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City of Homer

City Manager
491 East Pioneer Avenue
Homer, Alaska 99603
907-235-8121
Mayor & City Council
City of Homer

491 East Pioneer Avenue
Homer, Alaska 99603

Year 2010 Budget Message

Dear Mayor & Council Members:

The FY 2010 budget includes the operating and capital plans for this year as well as
projections for the City’s operational funds through fiscal year 2012.

This budget reflects a real team effort on the part of all City of Homer staff to provide a
consistent level of services within the constraints of our revenue sources. As in previous years, significant
consideration was given to balancing short-term needs with the Council’s long-term goals.

Preparing the FY 2010 Operating Budget was a real challenge because the Administration
and the City Council were faced with a very significant reduction in revenues; especially sales tax
revenues. Sales tax revenues were lower due primarily to a downturn in the economy and voter approval of
a new tax exemption for non-prepared foods during most of the year. As a result, the FY 2010 Operating
Budget reduces expenditures by approximately $1.1 million dollars from the prior fiscal year and by
approximately $2.6 Million from FY 2008. This budget will result in a significant reduction in the level of
services provided to Homer residents. Important positions in the Public Works, Police, Fire, Finance, and
Clerks offices were left vacant. There is reduced or no funding for other community priorities such as parks
and recreation, economic development, and contributions to nonprofit organizations. Unfortunately, this
budget does not meet City Council objectives regarding fund balances and contributions to depreciation
accounts.

Three basics of the City of Homer budgeting process deserve review; the Mission
Statement, the Basis of Accounting, and the Tax Rate:

Mission Statement - The City of Homer exists to provide quality services to all its citizens; to respond in
the most appropriate, open and fiscally responsible manner possible to citizens needs and concerns; and to
do so through the active participation of those citizens. These services include police, fire, emergency
medical service, parks, cemeteries, animal control, street maintenance, water, wastewater collection and
treatment, port and harbor, airport terminal, library, planning and general administration.

Basis of Accounting - Governmental fund types are accounted for using the modified accrual basis of
accounting. Revenues are recognized as soon as they are both measurable and available. Expenditures are
generally recognized when a related fund liability is incurred. An exception to this general rule is principal
and interest on general long term debt which is recognized when due. Pre-payment of insurance and
similar services extending over more than one year is allocated to the years benefited.
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The Proprietary Fund type [Enterprise Fund] is accounted for using the accrual basis of
accounting, wherein revenues are recognized when earned and expenditures are recognized when a liability
is incurred.

Tax Rates - The City Code of Ordinances, Section 9.16.020, establishes a maximum 6.00 mill tax levy for
operations of the City’s general government. The mill rate cap is in effect in the years that the city levies
the general sales tax. The General Fund property tax rate for FY10 is 4.5 mills and the sales tax rate is
4.5%. Effective January 1, 2009, a voter initiative generated ordinance was passed by the Kenai Peninsula
Borough to exempt non-prepared foods from the Borough sales tax for the months of May through
September annually. The City of Homer voters followed the Kenai Peninsula Borough’s lead and
exempted non-prepared foods from the local sales tax for the same period in 2009.

The 2010 Budget Adoption and Amendment Process -

Presently the budget is adopted in December of each year. Subsequent amendments to the
budget are handled through ordinances which are booked when approved by the City Council. This process
provides an opportunity for public comment each time the budget is adjusted. Further, this process
provides the Mayor and Council with more adequate and timely information upon which they can rely in
setting City policy:

o Expenditures of budgeted funds, which are above the City Managers authorization level, and are
not specifically authorized in the budget, (such as contracts) will be brought to the Council by
Resolution for approval.

¢ Each proposed new expenditure of non-budgeted funds is brought to Council by Ordinance. This
provides the Council and Public with a timely opportunity to examine the proposed new expense.

e Each quarter the Mayor and Council are provided reports from the Finance department detailing
City expenditures and encumbered funds to date. The reports also itemize percentages of budget
expended to date and summarize changes to the General Fund, Port & Harbor Fund, Water Fund
and Sewer Fund.

This “real-time budgeting” has resulted in substantial savings of time and money and
provides the Mayor, Council and Public with more accurate and timely informational tools to make sound
financial decisions.

Budget Preparation

The Administration prepared the draft FY 2010 Budget using a set of Guiding Principles that were based
upon fiscal reality, operations considerations, and policies established by the City Council.

GUIDING PRINCIPLES
City Council Priorities

No new taxes or increases in tax levies

No new user fees or increases in fee rates

Preserve and protect fund balances and reserve accounts

Priority for basic/core municipal services. If cuts are required, eliminate funding for non-core
services and programs first.
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o Allow local voters to decide whether non-prepared foods should continue to be exempt from the
City sales tax.

e Provide a conservative draft budget which assumes that the economic downturn will continue next
year and that the ballot proposition will fail.

City Manager Priorities

Avoid departmental cuts that jeopardize the core mission and primary service delivery
Avoid overreacting, cutting too deeply, and causing damages to services that would be difficult to
restore, until more revenue information becomes available

¢ Suspend contributions to reserve and depreciation accounts for one year and simultaneously,
suspend expenditures from those funds.

¢ Place a high priority on workplace morale, productivity, and competitiveness when considering
expenditure reduction options

¢ Achieve workforce reductions and personnel expense reductions through attrition, retirements,
limited layoffs, and suspending COLA’s
A one year moratorium on all new capital projects

® A one year moratorium on all new equipment purchases
A one year moratorium on all new programs and services.

The 2010 Budgetary Results /The Adopted Budget

The 2010 General Fund budget of $10,324,577 represents a decrease of $1,035,165, or
9.11%, when compared to the FY09 amended budget of 11,359,745. The decrease from 2009 to 2010
represents a decrease in operating transfers of $221,547, a reduction in funding staff positions, including a
police officer, dispatcher, ESS, project manager and several part time positions. A COLA (Cost of Living
Adjustment) was not given to employees this year.

Revenues and other financing projections for the 2010 General Fund total $10,358,941;
$3,021,093 in property tax revenues, $4,234,185 in sales tax revenues, and $3,103,664 from other revenues
and financial sources. This is a decrease from the FY09 budget by $936,895 or 8.29%.

The General Fund property tax rate was maintained in 2010. Total taxable property values
and property tax revenues are expected to vary slightly from the current year. Sales tax revenues are
projected to decrease by 9.4% in FY10 due to the enactment of Kenai Peninsula Borough’s Code
5.18.200(15d), exempting non-prepared food items from sales tax from May through September annually.
Interest rates have fluctuated down during the past year, but are forecast to be between 2% and 3% in
FY10.

The Water/Sewer Enterprise Fund operating budget of $3,530,205 represents an increase of
$162,090, or 4.8%, compared to the FY09 Amended Budget. The major portion of the increase was due to
$500,000 being put into depreciation reserves this year. Operating Expenses for 2010 are budgeted at
$2,999,356, $146,320 less than the FY09 Amended Budget.

The Water/Sewer Rate Model was adjusted in July of 2009. Council simplified the model,
and rates were raised for the higher end users. Anticipated Operating Revenues for 2010 are $3,543,501,
an increase $265,515 or 8.1% from 2009.

The Port & Harbor Enterprise Fund budget of $3,506,977 represents a reduction of
$218,398, or 5.9%, compared to the Amended FY09 Budget. Major portion of the decrease was due to a
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decrease in Administrative fees, and all of the debt has been paid off for the Port. Operating transfers to
reserves are $354,530.

Debt Service Fund - The total debt as of January 01, 2010 is $14,532,313 for all outstanding
obligations, including General Obligation Bonds, Revenue Bonds for the Water, Sewer and Port/Harbor
Enterprise Funds, and the Alaska Clean Water Loan. The principal payment on this Debt Fund in 2010
will be $1,086,385.

The City has accumulated debt of $13,000,127 for the ADEC water/sewer loans. $8,000,000 of
this debt is for a new water treatment plant. Principal payments on this will start in 2010. The interest rate
is 1.5% on all ADEC loans. LID assessments will go toward reimbursing the City for ¥ of the loan.

Capital Projects - The approved FY10 budget includes $1,901,691 for capital projects for all
funds. The funds are budgeted as follows: Vehicle and equipment purchases $35,000, General fund
projects $10,000, HART projects, and debt payments $160,951, HAWSP projects and debt payments
$1,541,740, Water/Sewer projects $0, and Port/Harbor projects $154,000.

Future Policy Issues —

The economic recession and the exemption of non-prepared foods from the municipal sales tax creates
significant challenges for budgeting and the delivery of services. The costs associated with equipment,
supplies, and labor continue to rise. Public expectations regarding City services have not declined during
this period of revenue shortfall. If anything, they have increased. Striking a balance between the level of
services residents desire and the amount of taxes and fees they are willing to support to provide those
services will be very important going forward. It is recommended that the City Council review and revise
as appropriate its adopted Long Term Fiscal Plan and further, that it take steps to engage the public on the
level of services it desires and is willing to pay for.

Water and sewer rates have been a major source of public unrest over the years and this year was no
exception. Last year the Council adopted a new model/formula which it believed to be fair and reasonable.
The new model, among other things, shifted a greater portion of the burden from residential to commercial
users, tied fees more closely to consumption, and established a two year cycle for setting fees. However,
water and sewer rates remain higher than many customers believe is justified; especially commercial
customers. The City will continue to struggle trying to operate the Water and Sewer Fund as an enterprise
fund as long as some basic fundamental structural problems remain. The most prominent of these problems
is that the City has expensive treatment systems and complicated and expansive distribution and collection
systems with relatively few customers to bear the cost.

The Port and Harbor Enterprise Fund is in relatively good shape this year and the staff was able to avoid
fee increases. The enterprise fund has no debt. However, needed repairs and upgrades continue to be
deferred. The reserve accounts are dangerously low and could be depleted quickly if significant repairs
were needed or business declines. A major challenge for the administration is to find more business activity
for the Deep Water and Pioneer Docks and to capture a larger piece the revenues associated with the very
busy Fish Dock. The goal is to find a better balance between revenues derived from port operations and
revenues derived from harbor operations. Very important decisions regarding the proposed Deep Water
Dock expansion, the proposed East Boat Harbor, and the Long Term Dredging Plan will be made in 2010.
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Economic diversity and expansion of existing economic sectors is vital to Homer’s future.
The City will continue to strive towards diversifying and expanding the City’s economic base while
providing a climate which nurtures existing businesses. The foundation of the City’s economy includes
fishing, tourism, education, culture, health care, agriculture, transportation, government, and general
commerce.

Acknowledgments -

1 wish to express my appreciation to all members of the City of Homer’s Staff for their
dedicated service during the past year. A special thanks to Finance Director, Regina Harville, and her staff
for preparation of this budget document. The invaluable help given by the entire municipal workforce in the
preparation of the FY 10 budget is also acknowledged. Each employee’s contribution combined to develop
a budget that provides Homer residents with a high level of service at the lowest possible cost. This plan
Jor 2010 could not have been accomplished without the enthusiastic help of all City employees. Thank
you.

I would also like to thank the Mayor and the Council for their interest, support,
suggestions, and participation in the creation of this budget. I believe this proposed budget allows the staff
to conduct the financial affairs of the City of Homer in a progressive and responsible manner. Thank you.

The Future -
The City of Homer has the best municipal workforce in the state. These dedicated
employees make the City of Homer a great place to live, work, visit, and conduct business. While the City

of Homer may face interesting challenges in 2010 and beyond, the future is indeed bright - - the best days
are still ahead.

Respectfully submitted,

City Manager



CITY OF HOMER

ESCRIPTION OF BUDGET DOCUMENT

The budget document is divided into several sections. The first part of the budget is the
introduction, which includes the table of contents, narratives about the budget document,
budget process and fund structure. The next section is the overview. In this section the
reader can see the combined budget for all fund types, and graphic presentations of the
total government expenditures and revenues. The overview information is a recapitulation
of detailed data presented later in the budget document. Its purpose is to give the reader
an understanding of the overall financial activities and structure of the City without having
to sift through the many pages of detailed information.

Following the overview are sections for each type of fund, beginning with the General
Fund and followed by the enterprise funds, project funds, debt service fund, and internal
service fund. Each section provides detailed information on revenues and expenditures
for each fund within the fund type. Each fund, or department/division within a fund, has a
page of narrative which describes the general and specific objectives of the fund,
proposed program changes, and explanation of changes in particular accounts. There is
also a page detailing the expenditures by account number. Expenditure information
includes the Council’'s adopted or amended appropriation and historical information from
three prior fiscal years.

The Vehicle Replacement Fund is included in the project funds, the Health Insurance
Reserves are in the internal service fund section. The Water, Sewer and Port & Harbor
are included in the enterprise funds section.

Under the heading of Appendix, the reader will find the organizational charts, an
employee range classification, an hourly salary schedule, the number of authorized
employees by department, a chart of accounts, and a glossary of terminology. Each
department has a comparison of three prior fiscal years personnel with the council
approved personnel for proposed fiscal year personnel.



CITY OF HOMER

THE BUDGET PROCESS

The budget process begins in August when Finance submits budget work sheets,
including salary and fringe benefits cost, to each department. The Manager meets
with the Department Heads and outlines his general budget policies and goals at
this time.

By the third Friday in September the City Manager present to the Council an
overview of preliminary budget assumptions. These preliminary assumptions will
address by fund, revenue projections, tax and utility rates, program additions or
deletions, wage and benefits, or other issues with potential impact on the City’s
overall financial condition.

The departmental budgets are received by the finance department and entered
into the computerized budgeting system. This information is shown in the budget
document on the department budget pages in the "Manager’s proposed" column.
The resulting computer reports are then routed to the department heads for their
review. After adjustments are made, the Manager, along with the Finance
Director and the appropriate department head, reviews each departmental
budget. As the Manager makes changes to the department's proposed budget,
his recommended changes are entered into the computerized budget system
under the "Manager’s proposed" column for the preliminary budget document.
The City Council makes the final adjustments to the budget, and the final budget
amounts appear in the "Council adopted" column of the final budget document.

In accordance with Homer City Code 3.05, the City Manager will submit to the City
council the proposed budget by the third Friday in October and at a meeting held
not less than ten days prior to the end of the fiscal year, the Council shall, by
ordinance, make appropriation of the money needed for the following year. In
FY2010, the proposed budget will be submitted to the Council on September 14,
the Council has the option of holding work sessions on the budget throughout
October and November. The ordinance setting the level of appropriation for fiscal
year 2010 is introduced at the second Council meeting in November. After holding
public work sessions is scheduled for adoption at the first meeting in December.

After the budget has been established, the Council may transfer appropriations
between major classifications or department by resolution; however, transfer of
appropriations between funds must be done by ordinance. The City Manager has
the authority to transfer amounts up to $10,000 within a department.
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CITY OF HOMER
FUND DESCRIPTION

The City of Homer's financial system involves the use of 33 funds. These funds are
broken down into four major categories: The General Fund, Enterprise Funds, Debt
Funds, and Reserve Funds.

Fund accounting has always been used as a control device to segregate financial
resources and ensure that the segregated resources were only used for their intended
purpose. The use of funds for financial reporting demonstrates accountability.

There are three broad fund categories: Governmental Funds, Proprietary Funds,
and Fiduciary Funds.

GOVERNMENTAL FUNDS

General Fund: The general fund is the general operating fund of the City of Homer. It
serves as the primary reporting vehicle for current government operations. This fund
accounts for all current financial resources not required by law or administrative action
to be accounted for in another fund. Financial support for this fund comes from such
sources as general property taxes, sales taxes, fees, and inter-governmental revenues
(i.e. reimbursement from enterprise funds to the general fund for administrative
services). Expenditures are authorized in the general budget. In the general fund you
will find various departments such as Administration, Finance, Planning and Zoning,
Public Safety, Fire, Public Works, Library and Airport.

RECOMMENDATION: Maintain_a balance of equal to six months worth of

expenditures for purposes of providing operating capital for all City operations.

Debt Service Fund: The debt service funds are used to account for the accumulation of
resources for the payment of general long-term principal, interest, and related cost.
Each enterprise fund includes their respective general long-term debt principal, interest,
and related costs. During the year these are kept in separate funds but are reported in
the respective enterprise fund at the end of the year for financial statement
presentation. During the year there is a debt service fund for HART and HAWSP.
Revenue for these funds comes mainly from the collection of sales tax and
assessments.

HART Debt Service Fund: This fund collects street and sidewalk assessments, and
sales tax revenue to pay for the financing of the debt incurred in the construction of
streets and sidewalks. The fund is self-supporting.

HAWSP Debt Service Fund: Water services are extended and property owners are
assessed for part of the cost of this service. Sales tax revenue are to pay for the
financing of the debt incurred in input of new water/sewer lines. The fund is self-
supporting.
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CITY OF HOMER

e ————]
FUND DESCRIPTION

Reserve Funds: Those portions of the fund balance that are legally segregated for a
specific future use are reserve funds. These funds are appropriable for expenditures
with the approval of the City Council during the budget process or on an individual basis
as situations arise which are addressed by the City Council. There are three types of
reserve funds being used by the City now.

Fleet Reserve: The sole purpose of this fund is for replacement of the City’s fleet of
vehicles on a planned rotation basis as their useful life expires. It is not for the
purchase of vehicle accessories. Each department director through the normal
budgetary process funds fleet allocation every year in an amount sufficient to cover the
replacement of that department’s fleet of vehicles. At the present the following exist:
Administration, Fire, Police, Public Works, Water, Sewer, and Port/Harbor. Resolution
91-52. Includes all rolling stock with the exception of graders, backhoes, dump
trucks, fire trucks, etc.

Depreciation/Capital Reserve: Capital replacement monies are to be restricted and
distributed only for major capital outlay expenditures. Unbudgeted and unexpected
capital costs in excess of $10,000 shall come from these reserve accounts. To use
these restricted funds, the City Council must approve the proposed purchase of
services and/or goods. These reserve accounts have been established for City Hall,
Library, Fire Department, Police Department, Public Works Department, City Leased
Property, Library, Airport, Sewer (94-129a), Water (94-130A), and Port and Harbor (92-
518).

Special Reserves: When certain situations arise the City Council may deem it
necessary to create another reserve for a specific purpose. The Special Projects
Reserve (Memorandum 94-53) was created from the balance of a grant from HUD.

Capital Project Funds: Capital project funds account for financial resources used for
the acquisition or construction of major capital facilities (other than those financed by
the Proprietary Fund Type). This fund is used as a financial reporting tool to
demonstrate compliance with legal and contractual provisions, and to compile certain
cost data. The purpose is to control expenditures for each project or closely related
group of projects. In the general fund this is mainly used for the construction of roads
and the collection of cost data. The sewer and water funds use this for the addition of
sewer and water lines or improvements. The Port and Harbor use the capital fund for
various grants and improvements to their facilities and for the collection of cost data.

PROPRIETARY FUNDS

Enterprise Funds: Enterprise funds are used to account for operations that are
financed and operated in a manner similar to private business enterprises. It is the
intent of the City Council that the cost of providing goods and/or services to the general
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CITY OF HOMER
FUND DESCRIPTION

public be financed or recovered primarily through user fees. The City has the following
enterprise funds: Water/Sewer, and Port and Harbor.

The Water/Sewer Fund is an enterprise fund consisting of activities of providing water
and sewer services to the Homer residents. These activities extend beyond the city
boundaries.

Internal Service Fund: The City has two Internal Service Funds. The chief aim of an
internal service fund is cost reimbursement.

Self Insurance Health Fund: This fund accounts for operations that provide a service
to other departments with the City on a cost-reimbursement basis. The City of Homer’s
health insurance is a self-funded program. The City holds sufficient funds to pay claims
and other costs incurred by the program. Each department is allocated a portion of the
cost, depending on their individual employee needs, to pay the necessary expenditures
of this fund. The amount allocated from departments is not limited to the expenses of
this fund, as any remaining balance remains in the fund for future expenses.

Leave Cash Out Fund: This fund is capture the expenditure of leave cash out from
employees who retire or cash in their leave during the year. The General Fund, THE
Water/Sewer and Port & Harbor Enterprise Funds are allocated a portion of the cost,
depending on the anticipated retiree’s and other leave cash outs of this fund for the
year. The amount allocated from these funds,

FIDUCIARY FUNDS

Agency Funds: An agency fund is used to account for assets held by the City.
Agency funds are custodial in nature and do not involve measurement of operations.
This fund generally serves as a clearing account. The City has two such accounts — (1)
Library contributions and (2) Fire Department contributions.

Library Contributions Fund: For the City of Homer is include funds received by the
Homer Public Library, Inc. until such time as disbursements are requested.

Fire Donation Fund: This includes funds received by the Homer Volunteer Fire
Department until such time as disbursements are requested.
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CITY OF HOMER

Financial Policies

The City form of government is designed to provide maximum local self-government.

The City of Homer is a first class General Law City incorporated in 1964 under Title 29
of the Alaska State Statute. City Code establishes a December 31 year-end. A wide
range of services are provided by the City for the citizens of Homer and surrounding
areas. Some of the services are planning and zoning, docks & small boat harbor,
airport facility, water and wastewater services, library, parks and recreation, police
protection, jail facilities, fire and emergency medical services and general administrative
services. In addition to general governmental activities, the City provides financial
support to certain community service organizations that promote education, health,
recreation and economic stability for the citizens of the community. .Funding for the
City, by order of importance, is provided from sales tax, property tax, state revenue,
interest earnings, federal revenue and other sources.

The City of Homer Council has the responsibility to set the budget and establish the mill
rate for the City.

The need to demonstrate compliance with regulations governing the funding sources for
those services requires a complex and advanced accounting system. To fulfill this
need, the National Council on Governmental Accounting recommended the use of fund
accounting by state and local governments. A description of the fund types is presented
in the Fund Description section of this document. Depending on the type of fund
referred to, the basis of accounting may be different. The basis of accounting
determines when revenues and expenditures or expenses are recognized in the
accounts and reported in the financial statements. The budgetary basis is the same as
the Generally Accepted Accounting Principles (GAAP) basis, where encumbrances
outstanding at year-end are not treated as expenditures but as reservations of fund
balance. The City's budget and accounting systems are operated on the modified
accrual basis for governmental fund types (this includes the general, special revenue,
capital projects and debt service funds) and the agency funds. Revenues are
recognized when they become measurable and available as net current assets, and
expenditures are recognized when the related fund liability is incurred. The accrual
basis of accounting is used for the proprietary fund types, whereby revenues are
recognized when earned and expenses are recorded when incurred.

The City of Homer's financial policies set forth the framework for the overall fiscal
management of the City. The established long-range policies regarding financial
management have been to take a conservative approach on forecasting revenues due
to the uncertainty of the revenue source, particularly State revenues. This policy takes
into consideration any changes in circumstances or conditions when evaluating both the
current and long-range goals, and has helped to maintain financial stability.

The following policies assist the decision-making process of the Homer City Council.
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CITY OF HOMER

Financial Policies

Prudent budgeting and effective budgetary control.

Working capital, sufficient to meet current operating needs, is provided for all funds.
The working capital designation will provide the cash flow to fund day-to-day City
operations. It also significantly reduces the likelihood of the City ever needing short-
term debt to cover cash shortages.

Formal budgetary integration is employed as a management control device during the
year for the General Fund. Capital projects are budgeted on a project length basis.
The objective of these budgetary controls is to insure compliance with legal provisions
embodied in the annual appropriated budget approved by the Homer City Council. The
legal level of control (that is, the level at which expenditures cannot legally exceed the
appropriation) is at the fund level. The City Council may pass subsequent supplemental
appropriations. Activities of the General Fund and Enterprise Funds are included in the
annual appropriating budget. Appropriations lapse at the end of the year.

The City maintains an encumbrance accounting system as one technique of
accomplishing budgetary control. Open encumbrances are reported as reservations of
the fund balances and are charged to subsequent year appropriations.

The City’s financial records for governmental fund types are maintained on a modified
accrual basis. Revenues and other financial resource increments are recognized when
they become susceptible to accrual. Expenditures are recognized when the fund
liability is incurred except for inventories of materials and supplies, prepaid insurance,
and similar items that may be considered expenditures when consumed. The City’s
Proprietary Funds are accounted for on the accrual basis. The accrual basis means
that financial records are affected when the revenues are earned and expenses are
incurred.

Efficient safeguarding of City assets:

Management of the City of Homer is responsible for establishing and maintaining an
internal control structure designed to ensure that the assets of the City are protected
from loss, theft, or misuse and to ensure that adequate accounting data are compiled to
allow for the preparation of financial statements in conformity with generally accepted
accounting principles. The internal control structure is designed to provide reasonabile,
but not absolute, assurance that these objectives are met. The concept of ‘reasonable
assurance’ recognizes that: 1) the cost of a control should not exceed the benefits likely
to be derived; and 2) the valuation of costs and benefits require estimates and
judgments by management. Authorization, through purchase orders, is required for the
encumbrance and expenditure of funds. An encumbrance is the reservation of the
funds necessary to pay for the purchase. The proper account must have adequate
appropriations available prior to approval of the purchase order. Formal bids are
required for purchases exceeding $25,000.
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Financial Policies

Manageable debt administration:

Debt administration procedures include the scheduling of bond payments spread over
the life of the issue, producing a total debt service schedule that is manageable. Under
state statutes, a municipality may incur general obligation bond debt only after a bond
authorization ordinance is approved by a majority vote at an election. There is no legal
debt limit established for the City. Debt repayment is timed to correspond to expected
cash inflows.

Maintenance of a sound investment policy of City monies:

The City uses a Central Treasury whereby all cash of the general government,
enterprise fund, and any other agency’s of the City is accumulated and invested. This
procedure not only provides internal control but yields a higher rate of return on our
investments because the amount available to invest is larger. The investment policies
included in the City's Code of Ordinances include requirements for collateralization,
diversification and safekeeping, as well as listing authorized investment instruments.
The main objectives of this policy is the safeguarding of principal, maintaining sufficient
liquidity to meet the City's cash flow requirements, and striving to achieve the highest
rate of return on City investments and deposits, with due regard to the security of the
investments and margins of risk. The city’s investment policy is to minimize credit and
market risks while maintaining a competitive yield on its portfolio. The City's cash is
fully invested at all times.
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Chapter 3.05

BUDGET
Sections:

3.05.005 Budget assumptions.

3.05.010 Budget submission; contents.

3.05.011 City Manager's budget message.
3.05.012 Complete financial plan.

3.05.015 Review; hearing; adoption; appropriations.
3.05.020 Amendments.

3.05.025 System of accounts.

3.05.030 Unencumbered balances of appropriations; transfers.
3.05.035 Lapse of appropriation at end of year.
3.05.040 Equipment replacement reserve fund.
3.05.042 Alternative Funding for Depreciation.
3.05.043 Health Insurance Reserve Fund.

3.05.045 Balanced budget requirements.

3.06.005 Budget Assumptions. By the third Friday in September the City Manager
shall present to the Council an overview of preliminary budget assumptions. These
preliminary assumptions will address by fund, revenue projections, tax and utility rates,
program additions or deletions, wages and benefits, or other issues with potential
impact on the City's overall financial condition. (Ord. 93-14 § 2, 1993)

3.05.010 Budget submission; contents. By the third Friday in October the City Manager
shall present to the Council a budget proposal for the next fiscal year of the City. (Ord.
93-14 § 2, 1993)

3.05.011 City Manager's budget message. The City Manager's budget message shall
explain the budget in fiscal terms and in terms of work programs. It shall contain an
outline of the proposed financial policies of the City for the ensuing fiscal year, describe
the important features of the budget, indicate any major changes from the current year
and from current financial policies, expenditures, and revenues, together with the
reasons for such changes, summarize the City's debt position and include other material
as deemed desirable. (Ord. 93-14 § 2, 1993)

3.05.012 Complete financial plan. a. The budget shall provide a complete financial
plan of all City funds and activities for the next fiscal year. In organizing the budget, the
City Manager shall utilize the most feasible combination of expenditure classification by
fund, organizational unit, program, purpose or activity and object.

b. The budget shall begin with a clear general summary of its contents, which summary
shall show principal sources of anticipated revenue, stating separately the amount to be
raised by property taxes, and by department the kinds of expenditures in such a manner
as to present to the public a clear and simple estimate of budget detail.
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c. The budget shall show in detail all estimated income, including the proposed
property tax levy, and all proposed expenditures including debt service, for the ensuing
fiscal year.

d. The budget shall be prepared on a modified accrual basis and subsequent reporting
an auditing shall reflect this basis of goods and services are received, and revenues are
recorded when payment is received; except for material or available revenue which
should be accrued to reflect properly the taxes levied and the revenues earned.

e. The budget shall include in separate sections:

(1) Proposed expenditures for current operations during the ensuing fiscal year detailed
by offices, departments and agencies in terms of their respective work programs, and
the method of financing such expenditures;

(2) Anticipated net surplus or deficit (fund balance) for the ensuing fiscal year of each
enterprise fund owned or operated by the City and the proposed method of its
disposition; subsidiary budgets for each such enterprise fund, giving detailed income
and expenditures information, shall be presented in the budget.

(3) Proposed capital budget will be presented under a separate document.
Expenditures during the ensuing fiscal year, detailed by offices, departments and
agencies, when practicable, and the proposed method of financing each such capital
expenditure.

f. Comparative data for the previous and current fiscal years shall be provided in a
format for ease of comparison with the proposed revenues and expenditures.

g. Data for the current fiscal year shall include the total of the amounts actually
received or encumbered to the time of preparing the budget, plus anticipated receipts
and expenditures for the remainder of the current year. (Ord. 93-14 § 2, 1993)

3.05.015 Review; hearing; adoption; appropriations. a. The budget proposal of the
City Manager shall be reviewed by the Council and shall be available for public
inspection in the office of the City Clerk and the budget summary shall be posted in
three public places and published at least once in one or more newspapers of general
circulation in the City.

b. A public hearing on the appropriation ordinance shall be held in accordance with
provisions for adoption of an ordinance. All interested parties shall be given an
opportunity to be heard on matters relative to the budget.

c. At a Council meeting held not less than ten days prior to the end of the fiscal year,
the Council shall, by ordinance, make appropriation of the money needed for the
following year.

d. A separate appropriation shall be made to each of the various funds of the City.
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From the effective date of the budget, the amounts stated therein as proposed
expenditures, shall be and become appropriated to the objects and purposes therein
named. The City Council may make supplemental and emergency appropriations, but
payment may not be

authorized or made and an obligation may not be incurred except in accordance with
approved appropriations. (Ord. 98-20(A), 1998; Ord. 93-14 § 2, 1993)

3.05.020 Amendments. The Council may, by ordinance, increase or decrease
appropriations during the course of the fiscal year, and may also amend the budget
using the same method used for its initial adoption. (Ord. 93-14 § 2, 1993)

3.05.025 System of accounts. All City accounts shall be organized in a manner
consistent with the approved budget. For purposes of appropriations under subsection
3.05.015, the funds of the City are those established by the Finance Director/Treasurer
recommended by the City Manager and approved by the City Council. (Ord. 93-14 § 2,
1993)

3.05.030 Unencumbered balances of appropriations; transfers. a. The necessary
accounting records shall be maintained to reflect the unencumbered balances of all
appropriations. In determining the unencumbered balances of appropriations, the
estimated amounts of commitments for goods or services ordered but not paid for shall
be taken into consideration, and the Finance Director/Treasurer shall submit to the City
Manager a monthly report of all unencumbered balances.

b. Unencumbered appropriation balances may be transferred from one budget line item
to another within the same department by the City Manager at any time. Transfer of
appropriations within departments which would permanently amend the approved
staffing level or level of service delivery shall require Council approval.

c. At the request of the City Manager, or on its own initiative, the Council may, by
resolution, transfer unencumbered appropriation balances from one department to
another within the same fund. (Ord. 93-14 § 2, 1993)

3.05.035 Lapse of appropriation at end of year.

a. Except as provided in this section and in section 3.05.040 and 3.05.043 of this code,
appropriations shall lapse at the end of the fiscal year to the extent that they have not
been fully expended or fully encumbered. (Ord. 94-5 § 2, 1994)

b. An appropriation for a capital expenditure shall continue in force until the purpose for
which it is made has been accomplished or abandoned; the purpose of such
appropriation shall be deemed abandoned if three years pass without disbursement or
encumbrance of the appropriation. (Ord. 93-14 § 2, 1993)

3.05.040 Equipment replacement reserve fund.

a. There is established in each fund of the City an equipment replacement reserve
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fund. The amount of the equipment replacement reserve fund shall be based on the
amount necessary to meet future equipment needs projected for all departments within
each fund of the City.

b. Any earnings from investment of monies accumulated in the equipment replacement
reserve fund shall accrue to the equipment reserve fund.

c. At year end, all unexpended and unencumbered appropriations from the reserve
fund for equipment purchases shall be lapsed into that reserve fund.

d. Monies in the reserve fund for equipment replacement shall be available for
appropriation and expenditure for equipment replacement, purchase or any other
purpose as recommended by the City Manager and authorized by the City Council.
(Ord. 93-14 § 2, 1993)

3.05.042 Alternative Funding for Depreciation.

a. There is established in the General Fund of the City an Alternate Funding for
Depreciation. (Ord. 05-11(S) §2, 2005.)

3.05.043 Health Insurance Reserve Fund.

a. There is established in the general fund of the City a health insurance reserve fund.
All health insurance claim rebates received shall be appropriated to and deposited in
the health insurance reserve fund. The City Council may appropriate additional sums to
the fund.

b. Any earnings from investment of monies accumulated in the health insurance
reserve fund shall accrue to the health insurance reserve fund.

c. At the year end, all unexpended and unencumbered appropriations from the health
insurance reserve fund shall be lapsed into that reserve fund.

d. Monies in the health insurance reserve fund shall be available for appropriation and
expenditures for health insurance premium increases as recommended by the City
Manager and authorized by the City Council. (Ord. 94-5 § 1, 1994)

3.05.045 Balanced budget requirements. The budget which is adopted shall be
balanced considering all sources of funds.

a. Any action to reconsider, rescind, or veto the budget which creates an "imbalance"”
shall be in violation of this section.

b. Any action to reconsider, rescind, or veto the budget which would affect a balanced

budget must be accompanied by action which maintains a balanced budget. (Ord. 93-14
§ 2, 1993)
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CITY OF HOMER
HOMER, ALASKA
City Manager
ORDINANCE 09-52(A)

AN ORDINANCE OF THE CITY COUNCIL OF HOMER,
ALASKA, APPROPRIATING FUNDS FOR THE CALENDAR
YEAR 2010 FOR THE GENERAL FUND, THE WATER-
SEWER FUND, THE PORT/HARBOR FUND, DEBT FUNDS,
AND CAPITAL RESERVE FUNDS (CONDITIONAL
EXPENDITURES).

THE CITY OF HOMER ORDAINS:

Section 1. Pursuant to the authority of Alaska Statute, Title 29, the appropriations for
Calendar Year ending December 2010 are appropriated as follows:

General Fund $10,324,578
Water-Sewer Fund $ 3,530,206
Port/Harbor Fund $ 3,506,977
Capital Projects $ 1,901,691
Internal Service Funds $ 2,213,444
Total Expenditures $21,476,896

Section 2. Such amounts are appropriated to the objects and purposes stated in the
adopted budget.

Section 3. A copy of the budget shall be certified by the City Clerk and filed in the Office
of the City Clerk.

Section 4. The supporting Line Item Budget detail as presented by the Administration and
reviewed by the City Council is incorporated as part of this Budget Ordinance.

Section 5. The property tax mill levy is set at 4.5 mills for 2010.

Section 6. This Ordinance is limited to approval of the Budget and appropriations for
Calendar Year 2010, is a non code Ordinance and shall become effective January 1, 2010.

PASSED AND ENACTED by the Homer City Council on this 14" day of December,
2009.

CITY OF HOMER
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ATTEST:

J SON, CMC, CITY CLERK

Introduction: /% %6/0?

Public Hearing: /’/?3 « 2fdfog
Second Reading: /344 fog
Effective Date: / / ol lw

Ayes: 5
Noes: /
Abstain: €~
Absent: -6

Reviewed and approved as tp form:
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ity Manager
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t E. Wiede,

Fiscal Note: See Line Item Budget and detail.
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Date:




