CITY OF UNION CITY

Fee Increases

Many fees charged to businesses and individuals within Union City have provisions allowing for annual increases based
on the April to April percentage (%) change in the San Francisco Bay Area Consumer Price Index (CPI). From April 2008
to April 2009, the San Francisco Bay Area CPl increased by 0.8%. Therefore, we can expect current fee income to rise by
a similar percentage over the coming fiscal year.

Fiscal Policy

Three years ago, the City Council worked on developing and adopting a City Council Policy on Fiscal Management. This
policy consists of 40 statements that express the Council’s direction on the management of City resources in seven areas
including, Budget, Debt, Investments, Financial Reporting, Capital Improvements, Reserve Balances and Employee
Compensation. This Policy provided a basis for developing this Budgetary Plan and is shown in detail after the
transmittal letter.

Labor Negotiations

All labor agreements with the City expire at the end of the current fiscal year (2008-09). City representatives have
commenced meetings with each labor unit regarding labor agreements for FY 2009-10 and beyond. However, since
there have been no agreements on salary and benefits past June 30, 2009, this Adopted Budget includes no salary
adjustments other than step adjustments subject to annual performance evaluations. This follows upon no salary
increases for the current fiscal year.

General Fund

The General Fund is the primary operating fund of the City. It accounts for those resources traditionally associated with
governments which are not required by law or administrative action to be segregated in another fund. Expenditures are
made for Public Safety, Public Works, Leisure and Community Services, and General Governmental Operations. This
contrasts with Special revenue and other fund types which can only be used for a specific purpose. The Public Safety
Parcel Tax is an example of one such special and dedicated revenue source.

Since the General Fund is the City’s primary operating fund, it is highly critical that its revenues match its expenditures
and that a healthy reserve balance be maintained so unexpected emergencies such as natural disasters can be
mitigated. A majority of cities in the Bay Area have chosen to establish a General Fund reserve balance of 15% or higher.
Union City has established a minimum reserve balance of 7.5%, which leaves us more vulnerable to severe unexpected
emergencies.

As of the beginning of FY 2008-09, the City’s General Fund had an unrestricted fund balance of $7.37 million or 18.4% of
expenditures. By the end of FY 2008-09, it is projected that this reserve balance will have decreased to $5.69 million or
13.5% of expenditures. This means that the reserved fund balance will have declined 22.7% in one year, due to recently
declining revenues and continually rising costs.

To simply maintain current operations, City staff projected that it would cost the General Fund $45.4 million in FY 09-10.
However, revenues in FY 09-10 are projected to only reach $38.6 million; thereby leaving the General Fund with a
structural deficit of nearly $6.8 million. Our projected beginning unencumbered reserve balance of only $5.69 million is
not sufficient to stem this deficit. Without a significant inflow of new revenue, City staff found itself with no other
choice but to drastically reduce expenditures across all departments. As a result of these efforts and the tough choices
that were made, projected General Fund revenues now nearly match projected expenditures. With this adopted budget
the City will meet its primary goal of remaining solvent and its secondary goal of an adequate reserve balance of at least
7.5%.
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Notable Items for FY 2009-10& FY 2010-11

As noted above, extraordinary action was required to balance the City’s General Fund budget. The impacts of these

actions are detailed in the departmental sections of the proposed budget.

The following lists affected positions

throughout the City. The adopted staffing reduction plan, and its broader expenditure reduction plan, does include the
Police and Fire Departments. While this is not desirable, it was necessary due to the fact that these two departments
account for nearly two-thirds of General Fund expenses. If Public Safety were not reduced, catastrophic reductions of
approximately 60% would be needed in all other departments. If that were to happen, the questions then become:
“Does the City pay payroll or vendors? Does the City repair roads or fix stop lights? Does the City eliminate the Senior
Center or the Sports Center?” Public Safety reductions are never desirable, but without them, the City would find itself
with nearly nothing left but the Police and Fire Departments.

Impacted City Positions:

Department Position Action

City Clerk PT Office Specialist | - Passports Layoff

ASD Admin Assistant Il Split Time with Leisure

ECD Sr. Planner Vacancy Reduction

ECD Assistant Planner Vacancy Reduction

ECD Admin Assistant Il Vacancy Reduction

ECD Neigh. Preservation Coordinator Vacancy Reduction (7/12 of year
after retirement)

ECD PT Building Plan Checker Layoff

Fire Firefighter Vacancy Reduction

Fire Admin Assistant Il Vacancy Reduction

Fire Battalion Chief (Training) Vacancy Reduction

Fire HazMat Inspector Layoff

Fire Division Chief (Fire Marshal) Layoff

Fire PT Fire Inspector Layoff

Fire PT Fire Plan Checker Layoff

Fire EMS Coordinator Sworn to Non-Sworn

Fire All Sworn Employees Temporary 2-year Conversion of
Minimum Staffing OT to Comp Time
(subject to meet and confer)

Leisure PT Fitness Coordinator (Sports Ctr) Layoff

Leisure PT Office Specialist (Senior Ctr) Layoff

Leisure PT Office Assistant Il (All Centers) Equalize Hours Down

Leisure Admin Assistant Il Vacancy Reduction after Retirement
(fill with % time shift of Admin Il
from ASD)

Leisure PT Program Manager (Sports Ctr) Vacancy Reduction

Leisure All PT Employees Youth Special 20% Reduction in Hours

Interest

Leisure All PT Employees Special Needs 20% Reduction in Hours

Police Dispatcher Clerk Vacancy Reduction

Police Lieutenant Demotion

Police Sergeant Vacancy Reduction after Retirement

Police 7 Police Officers Vacancy Reduction; some after
retirement

Public Works PT Project Specialists (Parks Maint) Reduce in General Fund

Public Works Maint Worker | (Parks & Grounds) Vacancy Reduction

Public Works PT Interns Vacancy Reduction
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These adopted reductions are offset by several new positions with the net impact being a loss of 13.67 full time
equivalent (FTE) positions in FY 2009-10 and an additional 0.73 FTEs in FY 2010-11 due to the timing of some
retirements. Again, reductions in force are never desirable, particularly when they involve layoffs. Best efforts were
made to avoid them, but they are necessary, since nearly 75% of General Fund operating costs are in salary and benefits.
The City has trimmed its non-personnel accounts as well, but these actions will only get the City so far, making personnel
reductions absolutely necessary.

The City has filed a Department of Justice Grant (a part of the American Recovery and Reinvestment Act) to fund Police
Officer positions that otherwise would be eliminated. Since we may not know if we are successful in attaining some help
from this grant until as late as the end of September 2009, the City will continue to fund these positions until it receives
more information from the Department of Justice. However, if we are unsuccessful several filled Police Officers
positions may need to be eliminated.

Conclusion

This is the most difficult and painful budget | have had to submit in my years as City Manager. It is a drastically reduced
budget that calls into question the fiscal security of the City’s finances. This fiscal crisis is not limited to Union City, but
we are very much affected by it. The City must respond in one of two ways to balance a budget — either raise revenues
or reduce expenditures. In the coming months it would be prudent to consider other funding sources that would
require a vote of the people. One such funding source is a utility users tax. In the meantime, all Departments have
worked collaboratively in finding a solution to keep the organization alive. Regretfully, it does require the layoff of
several valuable employees who, through no fault of their own, must be let go due to the lack of funding to retain their
services. They, and the services they provide, will be greatly missed.

Respectfully submitted:

D%MI\%UJ\’B/

Larry Che
City Manager and Executive Director of the Redevelopment Agency
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Fiscal Management Policy
(As Adopted by Resolution No. 3126-06 on February 28, 2006)

Purpose:

To establish a policy governing the management of finances and establish fiscal responsibility to ensure the City’s
financial assets are management in a prudent manner for the benefit of the citizens of Union City in its ability to provide
City services; guarantee a balanced annual budget and establish reserves necessary to meet known and unknown future
obligations. To achieve these goals, the following Fiscal Policy is presented which include the following categories:
Budget Management, Debt Management, Investment Management, Financial Reporting, Capital Improvements,
Reserves, Compensation.

Policies:

Budget Management

The City Council will adopt and maintain a balanced annual operating budget and an integrated five-year capital
improvement plan. (See Appendix - Glossary for City’s definition of a balanced budget).

Staffing positions will generally be budgeted at fully funded cost and not adjusted for vacancies.

Current operating revenues will support operating expenditures and one-time revenues will be used for capital
projects or other one-time expenses.

The City will avoid budgetary and accounting procedures which balance the current budget at the expense of
future budgets.

The City will strive to maintain all physical assets at a level adequate to protect the City’s capital investment and
to minimize future maintenance and replacement costs.

The City shall comply with the GASB 45 requirement to identify Other Post Employment Benefits (OPEB) and to
fund these obligations though the Annual Budget process.

Debt Management (See Appendix — Legal Debt Margin for Debt Limits)

The City will seek to maintain and, if possible, improve the City’s current bond rating in order to minimize
borrowing costs and preserve access to credit.

Only capital improvements that cannot be financed from current revenues will be financed with debt borrowing.
The City will determine and use the least costly financing method for all new capital improvement projects.

An analysis of current debt impact, the City’s debt capacity and conformance with City debt policies will
accompany every future bond issue proposal.

The City will communicate, and where appropriate, coordinate with all jurisdictions with which the City shares a
common tax base concerning collective plans for future debt issues.

City debt service costs should not exceed 20% of the City’s operating revenue in order to control fixed costs and
ensure expenditure flexibility.

General Obligation debt, which is supported by property tax revenues and grows in proportion to the City’s
assessed valuation will be utilized as authorized and approved by the voters.
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Contractual debt which is non-voter approved, may be utilized when a stable and dedicated revenue source can
be identified to pay debt service expenses.

The term of any debt financing shall not exceed the useful life of the infrastructure or capital improvement for
which the borrowing is financing.

Long term debt financing will not be used to meet current operational needs.

Refunding of existing outstanding debt issues will only be considered where there is a significant financial
benefit based on Net Present Value.

Investment Management

Cash and Investment programs will be maintained in accordance with City Council’s Adopted investment policy
and will ensure that proper controls and safeguards are maintained.

City funds will be managed in a prudent and diligent manner with an emphasis on safety of principal, liquidity
and financial return on principal, in that order.

City funds shall be co-mingled for investment purposes and the City’s investment performance will be indexed to
the State Local Agency Investment Fund (LAIF) and the Federal Funds Rate on 90-day Treasury notes for
purposes of performance comparison.

Financial Reporting

The City’s accounting and financial reporting systems will be maintained in conformance with all state and
federal laws, generally accepted accounting principles (GAAP) and standards of the Governmental Accounting
Standards Board (GASB) and the Governmental Finance Officers Association (GFOA).

An annual audit will be performed by an independent public accounting firm with an audit opinion to be
included with the City’s published Comprehensive Annual Financial Report (CAFR).

City staff shall maintain a database of fixed assets which identifies all City assets, their condition, historical cost,
replacement value and useful life in conformance with GASB 34.

Quarterly financial reports of the General Fund shall be presented to the City Council along with the revenues
and expenses to-date and projections through the remainder of the fiscal year.

Capital Improvements

A five-year Capital Improvement Plan will be developed as part of the Annual Budget process. Capital
Improvements are defined as infrastructure projects which result in capitalized assets costing more than
$10,000 and having a useful life of three years or more.

Proposed capital projects will be reviewed and prioritized by a cross-department team utilizing accurate costing
(planning, design, construction and operating) and consistency with the City’s goals and objectives.

Highest ranking projects will be funded to the extent that revenue sources are available.

A Capital Projects Reserve will be established in the General Fund in the amount of $250,000 annually to allow
the City Council to identify and fund capital projects that will be of benefit to the City.

Capital Projects will be funded from either pay-as-you-go revenue or through debt service. A pay-as-you-go
approach will be used where current revenues and accumulated fund balances are available to meet
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construction draws. Debt financing will be used where construction draws are greater than available revenues
and fund balances.

Reserves

All fund designations and reserves will be evaluated annually for long-term adequacy and use requirements in
conjunction with development of the City’s annual budget.

General Fund reserves of at least 7 %% of annual operating expenditures will be maintained for unforeseen
emergencies, unanticipated revenue shortfalls, unexpected expenditure increases or catastrophic impacts to the
City.

Reserves in excess of 7 %% up to 8% or %% may be used to fund an administrative contingency reserve as
determined by the City Manager for either unforeseen costs or new programs that were not anticipated during
the budget development process.

Self-Insurance Reserves will be maintained at a level, which together with purchased insurance policies will
adequately indemnify the City’s property, liability, health benefits and workers compensation risks.

Vehicle Replacement Reserves will be maintained based on lifecycle replacement plans to ensure adequate fund
balance required for systematic replacement of fleet vehicles and operational contingencies. Operating
departments will be charged for fleet operating and replacement costs spread over the useful life of the
vehicles.

Compensation

All compensation planning and collective bargaining will focus on the total cost of compensation which includes
direct salary, health care benefits, pension contributions, training, premium and specialty pay and other benefits
of a non-salary nature which are a cost to the City.

Compensation shall be based on the median total compensation of comparable local agencies. The current total
compensation for Union City employees shall be no more than 10% off median of the eight comparable cities
(external equity).

Compensation for public safety sworn personnel shall be consistent and equivalent (internal equity).

Compaction between employee classifications is addressed in a systematic manner.

The City shall develop a consistent single benefits package for health, dental, vision, disability and life insurance
for all bargaining units.

It is the expressed desire of the City Council that Memoranda of Understandings cover a consistent period for all
bargaining units with consistent expiration dates.

Growth in compensation is limited to the growth in Property and Sales Taxes which account for approximately
70% of the General Fund Revenues.
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Basis of Budgeting and Accounting

The City’s Budget and day-to-day accounting functions are
prepared in conformity with Generally Accepted
Accounting Principles (GAAP).

The Budget and day-to-day accounting are organized and
operated on a fund basis; the underlying accounting
records are maintained on a modified accrual basis.
Under this method of accounting, revenues are
recognized when received unless when subject to accrual.
Funds are considered “accrued” when they are
measurable and available to finance the City’s operations.
For example, property taxes collected within 60 days after
the close of the fiscal year (July 1) are classified as
revenue for the current fiscal year (fiscal year 2006/07).
Expenditures, other than general long-term debt, are
recorded when the liability is incurred. For example,
when the City accepts a delivery of office supplies, a
liability to pay is immediately created. General long-term
debt is recorded in the year when due; e.g., payment of
principal and interest on a long-term lease.

The City uses a line-item budget format within funds. This
budget system emphasizes the attainment of a “balanced
budget” through the reconciliation of estimated revenues
to budgeted expenditures. Budgetary divisions are listed
by activities and are further divided into expenditure
categories including salaries and benefits, supplies and
materials, outside services, capital outlay, and debt
service. Note: All funds shown in this budget are
appropriated. However, the City’s audited financial
statements also include certain others funds that are not
required to be part of the City’s annual budget according
to State law. These funds are agency funds used to
account for assets held by the City as an agent for
individuals,  private  organizations, and other
governments. Agency funds do not have expenses or
income. And lastly, both the budget and the audited
financial statements use the same modified accrual basis
of accounting.

Budget Amendments

Periodically during a fiscal year, amendments to the
Budget, if any, are brought before the City Council for
their approval. Typically, budget amendments occur
when unanticipated events result in the City’s depletion
of appropriations for a given service. An amendment may
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also be adopted to change the mix of service delivery.
Furthermore, an amendment request may be
adopted for additional appropriations from reserves
or simply an internal transfer of appropriations for
one appropriation category to another.

Budgetary Control

Budgetary control is maintained through the use of
monthly reports on all revenue and expenditure
accounts as well as special reports summarizing the
financial position of the City. These reports are
presented for review and discussion to department
heads and the City Manager on a monthly basis.
Quarterly reports are also provided to the City
Council. The City Council has the authority to control
the budget through adoption of a formal budget
annually and by amending the budget as necessary
throughout the fiscal year (July 1 — June 30).
Expenditures should not exceed budgeted figures and
department heads and their supervisors are held
accountable by the City Manager and Administrative
Services Director for any overages. All appropriations
expire at fiscal year-end unless specifically carried into
the new fiscal year by Council actions. Section
2.52.020(F) of the Union City Municipal Code states
that the Finance Department shall assist in the
preparation of the annual budget and in the
administration thereof (Amended during 1990
republication; Ord. 138-75 § 1.2, 1975).

Internal Control

Internal control exists within the accounting system to
ensure safety of assets from misappropriation,
unauthorized use or disposition, and to maintain the
accuracy of financial record keeping. These internal
controls must be established consistent with sound
management practices based on the cost/benefit of
the controls imposed. The cost of a control should
not be excessive in relation to its benefit as viewed by
City management. The internal controls in existence
within the City’s system are sufficient to ensure, in all
material aspects, both the safety of the City’s assets
and the accuracy of the financial record keeping
system.
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EXPENDITURE ACCOUNT STRUCTURE: XXXX-XXXX-XXXXX-XXXXX (Fund-Organization-Program/Project-Object)
REVENUE ACCOUNT STRUCTURE:

FUNDS

All expenditures and
revenues are
classified into six
types of funds.

Note: All funds shown in
budget are
appropriated and all
funds shown are also in
audited financial
statements except
Agency Funds as noted
on previous page.
ORGANIZATIONS
All funds have
organization codes.
Org codes are similar
to divisions in
departments. These
are some sample org
codes in Police.

PROG/PROJECTS
All organizations have
programs and/or
projects. These are
some sample
programs in Police
Operations org code.

OBJECT CODES

All programs have
object codes, also
known as line items.
These are the five
categories of account
codes common to all
programs and
projects.

CITY OF UNION CITY

Budget & General Ledger Chart of Account Structure

XXXX- XXXXX-XXXXX (Fund- Program/Project-Object)
Note: Diagram below illustrates expenditure account structure.

GOVERN- SPECIAL DEBT CAPITAL PROPRIE- INTERNAL
MENTAL REVENUE SERVICE PROJECTS TARY SERVICE
FUNDS FUNDS FUNDS FUNDS FUNDS FUNDS
2101 2102 2103 2104 2105 2106 2110 2199
POLICE POLICE POLICE POLICE POLICE POLICE POLICE POLICE
ADMIN TRAINING INVESTIGA- PATROL RECORDS TRAFFIC COMMUNI- | OPERATION
TION CATIONS
21010 21012 21111
SWAT POLICE SEAT BELT
TEAM IT GRANT
SALARIES BENEFITS SUPPLIES SERVICES OTHER CAPITAL DEBT TRANSFER
EXPENSES OUTLAY SERVICE ouT
(51___) (52___) (53___) (54___) (56___) (57___) (58___) (59___)
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Budget Adoption Process, Amendments, and Controls

CITY OF UNION CITY

Budget Adoption Process - as shown by the enclosed calendar, the budget adoption process begins a whole seven (7)
months before the final proposed budget book is submitted to the City Council for consideration and ends with
publishing of the approved budget document. Great effort is put forth to ensure that the process is well-thought out, all
departments understand the process, budget requests and projections are carefully analyzed, proper input is received
from all affected parties (e.g., community, Council, department heads, division supervisors, employees, etc.), and that a
sound fiscal plan is developed. The budget process is summarized below:

Task

Start Date

End Date

Development of Budget Preparation
Documents & Info for Departments

December 1, 2008

January 22, 2009

Budget Training

January 22, 2009

January 28, 2009

2"Y Quarter Financials and YE
Projections

January 5, 2009

February 10, 2009

Departmental Budget Preparation FY
2009-10 and 2010-11

January 29, 2009

March 5, 2009

Internal Review of Proposed Budgets March 9, 2009 April 24, 2009
for FY 2009-10 and 2010-11

3 Quarter Financials, YE Projections, April 6, 2009 April 28, 2009
and Budget Status Update

Preparation of Proposed Budget April 27, 2009 May 8, 2009
Document by ASD

Review and Finalization of Proposed May 8, 2009 May 22, 2009
Budget by City Manager and ASD

Council and Public Review of May 26, 2009 June 23, 2009

Proposed Budget

Budget Adoption

June 23, 2009

June 23, 2009

Approved Operating and CIP Budget
Prepared and Published

June 24, 2009

TBD

Budget Amendments - Periodically during a fiscal year, amendments to the Budget, if any, are brought before the City
Council for their approval. Typically, budget amendments occur when unanticipated events result in the City’s depletion
of appropriations for a given service. An amendment may also be adopted to change the mix of service delivery.
Furthermore, an amendment request may be adopted for additional appropriations from reserves or simply an internal
transfer of appropriations for one appropriation category to another.

Budgetary Control - Budgetary control is maintained through the use of monthly reports on all revenue and expenditure
accounts as well as special reports summarizing the financial position of the City. These reports are presented for
review and discussion to department heads and the City Manager on a monthly basis. Quarterly reports are also
provided to the City Council. The City Council has the authority to control the budget through adoption of a formal
budget annually and by amending the budget as necessary throughout the fiscal year (July 1 — June 30). Expenditures
should not exceed budgeted figures and department heads and their supervisors are held accountable by the City
Manager and Administrative Services Director for any overages. All appropriations expire at fiscal year-end unless
specifically carried into the new fiscal year by Council actions. Section 2.52.020(F) of the Union City Municipal Code
states that the Finance Department shall assist in the preparation of the annual budget and in the administration
thereof (Amended during 1990 republication; Ord. 138-75 § 1.2, 1975).

Two-Year Adopted Operating Budget
FY 2009-10 and 2010-11

29

Five-Year Capital Improvement Plan

FY 2009-10 thru 2013-14




CITY OF UNION CITY

The GANN Appropriation Limit

Article XIlIB of the California State Constitution, more commonly known as the Gann or ‘Prop 4” Appropriations Limit,
was adopted by the California voters in 1980. The Gann Limit places limits on the amount of tax proceeds that
government agencies can receive and appropriate each year.

The appropriations limit is based on actual appropriations during the Fiscal Year 1978-79, and is adjusted each year using
the growth in population and inflation. The City’s limit for Fiscal Year 2009-10 is adopted via resolution of the City
Council.

In 1990, Proposition 111 made changes to the manner in which the appropriations limit is calculated by allowing
government agencies greater flexibility in choosing certain inflation and population factors to calculate the limit.

The appropriation limit calculation for FY 2009-10 is shown below. Our analysis reveals that the City is below its
appropriation limits for FY 2009-10.

Appropriation Limit for FY 2008-09: $118,515,186

Change factors applied to prior year:

Per Capita Personal Income Change 0.62%

Population Change 0.97%

Per Capita converted to a ratio 1.0062

Population converted to a ratio 1.0097
Calculation of Factor for FY 2009-10: (1.0062 x 1.0097) 1.01596014
Fiscal Year 2009-10 Appropriation Limit $120,406,705
Two-Year Adopted Operating Budget Five-Year Capital Improvement Plan

FY 2009-10 and 2010-11 30 FY 2009-10 thru 2013-14



