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Meeting Date: April 17, 2012

TOWN OF MORAGA STAFF REPORT
To: Audit and Finance Committee

From: Stephanie Hom, Administrative Services Director

Subject: Discussion of Five-Year Financial Plan, Including Fiscal Year

2012-13 Operating and Capital Budgets, and Financial Policies

Request

Discuss Five-Year Financial Plan that includes the proposed Fiscal Year 2012-13
Operating Budget, Capital Improvement Program Budget, and Financial Policies.

Background

Annually, the Town Council approves the budget for the upcoming fiscal year
starting July 1 and ending on June 30. The Town has expressed interest in
developing a longer-term financial plan as a tool for strategic planning of its

financial resources.

Discussion

Attached is a proposed five year financial plan, including five year revenue and
expenditure projections, a FY 2012-13 Budget, and various financial policies.

Fiscal Impact

There is no direct fiscal impact in the review and discussion of this report.
However, recommendations made by the AFC will be incorporated into the plan.
The FY 2012-13 is a spending plan that will require Town Council approval.

Alternatives

1) Discuss financial plan, budget and financial policies and provide

recommendations to the Town Council.

2) Decline to discuss and make recommendations and provide direction to

staff.
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Recommendation

Discuss financial plan, budget and financial policies and provide
recommendations to the Town Council.

Report reviewed by: Jill Keimach, Town Manager

Attachments:
A. 2012 — 2018 (Five Year) Financial Plan & 2012-13 Budget




ATTACHMENT A

2012 — 2018 (Five Year) Financial Plan
& 2012-13 Budget
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Budget
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Town of Moraga

BUDGET MESSAGE
April 17, 2012

To: Audit and Finance Committee
From: Jill Keimach, Town Manager

In this document, the Town of Moraga embarks toward a Five-Year Financial Plan as a tool for
strategic planning of its financial resources. The Financial Plan contains the following primary
components:

I.  5b-Year Financial Projection

II.  5-Year Capital Improvement Plan
lll.  Fiscal Year 2012-13 Operating Budget
IV.  Financial Management Policies

These components, when viewed in totality, are intended to better guide the Town in the
continued prudent management of public monies used to carry out the duties of the Town
government.

l. 5-YEAR FINANCIAL PROJECTION

The 5-Year Financial Projection covers General Fund (Fund 101) in the first section and all
other funds on another. It is far-reaching in making projections of the Town'’s revenue and
expenditures over a five year period. Projections are based on historical trends and information
known at this time about future revenue sources and expenditures.

General Fund Revenues
Primary sources of General Fund revenue include property tax, sales and use tax, franchise
fees, and parks and recreation fees.

Property tax revenue is the single, largest source of revenue to the General Fund. The Town
receives only 5.3% of every property tax dollar paid by its property owners. The rest of the tax
goes to Contra Costa County, schools, and special districts.

Chart 1. Historical Property Tax Revenues
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Town of Moraga

Property tax has remained relatively stable in the Town of Moraga even in the down economy.
The reasoning may be related to the overall stability of the community, which creates both
financial advantages and disadvantages. For example, since Moraga is a desirable community,
it has a stable assessed valuation of property and, at the same time, it reduces turnovers in
property ownership and fewer increases in assessed valuation due to Proposition 13.

Sales Tax is the second largest revenue source to the General Fund. Sales tax in the Town
peaked in FY 2007-08 and has remained relatively stable since that time. According to quarterly
sales tax analyses conducted on behalf of the Town by MuniServices, the five year outlook for
sales tax is optimistic with annual increases of four to five percent based on data available
through September 2011.

Chart 2. Historical Sales Tax Revenues

Sales Tax

980,000

960,000 \\
940,000 Prad

920,000 \ A /

900,000 N
880,000

Dollars

860,000

840,000

ACTUAL ACTUAL ACTUAL ACTUAL  PROIECTED
FY 07/08 FY 08/09 FY 08/10 FY 10/11 FY11/12

General Fund Expenditures

Over the years, the format and budgeting methodology for the Operating Budget has changed.
The methodology changed from a program element budget in which departmental activities
were distributed across various funds to a centralized line-item budget. The centralized line-item
budget shows all operating expenditures in the General Fund and uses Fund Transfers to
provide revenues from other funds to cover expenditures, in accordance with the eligible uses of
the other funds that are largely restricted by state or regional regulations.

The Town is responsible for providing the following services:

Police
Patrol services
Disaster response plans

Public Works
Street maintenance
(Public) facilities maintenance
Storm drain maintenance
Capital improvement projects
Emergency repairs

5-Year Financial Plan, FY 2012-13 Budget -5-



Town of Moraga

General Government
Town Council
Town Manager
Town Attorney
Town Clerk
Finance
Human Resources
Risk Management / Contract Administration
Information Technology

Parks & Recreation
Recreation and educational programming
Rental and facility management at public facilities and parks
Town-wide events (i.e., Mom/Son Dinner Dance, Mother/Daughter Tea, Annual
Triathlon, 4th of July, Pear and Wine Festival, and Breakfast with Santa)

Planning
General Plan implementation and compliance
Development projects
Transportation and growth management
Economic development coordination

The Town lives within its means in providing these government services. Town staff provides
these services to Moraga residents and businesses under a standard for high quality community
services. The goal for Town government, as defined in Moraga’s General Plan, is to:

“operate the Town to achieve maximum efficiency in its service delivery, utilizing a
minimum number of permanent service employees and keeping capital expenditures
and operating costs to a minimum while responding to community needs and priorities;
continue to seek improved methods of governmental administration that will be as cost-
effective as possible; and avoid the incremental growth of government service except for
urgent short-term situations.”

While personnel expenditures constitute the largest, single expenditure line-item in the financial
plan, staffing levels are very lean relative to the needs of the Town and consistent with the
Town’s “minimum government” philosophy. In addition, while all municipalities including the
Town have struggled with resources and budget balancing, the Town has kept personnel
expenditures at prudent levels (e.g., maintaining the lowest retirement system plan offer by
CalPERS for both miscellaneous and sworn employees, providing health savings plans, etc.)
and avoided some of the dramatic budget reductions that other municipalities have experienced
such mandatory furloughs and tiered retirement plans that have impacted service levels.
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Chart 3. Historical Staffing Levels
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In 2012, the community requested and the Town Council authorized the addition of an economic
development and planner position, and also added back a police officer position supported by
Citizen’s Options for Public Safety (COPS) funding.

With respect to the Town’s expenditures for employee retirement plans, CalPERS has released
information suggesting that future employer contributions will increase due to changes in its
actuarial assumptions. The Town can plan to experience a 1 to 2 percent (of payroll) increase in
the employer contribution rate for miscellaneous employees starting FY 2013-14 but spread
across FY 2013-14 and FY 2014-15. For sworn employees, the Town can plan to experience a
2 to 3 percent (of payroll) increase, also starting in FY 2013-14 but spread across FY 2013-14
and FY 2014-15.

Other Fund Revenues

The Town receives a variety of other funding sources that help support the Town’s operations.
These other sources constitute a small percentage of the overall financial plan. Some are on-
going, annual sources (e.g., Gas Tax and Measure J) while many are one-time revenues (e.g.,
grants and impact fees). And most come with conditions for their use governed by various state,
regional, and granting agency regulations.

The following describes the source and eligible use of the primary other funds:

Fund 100 — One Time Developer Fees
The source of revenue for this fund is the result of a settlement agreement related to the Palos
Colorado development project.

Fund 103 — Citizen’s Options for Public Safety (COPS)

Under this program, local agencies receive state funds to augment public safety expenditures
and Moraga has been receiving the minimum $100,000 per year. During the FY 2011-12 budget
development process, the status of these funds were unknown and in jeopardy. However, since
then the State continues to honor the $100,000 per year by supplanting an alternate revenue
source that use to support the General Fund — the Motor Vehicle License Fees. There is a net
revenue loss of about $50,000 annually to the Town as a result. Prior to FY 2011-12, the Motor
Vehicle License Fees provided about $50,000 annually and the COPS Grant funding provided
$100,000 annually.
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Town of Moraga

Fund 205 — Gas Tax

Highway Users tax, commonly called Gas Tax, is received from the State based upon
population. Monies must be used for construction or maintenance of streets, including lighting,
median strips, landscaping, as well as maintenance of the road base. Historically, the annual
amounts received by the Town are not large enough to undertake any major road improvement
projects and monies have been allowed to accumulate year to year until sufficient funds are
available.

Fund 210 — Measure J
Measure J extended Measure C, a half-cent sales tax approved by the voters. Funds can be
used for transportation purposes including transportation planning and street maintenance.

Fund 220 — Traffic Congestion Relief (Prop 42)

In FY2010-11, the State terminated Prop 42 funding and replaced it with Gas Tax Section 2103
funding, intending the net effect to be revenue neutral. Beginning in FY2010-11, the Town
recorded Gas Tax Section 2103 revenues in the Prop 42 fund. Eligible use of the funds is
consistent with those of the Gas Tax.

Fund 230 — Traffic Safety (Vehicle Code Fines)

These funds derive from traffic fines and forfeitures and must be used to support police
activities. The Town currently pays approximately $28,000 annually for school crossing guards,
of which half is reimbursed by the Moraga School District at the end of the fiscal year.

Fund 260 — Asset Forfeiture

Section 309 of Public Law 98-473 (The Comprehensive Crime Control Act of 1984) as
implemented by the Attorney General's Guidelines on Seized and Forfeited Property (July 1990)
allows the Drug Enforcement Administration (DEA) to share federally forfeited property with
participating law enforcement agencies. The Town’s Asset Forfeiture Fund was set up to
receive and expend these funds. Allowable uses include activities calculated to enhance future
investigations, law enforcement training, and law enforcement equipment and operations.

Fund 405 — Special Gifts and Donations
Donations and expenditures related to CERT operations, to memorial benches in the parks, and
to other specific items are recorded in this fund.

Fund 410 — Skatepark Maintenance

This fund was established by the tri-cities when the skatepark was built in 2003. Initial
contributions were $27,000 each from Moraga, Orinda, and Lafayette, a total initial funding of
$81,000. The tri-city agreement calls for a meet and confer between the three cities when the
monies in the maintenance fund are depleted below $15,000 to discuss replenishment of the
fund. The pending construction of off-street parking lot at the skatepark will be split similarly but
will not be paid for out of this fund.

Fund 500 — Lighting Assessment District

This fund is used exclusively to record the revenues and expenditures of the Moraga Street
Lighting Assessment District 1979-1 that covers a portion of the Town. Revenue and
expenditure estimates are developed in conjunction with the engineering consultant. It currently
costs approximately $200,000 to operate the district, excluding any capital improvements. The
current annual assessment levied is $58 for a single detached family residence within the
district.
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Town of Moraga

Fund 510 — National Pollutant Discharge Elimination System (NPDES)

This fund derives from an annual assessment for the National Pollutant Discharge Elimination
System created Countywide in response to the 1972 Clean Water Act. Funds are transferred to
the General Fund to reimburse expenditures related to clean water projects, education and
operations in the Town. A county revenue measure for an additional $22 per residential unit was
conducted as a mail ballot measure in March/April 2012. This revenue, if successful, will fund
additional NPDES permit obligations.

Fund 700 — Capital Improvements
This fund serves as a clearing fund to capture all capital project expenditures and corresponding
revenues.

Fund 701 — COP/329 Rheem Renovation

The 2010 issuance of Certificates of Participation (COP) included funding for the 331 Rheem
property purchase and for renovation of the 329 Rheem building. Purchase of 331 Rheem was
made in 2010 and the facility is now the Towns’ Corporation Yard. Fund 701 holds the COP
proceeds.

Fund 750 — Asset Replacement

This fund is a reserve for the purchase of replacement vehicles, technology, and building
improvements such as new roofs. Since FY 2008-09, contributions from the General Fund to the
Asset Replacement fund have been deferred while expenditures have continued.

Infrastructure Preservation and Improvement

The Town Council established the IPI fund to set aside funds for capital projects that preserve
or improve the Town’s infrastructure assets such as its streets, storm drains, and building and
facilities. In 2012 through Resolution No. 8-2012, the Town Council re-established a policy for
transferring annual surplus revenues into the IPI fund.

Comcast Grants

The Town has two Comcast Grant funds — Fund 715 Comcast Unrestricted Grant and Fund 716
Comcast PEG Restricted. Although one fund is called unrestricted, both grant funds do have
limitations on how the Town may use these monies. Generally, Comcast Grant funds are to be
used for technology that enhances communications. The Town is considering using some of
these funds for the audio/video/televising of Town Council meetings when a new Council
Chambers is built.

Development Driven Funds

Fund 250 Park Dedication Fees (Quimby Act), Fund 720 Public Safety Impact Fees, Fund 760
Local Traffic Impact Fees, Fund 770 Storm Drain Impact Fees, Fund 780 General Government
Facilities Impact Fees, and Fund 790 Park Impact Fees are all funds whose revenues derive
from development and use of these funds is restricted.

Other Fund Expenditures

Given limited General Fund revenues, the Town also relies on Other Funds to support its day-
to-day operations, as well as capital improvement projects. For budgeting and accounting
purposes, the Town uses Fund Transfers to provide revenues from other funds to cover
expenditures in the General Fund and the Capital Improvement Fund, in accordance with the
eligible uses of the other funds that are largely restricted by state or regional regulations.
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Town of Moraga

As a best practice, the Town uses Other Funds to support operating expenditures if there are
annual revenues. Fund balance and one-time revenues are used to support capital (one-time)
expenditures.

Il 5-YEAR CAPITAL IMPROVEMENT PLAN

The 5-Year Capital Improvement Plan (CIP) is an attempt to illustrate the current and long-term
needs of the Town with respect to construction projects and equipment purchases. Generally,
projects and purchases costing $15,000 or more are included in the CIP. (Minor capital outlays
costing less than $15,000 are included within the annual Operating Budget.)

The Town relies on grants and other one-time resources to support the CIP. Thus, many
needed infrastructure improvements are deferred.

The CIP is categorized into the following categories:

Buildings and Facilities
Creeks and Drainage
Parks and Open Space
Transportation

General Government

The current 5-Year CIP is based on projects introduced to the Town through various master
plans, identified needed improvements and repairs, and compliance projects. It is, in no way,
fully vetted or exhaustive. Ideally, the Town will continue to improve on the current 5-Year CIP
with more information gathering and community engagement.

M. FISCAL YEAR 2012-13 OPERATING BUDGET

The FY 2012-13 Operating Budget is balanced — estimated revenues are in line, and are
expected to exceed, expenditures. The Operating Budget is also structurally balanced, which
means that it does not rely on one-time revenues for its on-going expenditures. Capital outlay
expenditures such as computers, tables, and umbrellas are the exception; these expenditures
may rely on one-time resources where they are considered one-time, periodic expenditures.

Historically, the Town has ended the fiscal year with a surplus as illustrated in Table 1.

T able 1. Trend of General Fund Revenues and Expenditures

ACTUAL ACTUAL PROJECTED  PROPOSED
FY 09/10 FY 10/11 FY 11/12 FY 12/13
Revenues $6,252,218  $6,359,175 $6,545394  $6,592,877
Expenditure $5,929,378  $5,877,051 $6,408,395 $6,463,976
Surplus/(Deficit) $322,840 $482,124 $136,999 $128,901
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Town of Moraga

The Hacienda de las Flores is a Town jewel, and the Town has had a recent interest in getting a
better understanding of the costs to operate the facility. The Parks and Recreation Department
manages rental of the facility for private events, as well as recreational program that occurs on
the site. The Public Works Department maintains the facility. Table 2 illustrates the annual
revenue and expenditures specific to the facility.

T able 2. Hacienda de las Flores Revenues and Expenditures

AMENDED

ACTUAL ACTUAL BUDGET

FY 09/10 FY 10/11 FY 11/12

Revenue $139,829 $273,997 $293,700
Expenditures

Parks & Recreation 60,678 313,720 299,775

Facility Maintenance 173,785 180,887 198,563

Total Expenditures $234,463 $494,607 $498,338

Net Cost to Town $94,634 $220,610 $204,638

Cost Recovery 60% 55% 59%

In addition to revenue and expenditures for the Hacienda de las Flores, the Parks and
Recreation Department strives to recover a large portion of its costs through fees, similar to a
private business or enterprise fund. With that in mind, Moraga reviews Parks and Recreation
operations to determine the cost recovery rate. Table 3 shows a history of the cost recovery rate

for all Parks and Recreation services.

T able 3. Parks and Recreation Revenues and Expenditures

AMENDED

ACTUAL ACTUAL ACTUAL BUDGET

FY 08/09 FY 09/10 FY 10/11 FY 11/12

Revenue $379,113 $404,549 $436,351 $465,250
Expenditures $523,095 $563,770 $565,439 $544,971
Cost Recovery 72% 72% 77% 85%

5-Year Financial Plan, FY 2012-13 Budget
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Town of Moraga

V. FINANCIAL MANAGEMENT POLICIES

Financial management policies help guide the Town in decision-making that is grounded and
consistent over time. The development and maintenance of thoughtful financial policies is
critical to the Town’s successful and effective financial planning and management. The Town
has a number of financial policies in place as follows that warrant annual review as a best
practice.

1. General Fund Surplus / General Fund Reserve Policy (Resolution No. 8-2012)
2. Fixed Asset Capitalization Policy (Resolution No. 60-2009)

3. GASB 54 - Fund Balance Definitions Policy (Resolution No. 24-2011)

4. Investment Policy (Resolution No. 44-2010)

5-Year Financial Plan, FY 2012-13 Budget -12 -
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EXHIBIT A

5-Year Financial Plan, FY 2012-13 Budget
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EXHIBIT B

5-Year Financial Plan, FY 2012-13 Budget
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EXHIBIT C

5-Year Financial Plan, FY 2012-13 Budget
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EXHIBIT D

5-Year Financial Plan, FY 2012-13 Budget
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EXHIBIT E

5-Year Financial Plan, FY 2012-13 Budget
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EXHIBIT F
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Town of Moraga

EXHIBIT G

5-Year Financial Plan, FY 2012-13 Budget
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Town of Moraga

EXHIBIT H

5-Year Financial Plan, FY 2012-13 Budget
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BEFORE THE TOWN COUNCIL OF THE TOWN OF MORAGA

In the Matter of:

Accepting the Modifications to the
Investment Policy and Accepting the
Investment Recommendations of the
Audit and Finance Committee

Resolution No. 44 - 2010

WHEREAS, government code requires that the legislative body annually review
and accept changes to the existing investment policy; and

WHEREAS, the Investment Policy has been reviewed and modified to strengthen
and clarify language; and

WHEREAS, the Town Council has reviewed and discussed such changes; and

WHEREAS, the Town Council directed staff to review and research other
investment opportunities for “idle” cash; and

WHEREAS, the Audit and Finance Committee (AFC) has made its suggestions
for the modifications to the investment policy: and

WHEREAS, the Audit and Finance Committee has also made its
recommendation to the Council to maintain its current investment strategy with the
Local Agency Investment Fund (LAIF).

NOW, THEREFORE, BE IT RESOLVED by the Town Council of the Town of
Moraga that the modifications to the Investment Policy are hereby approved and
adopted and staff is directed to finalize those changes to create a final investment policy
document.

BE IT FURTHER RESOLVED by the Town Council of the Town of Moraga that
the recommendation of the AFC to remain invested in LAIF at the current levels is
hereby approved and adopted.

Resolution No. 44-2010 1 May 12, 2010
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PASSED AND ADOPTED by the Town Council of the Town of Moraga at a
regular meeting held on May 12, 2010 by the following vote:

AYES: Mayor Chew, Vice Mayor Mendonca, Councilmembers Harpham
and Trotter
NOES: None

ABSTAIN: None
ABSENT: Councilmember Metcalf

dﬁe/»co o )

Ken Chew, Mayor

Attest:

e

/7
RPN AN A
g Aom s A s %

Marty €. Mclnturf, Town Glerk

Resolution No. 44-2010 2 May 12, 2010
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TOWN OF MORAGA
INVESTMENT POLICY

Purpose. The purpose of this policy is to establish strategies, practices, and procedures to
be used in administering the Town of Moraga investments. The goal is to establish
guidelines to manage Town funds to maximize security and liquidity while also complying
with this investment policy and California Government Code Sections 53600 through
53659, which govern investments for municipal governments.

Scope: This policy applies to all financial assets of the Town which are available for
investment. Any bond fund investments will be held separately and made in accordance
with the bond debenture requirements.

Objectives. The Town’s investment objectives, in order of priority, are:

Safety. The standard of care to be applied by the Audit and Finance Committee (AFC) in
making its recommendations to the Council will be the “prudent investor” standard, as
defined under Government Code Section 53600.3. Safety of principal is the foremost
objective of the investment program. Investments shall be undertaken in a manner that
seeks to ensure the preservation of capital in the overall portfolio. The objective is to
mitigate both credit risk and interest rate risk.

Liquidity. The investment portfolio shall remain sufficiently liquid to meet all operating
requirements that may be reasonably anticipated. The portfolio should be structured so
that securities mature concurrent with expected cash requirements. Since all possible cash
requirements cannot be anticipated, the portfolio should consist largely of securities with
active secondary or resale markets. A’portion of the portfolio should be placed in money
market mutual funds or local government investment pools which offer same-day liquidity
for short-term funds.

Yield. The Town’s yield objective is to achieve a reasonable rate of return rather than the
maximum generation of income that might expose the Town to unacceptable levels of risk.
The investment portfolio shall be designed with the objective of attaining a market rate of
return throughout the budgetary and economic cycles, taking into account the investment
risk and liquidity needs. Yield is of secondary importance compared to the safety and
liquidity.

Diversity. The Town shall maintain a diversified portfolio to minimize the risk of loss

resulting from over concentration of assets in a specific maturity, issuer or security type.

Investment Strategies.

Buy and Hold. In order to minimize the impact of interest rate risk, it is intended that all
investments will be held to maturity. Investments may be sold prior to maturity for cash
flow, appreciation purposes or in order to limit losses, however, no investment shall be
based solely on earnings anticipated from capital gains.

No Speculation. The purchase of securities with the intent to profit from favorable
changes in market prices or market conditions is prohibited.

May 12, 2010 I
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TOWN OF MORAGA
INVESTMENT POLICY

No Leveraging. Borrowing money for the purpose of investing is prohibited

Investment Manager. The Town Council may, upon recommendation of the Audit and
Finance Committee, engage the services of one or more external investment managers to
assist in the management of the Town's investment portfolio in a manner consistent with
the Town's objectives. Such external managers may be granted limited discretion to
purchase and sell investment securities in accordance with this Investment Policy. Such
managers must be registered under the Investment Advisers Act of 1940, or be exempt
from such registration, and have at least $5,000,000 in assets under management. Such
external managers shall be prohibited from 1) selecting broker/dealers, 2) executing
safekeeping arrangements, and 3) executing wire transfers.

Upon execution of any trade, the Town must receive confirmation directly from the
broker/dealer and the custodian, not from the investment manager. Safekeeping of
investments recommended by the investment manager shall be maintained by the Town's
regular custodian, and not with the investment manager.

Financial Dealers and Institutions. The Administrative Services Director and the Audit
and Finance Committee shall obtain information from qualified financial institutions to
determine if the institution makes markets in securities appropriate for the Town's needs,
can assign qualified sales representatives and can provide written agreements to abide by
the conditions set forth in the Town of Moraga Investment Policy. Investment accounts
with all financial institutions shall be standard non-discretionary accounts and may not be
margin accounts.

All financial institutions which desire to become qualified bidders for investment
transactions must supply the following:

) Audited financial statements for the institution's three most recent fiscal years.

. At least three references from California local agencies whose portfolio size,
investment objectives and risk preferences are similar to the Town's.

. A statement certifying that the institution has reviewed the California Government
Code Section 53600 er seg. and the Town's Investment Policy and that all
securities offered to the Town shall comply fully and in every instance with all
provisions of the California Government Code.

The Administrative Services Director will maintain a list of financial institutions
authorized to provide investment services to the Town.

Authorized Investments. The Town will invest only in those instruments authorized by
the California Government Code Section 53601. The Town will not invest in stock, will
not speculate and will not deal in futures or options. The investment market is highly
volatile and continually offers new and creative opportunities for enhancing interest
earnings. Accordingly, the Town will thoroughly investigate any new investment vehicles
before committing Town funds to them. The following investments are authorized:

May 12, 2010 2
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TOWN OF MORAGA
INVESTMENT POLICY

Collateralized or insured bank savings accounts and demand deposits.

o Investment in any one financial institution may not exceed 10% of the portfolio.
o Investment in this category may not exceed 25% of the portfolio.

Collateralized or insured certificates of deposit: Purchased through a bank or savings and
loan association for a specified period of time at a specified rate of interest.

. Maturity may not exceed 2 years.
o Investment in any one financial institution may not exceed 10% of the portfolio.
. Investment in this category may be 25% of the portfolio.

United States Treasury securities: Obligations issued by the U.S. Treasury for which the
full faith and credit of the United States is pledged for payment of principal and interest.

o Maturity may not exceed 5 years.
. Investment in this category may be up to 100% of the portfolio.

Federal agency obligations: Obligations issued by Federal Government agencies or
government sponsored agencies such as Government National Mortgage Association
(GNMA), the Federal Farm Credit Bank (FFCB), the Federal Home Loan Bank (FHLB),
the Federal National Mortgage Association (FNMA), the Student Loan Marketing
Association (SLMA), and the Federal Home Loan Mortgage ‘Corporation (FHLMC).

o Maturity may not exceed 5 years.
. Investment in any one Federal agency may not exceed 20% of the portfolio.
. Investment in this category may not exceed 50% of the portfolio.

Local Agency Investment Fund (LAIF): The Local Agency Investment Fund has been
established by the State of California that allows local agencies to pool their investment
resources.

o Investment in this category may be up to 100% of the portfolio.

Banker’s acceptances: Bills of exchange or time drafts drawn on and accepted by
commercial banks.

o The bank must be one of the 15 largest banks in the United States or one of the 50
largest banks in the world.

J Maturity may not exceed 180 days.
o Investment through any one bank may not exceed 10% of the portfolio.
. Investment in this category may not exceed 20% of the Town’s portfolio.

Commercial paper.

. The corporation must have assets in excess of $500 million.

May 12, 2010 3
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TOWN OF MORAGA
INVESTMENT POLICY

o The corporation’s long term debentures must be rated at least Aa by Moody’s and
AA by S&P.

o The commercial paper must be rated P1 by Moody’s and A1 by S&P.
o Maturity may not exceed 270 days.

. Investment in corporate notes and commercial paper of any one corporation may
not exceed 10% of the portfolio.

o Investment in this category may not exceed 20% of the portfolio.

Negotiable certificates of deposit: These are issued by nationally or state chartered banks,
state or federal savings institutions, or state licensed branches of foreign banks.

. Maturity may not exceed 2 years.
. Investment in any one financial institution may not exceed 10% of the portfolio.
. Investment in this category may not exceed 25% of the portfolio.

Medium term corporate notes.

o The corporation must have assets in excess of $500 million.
. The security must be rated at least Aa by Moody’s and AA by S&P.
o Maturity may not exceed 5 years.

. Investment in corporate notes and commercial paper of any one corporation may
not exceed 10% of the portfolio.

o Investment in this category may not exceed 25% of the portfolio.

Ineligible Investments. Ineligible investments are those that are not specifically
authorized, including but not limited to, common stocks, reverse repurchase agreements,
inverse floaters, range notes, mortgage derived interest only strips, derivatives securities,
or any security that could result in zero interest accrual.

Collateralization: Collateral must always be held by an independent third party with
whom the Town has a current custodial agreement.

State law regarding collateralization of deposits of public funds requires that securities be
held by an agent (i.e., a trust company) of the bank, which may include the bank's trust
department only if acceptable to both the bank and the Town, pursuant to California
Government Code Sections 53656 and 53658.

Under the provisions of California Government Code Section 53652, banks are required to
secure the deposits of public funds, including certificates of deposits, by (a) pledging
government securities with a value of 110% of the principal and accrued interest; (b)
pledging first trust deed mortgage notes having a value of 150% of the total agency
deposit; or, (c) a letter of credit drawn on the Federal Home Loan Bank at 105% of the
total agency deposit. Deposits must be secured at all times with eligible securities pursuant
to Section 53651. A copy of the Call Report of Local Agency's Deposits and Securities
must be supplied to the Town and retained to document compliance with the collateral
requirements.

May 12, 2010 4
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TOWN OF MORAGA
INVESTMENT POLICY

The Town may waive the collateral requirements for deposits which are fully insured by
the Federal Deposit Insurance Corporation.

Safekeeping and Custody. All security transactions shall be conducted on a delivery
versus payment basis. Securities will be held by a third party qualified custodian and
evidenced by safckeeping receipts. The trust department of the Town's bank may act as

third party custodian, provided that the custodian agreement is separate and apart from the
banking agreement.

Prudence. The Town shall operate its investments under the “Prudent Person Rule” which
obligates a fiduciary to ensure that investments shall be made with judgment and care,
under circumstances then prevailing, which persons of prudence, discretion and
intelligence exercise in the management of their own affairs, not for speculation but for

investment considering the probable safety of their capital as well as the probable income
to be derived.

Investment officers acting in accordance with written procedures and this investment
policy and excising due diligence shall be relieved of personal responsibility for an
individual security’s credit risk or market price changes, provided deviations from
expectations are reported in a timely fashion and the liquidity and the sale of securities are
carried out in accordance with the terms of this policy.

Investment officials shall recognize that the investment portfolio is subject to public

review and evaluation. The overall program shall be designed and managed with a degree
of professionalism worthy of the public trust.

Ethics and Conflict Of Interest. Officers and employees involved in the investment
process shall refrain from personal business activity that could conflict with proper
execution of the investment program, or could impair their ability to make impartial
investment decisions. Town employees involved in the investment process shall disclose
to the Town Manager any material financial interest in financial institutions that conduct
business within the jurisdiction. They shall further disclose any large personal
financial/investment positions that could be related to the performance of the investment
portfolio.  Officers shall refrain from undertaking any large personal investment
transactions with the same individual with whom business is conducted on behalf of the
Town.

Investment Report. The Administrative Services Director in conjunction with the Town
Treasurer will develop and maintain an investment reporting system, which will comply
with Government Code Section 53607. This reporting system will provide the Council and
the Audit and Finance Committee (AFC) with appropriate investment performance
information. When the investment portfolio is sufficiently diversified such that Town
funds are invested in instruments or pools other than the LAIF, and within 60 days of the
end of each fiscal quarter, the Administrative Services Director shall send an investment
report to the AFC and Town Council. Reports may be rendered more frequently at the
discretion of the Town Manager or Administrative Services Director. The report should, at
a minimum, provide the following information:

May 12, 2010 5
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TOWN OF MORAGA
INVESTMENT POLICY

. A narrative discussion of the performance of the investment portfolio, with
comparisons to appropriate benchmarks.

) Detailed information for each investment, including information such as:
description, par amount, maturity date, interest rate, yield to maturity, current
market value and percentage of total portfolio.

. A statement that projected cash flow is adequate to meet expected obligations
over the next six months or the circumstances under which projected cash flow
will not be adequate to meet expected obligations.

) A statement that the portfolio is in compliance with this policy or how it deviates,
if not in compliance.

14. Investment Policy Review. As required under Government Code Sections 16481.2 and
53646, the Council will review the Investment Policy annually. This investment policy
shall be reviewed first by the Audit and Finance Committee (AFC) to ensure its
consistency with the overall objectives of safety, liquidity and return, as well as its
relevance to current law and financial/economic trends. The committee will send any
recommended changes to the Town Council for approval.

May 12, 2010 6
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TOWN OF MORAGA
INVESTMENT POLICY

GLOSSARY

Banker’s Acceptance: a bearer time draft for a specified amount payable on a specified
date. It is drawn on a bank by an individual or business seeking to finance domestic or
international trade. The banker’s acceptance is collateralized by commodity products.
Sale of goods is usually the source of the borrower’s repayment to the bank. The bank
finances the borrower’s transaction and then often sells the banker’s acceptance on a
discount basis to an investor. At maturity, the bank is repaid and the investor holding the
banker’s acceptance receives par value from the bank.

Bond: an interest-bearing security issued by a corporation, quasi-governmental agency or
other body, which can be executed through a bank or trust company. A bond is a form of
debt with an interest rate, maturity, and face value, and is usually secured by specific

assets. Most bonds have a maturity of greater than one year, and generally pay interest
semiannually.

Bond Rating: the classification of a bond’s investment quality.

Book Value: the amount at which a security is carried on the books of the holder or issuer.
The book value is often the cost, plus or minus amortization, and may differ significantly
from the market value.

Certificate of Deposit (CD): debt instrument by a bank that usually pays interest.

Maturities range from a few weeks to several years. Interest rates are set by competitive
forces in the marketplace.

Commercial Paper: short-term obligations with maturities ranging from 2 to 270 days
issued by banks, corporations, and other borrowers to investors with temporary idle cash.
Such instruments are unsecured and usually discounted.

Commission: the brokers or agent’s fee for purchasing or selling securities for a client.

Credit Risk: the risk of loss due to the failure of the security issuer or backer.

Federal Deposit Insurance Corporation (FDIC): federal agency that guarantees (within
limits) funds on deposit in member banks.

Federal Reserve System: the central bank of the United States which consists of a seven
member Board of Governors, 12 regional banks and approximately 5,700 commercial

banks that are members.

Fiscal Year: an accounting or tax period comprising any twelve month period. The
Town’s fiscal year begins on July 1 and ends June 30.

Full Faith And Credit of the United States: the unconditional guarantee of the United
States government backing a debt for repayment.

May 12, 2010 7



TOWN OF MORAGA
INVESTMENT POLICY

Interest Rate: the interest eamings payable each year on borrowed funds, expressed as a
percentage of the principal.

Interest Rate Risk: the risk that the market value of a security will fall due to changes in
the general interest rates.

Investment: use of capital to create more money, cither through income-producing
vehicles or through more risk-oriented ventures designed to result in capital gains.

Investment Portfolio: a collection of securities held by a bank, individual, institution, or
government agency for investment purposes.

LAIF: The Local Agency Investment Fund is an investment pool established by the State
of California that allows local agencies to pool their investment resources.

Liquidity: the ability to convert a security into cash promptly with minimum risk of
principal.

Market Value: the price at which a security is currently being sold in the market.

Maturity: the date that the principal or stated value of debt instrument becomes due and
payable.

Moody's: Moody’s Investors Service. One of two major rating services. The other is
Standard & Poor's.

Portfolio: the collection of securities held by an individual or institution.
Principal: the face or par value of an instrument.

Rate of Return: 1) the yield which can be attained on a security based on its purchase

price or its current market price. 2) income earned on an investment, expressed as a
percentage of the cost of the investment.

Rating: the designation used by investors’ services to rate the quality of a security’s
creditworthiness. Moody’s ratings range from the highest Aaa, down through Aa, A, Bbb,

Ba, B, etc. Standard and Poor’s rating range from the highest AAA, down through AA, A,
BBB, BB, B, etc.

Safekeeping: a service offered to customers for a fee, where securities are held in the
vaults for protection.

Securities: investment instruments such as bonds, stocks and other instruments of
indebtedness or equity.

S&P: Standard & Poor's. One of two major rating services. The other is Moody’s
Investors Service.

May 12, 2010 8
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TOWN OF MORAGA
INVESTMENT POLICY

Treasury Bill (T-BILL): U.S. Treasury Bills are short-term, direct obligations of the U.S.
Government issued with original maturities of 13 weeks, 26 weeks and 52 weeks.

Trustee: a bank designated as the custodian of funds and the official representative for
bondholders.

Underwriter: a dealer bank or financial institution which arranges for the sale and

distribution of a large batch of securities and assumes the responsibility for paying the net
purchase price.

U.S. Government Agencies: instruments issued by various U.S. government agencies
most of which are secured only by the credit worthiness of the particular agency. This
includes agencies such as the Government National Mortgage Association (GNMA), the
Federal Farm Credit Bank (FFCB), the Federal Home Loan Bank (FHLB), the Federal
National Mortgage Association (FNMA), the Student Loan Marketing Association
(SLMA), and the Federal Home Loan Mortgage Corporation (FHLMC).

Yield: the annual rate of return on an investment, expressed as a percentage of the
investment.
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