CITY OF SEBASTIAN, FLORIDA
FISCAL YEAR 2014-2015 ANNUAL BUDGET

HOW TO READ THE BUDGET

This budget document serves two purposes to the users. One purpose is to provide City Council
and general public a clear view of the services provided. The other purpose is to serve as an
operating plan that conforms to the city’s financial policies. There are six sections included in
this document.

Budget Message — This section includes the budget transmittal letter from the City Manager.
The letter addresses the key policy changes that support the adopted budget document.

Budget Overview — This section provides an overview of the key policy issues and programs,
community profile and revenue trend analysis, and an overall budget summary.

Policies — This section presents the City’s policies that guide the preparation of the budget.

Budget Detail — This section is broken down by fund types:

o General Fund - This section provides detailed general fund revenue analysis and
departmental/division budget information on services, goals and objectives, performance
measures, staffing, and expenditures by line item. General Fund is the main operating fund of
the City and includes traditional municipal activities, such as public safety, public works and
recreation.

o Special Revenue Funds - This section provides description of each individual fund as
well as detailed line item budget information. These funds account for revenues dedicated or
restricted to specific uses.

o Debt Service Funds - This section provides description of each individual fund as well as
detailed line item budget information. These funds account for transactions associated with the
City’s long-term debt.

o Capital Project Funds - This section provides detailed budget information on funding
sources and project appropriation (uses) for all FY 2014/15 capital projects.
o Enterprise Funds - This section provides revenue projection for each enterprise fund and

detailed departmental/division budget information on services, goals and objectives, performance
measures, staffing, and expenditure by line item. These funds are expected to be self-supporting
and include the City’s Airport, Golf Course and Building Department.

Capital Improvement Program — The Capital Improvement Program section provides a long-
range capital improvement plan. The plan describes planned capital improvement projects and
funding sources for Fiscal Year 2015-2020.

Schedules — This section provides historical trend information on ad valorem tax millage rates
and tax collections. Debt service schedules are provided to support the budgeted line item detail.
A five-year capital outlay schedule is included for future planning, including narratives on the
impacts of those capital outlays on operating costs. Summary projections are also included for
the special revenue and enterprise funds. A Glossary helps translate some of the budget language
into plain English.
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City of Sebastian, Florida
Financial Policies

City of Sebastian’s financial policies set forth the basic framework for overall fiscal planning and management and
set forth guidelines for both current activities and long-range planning. These policies are reviewed annually to
assure the highest standards of fiscal management and were formally adopted by the City Council at a public
meeting on September 24, 2014. The City Manager and the Management Team has the primary role of reviewing
financial actions and providing guidance on financial issues to the City Council.

Overall Goals

The overall financial goals underlying these policies are:
1. Fiscal Conservatism: To ensure the city is in a solid financial condition at all times. This can be defined as:

A. Cash Solvency — the ability to pay bills

B. Budgetary Solvency — the ability to balance the budget

C. Long Term Solvency — the ability to pay future costs

D. Service Level Solvency — the ability to provide needed and desired services

2. Flexibility: To ensure that the city is in a position to respond to changes in the economy or new service
challenges without an undue amount of financial stress.

3. Comply with All Statutory Requirements: As set forth by the State of Florida and the City ordinances.

4. Adherence to the highest Accounting and Management Practices: As set by the Government Finance
Officers’ Association standards for financial reporting and budgeting, the Government Accounting Standards
Board and other professional standards.

Operating Budget Policies

The City Administrative Services Department, with support and general direction from the City Manager,
coordinates the budget process. The formal budgeting process begins in March and ends in September and provides
the primary mechanism by which key decisions are made regarding the levels and types of services to be provided,
given the anticipated level of available resources. Revenues and expenditures are projected on the basis of
information provided by City departments, outside agencies, current rate structures, historical data and statistical
trends.

Budget Process
The development of the budget is guided by the following budget policies:

1. The budget must be balanced for all funds. Total anticipated revenues must equal total estimated expenditures
for each fund (Section 166.241 of Florida Statutes requires that all budgets be balanced).

2. All operating funds are subject to the annual budget process and reflected in the budget document.

The enterprise operations of the City are to be self-supporting; i.e., current revenues will cover current
expenditures, including debt service.

4. An administrative service fee will be paid to the General Fund by each enterprise fund. This assessment will be
calculated based upon a percentage (ratio of both the number of full-time equivalent employees of the enterprise
fund/total number of full-time equivalent employees of the City and ratio of the operating budget of the
enterprise funds/total operating budget of the City) of total budgeted General Fund administration expenditures
(includes City Council, City Manager, City Attorney, City Clerk, Administrative Services, Community
Development and Facilities Maintenance).

5. A 2.5 percent administrative service fee will be assessed by the General Fund against the Community
Redevelopment Agency (CRA) Fund of the city. This assessment will be based on the total tax increment
revenue estimate of the CRA Fund and will be used to reimburse the General Fund for the administrative
support services provided to the CRA fund.
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City of Sebastian, Florida
Financial Policies

6. Pursuant to Ordinance 05-16, stormwater utility fees can be utilized to fund the General Fund stormwater
operation. The amount being utilized should be approved by the City Council through the budget process.

7. In no event will the City of Sebastian levy ad valorem taxes against real property and tangible personal property
in excess of 10 mills, except for voted levies (Section 200.081 of Florida Statutes places this millage limitation
on all Florida municipalities.)

8. The City will budget 96 percent of anticipated gross ad valorem proceeds to provide an allowance for discounts
for early payment of taxes (Section 200.065 of Florida Statutes states that each taxing authority shall utilize not
less than 95 percent of the taxable value.)

9. Retirement programs will be funded at 100% of the obligations calculated annually. The defined benefit pension
plan will be funded in accordance with the required annual contribution calculated by an independent actuary.

10. The City will coordinate development of the capital improvement budget with the development of the annual
operating budget. Each capital improvement budget is reviewed for its impact on the operating budget in terms
of revenue generation, additional personnel required and additional operating expenses. It is also evaluated as
to proposed projects being consistent with the City’s Comprehensive Plan.

I1. A budget calendar will be designed each year to provide a framework within which the interactions necessary to
formulate a sound budget could occur. At the same time, it will ensure that the City will comply with all
applicable State legal mandates.

Basis of Budgeting

The basis of budgeting for governmental funds (General, Special Revenue, Debt Service Funds, and Capital Project
funds) shall be prepared on a modified accrual basis of accounting. This means unpaid financial obligations, such
as outstanding purchase orders, are immediately reflected as encumbrances when the cost is estimated, although the
items may not have been received. However, in most cases revenue is recognized only after it is measurable and
actually available.

The budgets for the proprietary funds — Golf Course, Airport and Building Department — are prepared using the
accrual basis of accounting. Proprietary funds also recognize expenses as encumbered when a commitment is made
(e.g., through a purchase order). Revenues, on the other hand, are recognized when they are obligated to the City.

Purchase orders for goods and services received prior to the end of the current fiscal year will be eligible for
payment immediately following the close of the fiscal year. Encumbrances for all other purchases, excluding the
capital projects funds purchases, will automatically lapse.

The Comprehensive Annual Financial Report (CAFR) presents the status of the City’s finances on the basis of
Generally Accepted Accounting Principles (GAAP). Since FY 2001, the CAFR has been prepared in compliance
with Governmental Accounting Standards Board (GASB) Statement 34 requirements. The CAFR shows fund
expenditures and revenues on both a GAAP basis and budget basis for comparison purposes. In most cases, this
conforms to the way the City prepares its budget with the following exceptions:

1. Principal payments on long-term debt within the enterprise funds are applied to the outstanding liability
on a GAAP basis as opposed to being expended when paid on a budget basis.

2. Capital outlay within the proprietary funds are recorded as assets on a GAAP basis and expended on a
budget basis.

3. Depreciation expense is not budgeted.

4. Inventory is expensed at the time it is used.

W

Compensated absences liabilities that are expected to be liquidated with expendable available financial
resources are accrued as earned by employees on a GAAP basis as opposed to being expended when
paid on a budget basis.
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City of Sebastian, Florida
Financial Policies

Guidelines

The Comprehensive Annual Financial Report (CAFR) presents the status of the City’s finances on a basis consistent
with Generally Accepted Accounting Principles (GAAP) (i.e., a statement of net assets and statement of activities
are presented on an accrual basis of accounting, including governmental funds, major governmental and proprietary
funds are identified, governmental funds use the modified accrual basis of accounting, while the proprietary and
trust funds use the accrual basis of accounting.) In order to provide a meaningful comparison of actual results to the
final budget, the CAFR presents the City’s operations on a GAAP basis and also shows fund revenue and
expenditures on a budget basis for the General, Special Revenue, and Debt Service funds.

Current revenues shall be sufficient to support current expenditures. The Administrative Services Department will
monitor each fund and make timely budgetary recommendations and adjustments to be sure no expenditures are in
excess of appropriations at fiscal year end, which is not permitted under Florida State Statutes. The budget process
and format shall be performance-based and focus on goals, objectives, programs, and performance indicators. The
budget will provide adequate funding for maintenance and replacement of capital plant and equipment.

Budget Amendment
1. Total fund appropriations changes and uses of contingency appropriations are approved by the City Council.

2. Shifts in appropriations within fund totals may be done administratively on the authority of the City Manager.
In most cases the City Manager will request City Council’s approval, since the item prompting the change will
usually go to the City Council (e.g., award of contract, addition of staff, contract change order). Procedures for
appropriation transfers and delegation of budget responsibility will be set by the City Manager.

3. A Budgetary Control System will be maintained to ensure compliance with the budget. Monthly operating
statements are provided to all Department Heads and Quarterly budget status reports will be provided to the
City Council comparing actual versus budgeted revenue and expense activity for all budgeted funds.

Planning

The City will annually prepare and distribute to departments and the City Council a Five-Year Forecast. The
forecast will include estimated operating costs and revenues for future capital improvements, such as new parks and
public works facilities, included in the capital improvement plan.

Fund Balance Policies

On an annual basis, after the year-end audit has been completed, but no later than April 1, the City’s Chief Financial
Officer shall produce a schedule of all fund surpluses and deficits, with projections of reserve requirements and a
plan for the use of any excess surplus for the current year in accordance with the Financial Balance Policies and Use
of Surplus Policies. This document will be used not only to ensure compliance with stated and adopted policies, but
also to analyze the total reserve and surplus picture to ensure that the policies as adopted do not inadvertently create
adverse effects. The City’s Chief Financial Officer shall provide recommended changes to the City Manager for
any changes to the Fund Balance Policies and Use of Surplus Policies based on needs identified in this analysis.

General Fund committed fund balances will be maintained at greater than or equal to thirty percent (30%) of the
annual General Fund total expenditures budget, less debt service, interfund transfers and capital expenditure. This
approximates three months of working capital and will be used for unforeseen or emergency events, such as natural
disasters or major changes in weather patterns, as well as a cushion for revenue shortfalls or unanticipated
expenditure overages.

In addition, the City shall assign any General Fund operating surplus (revenues in excess of expenditures) to a
Capital Renewal and Replacement Reserve for the purpose of allowing the City Manager to immediately proceed
with repairing or replacing essential General Fund equipment or facilities in instances where those items have not
been budgeted. Such expenditures shall be governed by the purchasing thresholds set by City Code Section 2-10
and shall be reported to the City Council within the next Quarterly Financial Report.
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Use of Surplus Policies

Use of Surpluses

It is the intent of the City to use all surpluses generated to accomplish three goals: meeting reserve policies,
avoidance of future debt, and reduction of outstanding debt. The City will avoid using fund balances or year-end
surpluses to fund ongoing operating expenses.

Any surpluses realized in the General Fund shall be used first to meet reserve policies as set forth in the Fund
Balance Policies. Excess surplus will then be used for the following purposes, listed in order of priority:

> Capital Replacement Programs. After General Fund reserves have been met, excess reserves may be budgeted
to implement capital replacement programs (e.g., vehicle and equipment replacement and facility maintenance).

» Cash Payments for Capital Improvement Program Projects. Using cash to purchase capital items that may
otherwise to be purchased with the proceeds from debt will reduce the future debt burden of the City. This
strategy may be beneficial but a financial analysis should be performed to determine the greatest net present
value savings.

> Cemetery Permanent Trust Fund. After all other needs have been satisfied, excess surpluses may be transferred
to the Cemetery Permanent Trust Fund that has been established to care for the Cemetery. The amounts
transferred shall be deemed corpus to the Cemetery Trust fund for future earnings growth to fund Cemetery care
and maintenance.

> Riverfront Redevelopment Agency. After all other needs have been satisfied; excess surpluses may be
transferred to the Riverfront Redevelopment Agency that has been established to provide infrastructure and
public facility needs in that area.

Special Revenue Fund Surpluses

Local Option Gas Tax Revenue Fund — To the extent possible, a reserve will be maintained in an amount greater
than or equal to fifteen percent (15%) of the annual Local Option Gas Tax Fund expenditures budget for the purpose
of alleviating the impact of a decline in amounts of collected revenue.

Discretionary Sales Surtax Revenue Fund — To the extent possible, a reserve will be maintained in an amount
greater than or equal to ten percent (10%) of the total annual Discretionary Sales Tax Fund Expenditures budget for
the purpose of alleviating the impact of decline in amounts of collected revenue and to provide sufficient funds for
unanticipated replacements of eligible capital improvements or equipment.

Discretionary Sales Tax revenues will be used in accordance with the following:

1. fund annual debt service payments for which this revenue source is pledged, then;
2. fund emergency vehicles, then;

3. fund stormwater improvements, then;

4. fund other pay-as-you go eligible capital improvements.

Stormwater Utility Revenue Fund — To the extent possible, a reserve will be maintained in an amount greater than
or equal to fifteen percent (15%) of the total annual Stormwater Utility Revenue Fund Expenditures budget for the
purpose of providing sufficient funds for unanticipated major capital improvements and for the purpose of
alleviating the impact of a decline in amounts of collected revenue.
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