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June 15, 2017
Honorable Mayor, Council Members, and the Gilbert Community:

Gilbert, Arizona continues to effectively manage rapid growth and economic expansion while
successfully preserving hometown traditions. With an estimated population of over 247,000
residents, Gilbert has become the fifth largest city in Arizona and the 85" largest city across the
nation. Yet, amid this growth, Gilbert has the lowest unemployment rate in the region and is
recognized as the 2™ Safest City in the U.S. according to the 2015 FBI Uniform Crime Report as
well as Wallet hub’s 1** Highest Median Income in Arizona and Move.org’s 1> Best City for Raising
a Families. In FY 2017, Gilbert's economic development team facilitated 38 projects representing
over $210 million in capital investments, over 3,400 jobs, and 1.3 million new or expanded square
feet ensuring Gilbert remains a premier destination for both residents and businesses alike.

Gilbert is also very proud to report that both Fitch and Moody’s gave Gilbert's General Obligation
bonds a AAA rating, which is the highest rating available. These decisions were based on Gilbert’s
exceptionally strong credit characteristics, including a demonstrated commitment to building and
maintaining strong reserves, robust long-term planning, strengthening regional economy, and
manageable debt burdens. The Aaa rating places Gilbert in the top 1% of municipalities nationally.

Gilbert also welcomed nine new businesses to the Heritage District, which continues to grow with
nearly 300,000 square-feet of residential and retail under construction and over $67M of private
capital investment since FY13. Gilbert's northwest employment corridor and central business district
also continue to thrive with GoDaddy retaining 1,400 jobs and expanding their footprint to 180,000
square feet. This makes Gilbert the largest base of GoDaddy employment. Mercedes Benz, Merrill
Lynch, and other corporate and retail users opened this year at Rivulon and Silent Aire is
constructing a new 146,000 square-foot manufacturing facility at Park Lucero that represents over
400 new and retained jobs. Orbital ATK Space Systems Group also completed their 60,000 square-
foot expansion at Gilbert Spectrum, representing the retention of existing jobs and the expansion of
approximately 140 new science and technology-oriented jobs for Gilbert.

A progressive community demands progressive governance, and Gilbert’'s Council and executive
leadership stepped up. Gilbert now undertakes a zero-based process for one third of the
organization every year, and always applies priority, program, and performance-based approaches.
Directors are tasked with balancing the budget through consensus, rather than presenting requests
and waiting to hear back. Only once the directors achieve consensus is the Town Manager
presented with the recommended budget. This collaborative approach allows Gilbert to promote
transparency, the importance of short- and long-term planning, and maintain a strong return on
investment for the zero-based process while staying focused on the citizens and businesses that
we all serve in different capacities.

Gilbert staff and Council align both short-term goals and resources toward the long-term realization
of Gilbert’s established strategic initiatives: Community Livability; Technology Leader; Long and
Short Term Financial Plans; Infrastructure; Economic Development; and High Performing
Government.

These strategic initiatives guide the formulation of organizational goals and corresponding budget
for the following fiscal year. The Council retreat as well as the budget kickoff in August 2017 allows
staff to initiate the process with clear direction and focus governing the priorities for service delivery
in FY 2018. Through the Council workshop and a subsequent study session, the Council and the
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Executive Team began by formulating key focus areas to center our efforts and resources on
accomplishing our goals with excellence:

Maintaining Service Levels

Deferred Maintenance

Long-Range Infrastructure Planning

Staffing Plans

Compensation Maintenance/Performance Management
Innovations and Efficiencies

The budget for FY 2018 reflects an effort to deliver both effective and efficient services to our
community. Even given Gilbert’s growth, the budget is balanced assuming planned revenue
increases in the utility funds as discussed at the February Financial Retreat, and applies the non-
recurring level of construction-related revenues toward non-recurring costs. Recommended
increases in ongoing expenses are within the growth in ongoing levels of revenue recognized as a
result of growth both in population and in additional retail opportunities within Gilbert.

FINANCIAL IMPACT

With carry forwards and contingency adjustments, the proposed budget of $964,803,850 is an
increase of $114,309,220 million from FY 2017. The change from FY 2017 primarily reflects the
budget necessary for carry forward and new/potential capital projects. It reflects a net increase in
CIP of $212 million ($486 million in FY 2018 vs $274 million which was included in FY 2017), the
removal of $100 million for Bond refundings, $16 million of new personnel and operating requests,
and various budget decreases for one time expenditures in the FY 2017 budget. The budget also
includes a capital projects contingency budget of $100 million to allow Council the flexibility and
legal authority to respond to community needs.

Balanced Financial Plan: The proposed FY 2018 Budget is balanced based upon identified
revenues and expenditures.

Constitutional Expenditure Limit: The proposed FY 2018 Budget reflects expenses that will be
under the constitutional expenditure limitation. Staff regularly monitors conformity with the
constitutional expenditure requirements and will recommend, if necessary, continuing adjustments
and maodifications necessary to comply with expenditure limitation requirements.

State Shared Revenues: The proposed FY 2018 Budget reflects State Shared Revenues based
upon Census population adjustments and statutory distribution formulas, taking into account
currently projected State sales and income tax collections (provided by the Arizona League of Cities
and Towns), which reflect the state’s budgeted HURF distributions.

Secondary Property Tax Levy: Council voted to adopt a tax levy of $21.65 million, which reduces
the tax rate to $1.03 per $100 of assessed value, down from last year’s rate of $1.06.

Utility Rate Modifications: The FY 2018 Budget reflects revenues projected from rate changes in
Gilbert’'s water, wastewater, environmental services, and reclaimed water rates. No rate changes
have been adopted, but staff will be gathering data and exploring options with Council in order to
ensure fiscal sustainability of the enterprise funds. Cost of service has been increasing over the
past decade, but no increases in rates have been made since 2009. Gilbert does not make a profit
on these funds, but rather charges only what is needed to provide the services. Current rates are
projected to provide too little revenue to support ongoing service.
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Fund Balance: The Revenue Summary lists the use of carry over funds in an amount just over $390
million. This reflects use of revenues which were received in prior fiscal years in excess of minimum
fund balance.

Capital Project Financing — System Development Fees: The FY 2018 Budget reflects revenues
projected from the continued collection of System Development Fees as allowed under current
State Law.

FUNDING CHALLENGES

The challenge continues to responsibly apply revenues generated by growth to the ongoing service
demands created by growth. Gilbert has several large-scale park, public safety, and road projects
planned which are not eligible for system development fee revenues. Other financing options,
including potential general obligation bonds, are being considered.

Another challenge is balancing revenues and expenditures in the enterprise funds. Water,
wastewater, and trash collection services have not seen a rate increase since at least 2009, with
trash service actually receiving a rate decrease in 2012. While the Town has worked hard to be
efficient in operations, cost of materials and supplies have increased over the past ten years. The
Town is looking at options, including rate changes, to address the growing gap. The Town does not
make a profit from the enterprise funds, but rather aims to have revenues cover the cost of service.

A third challenge is Gilbert’s effort to maintain an accurate population count so state shared
revenues can be more accurately distributed given Gilbert's substantial growth since the last
Census in 2010. As allowed in state statute, Gilbert chose to strategically invest $4 million for the
U.S. Census Bureau to conduct a mid-decade census. The updated population figure helped the
Town realize a greater, more accurate, portion of state shared revenues which are divided based
on relative populations of the recipient jurisdictions. In FY 2017 alone, the updated population
helped the Town receive about $7.3 million more in revenue than would have been received using
the 2010 population numbers. Unfortunately, methodologies used to estimate the 2017 population
undervalued the growth happening in Gilbert. Town officials continue to monitor the issue and are
pressing for more accurate methodologies moving forward.

A fourth challenge is the large unfunded liability in the Public Safety Retirement System (PSPRS).
As of June 30, 2016, Gilbert’s unfunded liability for both police and fire was just over $60 million.
The Town is taking action to pay this down over the next four years, including over $10 million in
extra payments during FY 2017.

QUALITY GOVERNANCE

In the midst of so much change, Gilbert remains consistent in its relentless pursuit of quality
service. While Gilbert boasts the lowest staffing ratio of any of our peer communities, it is the caliber
of those staff members that makes the difference that we see here every day. | am thankful and
honored to serve by their side.

Respecitfully,

R’W,%D""‘—"’

Patrick S. Banger
Town Manager
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PURPOSE OF THE BUDGET DOCUMENT

The budget sets forth a strategic resource allocation plan that is aligned with strategic initiatives,
community goals, preferences, and needs. Through the budget, Gilbert demonstrates accountability to
its residents and customers. Toward that end, the budget document acts as a policy document,
financial plan, operations guide, and a communication device. This section provides the reader with a
basic understanding of the components of the budget document and what is included in each.

ORGANIZATION OF THE BUDGET DOCUMENT

The budget document includes seven major areas:

1. The Introduction provides the Manager’s budget message along with information about Gilbert,
including the organization, vision, mission and values, strategic initiatives, Gilbert facts, fund
structure, budget process, and a summary of policy statements.

2. The Financial Overview illustrates the total financial picture of Gilbert, including projected fund
balances, five year fund forecasts, the sources and uses of funds, and property tax information.

3. The operating fund tabs — General, Enterprise, Streets - include information on all business
units within each fund. Each operating fund section is organized in the same manner with a
business unit page and a page for each department within the business unit.

4. The non-operating fund tabs — Internal Service, Replacement Funds, Special Revenue, and
Debt — include information at the fund level.

5. The Capital Improvement section includes information regarding the scheduled current year
capital projects and the projected operating costs for the projects currently under construction.

6. The Debt section provides an overview of the types of debt issued, debt capacity, and
outstanding debt.

7. The Appendix includes a detailed listing of authorized positions (FTE basis), the approved
capital outlay list, Arizona Auditor General Schedules A-G, transfer schedules, and a glossary
(including acronyms).

Manager’'s Budget Message

The Manager’s budget message is a transmittal letter introducing the budget and the long and short-
term goals that the budget addresses. The message outlines the assumptions used in budget
development such as economy, revenue constraints, and Council priorities. Also included is an
overview of the budget development process, major changes to the budget from prior years, and
challenges facing the organization.

Financial Overview

The financial overview begins with charts displaying Gilbert's available revenues (sources) and the
expenditures (intended uses). The fund balance pages provide a look at the level of beginning fund
balances, budgeted revenues and expenditures, and projected ending fund balance. Every year the
budget must be balanced, ensuring that expenditures will never exceed the total available resources.

The Budget Summary provides an overview of the revenue and expenditure history and projections for
each category. The Long-Term Financial Planning pages provide the reader with background
information on the process, as well as the Five Year Plans for the major operating funds. Revenues
and expenses are shown in detail, followed by a discussion of the major funding sources by type,
including assumptions and anticipated future growth.

The property tax page includes all of the property tax rates for each taxing jurisdiction within Gilbert.
Gilbert includes four school districts, and taxes are shown for each.
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Fund Tabs

The first page in each Fund tab is an overview of the fund(s) within that section. It includes an
explanation of the fund’s purpose and a summary financial outlook. Next are department descriptions
that outline each functional area, the strategic initiatives addressed by divisions within that department,
an organization chart, benchmarks, and summary personnel and financial information.

Benchmarks listed in the fund tabs are a sample of those included in the Gilbert's 2016 Benchmark
Report, available online at www.gilbertaz.gov. Each department identified two to three local and two to
three national municipal benchmarks that were appropriate for their particular functional area, based on
population and service delivery. A complete list of benchmark communities and performance metrics
may be found in the full report.

Organization Charts

Throughout the document are charts that depict the budget organizational structure (not a reporting
structure). Shading in a given functional area indicates that the area is funded by an alternate funding
source.

Department summaries include the following components:

Purpose Statement: Explains why the Department exists and provides a brief list of services provided.

Accomplishments: Highlight success and improvements that were completed during the prior fiscal
year.

Objectives: Communicate what is going to be accomplished during the budget year, and aligns with the
department goals and Strategic Initiatives of the entire organization.

Budget Notes: Explain any noteworthy changes from the previous year.
Strategic Initiatives: Each department/division has selected the Strategic Initiatives that align with the

stated goals for the new budget year. Please refer to the Strategic Initiatives pages of this document to
view a full description of the icons that will be represented on the department/division pages.

Performance/Activity Measures: Identify desired outcomes and measure results to better define
progress towards the desired service levels.

Personnel by Activity: Depict total approved staffing by Division within the Department for the prior
three fiscal years and for the budget year.

Expenses by Division: Reflect total expenses by Division within the Department for the prior three fiscal
years and the budget year, including transfers out to cover a division’s share of expenses that were
incurred elsewhere in the budget.

Expenses by Category: Break out expenses into the categories of personnel, supplies and contractual,
capital outlay, and transfers out to provide an overview of the allocation of resources by type.

Operating Results: Some functional areas charge user fees when a specific service provided has a
direct benefit to a specific user. Other services provide general public benefit, such as public safety,
streets, or parks, and are primarily paid by general revenues, such as sales tax or state-shared
revenues. The operating results show the net of direct revenues less expenditures.
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Replacement Funds

Replacement funds relate directly to an operating fund, but are tracked separately to ensure that aging
equipment and/or infrastructure can be replaced or reconstructed. The sole financing source is the
respective operating fund. Each replacement fund has a separate fund number in order to identify the
fund balance for these activities. In the Comprehensive Annual Financial Report (CAFR), these funds
are reported as part of the operating fund.

Capital Improvements

The Capital Improvement Plan (CIP) is an integral part of the budget process, and is updated each
year. This document describes all known capital projects with a dollar value greater than $100,000.
Projects included in the FY 2018 budget are shown in the project detail section, which includes a brief
description, project priority ranking, and a repair and replacement logo (when appropriate). The repair
and replacement logo is added to projects to identify them as non-growth related projects that
demonstrate Gilbert’s commitment to long range infrastructure planning.

The first year of the CIP is included in the adopted budget each year. Both the initial capital investment
and the subsequent impacts to the operating budget are integrated into Gilbert's short and long-term
balanced financial plans. Projects in future years are included for planning purposes and are
calculated into the 5-year forecasts to estimate long-term funding availability.

Debt

Gilbert issues debt to finance buildings, recreation facilities, and infrastructure construction. The debt
section explains the types of bonds, the legal criteria, debt limits and capacity, and outstanding debt.
Appendix

Capital Qutlay: Items with a useful life greater than one fiscal period, with capitalized acquisition costs

of $10,000 or more, are individually approved and included in this section.

Personnel Detail: Every staff position is approved by the Council and is included in the personnel detail.
Historic information is included for the prior three years. A small number of positions are shown on the
personnel listing as ‘Limited Term Agreements’ (LTAs). These positions are typically for a one year
period and must be re-authorized/prioritized through the budget process.

Schedules A-G: This section includes (A) summaries of estimated revenues and expenditures, (B) tax
levy and tax rate information, (C) revenues other than property tax, (D) fund types of other financing
resources and interfund transfers, (E) expenditures within each fund by department, (F) expenditures
by department, and (G) full-time employees and personnel compensation by fund. The State of Arizona
Office of the Auditor General requires cities and towns to include this information in their annual
budgets.

Transfer Schedules: This part of the budget document illustrates interfund transfers (by fund) that are
scheduled for the current fiscal year.

Glossary/Acronyms: Many of the terms used in government are unique. The unique terms are
described in the glossary.

Any questions regarding the document can be directed to 480-503-6757 or budget@gilbertaz.gov.
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GOVERNMENT FINANCE OFFICERS ASSOCIATION
Distinguished
Budget Presentation
Award

PRESENTED TO

Town of Gilbert

Arizona

Forthe Fiscal Year Beginning

July 1, 2016

B

Executive Director

The Government Finance Officers Association of the United States and Canada presented an
award for Distinguished Budget Presentation to the Town of Gilbert for its annual budget for the
fiscal year beginning July 1, 2016.

In order to receive this award, a governmental unit must publish a budget document that meets
program criteria as a policy document, as an operations guide, as a financial plan and as a
communication device.

The award is valid for a period of one year only. We believe our current budget continues to
conform to program requirements, and we are submitting it to determine eligibility for another
award.
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The International City/County Management Association (ICMA) recognized Gilbert, Arizona with a
Certificate of Excellence in Performance Management for its data-driven management and reporting
efforts.

The 2017 certificate recipients were recognized on the basis of criteria that includes data collection and
verification, continuous improvement, and public reporting. Certificates are awarded at three levels:
Achievement, Distinction, and Excellence. Certificates of Excellence were awarded to communities that
track and report key outcomes, survey residents and employees, utilize visual communications, and
foster a performance-driven culture.

In 2017, ICMA recognized 57 local governments for exemplary performance management initiatives.
Gilbert is among 25 jurisdictions internationally receiving the Certificate of Excellence — the highest
level awarded.
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Key Officials and Staff

The Town was incorporated July 6, 1920, and operates under the Council-Manager form of
government. Six council members are elected at large to four-year staggered terms. The Council
establishes policy through the enactment of laws (ordinances). The Mayor is a member of the Council,
directly elected by the voters for a four-year term, and serves as the chairperson of the Council.

MAYOR AND COUNCIL

Vice Mayor | Council member

Council member
Victor Petersen Eddie Cook

Scott Anderson

Council member Council member

Council member
Jordan Ray Brigette Peterson Jared Taylor
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EXECUTIVE TEAM

Town Manager, Patrick Banger
Deputy Town Manager, Jacob Ellis
Deputy Town Manager, Leah Hubbard-Rhineheimer

Deputy Town Manager, Vacant

Chief Digital Officer, Dana Berchman
Development Services Director, Kyle Mieras
Economic Development Director, Dan Henderson
Interim Finance Director, Hakon Johanson
Fire Chief, Jim Jobusch
Human Resources Director, Jolean Fleck
Information Technology Director, Mark Kramer
Intergovernmental Relations Director, Rene Guillen
Management and Budget Director, Kelly Pfost
Parks and Recreation Director, Rod Buchanan
Police Chief, Michael Soelberg
Presiding Judge, John Hudson
Public Works Director, Jessica Marlow
Interim Town Attorney, Andrew McQuire

Town Clerk, Lisa Maxwell

Assistant to Town Manager, Mary Goodman

ACKNOWLEDGEMENTS

Management and Budget Director, Kelly Pfost

Management and Budget Analyst, Cris Parisot
Management and Budget Analyst, Laura Lorenzen
Management and Budget Analyst, Justine Bruno
Management and Budget Analyst, Vacant

Management Support Specialist, Kim Leone

Special thanks to Zara Bish, Multi-Media Specialist, for cover design
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CITIZENS OF GILBERT

MAYOR AND COUNCIL

Town Clerk Town Manager Municipal Court Town Attorney

ADVISORY BOARD AND
COMMISSIONS

Redevelopment
Commission

Parks and Recreation

Utilities Board Board

Planning Commission

Industrial
Development
Authority

Police Public Safety Fire Public Safety
Retirement Pension Retirement Pension
Board Board

Health Insurance
Trust

‘ublic Facilities Water Resources . . %
Public Facilities 2 P Firemen's Pension and Mayor's Youth

Relief Fund Board Advisory Committee

Municipal Property Municipal Property
Corporation Corporation
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Town Manager

Intergovernmental Assistant to the Town
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Management
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ORGANIZATIONAL VISION
Gilbert will be the best in class in all lines of service.

ORGANIZATIONAL MISSION
We are a service organization committed to enhancing quality of life and serving with integrity, trust,
and respect.

ORGANIZATIONAL VALUES
As a team, the Town of Gilbert values:

Integrity by being ethical, professional and trustworthy

Respect by being fair, courteous and valuing others

Accountability by being responsible for our actions and following through on our commitments
Innovation by continuously improving services through progressive and creative outcomes
Learning by developing our knowledge and skills

Communication through transparency, collaboration and accessible information

Mission
We are a service organization committed to enhancing
quality of life and serving with integrity, trust, and respect.

Vision

Gilbert will be best in class in all lines of service.

as Team Gilbert we

Value

Integrity

by being ethical, professional, and trustworthy.

Respect

by being fair, courteous, and valuing others.

Accountability

by being responsible for our actions and following through on our commitments.

Innovation

by continuously improving services through progressive and creative outcomes.

Learning

by developing our knowledge and skills.

Communication

through transparency, collaboration, and accessible information.
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In FY 2011, the Town Council adopted a new Strategic Plan for the Town of Gilbert. This plan is centered around
the community vision, which guides the development of the strategic initiatives of the plan. From these initiatives,
strategic action plans are implemented, and results are produced and measured.

COMMUNITY VISION

Gilbert, a safe, healthy, clean, attractive community that embraces our town’s heritage
yet recognizes the opportunities of the future without sacrificing the resources of today.

Department
Goals [ Action

Plans

Organizational alignment with the Gilbert community vision is achieved by establishing individual performance
measures and benchmarks that compliment department goals, and town-wide strategic initiatives. The FY 2018
budget was developed with the Council strategic initiatives as a key factor in the decision-making process. The
goals and objectives included in the department information tie directly to the strategic initiatives, and represent
intermediate steps to achieving those Council-identified priorities. Accordingly, icons (pictured below) are
included on each division and department page to highlight the link between the strategic initiatives and
individual goals.

The Council reviews and updates the Strategic Initiatives during their annual retreat. Management staff and
departmental personnel utilize the Strategic Initiatives to guide daily operations. An administrative interpretation of
each initiative is included as a starting point from which department goals and strategic action plans follow.

STRATEGIC INITIATIVES

Community Livability

The Town of Gilbert takes pride in being a community with a family focus, special welcoming feel,
outstanding service delivery, and firm commitment to retain its defining characteristics while it
continues to grow. This strategic initiative provides direction to include livability considerations in
all decision-making and service delivery. Our motto is: "Gilbert: Clean, Safe, Vibrant."

Be a Technology Leader

Gilbert places a high value on the potential for applied technology to improve service efficiency.
While technology has a cost, it can be used to reduce expenses while expanding service to a
growing population. This initiative directs the organization to seek technology improvement that
can provide the greatest benefit for the investment. If all segments of service delivery embrace the
intention to be a technology leader we will continually improve systems and results.

Long-and Short-Term Balanced Financial Plans

Gilbert is committed to providing a comprehensive financial perspective that enables proactive
management of government finances. Long-term financial planning ensures that financial
perspective is strategically incorporated into organizational planning, demonstrates good
management to all stakeholders including bond rating agencies, and clarifies the organization's
strategic direction by identifying and prioritizing the most important issues it faces. Short-term
financial planning is more tactical in nature, identifying the specific near term objectives that will
ultimately help to achieve the long term goals. Gilbert will provide transparency, clarity, and timely
visibility and insight into impending issues, allowing for flexibility in decision making and
incremental corrections.

Proactively Address Infrastructure Needs
Gilbert will have a strong and effective infrastructure management system. A growing community
) must pay attention to infrastructure needs by planning for both the future expansion and the
deterioration of existing infrastructure. This serves the residents, business and future economic
development and contributes to community livability. We will create an infrastructure plan and
management system that will support policy decision-making and inform administrative processes.
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Economic Development with Primary Emphasis on Advancing Science and Technology
Gilbert is committed to attracting, growing and retaining business and industry within the
community. The Town Council will be well prepared for the recovering economy and encourage
: collaboration and innovation that contributes to the community vision. As such, it is important to
WM  identify and execute a sound economic development plan that supports an advanced economy
conducive to attracting the talent and investment of science and technology-based organizations
with an emphasis on the biomedical and life science industry. The appropriate policies and
procedures to be business-friendly in support of the Vision and Strategic Initiatives are paramount.

b%«

High Performing Government
Gilbert is committed to highly efficient operations while delivering superior results. Excellent
performance requires aligning efforts that drive internal effectiveness with those that create
external impact. Gilbert will achieve optimal performance by aligning strategy with operational
goals supported by best management practices and effective internal and external collaboration.
Committed to the initiative of becoming a high performing organization, Gilbert will deliver
unparalleled quality of service at the highest value for all of its stakeholders.

High Performing
Government

The following town-wide goals have been identified for FY 2018:

c
G%BERT FY18 ORGANIZATIONAL STRATEGIC PRIORITIES

AT IS

Community Economic

Livability Development Performing

Govemment

Heritage
District
Redevelopment
Plan Update

Gilbert Wellness
Strategy Phase
1

Employee Safety
Strategy Phase
v
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FY 2018 Organizational Priority Goals

COMMUNITY LIVABILITY

GOAL TITLE FY18 GOAL STATEMENT

Public Safety Training Facility | Complete design and identify funding sources for the Public: Safety Training Center by June 30, 2013,

Park Development: Phase | 1 Complete Phase I_parfc d_e_5ig!'| by April 2EI1HE- for Giloert Rzgional and Rittenhouse Parks
Z. Prepare consfruction solicitations by June 2015,

TECHNOLOGY LEADER

Munis. Implementation Replace the Finance sysferm by June 30, 2018, and begin implementstion of Human Resources and Payroll system.
Crpen Data Portal Creste an Open Data Policy and Poral by June 30, 2013,

System Development Fea Update the Town's system development fee study and |IF =o the first draft of documents is completed by Juns 30, 2013
Update in preparation for the neficing process to begin.

2018 Ballot Preparation Develop the 2013 Elallnt questions to ask voters, which may include additional bond authorization and potential land
sale, by February 2015,

INFRASTRUCTURE

1. P&R: Complete and implement nectt 20% of assets idenfified in LRIP for Parks by June 30, 2018,
I;:‘anr? Range Infrastructure 2. PW: Develop potable water main replacement program strategy and resource needs by June 30, 2013
3. PW: Develop sewsr forcemain replacement program strategy and resource needs by June 30, 2018,

Greenfield WRF Expansion FAwrard Guaranteed Maximum Price contracis for construction of the facility by December 2017,

Heritage District Parking Issue construction contract and nofice fo proceed for the construction of the parking garage by May 31, 2015,

Garage Il
Staffing Space Allocation Complete a staffing space-allocation assessment of the Public Safety Buiding to determine space allocation needs and
Assessment: Phase | potential CIF projects by June 30, 2018,
ECONOMIC DEVELOPMENT
Heritage District Complete the final draft of the Heritage District Redevelopment Plan by June 30, 2013

Redevelopment Plan Update

HIGH PERFORMING GOVERNMENT

Creative & Innovative Culture | Develop an Innowvation Master plan by June 30, 2013

Gilbert Wellness Phase [l Imiplemeant Fhase Il of Gilbert YWellness, to focus on incorporating incentives 1o engage employses, by March 31, 2015

Ehmap::ﬁse Safety Strategy Implement Phase W of the Employee Safety Strategy with the Police depariment by June 30, 2012,
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The Foundation to Being a High Performing Organization

For over 20 years, Gilbert has been committed to Continuous Quality Improvement (CQI). CQI began in
1994 and established Gilbert’s culture and commitment to continually improving the services we
provide. In 2012, the town introduced Franklin Covey’s The 4 Disciplines of Execution™ and the
concept of Wildly Important Goals (WIGs). In 2014, Gilbert embarked on enhancing the commitment to
guality service by introducing Lean Six Sigma. As Gilbert grows and the demand for service increases,
the organization has to be in a position to respond thoughtfully, strategically and in a fiscally
responsible manner. Therefore the introduction of Lean Six Sigma was an intentional and systematic
approach to enhancing our improvement efforts and relying on best practices to deliver continuous
efficiency and effectiveness from a customer-centric point of view. Since departments are so diverse
and there is no “one size fits all,” we believe by taking the best aspects of both CQI and Lean Six
Sigma, we are equipping the organization with a variety of quality tools and proven techniques in order
to:

e Improve Service Delivery ¢ Yield a Return on Investment
e Increase Customer Satisfaction e Reduce Costs

e Encourage Innovation ¢ Increase Internal Capacity

¢ Enhance the Culture of Continuous Improvement (without adding staff)

Dedicated to being a High Performing Organization, we are committed to delivering unparalleled quality
of service at the highest value for all of our stakeholders. Through the various process improvement
efforts; Continuous Quality Improvement (CQI), Franklin Covey’s The 4 Disciplines of Execution™, and
Lean-Six Sigma we strive to continuously evaluate, improve and optimize our operations while
delivering superior results to our customers.
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Gilbert History

HISTORY

In 1902, the Arizona Eastern Railway asked for donations of
right of way in order to establish a rail line between Phoenix
and Florence. A rail siding was established on property
owned by William "Bobby" Gilbert. The siding, and the town
that sprung up around it, eventually became known as
Gilbert. Gilbert was a prime farming community, fueled by
the construction of the Roosevelt Dam and the Eastern and
Consolidated Canals in 1911. It remained an agriculture
town for many years, and was known as the "Hay Capital of
the World" until the late 1920s. Gilbert began to take its
current shape during the 1970s, when the Town Council approved a
strip annexation that encompassed 53 square miles of county land.
Although the population was only 1,971 in 1970, the Council realized
that Gilbert would eventually grow and develop much like the
neighboring communities of Tempe, Mesa, and Chandler. This proved
to be a farsighted decision as Gilbert positioned itself for growth in the
1980s and beyond. Today, Gilbert’s estimated population is 247,600
with 72.6 square miles within its planning area.

GILBERT TODAY

Located in the Southeast Valley of the Phoenix metropolitan area, Gilbert is actively growing and diversifying its
economic base, citing global-minded innovation and entrepreneurship as keys to productivity. A community that
boasts solid infrastructure, a high availability of skilled labor, close proximity to other
major markets and an unbeatable quality of life, Gilbert offers an advantageous
business climate.

The community also offers one of the highest concentrations of graduate and
professional degrees among competing western U.S. cities. According to 2015
American Community Survey data, more than 41 percent of Gilbert residents hold a
bachelor’s degree or higher, compared to the Phoenix average of 29 percent. In
addition, Gilbert boasts one of the highest median household incomes in the
state at $83,857 (according to ESRI Business Analyst 2017).

Gilbert's 2015 estimated population of 247,542 continues to grow, having
experienced 58 percent growth between 2000 and 2005; and 21 percent
between 2005 and 2010. With attractive demographics, award-winning
amenities, and a business-friendly environment, Gilbert was recently named
the Best Place to Raise a Family in Arizona by WalletHub. This past year,
the thriving community was also named in the 7" Best Cityto Be a
Homeowner by SmartAsset, and the 2" Safest City in the United States for
communities over 100,000 residents by Law Street Media.
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SCOTTSDALE

107
PHOENIX

GILBERT AT A GLANCE:

Largest City in the U.S."

!

Largest City in Arizona*

* Source: U.S. Census Annual Population Estimates. 2015

1891
1920

Year Founded:
Year Incorporated:

Planning Area: 72.6 square miles

Elevation: 1,273 feet
Annual average rainfall: 4.9 inches
Annual sunshine days: 337 days

Average Temperature in Fahrenheit (High/Low):

January 67/40
April 83/56
July 104/85
October 91/69
Transaction Privilege Tax Rate: 7.8%
State/County 6.3%
Gilbert 1.5%
Total Housing Units: 79,299
Vacancy Rate 7.2%

More information and statistics can be found at:
http://www.qgilbertaz.gov

Census 2010 Population:

Census Annual Estimates (as of 7/1/15):
Estimated Population (as of 7/1/17):

Median age:

Under 18
18-24
25-44
45-64

65 and ower

Highway Distances from Gilbert:
Albuquerque, NM
Dallas, TX
Denwver, CO
Las Vegas, NV
Los Angeles, CA
Phoenix, AZ
Salt Lake City, UT
San Diego, CA
San Francisco, CA
Tucson, AZ

208,352

247,542
247,600

32.9

31.9%
7.3%
30.6%
22.4%
7.8%

477 Miles
1,028 Miles
841 Miles
315 Miles
415 Miles
12 Miles
708 Miles
381 Miles
813 Miles
104 Miles
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Demographics:

MEDIAN AGE

Gilbert Greater 250,000
Phoenix

36 9 200,000 172,836
.
150,000
109,697
100,000
59,338
50,000 29,188
1,971 5,717 I
—

Source: U.S. Census Demographic Characteristics

247,600
GILBERT POPULATION

208,453

1970 1980 1990 1995 2000 2005 2010 2018
Est.

EDUCATIONAL ATTAINMENT
Greater

Gilbert Phoenix

High School Graduate: 16.6% 23.7%
Some College, no degree: 26.9% 25.1%
Associate Degree: 10.9% 8.5%
Bachelor's Degree: 27.7% 18.8%
Graduate/Professional Degree: 13.6% 10.6% "
High School Graduate or Greater: 95.6% 86.6%
Bachelor's Degree or Higher: 41.3% 29.3%

Source: U.S. Census American Community Survey, 2011-2015

HOUSEHOLD CHARACTERISTICS  Gilbert Greater

Phoenix

Median owner-occupied housing value $243,500 $179,100

Median household income $83,857 $56,081
Average household size 3.13 2.76

Source: U.S. Census American Community Survey, 2011-2016. Median household income: ESRI Business Analyst, 2017

RACE / ETHNICITY

® White, 70.5% H Black or African American, 2.8%

= Hispanic, 16.3% ® American Indian or Alaska Native, 0.9%
E Asian, 6.8% E Native Hawaiian and Other Pacific, 0.1%
u Other Race, 0.1% = Two or More Races, 2.7%

Source: U.S. Census American Community Survey, 2011-2015
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AWARDS / RECOGNITION

Best Place to Raise a Family in Arizona (WalletHub, 2017)

7th Best City to Be a Homeowner (SmartAsset, 2017)

16th Happiest Place to Live (WalletHub, 2017)

2nd City for Under-35 Homeownership (SmartAsset, 2017)
2nd Safest City in the United States (Law Street Media, 2016)

Best City for Raising a Family (Move.org, 2016)
Top 10 Cleanest Cities in America (Expedia, 2016)
Best Phoenix Suburb (Thrillist, 2016)

7th Safest City for Drivers (NerdWallet, 2016)

17th Most Caring City in America (WalletHub, 2016)
7th Happiest City in America (Zippia, 2016)

#5 Best Dog Park in the U.S. (USA Today 10Best, 2016)

Safest City
in the U.S.

m Single-Family Housing Permits, Calendar Year

GILBERT GROWTH

2,670

/ 1,927 1,784 e
1,545 1,435 '
it I I
CIVILIAN LABOR FORCE 2010 2011 2012 2013 2014 2015 2016
2016 Labor force = 135,702
PRINCIPAL EMPLOYERS

Gilbert Unified School District 3,572
Banner Health 2,758
Town of Gilbert 1,356
=Employed Wal-Mart Stores, Inc. 1,348
Unemployed GoDaddy Software, Inc. 1,216
Higley Unified School District 1,037
Fry's Food Stores 1,009
B H Drywall 997
Dignity Health 971
Hunter Contracting 650

Source: Arizona Department of Administration, Special Unemployment Report - 2016

EC

ONOMIC HIGHLIGHTS

Source: Gilbert Comprehensive Annual Financial Report, FY2016

More than 103,400 estimated jobs in Gilbert (Economic Modeling Specialists, Inc. Q2 2017)

Arizona’s first economic development organization to be accredited by the International Economic

Development Council (IEDC, 2017)

With nearly 1,400 buildings with rentable space, Gilbert boasts: 4.3 million square feet of office; 11.4
million square feet of retail; and 8.7 million square feet of industrial/flex spaces. (Xceligent, Q2

2017)
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Fund Structure

The financial accounts for Gilbert are organized on the basis of funds or account groups. In
governmental accounting, a fund is a separate self-balancing set of accounts used to show operating
results for a particular activity or activities. Funds are categorized into three classes: governmental,
proprietary, or fiduciary. Different fund types are found within each of these three classes. Major
funds are identified and described below.

GOVERNMENTAL FUNDS

General Fund (Major Fund) — The General
Fund accounts for the resources and uses
of various Gilbert departments. A majority
of the daily operating activity is recorded in

this fund. Governmental accounting requires

the General Fund be used for all financial
resources except those required to be

accounted for in another fund. Departments

included:

e Management and Policy
Management Services
Municipal Court
Development Services
Police
Fire and Rescue
Parks and Recreation

Special Revenue Funds — These funds
account for the proceeds of specific revenue
sources that are legally restricted to
expenditures for a specific purpose.

Street HURF Fund (Highway User Revenue
Fund)

Street operating costs eligible for state
highway revenues are included in this fund.
Revenues are primarily derived from state-
shared fuel tax.

Community Development Block Grant Fund
This fund accounts for all federal CDBG
revenue. The revenue is used for
expenditures that create a more viable
community, such as downtown renovation
and social services.

HOME Fund

This fund accounts for Federal Home
Investment Partnership revenue. The
revenue is used for expenditures that create
and maintain affordable housing within
Gilbert.

e Grants
The Town accounts for grant revenue and
the related expenditures in a separate fund.
The entire expense is typically included in
this fund and any amount not supported by
grant revenue is transferred from another
fund.

e Other Special Revenue
Other special projects are accounted for in
this group of funds. The activity extends
beyond one fiscal year and is for a specific
event.

¢ System Development Fees
This set of funds segregates the revenue to
pay for growth-related capital projects. The
revenue is used to pay for eligible projects
or to repay debt issued for growth-related
construction.

¢ Maintenance Improvement Districts
Arizona State Statutes provide that
improvement districts can be established to
pay for streetlights and parkway
improvements. Gilbert established two
funds for these districts. Revenue is
received from the benefitting property
owners.

Other Capital Funds — These funds include
CIP Admin, bonds, outside sources and
Maricopa Association of Governments funding.

Debt Service Funds — The short and long-term
payment of principal and interest on borrowed
funds is accounted for in these funds.
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Special Assessment Funds — Property
owners requiring specific capital improvements,
from which benefit is primarily restricted to
those specific property owners, may form a
special assessment district. Special levies are
collected from those property owners to cover
those costs. There are presently three types
special assessment districts in Gilbert;
Improvement Districts, Streetlight Improvement
Districts and Parkway Maintenance
Improvement Districts.

PROPRIETARY FUNDS

Enterprise Funds — These are funds in which
the services provided are financed and
operated similarly to those of a private
business. User fees are established and
revised as needed to ensure that revenues are
adequate to meet all necessary expenditures.
The following are considered enterprise funds:
Water

Wastewater

Environmental Services - Residential
Environmental Services — Commercial

Internal Service Funds — Gilbert has three
Internal Service Funds: fleet maintenance,
health self-insurance, and dental self-insurance.
The Internal Service Funds are used to provide
service to other departments and to recover the
cost of that service. The use of these funds
provides a more complete picture of the cost to
provide a given public service, because more of
the total costs are included in the respective
cost center.

FIDUCIARY FUNDS

Trust and Agency Funds — This fund type is
for assets held by the Town in a trustee
capacity or as an agent for individuals, private
organizations, other governmental units or other
funds. Use of these funds facilitates discharge
of responsibilities placed upon the
governmental unit by virtue of law or other
similar authority. Gilbert has one Trust and
Agency Fund: Volunteer Fire Pension.
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Governmental . Internal Service
Enterprise Funds

Funds Funds
' | |
i DEPARTMENTS
Speulz:al Revenue DEPARTMENTS
unds Water
Fleet Maintenance
Wastewater Services
Environmental Health Self-
Services Insurance
4 N
Dental Self —
DEPARTMENTS DEPARTMENTS '“ ) Insurance
Management and Streets
Policy
Support Services
Management
Services

Municipal Court

Development
Services

Police
Fire and Rescue

Parks and
Recreation

Represents
Departments that are
substantially funded by
a Major Fund




(@ GILBERT

ARIZOMNA

Budget Process

BUDGET DEVELOPMENT

The Council determines the priorities for the year
and staff develops a budget that best incorporates
Council priorities and fits within the resources
available.

Council set the following boundaries for FY 2018
budget preparation:

¢ No change in local sales tax rate (1.5%)

e The secondary property tax rate for FY
2018 is proposed to be reduced slightly
from $1.06 to $1.003 per $100 of assessed
value. The rate is the result of the levy that
is required to fund anticipated debt service
payments. Use of $650k of fund balance is
also budgeted.

e Maintain minimum fund balance policies

The major steps in preparation of the budget
were:

e Council input on initiatives, boundaries, and
priorities

e Review business case for new requests or
changes to existing requests for funding
tying each back to specific services

e Update revenue and expense projections
and five-year projections for operating
funds

e Collaborative budget process with
Executive Team members to determine
requests that will be recommended to the
Town Manager

e Prioritization of available resources to align
with Council priorities

e Financial Retreat with the Executive Team
and Councll

e Town Manager finalizes and balances the
proposed budget

e Present draft to Council

e Council reviews and adopts

The Budget Calendar page depicts the timing in
more detail.

STATE EXPENDITURE LIMIT

The State of Arizona sets a limit on the
expenditures of local jurisdictions. State statute
sets the limits unless otherwise approved by the
voters. Gilbert received voter approval to increase

this limit to match the community’s desired service
levels. Gilbert must budget at or below this limit.

The expenditure limit base approved by the voters
must be used in determining Gilbert’s expenditure
limit until a new base is adopted. Some of the
specific items excluded from the expenditure limit
are: revenue from bond sales, revenues received
for interest, trust and agency accounts, federal
and state grants, and amounts accumulated for
the purchase of land, buildings, or improvements
if the voters approved.

BUDGET AMENDMENTS

Under Arizona Revised Statutes, the budget
cannot increase once Council adopts the
preliminary budget.

Transfers between budget line items are
submitted throughout the year to align the budget
with actual expenses and requirements. This
provides a more refined picture of what the base
should be for the next budget year and assists
departments undergoing the zero based budget
process.

BUDGET CARRYFORWARD

If completion of a project or acquisition is not
guaranteed during a fiscal year, the amount must
be included in the budget for the following fiscal
year and balanced along with other requests.

CONTINGENCY

The contingency account is used for emergency
or unanticipated needs or opportunities.

The General Fund Minimum Fund Balance Policy
states that 25% of ongoing expenditures and one
year of debt service must be maintained.
Annually, this is evaluated to ensure that the
proposed budget will allow the minimum fund
balance to be maintained. For FY 2018 the
ongoing budgeted expenditures were $141.5M.
When calculated at 25% plus one year of debt
service, the minimum fund balance requirement is
$43.5M.

While the minimum fund balance is only in case of
extreme emergency or high priority of council,
contingency is regularly used and budgeted for
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each year. For FY 2018, the General Fund
contingency is approximately $15.0M.
Gilbert budgets for contingencies in the following
funds:

e General
Streets - HURF
Streets — Road and Maintenance
Water
Wastewater
Environmental Services — Residential
Environmental Services — Commercial
Replacement Funds
Capital Improvement Plan (CIP)
Grants
Special Revenues
Fleet

BUDGET BASIS

The budget is prepared on an annual basis
generally consistent with Generally Accepted
Accounting Principles (GAAP). Gilbert’s
Governmental Funds consist of the General Fund,
Special Revenue Funds, Debt Service Funds, and
other Capital Funds. Governmental fund type
budgets are developed using the modified accrual
basis of accounting.

Under the modified accrual basis, revenues are
estimated for the fiscal year that they are accrued.
Principal and interest on general long-term debt is
budgeted as expenditures when due, whereas
other expenditures are budgeted based on the
timing of receipt of the goods or services.

Proprietary Fund Budgets — Water, Wastewater,
Environmental Services, and Internal Service
Funds - are adopted using the full accrual basis of
accounting whereby revenue projections are
developed recognizing revenues earned in the
period. Expenditure estimates are developed for
all expenses incurred during the fiscal year.

The major differences between the budget and
the Comprehensive Annual Financial Report
(CAFR) are:
¢ Certain revenues, expenditures, and
transfers are not included in the budget, but
are accrued and reported on the GAAP
basis. For example, the increases or
decreases in compensated absences are
not included for budget purposes but are in
the CAFR
¢ Indirect administrative cost allocations to
the Enterprise Funds are accounted for as
transfers in or out on the budgetary basis,
but are recorded as revenues and
expenses for the CAFR
e New capital outlays in the Enterprise Funds
are presented as expenses in the budget,
but recorded as assets in the CAFR
o Depreciation expense is not included in the
budget, but is an expense in the CAFR
o Debt service principal payments in the
Enterprise Funds are expenses in the
budget, but reported as reduction of long-
term debt liability in the CAFR
e Encumbrances are treated as expenses in
the year the purchase is made for budget
purposes

Fund Type

Accounting Basis Budget Basis

Governmental Fund - General Fund

Modified Accrual Modified Accrual

Governmental Fund - Streets Fund
(HURF)

Modified Accrual Modified Accrual

Governmental Fund — Road and
Maintenance Fund (Vehicle License Tax)

Modified Accrual Modified Accrual

Proprietary Fund - Water Full Accrual Full Accrual
Proprietary Fund - Wastewater Full Accrual Full Accrual
Proprietary Fund - Environmental Services | Full Accrual Full Accrual
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Date Action

@ GILBERT Budget Calendar

August 1 - September 15, 2016 CIP - Initial departmental meetings (review/prioritize new/existing CIP projects)
September 8 - 15, 2016 Budget Kick Off - Supervisors, Second in Command and Executive Team
September 15 - November 30, 2016 Departments enter requests in SharePoint for FY 2018 budget and five year plans

Analysts meet with Departments to review base budgets, new budget requests, CIP

September 15 - November 30, 2016 . . )
needs, position changes, possible re-org's, and contract renewal needs

September 15 - November 1, 2016 Police, Fire and Water Departments prepare and submit zero based budgets

November 2016 CIP - Follow up meetings with Departments to review funding/timing/prioritization of

projects
December 2016 Financial review of CIP projects
January - February 2017 Executive Team reviews departmental requests
January - February 15, 2017 Departments revise year end projections based on six months activity
February 8, 2017 Present Executive Team recommendations to Town Manager
February 24, 2017 Council Financial Retreat

Departments complete; purpose statements, current year accomplishments,

March 7 — 29, 2017 . -
upcoming year objectives, and performance measures/benchmarks.

March 28, 2017 Town Manager recommendations to Executive Team
April 2017 OMB discussions with Council members
April 20, 2017 Council Study Session - Introduction to the FY 2018 Budget/CIP
May 4, 2017 Council adopts preliminary budget
Declare the Draft FY 2018-2027 CIP a public document and direct staff to publish the
May 4, 2017 ) : .
notice of public hearing
May 4. 2017 Public Hearing to consider declaring June 29, 2017 as the date of public hearing and
y & adoption of the FY 2018 property tax levy
June 15, 2017 Public Hearing and adopt FY 2018-2027 Capital Improvement Plan
June 15, 2017 Council adopts final budget

June 29, 2917 Property Tax public hearing/Adoption of FY 2018 Property Tax levy




@ GILBERT Financial Policies

ARIZONA

INTRODUCTION

The Policies of Responsible Financial Management were revised and adopted in August 2017 by
Council and establish the framework for overall fiscal planning and management by setting forth
guidelines for current activities and long range planning. These Policies of Responsible Financial
Management are intended to foster and support the continued financial strength and stability of Gilbert.

PURPOSE

Gilbert’s financial policies establish the framework for overall fiscal planning and management. The
policies set forth guidelines for both current activities and long range planning. The purposes of the
financial policies are:

¢ Balanced Budget — The Town is required, by Arizona Revised Statute, to adopt a balanced budget
each fiscal year. A balanced budget is one in which the sum of estimated revenues and
appropriated fund balances is equal to appropriations.

e Fiscal Conservatism — To ensure that the Town is at all times in solid financial condition, defined
as:

Maximized efficiency — best possible service at the lowest possible cost

Cash solvency — the ability to pay bills

Budgetary solvency — the ability to balance the budget

Long-term solvency — the ability to pay future costs

Service level solvency — the ability to provide needed and desired services

AN NN NN

e Flexibility — To ensure the Town is in a position to respond to changes in the economy or new
service challenges without an undue amount of financial stress.

e Transparency and Communication — To utilize best practices in communicating financial
information to facilitate sound decision-making, to promote openness and transparency, and to
inspire public confidence and trust.

e Adherence to the Highest Accounting and Management Practices — As set by the
Governmental Accounting Standards Board and the Government Finance Officers Association
standards for financial reporting and budgeting.

SCOPE

Gilbert has an important responsibility to its citizens to carefully account for public funds, to manage its
finances wisely, and to plan for the adequate funding of services desired by the public, including the
provision and maintenance of public facilities and infrastructure. In times of tight budgets, of major
changes in federal and state policies toward local government, and of limited growth in the Town's tax
base, Gilbert needs to ensure that it is capable of adequately funding and providing those government
services desired by the community. Ultimately, the Town’s reputation and success will depend on the
public's awareness and acceptance of the management and delivery of these services.

These adopted Policies of Responsible Financial Management establish guidelines for the Town’s
overall fiscal planning and management. These principles are intended to foster and support the
continued financial strength and stability of the Town of Gilbert as reflected in its financial goals.
Gilbert’s financial goals are broad, fairly timeless statements of the financial position the Town seeks to
attain:

e To deliver quality services in an affordable, efficient and cost-effective manner and to provide full
value for each tax dollar

¢ To maintain an adequate financial base to sustain a sufficient level of municipal services, thereby
preserving the quality of life in the Town of Gilbert
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¢ To have the ability to withstand local and regional economic fluctuations, to adjust to changes in the
service requirements of our community, and to respond to changes in Federal and State priorities
and funding as they affect the Town's residents

e To maintain a high bond credit rating to ensure the Town’s access to the bond markets and to
provide assurance to the Town's taxpayers that the Town government is well managed and
financially sound

Following these policies will enhance Gilbert’s financial health as well as its credibility with its citizens;
the public in general, bond rating agencies and investors. To achieve these purposes as the Town of
Gilbert continues to grow and develop, it is important to regularly engage in the process of financial
planning including reaffirming and updating these financial guidelines. Policy changes will be needed as
the Town continues to grow and become more diverse and complex in the services it provides, as well
as the organization under which it operates to provide these services to its citizens.

POLICY STATEMENT SUMMARY

The following is intended as a summary of each policy. For the full a version of the policies use the
hyperlink or web address: Policies of Responsible Financial Management or
http:/imwww.gilbertaz.gov/home/showdocument?id=10056

1) Accounting, Auditing and Financial Procedures

Defines financial reporting and audit requirements. A Comprehensive Annual Financial Report (CAFR)
is produced annually according to Generally Accepted Accounting Principles. Independent annual
audits are performed; procurement for these services is completed every five years.

2) Budget Administration

Defines levels of budgetary controls, transfer authority, and appropriation carry forward consideration.
The Town Council sets policy and adopts the annual budget at the fund level as a total amount of
expenditures. Financial control is set by Council at the fund level, with budgetary control for operating
performance administered at the departmental level by the Town Manager. Budget adjustments
between funds, projects, or contingency transactions to accommodate Council-approved actions, such
as bond transactions, will be administered by the Office of Management and Budget, and will not
exceed available revenues or the maximum approved expenditure authorization. Grants and restricted
appropriations are administered by department. Directors may authorize transfers within non-personnel
budget lines at the same fund, department, and project level. The Town Manager or his/her designee is
authorized to administer a budget adjustment process within a fund between departments or projects.
The Budget Manager or his/her designee is authorized to approve any adjustments between funds,
projects, or contingency transactions up to $25,000. The Town Manager or his/her designee is
authorized to approve any adjustments between funds, projects, or contingency transactions up to
$50,000. Council action is required to approve adjustments between funds, projects, or contingency
transactions over $50,000. All annual appropriations lapse at year-end and are considered for inclusion
in the subsequent year’s budget on a case-by-case basis.

3) Interfund Loans

Gilbert may loan resources from one fund to another fund experiencing a temporary cash shortage.
Interfund loans differ from a transfer of funds in that the amounts are provided with a requirement for
repayment. Loans shall be documented with repayment terms clearly described. The Town Manager
or his/her designee is authorized to approve interfund loans up to $50,000 which have a repayment
term within the following fiscal year. All other interfund loans must be approved through Council action.
Factors to be considered when evaluating an interfund loan may include: borrowing funds current
financial condition, estimates of the borrowing fund’s future resources to repay the loan, purpose of the
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loan, established repayment terms (including whether interest will be paid), the loan’s current status,
and the frequency of making loans.

4) Long-Range Planning

Gilbert needs to have the ability to anticipate future challenges in revenue and expense imbalances so
that corrective action can be taken before a crisis develops. In order to provide Town officials with
pertinent data to make decisions, the Management and Budget Director shall annually develop, in
coordination with departments, five-year revenue and expenditure forecasts for the General Fund,
Enterprise Funds, and Streets Fund. These forecasts will identify changes in revenue and
expenditures due to projected new development in Gilbert, economic indicators, legislative or program
changes, labor agreements, and capital projects coming online. Oversight of Intergovernmental
Agreements, Development Agreements and grant applications is the responsibility of the Office of
Management and Budget.

5) Repair and Replacement Funding

Outlines requirements for each of the Gilbert’s repair and replacement funds; Water, Wastewater, and
Environmental Services. Funding for each of the replacement funds will be determined based on the
needs of Gilbert in accordance with plans established to manage the repair and replacement cycles of
fleet and infrastructure. An annual review of the replacement fund balances will be done to determine if
the fund is over/under funded.

6) Contingency

Outlines the budgeting of contingency funds for the General, Water, Wastewater, Environmental
Services, and Streets (HURF) and Roadway and Maintenance Funds, as well as the associated
replacement funds. Funding levels for contingency in each of these funds is determined annually
during the budget process and will reflect the most-likely occurrences and levels of service for the
following fiscal year. Contingency funds may be requested for unanticipated needs and opportunities
that arise during the year.

7) Revenue Diversification
Provides guidelines for improving the stability of revenue sources in the General Fund. Gilbert values a
diversified mix of revenue sources to mitigate the risk of volatility. The General Fund revenue base
includes sales taxes, state shared revenues, and other revenue sources. Gilbert has a secondary
property tax which can only be used for voter-authorized general obligation debt and not for operating
expenditures. Gilbert will strive to maintain a diversified and stable revenue base to shelter it from
economic changes or short-term fluctuations by doing the following:
e Periodically conducting a cost of service study to determine if all allowable fees are being
properly calculated and set at an appropriate level;
e Establishing new charges and fees as appropriate and as permitted by law;
Pursuing legislative change, when necessary, to permit changes or establishment of user
charges and fees;
e Aggressively collecting all revenues, related interest and late penalties as authorized by the
Arizona Revised Statutes.

8) Use of Revenue

Gilbert avoids dependence on temporary revenue sources to fund recurring government services.
One-time revenues should be used only for one-time expenditures and not for ongoing expenditures.
By definition, one-time revenues cannot be relied on in future budget years. Examples of one-time
revenues are unexpected audit collections for sales tax, sales of Town assets, or one-time payments to
the Town.

Sales tax revenue is a volatile source of revenue since it is a direct function of economic cycles. Sales
tax revenues that exceed the normal growth rate should be used for one-time expenditures or to
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increase reserves for the inevitable economic downturns. When sales tax revenue growth is less than
the normal growth rate, it may be necessary to use reserves until appropriate expenditure reductions or
other measures can be implemented. Interest income is also volatile. Any interest earnings that exceed
the average annual earnings over the last ten years should be used for one-time expenditures or to
increase reserves.

The best use of one-time revenues is to invest in projects that will result in long term operating cost
savings. Appropriate uses of one-time revenues include strategic investments, such as early debt
retirement, capital expenditures that will reduce operating costs, information technology projects that
will improve efficiency and special projects that will not incur ongoing operating costs. If projects are
deemed appropriate strategic investments and do include increased ongoing operating costs, these
costs should be acknowledged and planned for in long-range planning efforts prior to approval.

9) Fees and Charges

User fees and charges are payments for purchased, publicly provided services that benefit specific
individuals. Gilbert relies on user fees and charges to supplement other revenue sources in order
to provide public services. On a regular basis, Gilbert will conduct a cost of service study to identify
the full cost of providing a service for which fees are charged. The calculation of full cost will
include all reasonable and justifiable direct and indirect cost components; direct labor, direct
materials, and departmental or Town-wide indirect cost. User fees related to Enterprise fund
operations are calculated to recover the entire cost of operations, including indirect, debt service,
reserve for replacement and overhead.

10) Debt Management

Provides guidelines for the issuance of debt, preservation of Gilbert’s bond ratings, maintenance of
adequate debt reserves, and compliance with debt instrument covenants and provisions, and required
disclosure to investors, underwriters and rating agencies.

While issuance of bonds is frequently an appropriate method of financing long-term capital projects,
such issuance must be carefully monitored to preserve the Gilbert’s credit strength and to provide the
necessary flexibility to fund future capital needs.

¢ Identify and prioritize potential capital investments, the related costs and benefits.

Identify potential funding sources for each improvement as outlined in the Capital Improvement
Plan.

e Utilize other professionals as necessary to ensure compliance with the requirements of the
issuance of bonds. (Approval from Town Council must also be obtained.)

e Utilize other professionals as necessary to determine whether the bonds will be sold
competitively, or as a negotiated sale, or as a direct placement with a financial institution. The
determination will be based on the financing needs and prevailing market conditions.

e Other conditions that need to be considered include: market conditions, financial limits (see
below under “Restrictions on Debt Issuance”), long-term forecasts and specific funding sources.
Finance and OMB will be responsible for reviewing the funding sources and financial forecasts
to ensure compliance with existing bond covenants, debt limits and the potential impact on
existing bond ratings prior to the issuance of any new bonds.

¢ Finance and OMB will ensure that pledged resources of the Town are adequate, in any general
economic situation, so as to not hinder the Town'’s ability to pay its debt when due.

Types of debt instruments utilized by Gilbert include General Obligation (G.O.) bonds, Revenue bonds,
Municipal Property Corporation (MPC) bonds, and Improvement District bonds.

Restrictions on debt issuance:
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o Where appropriate, the Gilbert will consider “pay as you go” capital financing and/or the use of
impact fees.

e Gilbert will not issue bonds to fund current operations.

o Gilbert will comply with applicable debt service coverage limitations in the bond covenants for
Revenue bonds.

e Under the provisions of the Arizona Constitution, outstanding general obligation bonded debt for
combined water, wastewater, electric, parks and open space, streets and public safety purposes
may not exceed 20% of Gilbert’s net secondary assessed valuation, nor may outstanding
general obligation bonded debt for all other purposes exceed 6% of Gilbert's net secondary
assessed valuation.

Debt Management Process:

e Gilbert will monitor the debt portfolio for restructuring or refunding opportunities. Refunding
bonds will be measured against a standard of the net present value debt service savings
exceeding 3% of the principal amount of the bonds being refunded, or if the net present value
savings exceed $500,000, or for the purposes of modifying restrictive covenants or to modify the
existing debt structure to the benefit of the Town.

e Gilbert will maintain regular contact with rating agencies through telephonic conferences,
meetings, or visits on and off-site. Gilbert will secure ratings on all bonds issued when
economically feasible.

e The Finance Department shall maintain a debt book for all bonds issued and update the book
on an annual basis. This debt book shall include specific information regarding the size and
type of debt issued, projects financed by the bonds, debt service schedules and other pertinent
information related to each specific bond issue.

e This policy shall be reviewed and updated each year by the Finance and Budget Departments.

11) Post-Issuance Compliance for Tax-Exempt Governmental Bonds
Outlines responsible parties within the organization to ensure compliance with the Internal Revenue
Code and Treasury Regulations.

12) Purchasing

The Town shall require adequate financial controls to be included in the Town’s standard contract terms
S0 as to provide assurance of minimum risk and access to review compliance with contract terms and
conditions. Among these controls are the right to audit all provisions of contracts, the right to require
appropriate levels of insurance, and the right to require complete financial reports if appropriate for the
solicitation. All Purchasing transactions in the Town shall adhere to the adopted Purchasing Code.

13) Capital Improvement Plan

Gilbert adopts a Capital Improvement Plan that provides for all improvements needed. The Capital
Improvement Plan is a public document that communicates timing and costs associated with
constructing, staffing, maintaining, and operating publicly financed facilities and improvements with a
total cost over $100,000.

Projects included within the five-year program must have sound cost estimates, an identified site, and
verified financing sources, as well as confirmation it can be operationally staffed and maintained within
the budget resources. The first five years of projected costs are combined with other data gathering
techniques to project operating results for five years. This information is the basis for developing the
next year’s budget and is incorporated into the five-year financial forecasts.

The purpose of the Capital Improvement Plan is to systematically identify, plan, schedule, finance, track
and monitor capital projects to ensure cost-effectiveness as well as conformance to established
policies.
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The Town Manager will annually submit a financially balanced, multi-year Capital Improvement
Plan for review by the Gilbert Council pursuant to the timeline established in the annual budget
preparation schedule. The Capital Improvement Plan will incorporate a methodology to
determine a general sense of project priority according to developed criteria.

The Capital Improvement Program shall provide:

e A statement of the objectives of the Capital Improvement Plan, including the relationship
with the Town’s General Plan, department master plans, necessary service levels, and
expected facility needs, as appropriate.

¢ An implementation program for each of the capital improvements that provides for the
coordination and timing of project construction among various Town departments.

e An estimate of each project’s costs, anticipated sources of revenue for financing the project,
and an estimate of the impact of each project on Town revenues and operating budgets. No
capital project shall be funded unless operating impacts have been assessed and the
necessary funds can be reasonably anticipated to be available when needed.

e For the systematic improvement, maintenance, and replacement of the Town’s capital
infrastructure as needed.

e A summary of proposed debt requirements.

e The Town will match programs and activities identified in the Capital Improvement Plan with
associated funding sources. Reimbursements shall be applied to like projects and activities.

e The performance and continued use of capital infrastructure is essential to delivering public
services. Deferring essential maintenance and/or asset replacement can negatively impact
service delivery and increase long term costs. As such, the Town will periodically assess the
condition of assets and infrastructure and appropriately plan for required major maintenance
and replacement needs. Efforts will be made to allocate sufficient funds in the multi-year
capital plan and operating budgets for condition assessment, preventative and major
maintenance, and repair and replacement of critical infrastructure assets.

14) Fund Balance Classifications

The Governmental Accounting Standards Board (GASB) Statement No. 54 establishes accounting and
financial reporting standards for all governments that report governmental funds. Governmental funds
are defined as funds generally used to account for activities supported by taxes, grants, and similar
resources and include the general fund, special revenue funds, debt service funds, and capital projects
funds. GASB No. 54 does not apply to proprietary or fiduciary funds that include the enterprise, internal
service, trust and agency funds.

For purposes of this policy and in accordance with GASB No. 54, unrestricted fund balance shall
consist of the “committed”, “assigned” and “unassigned” portions of fund balance.

When an expenditure is incurred for purposes for which both restricted and unrestricted fund
balance is available, as a general rule, the Town would consider the restricted amount to have
been spent first.

When an expenditure is incurred for purposes for which committed, assigned and unassigned
fund balances are available, as a general rule, the Town would first reduce the committed
amounts, followed by assigned amounts, and then unassigned.

For committed fund balance: formal action by Council through resolution is required to establish,
modify or rescind committed fund balance. Such Council resolution must occur before the end
of the reporting period.

For assigned fund balance: The Council authorizes the Finance Director to assign fund balance
amounts to a specific purpose.

15) Minimum Unrestricted Fund Balance for the General Fund
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GASB No. 54 requires entities to create a formal policy that establishes a minimum level at which
unrestricted general fund balance is to be maintained.

Fund balance is an important indicator of Gilbert’s financial position. Maintaining reserves is
considered a prudent management practice. Adequate fund balances are maintained to allow Gilbert to
continue providing services to the community in case of unexpected emergencies or requirements
and/or economic downturns.

A minimum unrestricted fund balance policy ensures the continuance of sound financial management of
public resources when faced with unanticipated events that could adversely affect the financial
condition of Gilbert and jeopardize the continuation of public services. This policy will ensure Gilbert
maintains adequate unrestricted fund balance in the general fund to provide the capacity to:

¢ Provide funds for unforeseen expenditures related to emergencies
Mitigate significant economic downturns or revenue shortfalls
Stabilize the volatility of primary revenue streams
Allow for responsiveness to legislative changes
Secure and maintain investment grade bond ratings
Provide for long-term stability of the Town'’s financial status

Gilbert shall establish and maintain a minimum unrestricted fund balance for the General Fund. This
fund balance shall be adjusted for non-spendable funds to ensure adequate balance is retained based
on actual cash available. For purposes of initially establishing the balance and maintaining hereafter,
Gilbert shall retain a minimum requirement of 90 days working capital of the current fiscal year, which is
equal to approximately 25% of General Fund budgeted expenditures, plus one year’'s worth of General
Fund debt service payments. Current fiscal year expenditures shall be less capital outlay and transfers
out budgeted for the General Fund. For purposes of this calculation, the expenditures shall be the
budget as originally adopted by ordinance. Appropriation from the minimum unrestricted fund balance
shall require the approval of Council. The Council may authorize use of the minimum unrestricted fund
balance for unanticipated events threatening the public health, safety or welfare. The use of minimum
unrestricted fund balance should be utilized only after all budget sources have been examined for
available funds.

Any use of the minimum unrestricted fund balance must include a repayment plan based on a multi-
year financial projection that plans to restore the fund balance to the minimum adopted level within the
three fiscal years following the fiscal year in which the event occurred. Compliance with the provisions
of this policy shall be reviewed as part of the annual budget adoption process.

16) Debt Service Reserve Policy
Revenues from the secondary property tax rate are used exclusively to pay debt service on the Town’s

general obligation bonds. Annual changes in debt service payments and property valuation will result in
volatility of the property tax rate. State statute allows for municipalities to purposefully create reserve
funds of up to 10% which can be used to smooth annual rate volatility or to proactively protect against
unexpected collection risk or delinquency. The Town’s debt service reserve policy moving forward will
be as follows:

After current year debt service payments are encumbered, if the debt service fund balance exceeds 5%
of next year's debt service cost, Council may consider the use of fund balance (in excess of the 5%) for
the following purposes in order:

1. Reduce total interest cost

2. Reduce total term of debt outstanding

3. Reduce the proposed levy/tax rate, and/or




@ GILBERT Financial Policies

ARIZONA

4. Hold the balance to leverage for future opportunities.

17) Economic Development Reserve

Recognizing the importance of investment in local economic development activities, the Town shall
annually budget an Economic Development Reserve of $5 million in the General Fund for the purpose
of supporting economic development activities in Gilbert. Utilization of this funding shall occur within
existing Town policies on expenditures and use of funding, requiring Council approval for expenditures
exceeding $50,000.

18) Cost Containment

Gilbert values its history and emphasis of maximizing cost containment opportunities, as demonstrated
by its continual placement amongst the lowest cost per citizen of comparative communities in the
Phoenix metropolitan area. As a trendsetter in this regard, comparisons with other communities will be
important, but they will only be used as an indication of how the town can improve. Gilbert will
continually strive to improve upon this performance, embedding cost containment into its budget
strategies and daily operations.

19) Acceptance and Use of Federal Funds
Gilbert considers the following while assessing each application, acceptance and use of grant funding:
e Tax impact
e Value to the local taxpayer
¢ Resulting financial, administrative and/or regulatory burden
e Appropriate use of temporary funding
e Resolution of genuine problem/need

This policy outlines the procedures for evaluation of the grant, the application/acceptance of the grant,
grant administration, and departmental responsibilities. Prior to recommending acceptance and use of
grant funds, staff will communicate to council any additional requirements or implied commitments
attached to the use of the funds, such as; impacts to staff/workload, implications for future year(s)
budget(s), matching requirements, or provision of same or similar services by other community
organizations.
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