EXHIBIT A

CITY OF ROWLETT
FINANCIAL AND FISCAL POLICIES

STATEMENT OF PURPOSE

The City recognizes that the community of Rowlett is a unique, dynamic environment with a rich, cultural
history and desires to enhance and protect that environment through the adoption of fiscally responsible
policies that will maintain or improve the financial health and well being of the City. In order to accomplish
this, it is critical to understand the external economic factors operating in the community, identify existing
and/or emerging problems before they reach serious proportions, and consider the financial impact decisions
have on the City’s financial condition. The goals of these financial and fiscal policies are as follows:

A

G.

H.

To protect the City's policy-making ability by ensuring that policy decisions are not hindered by financial
problems or emergencies.

To assist sound management of the City by providing accurate and timely information on financial
condition.

To provide sound principles to guide the important decisions of the City Council and of management
which have significant fiscal impact.

To establish operational principles that minimize the cost of local govemment, to the extent consistent
with services provided by the City, and which minimize financial risk.

To employ revenue policies that prevent undue or unbalanced reliance on certain revenues, which
distribute the costs of municipal services fairly, and which provide adequate funds to operate desired
programs.

To provide funding capacity for the ongoing maintenance of the City’s essential public facilities and
infrastructure.

To protect and enhance the City’s credit rating and prevent default on any municipal debts.

To insure the legal use of all City funds through a good system of financial security and internal control.

The scope of these policies generally spans, among other issues, accounting, auditing, financial reporting,
internal controls, operating and capital budgeting, revenue management, cash and investment
management, expenditure control, debt management, and planning concepts, in order to:

Present fairly and with full disclosure the financial position and results of financial operations of the
City in conformity with generally accepted accounting principles (GAAP).

Determine and demonstrate compliance with finance-related legal and contractual issues in
accordance with provisions of the Texas Local Government Code, Home Rule Charter, and other
pertinent legal documents and mandates.

Demonstrate good fiscal administration of the City's funds and promote accountability to its citizens.
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GENERAL IMPLEMENTATION AND COMPLIANCE GUIDELINES

A

FINANCE AND AUDIT COMMITTEE. A committee designated as the Finance and Audit
Committee will be appointed by the City Council and consist of 3 members of the City Council. The
Finance and Audit Committee will meet as requested with the City Manager and the Director of
Financial Services and the City’s independent auditor for these purposes:

1. Financial and fiscal policy review.

2. Auditor selection recommendation.

3. Investment policy review and guidance.

4. Communications with the City’s independent auditor.

PERIODIC REVIEW. Based upon the results and recommendations of the Finance and Audit
Committee, on a periodic basis, the City Council will approve the financial and fiscal policies as
reviewed and refined to reflect current laws in effect at the time, as well as significant changes in
the City, which will impact the prevailing policy.

IMPLEMENTATION, COMPLIANCE, ACCOUNTABILITY AND REVIEW. The Director of Financial
Services will be accountable for implementing these policies and will to the best of his or her
knowledge make the Finance and Audit Committee and the City Council aware of any variances in
practice from these policies or any other deviation from prudent financial practices in accordance
with GAAP, the City Charter, state laws or ethics of the profession. Any variances will be presented
at meetings of the Finance and Audit Committee with notification sent to the City Council in writing.

The Finance and Audit Committee may have bylaws approved by the City Council that may further
define its role and responsibilities. Such bylaws shall be approved by resolution.

ACCOUNTING, AUDITING, AND FINANCIAL REPORTING

A

ACCOUNTING. The City is solely responsible for the reporting of its financial affairs, both internally
and externally. The Director of Financial Services is the City's Chief Financial Officer and is
responsible for establishing the Chart of Accounts and for properly recording financial transactions.

EXTERNAL AUDITING.

1. Qualifications of the External Auditor. In conformance with Section 6.01 of the City's Charter
and according to the provisions of Texas Local Government Code, Title 4, Chapter 103, the
City will be audited annually by outside independent accountants ("external auditor").

2. External Auditor Repute. The external auditor must be a CPA firm of regional reputation and
must demonstrate that it has the breadth and depth of staff to conduct the City's audit in
accordance with generally accepted auditing standards and contractual requirements. The
external auditor must be registered as a partnership or corporation of certified public
accountants, holding a license under Article 41a-1, Section 9, of the Civil Statutes of Texas,
capable of demonstrating that it has sufficient staff which will enable it to conduct the City's
audit in accordance with generally accepted auditing standards as required by the City
Charter and applicable state and federal laws.

3. Timing. Pursuant to Section 103.003(a) of the Texas Local Government Code, the annual
financial statement, including the external auditor's opinion on the City's financial
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statements, shall be filed in the office of the City Secretary within 120 days of the City's

fiscal year end. In the event that it is impossible to complete the audit within the specified
timeframe, an unaudited financial report, certified by the Director of Financial Services, shall
be filed with the City Secretary by the 120™ day deadline to be replaced by the final audited
financial statements when completed.

4. Management Letter. The external auditor will prepare and will review the Management
Letter with the City Council within 60 days of its receipt and in accordance with the City
Charter. The Director of Financial Services shall respond in writing to the City Manager and
City Council regarding the external auditor's Management Letter, addressing the issues
contained therein and will meet with the Audit Committee to discuss the findings and
response. The City Council shall schedule its formal acceptance of the external auditor's
report upon the resolution of any issues resulting from its review. Pursuant to Section 6.01
of the City’s Charter, the written report will be presented to City Council in a regular meeting.

5. Responsibility of External Auditor to City Council. The external auditor is accountable to the
City Council and will have access to direct communication with the City Council if City Staff
is unresponsive to external auditor recommendations or if the external auditor considers
such communication necessary to fulffill its legal and professional responsibilities.

6. Rotation of External Auditor. Pursuant to Section 6.01 of the Home Rule Charter, no firm or
certified public accountant shall complete more than five (5) consecutive annual audits.
Year to year authorization to continue shall be done no later than 60 days prior to the
beginning of the fiscal year to facilitate audit planning purposes.

7. External Auditor Requirements. The external auditor will provide the following to City Staff:

a. Detailed invoices accounting for time spent both by audit phase and level of auditor
will be submitted to the City with each invoice.

b. Copies of all work papers, including diskettes and schedules, will be furnished to the
City upon completion of the audit.

C. FINANCIAL AND FISCAL REPORTING.
1. External Financial Reporting.

a. Scope. A final financial report, either a general purpose financial statement (GPFS)
or a Comprehensive Annual Financial Report (CAFR) shall be prepared in
accordance with generally accepted accounting principles (GAAP) and
recommended practices of the Government Finance Officers Association (GFOA).

b. Timing. The report shall be presented to the City Council within 120 calendar days
of the City's fiscal year end (see IlIB3 above).

2. Internal Fiscal Reporting. Pursuant to Section 3.13(6) of the Home Rule Charter, the City
Council shall require quarterly financial reports, sufficient to plan, monitor, and control the
City's fiscal affairs. Internal financial reporting objectives are addressed throughout these
policies.

a. Timing. Pursuant to Section 4.03(10) of the Home Rule Charter, on a quarterly basis
the Finance Department shall prepare a written report of the City's financial affairs.
The City Manager shall orally present said report at a public meeting of the City
Council. Each report shall accurately reflect the City's current position in regards to
revenue and expenditure performance, as well as any additional information that
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reflects the City's current and future fiscal position. Said report shall also include a
status report of the City’s capital improvements program.

Iv. OPERATING BUDGET

A. PREPARATION. Budgeting is an essential element of the financial planning, control, and
evaluation process of municipal government. The City's "operating budget" is the City's annual
financial operating plan. The City shall attempt to balance the budget consistent with the needs and
desires of the community and available resources and will not generally rely upon one-time
measures to balance the budget. The budget shall be prepared and presented to meet the
requirements of Section 102 of the Texas Local Government Code.

1.

Scope. The scope of the budget includes the following funds for which the City will adopt a
formal budget. General Fund, Debt Service, Police Seizures Fund, Hotel/Motel Tax Fund,
Tax Increment Financing Fund, Utility Fund, Economic Development Fund, Traffic Safety
Fund, Refuse Fund, Drainage Fund, Impact Fees Fund, Innovations Fund, Public Education
and Government (P.E.G.) Fund, Grants Fund, CDBG Fund, Juvenile Diversion Fund, Court
Technology Fund, Court Security Fund, Golf Fund, and Employee Benefits Fund.

Budgetary Process. The budget is prepared by the City Manager or designee who is
responsible to transmit the document to the City Council. In order to meet the requirements
of Section 102.005 of the Texas Local Government Code, the budget shall be delivered to
the City Council 45 days prior to the beginning of each fiscal year end, filed with the City
Secretary, and should be approved by the City Council prior to the fiscal year end. In the
event that a budget is not adopted prior to October 1%, the preceding fiscal year budget shall
be deemed adopted, which may be amended or supplemented, as the City Council deems
appropriate pursuant to Section 6.02 of the Home Rule Charter.

Basis of Budgeting. The basis of budgeting will be the same as the basis of accounting; that
is, that budgets for the General Fund and the Special Revenue Funds are prepared on the
modified accrual basis of accounting, and budgets for the Utility (Proprietary) Funds are
prepared on a full accrual basis, except that capital purchases and depreciation are not
adjusted until year-end financial reporting.

Proposed Budget Format. A proposed budget shall be prepared by the City Manager, within
the provisions of Section 102 of the Texas Local Government Code. The budget shall
include five basic segments for review and evaluation. These segments are: (I} personnel
costs, (2) operations and maintenance costs, (3) capital and other (non-capital) project
costs, (4) debt service, and (5) revenues. At minimum, a four-column format should be used
such that prior year actual, current year budget and revised, and next year proposed are all
clearly shown. The budget format should also clearly indicate an opening fund balance, the
operating results of each fund, and a closing fund balance, carried over to each subsequent
year of the budget. Where possible, the budget should be defined by programs and
services provided to the budget and the corresponding costs and benefits of each. In order
to meet the Texas Local Government Code, the proposed budget shall also contain the
outstanding obligations of the City; the cash on hand to the credit of each fund; and the
estimated tax rate required to cover the proposed budget.

City Council Participation. The budget review process shall include City Council
participation in the review prior to the budget adoption. The budget process will span
sufficient time to address policy and fiscal issues by the City Council. The budget process
will be coordinated so as to identify major policy issues for City Council consideration prior to
the budget approval date so that proper decision analysis can be made.
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6. Filing and Adoption. Upon the presentation of a proposed budget document acceptable to
the City Council, the City Council shall call and publicize a public hearing and adopt by
Ordinance such budget as the City's Official Budget, effective for the fiscal year beginning
October 1%, A copy of the proposed budget shall be filed with the City Secretary in
accordance with the provisions of Section 102 of the Texas Local Government Code. Within
45 days after the adoption of the budget or a budget amendment, the budget officer shall
provide for the filing of a true copy of the approved budget or amendment in the office of
Dallas and Rockwall counties.

7. Amending the Official Budget. Amendments to the Official Budget shall be made at
regularly scheduled City Council meetings. Budget transfers shall be made at the discretion
of the City Manager, as outlined and defined in Section VI.A of these policies.

8. Encumbrances. Encumbrances outstanding at the end of each fiscal year that the City
intends to pay during the succeeding fiscal year may be appropriated in that subsequent
year's official budget by means of budget amendment as appropriations expire at year-end.
However, budgeted funds for encumbrances on items ordered but not yet received by year-
end will automatically be carried over.

9. BALANCED BUDGET. The operating budget will be balanced where the proposed
resources (prior year fund balance plus current year revenues) are equal to or greater than
the proposed expenditures.

10. FORECASTING. The budgeting process for the annual budget necessitates the preparation
of future projections of both revenues and expenditures. It should be recognized that the
balanced budget requirement forces the conservative estimate of revenues and
expenditures. Inherent in the forecasting process is the identification of assumptions used
in the forecasting calculations. A statement of assumptions should be included in the
presentation of forecasts.

11. CONTROL. Operating Expenditure Control is addressed in Section VI.A. of these Policies.

B. PERFORMANCE MEASURES AND PRODUCTIVITY INDICATORS. Where appropriate,
performance measures and productivity indicators will be used as guidelines and reviewed for
efficiency and effectiveness. This information will be included in the annual budgeting process.

C. MULTI-YEAR PLANNING MODEL. As part of the annual budget process, the City will maintain a
five-year operating plan to model the effect of significant changes over time. Said model should
include major components such as (1) personnel costs, (2) operations and maintenance costs, (3)
capital and other (non-capital) project costs, (4) debt service, and (5) revenues and will identify
basic assumptions used in the model.

V. REVENUE MANAGEMENT.
A. The City will strive for the following optimum characteristics in its revenue system:

1. SIMPLICITY. The City, where possible and without sacrificing accuracy, will strive to keep
the revenue system simple in order to reduce compliance costs and to make it more
understandable to the taxpayer or service recipient. The City will avoid nuisance taxes or
charges as revenue sources.

2. CERTAINTY. Knowledge and understanding of revenue sources increases the reliability of
the revenue system. The City will understand its revenue sources and enact consistent
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collection policies to provide assurances that the revenue base will materialize according to
budgets and plans.

EQUITY. The City shall make every effort to maintain equity in its revenue system structure;
i.e., the City shall seek to minimize or eliminate all forms of subsidization between entities,
funds, services, utilities, and customers. The City shall strive for a balance in the revenue
system; i.e., the revenue base will have the characteristics of fairness and neutrality as it
applies to cost of service, willingness to pay, and ability to pay.

ADMINISTRATION. The benefits of a revenue will be expected to exceed the cost of
producing the revenue. The cost of collection will be reviewed annually for cost
effectiveness as a part of the indirect cost and cost of services analysis. Where appropriate,
the City will use the administrative processes of State or Federal collection agencies in order
to reduce administrative costs.

DIVERSIFICATION AND STABILITY. In order to protect the City from fluctuations in a
revenue source due to fluctuations in the economy and variations in weather, a diversified
revenue system will be maintained which will provide stability of income. This stability is
also achieved by a balance between elastic and inelastic sources of revenues.

GRANTS AND RESTRICTED REVENUES. In order to maintain flexibility in the revenue
system, restricted revenues will be closely monitored. Any potential grants will be examined
for matching requirements.

B. The following considerations and issues will guide the City in its revenue policies concerning
specific sources of funds:

1.

COST/BENEFIT OF ABATEMENT. The City will use due caution in the analysis of any tax
or fee incentives that are used to encourage development. Ideally, a cost/benefit (fiscal
impact) analysis will be performed as a part of such caution.

NON-RECURRING REVENUES. One-time or non-recurring revenues will not be used to
finance current ongoing operations. Nonrecurring revenues should be used only for one-
time expenditures such as long-lived capital needs. They will not be used for budget
balancing purposes.

PROPERTY TAX REVENUES. All real and business personal property located within the
City shall be valued at 100% of the fair market value for any given year based on the current
appraisal supplied to the City by the Dallas Central Appraisal District. Reappraisal and
reassessment shall be done regularly as required by State law. A 98% collection rate shall
serve each year as a goal for tax collections. All delinquent taxes shall be aggressively
pursued each year by the County’s Tax Assessor/Collector. Delinquent tax accounts shall
be submitted for collection each year to an attorney selected by the City Council. A penalty
shall be assessed on all delinquent property taxes, which shall include all court costs, as
well as an amount for compensation of the attorney as permitted by State law and in
accordance with the attorney's contract with the City.

INTEREST INCOME. Interest earned from investment of available monies, whether pooled
or not, will be distributed to the funds in accordance with the operating and capital budgets.
Wherever possible, the distribution will be in accordance with the equity balance of the fund
from which monies were provided to be invested.

USER-BASED FEES AND SERVICE CHARGES. For services associated with a user fee
or charge, a fee should offset the direct and indirect costs of that service where possible or
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appropriate. There will be a periodic review of fees and charges to ensure that fees provide
adequate coverage of costs of services.

UTILITY RATES. The City will review and adopt utility rates periodically that will generate
revenues required to fully cover operating expenditures, meet the legal restrictions of all
applicable bond covenants, and provide for an adequate level of working capital needs. Ata
minimum, this review should be conducted every 2 years. This policy does not preclude
drawing down cash balances to finance current operations. However, it is best that any
extra cash balance be used instead to finance capital projects. Components of Utility Rates
will include transfers to the General Fund as follows:

a. General and Administrative Charge. An administrative fee will be charged to the
Utility Fund for services of general overhead, such as administration, finance,
personnel, data processing, and legal counsel.

b. Franchise payment (in lieu of tax). A rate of 5% of gross sales will be charged to the
Utility Fund, consistent with the rates charged to private utilities operating within the
City.

c. Payment in lieu of Property Tax (PILOT). A fee will be charged to the Utility Fund to
equate to property taxes lost due to municipal ownership. Gross book value will be
used as a basis, barring absence of known market value. The existing tax rate will
be applied to this base to determine the PILOT charge.

REVENUE MONITORING. Revenues actually received will be regularly compared to
budgeted revenues and variances will be investigated. This process will be summarized in
the appropriate budget report.

INTERFUND COST ALLOCATION. The expenditures of all funds of the City, except for debt
service and capital project funds shall be evaluated on an annual basis to identify and
allocate the general and administrative overhead costs between operating funds. The model
for this allocation shall be developed by the Finance Department and approved by the City
Manager.

C. The City will utilize the following policies regarding utility billings and collections:

1.

USE OF ESTIMATES. In the advent of technical or other factors that prevent the Utility
Office from issuing a bill based on actual water/sewer consumption, the City may utilize
appropriate administrative techniques to estimate the amount of the water/sewer
consumption utilized.

WATER LEAKS. Water leaks are the responsibility of the property owner, both in terms of
the cost of repairs and the cost associated with the lost water. However, water leaks
resulting from the City’s piping infrastructure will not be the responsibility of the property
owner.

APPEALS. Utility customers may appeal staff decisions regarding their utility account.
Customers will be required to submit the basis of their appeal in writing. The City Manager
(or his designee) after duly reviewing the available information, shall have the authority to
make adjustments to customer accounts based upon, but not limited to, questionable water
leaks, technical difficulties, customer history, etc.

EXPENDITURE CONTROL
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A. APPROPRIATIONS. The level of budgetary control is at the fund level.

1. BUDGET ADJUSTMENTS. Budget adjustments are transfers of approved funds from one
line-item within a department or from one department to another within a fund. Budget
transfers never increase the total appropriation of a given fund. Budget adjustments within
the same department under $10,000 may be approved by the Department Director and
Director of Financial Services with notification to the City Manager. Budget adjustments
exceeding $10,000 or between departments within the same fund shall be made at the
discretion and approval of the City Manager.

2. BUDGET AMENDMENTS. Budget amendments increase or decrease the total appropriation
of a given fund. The City Council shall approve all budget amendments at a regularly
scheduled City Council meeting.

B. PURCHASING. All purchases should be in accordance with the City's purchasing policies as
defined in the Purchasing Manual and Chapters 252 and 271 of the Texas Local Government Code
as amended. Purchases under $50,000 but exceeding $15,000 require the approval of the City
Manager in addition to the Department Director. An exception to this rule is the delegation of
authority for purchases up to $25,000 to the Director of Public Works.

The purchase of goods or services at a total cost of $3,000 or more shall be made through
purchase orders. Written purchase orders shall also be used for vendors requiring formal City
authorization regardless of the dollar amount.

Any payment for the purchase of goods or services by the City at a total cost of less than $3,000
may be made via a procurement card or a field purchase order (FPO).

All documentation for the disbursement of funds by the Finance Department exceeding $50,000
shall require the signature of the City Manager and the Director of Financial Services or designee in
addition to the respective Department Director or designee prior to processing.

C. CONTRACT MODIFICATIONS.

1. Once a contract is approved by the City Council, minor modifications (Administrative
Modifications) that change the scope of work and increases the original contract amount by
less than $50,000 may be approved by the City Manager with written notification to the City
Council listing the purpose and cause of such change order and certifying the availability of
funds.

2. Major modifications (Change Orders) that change the scope of work and increases the
original contract amount by more than $50,000 must be approved by the City Council.

3. Pursuant to Texas Local Government Code, Article 252.048, contract modifications over
25% of the original amount awarded will be re-advertised for bids.

D. PROMPT PAYMENT. All invoices approved for payment by the proper City authorities shall be
paid by the Finance Department within thirty (30) calendar days of receipt in accordance with the
provisions of Article 601f, Section 2 of the State of Texas Civil Statutes.

The Director of Financial Services shall establish and maintain proper procedures which will enable
the City to take advantage of all purchase discounts, when possible, except in the instance where
payments can be reasonably and legally delayed in order to maximize the City's investable cash.
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RISK MANAGEMENT. The City will aggressively pursue every opportunity to provide for the
public's and city employees' safety and to manage its risks. The goal shall be to minimize the risk
of loss of resources through liability claims with an emphasis on safety programs. All reasonable
options will be investigated to minimize risks. Such options may include risk transfer, insurance,
and risk retention. Where risk is retained, reserves will be established based upon actuarial
determinations and will not be used for purposes other than for financing losses.

ViIl. ASSETMANAGEMENT

A.

INVESTMENTS. The City’s designated Investment Officer(s) shall promptly invest all City funds
with the Bank Depository in accordance with the provisions of the current Bank Depository
Agreement or in any negotiable instrument that the City Council has authorized under the
provisions of the State of Texas Public Funds Investment Act, and in accordance with the City
Council approved Investment Policies. The Investment Policies shall designate the City’s
Investment Officer(s).

As required by the Public Funds Investment Act (PFIA), a report on investment performance will be
provided to the City Council. The Director of Financial Services shall prepare and provide a written
quarterly report of the City's investment portfolio to the City Council, detailing each City investment
instrument with its rate of return and maturity date.

CASH MANAGEMENT. The City's cash flow will be managed to maximize the cash available to
invest. Such cash management will entail the centralization of cash collections, where feasible,
including property tax payments, utility bills, building and related permits and licenses, and other
collection offices as appropriate.

The Director of Financial Services or designee may transfer funds, via electronic transfer, through
verbal or written instructions to the City's Depository only for payment of any obligation of the City.
Payment authorization shall be in accordance with the pay authorization criteria as defined in the
current Bank Depository Agreement, approved by City Council, stipulating the conditions and
control procedures on such activity.

FIXED ASSETS AND INVENTORY. A fixed asset of the City shall be defined as a purchased or
otherwise acquired piece of equipment, vehicle, furniture, fixture, capital improvement, addition to
existing capital investments, land, buildings or accessioned Library materials. The cost or value of
any such acquisition, other than accessioned Library materials, must be $10,000 or more with
an expected useful life greater than three years. Public Infrastructure, including but not limited to
street and alley improvements, drainage improvements, etc., exceeding $100,000 in value and
with an expected useful life of greater than five years, will also be capitalized. Depreciation
guidelines may be promulgated by the Director of Financial Services but should never exceed the
expected useful life of the asset. Buildings and land, including right-of-way acquisition, shall be
capitalized at any value.

The City's fixed assets shall be reasonably safeguarded and properly accounted for and sufficiently
insured. Responsibility for the safeguarding of the City's fixed assets lies with the Department
Director in whose department the fixed asset is assigned. The Finance Department shall supervise
the marking of fixed assets with City numbered property tags or other identification process and
shall maintain the permanent records of the City's fixed assets including description, cost,
department of responsibility, date of acquisition, depreciation and expected useful life. The
Department in which the fixed assets are assigned shall perform an annual inventory of assets.
Such inventory shall be spot checked, using informal sampling by the department supervisor to
verify inventory accuracy before submission to the Finance Department. A secondary, informal
sampling to verify accuracy may be performed by the Director of Financial Services or designee in
the presence of designated department personnel.
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CAPITAL IMPROVEMENTS

A

PREPARATION. The City's capital budget will be called the Five Year Capital Improvements Plan
(CIP), and include all capital projects funds and all capital resources. The budget will be prepared
annually on a fiscal year basis. The capital budget will be prepared with the involvement of all
applicable city departments.

ADOPTION. A copy of the Five Year Capital Improvements Plan shall be made available to each
council member and to the public prior to City Council discussions concerning the proposed
program. A public hearing shall be held each year to allow any citizen to be heard for or against
any project or the amount of any project contained herein. The CIP budget shall be adopted
annually by majority vote of City Council as part of the adoption of the Operating Budget.

CONTROL. All capital project expenditures must be appropriated in the capital budget. The
Finance Department must certify the availability of appropriations prior to presenting a capital
projects contract to the City Council for approval. Any remaining project funds not completed or
started at the end of a fiscal year will be automatically carried over into the following fiscal year.

CONTINGENCIES. It is appropriate for certain types of capital projects to include a contingency to
cover unforeseen costs and prevent undue delays. This amount can vary due to the type and
complexity of the project. The City has an approved Capital Projects Policy identifying the
appropriate level of contingencies by project type (see Appendix).

REPORTING. Monthly reports, should be prepared on the progress of each active project in the
CIP. The reports should contain data on each project, identifying any changes in the financial status
of the project and identifying the status of the project. Said reports will be prepared to enable
Department Directors to manage their capital budgets and to enable the Finance Department to
monitor and control the capital budget as authorized by the City Manager.

PROGRAM PLANNING. The capital budget will include capital improvements planned for future
years. The planning time frame should normally be at least five years. The replacement and
maintenance for capital items should also be projected for the next five years. Future maintenance
and operational costs will be considered, so that these costs can be included in the operating
budget.

FINANCING PROGRAMS. Where applicable, assessments, impact fees, pro-rata charges, or other
fees should be used to fund capital projects that have a primary benefit to specific, identifiable
property owners.

Recognizing that long-term debt is usually a more expensive financing method, alternative financing
sources will be explored before debt is issued. When debt is issued, it will be used to acquire major
assets with expected lives that equal or exceed the average life of the debt issue. The exceptions to
this requirement are the traditional costs of marketing and issuing the debt, capitalized labor for
design and construction of capital projects, and small component parts which are attached to major
equipment purchases.

INFRASTRUCTURE MAINTENANCE. The City recognizes that deferred maintenance increases
future capital costs. Therefore, a portion of the City’s operating budget will be set aside each year
to maintain the quality of the City's infrastructure. The amount will be established annually, as part
of the budget process, so that necessary repairs will be made.
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IX. FINANCIAL CONDITIONS, RESERVES, AND STABILITY RATIOS

A. OPERATING RESERVES/FUND BALANCES

1.

Defined: Under generally accepted accounting principles (GAAP), governmental entities
maintain several types of funds with different accounting basis. As a result, the methodology
for determining the level of operating reserves is different. For funds falling under the
modified accrual basis of accounting (generally governmental fund types such as the
general fund and special revenue funds), the operating reserve will be defined as Fund
Balance under GAAP. For funds falling under the full accrual basis of accounting (generally
business-type activities such as the utility, drainage and refuse funds), the operating reserve
will be defined as Unrestricted Net Assets under GAAP.

The General Fund operating reserve balance should be at least 13% of the Fund's annual
expenditures exclusive of transfers to other funds and any restricted reserves required to be
set aside.

The Utility Fund operating reserve balance should be maintained at least 20% of total
operating expenditures exclusive of transfers to other funds and any restricted reserves
required to be set aside.

The Economic Development Fund operating reserve balance should be at least 10% of the
Fund’s annual expenditures exclusive of transfers to other funds and any restricted reserves
required to be set aside.

The Drainage Fund operating reserve balance should be maintained at least 10% of total
operating expenditures exclusive of transfers to other funds and any restricted reserves
required to be set aside.

The Refuse Fund operating reserve balance should be maintained at least 5% of total
operating expenditures exclusive of transfers to other funds and any restricted reserves
required to be set aside.

The Golf Fund operating reserve balance should be maintained at least one-year's debt
service payment exclusive of transfers to other funds and any restricted reserves required to
be set aside.

All other funds should maintain adequate operating reserves to accomplish their mission.
The Director of Financial Services and the City Manager shall annually evaluate those
needs and include such recommendations as part of the annual budget process.

B. GASB 54

Effective beginning with the September 30, 2011 financial statements and thereafter GASB 54
will be applied to all governmental funds. Fund balance classifications that establish a hierarchy
based on the extent to which the City observes constraints imposed upon the use of the
resources that are reported by the governmental fund will be used for reporting purposes only.
This change will not affect the fund balance reserves outlined in A. above.

The fund balance will now be composed of three primary categories:

Non-spendable Fund Balance — includes amounts that cannot be spent and are,
therefore, not included in the current year appropriation.
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There are two components to this fund balance category:

1.

Not in spendable form — previously recorded disbursements and include items
that are not expected to be converted into cash, i.e. inventories, pre-paid items,
etc.

Legally or contractually required to be maintained intact — refers to an amount
that has been received that must be invested indefinitely, i.e. a donation received
by the City from a citizen, the principal of which is to be invested in a permanent
fund and the earnings used for general governmental purposes

Restricted Fund Balance — reports on resources that have spending constraints that are

either:

Externally imposed by creditors, grantors, contributors or laws and regulations of
other governments, i.e. grants, etc.

Imposed by law through constitutional provision or enabling legislation. The
amounts represented by this fund balance category have very stringent
conditions imposed by external parties or by law. Therefore, the amounts are
restricted to very specific purposes and cannot be redeployed for other purposes.
The City can be compelled by an external party to comply with the spending
requirements represented by the Restricted Fund Balance.

Unrestricted Fund Balance

1)

2)

3)

Committed Fund Balance — represents amounts that have internally imposed
restrictions mandated by formal action of the City Council. The committed
amounts cannot be redeployed for other purposes unless the same type of
formal action is taken by the highest level of decision-making authority to reserve
or modify the previously imposed restriction.

Assigned Fund Balance — reports amounts that are constrained by the City’s
intent that they will be used for specific purposes. Decision making with regard
to these amounts shall be delegated to the Chief Financial Officer and/or the
Director of Financial Services.

Except for the General Fund, fund balance amounts that are not labeled as non-
spendable, restricted or committed would be reported in the Assigned Fund
Balance category. Therefore, the Assigned Fund Balance becomes the residual
amount for the Special Revenue Fund, Capital Project Fund and Debt Service
Funds.

Unassigned Fund Balance — the residual fund balance for the General Fund. It
represents the amount of fund balance remaining after allocation to the Non-
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spendable, restricted, committed and assigned fund balances. This amount
reflects the resources that are available for further appropriation and expenditure
for general governmental purposes.

C. LIABILITIES AND RECEIVABLES.

Procedures will be taken so as to maximize any discounts offered by creditors. Current
liabilities will be paid within 30 days of receiving the invoice. Generally, the City will exhaust all
normal collection efforts before taking extraordinary procedures, such as utilizing collection
agencies or shutting off service. Generally, Accounts Receivables older than 90 days will be
turned over to a collection agency or other appropriate medium to ensure collection. In addition,
the City will take all reasonable and necessary steps to perfect such receivables. NSF checks
shall be automatically processed a second time by the bank before being sent back to the City.

The City Manager is authorized to write-off uncollectible accounts that are delinquent for more
than 365 days, if the proper delinquency procedures have been followed. Property and labor
liens are exempt from the preceding write-off criteria.

D. CAPITAL AND DEBT SERVICE FUNDS.

1. Monies in the Capital Projects Funds should be used within 36 months of receipt. Balances
will be used to generate interest income to offset construction costs.

2. Budgeted funds in the Capital Improvements Program for projects not started or completed
will automatically carryover into the next fiscal year. Any capital improvement included in the
capital improvements program that has not started nor any funds spent for three
consecutive years after being duly appropriated will require action by the City Council to be
reappropriated.

3. General Obligation Debt Service Funds will not have reserves or balances in excess of one
month of principal and interest plus 15% of the principal outstanding for unrefunded debt
issued prior to September 1, 1986. This maximum is dictated by Federal law and does not
include the amounts accrued for the next debt service payment.

The policy above does not preclude the debt service reserves normally established to
market revenue bonds. The City's policy and bond ordinance requirements are to maintain
these debt service reserves at the level of the average annual debt service.

4. Revenue Obligations will maintain Debt Coverage Ratios as specified by the bond
covenants. Net revenues must be at least equal to 1.25 times average annual debt service
and 1.10 times maximum annual debt service of outstanding parity bonds.

Both these tests must be met in order to issue additional bonds. In addition, the City must
have net revenues (adjusted) that exceed current debt by 1.2 times, as a promise to the
existing bondholders that rates will be maintained to pay all operating and financing costs.

E. COMPENSATED ABSENCES. The City will establish an additional reserve within its operating
funds to pay for accrued reimbursable vacation and sick leave.

X. TREASURY AND DEBT MANAGEMENT
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. CASH MANAGEMENT. Periodic review of cash flow position will be performed to determine
performance of cash management and investment policies. A detailed policy structure will be followed
with respect to Cash/Treasury Management. The underlying theme will be that idle cash will be invested
with the intent to, in this order, 1) safeguard assets, 2) maintain liquidity, and 3) maximize return. Where
legally permitted, pooling of investments will be utilized.

The City will adhere to the investments authorized through the State of Texas Public Funds
Investment Act, with amendments, and will additionally establish a comprehensive Investment Policies
and Guidelines. Such policies will clarify acceptable investment securities, brokers, terms, and other
pertinent investment information.

. TYPES OF DEBT

1. Leases and Lease Purchase Agreements.

2. Long-term debt will not be used for operating purposes, and the life of a bond issue will not exceed
the useful life of a project financed by that bond issue.

3. When appropriate, self-supporting revenues will pay debt service in lieu of tax revenues.

. ANALYSIS OF FINANCING ALTERNATIVES. The City will explore all financing alternatives in addition
to long-term debt including leasing, grants and other aid, developer contributions, impact fees, and use of
reserves of current monies.

. DISCLOSURE. Full disclosure of operations will be made to the bond rating agencies and other users of
financial information. The City staff, with the assistance of financial advisors and bond counsel, will
prepare the necessary materials for presentation to the rating agencies, will aid in the production of
Offering Statements, and will take responsibility for the accuracy of all financial information released.

. FEDERAL REQUIREMENTS. The City will maintain procedures to comply with arbitrage rebate and
other Federal requirements.

. DEBT STRUCTURING. The City will issue bonds with an average life of 20 years or less, not to exceed
the life of the asset acquired.

The structure should approximate level debt service unless operational matters dictate otherwise or if
market conditions indicate a potential savings could result from modifying the level payment stream.
Consideration of market factors, such as the tax-exempt qualification, minimum tax alternative, and so
forth will be given during the structuring of long-term debt instruments.

. DEBT ISSUANCE.

1. Method of Sale. The City will use a competitive bidding process in the sale of bonds unless the
nature of the issue warrants a negotiated bid. In situations where a competitive bidding process is
not elected, the City will publicly present the reasons why, and the City will participate with the
financial advisor in the selection of the underwriter or direct purchaser.

2. Bidding Parameters. The notice of sale will be carefully constructed so as to ensure the best
possible bid for the City, in light of the existing market conditions and other prevailing factors.
Parameters to be examined include:

= Limits between lowest and highest coupons
= Coupon requirements relative to the yield curve
* Method of underwriter compensation discount or premium coupons
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Use of True Interest Cost vs. Net Interest Cost
Use of bond insurance

Deep discount bonds

Variable rate bonds

Call provisions

3. Bond Issuance Costs. The City will be involved in the selection of all financial advisors,
underwriters, paying agents, and bond counsel. The City shall evaluate the merits of
rotating professional advisors and consultants and the kinds of services and fee structures
available from independent financial advisors, investment banking firms, and commercial
banks. The City will carefully itemize and scrutinize all costs associated with the issuance of
bonds.

4. It will be the policy of the City to comply with any requirements of the federal government
regarding debt issuance reporting and tax compliance.

Xl. INTERNAL CONTROLS

A. WRITTEN PROCEDURES. Wherever possible, written procedures will be established and
maintained by the Director of Financial Services for all functions involving cash handling and/or
accounting throughout the City. These procedures will embrace the general concepts of fiscal
responsibility set forth in this policy statement.

B. DEPARTMENT DIRECTORS RESPONSIBLE. Each Department Director is responsible to ensure
that good internal controls are followed throughout his or her Department, that all Finance
Department directives or internal controls are implemented, and that all independent auditor internal
control recommendations are addressed.
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APPENDIXA
CAPITAL PROJECTS POLICY

STATEMENT OF PURPOSE

These procedures are to be followed when deviation from the scope of a construction project results in
a change in the total contract amount.

DEFINITIONS AS APPLIED TO THIS POLICY
A. Total Contract Budget — The contract amount plus the approved contingency amount.

B. Administrative Modification — An item of work that changes the scope of the work and/or the

contract amount within the total contract budget and the total cost of such modification is less than
$50,000.

. Major Modification — An item of work that changes the scope of the work and/or the contract amount

by more than the total contract budget or an item of work that is a change in the scope of the project
where the price of such work exceeds $50,000.

. Contingency amount — A fixed sum of money added to the contract amount and approved by the

City Council. The contingency amount is intended to cover any additional costs associated with the
project when the actual work performed by the contractor exceeds the estimated unit quantities
listed in the contract. The contingency is also intended to cover any modifications to the contract
that are necessary to complete the project. The amount of contingency depends upon the total
contract amount and complexity of the project. A schedule is attached. The schedule may be
modified if an unusually complex project is considered.

Contingency Amount Schedule

Project Contract Contingency

Type Amount Percentage
Water/Sanitary Sewer $1 - $400,000 10%
Water/Sanitary Sewer $400,001 —up 5%
Street construction, new $1 - $250,000 10%
Street construction, new $250,001 —up 5%
Street reconstruction $1 - $500,000 15%
Street reconstruction $500,001 —up 10%
Building construction, new $1-$100,000 10%
Building construction, new $100,001 — up 5%
All other projects All costs 10%
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APPENDIXA
CAPITAL PROJECTS POLICY (continued)

M. Policy application:

A. ‘Administrative Modifications’ for minor changes in the work not inconsistent with the overall intent
of the Contract Documents and not involving an increase in the total contract budget may be
approved by the following with the exceptions provided herein:

1. Public Works Director/City Engineer - Minor changes in the work not inconsistent with the
overall intent of the Contract Documents where the cost of such modification does not
exceed 25% of the contingency amount and the cost of such modification is under $25,000.
All modifications must be accompanied by a written cost quote approved by the City
Engineer. Such modifications shall be in the form of a change order. The Public Works
Director shall provide written notification to the City Manager listing the purpose and cause
of such change order and certifying the availability of funds. Administrative modifications
costing more than 25% of the contract contingency amount must be approved by the City
Manager

2. City Manager - Minor changes in the work not inconsistent with the overall intent of the
Contract Documents where the cost of such modification exceeds 25% of the contingency
amount and the cost of such modification is under $50,000. Such modifications shall be in
the form of a change order. All modifications must be accompanied by a written cost quote
approved by the City Engineer. The City Manager shall provide written notification to the
City Council listing the purpose and cause of such change order and certifying the
availability of funds.

B. ‘Major Modifications’ must be approved by City Council action if the amount of such modification is
greater than $50,000 or if the modification exceeds the total contract budget. Such modifications
shall be in the form of a change order. All modifications must be accompanied by a written cost
quote approved by the City Engineer.

C. Pursuant to Texas Local Government Code, Article 252.048, contract modifications that increase
the original amount awarded by 25% will be readvertised for bids. Contract modifications that
decrease the original amount by 25% must have the contractor’s consent.
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APPENDIX A
CAPITAL PROJECTS POLICY (continued)

EXCERPTS FROM THE CITY’S STANDARD FORM OF AGREEMENT FOR CAPITAL IMPROVEMENTS
7.02 ESTIMATED QUANTITIES.

(A) This agreement, including the specifications, plans, and estimate, is intended to show clearly all
work to be done and material to be furnished hereunder. Where the estimated quantities are shown for the
various classes of work to be done and material to be furnished under this contract, they are approximate and
are to be used only as a basis for estimating the probable cost of the work and for comparing the proposals
offered for the work. It is understood and agreed that the actual amount of work to be done and material to be
furnished under this contract may differ somewhat from these estimates, and that where the basis for payment
under this contract is the unit price method, payment shall be for the actual amount of such work done and the
material furnished.

(B) Where payment is based on the net price method, the CONTRACTOR agrees that he will make
no claim for damages, anticipated profits or otherwise on account of any differences which may be found
between the quantities of work actually done, the material actually furnished under this contract and the
estimated quantities contemplated and contained in the proposal; provided, however, that in case the actual
quantity of any major item should become as much as twenty percent (20%) more than, or twenty percent
(20%) less than the estimated or contemplated quantity for such items, then either party to this Agreement,
upon demand, shall be entitled to a revised consideration upon the portion of the work above or below twenty
percent (20%) of the estimated quantity.

©) A “Major Item” shall be construed to be any individual bid item incurred in the proposal that has
a total cost equal to or greater than five (5) per cent of the total contract cost, computed on the basis of the
proposal quantities and the contract unit prices.

8.1 CHANGE ORDERS.

(A) Without invalidating this Agreement, the CITY may, at any time or from time to time order
additions, deletions or revisions to the work; such changes will be authorized by a written Change Order to be
prepared by the PROJECT MANAGER for execution by the CITY and the CONTRACTOR. The Change Order
shall set forth the basis for any change in contract price, as hereinafter set forth for Extra Work, and any
change in contract time which may result from the change.

(B) In the event the CONTRACTOR shall refuse to execute a Change Order which has been
prepared by the PROJECT MANAGER and executed by the CITY, the PROJECT MANAGER may in writing
instruct the CONTRACTOR to proceed with the work as set forth in the Change Order and the CONTRACTOR
may make claim against the CITY for Extra work involved therein, as hereinafter provided.

8.2 MINOR CHANGES.

(A) The PROJECT MANAGER may authorize, in writing, minor changes in the work not inconsistent
with the overall intent of the Contract Documents and not involving an increase in Contract Price. If the
CONTRACTOR believes that any minor change or alteration authorized by the PROJECT MANAGER involves
Extra Work and entitles him to an increase in the Contract Price, the CONTRACTOR shall make written
request to the PROJECT MANAGER for a written Field Order.
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APPENDIXA
CAPITAL PROJECTS POLICY (continued)

(B) In any case, the CONTRACTOR by copy of his communication to the PROJECT MANAGER or
otherwise in writing shall advise the CITY of his request to the PROJECT MANAGER for a written Field Order
and that the work involved may result in an increase in the Contract Price.

©) Any request by the CONTRACTOR for a change in Contract Price shall be made prior to
beginning the work covered by the proposed change.

8.3 EXTRA WORK. It is agreed that the basis of compensation to the CONTRACTOR for work
either added or deleted by a Change Order or for which a claim for Extra Work is made shall be determined by
one or more of the following methods:

Method (A) — By agreed unit prices; or
Method (B) -- By agreed lump sum; or

Method (C) -- If neither Method (A) nor Method (B) be agreed upon before the Extra Work is
commenced, then the CONTRACTOR shall be paid the “actual field cost” of the work, plus fifteen
(15%) percent.

In the event said Extra Work be performed and paid for under Method (C), then the provisions of this
paragraph shall apply and the “actual field cost” is hereby defined to include the cost to the CONTRACTOR of
all workmen, such as foremen, timekeepers, mechanics and laborers, and materials, supplies, teams, trucks,
rentals on machinery and equipment, for the time actually employed or used on such Extra Work, plus actual
transportation charges necessarily incurred, together with all power, fuel, lubricants, water and similar
operating expenses, also all necessary incidental expenses incurred directly on account of such Extra Work,
including Social Security, pension and disability benefits and other payroll taxes, and, a ratable proportion of
premiums on Performance and Payment Bonds and Maintenance Bonds, Public Liability and Property Damage
and Worker's Compensation and all other insurance as may be required by any law or ordinance, or directed
by the CITY, or by them agreed to. The PROJECT MANAGER may direct the form in which accounts of the
“actual field cost” shall be kept and the records of these accounts shall be made available to the PROJECT
MANAGER. The PROJECT MANAGER or CITY may also specify in writing, before the work commences, the
method of doing the work and type and kind of machinery and equipment to be used; otherwise these matters
shall be determined by the CONTRACTOR. Unless otherwise agreed upon, the prices of the use of machinery
and equipment shall be determined by using one hundred percent (100%) unless otherwise specified, of the
latest schedule of Equipment Ownership Expense adopted by the Associated General Contractors of America.
Where practicable the terms and prices for the use of machinery and equipment shall be incorporated in the
Written Extra Work Order. The fifteen percent (15%) of the “actual field cost” to be paid the CONTRACTOR
shall cover and compensate him for his profit, overhead, general superintendence and field office expense,
and all other elements of cost and expense not embraced within the “actual field cost” as herein defined, save
that where the CONTRACTOR'S Camp or Field Office must be maintained primarily on account of such Extra
Work; then the cost to maintain and operate the same shall be included in the “actual field cost”.

No claim for Extra Work of any kind will be allowed unless ordered in writing by the PROJECT
MANAGER. In case any orders or instructions, either oral or written, appear to the CONTRACTOR to involve
Extra Work for which he should receive compensation or an adjustment in the construction timer, he shall
make written request to the PROJECT MANAGER for written order authorizing such Extra Work. Should a
difference of opinion arise as to what does or does not constitute Extra Work, or as to the payment therefore,
and the PROJECT MANAGER insists upon its performance, the CONTRACTOR shall proceed with the work
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APPENDIX A
CAPITAL PROJECTS POLICY (continued)

after making written request for written order and shall keep an accurate account of the “actual field cost”
thereof, as provided under method (C).

10.15 WORK ORDER CHANGES. It is further agreed that the quantities of work to be done at unit prices and
materials to be furnished may be increased or diminished as may be considered necessary, in the opinion of
the PROJECT MANAGER, to complete the work fully as planned and that all quantities or work, whether
increased or decreased, are to be performed at the unit prices set forth except as provided for in the
specifications. The CITY reserves the right to increase or decrease the amount of work to be done by any
amount not to be exceeded by twenty-five percent (25%) of the original contract amount. In the event the
increase pertains to items not originally bid, the Contractor shall submit a bid in writing to the PROJECT
MANAGER for approval. It is further agreed that lump sum prices may be increased to cover additional work
ordered by the PROJECT MANAGER but not shown on the plans or required by the specifications, in
accordance with the provision of the general conditions; similarly, they may be decreased to cover deletion or
work so ordered.






