RESOLUTION NO. 24-27
A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF SUGAR LAND, TEXAS,

ADOPTING THE CITY OF SUGAR LAND FINANCIAL MANAGEMENT POLICY
STATEMENTS.

BE IT RESOLVED BY THE CITY COUNCIL

OF THE CITY OF SUGAR LAND, TEXAS:

Section 1. That it adopts the City of Sugar Land Financial Management Policy Statements
as shown in Exhibit A, attached to and incorporated into this resolution by reference.
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City of Sugar Land
Financial Management Policy Statements

Introduction

The Financial Management Policy Statements, adopted by City Council, are an overview of the City’s financial
policies and provide guidelines to City staff in managing and planning the City’s finances. Some policy statements
are driven by requirements of state law or City Charter, while others are formally documented through policies
and procedures. Statements that are driven by legal requirements will be noted as such.

In some cases, exceptions to the policy statements may be appropriate and/or necessary. Exceptions to stated
policies will be specifically identified and the need for the exception will be documented and explained to City
Council and/or the City Manager.

Accounting, Auditing & Financial Reporting

Maintain accounting practices that conform to generally accepted accounting principles and comply with
prevailing federal, state, and local statutes and regulations. Prepare and present regular reports that analyze and
evaluate the City’s financial performance and economic condition.

Accounting Practices and Principles

The City will maintain accounting practices that conform to generally accepted accounting principles (GAAP) as
set forth by the Governmental Accounting Standards Board (GASB), the authoritative standard setting body for
units of local government. All city financial documents, except monthly interim financial reports and the budget,
including official statements accompanying debt issues, Annual Comprehensive Financial Reports (ACFR) and
continuing disclosure statements will meet GASB standards. Monthly interim financial reports are on a cash basis

and will be reported as budgeted. At year-end the general ledger and financials will be converted to full accrual
basis.

Financial and Management Reports

Pursuant to City Charter requirements, Interim Financial Reports will be provided monthly to management and
City Council that explain key economic and fiscal developments and note significant deviations from the budget.
These reports will be reviewed monthly with the City Manager and provided to City Council by the end of each
month for the prior month, consistent with the City Charter. These reports will be prepared on a cash basis.

Capital Projects are reported quarterly to the City Manager and included in the quarterly report to City Council.




Annual Audit

Pursuant to State Statute, the City shall have its records and accounts audited annually and shall have an annual
financial statement prepared based on the audit. The audit shall be performed by a certified public accounting
(CPA) firm, licensed to practice in the State of Texas. Although the Texas Local Government Code, Section 103.003
Filing: Public Record requires the annual financial statement including the auditor’s opinion on the statement to
be filed with the City Secretar;y within 180 days after the last day of the fiscal year, it is the City’s goal to file the
audit no later than the second City Council meeting in February. The audit firm shall provide a management letter

to the City prior to the filing of the audit. The audit firm shall also provide a Single Audit of Federal and State
grants, when necessary.

The objective of the ordinary audit of financial statements by the independent auditor is the expression of an
opinion on the fairness with which they present, in all material respects, financial position, results of operations,
and its cash flows in conformity with generally accepted accounting principles. The auditor has a responsibility to
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement, whether caused by error or fraud. The financial statements are management's
responsibility. The auditor's responsibility is to express an opinion on the financial statements.

An official Annual Comprehensive Financial Report (ACFR) shall be issued no later than six (6) months following
the end of the fiscal year. The CFR shall be prepared to meet the requirements of the Certificate of Achievement
for Excellence in Financial Reporting program through GFOA. This program establishes criteria that go beyond the
minimum requirements for Generally Accepted Accounting Principles to prepare ACFRs that evidence the spirit of

transparency and full disclosure. The Controller shall be responsible for establishing a process to ensure timely
resolution of audit recommendations.

Finance/Audit Committee

The City Council shall designate a Finance/Audit Committee. The role of the committee is to review and guide
financial policy and strategic financial issues as needed and determined by the City Manager or City Council.

The Finance/Audit Committee responsibilities related to the audit will include but not be limited to:

e Recommendation to the City Council on selection of the independent audit firm through a Request for
Proposal process.

e Overview of the planning and timeline of the audit and risk assessment.

e Final audit review, results, findings, management letter as well as major audit adjustments as identified
under Sarbanes-Oxley Act of 2002.

e Meet as soon as practical and appropriate after final audit review to assess the status of issues addressed
in the management letter, if warranted.

e Meet during the audit regarding any major issues/concerns/findings that may arise.



Continuing Disclosure

The Director of Finance will ensure that the Municipal Securities Rulemaking Board's EMMA® (Electronic Municipal
Market Access) website is current, and all disclosures are filed timely with assistance from the City’s Municipal
Advisor and Bond Counsel. EMMA® is the official repository for information on virtually all municipal securities.
Continuing disclosure includes annual disclosure required within 180 days of fiscal year end, as well as material
event disclosure required under the Securities and Exchange Commission (SEC) Rule 15¢2-12 within 10 days of the
occurrence of the event. The Director of Finance will work with the City’s Bond Counsel and Municipal Advisors to
ensure that any financial obligations that must be disclosed to the MSRB are filed timely.

Signature of Checks

All checks shall have two signatures. The following persons shall be authorized to sign checks: City Manager,
Deputy City Manager or Director of Finance, Deputy Director of Finance and/or Controller. Signatures shall be
affixed to all City checks via facsimile sighatures, made with a secure laser check printing system or through
handwritten signatures affixed to each check.

FINANCIAL CONSULTANTS

The City will employ qualified financial advisors and consultants as needed in the administration and management
of the City’s financial functions. These areas include but are not limited to audit services, debt administration,
delinquent tax collection attorney, and financial modeling. The City shall implement evaluation criteria for each
financial consultant to ensure the City receives the highest quality services available. The principal factors in the
selection of these consultants will be experience/expertise, ability to perform, the services offered, references,
and methodology to name a few. In no case should price be allowed to serve as the sole criterion for selection.

Independent Auditors

In all matters relating to the assignment, an independence in mental attitude is to be maintained by the auditor
or auditors. To emphasize independence from management, many corporations follow the practice of having an
independent auditor appointed by the board of directors or elected by the stockholders. As such, the City has
established a practice of the City Council appointing the auditor, and the auditor reporting to the City Council.

At least every five years, the City shall solicit proposals from qualified firms through an RFP process, including the
current auditors if their past performance has been satisfactory. The City Council shall select an independent firm
of certified public accountants to perform an annual audit of the accounts and records and render an opinion on
the financial statements of the City.

e Itis the City's preference, but not a requirement, to rotate audit firms every five years to ensure that the
City's financial statements are reviewed and audited with an objective, impartial, and unbiased point of
view. The selection of the audit firm will be based upon the proposals received, the reputation and
qualifications of the firm, and the firm's Aability to perform a quality audit.



However, if through the RFP solicitation and review process, management and the Finance/Audit
Committee recommend the current audit firm for another engagement term, then, under the Sarbanes
Oxley Act of 2002, the lead audit partner must be rotated, as well as the lead reviewer, after a maximum
of five years.

Annually, the independent auditor will provide a letter of engagement to the City for annual audit services.

Arbitrage Consultants

While the City is responsible for ensuring that the records are in order, the calculations made, reporting
completed, and filings made, the actual arbitrage calculation and reporting shall be contracted out to a qualified

firm.

The City’s Controller and the Arbitrage Consultant shall complete a risk assessment of positive arbitrage
on each bond issue annually to determine the necessity for a calculation of positive/negative arbitrage in
the current year.

All bond issues in accordance with arbitrage regulation shall have each 5th year and final arbitrage
calculations completed.

Due to the complexity of the City’s financial structure and the benefits that come with the history and

knowledge of the City, the contract with the Arbitrage Consultant shall be considered evergreen, however
with a termination clause.

To ensure that the City is still receiving services for fair market value, staff will conduct a survey every five
years of arbitrage calculation fees and present a comparison and analysis to the City Manager and
Finance/Audit Committee.

Delinquent Tax Collections

Due to the nature and expertise required, the City shall hire a delinquent tax collection attorney to collect
delinquent taxes, represent the City in filing bankruptcy claims, foreclose on real property, seize personal
property, and represent the City in court cases and property sales.

The City shall contract for a delinquent tax collection attorney either through Fort Bend County in
conjunction with the contract for billing and collection of the City’s property taxes or shall contract directly
with an attorney.

The City shall review delinquent tax collection services and determine if they choose to contract direct or
contract through the County either at the end of a direct contract for delinquent tax services or annually
if contracted with Fort Bend County.

If the City chooses to contract directly for delinquent tax collection services, requests for proposals and
statements of qualifications are to be solicited at least every five years.

There is not a requirement for rotation.



Bond Counsel

Bond Counsel to the City has the role of an independent expert who provides an objective legal opinion concerning
the issuance and sale of bonds and other debt instruments. As bond counsel are specialized attorneys who have
developed necessary expertise in a broad range of practice areas, the City will always use a consultant for these
services. Generally, bonds are not marketable without an opinion of nationally recognized bond counsel stating

that the bonds are valid and binding obligations stating the sources of payment and security for the bonds and
that the bonds are exempt from State and Federal income taxes (if applicable).

Bond Counsel is responsible for the following tasks in a transaction:

Prepares ballot propositions, ordinances and notices to call a bond election;

Files all relevant documents with the state Attorney General for approval;

Prepares and oversees bond proceedings;

Ensures that the City meets all the legal requirements and authorization of the bond offering;

Discloses and analyzes all relevant legal proceedings that may have a bearing on the validity of the
offering;
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Interprets relevant regulations and laws and assists in structuring the issue;
Writes key financing documents.

e Due to the complexity of the City’s financial structure and the benefits that come with the history and
knowledge of the City, the contract with Bond Counsel shall be considered evergreen, however with a
termination clause.

e To ensure that the City is still receiving services for fair market value, staff will conduct a survey every five

years of bond counsel fees and present a comparison and analysis to the City Manager and Finance/Audit
Committee.

Disclosure Counsel

Disclosure Counsel is an independent firm, separate from bond counsel, retained by the City to provide a legal
apinion concerning accuracy of the information presented in disclosure and bond documents. With scrutiny of
municipal disclosure increasing by the SEC and Municipal Securities Rulemaking Board, the engagement of
disclosure counsel provides an added layer of assurance that the City’s financial position is accurately presented

in bond documents. The City may choose to engage Disclosure Counsel on certain transactions, but it is not
required.

Municipal Advisor

The Government Finance Officers Association (GFOA) recommends that issuers hire a municipal advisor (MA) prior
to the undertaking of a debt financing unless the issuer has sufficient in-house expertise and access to current
bond market information. The City issues various types of securities to finance its capital improvement program.
Debt structuring and issuance requires a comprehensive list of services associated with municipal transactions,
including but not limited to: method of sale; analysis of market conditions; size and structure of the issue;



preparation of disclosure documents; coordinating rating agency relations; evaluation of and advice on the pricing
of securities; assisting with closing and debt management; calculating debt service schedules; and providing
recommendations on management of the City’s finances, including evaluation of debt structures and refinancing
opportunities.

e While retaining the services of an MA, the City shall post an IRMA Exemption Certificate on the City’s
website and on EMMA (Electronic Municipal Market Access, a service of the Municipal Securities
Rulemaking Board). The IRMA Exemption Certificate states that the City has retained an independent

registered municipal advisor (IRMA), and that the City will rely on the advice of the Municipal Advisor in
the issuance of municipal securities.

e The Municipal Advisor must be registered with the Securities & Exchange Commission and Municipal
Securities Rulemaking Board as a Municipal Advisor

e As municipal advisors to governmental entities have developed the necessary expertise in a broad range

of services, the City will use a consultant for these services, until such time that the City wishes to bring
these services in-house.

e Due to the complexity of the City’s financial structure and the benefits that come with the history and
knowledge of the City, the contract with the Municipal Advisor shall be considered evergreen, however
with a termination clause.

e To ensure that the City is still receiving services of fair market value, staff will conduct a survey every five
years of Municipal Advisory fees and present a comparison and analysis to the City Manager and
Finance/Audit Committee.

e While a municipal advisor plays a key role on the financing team, it is important to note that the City
remains in control of the decision-making process necessary for the issuance and sale of the bonds or
implementing the financing.

e The selected Municipal Advisor shall not be permitted to serve as underwriter on any bond transactions
while serving in the Municipal Advisor role. Upon termination of the Municipal Advisor contract, a period
of at least one year must pass before the firm may be engaged as an underwriter on any bond transaction
for the City.

Depository Bank

Pursuant to State law, the City of Sugar Land may approve a contract for depository services whose term does not
exceed five years. There is no requirement for rotation. The City of Sugar Land will select its official banking
institution through a formal process based on best value to provide the City with the most comprehensive, flexible,
and cost-effective banking services available. Depository accounts may only be opened by employees with
authority specifically granted in the depository agreements approved by the City Council.




BUDGET AND LONG-RANGE FINANCIAL PLANNING

Establish guidelines for budgeting to ensure a financially sound City and to establish a long-range financial planning
process that assesses the long-term financial implications of current and proposed operating and capital budgets.

Balanced Budget

The City Manager shall file annually, a balanced budget for the ensuing fiscal year with City Council in compliance
with state law and the City Charter.

in addition, it is expected that the annual operating budget will be structurally balanced. A structurally balanced
budget is further defined as recurring revenues funding recurring expenditures and adherence to fund balance
policies. Deferrals, short-term loans, or one-time sources will be avoided as budget balancing techniques. If
economic conditions dictate that the City Manager file a structurally imbalanced budget, it shall be accompanied
by a plan to return the budget to structural balance and the resulting five-year financial forecast that reflects steps
to be taken to return the budget to structural balance.

Current Funding Basis (Recurring Revenues)

The City shall budget and operate on a current funding basis. Revenues and expenditures shall be budgeted on a
cash basis. Expenditures shall be budgeted and controlled so as not to exceed current revenues. Recurring
expenses will be funded exclusively with recurring revenue sources to facilitate operations on a current funding
basis. Recurring revenues are defined as revenues which are reasonably expected to occur each year and can be
planned for with a level of certainty, such as property taxes, sales taxes and other revenues based on historical
averages. One-time remittances due to audit adjustments or large payments, permit revenues from large
construction projects, grants and other unpredictable sources are classified as non-recurring revenues.

Use of Non-Recurring Revenues

Non-recurring revenue sources, such as a one-time revenue remittance or fund balance more than policy can only
be budgeted / used to fund non-recurring expenditures, such as capital purchases or capital improvement
projects. This will ensure that recurring expenditures are not funded by non-recurring sources.

The following expenditures are considered non-recurring for budgetary purposes:
1. Transfers to Replacement Funds (Fleet and High Technology).
Capital Expenditures.
Contingency Funds.
Lump sum payments to employees.
Operating transfers to Self-Insurance Reserve in the Employee Benefits Fund.
One-time expenditures designated in the annual operating budget.
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The following revenues are considered non-recurring in the definition of a structurally balanced budget:
1. Grant Revenues.
2. Annexation/Dissolution Proceeds.



Reimbursements for One Time ltems.
Short Term/Inter-Fund Loans.
Use of fund balance over policy requirements.
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Sales tax more than budgeted, if budgeted consistent with policy.

One-time revenues can be appropriated in the budget through one of two methods.
1. After completion of the annual audit, if funds are available over the budgeted fund balance, a budget
amendment can be recommended to City Council:
a. To appropriate funds for carryover items (in progress but not completed) from the prior year.
b. Funds can be appropriated by the City Council in accordance with the allowable uses defined
below.
2. During the annual budget process, for the following fiscal year:
a. Funds identified based on year-to-date actual plus projections for the remainder of the year to
determine the projected ending fund balance.

b. If funds are available over the policy requirement, they may be allocated for one-time use in the
annual budget.

Allowable uses of one-time funding sources, in priority order:
1. To replenish a drawdown in the fund balance below policy requirements {(including Self-Insurance Reserve
in the Employee Benefits Fund).

2. Provide a one-time boost to infrastructure rehabilitation funding.
3. To fund capital projects without an identified funding source.
4. Lump sum payment to employees if the budgeted annual merit pool is reduced.
5. To fund one-time expenditures in the following fiscal year’s budget.
Property Taxes
Tax Rate

The no-new-revenue tax rate is defined by the State of Texas as the tax rate that raises the same amount of total
tax revenue in the current year as the prior year’s tax rate for properties taxed in both years. The no-new-revenue
tax rate is calculated based on a formula established under Section 26.04 of the Texas Tax Code. The voter-
approval tax rate provides for a 3.5% adjustment in maintenance and operations (M&O) tax revenues compared
to the no-new-revenue operations and maintenance tax rate, plus the debt rate needed to meet outstanding debt
obligations for the year. A tax rate that exceeds the voter approval tax rate requires a mandatory election in
November to approve the tax rate by voters. (Texas Tax Code Section 26.07)

By law, the City must levy a tax rate sufficient to generate revenues that will meet outstanding debt obligations,
net of outside funding sources (transfers from other funds). The City Manager will recommend a budget based on
property tax revenues that the City finances require to operate efficiently, yet effectively, and meets the City
Council’s expectations of services provided and service levels. In accordance with the voter-approval tax rate, the
tax rate will be managed to maintain a tax rate that maintains a 3.5% adjustment in tax revenues, excluding new
growth and prior to implementation of new voter authorized debt.



Budgeting for Tax Revenues

As economic conditions permit and in accordance with the voter-approval tax rate, the City Manager will
recommend a tax rate that maintains the voter approval rate for operations at 3.5% to maintain existing service
levels, recognizing that individual tax bills will vary based on several factors, including revaluation, residential vs
commercial revaluation and exemptions. Adoption of the annual budget and tax rate will consider growth in the
certified tax roll, adjustments to the nominal tax rate and the homestead exemption- with a long-term objective
of stability in operating tax revenues and funding voter approved bond projects. Funding for increases to service
levels may be considered for voter approval of the tax rate over the 3.5% for operations.

As stated in the GO bond section of the FMPS, after a GO bond election, the debt service tax rate will be adjusted

based on the projected annual impact of the bonds-and consistent with state fruth in taxation calculations with
inclusion of new debt in the debt tax rate calculations. (see page 33)

For budgeting and forecasting purposes, the City will assume:

e Anannual growth of 3.5% in M&O tax revenues consistent with the voter-approval tax rate.

e Debt service tax revenues will be forecast to support the City’s anticipated debt obligations plus the
estimated annual tax adjustment based on the updated issuance plan for voter authorized debt.

¢ Funding for increases to service levels may be considered for voter approval of the tax rate over the 3.5%
for operations.

e Depending on revaluation, the tax rate split may need to be adjusted between debt service and M&O to
achieve the voter-approval tax rate.

e |f residential revaluation consistently exceeds commercial revaluation, consider adjusting the homestead
exemption to rebalance the tax roll.

e Homestead exemption adjustments will occur in the year following the significant valuation adjustment.

e Any new value to the tax roll will result in growth in the tax levy, which is needed to support services to
the new development.

e Budgeted revenue from property taxes should include an allowance of 1% for potential reductions in value
from caurt ordered reductions. {essentially budget revenues at 98.5% of the levy amount)

Homestead Exemption

The residential homestead exemption is a tool available to the City to manage residential tax bills in the long term.
When the financial health of the City’s finances and the economic and market conditions of the local economy
justify, the City Manager may recommend an adjustment to the homestead exemption. City Council may direct
the City Manager to pursue an adjustment to the homestead exemption as part of a broad financial management
strategy to rebalance the tax roll, or to offset a planned adjustment to the tax rate, recognizing that increasing
the homestead exemption reduces the tax revenue generated to the City from the existing tax rate. In accordance
with state statute, a recommended change in the homestead exemption shall be presented to the City Council to
allow approval through two readings of an ordinance prior to July 1.



The total exemption percentage granted cannot exceed the state limitation of 20%.

Over-Age Exemptions and Disabled Persons Exemption

The City shall grant a $70,000 over-age exemption and disabled persons’ exemption each year when economic
and financial conditions allow. This amount shall remain stable during the period in which the City is considering
adjusting the homestead exemption,

If a tax freeze were ever implemented for over-age and disabled persons, these exemptions would be reduced to
zero. (Chapter 2 Article V Sec 2-119, Code of Ordinances)

Sales Tax

Sales tax used to fund recurring operations shall have a target of 50% of recurring operating expenditures. As
sales tax revenue fluctuates due to changes in economic conditions, the City shall endeavor through long-term
strategies to limit its reliance on sales tax revenues for funding recurring operating expenditures. The goal is to
limit the percentage dependence on sales tax for recurring operations and set aside extra funds for cne-time
needs. Sales Tax revenue shall be estimated conservatively (See Revenue Estimating for Budgeting).

Water/Wastewater Transfer for Pay-As-You-Go Capital Projects

As discussed under Capital Expenditures, the transfer from the City's Utility Fund to fund pay-as-you-go capital
projects will be budgeted at a target of $2,500,000, when financially feasible. It will be based on the financial
health of the Utility System Fund with the long-term goal of adequately funding rehabilitation.

Revenue Estimating for Budgeting

To protect the City from revenue shortfalls and to maintain a stable level of services, the City shall use a
conservative, objective, and analytical approach when preparing revenue estimates. The process shall include
analysis of probable economic changes and their impacts on revenues, historical collection rates, and trends. This
approach should reduce the likelihood of actual revenues falling short of budget estimates and should avoid mid-
year service changes.

Sales Tax

With such a large portion of the City’s operating budget dependent on sales tax, it is important to forecast revenue
conservatively. Sales tax revenue shall utilize the current year’s projected recurring revenue as a baseline for the
following year’s budget, which is net of audit adjustments and large one-time payments. This baseline shall be
grown by CPI as published by the Bureau of Labor Statistics for -All Urban Consumers for the Houston-Sugar Land-
Baytown MSA when positive. If the published CPl is negative, assume zero growth.

The purpose of defining forecast parameters is to better realize when changes in the utilization of property tax
use may be necessary (i.e. shifting the tax rate from debt service to O&M), as well as permit for better planning
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opportunities. These parameters are designed to simulate the cyclical nature of the economy based on the most
often used economic indicator, the Consumer Price Index.

The long-range sales tax forecast will utilize the following parameters to estimate sales tax revenue in years 2-5
of the forecast: CPl as published by the Bureau of Labor Statistics for -All Urban Consumers for the Houston-Sugar
Land-Baytown MSA.
1. Positive CPl:
a. Year 2 growth = lesser of 5-year average CPl or 5%.
h. Year 3-5growth = 3%.
2. Negative CPI:
a. Year 2 growth = lesser of 5-year average CPl or 3%.
b. Year 3-5 growth =3%.

Utility System Revenues

Utility System Fund revenues will be budgeted using consumption based on an average vyear’s
rainfall/consumption (excluding extremely wet and dry years). The City will anticipate neither drought nor wet
conditions. Adjustments to water, wastewater and surface water rates shall be made based on revenue
requirements over the five-year forecast for the utility system fund, and adjustments necessary to build and
maintain revenue coverage requirements shall be made in advance of anticipated bond issues, if possible, to allow
for smaller adjustments to be made over time.

When significant projects are identified that will require an increase in revenues to meet bond coverage
requirements, rates shall be adjusted as early as possible to allow the revenues to be well established to minimize
any downward pressure on the bond rating, and potentially provide positive impacts for an upgrade.

If an extreme weather event should take place (like Winter Storm Uriin 2021) that causes customers to experience
waterline breaks resulting in damage to property, City Council may consider an Ordinance to provide temporary
relief from excess billings. Staff shall recommend a relief program to City Council based on the circumstances of
the event.
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Budget Management

The budget is adopted by City Council through one reading of an ordinance, no later than the 25™ day of
September, as directed by Section 6.03b of the City Charter. Under Texas Tax Code Section 26.05(a), if the
proposed tax rate is more than 3.5% above the No New Revenue Tax Rate (voter-approval tax rate), the budget
and tax rate must be adopted not later than 71 days before the November election date. This is the deadline for
an election to be called for November for voters to approve the tax rate that exceeds the voter approval tax rate.
Upon approval, the budget can be either amended or adjusted based on the level of changes needed. Under Local

Government Code 102.009(a)- The governing body may levy taxes only in accordance with the budget. This means
that the budget must be adopted before an ad valorem tax rate may be adopted.

e Amendment- an increase to the overall appropriation in the fund or capital project. Must be approved by
City Council through one reading of an ordinance.

e Adjustment- a reallocation of funds between departments without changing the total operating fund
budget. Must be approved in accordance with interdepartmental policy AD-113: Operational Authority
Limits.

Upon approval by the City Council, the budget must be filed with the County Clerk.

Operating Budget Adjustments

The City Manager is responsible for managing the operating budget after it is formally adopted by City Council,
including the transfer of funds within program, between programs, between departments, and expenditure of
contingency funds if there is no change in service levels as a result of the adjustments. The City Manager may
further delegate levels of authority for the daily operation of the budget. See interdepartmental policy AD-113 for
guidance oh Operational Authority Limits.

Contingency Funds

The City recognizes that one-time expenditures cannot always be anticipated, and that it is not efficient for
departments to set aside recurring funding for unanticipated expenses, such as run-off elections or emergency
repairs that don’t occur every year. A centralized contingency allows for management of one-time funds available
to meet those needs, subject to approval by the City Manager.

The General Fund operating budget will include one-time funding for contingencies equal to 1% of operating
expenditures in the adopted budget. The General Fund may also include a budgeted reserve of one-time funding
to cover potential emergency response costs to cover expenses until reimbursed by FEMA. The Utility, Airport
and Solid Waste funds will each budget a contingency of one-time funds appropriate to the potential unexpected
operating needs for each fund.
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Contingency funds are budgeted as a one-time expenditure. Use of contingency funds requires approval by the

City Manager and are limited to funding one-time items that are not funded in the annual budget, or that could
not have been planned for during the annual budget.

Operating Budget Amendments

Under State law, the budget must be adopted before a tax rate can be adopted. Should the adopted tax rate
generate significantly more or less ad valorem tax revenue than the adopted budget, the operating budget shall
be amended as soon as possible to ensure that budgeted expenditures remain balanced with anticipated revenue
sources.

Budget reductions shall be targeted to regain structural balance and focused on reductions to recurring
expenditures for non-core services when the imbalance is due to recurring a revenue shortfall.

To preserve projected fund balances/ ending balances based on projected revenues and expenditures for the
current fiscal year, City Council will amend the annual operating budget for all funds, excluding capital
improvements funds, as set forth in the projections. The City Council will amend the current fiscal year budget to
projections annually through adoption of an ordinance amending the budget.

Contracts or purchases presented for City Council approval shall identify the budgeted amount for the item within
the current approved budget. A budget amendment by the City Council is only necessary if the total appropriation
for the fund is increased. This could occur under, but is not limited to, the following situations:

1. The budgeted appropriation will be exceeded at the fund level prior to year-end.
2. Acceptance of a grant that was not included in the annual budget.
3. Appropriation from fund balances for one-time items that were not budgeted.

4. A donation or sponsorship that exceeds budgeted revenues and cannot be absorbed within contingency
funding.

To streamline the process, budget amendments are to be considered by the City Council on an as-needed basis
and then formally adopted by ordinance periodically.

e Budget Amendment for Carryovers- appropriating funds for one-time items budgeted in the previous
fiscal year that were in progress but not complete at year-end. Funding comes from fund balance more
than policy requirements at the end of the fiscal year.

e Budget Amendment for Projections- as part of the annual budget process, the Budget Department re-
estimates revenues and expenditures based on year-to-date actuals plus a projection for the remainder
of the year. The budget is amendment to formally document the projections, which becomes the revised
budget for the year.
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Each budget ordinance shall summarize and include all budget amendments approved by City Council for affected

funds since the last ordinance was approved. At year end, the annual operating budget will be amended by
ordinance through projections and will reflect adjustments that were approved by the City Manager.

Capital Projects Budget Amendments

As capital projects are budgeted on a project length basis and not a fiscal year basis, a project budget needs
approval of a budget amendment when one of the following applies:

1. Increase to project funding with a corresponding funding source, such as:
a. Inter-local agreements
b. Award of a grant to enhance or expand the project

2. Reallocation of funding from one capital project to another, except:

a. When splitting funding for a project into multiple projects for tracking purposes when the total
amount budgeted for the overall project does not change or

b. When allocating additional funds from CIP fund balance to a project to accommodate a change
order, if the additional funding needed does not exceed the lesser of 5% of the original project
budget or $50,000, and the change order does not need approval from City Council nor materially
change the scope of the project.

3. Increase to project funding from the Capital Projects Fund Balance or other funding source, such as
operating contingency.

4. Reduction to project budgets as discussed below:

e Capital Project budgets shall be amended (reduced) when construction bids come in significantly less
than estimated costs, project estimates shall be adjusted to reflect the construction bid plus a
sufficient contingency and other project needs, and the remaining budget shall be reduced as
necessary to reflect savings.

e  When a project is funded from the issuance of debt, if the debt has not been sold at the time of the
budget reduction, the revenue budget for bond proceeds shall be reduced accordingly.

Mid-Year Operating Deficits

During the fiscal year, the City may find or anticipate revenues falling short of budgeted levels. If so, the City shall
take immediate corrective actions if at any time during the fiscal year expenditure and revenue re-estimates are
such that an operating deficit is projected at year end. Corrective actions are to be implemented by the City

Manager with a report to advise the City Council of the actions taken. Corrective actions in order of precedence
are:

1. Manage Vacant Positions.
2. Deferral of capital purchases.
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Expenditure reductions.

Hiring freezes.

Freeze or reduce planned merit increases.

Use of fund balance, including Replacement Fund balances.
Adjustment of fees.

Lay-off employees.

D Mooy W s

Short-term loans shall be avoided to balance the budget.

The use of fund balance, which is a one-time revenue saurce, may be used to fund an annual operating deficit,

only with a plan prepared as part of the annual budget to replenish the fund balance within two years if it is
brought down below policy level.

Five-year Forecast of Revenues and Expenditures

A five-year forecast of revenues and expenditures shall be prepared in conjunction with the annual budget process
for the following funds:

e General Fund

e Debt Service Funds

e Tourism Fund

e  Utility System Fund

e Airport Fund

e Economic Development Corporations

e Five-Year Capital Improvement Program

The forecast assesses long-term financial implications of current and proposed policies, programs, and
assumptions that develop appropriate strategies to achieve the City's goals. The forecast will provide an
understanding of available funding; evaluate financial risk; assess the likelihood that services can be sustained;
assess the level at which capital investment can be made; identify future commitments and resource demands;
and identify the key variables that may cause change in the level of revenue. The forecast will be used to identify
anticipated financial issues so that a plan can be developed to correct anticipated issues before they become
reality. The assumptions used to prepare the five-year forecast shall be consistent with those used to prepare the
annual operating budget, unless specifically directed by the City Council.

REVENUES AND OTHER RESOURCES

The City shall strive to maintain a balanced and diversified revenue system to protect the City from fluctuations
in any one source due to changes in local economic conditions, which may adversely impact that source. The

Budget Department shall maintain a revenue manual documenting the various revenue sources of the City and
how those revenues are derived and estimated.

15



Property Taxes

a.

Taxes on Airport Value- Property taxes collected on taxable property at the Airport will be transferred to
the Airport Fund to use for operations and development. This will ensure that users paying the property
tax will see a direct benefit to the Airport.

Rebates to Municipal Utility Districts (MUDs) — As stipulated in the individual utility agreements, the City

has agreed to rebate a portion of City taxes collected on properties within in-city MUDs back to the
districts through various utility agreements. Rebate payments shall be calculated based on the taxes
collected by the City on properties within the district since the point of the last rebate calculation
(quarterly or semi-annually depending on the MUD), less any refunds given on those properties during
that period.

Payments to Tax Increment Reinvestment Zones (TIRZ)- The City has several TIRZ established within the

City. Taxes paid to the City on properties in each zone are paid to each TIRZ annually; payments due shall
be adjusted for any refunds given on those properties since the last TIRZ payment was made.

Sales Tax Revenue

Monthly, the Economic Development Corporations will be allocated their percentage of the actual
monthly sales tax remittances.

The City’s portion will be deposited into the General Fund. Revenues over the budgeted recurring sales
tax will be identified and set aside as one-time revenues for allocation as a one-time funding source during
the next year’s budget process.

Sales Tax from Sale of Aircraft

1. Sales/Use tax remitted to the City that is determined to be from the sale/purchase of aircraft at
the City’s Airport will be transferred to the Airport Fund, excluding the percent allocated to the
Economic Development Corporations.

2. The proceeds that are allocated to the Economic Development Corporations will be identified as
potential funding for Airport projects that legally meet the requirements of the Corporations.

Administrative Services Charges

The City shall determine annually the administrative services charges due to the General Fund from the enterprise
funds for overhead and staff support using a cost allocation model,
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Utility System Transfer to the Debt Service Fund for Assumed Water/Wastewater Debt

The Utility System Fund shall transfer to the Debt Service fund an amount/percent calculated annually for

water/wastewater infrastructure debt assumed by the City due to annexation and dissolution of municipal utility
districts. ‘

a. The goal is to have water/wastewater debt funded by water/wastewater revenues as much as possible

within the financial resources of the Utility Fund, without negatively impacting the utility fund.

b. The City’s intent is to fund a transfer amount that equates to 100% of the annual debt service
requirements for water/wastewater debt in the Debt Service Fund.

¢. If the City should assume additional debt from municipal utility districts in the Debt Service Fund, the
annual transfer for water/wastewater infrastructure debt will be reviewed and recalculated, if necessary.
The overall percentage covered may need to be adjusted based on affordability.

d. If the City refunds outstanding bonds assumed from municipal utility districts, the transfer to the debt
service fund will be adjusted in the following year’s budget to reflect the updated debt service schedule.

Surface Water Revenues

The City will account for revenues and expenses associated with the mandated reduction in groundwater usage
within the Utility System Fund.

a. All participants in the City’s Groundwater Reduction Plan will pay into the fund an amount based on water
supplied at a rate established per 1,000 gallons (GRP fee). This rate is set by Ordinance.

b. The GRP fee shall be paid monthly based on metered water pumped from groundwater sources.

c. City customers will be billed a surface water fee based on billed water consumption.

Water/Wastewater Billings

Water, wastewater, and surface water charges are billed in arrears, as customer meters are read monthly for the
previous month’s water usage. At year end, revenues are accrued to adjust revenues to full accrual basis but
during the year, revenues are recorded on a modified accrual basis (when billed).

Revenue Collections

The City shall maintain high collection rates for all revenues by monitoring monthly receivables. The City shall
follow an aggressive, consistent, yet reasonable approach to collecting revenues to the fullest extent allowed by
law for all delinquent taxpayers and others overdue in payments to the City. Where possible, the City will
implement collection improvement programs to improve payment of amounts owed to the City. These programs
can include, but are not limited to, inter-local cooperation between government entities and prohibiting receipt
of optional services when outstanding balances are due.
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a. The City shall contract for billing and collection services when it makes financial sense to do so.

d.

Emergency Medical Services transport billing requires a high level of knowledge relating to

medical billing; in this case, outsourcing the billing & collection of EMS transport fees is the most
prudent thing to do.

Property tax billing & collection requires certification of a tax assessor/collector and significant

staff time; contracting this service to Fort Bend County makes financial sense and the City will
continue to do so if it makes financial sense.

b. The City shall contract for collection of delinquent receivables when it makes economic sense for the City
to do so. The City currently contracts directly for the following delinquent receivables:

a.
b.

G

d.

Court Fines & Warrants
Emergency Medical Services Fees
Miscellaneous Receivables, including Alarm Response Fees

Property Taxes- through the contract with Fort Bend County Tax Office

c. Write-off of Uncolliectible Receivables (excludes court fines and warrants)

a.

User Fees

Receivables shall be considered for write-off as follows:

i. Undeliverable mail — accounts that remain outstanding for 6 months and all steps have been
exhausted.

il. State Statute authorizing the release or extinguishment, in whole or in part, of any
indebtedness, liability, or obligation, if applicable.

iii. Accounts outstanding for 3 years, identified as uncollectible, and all attempts to collect have
been taken.

iv. The write-off of uncollected accounts is a bookkeeping entry only and does not release the
debtor from any debt owed to the City.

v. The City shall estimate uncollectible accounts through an allowance for doubtful accounts in
each fund with receivables.

Annually, City Council approve the write-off of certain property taxes under the Tax Code that is
not subject to a lawsuit {10 years for personal and 20 vears for real property). The Tax/Assessor-
Collector submits the amounts to the City to be written off, for approval by the City Council.

The City shall design, maintain, and administer a revenue system that will assure a reliable, equitable, diversified,
and sufficient revenue stream to support desired City services.
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General Fund

a. For services that benefit specific users the City shall establish and collect fees to recover the costs of those
services.

b. Where services provide a public benefit, the City shall finance those services through property and sales
taxes.

c. For services that provide both specific benefits and a public benefit, it may be appropriate to subsidize
from property and sales tax revenues.

d. Costs of Services are defined as full cost; direct, indirect, and overhead.

e. Factors in setting of fees shall include but not be limited to: market and competitive pricing, effect on
demand for services, and impact on users, which may result in recovering something less than full cost.

Enterprise Funds

a. Utility rates and other fund user fees shall be set at levels sufficient to cover operating expenditures (direct
and indirect), meet debt obligations and debt service coverage, provide pay-as-you-go funding for capital
improvements, and provide adequate levels of working capital.

b. The City shall seek to eliminate all forms of subsidization between the General Fund and Enterprise Funds

c. The Five-Year Financial Plan shall serve as the basis for rate change considerations. Rate adjustments are
to be recommended based on the revenue requirements identified in the utility rate model based on the
five-year capital improvement program, consumption data and other factors that influence the utility
system demands for services and capacity.

d. If rate adjustments are necessary, the Five-Year Financial Plan shall be built around smaller rate

adjustments annually versus higher rate adjustments periodically. Rates shall be set to ensure that the
revenues exceed coverage requirements established in bond covenants based on anticipated system
demands.

User Fee Creation and Revision

Working with the department or office, the Budget Department will determine the cost for each service and
determine a full-cost price. Fees shall be set to recover an appropriate level of cost for each service, depending

on what proportion of the cost has been determined to be supported by general revenues. Once a fee has been
proposed for a particular service, the fee will be compared to market, evaluated for potential effects on users
such as low-income households, market demands of service, etc. Fees will then be recommended to the City
Manager and City Council based on all information gathered through the fee evaluation.

User fees shall be adjusted by the Houston- Sugar Land- Baytown MSA CPI annually as part of the budget process,

and a fee ordinance shall be adopted at the beginning of each fiscal year to reflect the fee revisions. Fee changes
are effective for all activity billed or generated on or after the effective date of the fee ordinance.
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Non-Resident Surcharges

For services provided to municipal utility districts, facilities located outside the City limits or individuals who
reside outside the city limits, the City may assess an out-of-city service fee or non-resident user fee. The
surcharges shall be set either as an additional percentage fee or a separate fee for non-residents and can be
established by ordinance or by contract.

EXPENDITURES AND SERVICES

Operating Expenditures

Identify services, establish appropriate service levels, and administer the expenditure of available resources to
ensure fiscal stability and the effective and efficient delivery of those services within the service delivery plan.

Purchasing and Vendor Selection

The City Manager shall maintain policies and procedures to ensure compliance with state laws relating to
procurement of goods and services.

It is the policy of the City that, when lowest qualified bid is not the sole determining factor for a contract award,
the contract shall be awarded to the highest ranked vendor based on merit as determined by a thorough
evaluation by a team of staff evaluators. Merit factors that can be taken into consideration include qualifications,
expérience, quality of team, equipment, scheduling, and proven performance. In accordance with state law, City
Council approval is required on purchases that will expend more $50,000 of City funds over the term of the
contract. After purchasing staff verification that all applicable state laws, purchasing policies, and procedures
have been followed, a recommendation for award is made to City Council by staff.

Operational Performance Management Program

The overall objective of the performance management program for the City of Sugar Land is to measure and track
the city’s progress in achieving its goals and objectives, and to provide valuable insights for decision making,
resource allocation, and continuous improvement. By defining key performance indicators (KPIs} and
implementing a systematic approach for reviewing and utilizing these metrics, this program aims to improve
decision-making, resource allocation, and accountability.

The selection of performance measures should be based on the following principles:

1. Alignment with City Goals: Each metric should directly align with the strategic goals and priorities of the
City of Sugar Land, as outlined in its long-term plans and vision.

2. Relevance: Metrics should be relevant to the specific focus area they are intended to measure, providing
meaningful insights into the city’s performance.

3. Measurability: Metrics should be quantifiable and measurable using available data sources or through
specific data collection efforts
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4. Actionability: Metrics should provide information that can be acted upon, helping identify areas for
improvement and guiding resource allocation decisions.

5. Accessibility: Metrics should be easily understandable by stakeholders, including city officials, staff,
residents and businesses.

6. Balance: A balanced set of metrics should be established to capture the different dimensions of
performance in each focus area.

7. Long-term Perspective: Some metrics should focus on long-term trends and impacts to assess the city’s
progress over time.

Annual Program of Services

Annually, as part the budget document, a program of services for each department will be established for the
ensuing year. The program of services will include a high-level summary of services from the service delivery plan,
as well as key service level expectations and staffing levels.

Maintenance of Capital Assets

Within the resources available each fiscal year, the City shall maintain capital assets and infrastructure at a
sufficient level to protect the City’s investment, to minimize future replacement and maintenance costs, and to
maintain service levels. Maintenance and repairs must be documented at an appropriate level to allow a third
party to understand what was performed and when. This will ensure that if an asset is damaged in an emergency
that the City will be reimbursed for the damages that are not due to normal wear & tear. Should damages occur

to an asset, the damages should be carefully documented prior to making repairs to ensure the City can be
reimbursed from insurance or FEMA funds, as appropriate.

Periodic Operational Reviews

The City Manager and staff shall undertake periodic operational reviews of City programs and services for both
efficiency and effectiveness. The operational reviews can be conducted at the service level by the departments
on a recurring basis with the use of the Service Delivery Models and sound performance measures and can be
evaluated in-house by staff or contracted to a consultant with expertise in a particular area. This should be an

ongoing continuous improvement process developed through the Operational Performance Management
Program.

Outsourcing and contracting with other governmental agencies and/or the private sector can be evaluated as
alternative approaches to service delivery, as well as insourcing services to achieve efficiency, preserve service
levels and cost savings compared to contracting. Programs or services determined to be inefficient and/or
ineffective shall be recommended through the annual budget process to be reduced in scope or eliminated.
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Outsourcing vs Insourcing of City Services

The City provides many municipal services to its citizens covering a wide variety of disciplines. Attempting to
perform all these services in-house could dilute the City’s efficiency and not be cost effective. Two of the
management tools utilized by the City to maximize efficiency and cost effectiveness are outsourcing and managed
competition processes, the mere consideration of which provides economic benefits that flow from competition.

Services that are currently outsourced should be evaluated for delivery of services in-house only if insourcing
results in improved service levels and/or cost savings. The economic benefits of competition include lower costs

and improved quality of performance irrespective of whether a given service is ultimately performed in-house or
outsourced.

FUND BALANCE/WORKING CAPITAL

Maintain the fund balance and working capital of the various operating funds at levels sufficient to protect the
City’s creditworthiness as well as its financial position during emergencies or economic fluctuations. Should the
budgeted fund balance drop below the minimum identified by the policy below, the City will establish a plan to
replenish the balances within two years.

Governmental Fund Balances

There are five categories of Fund Balance in all governmental funds, not all will always be present. The categories
are defined below:

1. Non-spendable- cannot be spent due to being non-spendable in form or the city being legally or
contractually required to maintain this amount intact.

2. Restricted- balances are subject to external restrictions from creditors, grantors, contributors, or laws of
other governments.

3. Committed- use of funds is only for specific purposes as determined by City Council. City Council will
approve obligations of funds such as multi-year contracts prior to the end of the fiscal year.

4. Assigned- intended use of balances for specific purposes is established by the City Council or delegated to
the City Manager that is neither restricted or committed and includes the remaining positive balance of
all governmental funds except the General Fund. Balances for encumbrances, other than those committed
by City Council, fall into this category.

5. Unassigned- balances are available for any purpose; excess fund balances after above categories have
been deducted. This type of balance is reported in the General Fund and negative fund balances in other
than General Fund.
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General Fund Unassigned Fund Balance

The City must maintain a General Fund unassigned fund balance equivalent to at least three months of normal
recurring operating costs, based on current year budgeted expenditures. If the fund balance exceeds this amount,
the amount more than policy requirements may be utilized to fund one-time expenditures in the next fiscal year’s
budget.

Other governmental operating funds that do not have a policy minimum defined shall adhere to the general fund
balance policy.

The City will typically use Restricted fund balances first, followed by Committed resources, and then Assigned

resources, as appropriate opportunities arise, but reserves the right to selectively spend Unassigned resources
first to defer the use of these other classified funds.

Working Capital of Enterprise Operating Funds

In enterprise operating funds, the City shall maintain working capital sufficient to provide for reserves for
emergencies and revenue shortfalls, specifically in the Utility System and Airport Funds. Enterprise funds without
major infrastructure or assets will have no minimum balance requirement. Minimum reserve balances exclude

debt service reserves or restricted funding. A cash equivalent operating reserve will be established and maintained
as follows:

1. Utility System Fund - 25% of the current year's budget appropriation for recurring operations and
maintenance.

2. Airport Fund - 25% of the current year's budget appropriation for recurring operations and maintenance,
excluding fuel for resale.

3. Solid Waste Fund — target balance of 5% of recurring operating expenditures, to be built up beginning
with the FY23 budget.

The cash equivalent operating reserve is derived by dividing the total cash equivalents balance by recurring
operating expenses. (Cash equivalents = Cash + Investments + Accounts Receivable — Accounts Payable)

Use of Fund Balance/Working Capital

Fund Balance/Working Capital shall be used only for emergencies, non-recurring expenditures/ expenses, or major
capital purchases that cannot be accommodated through current year savings. Should such use reduce balances
below the level established as the minimum for that fund, the request/decision to utilize said balances will include
a plan to replenish funds within two years.

Inter Fund Loans

Through the long-range financial planning process, the City may identify a short-term capital financing need that
does not qualify for debt financing, and funds are available in special revenue or enterprise funds balances. An
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inter fund loan is a loan from one fund to another that specifies repayment terms and requires approval by City
Council Resolution. Inter fund loans may not be used to support operating needs but are allowable for cash flow
needs related to capital projects involving third party financial transactions, such as grants or reimbursements.

Inter fund loans may be considered in cases where a short-term loan is needed to cash-flow a project that does
not qualify for tax-exempt bond financing. An example of this situation, but not limiting to this case, is a future
reimbursement by a grant or developer for project funding that needs to move forward prior to funds being
available. This is similar to how the IRS allows the City to reimburse itself from future bond proceeds, except the
funds are coming from a source other than tax exempt bonds. Inter fund loans may be considered when one fund
has excess reserves (over policy requirements) that are not anticipated to be needed prior to repayment.

The inter fund loan shall be documented by City Council Resolution and shall define the following:

Source of the Funding.

Use of the Funds {project).

Maximum Amount.

Repayment Schedule.

Interest accrual, consistent with City investment rates of return at the time of the loan.

ol Ll

The proposed inter fund loan shall be identified during the annual budget and CIP process as a funding source and
discussed with the Council Finance/Audit Committee prior to the Resolution being considered by City Council. Any
changes to repayment terms shall be approved by City Council via Resolution and clearly identified in the budget
document. Completion of payments will be reported to City Council through a memorandum which will also
document the status and terms of any other inter-fund loans. If any circumstances arise that could prevent
payment of the loans as scheduled, the City Council will be notified in writing as soon as possible.

Debt Service Funds

The City shall maintain the debt service fund balance at 10% of annual debt service requirements OR a fund
balance reserve as required by bond ordinances, whichever is greater.

The City shall maintain a separate Debt Service Fund for any taxable bonds. This debt service fund shall have a

reserve requirement separate from the tax —exempt debt service fund to be defined in the bond documents as
bonds are issued.

Other Funds (Internal Service & Special Revenue)

Fleet Replacement Fund

The Fleet Replacement Fund reserve will be maintained based upon a lifecycle or useful life replacement plan to

ensure adequate fund balance required for systematic replacement of fleet vehicles. Fund Balance shall not be
less than 10% of the total inventory asset value.
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Technology Replacement Fund

The High Technology Replacement Fund reserve will be maintained based upon a lifecycle or useful life
replacement plan to ensure adequate fund balance required for systematic replacement of technology. Fund
Balance shall not be less than 10% of the total inventory asset value.

Employee Benefits Fund

The Employee Benefits Fund is funded through City and employee contributions. Estimated costs shall be
determined during each budget year and the contributions adjusted accordingly. This fund should carry a reserve

equal to the estimated maximum liability to the City before aggregate stop loss coverage kicks in, less budgeted
funding. If the reserve falls below this level, the City should increase contributions to the fund over the next 2
years, until the aggregate stop loss liability is met.

Tourism Fund

The Tourism Fund is supported by a 7% City tax on hotel occupancy within the City, which can fluctuate based on

changes in the economy. A minimum fund balance of 10% of budgeted occupancy tax collections shall be
maintained in the fund.

Economic Development Corporations

As sales taxes fluctuate due to changes in the economy, the SLDC and SL4B Corporations shall maintain a minimum
fund balance of 15% of budgeted annual sales tax revenues.

CAPITAL EXPENDITURES AND IMPROVEMENTS

City staff will review and monitor the state of the City’s capital equipment and infrastructure annually, setting
priorities for its replacement and renovation based on needs, funding alternatives, and availability of resources.

Capitalization Threshold for Tangible Capital Assets

Tangible capital items should be capitalized only if they have an estimated useful life of at least two years following
the date of acquisition or significantly extend the useful life of the existing asset and cannot be consumed, unduly

altered, or materially reduced in value immediately by use and has a cost of not less than $10,000 for any individual
item.

The capitalization threshold of $10,000 will be applied to individual items rather than to a group of similar items,
(i.e.: desks, chairs, etc.) unless doing so would have a material impact on financial reporting. The capitalization
threshold for infrastructure will be $50,000 or more.

GASB requires software to be capitalized if criteria described in GASB Statement 51 (Accounting & Financial
Reporting for Intangible Assets) is met. Internally developed or contracted development of or off-the-shelf and
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then modified software should be capitalized given cost & useful life threshold is met. Other licensed software
implemented without modification or minimal modification is not capitalized.

Five-Year Capital Improvement Plan (CIP)

The City shall annually prepare a five-year capital improvement plan based on the needs for capital improvements
and equipment, the status of the City’s infrastructure, replacement and renovation needs, and potential new
projects. Capital projects are improvements or additions to the City's physical infrastructure and become part of
the City's asset inventory. Capital projects can be further categorized into land, buildings, improvements other
than buildings, and infrastructure, which includes roads, sidewalks, bridges, utility lines, etc. Capital costs typically
consist of studies, preliminary design, final design, and construction, and may involve the acquisition of land or
easements. For every project identified in the plan, a project scope and project justification will be provided. Also,

project costs shall be estimated, funding sources identified, and annual operation and maintenance costs
computed.

Citizens, PARCS Board and the Planning and Zoning Commission will be provided opportunities to review the list
of CIP projects for the Five-Year Capital Improvement Plan and may suggest additions and/or changes to the plan
as appropriate. Pursuant to the City Charter, the Planning & Zoning Commission makes recommendations to the
City Council on the City’s Five-Year Capital Improvement Plan.

The City Manager is charged with recommending a Capital Improvement Plan to City Council. Projects submitted,
either by staff, through a neighborhood or citizen request, or through joint participation, will be reviewed in
conjunction with the entire capital improvement program and submitted to City Council for final consideration.
The Five-Year Capital Improvement Plan shall be filed and year one funding approved with the annual budget.
Years two through five are for planning purposes only, and may move up, back, or be phased, and cost estimates

might be revised as the project becomes more refined based on preliminary engineering and design work gets
completed.

The Five-Year CIP shall be limited to the affordability limits identified in the long-range financial plans of the City,
taking into consideration pay-as-you go funding, voter approved bond authorization, revenue debt capacity,
operating costs, etc. Affordability shall be determined by the revenue assumptions used to build the five-year
forecast.

Projects that cannot be funded in the Five-Year CIP using the affordability assumptions will be included in the CIP
for future reference as an appendix of unfunded requests and considered for future funding or a bond

referendum.
The City will establish and maintain Capital Project Funds based on various funding sources as identified below:

e General Capital Projects (non-bond) - includes projects funded from general fund one-time revenues and
other funding sources. Projects recommended for funding from non-voter approved bond sources should
be consistent with the overall prioritization and ranking of the five-year CIP.
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o Corporation Capital Projects (non-bond)- supported by funding resolutions of the Sugar Land
Development Corporation and Sugar Land 4B Corporation. Projects must qualify for funding by the
respective corporation and meet all applicable public notice and public hearing requirements.

e General Capital Projects (tax-exempt bond funds)- supported by proceeds of tax-exempt bonds that are
to be repaid from property taxes and interest earned thereon; projects funded from this source must be
consistent with the uses identified in the bond documents. Use of remaining bond proceeds after project
completion should be targeted to be consistent with the overall prioritization and ranking of the five-year
CIP.

e Taxable Bonds Capital Projects- supported by proceeds of taxable bonds that are to be repaid from
sources other than property taxes.

e Federal Grant Funded Capital Projects- funding for federally funded projects, which have additional
requirements that must be met; this includes matching funds from the state, which are pass-through from
federal funding sources.

e  Utility System Enterprise CIP (non-bond) - includes projects funded from revenues of the utility system.
Includes rehabilitation of infrastructure to extend its useful life. Revenues are budgeted as a transfer from
the Utility System Operating fund.

e  Utility System Enterprise CIP (bond funds) - supported by proceeds of tax-exempt bonds that are to be
repaid from enterprise utility revenue sources. Bonds Payable is recognized in the Utility Enterprise Fund
as long-term liabilities.

e Airport Enterprise CIP (non-bond) - includes projects funded from revenues of Sugar Land Regional Airport
- and outside funding sources. Revenues are budgeted as a transfer from the Airport Operating fund or as
grants from third parties (FAA/TxDOT).

e Airport Enterprise CIP (bond funds) - supported by proceeds of tax-exempt bonds that are to be repaid

from enterprise airport revenues. Bonds payable are recognized in the Airport Enterprise Fund as long
term liabilities.

Annually, through the budget process and at year-end, projects are to be reviewed and if identified as complete
will be closed according to the Project Close-out Procedures by Budget and Engineering, and any remaining funds
closed to the CIP fund balance, which can then be re-appropriated during the next fiscal year capital budget. Funds
remaining from bond proceeds will only be used in accordance with the legal use of those funds.

Appropriations for capital projects are for the life of the project; therefore, re-appropriation of capital funding for
budgeted projects will not be necessary.

Infrastructure Evaluation and Replacement/Rehabilitation:

Water, wastewater, drainage, street lighting, streets and sidewalks, municipal facilities, and other infrastructure
are fundamental and essential functions for public health and safety, environmental protections, and the
economic well-being of the City. As a result, the City’s operating budget should be funded at a level to ensure
that infrastructure is replaced or rehabilitated as necessary to protect the City’s investment, to minimize future
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replacement and maintenance costs, extend the useful life of the asset, and to maintain existing levels of service
and accommodate growth.

Infrastructure will be replaced or rehabilitated at the end of its useable service life if it is financially feasible to do
so. If upgrades are warranted to meet current design standards, a cost/benefit analysis will be performed.

Community Redevelopment Projects

A Community Redevelopment Project is a capital project approved, funded, and implemented within an identified
neighborhood for the purpose of upgrading public infrastructure to an established standard without regard to the
remaining serviceable life of the infrastructure. Requests will be reviewed and prioritized in conjunction with the
entire capital improvement program and within the City’s financial ability for pay-as-you-go funding, not to exceed
% of one percent of the total City operating budget. There will be a dollar-for-dollar match to City funds from non-
City third-party sources. (See Capital Improvement Projects for Community Redevelopment Policy)

Joint Capital Improvement Projects

The City will establish guidelines for City participation in Joint Capital Improvement Projects with community-
based organizations that would either add to or enhance the City’s Five-Year Capital Improvement Plan (See
Resolution 14-27, Policy No. 5000-09 Joint Capital Improvement Projects with Community Based Organizations
using Sugar Land 4B Funds).

The projects must benefit the public and be located in the public right of way. In the proposed budget, $200,000
will be set aside annually for the City’s participation in these type projects, funded through the Sugar Land 4B
Corporation, pending funds availability and subject to approval by the City Council. A maximum of $75,000 will be
contributed to any one project, and in no case will the Corporation contribute over 50% of project funding. The
request will be reviewed, verified to ensure the request meets the criteria set forth in the policy, and prioritized
within the financial ability of the Sugar Land 4B Corporation.

The City may also consider requests for participation in funding capital enhancements to projects that have been
completed and are open to the public. (see Resolution No. 19-03, Policy on Requests for Funding Public
Destination Venue Capital Enhancement Projects) Funding is to be provided through the Sugar Land 4B
Corporation and projects must qualify under this policy to be considered for funding. One-time funding may be
appropriated in the SL4B budget from fund balances available over the policy requirement or from Reserve for
Opportunity Funding that has been appropriated in the budget.

Replacement of Capital Assets on a Regular Schedule (Fleet and Technology)

The City shall annually prepare a schedule for the replacement of its fleet and high technology capital assets.
Funding for the replacement of these assets will be accomplished using an annual depreciation structure charged
to each participating fund at 100% of annual depreciation based on lifecycle or useful life of the asset. Within the
resources available each fiscal year, the City shall replace these assets according to the Fleet and High Technology
Replacement Policies.

Capital Expenditure Financing
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The City recognizes that there are three basic methods of financing its capital requirements: Funding from current
revenues; funding from fund balance/working capital as allowed by the Fund Balance/Working Capital Policy; or

funding through the issuance of debt. Types of debt and guidelines for issuing debt are set forth in the Debt Policy
Statements.

Pay-As-You-Go Capital Improvements

1. The City may allocate one-time general revenue funding to capital improvements and capital purchases.
When capital improvements are funded, the funds will be transferred to the non-bond CIP fund.

2. Unless CIP balances are sufficient to pre-fund pay-as-you-go projects, scheduling of pay-as-you-go capital
improvement projects shall coincide with the transfer from system revenues. CIP projects funded by pay-

as-you-go funding must receive approval from the Budget Department before they begin, to ensure
funding is available.

Timing of Bond Funded Projects

When capital projects are funded by a planned bond issuance, under IRS regulations the projects may begin ahead
of the actual issuance of the bonds, if the City Council has approved a Resolution stating the City’s Intent to
Reimburse from the proceeds of future tax-exempt bond issues. The resolution must be approved within 60 days
of the first expenditure of funds to qualify for reimbursement.

Capital Projects Management

Capital project status reports shall be completed by project managers monthly, and project status and issues shall
be reported to the City Council quarterly.

a. Project Close Out- A project will be closed once the original scope of the stated project has been
completed as determined by Engineering and the project manager.

b. Remaining Funds- Funds left in a project after completion shall be closed out and fall to the CIP fund
balance. Engineering, Accounting and Budget will identify and close out projects on a quarterly basis
to facilitate identification of funds that can be used for other projects.

DEBT

Establish guidelines for debt financing that will provide needed facilities, land, capital equipment and
infrastructure improvements while minimizing the impact of debt payments on current and future revenues.

Use of Debt Financing

Debt financing, to include general obligation bonds, revenue bonds, certificates of obligation, certificates of
participation, lease/purchase agreements, and other obligations permitted to be issued or incurred under Texas
law, shall only be used to purchase capital assets that cannot be prudently acquired from either current revenues
or fund balance/working capital and to fund infrastructure improvements and additions. Debt financing is utilized
to better ensure inter-generational equity by spreading payments of assets and infrastructure over their useful

lives. Debt will not be used to fund operating expenditures.
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The City may pay cash, when possible, for capital improvements within the financial affordability of each fund
versus issuing debt when funding capital expenditures and capital improvements. Projects that are rehabilitative
in nature shall be earmarked for funding from cash instead of debt when possible and funded within the
department’s operating budget. (This is not intended to include reconstruction projects that significantly extend
the useful life of an asset.) Cash sources include, but are not limited to general fund one-time revenues, utility and

airport system revenues, economic development corporation funding, developer fees, inter-local agreements, and
state and federal grants.

Bond Ratings

In evaluating the issuance of additional debt to finance projects, the City shall consider the statements of the
rating agencies regarding the City’s financial condition.

Ratings reflect the assessment of the following factors, and these must be evaluated to determine the impact of
potential bond issues:

e Local economic activity

¢ Strong financial policies as evaluated under the Financial Management Assessment methodology
e Budgetary performance & flexibility

e Total liquidity and reserve balances

e Debt and contingent liability- evaluation of debt carrying costs as a percent of expenditures
o With adjustments for self-supporting debt

e Impact of future debt issuance on bond ratings/debt profile and outlook

e Voter authorized bonds and tax rate impact

Affordability

The City shall use an objective analytical approach to quantify the impact of new general-purpose debt, both
General Obligation Bonds and Certificates of Obligation. This process shall compare City accepted standards of
affordability to the current values for the City. These standards may include debt per capita, debt as a percent of
taxable value, taxable value per capita, and overall tax rate. The process shall also examine the direct costs and
benefits of the proposed expenditures.

The analysis will evaluate the capacity within the General Fund to take on the operating expenditures associated
with the completion of the proposed capital improvements. When a project will have a significant impact on the
operating budget, the M&O tax rate could be pushed over the voter-approval tax rate, which is 3.5% over the no-
new-revenue tax rate. This would cause the tax rate to need further approval by voters once the project is
completed and placed into service. If additional capacity within the 3.5% voter-approval rate is available, this

capacity can be reserved for future implementation of voter approved bond projects to support the 0&M impacts
of the projects.

Debt Capacity
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The City shall complete an assessment of debt capacity and the tax impact of proposed bond funded projects as

part of the GO bond planning process. The debt capacity is the upper limit on the dollar amount of capital
improvements that the City can afford to fund from debt within the proposed debt service tax rate.

Debt capacity calculations for long-term planning shall assume market rates for the average annual interest costs
at the time the capacity is determined. The analysis shall assume a debt structure that meets the policy
requirement to pay 50% of principal within the first half of the maturity schedule. The analysis shall not assume

future refunding of any outstanding bonds and shall consider both debt service requirements on current and
proposed debt.

For property tax supported debt, current debt capacity shall be determined based on the amount of annual debt
service that the City can fund within the anticipated debt service tax rate with normal growth in assessed
valuation. The affordability shall include the anticipated impact to the tax rate necessary to support the proposed
debt. This tax rate impact should be stated as a maximum impact based on the assumptions made by the
governing body. . The calculation shall include the estimated maximum annual increase in the amount of taxes
that would be imposed on a residence homestead with an appraised value of $100,000 to repay the debt
obligations, if approved, based on the assumptions by the City. (Government Code Sec. 1251.052)

For revenue debt, maximum capacity shall be determined by the amount of annual debt service that the City can
absorb within a proposed rate structure that has been reviewed with City Council and which can support the
proposed debt within the additional bonds test as defined in the revenue bond covenants. The City shall not

exceed debt capacity as defined through bond covenants or fall below bond coverage ratios for additional revenue
bonds.

Factors that will be included in the annual debt capacity determination shall include:
e Existing debt obligations
e FEvaluation of revenue and expenditure trends
e Various measures of debt burden on the community
o Debt per capita
o Debt to assessed value ratio
e Taxable value per capita
e Statutory or constitutional requirements
e Market factors such as interest rates, credit ratings or market status

ﬁertlf‘gcates of Obligatwn LCO s)

Certificates of Obligation may be |ssued wnthout voter approval to fmance any publlc works pr01ect or capltal
improvement, as permitted by State law. It is the policy of the City to utilize Certificates of Obligation to finance
public improvements in limited circumstances and only after determining the City’s ability to assume additional
debt based on the standards identified above. CO’s may not be issued to fund projects that have failed to be
approved by voters in a General Obligation bond proposition for the same purpose within the preceding three
years (Local Government Code 271.047 (d)- HB 1378 84" legislature).
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Given restrictions on the issuance of CO’s, publication and notice requirements and increased transparency to
residents, the issuance of CO’s shall be reserved to limited circumstances. CO’s must follow notice requirements
under Local Government Code 271.049, be published once per week for two consecutive weeks with the first
publication at least 45 days in advance of the tentative sale date.

Notices must include the following information:

F= B I

Time and place for consideration of the ordinance to issue the CO’s;
Purpose of the CO's;
How the CO’s will be repaid- property taxes, revenues, or a combination;
Detail on debt obligations of the City:
a.
b.
&)
d.

Outstanding principal of all debt obligations (secured and paid from property taxes);
Combined principal and interest on outstanding debt obligations;

Maximum principal amount of the CO’s to be authorized; and

Estimated combined principal & interest to repay the CO’s.

5. Estimated interest rates for the CO’s
6. Maximum maturity dates for the CQ’s.

Circumstances in which CO’s might be issued include, but are not limited to the following:

e The City may issue CO’s when emergency conditions require a capital improvement to be funded rapidly
and it cannot wait for the next GO bond election.

e The City may issue CO’s for projects when the City can leverage dollars from others (such as county
mobility bonds, low interest loans, or partnerships) to reduce the City’s capital cost for a community
improvement and it is not prudent to wait for the next GO bond election;

e The City may issue CO’s if it would be more economical to issue Certificates of Obligation rather than
issuing revenue bonds, such as funding for airport or economic development projects that are self-

supporting.

CO’s in the Definition of Debt for Tax Rate Calculations

For CO’s issued after September 1, 2021, the debt may be considered as part of the debt service tax rate
calculation if it meets the following definition (HB1869 of the 87* session amending Texas Tax Code 26.012):

e A bond, warrant, certificate of obligation, or other evidence of indebtedness by a taxing unit that is
payable [solely] from property taxes in instaliments over a period of more than one year, not budgeted for

payment from maintenance and operations funds, and secured by a pledge of property taxes; and meets
one of the following requirements:

e has been approved at an election;

e includes self-supporting debt;

e evidences a loan under a state or federal financial assistance program;

e s issued for designated infrastructure;

e isarefunding bond;

e isissued in response to an emergency under Section 1431.015, Government Code;
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e isissued for renovating, improving, or equipping existing buildings or facilities;

e isissued for vehicles or equipment; or

e isissued for a project under Chapter 311, Tax Code, or Chapter 222, Transportation Code, that isin a
reinvestment zone created under one of those chapters, or

e apayment made under contract to secure indebtedness of a similar nature issued by another political
subdivision on behalf of the taxing unit.

Designated infrastructure means infrastructure, including a facility, equipment, rights-of-way, or land, for the
following purposes:

o streets, roads, highways, bridges, sidewalks, parks, landfills, parking structures, or airports;

s telecommunications, wireless communications, information technology systems, applications,
hardware, or software;

e cybersecurity;

e as part of any utility system, water supply project, water plant, wastewater plant, water and
wastewater distribution or conveyance facility, wharf, dock, or flood control and drainage project;

e palice stations, fire stations, or other public safety facilities, jails, juvenile detention facilities, or
judicial facilities, and any facilities that are physically attached to these facilities;

e as part of any school district; or

o as part of any hospital district created by general or special law that includes a teaching hospital.

Refunding bond means a bond or other obligation issued for refunding or refinancing purposes under Chapter
1207 or 1371, Government Code.

Self-supporting debt means the portion of a bond, warrant, certificate of obligation, or other evidence of
indebtedness described above designated by the governing body of a political subdivision as being repaid from a
source other than property taxes.

Geﬂezai {}bngaden Bends (GG s}

General Obligation Bonds require voter approval To increase transparency and reS|dent engagement the Clty
may strive to plan and propose General Obligation Bond packages on a regular cycle. As part of the annual budget
and CIP process, staff will identify projects for funding within remaining voter approved GO bond authorization.
When projects have been identified for funding that cannot be funded from the voted authorization, the City may
begin planning for and call the next General Obligation Bond Election.

1.Bond Elections-

a. Timing of general obligation bond elections shall be determined by the inventory of current authorized,
unissued bonds remaining to be sold and the City’s ability to fund projects in the five-year CIP.

b. The total dollar amount of bond election propositions recommended to the voters may not exceed the
City's estimated ability to issue the bonds within a five-year period after the election passes.
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c. An analysis showing how the new debt impacts the City’s tax rate and debt capacity must accompany
every bond proposition proposal in accordance with state law. The analysis will also include the
estimated impact on the operations and maintenance portion of the tax rate.

d. Each GO bond proposition must be consistent with Government Code Sec. 1251.052 (HB 477 - 2019)
and include the following information:
1. The ballot for GO Bonds shall specifically state:
i. General description of the purposes for the debt;
ii. Total principal to be authorized; and
iii. That taxes sufficient to pay the principal and interest on the debt will be |mposed
2. The City must prepare a voter information document for each proposition to be voted on at the
election.
i. The voter information document must distinctly state:
a) Language to be used on the ballot;
i. Principal to be issued;
ii. Estimated interest costs;
iii. Estimated combined principal and interest; and
iv. As of the date the election is called:
1) Principal of current debt;
2) Interest on outstanding debt; and
3) Combined principal and interest on outstanding debt.

b) Estimated maximum annual increase in the amount of taxes that would be imposed on a
residence homestead in the city with an appraised value of $100,000 to repay the debt
obligations, if approved, based upon assumptions by the City; and

c) Any other information that the City considers relevant or necessary to explain the
information required by this subsection.

ii. The voter information document should include assumptions made in connection with the
statements regarding the maximum annual increase in taxes, including:
a) Assumed amortization of debt — current and proposed;
b) Assumed changes in future appraised values; and
c) Assumed interest rates on the proposed debt.

General Obligation bonds must be used to accomplish projects identified in the bond referendum and
associated material.

General Obligation bonds must be used for projects that are consistent with the wording in the bond
propositions.

The tax rate shall be adjusted annually based on the projected impact from the GO bond election. If the tax
rate is not adjusted to fully fund approved projects in that year’s CIP, the projects will not be funded in the
CIP nor bonds issued. The maintenance & operations tax rate will be adjusted at the time the projects are
placed into service.

The City will strive to take a GO bond package to the voters on a regular cycle, approximately every five
years, or as needed; GO bond packages shall be structured to provide sufficient funding in each proposition
to complete the identified projects.
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a. If a GO bond proposition fails to be approved by voters, the City may not issue Certificates of

Obligation to fund projects from the proposition for the next three years (Local Government Code
271.047 (d)).

b. The City Council may consider placing a proposition back on the ballot for approval by voters
within the three-year window, prior to the next scheduled GO bond election.

Revenue Bonds

For the City to issue new revenue bonds, revenues, as defined in the ordinance authorizing the revenue bonds in
guestion, shall be a minimum of 125% of the average annual debt service and 110% of the debt service for the
year in which debt requirements are scheduled to be the greatest. Annual adjustments to the City’s rate
structures for enterprise funds will be made as necessary to maintain the coverage factor.

When the City issues CO's for enterprise fund projects, the City shall prepare a five-year financial plan to ensure
that the enterprise fund maintains appropriate reserves and coverage requirements.

Debt Structures

e The City shall normally issue bonds with a life not to exceed 25 years for general obligation bonds and 25
years for revenue bonds, but in no case longer than the useful life of the asset. The normal maturity
structure is 20 years,

e The City shall seek level principal payments or declining debt repayment schedules and shall seek to retire
50% of the total principal outstanding within the first half of the maturity schedule.

e There should be no debt structures that include increasing debt service levels in subsequent years, with
the first and second year of a bond payout schedule the exception or as special situations may warrant.

e There shall be no “balloon” bond repayment schedules, which consist of low annual payments and one
large payment of the balance due at the end of the term.

e There shall always be at least interest paid in the first fiscal year after a bond sale and principal payments
starting generally no later than the second fiscal year after the bond issue.

e Normally, there shall be no capitalized interest included in the debt structure except for debt issuances
reimbursing developers for infrastructure, which shall not exceed 2 years of capitalized interest.

Debt Refunding

The City’s financial advisor shall monitor the municipal bond market for opportunities to obtain interest savings
by refunding outstanding debt. As a rule, the net present value savings of a particular refunding should exceed
3.0% of the refunded maturities unless (1) a debt restructuring is necessary or (2) bond covenant revisions are
necessary to facilitate the ability to provide services or to issue additional debt.
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Allocation of Savings from Taxable Refunding Bonds

When a taxable bond issue is refunded for savings, the savings shall be applied in a way that mutually benefits the
City and the beneficiary of the taxable bonds. For Public Private Partnerships financed by Taxable CO’s, the use
of savings from the refunding should be agreed upon between the partners in advance of undertaking the
refunding issue.

Interest Earnings and Remaining Bond Proceeds

Interest earnings on bond proceeds will be limited to funding changes to the bond financed Capital Improvement
Plan in compliance with the voted propositions, cost overruns on bond projects, or be applied to debt service
payments on the bonds issued. Issued but unspent bond proceeds may be appropriated for projects consistent
with the ballot language after completion of projects identified in the approved bond propositions.

Sale Process

The City shall use a competitive bidding process in the sale of debt unless the nature of the issue warrants a
negotiated sale. The City will utilize a negotiated process when the issue is, or contains, a refinancing that is
dependent on market/interest rate timing, or if uncertainty in the bond market is such that a competitive issuance
may not generate the required 3 bids to meet IRS requirements. The City shall award the bonds based on a true
interest cost (TIC) basis. However, the City may award bonds based on a net interest cost (NIC) basis as long as
the financial advisor agrees that the NIC basis can satisfactorily determine the lowest and best bid.

Underwriting Syndicates

In response to the MSRB Rule G-17, which recognizes that the motivations of an underwriter may not be consistent
with the best interest of the City, the City shall refer underwriters to its Municipal Advisor to review potential
refunding opportunities. The City’s municipal advisor is prohibited from underwriting the City’s bonds while under
contract with the City for municipal advisory services, and for a period of one year after termination of the
municipal advisory contract.

The City will consider past participation and results of competitive City of Sugar Land and component unit bond
sales when engaging one or more firm to underwrite a negotiated bond transaction.

Rating Agency Presentations

Full disclosure of operations and open lines of communications shall be maintained with the rating agencies. City
staff, with the assistance of financial advisors, shall prepare the necessary materials and presentation to the rating
agencies. Credit ratings will be sought from one or more of the nationally recognized municipal bond rating
agencies, currently Standard & Poor's and Fitch Ratings Inc., as recommended by the City's municipal advisor.

Bond Ratings

The City will prudently manage the General, Economic Development Corporations, and Enterprise Funds and
attempt to issue and structure debt to help maintain or increase the current bond ratings.

36



Direct Borrowings

A direct borrowing is when a government engages in a loan with a lender for funding (e.g. bank, credit union,

private mortgage company, etc.). A direct placement is when a government issues a debt security directly to an
investor.

The City will use lease/purchase agreements or direct borrowing contracts for capital items only when it is cost-
efficient and provides for more attractive terms than issuance of bonds. Capital leases and bank loans must be

disclosed as debt in the ACFR under GASB Statement No. 88 and should be disclosed to the MSRB through the
EMMA website.

CASH MANAGEMENT AND INVESTMENTS

To maintain the City's cash in such a manner to ensure the absolute safety of principal, to meet the liquidity needs
of the City, and to achieve the highest possible yield in compliance with the Public Funds Investment Act (Chapter

2256 of the Local Government Code) and the City’s Investment Policy & Strategy, as adopted annually by City
Council.

Investment Policy

All aspects of cash/investment management shall be designed to ensure safety and integrity of the City's financial
assets. Cash/Investment management activities shall be conducted in full compliance with prevailing local, state,
and federal regulations. Please reference the City’s Investment Policy as adopted annually by City Council.

The City shall design and establish policies relating to a variety of cash/investment management issues, such as
the eligibility and selection of various broker/dealers, safekeeping requirements, collateral requirements, delivery
versus payment requirements, weighted average maturity requirements and such other aspects of the program,
which necessitate standard setting in pursuit of appropriate prudence and enhanced protection of assets.

Investment Strategy

The City of Sugar Land maintains a consolidated portfolio in which it pools its funds for investment purposes. The
City's investment program seeks to achieve safety of principal, adequate liquidity to meet cash needs, and
reasonable yield commensurate with the preservation of principal and liquidity. Refer to the City’s Investment
Strategy as adopted by City Council annually for detail.

Interest Income

Interest earned from investments shall be distributed to the funds from which the funds were provided for
investment.

Arbitrage Investments and Reporting

The City's investment position as it relates to arbitrage is as follows: Investments on bond proceeds will be made
with safety of principal and liquidity in mind, but with a competitive rate of return. Investment of bond proceeds

will be clearly tracked, and investment earnings recorded for arbitrage purposes.
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Depository Bank

The City of Sugar Land will select its official bank depository through a formal bidding process to provide the City
with the most comprehensive, flexible, and cost-effective banking services available. The City will at a minimum,
bid depository services every five years. Only officials authorized by the City Council through the depository
contract may open accounts in the name of the City or its component units.

Collateralization of Deposits

The City of Sugar Land shall have pledged collateral held at an independent third-party institution and evidenced
by a written receipt.

The value of the pledged collateral should be marked to market monthly and shall be at least 102 percent of par
or market value of the investments, whichever is greater. The City’s depository bank monitors the required
collateral and makes necessary adjustments to increase or decrease it.

Substitutions of collateral shall meet the requirements of the collateral agreement and have prior written
approval. Collateral shall not be released until the replacement collateral has been received.

The pledge of collateral shall comply with the City's Investment Policy.

GRANTS

The City will seek, apply for, and effectively administer federal, state, and local grants, which support the City's
current priorities and policy objectives. Any project that receives federal funding, including pass-through funds,
should be treated as a grant, as it must be reported in the Schedule of Federal Awards for single-audit
consideration and review.

Federal Stimulus Funds

The City shall spend federal stimulus funding (CARES Act and American Rescue Plan Act- ARPA) in accordance with
the terms of the treasury guidance and federal requirements. All reporting shall be completed in accordance with
the terms and conditions of the funds. These funds are considered one-time in nature and will not be used to fund
recurring programs.

Grant Guidelines

The City will actively pursue grant funding from the state and federal government along with privately funded
grants. The City shall apply and facilitate the application for only those grants that are consistent with the

objectives and high priority needs identified by Council and City Management. When necessary, the City will retain
consultants to assist with this process.

Grant funding will be considered to leverage City funds. Inconsistent and/or fluctuating grants should not be used
to fund ongoing programs.

The potential for incurring ongoing costs, to include assumptions of support for grant-funded positions from local
revenues, will be considered prior to applying for a grant.
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Grant Review and Acceptance

All grant submittals shall be reviewed for their local match requirements, their potential impact on the operating
budget, and the extent to which they meet the City's goals. If there is a local match requirement, the source of
funding shall be identified prior to application, and whether the local match must be made as cash or in-kind
contributions. (Refer to City’s Inter-Departmental Grant Policy AC104.)

All grants must be reflected in the budget. Grants must be officially accepted by action of the City Council, with
funding appropriated during budget adoption or with a budget adjustment. If the funding is not already included
in the annual budget, the budget shall be amended to reflect revenues and expenditures associated with the
grant.

Grant Termination and/or Reduced Grant Funding

In the event of reduced grant funding, City resources will be substituted only after all program priorities and

alternatives are considered during the budget process, unless the City is obligated through the terms of the grant
to maintain the positions.

The City shall terminate grant-funded programs and associated positions when grant funds are no longer available,
and it is determined that the program no longer supports City goals and/or is no longer in the best interest of the

City, unless the City has obligated itself through the terms of the grant to maintain the positions after the grant
period ends.
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City Council Agenda Request
MAY 21, 2024

AGENDA REQUEST NO: IILD.

AGENDA OF: City Council Meeting

INITIATED BY: Jennifer Brown, Director of Special Projects
PRESENTED BY: Jennifer Brown, Director of Special Projects

RESPONSIBLE DEPARTMENT: Finance

AGENDA CAPTION:

Consideration of and action on CITY. OF SUGAR LAND RESOLUTION NOQ, 24-27: A RESOLUTION OF THE CITY
COUNCIL OF THE CITY OF SUGAR LAND, TEXAS, ADOPTING THE CITY OF SUGAR LAND FINANCIAL
MANAGEMENT POLICY STATEMENTS.

RECOMMENDED ACTION:

Consideration and approval of Resolution No. 24-27 adopting the Financial Management Policy Statements for the City of Sugar
Land.

EXECUTIVE SUMMARY:
Background

The City of Sugar Land takes pride in its recognition as a financial leader - in both good times and during economic challenges.
As part of the overall management of the City's finances, the City Council has a set of policy statements - first adopted in 2002
and updated every two years thereafter. These policy statements provide high-level guidance to elected officials and staff in the
management of the City's finances and play a big role in the City's "AAA" bond rating. Through utilization of the Financial
Management Policy Statements (FMPS), the City has achieved the second lowest tax rate for cities our size and maintained a

AAA bond rating since 2011. This allows the City to borrow at a lower cost, thereby implementing more projects with less of an
impact to the tax bill.

Management of the City's finances is guided by a set of policy statements that provide high-level direction on ten areas relative
to financial management and strategy. The FMPS have been undergoing revision in Fiscal Year 2024 as part of their normal two-

year review cycle. This regular review and revision cycle allows each City Council to have input on the financial policy
direction for the City and allows for adjustments to be made as the City grows and circumstances change.

FY2024 FMPS Review

The attached document reflects input from the City Council and the Finance/Audit Committee after their review and discussion
in April and May. There are several items recommended for this biennial review and adoption.

Key revisions to the FMPS include:

o Budgeting methodology for property tax revenues:
o Maintain voter approval rate for maintenance & operations and debt service rate consistent with state truth in taxation
calculations.
o Debt service tax revenues to be forecast to support the anticipated debt service obligations plus the estimated annual
tax adjustment based on the updated issuance plan for voter authorized debt.



e Funding for increases to service levels may be considered for voter approval with a tax increase of over 3.5% for
operations.
e Sales Tax budgeting
© Grow the baseline for year one based on the Houston Baytown Sugar Land MSA CPI increase.
o Adjustment to out-year assumptions:
o Positive CPL: lessor of 5 year average CPI or 5% for year 2
o Negative CPI: year 2 lessor of 5 year average CPI or 3%, Year 3-5: 3%
¢ Updating Employee Compensation to match Compensation Philosophy changes discussed at the spring retreat and to be
adopted by Resolution No. 24-26
e Changing the Operational Performance Management Program to reflect updated practices associated with key performance
indicators and principles of performance measures.

e Debt Capacity assumptions are based normal growth in assessed valuation with a tax rate impact based on assumptions
agreed upon by the governing body.

Recommendation

The Financial Management Policy Statements are a City Council Policy and are formally approved by Resolution. As such, staff

recommends approval of Resolution No. 24-27 adopting the Financial Management Policy Statements for the City of Sugar
Land, reflecting the revisions made during the FY2024 review cycle.

BUDGET

EXPENDITURE REQUIRED:
CURRENT BUDGET:
ADDITIONAL FUNDING:
FUNDING SOURCE:

ACCOUNT NUMBER (ORG-OBJ-PROJECT):

ATTACHMENTS:

Description Type
o Resolution No. 24-27 Resolutions
6] Exhibit A- FMPS Resolutions
REVIEWERS:
Department  Reviewer
Finance Xao. Jing

City Secretary Perez, Justin

City Secretary Peraz, Justin

Legal Risde, Mersdith
Agenda . »
Coordinater Perez, Justin
PSSR O s forueli, Fcbierd
ianager

City Manager Valenzuela, Robert





