intended to provide additional
security to insure the City’s ability to meet debt service obligations. In the event the
Debt Stabilization Fund is used, the City shall strive to restore the Fund to the defined
level within the next three fiscal years following the fiscal year in which the fund was
used.
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12.07

12.08

12.09

12.10

The City will maintain an additional “Asset Maintenance Fund” with an upper goal equal
to two percent (2%) of the enterprise fund infrastructure assets. The Asset Maintenance
Fund may be used to provide funding for the repair and maintenance of critical
infrastructure. In the event the Asset Maintenance Fund is used, the City shall strive to
restore the Fund to the defined level within the next three fiscal years following the fiscal
year in which the fund was used.

Funds in excess of the reserves described in the paragraphs above may be considered to
supplement "pay as you go” capital outlay and one-time operating expenditures, or may
be used to prepay existing City debt. These funds may not be used to establish or support
costs that are recurring in nature.

A rate stabilization fund will be established for the water and wastewater funds if the
City issues variable rate debt. The goal of the stabilization fund will be to be sufficient to
support the use of variable rate debt within these enterprise operations.

Solid waste rates and charges will be established and reviewed periodically to ensure
costs are allocated appropriately between residential and commercial solid waste
services. Both the residential and commercial programs will independently support
themselves, creating sufficient revenues to offset expenditures and maintain specified
cash balances (working capital). The working capital goal for the residential and
commercial solid waste enterprise funds is twenty percent (20%) of the actual operating
expenditures for the current fiscal year.
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Policy 13
One Half-Cent Sales Tax

The Council has established a special one-half cent sales tax designated primarily for debt
service, reserves, and capital needs. These funds will be recorded and expended separately.

13.01 The City maintains a separate One Half-Cent Sales Tax Fund. It is important that the
revenues and expenditures be budgeted and accounted for separately for the additional
one-half (72) cent included in the City’s sales tax.

13.02 Revenues from the City’s total sales tax shall be presented in the budget in a manner that
a distinction is made between the one (1) cent sales tax and the one-half (%) cent sales
tax. In addition, a tracking system will be maintained for the expenditures of the one-half
(*2) cent sales tax.

13.03 Definitions

a) Capital Expenditures — The cost of an acquisition or repair to property where the
property or improvements have a useful life extending substantially beyond one
year.

b) Economic Development Expenditures — Costs associated with promoting

revenue-generating activities, quality job creation, vital economic development
projects, and other efforts consistent with Policy #14 — Economic Development.

C) Community Promotions Expenditures — Costs associated with enhancing the
image of the community, including special cultural and community events that
encourage revenue-producing activities.

d) Municipal Development Authority — The Peoria Municipal Development
Authority (MDA) and the Peoria Municipal Sports Complex Authority (MSCA)
are non-profit municipal property corporations organized to issue bonds and to
enter into lease agreements with the City. Agreements with the MDA and MSCA
require the City secure the lease (debt service) payments on bonds with the City’s
excise taxes.

e) Debt Service — The payment on a semi-annual or other basis of lease payments
under a lease between the City and a municipal property corporation (MDA or
MSCA), wherein the lease payments equal the debt service payments on bonds
issued by the MDA or MSCA.
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13.04

13.05

One-Half Cent Expenditures & Reserves
Use of One-Half Cent Sales Tax funds shall be prioritized as follows:

First Priority — Debt Service

The debt service for those MDA bonds for which the payment source is one-half (72) cent
sales tax revenues including administrative, accounting and legal costs connected with
the bond payment.

Second Priority — Fund Balance
The One-Half (’2) Cent Sales Tax Fund balance will include the following:

a) One-Half (!2) Cents Sales Tax Debt Service Reserve
This reserve should be $1 million for outstanding bonds being paid from
the one-half ('2) cent sales tax.

b) One-Half (%) Cents Sales Tax Reserve
An additional reserve goal for the fund is thirty-five percent (35%) of the
average actual revenues for preceding five fiscal years. The reserve shall
not normally be applied to recurring needs or known and planned future
obligations. Rather, this reserve may be used to fund temporary needs in
an emergency, to maintain critical city services due to unanticipated
events or unexpected loss of revenues, or to provide funding to deal with
fluctuations in fiscal cycles and operating requirements. Use of these
reserve funds must be approved by the City Council. To the extent these
reserves are expended, the City will make every effort to decrease its Half-
Cent expenditures as necessary to prevent the continued use of reserves.
Additionally, the City will, through multi-year financial projections,
prepare a plan to restore this reserve within the three fiscal years following
the fiscal year in which the use of reserves occurred.

Third Priority — Capital, Economic Development and Community Promotions
Remaining funds from the one-half (72) cent sales tax not utilized for debt service or in
reserves can be used for capital, economic development, and community promotions
expenditures.

Fourth Priority — Specific City Operational Expenditures
Certain specific operational expenditures may be identified by Council through the
annual budget process to be funded through the one-half (2) cent sales tax revenues.

The following criteria will be used in evaluating Capital, Economic Development, and
Community Promotions projects for which one-half (}2) cent sales tax revenue can be
used.
a) Projects where a City match is needed to obtain outside funds.
b) Projects which construct infrastructure, assemble land, or expend funds as
investment in development or community promotions that will serve as a
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catalyst for, or assist in the creation of, revenue producing economic
development for the City.

c) Projects which have a community wide or area wide benefit.

d) Projects which save General Fund expenditures normally used for operations.

e) Projects which would result in the City not having to sell bonds in order to
finance such projects.

13.06 Any Utility Enterprise Fund projects funded from the one-half () cent sales tax would
have to be repaid to the One-Half Cent Sales Tax Fund from the particular utility
enterprise fund. An annual accounting of the expenditures and repayments from the
utility enterprise funds will be presented to Council as part of the annual budget process.
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Policy 14
Economic Development

The Council has established economic development objectives that support encouraging,
initiating, and participating in certain types of economic development efforts that create job
opportunities and diversify and strengthen the local economy.

14.01

14.02

14.03

14.04

14.05

14.06

The City will expand and diversify its economic base by attracting and expanding
targeted industries to the City. Special emphasis will be given to targeted industries that
will employ the local labor force in professional, technical and skilled labor positions.
Such business and industry will be sited and developed in accordance with the plans,
policies and ordinances of the City.

The objective of the City’s economic development strategy is to encourage value-added

development and accrue public benefits to the City of Peoria. A public benefit may

include:

a) Enhancing the financial position of the City by increasing the targeted
employment base, creating quality jobs, and increasing property assessed
valuation or general and special use tax revenues.

b) Constructing capital improvements that enhance the basic infrastructure of the
City

C) Growing and/or expanding targeted industries in the city that create jobs.

d) Redeveloping unused or underutilized properties into targeted development
classes.

An important City goal is to create value added, higher pay employment opportunities for
its residents by recruiting businesses in the city.

The City will endeavor to achieve a 25% non-residential property tax base by increasing
the number of commercial/industrial businesses in the city.

Development incentives for non-residential projects shall be applied consistent with State
law and prove to have public benefits consistent with the City’s economic development
goals.

Targeted industries, including bioscience, technology, alternative energy, engineering,
telecommunications, healthcare, and higher education within the City shall be considered
for special emphasis when the project demonstrates at least one of the following:

a) Provides quality direct employment opportunities for Peoria citizens.

b) Provides additional indirect employment opportunities through primary and
secondary employment generation to Peoria residents.

c) Results in significant increase in property tax revenues accruing to the City.

d) Results in goods and/or services being purchased within Peoria.

e) Expands the labor base with jobs tied to targeted industries.

f) Provides needed public infrastructure.
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14.07

14.09

14.10

g) Offers unique recreational opportunities or cultural enhancements for the residents of
Peoria.

h) Expands the economic base of the City by locating new targeted industries within the
city.

The City may consider a variety of development incentives that clearly benefit the City.
Incentives to pursue economic development objectives may include, but are not limited
to, one or more of the following:

a) Formation of improvement districts.
b) Formation of Community Facilities Districts.
C) Intergovernmental Agreements (IGAs) with other agencies for projects which will

provide benefit to multiple jurisdictions.

d) Use of Industrial Development Authority Bonds.

e) Use of development mechanisms available to the City in redevelopment districts,
including funding opportunities where appropriate.

f) Use of State of Arizona Enterprise Zone Tax Credits.

g) Reimbursement, deferral and/or waiver of certain fees and charges.

h) Use of Enterprise Zones, Foreign Trade Zones, or other incentive based zones as
approved by City Council.

1) Provision for allowing credits for off-site public infrastructure development costs
against future City transaction privilege tax revenues.

1 Direct financial assistance to a private for profit or non-profit entity or business.

k) Lease or acquisition of real property to facilitate economic development or
redevelopment.

1) Lease or acquisition of personal property for economic development.

m) Work force training assistance to a business or company.

n) Provision of expedited plan review, development agreement processing, and

permit processing.

Business assistance incentives will be focused primarily on targeted industries. Real
estate investments will be focused primarily in targeted investment zones.

Economic Development incentives shall typically be “performance based” so that the
recipient only receives the incentive if its performance meets selected criteria set forth in
the development agreement. Other guidelines may apply to a project, which contributes
to the overall benefit of the City in other ways, (e.g. downtown revitalization or
development in specific target areas).

The best returns on public investment through economic development incentives are
those that have been examined carefully against the cost of public expenditure. To
ensure government accountability and thoughtful long-term policymaking, an
examination of the benefit to the City must be compared to the offered incentives, the
need for those incentives, and the public cost. As such, the City will conduct a fiscal
impact and legal analysis of any proposed projects. The City will evaluate items such as
economic costs, economic benefits, tax base impact, intrinsic benefits and levels of each
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14.11

14.12

14.13

type of risk that are associated with the project requesting an economic development
incentive, as well as the legal compliance and financial impact of all such incentives on
the City’s operating and capital budgets.

The fiscal impact evaluation shall be presented to the City Council by staff. The City
Council shall make the final decision concerning proposed economic development
incentives, including the terms and conditions contained within any proposed
memorandum of understanding or development agreement.

Certain exclusions, limitations, disclosure, and collateral requirements apply to these
incentives.

a) Development incentives shall not normally be provided to offset buy-out fees to
obtain release from the Certificate of Convenience and Necessity for a private
water company.

b) Under current practice, future transaction privilege tax reimbursement will
generally be limited to one-half (1/2) of one percent of privilege tax generated
and the duration to a maximum of five to seven years.

c) Failure to operate facilities developed under a development incentive plan will
require the developer to repay the City for certain amounts that may have been
advanced.

d) Residential development normally will not be provided any incentive package

unless a clear net benefit to the City can be demonstrated or some other public
purpose is served (e.g., in-fill projects in a maturing area of the City to retain
existing businesses, etc.).

The City may establish an economic development reserve fund to provide a source of
funding to offset certain economic development incentives. To the extent that these
reserves are expended, the City will attempt to restore the reserve fund to the established
amount. These funds may not be used to support costs that are recurring in nature.
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Policy 15
Risk Management

Risk management has become increasingly important in guarding against economic loss and in
ensuring public safety in a time of increasing public liability and litigation. Risk management is
involved in the identification, evaluation, and treatment of the City’s risk.

15.01 The City shall make diligent efforts to prevent or mitigate the loss of City assets and to
reduce the City's exposure to liability through training, safety, risk financing and the
transfer of risk when cost effective.

15.02 When cost effective, the City shall manage its exposure to risk through self-insurance or
through the purchase of traditional third-party insurance in the following areas: general
liability, automobile liability, public officials' errors and omissions, police professional
liability, and property loss.

15.03 When cost effective, the City will further control its exposure to risk through the use of
“hold harmless” agreements in City contracts and by requiring contractors to carry
liability insurance, including errors and omissions coverage for architectural,
engineering, and other applicable professional firms.

15.04 Insurance reserves shall be maintained at a level which, together with any purchased
insurance, will adequately indemnify the City’s assets and its elected officials, officers
and directors against loss. A regular study will be conducted for potential liability areas
and shall be used as a basis for determining self-insurance reserves based on historical
loss data. The City will strive to fully fund actual and estimated liabilities including
reserves for incurred-but-not-reported (IBNR) claims.

15.05 The City will identify and disclose material contingent liabilities in the City’s
Comprehensive Annual Financial Report (CAFR).

15.06 Cost allocations to various funds will be based on an analysis of contributing factors.
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Policy 16
Accounting, Auditing and Financial Reporting

Accounting, auditing and financial reporting form the informational infrastructure for public
finance. Internal and external financial reports provide important information to the City’s
legislative body, management, citizens, investors and creditors.

16.01

16.02

16.03

16.04

The City will comply with accounting principles generally accepted in the United States
(GAAP), as well as Generally Accepted Auditing Standards (GAAS) and Generally
Accepted Governmental Auditing Standards (GAGAS) in its accounting and financial
reporting, as contained in the following publications:

a) Codification of Governmental Accounting and Financial Reporting Standards,
issued by the Governmental Accounting Standard Board (GASB) as well as
earlier standard setting boards.

b) Pronouncements of the Financial Accounting Standards Board, (FASB) issued
prior to December 1, 1989.

c) Governmental Accounting, Auditing, and Financial Reporting (GAAFR), issued
by the Government Finance Officers Association (GFOA) of the United States
and Canada.

d) Municipal Budget and Finance Manual, prepared by the League of Arizona Cities
and Towns.

e) Audits of State and Local Governmental Units, an industry audit guide published
by the American Institute of Certified Public Accounts (AICPA) and any
applicable Statements of Position (SOPs) and Statements of Auditing Standards
(SASs) issued by the AICPA.

f) Government Auditing Standards (also know as the Yellow Book), issued by the
Controller General of the United States.

g) Circular A-133, issued by the U.S. Office of Management and Budget (OMB).

Monthly financial reports will be made available to all departments summarizing
financial activity and comparing actual revenues and expenditures with budgeted
amounts.

A system of internal accounting controls and procedures will be maintained to provide
reasonable assurance of the safeguarding of assets, the proper recording of financial
transactions of the City, and compliance with applicable laws and regulations.

In accordance with State law and City Charter requirements, a comprehensive financial
audit, including an audit of federal grants according to the Single Audit Act and the OMB
Circular A-133, will be performed annually by an independent public accounting firm,
with the objective of expressing an opinion on the City’s financial statements. The City
will prepare its financial statements in accordance with applicable standards and will
account for its operations in a manner consistent with the goal of obtaining an unqualified
opinion from its auditors.
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16.05

16.06

16.07

The City will prepare a Comprehensive Annual Financial Report (CAFR) in accordance
with the principles and guidelines established by the Government Finance Officers
Association “Certificate of Achievement for Excellence in Financial Reporting” program.
Staff will endeavor to provide the CAFR, the Single Audit, and the Management Letter to
the City Council for a November Council meeting each year for the preceding fiscal year
or as required by the Arizona Revised Statues or City Charter. Staff will endeavor to
provide the CAFR to the Government Finance Officers Association by December 31 of
each year for review in the Certificate program.

All departments will provide notice of all significant events and financial and related
matters to the Chief Financial Officer for the City’s annual disclosures, as required by the
SEC Rule 15¢2-12, for the municipal markets, financial statements and bond
representations. A listing of significant events is included in Appendix A to this
document. The Chief Financial Officer will notify all Nationally Recognized Municipal
Securities Information Repositories of these significant events.

The City’s Comprehensive Annual Financial Report (CAFR) will include the bond
related on-going disclosure requirements and will fully disclose all significant events and
financial and related issues. The City will provide the CAFR to the bond rating agencies,
municipal bond insurers, national bond disclosure repositories and other interested
parties.
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Policy 17
Policy Review

By their nature policies must change and evolve over time. As with any other policies, these
financial policies should be subject to periodic review and revision.

17.01 The City Council will periodically review and affirm the financial policies contained in
this document.
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Appendix A
Reporting of Significant Events (Continuing Disclosure Requirements)

If knowledge of the occurrence of a listed event would be material to the City, the City shall
promptly file a “Notice of Material Event” with the Municipal Securities Rulemaking Board and
with each depository. The following events are defined as significant events with respect to
municipal securities.

1) Principal and interest payment delinquencies;

2) Non-payment related defaults, if material;

3) Unscheduled draws on debt service reserves reflecting financial difficulties;

4) Unscheduled draws on credit enhancements reflecting financial difficulties;

5) Substitution of credit or liquidity providers or their failure to perform;

6) Adverse tax opinions, the issuance by the Internal Revenue Service of proposed of final

determination of taxability, Notices of Proposed Issue (IRS Form 5701-TEB) or other
material notices or determination with respect to the tax status of the security, or other
material events affecting the tax-exempt status of the securities;

7) Modifications to rights of holders (i.e. owners), if material;

8) Bond calls (which are other than mandatory or scheduled redemptions, not otherwise
contingent upon the occurrence of an event are optional or unscheduled) and tender
offers;

9) Defeasances;

10)  Release, substitution, or sale of property securing repayment of the securities (including
property leased, mortgaged or pledged as such security), if material;

11)  Bond rating changes;

12)  Bankruptcy, insolvency, receivership or similar event;

13)  Merger, consolidation, acquisition, or the sale of all or substantially all of the assets,
other than in the ordinary course of business, if material,;

14)  Appointment of a successor or additional trustee or the change of name of a trustee, if
material.
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Appendix B
Community Facilities District Guidelines and Procedures
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