CITY OF SOUTH PASADENA
FINANCE COMMISSION
SPECIAL MEETING AGENDA

HYBRID MEETING
Meeting ID: 886 8895 7427
Password: Finance
April 28, 2022, at 7:00 pm.

CALL TO ORDER: Commission Chair Elsner

ROLL CALL: Commissioners Findley and Tao
and City Treasurer Pia

COUNCIL LIAISON: Council Member, Jack Donovan
STAFF PRESENT: Interim Finance Director, Ken Louie

NOTICE OF PUBLIC PARTICIPATION AND ACCESSIBILITY

Pursuant to Government Code Section 54953, subdivision (e) (3), the Finance Commission may
conduct its meetings in a hybrid manner, via video conference or in-person. The Finance
Commission may allow public participation to continue via live public comment conducted over
ZOOM or In-person.

The Meeting will be available —

e In Person: 1424 Mission Street, South Pasadena, CA 91030
e Via web link: www.southpasadenaca.gov/financecommission

If you would like to comment on an agenda item, or make a general public comment, members
of the public may submit their comments for Finance Commission’s consideration by one of the
following options:

Option 1: Participate in-person at the City Council Chambers.

Option 2: Participants will be able to “raise their hand” using the Zoom icon during the

meeting, and they will have their microphone un-muted during comment portions of the agenda

to speak.

Option 3: Email your public comment(s) to fcpubliccomment@southpasadenaca.gov

Public Comments must be received by 6 p.m., April 27th, 2022 to ensure adequate time to compile
and post. Public Comment portion of the email is limited to 150 words. Please make sure to
indicate: 1) your name; 2) what agenda item you are submitting public comment on, or if itis a
general public comment.
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Special Meeting Agenda South Pasadena Finance Commission April 28, 2022

ACTION/DISCUSSION

1. Review of the Finance Department Policies and Procedures

»  Presentation by Management Partners

ADJOURNMENT

FUTURE FINANCE COMMISSION MEETINGS
May 26, 2022 Hybrid

) ENT
Prior to meetings, agenda related documents are available for public inspection at, City Hall, 1414
Mission Street, South Pasadena, CA 91030. The complete agenda packet may also be viewed on
the City’s website at: www.southpasadenaca.gov/financecommission

ACCOMMODATIONS

The City of South Pasadena wishes to make all of its public meetings accessible to the
public. Meeting facilities are accessible to persons with disabilities. If special assistance is
needed to participate in this meeting, please contact the City Clerk's Division at (626) 403-7230.
Upon request, this agenda will be made available in appropriate alternative formats to persons
with disabilities. Hearing assistive devices are available in the Council Chamber. Notification

at least 48 hours prior to the meeting will assist staft in assuring that reasonable arrangements
can be made to provide accessibility to the meeting (28 CFR 35.102-35.104 ADA Title 11).

[ declare under penalty of perjury that I posted this notice of agenda on the bulletin board in

the courtyard of City Hall at 1414 Mission Street, South Pasadena, CA 91030, and on the City’s
website as required by law.

L/,/Bﬁ’/)rw |

. A = .
Interim Finance Director — Kenneth Louie

Date
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Finance Commission
Agenda Report

DATE: April 28, 2022

FROM: Ken Louie, Interim Finance Director
SUBJECT: Approval of Policies and Procedures
Recommendation

It is recommended that the Finance Commission review and approve the updated Financial Policies
and Procedures.

Background

The City of South Pasadena has perennially received audit findings with regards to the lack of
financial policies and procedures. Earlier in the fiscal year, the City, through the approval of the
Finance Commission and City Council, secured the services of Management Partners to perform
an independent analysis of the Finance Department’s workflow/activity and provide
recommended/updated policies for the following processes: General Accounting, Payroll,
Accounts Receivable, Accounts Payable, Purchasing and Water Billing . These policies either do
not currently exist or have not been updated since 1987.

Discussion/Analysis

Over the past few months, Management Partners has held a multitude of meetings with staff to go
over the current workflow/activity and ascertain what the most appropriate policies and procedures
should be given the City’s logistics and staffing. The recommended policies in their entirety are
attached to this report. Below is a list of any highlights and/or changes recommended to each
policy:

General Accounting — New

The policy highlights the practice of complying with the Generally Accepted Accounting
Principles (GAAP) established by the Government Accounting Standard Boards (GASB). The
policy emphasizes the setup of the chart of accounts, maintaining the accounting software,
preparation and review of journal entries, financial reporting, bank reconciliation, budget
adjustment, and closing procedures.
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Payroll - New
This is a new policy which details functions between Human Resources and Payroll and ensures

segregation of duties between the two departments. The policy details the onboarding and payroll
processes as well as the termination process and touches upon all the functions of the payroll
procedures and identifies positions responsible for these functions. The policy also ensures that
the processes are in line with state and federal regulations.

Accounts Receivable - New

The objective of this policy is to ensure accountability of all city funds being received from various
outlets. For example, the city receives funds via check, cash, credit card and ACH/Wire transfers.
This section also details the process for cash handing procedures and controls.

Accounts Payable - New

The objective of this policy is to establish set practices and guidelines for Accounts Payable. This
policy covers such areas as new vendor setup, purchase orders, invoice processing, purchasing
policy compliance, void and stop payments, and ACH payments.

Purchasing — Update/Last Revision 1997 and 2001

The purchasing policy was drafted in order to establish efficient procedures for the purchase of
goods and services, exercise positive control over purchases, clearly define authority for the
purchasing function, and assure the quality of purchases. This policy also makes a revision to the
current purchasing thresholds that were established in 1997 (Ordinance No. 2048), revised in 2001
(Ordinance No. 2096), and amended to establish regulations for public contracts in 2016
(Ordinance No. 2299). The proposed purchasing threshold revision seeks to bring the City of South
Pasadena in line with other local cities and agencies of our size and stature.
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Current Competitive Bidding and Contract Award Thresholds

Purchase Category

Purchasing Thresholds

Solicitation Method

Award Authority

Goods and/or General
Services

Up to $500 Quotes Optional Department
Director

$500 to $10,000 Three Written Quotations | Department
Director

Quotes Encouraged

$10,000 to $25,000 Three Written Quotations | Purchasing Agent &
City Manager

Greater than $25,000 Formal Contract City Council
Authorized by City Approval
Council

Up to $25,000 Exempt from Bidding, City Manager
Quotes Encouraged

Professional Services
Greater than $25,000 Exempt from Bidding, City Council

Public Works Projects

Up to $25,000

Greater than $25,000

CUPCCAA, Public
Contract Code sections
22000 et seq.

City Manager

City Council

Municipal Code Section 2.99-4(a) designates the Director of Finance as the purchasing agent.
The term Director of Finance and Purchasing Agent shall be used interchangeably in these

policies and procedures.
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Proposed Competitive Bidding and Contract Award Thresholds

Purchase Category Revised Purchasing Solicitation Method Award Authority
Thresholds
Up to $2,500 Quotes Optional Department
Director
$2,501 to $25,000 Three Written Quotations | Purchasing Agent
Goods and/or General
Services $25,001 to $50,000 Three Written Quotations | City Manager
Greater than $50,000 Formal Contract City Council
Authorized by City Approval

Council (Sealed Bidding)

Up to $50,000 Exempt from Bidding, City Manager

Quotes Encouraged
Professional Services

Greater than $50,000 Exempt from Bidding, City Council
Quotes Encouraged
Public Works Projects | Up to $50,000 CUPCCAA, Public City Manager
Contract Code sections
Greater than $50,000 22000 et seq. City Council

CUPCCAA (California Uniform Construction Cost Accounting Act) provides for alternative bidding
procedures when an agency performs public project work by contract.

Note: Competitive bidding and contract award thresholds are periodically adjusted with Finance Director
approval to account for changes in economic conditions. Changes to the competitive bidding and contract
award thresholds must be reviewed and approved by the Finance Commission.

Local Cities Survey

A local survey was taken to determine current parameters local cities have in place. One can note
that the two most recent updates (below) have considerably higher formal bidding limits. These
updates were done prior to the significant inflationary environment.
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Purchasing Threshold Amounts

City of Arcadia (Ord No 2379 Est 2021)

Category: Goods and Products

0-5,000.00
5,000.01-30,000.00
30,000.00+
Purchasing Threshold Amounts
0-5,000.00
5,000.01-30,000.00
30,000.00+

Local Vendor Preference

Over the Counter
Informal Bidding
Formal Bidding & City Council Approval
Category: Professional Services
Over the Counter
Formal Bidding
Formal Bidding & City Council Approval

Local vendor preference: price and terms must be equal to external
vendors

City of San Marino (Ord 0-20-1366 Est 2020)

Purchasing Threshold Amounts

Category: Goods and Services

Local Vendor Preference

0-1,000 Over the Counter
1,000.01-30,000.00 Informal Bidding
30,000.01+ Formal Bidding & City Council Approval

Purchasing Threshold Amounts Category: Professional Services
0-1,000 Over the Counter
1,000.01-30,000.00 Informal Bidding
30,000.01+ Formal Bidding & City Council Approval

City of San Gabriel (Ord 657 Est 2019)

Purchasing Threshold Amounts Category: Goods and Products
0-3,000.00 Over the Counter
3,000.01-15,000.00 Informal Bidding
15,000.01+ Formal Bidding & City Council Approval

Purchasing Threshold Amounts Category: Professional Services
0-15,000.00 Informal Bidding
15,000.01+ Formal Bidding & City Council Approval

Local Vendor Preference based on Sales Tax Returned to City

City of Sierra Madre (Ord 1392 Est 2017)

Purchasing Threshold Amounts

Category: Goods and Products

0-2,000.00
2,000.01-5,000.00
5,000.01-45,000.00

Over the Counter
Informal Bidding
Formal Bidding

2,000.01-5,000.00
5,000.01-45,000.00
45,000.01+

45,000.01+ Formal Bidding & City Council Approval
Purchasing Threshold Amounts Category: Professional Services
0-2,000.00 Over the Counter

Informal Bidding
Formal Bidding
Formal Bidding & City Council Approval
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Water Billing - New

This section establishes best practices for billing and collection procedures for water and sewer
utility billing. Giving staff and contracted services clarity on standard operations. All billing rates
are still subject to resolutions approved by the City council.

Conclusion

The adoption of these policies will ensure standardization across the organization, finite rules,
conformity and better internal control. The adoption will also assist the City in obtaining a more
appropriate audit grading and removal of the annual finding.

Fiscal Impact

No direct fiscal impact but great improvement in internal control and financial reporting grade..
Public Notification of Agenda Item

The public was made aware that this item was to be considered this evening by virtue of its
inclusion on the legally publicly noticed agenda, posting of the same agenda and reports on the

City’s website.

Attachments: Policies and Procedures, Management Partners Power Point
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INTRODUCTION

A. Overview

The City of South Pasadena Finance Department’s Policies and Procedures Manual (manual) is
designedto provide guidance to stakeholders involved in the City’s financial processes and
transactions. Its purpose is to ensure that assets are safeguarded, transactions are conducted in
accordance with established laws, policies and best practices, and duties are appropriately
segregated. The manualalso seeks to ensure that financial statements are prepared in conformity
with generally accepted government accounting principles (GAAP), and that finances are managed
with responsible stewardship. This manualis also intended to formalize accounting policies and
selected procedures forthe accounting staff and to documentinternal controls.

In approving the policies associated within this manual, the City Council establishes the authorities,
responsibilities, and accountability requirements of those participatingin the operations of South
Pasadena City government to:

e Setforth principles for fiscal stewardship,

e Maintain appropriate financial capacity for presentand future levels of service,

e Ensurethe legal use of financial resources through an effective system of internal controls, and
e Provide financial transparency to the public.

The City of South Pasadenais accountable to its residents forthe prudent use of public dollars.
Municipal financial resources must be wisely used to ensure adequate funding forthe services,
public facilities, and infrastructure necessary to meetthe community's presentand future needs.
These policies safeguard the fiscal stability required to achieve the City's goals and objectives.

Although the goal is to provide employees with acomprehensive reference toolfor complying with
the City's financial policies and procedures, this documentis meantto augment, not supersede
South Pasadena’s Municipal Code requirements or state and federallaws that may be referenced
herein. Any such references should be reviewed in conjunction with the manual. The manual is
intended to be easily read and provide useful, up-to-date information on a broad range of financial
topics. It has been prepared electronically in a PDF format and placed on the City’s Intranet for
access and to accommodate changes that will occur overtime.

Organization of the Manual
This manual contains the following sections:

e Finance Staff Positions,
e Purchasing,
e Accounts Payable,
e Utility Billing Operations,
e AccountsReceivable,
e Payroll,
Fixed Assets,
¢ Investmentsand Debt Management, and
e Governmental Accountingand General Ledger Maintenance.

Each section begins with an overview that provides context, ageneral description of the financial
topic, and an objective statement to describe the purpose of the policy and associated procedures.
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This is followed by a list of the Finance Department classifications functionally responsible forthe
policies and proceduresinthe section.

Acknowledgement of Manual Content
Upon recommendation from the Finance Commission, the contents of this manual were approved
as the official policy of the City of South Pasadena by the City Councilin [ 12022. Routine

changes and updates to this manual will be made on an as-needed basis upon recommendation
fromthe Finance Director and after approval from the Finance Commission.

All Finance Department employees and Finance liaisons in each departmentare bound by the
policies contained or referenced herein, and any deviation from established policy is prohibited.
Each applicable employee must read the manual and, if necessary, request clarification of the
contents. Each employee mustsign a statement of receipt acknowledging that they have received a
copy or have been provided access to the manual and understand they are responsible for reading
and becoming familiar with the contents of it.

This documentis not intended to replace guidance provided by GAAP or by other external sources,
such as procedures manuals related to the City’s electronic financial management system. Please
contact the Finance Department with any suggestions forimprovementto the manual or any
clarifications that may be needed.

B. Internal Control Policies

The City Council and City management are responsible for ensuring and maintaining a system of
internal control to safeguard assets against loss, ensure the accuracy and reliability of the
accounting data and financial information, promote operational efficiency, and encourage
adherence to prescribed financial procedures.

The City’s system of internal control is based on the framework designed by the Committee of
Sponsoring Organizations’ (COSO) Internal Control — Integrated Framework (2013). This framework
is based on the following five components:

1. Control Environment,

2. Risk Assessment,

3. Control Activities,

4. Information and Communication, and
5. Monitoring.

While each componentincludes a set of guiding principles, it is beyond the scope of this manual to
incorporate and explain all control elements. However, included below is an adaptation of best
practice guidance provided by the Government Finance Officers Association (GFOA) based on the
first of the five components, the controlenvironment. These standards set forth the basis for
carrying out internal control:

1. The City Council, City management, and all levels of staff throughout the organization must
demonstrate acommitmenttothe established internal control framework,

2. The City Council and City management are responsible for overseeinginternal control,

3. City management will develop and maintain organizational structures and ensure staff
accountability,

4. The City should commit to attracting and retaining competentemployees, and

5. The City should hold individuals accountable for theirinternal control responsibilities.
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Furtherdetails can be found on the GFOA website here: https://www.gfoa.org/materials/internal-
control-environment.

Specificinternal controls related to accounting procedures discussed in this manual will be
describedin each relevant section as appropriate. The Finance Director shall develop additional
internal control processes or financial procedures, if warranted, to ensure and maintain a strong
internal control function. Any weakness in internal control and accounting procedures shall be
addressed immediately by the City Manager or Finance Director so a timeline to remedy
improvement(s) can be established.

Investigating Misuse of Funds

Itis important to rememberthat all funds received by the City can only be spentongoodsand
services that benefit the City. They must be spentin accordance with the budgetappropriations
approved by the City Council. Under no circumstances can City funds be used for personalgoods or
services for non-City purposes, whether by use of a purchase order, direct payment, procurement
card, or any other means.

Supervisors are required to review invoices and credit card purchases before submittingthemto the
Finance Departmentfor payment. As part of this review, should there be suspicion that City funds
were used to purchase personalitems for non-City purposes, the Finance Department should be
notified immediately for furtherinvestigation. Any misuse of City funds could subjectan employee
to disciplinary action, up to and including termination.

C. Manual Updating and Distribution

The following procedures will be used in updating the manual.

e Finance Department staff will review the manual annually to determine what should be
updated, added, removed, or otherwise modified.

e Revisionsto the manual will be presented to the City’s Finance Commission for review prior
to seekingfinal approval from the City Council.

e Email notification will be used forall manualadditions and updates and will reference the
updated sections.

e The email notification will be sentto everyone on adistribution list to be maintained by the
Finance Department

Availability of Manual

This Policies and Procedures Manualis uploaded to the City of South Pasadena’sintranetatthe
followinglocation (linkto be embedded by the city).

Page 3



City of South Pasadena Finance Policies and Procedures Manual
FINANCE STAFF POSITIONS

March 2022

FINANCE STAFF POSITIONS

D. List of Positions
The Finance Department has seven full-time equivalent (FTE) positions as part of the FY 2021-22
budget, as listed below.

Finance Director,
Finance Manager,

Accounting Manager,
Payroll Accountant,

Accountant, and

Management Analyst (2).

Note: As authorized staffing changes, this page should be updated.

E. Major Functional Responsibilities and Duties, including Qualifications

This section contains the majorfunctional responsibilities and key tasks and activities for each of the
positionsin the Finance Department (as of May 2022). Please see the qualifications foreach of the
designated positions below in their official job description(s) as found on the City’s website at
Human Resources | South Pasadena, CA (southpasadenaca.gov).

Table 1.

Major Functional Activities and Key Activities

Position
Title

Finance Director

Major
Functional
Responsibilities

Financial and
Administrative
Management

Tasks/Activities
Represents financial services of the City administration to residents, organizations,

auditors, and other City agencies and governmental organizations

Provides support to the Finance Commission and any other special projects or
analysis as requested by the City Manager

Responsible for supervision and administrative support within the department
Acts as the City’s purchasing agent

Compliance .

Works directly with independentauditors on annual audit compliance at state and
local levels

Oversees fund accounting, financial reporting, purchasing, and payroll systems
Ensures compliance with regulatory reporting, capital asset management and best
practices in financial reporting

Recommends and implements enhanced internal controls and policy and
procedure development

Budget

Directs Finance staff in coordination, development, analysis and implementation
of the City budget
Assists department heads in financial matters pertaining to department operations

Reporting °

Provides monthly and annual financial reports to the City Council through the City
Manager

Preparesthe Annual Comprehensive Financial Report

Performs financial review of staff reports for consideration by the City Council
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Major
Position Functional

Title  Responsibilities

Tasks/Activities

e  Assists the Finance Director in managing the financial operations of the Finance
Department
e  Assists in the development and implementation of Finance Department goals,
objectives, policies, and procedures, and measures accomplishments against
Management Lo
stated objectives
e Develops systems and policies to improve essential functions and services
e  Provides staff training and development
e Assigns and reviews the work of subordinate employees
Budget e Coordinates, prepares, and administers the annual and mid-year budgets
e Preparesthe Annual Comprehensive Financial Report (ACFR)
e Preparesand maintains the City’s Cash Flow Model on a regular basis
Reporting e  Submits mandated reports to regulatory and grant agencies
e Directs and participates in the preparation of interim and annual financial reports
E'o in accordance with government standards
g e Performs financial planning activities as related to investment analysis, sources
2 and uses of funds, accounting, debt administration, and extensive budget planning
g Financial and forecasting
E Planning e  Compiles and analyzes financial data to assist City administrators in financial
planning and economic development
e Analyzes, reviews, and preparesa variety of complex financial statements and
reports
e Coordinates and reconciles the receiptof revenuesfrom vendors
Contracts & Works with departments to ensure contracts drafted comply with purchasing
policies and accounting standards
& Reviews certain contracts to ensure areas related to Finance are reasonable
e Ensures compliance with laws, codes and regulations governing regulatory and
municipal accounting
e  Maintains high standards of professional accounting and auditing
Compliance e Develops, revises, and implements specialized accounting procedures and systems
to increase efficiency and effectiveness.
e  Coordinates the annual financial audit with external auditors
e Qversees, manages, and servesas a business partner with the City’s electronic
Payroll . .
time and attendance tracking system
= e Performs financial analyses and accounting functions in the preparation and
& . maintenance of financial records, reports, and statements
= Reporting . . . . . .. Sl (R .
s e Compiles and analyzes financial data to assist City administrators with financial
oo planning and economic development
e e  Manages all aspects of the City and Successor Agency accounting operations
§ e Overseesand performs bank reconciliations; interacts with financial institutions
< Accounting and agencies
e Develops and implements specialized accounting procedures
e Provides timely and accurate monthly reports to departments
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Major
Position Functional

Title  Responsibilities

Tasks/Activities

e Reviews purchase requisitions and confers with departments to clarify requests,
explain purchasing procedures, and provide additional information
e Confers with product vendorsregarding prices and specifications of goods
e Analyzes bids received, compares specifications and prices, makes value analysis
and recommendation of award of order
e Prepareswritten bid specifications based on equipment, services or supplies as
Procurement requested
e Coordinates, implements, monitors, and evaluates procurement administration
e  Administers the procurementcard program
e QOverseescontracts with vendors and vendor insurance compliance for the Finance
Department
e Overseesand manages the City’s Payroll Processing Services, manages the
retirement reporting, and tax deposits and reporting processes
e Performs complex payroll functions involved in the processingand maintenance of
the payroll system
‘é Payroll e Performs analyses on various accounts as needed for audit or other purposes
§ e Performs avariety of professional-level accounting functions in the preparation
§ and maintenance of financial records, reports, and statements
: e  Monitors expenditures and revenue activities; posts and maintains financial
% General records for various accounts and funds
o Accounting e Preparesbudget documents; makes adjusting and closing accounting journal
entries
e Preparesjournal entries and bank reconciliations
e Processesproperty tax, sales tax, and gas tax payments
E General e Performs analyses on accounts as needed for audits or preparation of financial
§ Accounting repo.rts . L
S e Monitors expendituresand revenue activities
< e Preparesbudget documents
e Builds databases and spreadsheets of financial, budgetary, and other data
e Provides general office support
e Coordinates Finance Commission agenda packets and liaison duties
General e Answers the Finance Department telephone line
- e Overseesthe Low-Income Tax Exemption Program, User Utility Tax Exemption
% Program, and Property Tax Refund Program
2 e Analyzes customer recordsto apply appropriate utility rates as prepared by the
E vendor (Munibilling)
g e Reviews, audits, analyzes, and reconciles customer billing records and makes
& adjustments as needed
g Utility Billing e Preparesjournal entries for billing, revenue, etc.
e Reviews audits, analyzes, and reconciles customer billing records and makes
adjustments as needed
e Investigates and resolves billing exceptions and serves as the primary contact for
third-party utility billing vendors
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\ET[o] ¢
Position Functional
Title  Responsibilities Tasks/Activities
e Manages the cash management contract
e Coordinates petty cash within the City
e Reconcilestransactions processedin Springbrook
e Creates bank deposit and sends to Bank of the West
RA:CZ?\;J:;TE e Generates and submits reports to the Finance Manager for reviewand approval
e (Creates cash receipt batches, purchase order batches, and invoice batches for
review by Accounts Payable
e Processvarious revenue sources, such as Utility User Tax (UUT), grants, rental
payments, etc.
Business e Coordinates quarterly meetings
Licenses e Investigates application and billing Inquires
e  (Creates budget and ACFR covers
Budgeting .
e  Provides general support
Budgeting e Prepares monthly reports and mailings
:; e  Manages daily creditcard requests and maintains internal control over cards
g e Processesand organize all requests for payments and purchase orders
= Accounts e Prepareswarrant reports for the City Council
%’ Payable e Generates and submit reportto the Finance Director for review and approval of
gp department invoices and purchase ordersand journal entries
é e Collects and stamps incoming mail and routes mail to appropriate departments
Payroll e  Assists in processing payroll-related reporting for the Warrant Report
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F. Functional Organization Chart
The Finance Department’s current organization chart is provided in Figure 1 below.

Figure 1. Finance Department Organization Chart

Finance Director

(7.5 FTE)
Finance Manager | _ _ _| Management Analyst (05) | | Accounting Manager
(3FTE) (3 FTE)
Accountant (1) Payroll Accountant (1
Management Analyst (1) Mah;uagemenl Anal‘y'ssllﬁ )
. Functions
Functions P
P . Accounting (General)
Accounting (Banking/Investments) .
Accounts payable m?nnts Receivable
Budget preparation Bu dgel?ng
g:dge.t'ng Business Licenses
mepliance Payroll

Cpnlra!.:ls , Procurement
Financial planning Utlity Billin
Reporting (Investments/Financials) ty Billing
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PURCHASING

A. Introduction

The purpose of this section is to provide information for procuring goods and services consistent
with adopted policies and procedures and best practices. This sectionis intended to provide
sufficientinformation to enable employeesto be fully aware of and comply with City purchasing
policies and to effectively participate in the purchasing system. This system was adopted to:

e Establish efficient procedures forthe purchase of goods and services at the lowest possible
cost commensurate with the quality needed.

e Exercise positive control over purchases.

e Clearly define authority forthe purchasing function.

e Ensurethe quality of purchases.

The City’s purchasing system is codified in Articles Xl (Purchasing) and XIII (Awarding Public Works
Contracts) of the South Pasadena Municipal Code (municipal code).

The City’s purchasing policy places an emphasis on competitive bidding to ensure best value in
exchange for public funds, to facilitate fair and open competition, and to uphold the integrity of the
purchasing system. However, there are alternatives to competitive bidding that may be used if
appropriately justified, as explained in the Purchasing Related Programs, Procedures and
Requirements subsection below.

B. Purchase Categories
City purchases generally consist of the following categories for which different procurement
methods may apply.

e Goods. The purchase of goods consists of materials, equipmentand supplies needed by any
department, including those items purchased with City funds and furnished to contractors
for use with public projects.
e Services. City staff may require contracts for services, which fall into two categories:
= GeneralServices. Generalservices are defined as servicesrendered by independent
contractors such as custodial, building/equipment maintenance and machinery/
equipmentrental, excluding contracts to construct public projects.

=  ProfessionalServices. Professional services are those rendered by engineers, architects,
accountants, attorneys, doctors, and otherindividuals or businesses with specialized
scientific, expert, technical or otherskills of a similar nature.

e PublicProjects. Public projects pertain to the construction, alteration, repair, or
improvement of any public structure, building, road, or other publicimprovement of any
kind, including demolitions, the construction and installation of drainage systems, lighting
and signaling systems, sewer and water systems, and park and recreational facilities.
Maintenance required to preserve a publicimprovementis not considered a public work.

Public projects are awarded in accordance with the requirements of the Uniform Public
Construction Cost Accounting Act (CUPCCAA, Public Contract Code sections 22000 et seq.)
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C. Purchasing Authorities, Roles and Responsibilities
The municipal code establishes the following authorities, roles and responsibilities associated with
the purchasing system.

Purchasing Agent
The Finance Director is designated as the Purchasing Agentand may delegate purchasing
responsibilities to another staff person. The Purchasing Agentis responsible for:

e Contracting for quality equipment, supplies and non-professional services at the least
expense and/orbest quality to the City.

e Ensuring that competitive biddingis conducted with full and open competition.

e Preparingand recommending purchasing policies and proceduresin accordance with best
practices.

e Prescribingand maintaining forms necessary to effectively administerthe purchasing
system.

e Keepinginformed about procurementtrends, market conditions, and new products to
maximize value.

e Overseeingthe disposal of surplus equipmentand supplies that have become unsuitable for
city use.

Using Departments
To ensure thatthe purchasing systemis efficiently and effectively administered, staff in City
departments are responsible for:

e Preparing cost estimates of their purchase requirements.

e C(Clearly identifying procurement needs and funding availability.

e Submittingaccurate and concise purchase order requisition forms.

e Preparingand maintaining bidder’s lists, as requested or required.

e Soliciting and evaluating bids and proposals as required.

e Inspectinggoodsdelivered and/orservices performed in a timely mannerto verify
conformance with bid specifications and contractual obligations.

e Authorizing payment for conforming goods and/or services.

e Reportingsurplus property to the purchasing agent for disposal.

Authority to Legally Bind the City

To exercise positive control over purchases using public funds, the authority to legally bind the City
(award contracts, sign written agreements on behalf of the City, and approve purchase orders) is
limited to the City Council, City Manager, Finance Director (Purchasing Agent) and department
directors, in accordance with the purchase types and dollar thresholds in accordance with Section E
(Competitive Bidding and Contract Award Thresholds) below.

Unauthorized Purchases

Purchases approved by anyone otherthan the designated award authorities are unauthorized and
do not constitute a valid charge against City funds. The City is under no obligation to pay vendorsfor
unauthorized purchases, and employees who make such purchases will be subject to disciplinary
procedures in accordance with the City’s personnel policies and may be required to provide
reimbursement.

egﬁ‘um
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Encumbrance Requirement

Exceptin cases of emergency, the Purchasing Agent cannotissue a purchase order for goods or
services purchased unless there is a sufficient budget appropriation against which the purchase
would be charged.

D. Ethical Conduct

All employees are responsible forimpartially ensuring fair competitive access to procurement
opportunities by responsible suppliers and contractors. Additionally, all employees willconduct
themselvesina mannerthat avoids any impropriety, or appearance of impropriety, and that fosters
the highest level of public confidence in the integrity of the City’s purchasing system.

1. Code of Conduct and Conflict of Interest. No employee shall participate in a procurementwhen
the employee knows:
a. Theemployee oremployee’s spouse, domestic partner, child, stepchild, parent, or
stepparent will benefit financially from the procurement, and/or
b. The employee oremployee’s spouse, domestic partner, child, stepchild, parent, or
stepparentis negotiating or has an employment arrangement contingenton or will be
affected by the procurement.

Upondiscovery of an actual or potential conflict of interest, an employee shallimmediately
withdraw from further participation in the procurement.

2. Giftsand Gratuities. No City employee shall solicit, demand, accept or agree to accept a gift of
goods or services, payment, loan, or employment offer presented, promisedinreturn for, or in
anticipation of favorable considerationin a City procurement. Unsolicited gifts sent to City
employees by prospective or existing vendors shall follow the reporting requirements for public
officials established by the California Fair Political Practices Commission (FPPC).

3. Conduct with Vendors. Conduct with vendors who provide goods or services to the City shall
be fair, open, and transparent. City employees must refrain from showing favoritism to
vendors, safeguard confidentiality when required, and select vendors only on the basis of
appropriate and fair criteria.

E. Competitive Bidding and Contract Award Thresholds

The City has established the competitive biddingand contract award thresholds shownin Table 2 below.

Table 2. Competitive Bidding and Contract Award Thresholds *

Solicitation Method Award Authority

Estimated Value |

Purchase Category

Goods and/or General
Services

Up to $2,500

None, but quotations are
encouraged

Department Director

$2,501 to $25,000

Written quotations

Purchasing Agent

$25,001 to $50,000

Written quotations

City Manager

Greater than $50,000

Sealed bidding

City Council

Professional Services

Any value

None required but
quotations encouraged

City Manager (up to
$50,000)

City Council (greater than
$50,000)
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Purchase Category Estimated Value Solicitation Method \ Award Authority

Public Works Projects In accordance with the values and methods pursuant City Manager (up to
to CUPCCAA, Public Contract Code sections 22000 et $50,000)
seq.

City Council (greater than
$50,000)

*Note: Competitive bidding and contract award thresholds are periodically adjusted every three to five years or as conditions
allow with Finance Director approval to account for changes in the economy, consistency with best practices, etc.

Prohibition on Splitting

Purchases of goods and services cannot be split or separated into smaller components to avoid the
City’s competitive bidding requirements. The only exception to this requirement would be to comply
with diversity and inclusion goals required by federal or state grants.

Competitive Bidding Procedures

Whether soliciting price quotations or conducting sealed bidding, it is a best practice to provide
notice to as many qualified bidders as possible to ensure fair and open competition. /tis the policy of
the City that a minimum of three quotations must be solicited whenever possible.

If less than three quotes are received, the using department must provide an explanation with the
purchase requisition that good faith efforts were made to obtain the required number of
guotations. The requisition must also include documentation of the good faith efforts, i.e., vendor
“no bid” response, email(s) sent to prospective ve ndors, etc.

The competitive bidding dollar thresholds shown below apply specifically to goods and general
services as defined above. While professional services are exempt from competitive bidding under
the City’s purchasing policy, proposals should be solicited from at least three sources to ensure best
value and/or to comply with federal or state law as required.

Purchases Between $2,501 and $25,000 (Open Market Procedure)

For purchases between $2,501 and $25,000, written quotationsare required, to be solicited by
written notice inviting quotations. Written quotations must be submitted to the department
director before requesting Purchasing Agentapproval.

Purchases Between $25,001 and $50,000 (Open Market Procedure)

For purchases between $25,001 and $50,000, written quotations are required and must be
submitted tothe City Managerforapproval after having been reviewed and approved by the
departmentdirectorand Purchasing Agent.

Purchases Greater than $50,000 (Formal Sealed Bidding)

Purchases greaterthan $50,000 require sealed bidding using the City’s standard bidding template(s)
and associated product specifications and/or scope of services. All purchases greaterthan $50,000
must be approved by the City Council, after having beenreviewed and authorized to proceed by the
departmentdirector, Purchasing Agent, and City Manager.

City of
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Notification to prospective bidders must be provided by issuinga notice inviting bids. This must be
published at least ten days before the date of bid opening in a newspaper of generalcirculation in
the City. The notice inviting bids must include the following:

e Generaldescription of the items to be procured,
e Information onhow to obtainthe bid documentand associated specifications, and
e Time and place forthe bid opening.

The notice inviting bids must be sentto a bidder’slist, if one has been prepared and maintained for
the items being procured.

Bidder’s Security

When required, bidders must submit a bid security (bid bond) in an amount notto exceed 10% of
the bid price, in furtheraccordance with the instructions to biddersin the City’s standard bidding
template(s). Abid bondis a guarantee by a bidderthat they will execute a contract if deemed to be
the lowest responsive and responsible bidder. This entitles the City to compensation if the low
bidder fails to execute a contract and the City must award a contract to a higher bidder. (The
entitlementis the difference between the lowest responsive and responsible bidderand the bidder
ultimately awarded a contract.)

Bid Opening Procedure

Unless otherwise specified, bids willbe publicly opened by the City Clerk at the time and place
stated in the bid notice, with each bid read aloud, and an apparent low bidderannounced. If a bid
bond was required as part of the solicitation requirements, the staff member opening the bids must
verify that it was received for each submitted bid (a bid submitted without a bid bond, if required,
cannot be accepted).

Following the bid opening, a bid tabulation sheet must be prepared and available for public
inspection as soon as practical and in accordance with public records disclosure requirements.

Lowest Responsible Bidder

Contracts resulting from competitive bidding will be awarded by the appropriate award authority
based on the lowest responsible bidder who submitted a bid that was responsive to the solicitation
request. A bid is considered to be responsive if it conforms in all material respects to the solicitation
requirements; minor defects may be waived by the Purchasing Agent.

A bidderis considered to be responsible if they possess the demonstrated ability, capacity,
experience and skill to provide the goods and/or services required by the solicitation.

Best Value Procurements

Some procurements may require the use of a bestvalue process where factors such as vendor
qualifications and/or product or system functionality are evaluated in addition to low bid pricing.
This means that a higher price can be paid for goods and/or services if the overall bestvalue to the
City can be justified.

When using the best value procurement method, the solicitation documents mustinclude
descriptive information that explains the evaluation process and criteria being used toaward a
contract. This type of solicitations is typically done using a request for proposals (RFP) process.
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Note: When conducting a best value solicitation, the submitted proposals are not publicly opened
and information on pricing is not read aloud (the evaluation processis confidential until a contract is
awarded).

Payment and Performance Bonds

Depending onthe type of goods and/or services being procured, paymentand/or performance
bonds may be required. A payment bond ensures that the prime contractor pays its subcontractors.
A performance bond guarantees contractor performance in accordance with the City’s specifications
and contract terms and conditions. Bonds are typically setat 100% of the bid price.

If bonding is required, the bond form(s) and specified amount must be described in the notice
inviting bids and sample formsincluded in the solicitation document.

Bidder’s Lists

Establishing and maintaining lists of prospective bidders can be an effective way of facilitating open
competition for planned purchases of goods and services where open market procedures and/or
sealed bidding is required. Using departments are encouraged to establish/maintain such lists where
it makes sense todoso. Inany event, usingdepartments should keep records of prospective bidders
who contact the City to specifically request beingincluded on a bidder’slist for future business
opportunities. The department should review and update the bidder’s listannually.

Note: Given the City’s participation in CUPCCAA, the Public Works Departmentis required to
establish and maintain lists of qualified contractors, identified by category of work, and provide
notice to them of bidding opportunities for construction projects.

Recordkeeping
Using departments must retain bid documents in accordance with the City’s records retention
schedule.

Competitive Bidding Solution (E-Procurement)

As part of the City’s efforts to continually evaluate processes and procedures for efficiency
improvements, Finance Department staff will partner with the City Clerk and other staff membersto
assess e-procurement solutions to determine whethersuch a system should be procured for
administering competitive bidding processes. Any such system shalladhere to the purchasing
requirements specified in this document.

F. Purchasing Related Programs, Procedures and Requirements
This section of the manual includes information on purchasing-related programs and procedures.

Purchase Requisition and Purchase Order Required

Unless procured by City-issued purchasing card, all purchases of goods and services greaterthan
$2,500 require the submittal of a properly completed purchase requisition form and approval of a
purchase order by the Purchasing Agent.

(Workflow forrequisitions is being developed by city staff, to be incorporated here)

Qgﬁ‘um
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Use of Blanket Purchase Orders

Blanket purchase orders are term contracts (usually for one year) for goods and/or services that can
be purchased as needed throughout the year, as opposedto purchase orders that are used for one-
time purchases. Blanket purchase orders are typically used for operational supplies such as hand
tools, equipment, parts for equipment, etc., but can also be evaluated for othersupplies that are
required by using departments.

Local Vendor Purchasing Preference

Purchases from South Pasadenavendors are strongly encouraged where competitive prices and
quality are apparent. When generalfunds are used fora purchase, local (in-city) vendors will be
given a five percent preference of the quoted price. The rationale for local preference isthatone
percent of the sales tax on most acquisitions returns tothe City General Fund as revenue, effectively
reducing the procurement cost.

Cooperative Procurements

The use of cooperative purchasing programsis encouraged as a way to obtain goods and/orservices
by aggregating volume, securing value pricing and reducing administrative overhead. Cooperative
purchasing methods generally include the use of another public entity’s (local or state) competitive
bidding process to establish a contract with that agency’s awardee (also known as “piggybacking”).

Additionally, there are numerous regional and national purchasing cooperatives that offer cost free
memberships to access databases of available goods and/or services. Examples of state contracts
and purchasing cooperatives include:

e California Multiple Award Schedules (CMAS) of the Department of General Services (DGS),

e OMNIA Partners, PublicSector (formerly U.S. Communities),

o Sourcewell (formerly NationalJoint Partners Alliance),

e NASPOValuePoint (formerly WSCA-NASPO, orthe Western States Contracting Alliance -
National Association of State Procurement Officials), and

e nppgov (national cooperative basedin Seattle, WA)

Non-competitive Procurements
Non-competitive procurements represent purchases made without competitive bidding where it
may otherwise be required. Examples of such procurements are provided below.

e Solesource. A sole source procurement represents a purchase that can only be obtained
froma single source.

e Single source. Asingle source procurementrepresents a purchase that can be obtained from
more than one source, buta decisionis made to source the purchase based on compelling
factors such as price/value, degree of specialization or technical expertise, or product
standardization.

e Cooperative procurements. Cooperative purchases leverage competitive bidding conducted
by anotheragency, as specified above.

The City Manager or designee may authorize the purchase of goods and services up to $50,000
without competitive biddingif it is in the bestinterest of the City. Sourced purchases of goods and
services greaterthan $50,000 must be approved by the City Council.
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When submitting a purchase requisition for a sourced purchase, using departments must provide a
written justification that explains why the procurement cannot be competitively bid.

Procuring Goods or Services During Emergencies

Emergency events that pose threats to life or property may require immediate purchases without
complying with competitive bidding or other policy requirements. Requirements for making
purchases in emergency situations are contained in Articles XI (Purchasing) and XIII (Awarding Public
Works Contracts).

Note: During declared disasters where the City may seek reimbursement fromthe Federal
Emergency Management Agency (FEMA), many purchases must be procured using competitive
bidding methods as established by the granting agency.

Environmentally Preferable Purchasing

In seeking to encourage the preservation and improvement of the environment, the City has
established an Environmentally Preferable Purchasing Policy (EPP). The overall objective of the EPP
is to help ensure that City purchases:

e Conserve naturalresources,

e Minimize environmentalimpacts such as pollution and use of waterand energy (Energy Star
and Low Emission Vehicles),

e Eliminate or reduce toxins that create hazards to workers and the community,

e Supportstrongrecycling markets (recycled content paper),

e Reduce materials that would otherwise goto a landfill, and

e Increase the use and availability of productsthat protectthe environment.

Detail on the City’s EPP can be found here: XXXXX.

Additional EPP Resources

The Procurement Division of the California Department of General Services (DGS), as the lead state
agency for implementing EPPs at the state level, can be used as a resource for best practice
information on "buying green."

City Purchase Cards

The City has established a purchase card program whereby authorized employees may use acity -
issued credit card for small dollar purchases of certain goods and services costing less than $1,000.
As part of the program, the Finance Department has a purchase card available for “checkout” with
departmentdirector approval. Use of purchase cards is governed by the City’s Purchase Card Use
Policy. The full text can be found at: XXXXX.

Usage of a city-issued credit card is determined by the City Manager or Finance Director based on
operationalneed foremployees who are granted purchasing authority. Cardholders are required to
sign an agreement that acknowledges the obligation to comply with the purchase card and
purchasing policies with the understandingthat policy violations can lead to disciplinary measures,
including termination of employment. Under no circumstances can the purchase card be used for
personal purchases.

Note: Purchase card transactions are reviewed each month by the Finance Director to ensure policy
compliance. Additionally, the purchase card program is periodically reviewed by anindependent

party.
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Detailed information such as allowable/prohibited uses, cardholder responsibilities, authorizations,
conditions of use and penalties forincorrect use are provided in the Purchase Card Use Policy.

Amazon Business Account

The City has an online business account with Amazon, Inc. to facilitate the purchase of goods and/or
services costing lessthan $1,000 that are notavailable through other procurement means. Use of
the Amazon businessaccountis at the discretion of the Finance Director to employeeswho are
granted purchasing authority.

Accountholders are required to sign an agreement that acknowledges the obligation to comply with
all applicable City policies and procedures and will be subject to disciplinary procedures for policy
violations, including termination of employmentand/or criminal prosecution.

Prohibited usesinclude:
e Purchase of items for personaluse,
e Splitting purchase transactions to circumvent policy requirements,
e Sharing the account with unauthorized users, and
e Failure to follow City purchasing policies.

Authorized account users must obtain transaction receipts and forward them, along with any
required documentation, to the department head forapproval.

Procurement Risk Management

Every purchase made by staff members carries an element of risk that must be mitigated through
the use of contract terms and conditions that limit liability and/orthroughinsurance requirements
that vendors must meetto conduct business with the City.

Insurance Requirements

Typically, insurance is required forgeneral services and public works construction where contractors
are working on City property or in rights-of-way. Insurance is also required for professional services
contracts.

Insurance is not typically required for goods purchases, unlessthere is a services componentthat
requires onsite work such as installation or ongoing maintenance, or for off-site services or
memberships.

The City Clerkis responsible for tracking insurance certificates and ensuring they are up to date.
However, the using department responsible for procuring the services must ensure that insurance
requirements are initially metwhen establishing a contract. This includes verifying that insurance
certificatesinclude policy endorsement pagesand appropriately insure the City. Given that contract
terms rarely match up with insurance coverage terms, the points of contact for service contracts
must collaborate with the City Clerk to ensure coverage is maintained at all times.

Making Purchases that Utilize Federal Grant Funding

When purchasing goods and services that utilize federal grants funds, the City is required to follow
the Uniform Guidance requirements contained in the Code of Federal Regulations at 2 CFR 200.318
through 327. These requirements are incorporated in a separate policy documentlocated here:
XXXX X.
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Disposal of Surplus Supplies and Equipment

Using departments are required to notify the Purchasing Agent when suppliesand equipmentare no
longer needed orhave reached the end of their useful life. With the concurrence of the Purchasing
Agent, if the itemis notreassigned to anotherdepartmentthen the using department has the
authority to dispose of the item consistent with the Surplus Disposal Methods foundin the Fixed
Assets section of this manual. City Managerapprovalis needed for the sale of any surplus items for
which the estimated value exceeds $10,000.

Depending onthe estimated dollar value and otherfactors, the Purchasing Agent may require
surplus supplies or equipmentto be competitively bid or publicly auctioned.

Surplus items with no salvage value should be disposed of in a mannerthat salvages recyclable
components if practical.
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ACCOUNTS PAYABLE

A. Introduction
The Accounts Payable (AP) function is responsible for processing vendor payments and printing
checksin paymentforgoods and services purchased by the City. Depending onthe nature of the
purchase, different procedures may be required. Forexample, Accounts Payable makes payments
from supporting documentationin the following forms:

e Aninvoice associated with a purchase order,

e Aninvoice without an associated purchase order (e.g., a utility payment), or

e Adirect payment(such asa bond payment).

Regardless of the payment method, Accounts Payable must review all invoices and other payment-
related documentsin a timely mannerto ensure that charges are legitimate and should be paid.
Additionally, exceptin cases of emergency, payments can only be made if there is a sufficient
budgetappropriation.

Appropriate documentation is essential, and payments will not be processed from packingslips,
account statements, etc., without an associated invoice.

New Vendor Set-up

When doing business with a company or individual for the first time, it is necessary tosetthe vendor
up in the financial system before a purchase ordercan be approved, orfor an invoice to be
approved when purchase orders are not required.

Using departments are responsible for providing the vendor with the City’s standard Taxpayer
Identification and W-9 Form letter (S:\A2 FREQUENTLY NEEDED DOCS\FINANCE Forms) and to
obtain a completed W-9 form from the vendor. The completed W-9formis then forwarded to
Accounts Payable for entry into the Springbrook system.

The Finance Department must keep track of vendors that provide independent contractor services
to the City so that Form 1099 can be issued on a calendar year basis for state and federal tax
compliance. Form 1099 is issued to any vendor compensated more than $600 in a calendaryear.
The form is uploaded and digitally filed at fire.irs.gov by Finance staff.

Electronic Invoice Submittal Requirement

To reduce paper, the City has adopted a requirement that all invoices presented for payment must
be sentelectronically, i.e., paperinvoices sent through the U.S. mail are not accepted. Invoices are
typically sentas PDFfiles attached to emails.

B. Accounts Payable Policies and Procedures

Itis the policy of the City that only original invoices as initially received by using departments willbe
processed for payment. If an original invoice is not provided, then a written explanation signed by
an authorized department supervisor is required to justify payment.

As referenced inthe Purchasing section of this manual, goods and services purchases greaterthan
- require a purchase order, with limited exception such as utility payments, rent/lease
payments, or payments based on intergovernmentalagreements. Every effort must be made by
using departments to comply with this requirement.
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Payments of Invoices Against a Purchase Order

The City’s contracts and purchase orders contain paymentterms and conditions that using
departments must be aware of so that invoices can be received and paid in a timely manner. To
facilitate payment efficiency, purchase ordersissued to vendors contain instructions for including
the purchase order numberon the invoice. Purchase orders can also be routed digitally to vendors
via Springbrook. However, vendors do not always comply with this requirement. Using departments
should remind vendors of this requirement if invoices are routinely sent without a purchase order
reference.

While it is a typical practice for vendors to email invoices directly to using department contacts, the
Finance Department sometimes receives invoices directly. Invoices that are emailed directly to the
Finance Departmentwill be forwarded to using departments for processing.

Invoice Processing

Once invoices are received by using departments, they must be packaged for payment approvaland
enteredinto Springbrook. Departments are encouraged to create an AP Workflow Batch anytime
there is more than one invoice to process. However, invoices should not be accumulated overa
period of time to create a batch and should be packaged for paymentapproval within 48 hours of
receipt. Detailed instructions on payment processing can be found in the AP Workflow Manual
(S:\FINANCE\AP Workflow - Proof Lists and GL Reports\AP Workflow Training Manuals & Requisition
From Templates).

When creating an invoice approval packet, the following items are required:

e Coversheetwithall fields correctly filled out (S:\FINANCE\AP Workflow - Proof Lists and GL
Reports\AP Workflow Training Manuals & Requisition From Templates
o Vendorname
o Invoice number
o Purchase ordernumber
o Generalledger(GL)account number
e Original invoice
e Necessaryorrequired backup documentation

Once the using department enters the invoice packetinto Springbrook, it is routed forinternal
approval to a manager, deputy director, or designee (if the position exists in the department), then
to the department director or designee. (Payment authorization within Springbrook constitutes
signature approval.) Once approved by the departmentdirector, the invoice packet is then routed to
the Finance Director for final approval.

Note: It is important thatinvoices are reviewed and approved in a timely manner. When the
approval workflow has been generated, an automated email will be sent to the approver who has 96
hours to review the workflow before it expires, at which point a workflow must regenerated.

List of Authorized Approvers

For internal control purposes, the Finance Department maintains a list of citywide authorized
paymentapproversthatis periodically updated to keep current. The list is maintained electronically
in the Springbrook system.
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Payments of Invoices without a Purchase Order

As specified above, most purchases of goods and services require competitive bidding or a sourcing
justification and an associated purchase order. However, the following types of invoices can be paid
without competitive bidding (unless otherwise required by law or authorized by management) or
establishinga purchase order:

e Goodsand/orserviceslessthan SXXXX
e Utility payments such as electricity and natural gas
e Legalfees
Legal notices
e Paymentstoothergovernmental entities
e Postage
e Duesand Memberships
e Seminarsand Workshops
e Advertisements and Notices
e Subscriptions
Insurance Claims and Premiums
e Mileage Reimbursements
Travel and Conference Expenses
Recreation Instructor Payments
Tuition Fees
Courier Delivery Services
Trade Circulars or Books
Medical Payments
e Real Property Purchase or Rental

Invoice processing forthese types of payments follows the same workflow for processing payments
associated with purchase orders.

Direct Payments without an Invoice
In some instances, City staff make payments without a traditional invoice due to the nature of the
payment being made. Examples of such paymentsinclude:

Debt service payments,

Payment of payroll withholdings,

Refund checks for recreation services, and
Lease and rental payments.

Purchasing Policy Compliance

When an invoice forgoods and/or services greaterthan SXXXX is submitted, appropriate
documentation must be provided that demonstrates compliance with the City’s purchasin g policy,
as follows:

e [fcompetitive bidding is required, written quotes or bids must be included and/or a bid log
provided with the paymentrequest.
= |fa vendorotherthanthe lowestbidderis selected, an explanation justifying the
selection must be included in the invoice approval packet (typically a memo to the
Finance Director).

egﬁ‘um
page 21 PASADENA



City of South Pasadena Finance Policies and Procedures Manual
ACCOUNTS PAYABLE March 2022

Examplesinclude vendor selections made on the basis of best value where allowed by
law or policy; selections made in accordance with the City’s local preference policy; and
selections made because the low bidder’s submitted bid/quote was not responsive to
submittal requirements.

e [fcompetitive bidding is not required, the invoice approval packet mustinclude the
appropriate exception to competitive bidding. This includes the items referenced above
(utility payments, intergovernmental payments, etc.), as wellas payments associated with
professional services.

Note: Invoice packets that do not include required components willbe returned to using
departments for correction and resubmittal through the approval workflow process.

Note: City employees must make every effort to comply with purchasing policy requirements. Ifitis
determinedthata good has beenreceived or service provided without complying with the City’s
purchasing policy, the using department must obtain authorization from the City Managerforthe
paymentto proceed. Depending onthe circumstances, City employees can be held personally
responsible for paymentto the vendorshould they not comply with established procedures.

Preapproval Required for Check Disbursements

Currently, City staff pay a majority of the bills by issuing checks every otherweek to payees. This
process requires the preapproval of the City Council before payments can be made (awarrant
report with payee information is submitted by the City Manager to Council on a regular basis to
ensure that payments are timely approved).

Prior to obtaining Council approval, a “check run” is performedto print the checksin sequential
order. For internal control and efficiency purposes, all checks should be processed through this
workflow, ratherthan requesting one-time or off-cycle check requests.

Allowable Prepayments

While every effort must be made to ensure that payments are made through the City’s warrant
register workflow process, it may be necessary for the Finance Director or City Manager to authorize
prepayments before Councilapprovalis obtained. These off-cycle payments are identified on the
warrant register. Examplesinclude payments that may accrue late fees or termination of services if
not paid by the due date, urgencies such as debt service payments, payroll withholdings such as
health insurance premiums and payroll taxes, and utility payments. In these rare occasions, all such
requests must be sentto the Finance Director in writing by the respective departmentdirectorin
the using department requesting the check and the reason(s) why the off-cycle checkis warranted.

Check Preparation Requirements

To maintain effective internal control, checks shall only be prepared by personsindependent of
those whoinitiate or approve payments, as well as those who are authorized check signers. In
addition to any otherrequirements established herein, all vendorand employee reimbursement
checks shall be prepared in accordance with the following guidelines:

e Checksshall neverbe made payable to beareror cash.
e Checksshall neverbe signed prior to being prepared, i.e., blank checks cannot be signed.
e Checks mustbe printed in numerical order.
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e Total cash requirements associated with each check run must be reviewed in conjunction
with available bank balance(s) prior to the release of checks to ensure sufficient funds are
available to make payments.

e All vendorsshould be paid within 30 days of City receipt of accurate, undisputed invoices.

e Timing of disbursements should be made to take advantage of early payment discounts
offered by vendors.

e Checkswill notbe signed if supporting documentation is lacking or missing or if there are
guestions abouta disbursement.

e Checksshall not be mailed by individuals who authorize expenditures.

Voided Checks and Stop Payment Requests

Checks may be voided due to processing errors by making proper notationsin the check register and
clearly marking the check as VOID. A journalentry is prepared forall voided checks via the Void
Checks Module in Springbrook and retained on the Finance Drive in the Void Check folder.

If a check cannot be found, a stop paymentrequest can be submitted to Bank of the West. An
associated journal entry will be prepared viathe Void Checks Module in Springbrook. The journal
entries prepared todocument voided checks and stop payments are necessary foraccounting
records and bank reconciliations.

Automated Clearinghouse (ACH) Payments and Wire Transfers

In keeping with best practice goals for reducing paper-based processes, the City makes nearly half of
its payments through ACH and wire transfer processes. (The City’s Taxpayer Identification and W-9
Form letter sent by using departments to new vendorsincludes a checkbox for acceptance of ACH
payments which is leveraged forincreasing this type of payment.)

Similar to the check preparation requirements mentioned above, the person preparingthe ACHor
wire transfer paymentrequest cannot authorize the payment orinitiate paymentapproval. ACH and
wire transfer payments are so noted and included in the warrant report as approved by Council.

In addition, payments associated with the City’s Amazon, Inc. online business account and purchase
card program are paid throughthe ACH process, as are utility bills and postage meter payments.
These payments are shown as “Supplemental ACHPayments” on the warrant register. The
Supplemental ACHPayment expenses are recorded in the Springbrook via a Journal Entry, or
through the Manual Check Module.

Petty Cash Disbursements

Petty cash provides a convenient mechanism for the reimbursement of employee’s incidental
expenses on the City’s behalf, for purchases up to $100. A purchase transaction over this amount
should be an anticipated expense to be procured in compliance with purchasing policies and
procedures.
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UTILITY BILLING OPERATIONS

A. Introduction

The purpose of this section is to provide guidelines and procedures forthe processing of utility bills
consistent with best practices. South Pasadena operates its own water and sewer utility staffed by
City employees (Public Works Department, Water Division), but contracts for billing and collections
services. This section is intended to provide sufficientinformation to enable employees to be fully
aware of and comply with standard operating procedures.

B. Billings and Collections — Munibilling

The City collects revenues from billing utility services to customers (which includes waterand sewer
charges) on a bimonthly basis. The City contracts with Munibilling for all utility billing and collection
services. Utility rates are determined based on arate study and are approved via resolution
approved by City Council. City Council adopts a regular rate and a low-income rate. Utility rates are
updated by Munibilling. At the beginning of the calendar year, the managementanalyst must review
the register for each of the eight cycles to ensure the new rates wentinto effect.

The managementanalyst reviews and approves the weekly bill register that is received from
MuniBilling through a ZenDesk ticket. Atthe end of the monththe managementanalyst downloads
a monthly report fromthe Munibilling website that contains billing details, payment reportsand
otherinformation to create monthly journal entries. The managementanalyst enters the
informationinto an excelsheet, createsa.csv file and thenimports the file into Springbrook.
Weekly/monthly wires are reviewed in the bank reconciliation process.

MuniBilling is responsible forthese services. Please refer to them at (877) 556-7929 foradditional
procedures.

C. Request for Service (further information to be obtained by Munibilling)
MuniBilling is responsible forreceiving new service requests from all new customers and setting up
their accounts directly in the utility billing system. A $S200 deposit or a letter of credit (statingthe
customerwas always on time with the previous utility company) is required to open the account
and provided directly to Munibilling. Please referto Munibilling for further procedures.

D. Adjustment of Charges (to be obtained by Munibilling)

MuniBilling is responsible forthese services. Please referto them for procedures.

E. Billing/Shut Off Procedures (further information to be obtained by
Munibilling)

The City assesses afive percent penalty fordelinquentbills. The City issues three notices aftera
customer’s bill date if a paymentis not received. The firstis sent three days after the bill date with
penalty charges with the warning of a door hangeris not paid by the stated date. The second is
given at least ten calendar days afterthe first notice (notfalling on a weekend or holiday). This is

referred to as a door hanger, which gives the customer 24 hours to pay their past due amountto
avoid shut off.
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The third notice is given two business days after the second notice and may not be senton a Friday,
weekend, or holiday. This informs the customer that their water has been temporarily shut off. They
must pay their bill to avoid furtherfees and keep theiraccountopen.

Door hangers and shut-off notices are generated by Munibilling and sent electronically to the Public
Works Water Division to be printed and placed on customer’s doors. Customers can make a
paymentdirectly to Munibilling via phone or online. Meter readers are prohibited from accepting
payments from customers when they are in the field. Once a paymentisreceived, the customeris
removed from the shutoff list. If a customer does not make a payment within 24 hours of receiving
the door hanger, the Public Works Water Division staff will go to the property and shut off the water
fromthe meter. Eleven days afterthe waterhas been shut off, the meteris locked and the account
is closed.

If a customer’s water has been shut off, they must pay all reconnection fees (doorhangerfee and
disconnect for nonpayment) in addition to their past due balance for the waterto be reconnected. If
a customerwishesto have their water connected outside of normal business hours (normal business
hours are normally Monday through Thursday from 7:30 a.m. to 5:00 p.m.), the customer must pay
the after-hoursreconnection fee in addition to the past due charges and door hangerand
disconnectfor nonpaymentfees.

For questions about the water meterreading process, please contact the Department of Public
Works —Water Division.

F. Dispute Resolution Procedures
If a customerhasa dispute about their utility bill, the process described below will take place.

1. The customershall notify Munibilling if there is a problem with their utility bill within ten
working days of the due date printed on the disputed bill.

2. Munibilling will review and research the disputed bill. If a billing calculation error is found, it
will be corrected immediately.

3. Ifarereadis necessary, it will be done within 24 hours of the notice. The meterreader will
check the working condition of the meterat the time of the reread.

a. Ifthe rereadshowsanerror was made, or the meterwas not working properly, the
reading and/or meterwill be changed and the bill will be adjusted accordingly.

b. Ifthe reread showsthe original reading was correctand the meter was working
properly, noadjustmentwill be made.

c. Thecustomermay requestthata company specializing in such testing check the meter
for accuracy. (The City uses Golden Meters Services Inc.) If testing shows the meteris
working accurately, the customershall pay for the cost of the testing. If the test
determinesthatthe meteris not working accurately, the City of South Pasadenawill pay
the cost of testing.

4. Ifthe customeris not satisfied with Munibillings decision, the customerhas the right to
requestafurtherreview fromthe managementanalyst).

5. Afterreviewinginformation provided concerning the disputed bill, the management analyst
will make a decision about the disputed bill within five working days.

6. Ifthe customeris not satisfied with the management analyst’s decision, awritten request
may be submitted to have the disputed bill presented to the Finance Director (or appointed
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staff in place of the Finance Director) . The written request must be rece ived within ten days
of the managementanalyst’s decision, orthe decision is final.

7. Uponreview of information provided by the customer and staff, the Finance Director will
make a decision about the disputed bill. The Finance Director’s decision is final.

Irate Customers

When dealing with difficult customersit is important to keep language professional, friendly and
respectful while remaining calm. If an employee feels threatened by a customerand has made
attemptsto calm them, the employee should contact their supervisor to diffuse the situation. If the
situation is still not resolved, staff should contact the Finance Director to assist.

If attempts to calm the customer are still not successfuland the Finance Director has not been able
to diffuse the situation, then the customer should be advised that staff will be calling the Police
Departmentandthe customershould be asked to stand aside.

egﬁ‘um
page 26 PASADENA



City of South Pasadena Finance Policies and Procedures Manual
ACCOUNTS RECEIVABLE AND REVENUE COLLECTIONS March 2022

ACCOUNTS RECEIVABLE AND REVENUE COLLECTIONS

A. Introduction

The Accounts Receivable function of the Finance Department handles the collection of the City’s
various revenue sources and otherreceivables. Examples of such receiptsinclude taxes, fees, fines,
billed goods and services, grantfunding, deposits, and damage to City property.

The City receivesitsrevenue in a variety of ways such as:

Receiving remittances directly from the state or othergovernmental entities;
e Acceptingcash, checks, and credit card payments at cashiering counters at City facilities;
e Receiving payments throughthe U.S. mail;
e Accepting payments online;
e Acceptingautomated clearinghouse (ACH) and wire transfer payments through secure
online banking portals; and
e Direct invoicing individuals or companies for monies owed.

This section focuses onthe City’s receivables other than tax revenue and grant funding which are
coveredin the Governmental Accountingand General Ledger Maintenance Section of this manual.
In addition to the policies and procedures on cash receipts described in this section of the manual,
detailed instructions on cash handling and cash receipts are included in the citywide Cash Receipt

Manual located at -

The timing and receipt of receivables s critical for cashflow purposes. Equally importantis the need
to establish sound financial management and oversight practices and properinternal controls for
handling and accountingfor receivables. These principles and procedures are described below.

B. Cash Handling

All persons engagingin any activity related to the handling of cash or other forms of payment must
adhere toa system of internal controls that safeguard City funds. Effective cash handling
management principles employ industry approved best practices, as well as the implementation of
sound internal controls. Utilization of the following will aid in the achievement of thiscommon goal:

1. The organization’s structure should provide for the segre gation of functional responsibilities
such as invoicing, receipt of payments, and recordkeeping.

2. The work environment must be conducive to safeguarding money. Thisincludes proper

office layout with counters, safes, cash boxes, cash registers/terminals, camera and video

monitors, alarm buttons, etc.

Employees must be qualified and trained in propercash handling techniques.

There must be sufficient staff to permit segregation of functions.

Limited access should be given to persons handling cash.

Cash should be counted daily by two persons that verify the proper counting of cash and

documenttheircount by signing/initialing cash receipt logs.

7. Sound practices and procedures must be established and followed at all timesin the
performance of departmentfunctions.

8. Where a work unit is not large enough to allow for proper segregation of functions, or if the
work environment does not permit the optimal physical facilities, management oversight
must be increased commensurately.

o vk w

!gﬁ‘UTH
Page 27 PASADENA



City of South Pasadena Finance Policies and Procedures Manual
ACCOUNTS RECEIVABLE AND REVENUE COLLECTIONS March 2022

C. Cash Receipts

The City receives money through a centralized cashiering system. Money received for Planning and
Public Works permits or plan checks, Recreation and Senior Classes, Library Fees etc. are processed
by the departmentand reconciled by managementanalyst and a manager.

Each department opens abatch file in Springbrook to reportthe daily cash receipts.

Money is received through multiple channels: mail, walk-in, lockbox outside of City Hall, offsite
departments, wire transfers, ACH, and online payments. The cashier assisting the walk-in customer
will enterthe payment details into Springbrook. Springbrook create s a receipt that is numbered
automatically and given to the customer. The managementanalyst has access to the Utility Bill
Dropbox (green box outside in front of the Police Department). The lock box is mostly for Water
Utility payments. The management analyst mails bills to the processing centerone totwo times per
week and keeps alog of paymentsreceived.

If the payments are coming from departments off site (Community Services, Recreation, and Library)
they are transported daily using Brinks armored services. Staff from the Police and Fire Departments
walk the deposits to Finance on business days.

The City acceptsthe forms of paymentlist below.

Check Payments

Checks are placed together with the batch at the end of the day and placed in the safe after
reconciliation with the Cash Receipts Proof List for the day’s receipts on that register (close around
5:30 p.m.).

The cashier for each department recounts all the money and ensures it agrees to the attached Trial
Balance reports. Information from ACH receipts are obtained through bank statements and entered
into Springbrook via the bank reconciliation process through a cash receipt.

Credit Card Payments

Handling of credit card paymentsis governed by the Payments Card Industry (PCl) Data Security
Standards (DSS). The City must maintain PClcompliance in its handling and storage of customer
credit card information. Walk-in credit card payments are charged and signed by the payee while at
the counter. If the payee has authorized the City to charge the card and it is notin a position to sign
the payment, then that will be noted on the payment.

At the end of the day, a Totals Report from the credit card machine (Bluefin) is automatically
printed. The receipt amounts are counted and compared to the report from the credit card machine
as well as the Settlement Report. Credit card receipts from other departments are also counted
against the report from their respective batch. Credit card payments are reconciled using the Proof
List function from Springbrook. The credit card receipts are placed in the safe with the other
paymenttypes forthe day.

Cash Payments

Cash is received and counted before being putinto the cash register. All cash shall be counted
separately by two employees of the Finance Department as indicated in the Cash Handling section
above. Atthe end of the day, cash is placed in the safe with the other paymenttypes.
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Whenreceived from other departments, the management analyst recounts the cash and makes sure
the report matches the amount of cash received. Otherwise it is sent back to the department for
them to reconcile. Finance staff will only receive cash from outside departmentsthathasbeen
properly accounted for and documented.

Online Payments
South Pasadena accepts online payments for water through the Munibilling portal, for Recreation
through Sportsman, and for other payments such as permits and plan checks through Heartland.

Departments will send a customer a digital cash receipt form thatincludes their total along with a
link to the City’s portal. The system sends payment confirmation, which the customeris required to
forward to the department to complete theirapplication and/or project. Uponreceipt of the
confirmation from the customer, the department willforward this along with the cash receiptto the
Finance Department. At the beginning of the following month, the managementanalyst generatesa
receiptreportfor each departmentand reconciles the cash receipts to the transactions, as well as
the amountsreceived on the bank statement.

ACH Payments
Information from ACH receipts are obtained through bank statements and entered into Springbrook
by the management analyst weekly.

D. Armored Transportation Service

Brink’s Incorporated provides armored transportation services to the City. Brink’s will bring any cash
from other departments offsite twice weekly (Tuesday and Thursday) and pick up any bank deposits
the Finance Department has prepared.

E. Revenue Reconciliation

The management analyst reconciles the cash, checks and credit card receipts and enters daily
transactions on the Cash Receipts Reconciliation form (provide link) on a weekly basis. Once
confirmed, cash paymentsare put into a sealed bag with paymentinformation for Bank of the West.
This bag is keptin the safe until it is picked by Brink’s armored services to be transported to Bank of
the West. The management analyst scans checks directly to Bank of the West once they have been
reconciled.

All credit card receipts are keptin a locked cabinetin the office and filed by day. ACH remittances
are saved in the Finance Drive.

The Finance Director, accounting manager, finance manager, and managementanalyst all have the
combination to the safe.

F. Business License Payments

Business license applications are processed through HdL, the City’s contractor. Customers are
encouraged to make the paymentdirectly to HdL through their website but may also mail in
payments.
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G. Billing for Services

The Finance Departmentinvoices individuals and companies for services rendered or for damage to
City property. In cases where a permit fee or depositis required, the payment shall be made prior to
the issuance of a permit or performance of other City services.

Unless otherwise required perordinance, resolution, or other authority, all bills should have
established terms (30 days from the invoice date). Invoices should include language to explicitly
state the penalties and interest to be charged and the timeframe for which they will be charged. The
City will assesses afive percent penalty fordelinquent bills.

City staff follows the same billing procedures outlined in the Utility Billing Operations section of this
manual for services rendered and damage to City property.

H. Water Bills

Water billing is outsourced to Munibilling. Munibilling utilizes Heartland to wire cash receipts to the
City on a weekly basis. The management analyst mails bill payments tothe processing centerone to
twotimes perweekand keeps alog of paymentsreceived.

Note: Billing and cash receipts data sourced from Munibilling require manual entry into the
Springbrook system. The managementanalyst generates asummary report from Munibilling and
translatesit into a journal entry to uploadinto Springbrook.

I. Delinquent Accounts

An allowance for delinquent accounts should be established to reflect the amount of the City’s
receivablesthat Finance Department staff estimates willbe uncollectible. The establishment of an
allowance accountensuresthatthe City’s receivables are not overstated and that accounts deemed
uncollectible are timely and accurately recordedin the correct period for financial reporting
purposes. Judgment willbe exercised in determining the allowance for uncollectable receivables by
the Finance Director.

Efforts should be made to pursue the timely collection of delinquent accounts. Write-offs should be
performed annually to ensure account receivables are fairly stated. Collection efforts should be
exhausted prior to any write-offs. Accountants and management analysts will identify accounts to
be written off and submitted to the Finance Director or designee forapproval. All accounts referred
for write-off must be reviewed and approved by management prior to final write -off.

Amounts under $5,000 may be written off with the approval of the accounting manager or finance
manager after review by the Finance Director. Amounts under $25,000 may be written off with the
approval of the Finance Director, and amounts over $25,000 shall be at City Manager’s discretion.
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PAYROLL

A. Introduction

The largest expenditure category of the City’s budgetis for the payment of salaries and benefits for
its employees. Itis critical, therefore, thatthe processingand accounting of these expendituresis
performed accurately and efficiently. The payroll and benefits process is also one of the more
complex functionsin the Finance Departmentinthat there are multiple bargaining groups, position
classifications, and benefit plans, as well as the need to comply with all the reportingrequirements
of state and federal governments and the California Public Employees’ Retirement System (CalPERS)
related to payroll. This section provides guidance and proceduresrelated to the proper processing
and reporting of payroll and benefits. Overallresponsibility for the administration of payroll rests
with the Finance Department with the overallresponsibility for benefitadministration resting with
the Human Resources Division of the Management Services Department.

This manual should be consulted in conjunction with appropriate instructions from state and federal
agencies.

The objective of this sectionis to ensure:

e Thetimekeepingprocessisaccurate and timely,

e The payroll process has properinternal controls and efficiently calculates pay and tax
withholdings,

e Paychecksor direct deposits are timely and accurate and reflect valid services performed,

e Benefitcosts deducted from pay are accurate, and

e Filings to other governmentagencies are on time and accurate (e.g., quarterly tax reporting,
W32s, CalPERS reporting, etc.).

B. Pay Period

The City operateson a biweekly payrollperiod. The Finance Department maintains a calendar of pay
periods, timecard/leave request submittals, and pay dates and issues this calendar to all operating
departments for dissemination to all employees. Employees are responsible for filing timecards
and/orleave reports consistent with the published biweekly payroll periods.

C. EmployeeFiles

A personnelfile is established for all employees with current documentation and is maintained by
the Human Resources Division of the Management Services Department. The following payroll
related forms, documents, and information shall be obtained and included in the personnelfiles of
all employees:

e Emergency Contactform

Acknowledgement forms

Performance evaluations

Training certificates, college degreesrequired

Personnel Action Formsindicating all pay-related information
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D. Changes in Payroll Data
All the following changesin payroll data must be authorized in writing through a Personnel Action
Form:

New hires

Terminations

Changesin salaries and pay rates
Voluntary payroll deductions

Changesin income tax withholding status
Court-ordered payrolldeductions

Direct Deposit Authorization

Benefit Enrollment

IOMMoUO®P

New hires, terminations, and changes in salaries or pay rates shall be authorized in writing by the
Human Resources Division.

When changesto salaries and benefits result from updated memoranda of understanding (MOU)
with the City's bargaining units, the Human Resources Division is responsible for indicating such
changeson a timely basis to the Finance Department prior to the pay period in which the changes
occur. Payroll will make the necessary modificationsin the payroll system and will prepare a
summary of all changes entered for review by the Human Resources Division to verify consistency
with the negotiated changesin the MOUs. The Human Resources Division will submit written
verification to Payroll indicating its review and approval of all changes.

Voluntary payroll deductions and changesin income tax withholding status shall be authorized in
writing by the individual employee. Documentation of all changes in payroll data shall be maintained
in each employee’s personnelfile, which is held in the Human Resources Division of the
Management Service Department.

E. Payroll Taxes

The Finance Departmentis responsible for ensuring all required tax forms are properly completed
and submitted, and that all required taxes are withheld and paid on a timely basis in accordan ce
with federal, state and local requirements.

F. Benefits Enrolimentand Deductions

The Finance Departmentis responsible for ensuring all required benefits deductions (e.g., CalPERS
deductions, health benefits, deferred compensation, flexible spending accounts) are properly
completed and submitted, and that all deductions are withheld and paid to the third-party
administrators on a timely basis in accordance with their requirements. The Human Resources
Division of the Management Services Departmentis responsible for entering and maintaining
benefitinformation.

G. Preparation of Time Records

Each employee must submitan approved time record on the first day following the close of each
pay period. It is the employee’s responsibility to accurately account forand record time daily using
the identified method in each respective division. This applies whether usingatime clock, hand-
written records, or any othertype of time recording device. Employeesare also responsible for
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promptly making any necessary corrections to the timesheetto accurately reflect hours worked or
in a paid status.

Time records shall be preparedin accordance with the following guidelines:

e Each time record shall reflect all hours worked during the pay period (time spentonthe job
performingassigned duties), whether compensated or not.

e Time recordsshall be entered via TimeClock Plus and attested to by the employee.

e Thetimesheetissubmitted to the immediate supervisorforverification and approval.

e Time records are reviewed and corrections are made by payroll staff.
Employees shall identify and record hours worked based on the nature of the work
performed.

e Compensated absences (vacation, holiday, sick leave, etc.) or leave without pay should be
clearly identified as such.

The department director or their designees must approve overtime requests priorto overtime being
worked.

Afteremployee time records are prepared, the department director or their designees approve
timesheets, including overtime submittals and leave requests, prior to submission. Timesheet
corrections identified by an employee’s supervisor shall be returned to the employee to update.
Supervisors are to ensure that employees make the necessary corrections to their timesheets to
accurately reflect hours worked.

If an employee is unable to submit their timesheet, payroll staff will enter their time according to
the operating department’s supervisor/manager’s instructions. In this situation, the employee s
responsible forensuring that the timesheetis submitted and approved by their supervisor/manager
as soon as possible after payroll is processed. Any differences that vary from the time paid will be
addressedinthe pay period immediately following propersubmittaland approval of the timesheet.

H. Processing of Timesheets

The payroll accountant will process the timesheetsin TimeClock Plus submitted after departmental
approval. The payroll accountant may change or correct timesheets to reflect payroll practices and
notify the employee/supervisor of the change. Once the timesheet entries are completed and
reviewed, the payrollaccountant will run a report and download time data from TimeClock Plus and
upload it into Springbrook for processing. Any changes or corrected payroll errors will be made on
the next payroll.

Intentional falsification of timesheets shall be cause for discipline up to and including terminationin
accordance with the City’s personnelrules and regulations.

I. Approval of Payroll
The Finance Director or his/her designee shall sign and date the payroll registers indicating approval
of the payroll.

J. Payroll Processing

To process payroll, a positive pay file as well as an ACH NACHA file will be generated by the payroll
accountant and savedin a payroll folderfor each specific pay period. The accounting manager or in
their absence, the Finance Manager will upload the positive pay file as well as the NACHA file to
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Bank of the West. The accounting manager and the Finance Manager are the only staff membersin
the Finance Departmentthatare authorized to upload the aforementioned files. Based on the total
payroll payoutfor the ACH NACHA file and the positive payfiles, a corresponding total amount of
funds will be automatically transferred from the operating account at Bank of the West to the zero-
balance payroll account.

Employeesreceiving hard checks or direct deposits are noted in the positive pay file. As part of the
payroll process the system will push through a report of standard checks forall staff that are on the
positive pay file and will receive a hard check. The format and layout of the standard check mirrors
the City’s blank check layout (payrollstub). Employees are encouraged to sign up for direct deposit
with the payroll accountant to have their payroll deposited directly into their bank account.

Validated hard payroll checks or payroll stubs are individually presented to representatives from
each operating departmentin sealed envelopes with the employees’ name onit for distribution.

The accounting manager and the Finance Manager have the signatures of the Mayorand the
Treasurer, which are password protected. The blank check stock is kept under dual control with one
key held by the management assistant with the accounting manager and/or Finance Manager
having access to the other key. Once the number of blank checks (which are prenumbered) is
selected, thatinformationis writteninto the log for utilized checks and the payroll accountant will
print the check utilizing the standard check template onto the blank check stock. The accounting
manager or in theirabsence, the Finance Manager will print the signatures onto the already
prepared check(s). On a monthly basis, a reconciliation of the operating and payroll accounts is
performed by a designated staff memberin the Finance Department.

K. Separation of Employment

Employees separating from City services will receive in their last payroll check or direct depositas a
cash-out for all unused vacation leave time, management leave and/or compensatory leave time
that they had onthe books prior to separation. Procedures for processing unused sick leave will be
outlinedin the appropriate bargaining groups’ Memoranda of Understanding (MOU).

L. Post-Retirement Benefits

The Payroll Accountantis responsible for uploading payroll data after each payroll to the California
Public Employees’ Retirement System’s (CalPERS) MyCalPERS website. Reconciliation is completed
to ensure accuracy of the reports generated to CalPERS by the payroll accountant and paymentto
CalPERS is processed by the payroll accountant. The Human Resources Division of the Management
Services Departmentis responsible forensuringall required retirement procedures are processed as
outlined by CalPERS and the appropriate Memoranda of Understanding (MOU) for bargaining
groups.

Other Post-Employment Benefits (OPEB) is outlined in the respective MOUs and administered by the
Human Resources Division of the Management Services Department.
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FIXED ASSETS

A. Introduction
As of June 30, 2020, the City owned capital assets amountingto $225.2 million. They are broken
downas shownin Table 3.

Table 3. City Owned Capital Assets

Capital Assets | Amount ‘
Land and Construction in Progress $15.5 million
Buildings and Improvements $25.8 million
Vehicles and Equipment $13.9 million
Infrastructure $170 million

Giventhe size and complexity of this portfolio of capital assetsit is incumbent on appropriate staff
in the Finance Departmentto establish rules and procedures forthe properaccounting of these
assets in accordance with generally accepted accounting principles (GAAP) and forinternal control
purposes.

The objective of this sectionis to ensure that properaccounting proceduresare in place to:

Identify which expenditures qualify to be capitalized as fixed assets,
Properly classify fixed assets,

Determine proper depreciation of an asset (if appropriate),

Determine which assets should be subject to periodicinventory, and

e Properlyaccount forthe disposal of an asset at the end of its useful life.

B. Capital Assets Policies and Procedures

Capitalization and Threshold

Capital assetsare major assetsthatare usedin governmental operations and that benefitbeyond a
single fiscal period. The City of South Pasadena will reportthe following major categories of capital
assetsthat have an estimated usefullife of more than one yearfrom date of acquisition or
construction.

Land

Intangible assets

Constructionin progress

Buildings

Improvements other than buildings
e Furnishingsand equipment

e Infrastructure

Land
Land is always capitalized as a separate capital assetin its ownright, evenifit is closely associated
with some other capital asset. Thus, the land undera building or highway must be classified as land
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rather thanincluded as part of the cost of the building or highway. The amount capitalized as land
shouldinclude any land preparation costs that will have an indefinite usefullife. Land is not
depreciated because it has an indefinite usefullife. The capitalization threshold forland will be set
at $25,000, with an indefinite usefullife.

Intangible Assets

Governmental Accounting Standards Board (GASB) Statement #51 deals with the reporting of
intangible assets in financial statements. GASB#51 defines intangible assets as assets thatare
identifiable and possess all of the following characteristics: lack of physical substance, nonfinancial
nature (notin monetary formlike cash or investmentsecurities), and initial usefullife extending
beyond asingle reporting period. It requires the recording and reporting of intangible assets such as
easements, land use rights (i.e., waterrights, timber rights and mineral rights), patents, trademarks
and copyrights. In addition, computer software thatis purchased, licensed or internally generated
(including websites) as well as outlays associated with an internally generated modification of
computersoftware. The capitalization threshold forintangible assets will be set at $5,000, with an
estimated usefullife between 5and 50 years.

Construction in Progress

Construction in progressis an asset class whereby the costs directly associated with constructing a
capital assetare recorded. Once the asset is placed in service, all costs associated with it that are
stored in the construction in progress account are shifted into whichever capital assetaccount is
most appropriate for the asset. Costsin the constructionin progressaccountare not depreciated
until the assetis placed in service.

Buildings

Buildings are an asset class used to account for permanent (non-moveable) structures. The amount
reported should include any costs incurred to increase the service utility of a building or to extend
its total estimated usefullife (improvements or betterments). The amount should also include
restoration costs incurred as the result of capital asset impairment. The capitalization threshold for
buildings will be setat $25,000 with an estimated useful life of 50 years.

Improvements other than Buildings

Improvements other than buildings include permanent (non-moveable)improvements toland that
have a limited usefullife (land improvements). Examplesinclude roofing, fences, retaining walls,
parking lots, and most landscaping. The capitalization threshold for improvements otherthan
buildings is $25,000 with an estimated usefullife of 10 yearsto 50 years.

Furnishings and Equipment

Furnishings and equipment constitute an asset class to account for moveable items. Some examples
include secondaryroad equipment, HVAC systems, technology equipment and software systems,
and vehicles. The capitalization threshold for furnishings and equipmentis $5,000 with an estimated
usefullife between 3yearsand 30 years.

Infrastructure Assets

This category involves long-lived capital assets that are stationary in nature and normally can be
preserved forasignificantly greater number of years than most capital assets. Infrastructure assets
are the basic physical assets that allow the City to function. Examples of infrastructure assets include
streets, bridges, sidewalks, drainage systems, waterand sewer systems, and lighting systems. Each
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majorinfrastructure system can be divided into subsystems. Forexample, the street system can be
subdivided into pavement, curb and gutters, sidewalks, parkways and medians, streetlights, and
electronic control devices. These subsystems are delineated in the City’s annualfinancial
statements. The appropriate operating department maintains information regarding the subsystem.
The capitalization threshold for infrastructure assets will be set at $25,000, with an estimated useful
life as shownin Table 4 below.

Table 4. Infrastructure Assets Thresholds

Infrastructure | Years

Sewer collection system 60
Storm drain system 60
Bridges 60
Hardscape 40
Parkways and medians 40
Pavement, curbs and gutters, and sidewalks 35
Streetlights 20
Electronic traffic control devices 20

Valuation Method of Capital Assets

Capital assets are to be reported at the cost at which they were initially acquired or constructed
(“historical cost”) or estimated historical cost if purchased or constructed. This should include
capitalized interest and ancillary charges necessary to place the assetinto its intended location and
condition foruse. Ancillary chargesinclude costs that are directly attributable to asset acquisition.
The historical cost should include the cost of any subsequent additions orimprovements, which
would extend the expected useful life of the asset but exclude the cost of repairs or routine
maintenance.

Items acquired to extend the life of a previously acquired asset are notrequired to be inventoried
but are added to the historical cost of the assetand capitalized. The cost of normal maintenance and
repairs that do not add to the value of the asset or materially extend the asset’s life are to be
expensed ratherthan capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interestincurred during the construction phase of capital assets of business-type activities is
included as part of the capitalized value of the assets constructed.

The categorization of capital improvement costs as opposed to repair or maintenance will be
determined based on the professionaljudgment of the asset operating department on a case -by-
case basis. Trade-invalue, if any, will be deducted fromthe asset cost. Additionally, if the asset
traded was not fully depreciated, the ending book value will be added to the cash paid to determine
the capitalized cost of the new asset. Atrade-in can be defined as exchanging an existing asset as
part of an agreementto acquire a new asset.

Capital assetsacquired under capital lease are capitalized at the net presentvalue of the total lease
payments. Donated capital assets are valued at their estimated acquisition value at the date of
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donation. Capital assets that are being depreciated will be reported net of accumulated depreciation
in the statement of net position. Depreciation expense willbe reported in the annualfinancial
statement’s Statement of Activities. Individual assets with an initial cost of less than $5,000 will be
maintained on an inventory list for insurance purposes and said list shall be maintained by the
Director of Finance.

Depreciation Method for Capital Assets
Depreciation expense willbe measured by the straight-line depreciation method which is historical
cost divided by the estimated useful life of the asset.

Formula = Historical cost/Estimated Useful Life

Depreciation will be calculated annually based on the actual month of acquisition forthe capital
assets of machinery, equipment, vehicles, buildings and improvements other than buildings. Land,
intangible assets and construction in progress are not depreciated. Forintangible assets, if the
usefullife can be determined from contractual or otherlegal rights, then the intangible asset should
be amortized overthat usefullife, and the service life should not exceed that contractual or legal
rights limit.

If an asset’s estimated useful life is either extended (increased) orreduced (decreased) at any time,
depreciation expense willbe adjusted prospectively to calculate depreciation based on the
remaining undepreciated historical cost (historical cost less accumulated depreciation) divided by
the remaining estimated usefullife of the asset.

Estimated Useful Lives of Capital Assets

The standards or parameters for estimating the usefullives of capital assets are based on principles
of objectivity and reasonableness. The professionaljudgment of staff in the City’s operating
departmentsis relied upon for determining estimates of usefullives, taking into accountindustry
averages where applicable.

A range approach is used as a matter of policy, with specific estimated usefullives attached to
specific assets when recorded to facilitate depreciation and tracking.

C. Disposal of Capital Assets

The disposal of capital assets shall be done pursuantto this section to provide:

e For donation of “as-is” surplus supplies and equipment to other governmental agencies or
non-profits providing services directly to South Pasadena,

e An ability to avoid the costs of unnecessary purchases and storage by facilitating the reuse
of valuable surplus property and the disposal of surplus property of no resale value,

e Forthe quick and easy removal of surplusitems from the owning department’s premises
and to provide compensation fromsale,

e Sustainable practices by recycling surplus property in lieu of sending property to landfills,
and

e Theavailability and affordability of land for the development of affordable housing.

The Surplus Land Act wentinto effectonJanuary 1, 2021 and was designed toincrease the
availability of real property in California for affordable housing development by requiring the
prioritization of affordable housing when cities sell or lease public lands that are nolonger necessary
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for City use. Accordingly, the City’s policy regarding the disposal of surplus land will be governed by
the Surplus Land Act Guidelines as enacted and amended by the state legislature.

Eligibility for Surplus Disposition

When it has been determined thatanitem has servedits original purpose and no longer provides
value to the City, the item shall be slated for determination of its eligibility for disposition. This
policy coversitems such as office furniture, office equipment, electronicequipment, City vehicles,
computerhardware, and other capital outlays.

Surplus Disposal Methods
If an itemis nolonger of value to the City the item may be disposed of using one of the following
methods:

1. Properlydiscard the item if it is broken, unusable, and/or hazardous;

2. Retention of the property and reassignmenttoanother City department;

3. Trading the itemin fornew replacementequipment;

4. Donation in accordance with the Surplus Property Donation limits and procedures of this
Policy;

5. Auction; and

6. Selling the item through a sealed-bid process.

Oversight of Surplus Property

As the City’s designated Purchasing Agent, the Finance Director is responsible for managing the
disposition of all City surplus property. The Finance Director may delegate this routine
administrative responsibility as specified in this section to another department staff member. Once
the request has been submitted, the Finance Director or the designated staff member will
coordinate the removal of the items.

Items with a value of lessthan $5,000 may be declared surplus by the appropriate departmenthead
and disposed of by one of the Surplus Disposal Methods. Fortrackingand accou nting purposes,
departmentsare to complete a Surplus Request Form when declaring property as surplus and
sendingit to the Finance Department.

Items with a value over more than $5,000 and less than $10,000 may be declared surplus by the
Finance Director and disposed of by one of the surplus disposal methods. Items with avalue of
$10,000 or more must be declared surplus by the City Manager prior to disposal by one of the
surplus disposal methods.

To dispose of the City’s surplus property by auction, the City has contracted with an outside vendor
to pick up and auction the items. Checks for surplus items will be made payable to the City of South
Pasadena.

Note: For health and safety reasons, no hazardous items will be picked up for disposal.

Table 5 reflects the aforementioned threshold amounts as wellas authorization levels to declare
property surplus.
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Table 5. Surplus Property Threshold and Approval Levels

Threshold Amount | Approval
Less than $5,000 Department may surplus/declare obsolete
$5,001 to $9,999 Requires Department to seek Finance Director approval
$10,000 or more Requires City Manager Approval

Reassignment of Assets

When a City department head determines thatan assetis surplus to its needs, notification shall be
made to the Finance Director to coordinate the appropriate placement, storage and disposal as
determined. Priorto the declaration of surplus, the first option will be to reassignthe asset within
the City where it can be of most use or value. If it is not possible to be reassigned, the Finance
Director shall prepare the assetfora City surplus determination by the City Manager, if it has a value
of $10,000 or more.

The decision to designate anitem for the City surplus originates with the department where the
material is located, and the department staff person shallcomplete the surplus request form
including a complete description of the item, location, approximate value, etc. If the condition of
City surplus materials is deemed as broken, unusable, hazardous and/or having “no salvage value,”
then at the discretion of the Finance Director an item may be discarded properly. The Finance
Director must be notified and may authorize the disposal of City surplus materials valued at less
than $10,000. The employee requestingthat the item be declared surplus must sign the completed
formbefore sendingit to the Finance Department.

Statement of the Surplus Request on the Staff Report

Once the form is submitted to the Finance Department, the Surplus Request will be stated on the
staff report for any itemvalued at $10,000 or more. The City Manager will have the discretion to
approve the request. Finance will coordinate staff report to dispose of surplus materials ona
quarterly basis.

Financial Reporting

The Finance Department will be responsible forall levels of recordkeepingand sale processes. Itis
the responsibility of all departments to process and complete the Surplus Request Form and submit
to the Finance Department. The Surplus Request Form can be found in the shared drive at:
S:\Finance\Forms\Purchasing\Surplus Property.

Surplus Supplies and Equipment Eligible for Donation
Surplus supplies and equipment valued at less than $10,000 which are notreassigned to another
City department use may be eligible for donation in the following priority:

1. To a non-profit organization formed by the City of South Pasadena for the benefit of its
residents.

2. Toanothergovernmentalagency, including a school district, which provides services to the
City of South Pasadenaorits residents.

3. To a non-profit organization (501-C(3)) which has eitherreceived a grant from the City to
provide public services or has entered into a written agreement with the City or the
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donation would further a special project or City effort to benefitany group or community,
including a community event, that the City wishes to provided assistance to.

No surplus supplies and equipment with an estimated value of $10,000 or more is eligible for
donation unless authorized by the City Manager.

Process for Donation of Surplus Supplies and Equipment
A. Forsurplussuppliesand equipment valued at less than $5,000:

1

4.

The department head identifies surplus property available for donation in accordance with
this policy,

Places a notice of availability of surplus property fordonation on the City’s website fora 30-
day period to receive requests for donation and reaches out to potential donees,

Reviews all requests for donation and determines the donee in accordance with the priority
of donations, and

The decision of the department head is appealable to the Finance Director.

B. Forsurplussuppliesand equipment valued at $5,000 or more, but less than $10,000:

1

The Finance Director identifies all property available for donationin accordance with this
policy,

Places notice of availability of surplus property for donation on the City’s website fora 30-
day periodto receive requests fordonation and reaches out to potential donees, and
Reviews all requests for donation.

C. Forsurplussuppliesand equipment valued at more than $10,000:

1

The Finance Director identifies all property available for donation in accordance with this
policy,

Places notice of availability of surplus property for donation on the City’s website fora 30-
day period to receive requests fordonation and reaches out to potential donees, and
Reviews all requests for donation and submits eligible requeststo the City Manager for
determination.

D. Requirementsapplicable to all donations.

1

All requests for donation must state the benefitto be derived fromthe donated surplus
suppliesand equipment inthe requestfordonation.

Such requests must ensure that the donated surplus supplies and equipment benefits the
donee asstatedin the requestfordonation and that any donee or donee’s agent certify
upon acceptance that no one involved in the donation process has received or will receive a
profit or fee forthe transaction.

Donations of surplus property are made “as is,” without any warranty, express orimplied.
All donees shallexecute awaiver of claim or liability against the City and agree to defend,
indemnity and hold harmless the City, its officers, and employees, form any claim, cause of
action, damage, loss, or liability arising out of the condition of the property or its use by the
doneesorsubsequenttransferee, as a condition of the donation.

Undernormal circumstances, surplus supplies and equipment willnot be donated to city
employees without first receiving City Manager approval.
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INVESTMENTS AND DEBT MANAGEMENT

A. Introduction

This section of the manual includes information on how the City investsits idle funds and manages
debtin accordance with applicable laws. In accordance with state law, the investment policy must
be approved by the City Council eachyear. The policy, _, contains details about how
the City can investits funds and what the allowable investmentinstruments are. (This manualonly
contains a brief description of the policy.)

South Pasadena has an elected City Treasurer who is responsible (under delegated authority from
the City Council) for establishing procedures and controls associated with the City’s investment
program. This delegation of authority extends to the Finance Director and finance manager, who
administerand manage the City’s investment portfolio and required monthly reporting.

B. City Investment Policy

To investidle funds, the City must comply with state law that governs the types of allowable
investments and explicitly requires that investment decisions be based first and foremost in the
safety of the investment, followed by its liquidity, and only when these conditions are satisfied can
yield be considered.

In addition to these requirements, the City Councilis required to adopt a resolution to approve an
investment policy every year. The City’s investment policy covers all financial assets and investment
activities underthe direct control of the City. The key elements of the City’s investment policy are
briefly described below.

Prudent Investor Standard

The City Council and any staff members authorized to make investment decisions on behalf of the
City are trustees subject to the prudentinvestor standard specified in section 53600.3 of the
California Government Code. This standard essentially requires trustees to act with care, skill,
prudence and diligence in investing the City’s idle fundsin accordance with lawful requirements.

All participants involved with investment processes must act as custodians of the public trust and
recognize that the investment portfoliois subject to public review and evaluation. Accordingly, the
overall program shall be designed and managed with a degree of professionalism thatis worthy of
the public trust.

C. Investment Management and Reporting

The authority to manage the City’s investment program is derived from California Government Code
Sections 53600 etseq. In adoptingthe investment policy, the City Council delegatesinvestment
authority to the City Treasurer, who s responsible for establishing procedures and controls for the
operation of the investment program consistent with the investment policy. Such procedures shall
include explicit delegation of authority to persons responsible forinvestment transactions. This
delegation of authority extends to the Finance Director and finance manager, recognized as deputy
treasurer(s).

The names of those persons to whominvestment authority is delegated will be submitted to City
Council for approval. No person may engage in an investment transaction except as provided under
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the terms of the investment policy and its related procedures. The City Council may revoke the
delegated authority of the City Treasurerin writing at any time.

Reporting Requirements

The deputy treasurers submit a monthly report to the City Council and copied to the Finance
Commission. The reportincludes importantinformation oninvestment activities. The investment
policy includes the required reporting elements.

D. Debt Management Policy

This Debt Management Policy establishes objectives, parameters, and guidelines forresponsibly
issuing and administering the City’s debt. Prudent management of the City’s debt programis
necessary to achieve cost-effective access to the capital markets and demonstrates acommitment
to long-termfinancial planning.

Scope

These policies establish the restrictions within which the City of South Pasadenaandthe South
Pasadena Public Financing Authority, on behalf of the City, mayissue debt. Additionally, these
policies apply to debtissued by the City on behalf of assessment, community facilities, or other
special districts, as well as conduit debt.

Debt Management Objectives
This policy setsforth key objectives forthe City in issuing and administering the City’s debt, which
are to:

e Maintain the City’s sound financial position.

* Minimize debtservice and issuance costs.

e Maintain access to cost-effective borrowing.

e Achieve and maintain the highestreasonable credit rating.

e Ensurefull and timely repayment of debt.

e Maintain fulland complete financial disclosure and reporting.

* Ensure compliance with state and federallaws and regulations.

Governing Authority and Responsibility

A. Legal Authority. The City’s debt portfolio for all City funds shall be administered in conformance
with all applicable Federal, State, and otherlegal requirements. The City will comply with
applicable law as it pertains to the maximumterm of debtand the proceduresforlevyingand
imposing any related taxes, assessments, rates, and charges.

B. Delegation of Authority. The City Council has assigned duties to the Finance Director for
authorizing, managing, and coordinating activities related to the structure, issuance, and
administration of the City’s long-term and short-term debt. No debt obligations shall be
presented to the City Council, including capital leases, fortheir authorization without a joint
assessmentand approval by the City Managerand Finance Director. No departmentshall
directly issue debt and departments planning debt-financed capital programs or equipment
acquisitions will work in close coordination with the Finance Departmentand the City Manager’s
Office to provide information and facilitate the issuance and ongoing administration of debt.
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C. Pointof Contact. The Finance Director shall be responsible for maintaining good communication
with rating agencies, investors, other service providers, and the public regarding the City’s
financial condition, and will enforce a policy of full disclosure.

D. Policy Approvaland Review. This Debt Management Policy is an official policy of the City,
approved by the City Manageras an Administrative Procedure Order. The Finance Department
shall conductan annual review of this policy and recommend amendments deemed necessary
and appropriate.

E. AnnualDebt Report. The Finance Department shall prepare an annual report to the City Council
containing a summary of the City’s current credit ratings, and outstandingand newly issued
debt. This reportshall be presented eitherseparately or within anotherfinancial report.

F. ProfessionalAssistance. The Finance Directorshall have the authority to periodically select
service providers as necessary to meet legal requirements and minimize debt costs. Such
services may include financial advisory, underwriting, trustee, verification agent, escrow agent,
arbitrage consulting, special tax consulting, and bond counsel. To achieve appropriate balance
between service and cost, the Finance Director is authorized to select such service providers
through sole source selection or a competitive process usinga requestforproposals.

G. Method of Sale. Exceptto the extenta competitive bidding process is required by law, the
Finance Director shall determine the mostappropriate mannerin which to offerany securities
to investors. The City’s preferred method of sale is by competitive bid. However, other methods
such as negotiated sale and private placement may be considered on a case-by case basis.

Types and Purpose of Debt

The City may utilize the followingtypes of municipal debt obligations to finance long-term capital
projects. Long-term debtis only issued to finance the acquisition and/or construction of capital
improvements unless otherwise decreed by court order or adjudicated settlement. Long-term debt
financing shall neverbe used to fund operating or maintenance costs.

Types of Debt

A. Assessment Bonds. Proceeds from assessment bonds may be used to finance local public
improvements and are repaid with taxes assessed on the parcels of land that benefitfrom the
improvements. Local streets, streetlights, landscaping, sidewalks, and sanitary sewers are some
examples of local improvements commonly financed by assessment bonds.

B. GeneralObligation (GO) Bonds. The City may issue GO Bonds with two-thirds approval of a
popular vote as stated in the California State Constitution (Article XVI, Section 18). GO Bonds are
secured by a pledge of the full faith and credit of the City, or by a levy on property taxesto pay
the debt service. GO Bonds are used to finance the acquisition, construction, or improvement of
public facilities such as parks and public safety facilities.

C. Pension Obligation Bonds. Pension Obligation Bonds may be issued to finance all or part of the
City’s unfunded pension liability and are a general obligation of the City. Typically, these bonds
are issued at an interest rate which is lowerthan that being charged by CalPERS, the City’s
pension administrator.
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D. Enterprise Revenue Bonds. Enterprise Revenue Bonds may be issued to finance facilities fora
revenue-producing enterprise and are payable from revenue sources generated and pledged by
that enterprise. Water, sewer, refuse, storm water, and parking are examples of revenue -
producing enterprises within the City.

E. Lease RevenueBonds. Lease RevenueBonds are secured by and payable from a pledge of
revenues consisting primarily of lease payments on the capital project being financed. The City’s
General Fundis obligated to pay these lease payments.

F. Refunding Bonds. Pursuanttothe California Government Code and various other financing
statutes, the City is authorized to issue bonds for the purpose of refundingany long-term
obligation of the City, provided it produces economicbenefit to the City.

G. ConduitFinancing Bonds. Conduitfinancingis a mechanism for other governmental entities,
nonprofitagencies, or private companies to fund projects that provide a clear public benefit
through the issuance of tax-exempt municipalbonds. These are essentially revenue bonds
payable solely fromthe loan repayments received fromthe borrowerunderthe loan agreement
for which the City has noliability fordebtservice. They may also be known as private activity or
pass-through bonds. The City may issue Conduit Financing Bonds for projects such as schools,
hospitals, universities, public works, housing, and industrial development. In such cases, the City
will take reasonable steps to confirm the financial feasibility of the projectto be financed and
the financial solvency of the borrower.

H. Certificates of Participation (COP). COPs are aform of lease revenue bond that permits the
investorto participate in a stream of lease payments, installment payments, or loan payments
relating to the acquisition or construction of specificequipment, land, or facilities. The City is
obligated to make these debt service payments.

I. Lease Financing. The City may finance a capital asset by leasing it directly from the vendoror
leasing company undera long-term agreement. This is essentially a lease-purchase contract with
the lessor receiving a portion of each rental paymentas tax-exemptinterest.

J.  Bank/Private Loans. The City may borrow directly through a loan with a commercial bank, Letter
of Credit, or Line of Credit with a commercial bank, state revolvingloan program, or other
governmentalagency. Each loan will have a specific purpose.

K. TaxAllocation Bonds. Before dissolution of California Redevelopment Agencies (RDAs) in 2012,
the City of South Pasadena RDA issued Tax Allocation Bonds using tax incrementfundsasa
pledge forrepayment. The taxes pledged to the repayment came from the increase of assessed
value overand above a pre-established base. Dissolution of RDAs in 2012 has ended this type of
debt from being issued by California cities and counties.

L. OtherObligations. There may be special circumstances when otherforms of debtare
appropriate and may be evaluated on a case-by-case basis. Such otherformsinclude, but are
not limited to, non-enterprise revenue bonds, bond anticipation notes, grant anticipation notes,
tax and revenue anticipation notes, and judgment or settlement obligation bonds.

Purpose of Debt

A. Integration with the City’s CapitalImprovement Plan. The City is committed to long-term
financial planning, including capital planning. This policy will be used in conjunction with the
City’s capital budgetand the capital improvement plan. The City shall strive to fund the upkeep

owng
e
>

H
Page 45 DENA



City of South Pasadena Finance Policies and Procedures Manual
INVESTMENTS AND DEBT MANAGEMENT March 2022

and maintenance of its infrastructure and facilities due to normal wearand tear throughits
available operatingrevenues.

B. Long-Term Debt. Long-term debt may be used to finance the purchase or improvement of land,
infrastructure, facilities, or equipmentforwhichit is appropriate to spread these costs over
more than one budgetyear. Long-term debt may also cover capitalized interest, costs of
issuance, required reserves, and any other financing-related costs which may be legally
capitalized. Long-term debt may not be used to fund City operating costs.

C. Short-Term Debt. Short-term borrowing, such as commercial paperand lines of credit, may be
used as an interim source of fundingin anticipation of long-term borrowing. Short-term debtis
defined as debtrepaidin twelve months orless and may be issued for the same purpose as
long-term debt, including capitalized interest and other financing-related costs. Short-term debt,
such as tax and revenue anticipation notes, may be issued to address justifiable cash flow
requirements forshort-term operating needs to provide necessary publicservices.

D. Refunding. Periodicreviews of existing debt will be undertaken to identify refunding
opportunities. Refunding will be considered (within federaltax law constraints) if and when
there is a net benefit of the refunding.

Refundings that produce a net presentvalue savings of less than three percent will be viewed as
economically viable and considered on a case-by-case basis to achieve City goals such as
changesin covenants, call provisions, operationalflexibility, tax status, issuer, or the debt
service profile. Refundings with negative savings will not be considered unlessthereisa
compelling public policy objective thatis accomplished by retiring the debt. The City may
purchase its own bondsin the open marketforthe purpose of retiring the obligation when the
purchase is cost effective.

E. Lease Financing.The City may finance a capital asset by leasing it directly from the vendoror
leasing company, with the lessorreceiving a portion of each rental payment astax-exempt
interest.

Debt Capacity

It is the City’s policy that aggregate debt service payments funded from General Fund sources shall
be no greaterthan 10% of primary General Fund revenues as reflected in the prior yearadopted
budget. Payments on bondsthatare tied to a specified revenue stream otherthan General Fund
sources (e.g., enterprise revenue bonds, tax allocation bonds, and assessment bonds) are not
subjectto this 10% limit. Each proposed financing will be individually assessed by the Finance
Director and subjectto the approval policies contained herein.

Debt Structure Features
A. Debt Repayment. The City will structure its debtissues so the maturity of the debt does not
exceed the economicoruseful life of the capital project which is financed.

B. Maximum Maturity. The California Constitution allows for the issuance of long-term debt of up
to forty years. The City’s standard maximum maturity is thirty years, but up to forty years may
be acceptable depending on cash flow assumptions, construction timeline, and remaining useful
life of the assetbeingfinanced.

C. Credit Quality. The City seeksto obtain and maintain the highest possible credit ratings when
required forissuing long-term and short-term debt.
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D. Fixed-Rate Debt.Fixed-rate debtshallbe the desired method of pricing.

E. Variable-Rate Debt. The City may choose toissue debtthat pays a rate of interest that varies
according to a pre-determined formulaorindex. There may be situationsin which the City will
benefit fromvariable-rate debt.

F. Call Options and Premium Provisions. Call options or optional redemption provisions can enable
the City to partially or totally repay a bondissue before its stated maturity. These may be
considered on a case-by-case basis when issuing bonds, provided they enhance the
marketability of the bonds, ensure flexibility related to potential early redemption, orfoster
future refunding options. The potential foradditional costs, such as a call premium or
potentially higher interestrates, will be evaluated in the decision to redeem the bonds.

G. Credit Enhancement. To establish or improve the credit rating on a proposed debtissuance, the
City may purchase credit enhancement such as bond insurance, surety policy, or letter of credit.
The Finance Director will considerthe use of credit enhancement if it reducesthe overall cost of
the proposed financing or furthers the City’s overall financial objectives.

Debt Administration

The City’s Finance Department shall maintain written directives and procedures detailing required
actions to certify compliance with local, state, and federal regulations. The City is committed to full
and complete financial disclosure in accordance with the requirements established by the Securities
and Exchange Commission (SEC) rule 15c2-12 and the Municipal Securities Rulemaking Board. The
City is also committed to fully supporting requests from rating agencies, institutional and individual
investors, other governmental entities, and to the public to share clear, timely, and correct financial
information.

In addition to financial disclosure and arbitrage rebate compliance, once bonds are issued the City is
responsible forverifying compliance with all activities, agreements, and requirements outlined in
the bond documents on an ongoing basis. This typically includes ensuringan annualapp ropriation to
meet debtservice payments; that relevant taxes, rates, and fees are levied and collected at a level
sufficientto meetindenture requirements and debt service payments; the timely payment of debt
service to a trustee or paying agent is completed; and compliance with insurance and other
requirements.

Note: All investments of bond proceeds shalladhere to the City’s Investment Policy which is
approved annually by the City Council, federaltax requirements, and with the requirements
containedin the bond documents. Investments related to the bond proceeds shallnot allow security
types or credit standards less than those stated in the City’s Investment Policy.
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GOVERNMENTAL ACCOUNTING AND GENERAL LEDGER

MAINTENANCE

A. Introduction and Basis of Accounting

A core fiduciary function of the Finance Departmentis maintaining a system of monitoring, control
and reporting for all operations and funds to provide effective means of ensuring that all City
financial transactions are accounted for correctly. An accurate, up-to-date generalledgeris critical
as all financial reportingis based on information contained in the generalledger. Itis important that
staff has the appropriate skill sets and training to maintain a generalledgerthat is in accordance
with generally accepted accounting principles (GAAP).

Basis of Accounting for Government-Wide, Governmental and Enterprise Funds
The City of South Pasadena’s accounting records are maintained in full accordance with GAAP, as
established by the Governmental Accounting Standards Board (GASB).

The City’s government-wide financial statements, as well as all proprietary funds (including
Enterprise and Internal Service Funds) shall be reported using the economicresources measurement
focus and the accrual basis of accounting. Revenues willbe recorded when earned and expenses
recorded when aliability is incurred, regardless of the timing of related cash flows. Property taxes
will be recognized as revenuesin the fiscal yearfor which they are levied. Grants and similar items
will be recognized as revenue as soon as all eligibility requirementsimposed by the provider have
been met.

For all governmental fund financial statements (General, Special Revenue, Debt Service and Capital),
the current financial resources measurement focus and the modified accrual basis of accounting is
followed. Underthe modified accrual basis of accounting, revenues are recognized when they
become measurable and available. Revenues are considered to be available when they are
collectible within the current period or soon thereafterto pay liabilities of the current period. For
this purpose, the City considers revenues to be available if they are collected within 60 days of the
end of the current fiscal period. Expenditures are recognized generally when the related liability is
incurred. However, debt service expenditures, as well as expenditures related to compensated
absences, claims and judgments will be recorded only when paymentis due.

Property taxes, franchise taxes, licenses and interest associated with the current fiscal period are all
considered to be susceptible to accrual and will be recognized as revenues of the current fiscal
period. Only the portion of special assessments receivable due within the current fiscal period will
be considered susceptible to accrual as revenue of the current period. Othergeneralrevenue items
are considered to be measurable and available only when cash is received by the City.

B. Chart of Accounts

It is necessary to set up and maintain the financial software to ensure the General Ledgeris
accurate. The chart of accounts is used forthis purpose. The chart of accountsis an index of all
financial data in the City’s General Ledgerthatis designed to separate and correctly classify
revenues, expenditures, assets, and liabilities.

The chart of accounts is an essentialtool for ensuring that the City’s financial transactions are
correctly coded, accounted for, segregated, and reported in compliance with governmental
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accounting standards covering budget appropriation controls, fund levelaccounting, grant
accounting and capital projects accounting.

The City will establish its chart of accounts that is reflective of its accounting policies and consistent
with GAAP. The following major fund groupings are established in the City’s chart of accounts:

e General Funds,

e Special Revenue Funds,

e DebtService Funds,

e Capital Projects Funds, and

e Proprietary Funds, whichincludes:
=  Enterprise Fundsand
= InternalService Funds.

C. System Setup and Maintenance

New accountstrings must conformto the overall chart of accounts’ numbering scheme foreach
portion of the account number. Any changes to the chart of accounts must be approved by the
Finance Department.

Reconciliations are performed by Finance Department staff on amonthly and annual basis prior to
and after closing the month’s/year’s generalledgerto ensure accuracy of the books and financial
statements.

The Finance Department (in conjunction with the Information Technology Division of the
Management Services Department) is responsible for maintaining the security and running updates
for the City’s financial software system. The generalledger software system must be maintained so
it is conducive to supporting internal controls by segregating duties of staff members.

D. Recording Transactions in the General Ledger

The properrecording and posting of transactions to the General Ledger(GL) is an essential
accounting task to ensure the accuracy, validity, and reliability of financial records. Accurate records
are necessary totrack revenues and expenses in the annual adopted budget and to monitor the
City’s fiscal position forshort and long-term budgetary decision-making.

Posting Transactions
The accounts established in the GL must be kept up to date by routinely recording, adjusting, and
correcting transactions. The following requirements apply to posting processes:

1. All transactions mustinclude propercoding to the individual fund, department, program,
project, and object code as applicable.

2. All transactions recordedin journals must be posted to the GLthrough Springbrook.

3. Recurring adjustingjournal entries such as depreciation of fixed assets must be posted via
journalvouchers every accounting period. These entries must be reviewed monthly and
adjusted as necessary.

4. Adjustingjournalentries must be made to correctly correct account balances or to record
transactions not otherwise journaled. Examples of these entries include:

a. Accrual of income and expense items
b. Correctionof errors
c. Recordingof non-cash transactions
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All journal entries are prepared by the accountant, mustbe reviewed and authorized by the
accounting managerand/or finance manager before being posted. Adequate backup
documentation, including documentation of approval, must be prepared and maintained for each
journalentry.

Trial Balance Preparation and Review

After postingall journal and adjusting entries, a trial balance is printed. The trial balance is reviewed
by the accountantto ensure thatthe GLis in balance, with necessary corrections being made by
another staff memberin Finance to reconcile any discrepancies. Afinal review will be performed by
the accounting manager before financial statements are prepared for documentation and reporting
purposes.

E. Journal Entry Preparation, Review and Processing
The following procedures are necessary to ensure thatall journal entries to the GL are properly
prepared, documented, reviewed, approved, recorded, and maintained in accordance with GAAP.

1. Anyjournal entry must be documented by completing the journalvouchertemplate.

2. All journalentries must be signed by both the preparerand reviewer prior to posting.

3. The person preparinga journalentry cannot approve the same journalentry.

4. The person preparinga journalentryis responsible for reviewing supporting documentsand

ensuring their accuracy, and for explainingthe reason to justify the entry.

The person preparinga journalentry must ensure that the debits and credits are in balance.

6. All journalentries mustinclude supporting documentation and a description that explains
the nature of the entry and amounts beingrecorded.

7. All journalentries mustbe properly processed priorto closing the accounting period.

8. All postedjournalentries and related documentation shall be maintained in an accessible
file forreview by management and external auditors as necessary.

v

Journal Entry Approval
Journal entries are prepared by the accountant or one of the management assistants and are
reviewed and posted by the accounting manager and/or Finance Manager.

F. Financial Reporting

The City must comply with all GAAP requirements and must publish an AnnualComprehensive
Financial Report (ACFR). The ACFR shall be subjectto an audit by an independent certified public
accounting firm who shall rendertheir opinion on the financial statements based on Government
Auditing Standards issued by the Comptroller General of the United States. The ACFR, including the
independentauditor’s report, willbe completed and published no later than six months after the
end of the fiscal year. Any delay in meeting this timeline will require a written justification reviewed
and approved by the City Managerand issued, as necessary, to otherexternal entities thatrely on
the timely transmittal of the ACFR such as the State Controller’s Office, granting agencies and debt
issuers.

The Finance Department prepares the dataforthe statistical section and the entire ACFRis
prepared by the auditor. The complete ACFRis reviewed by the Finance Director and City Manager
before it is submitted to the City Council during a regular Council meeting forapproval.

To the extentthatthe City received and incurred expenditures of federal grants that are subjectto
the federally mandated Single Audit requirements, the City shallalso request that the independent
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auditor issue a Single Audit Reporton Federal Award Programs in compliance with the U.S. Office of
Managementand Budget (OMB) Compliance Supplement.

The ACFR, along with the auditor’s report on internal controls and compliance and any required
Single Auditreports, is presented to the City Council at a public meeting, afterfirst being presented
to the Finance Commission. The City shall endeavorto achieve audits with minimal auditor findings
in the form of significant deficiencies and will swiftly and thoroughly respond to auditor findings of
material weakness.

As an additional independent confirmation of the quality of the City's financial reporting, the City
will annually seek to obtain the GFOA Certificate of Achievementfor Excellence in Financial
Reporting. The ACFR will be presented in a way designed to effectively communicate with residents
about the financial affairs of the city.

Midyear and Quarterly Financial Reporting

In addition to the annual financial reporting process, the Finance Department monitors revenues
and expenditures throughoutthe yearand prepares a midyear budget update to the City Council not
later than the end of February. The purpose of the midyearreportis to consider changesin the

City’s fiscal condition and to make budget adjustments based on majorchangestorevenuesor
expenditures not anticipated at the time of budget adoption.

Quarterly budget updates will be provided to the City Council in October, February (inclusive in the
midyearreport mentioned above) and May, with the final update provided with the subsequent
year’'srecommended budget. Additionally, the fourth quarterbudgetreport willbe presented as
part of the ACFR presentation.

G. Bank Reconciliation Procedures

As referenced in the Accounts Receivable Section of this manual, the City takesin cash, check and
credit card payments on a daily basis. Paymentsreceived are deposited as they are received.
Conversely, payments the City makestovendors are typically made every other week. Given the
many transactions that occur, and the timing of deposits and payments, itis essentialthatthe City’s
bank accounts are periodically reconciled to the GLso it is kept up to date. Ata minimum, all City
bank accounts should be reconciled to the GL on a monthly basis with reconciling items promptly
analyzed and adjusted with corresponding explanations and should be completed within 30 days of
the end of the month.

The finance manageris responsible for preparing the monthly bank reconciliations and creating
records of any adjustments. The monthly bank reconciliations must be reviewed and approved by
the Finance Director.

The monthly bank reconciliation process consists of comparing cleared transactions on the bank
statementsto entriesin the financial systemto determine whetherthe bank balance equalsthe
book balance fromthe GL. Any discrepancies between the two balances must be researched to
determine the cause, such as recording errors, posting errors or omissions. This may also include
recalculation of the bank statementfor potentialerrors made by the bank.

Reconciling items such as interest, bank charges, and any recording errors must be summarized and
journaled forrecording to the GL, with supporting documentation maintained for audit purposes.
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H. Budget Adjustments

While the following table shows the approval authority forbudget amendments, any increase in
fund appropriations must be approved by the City Council.

Table 6. Approval Authority for Budget Amendments
Approving Authority
Department City City
Description Heads Manager Council
Budget transfer within the same division (O&M only) X
Budget transfer between differentdivisions but same department X
(O&M only)
Budget transfer within the same department (O&M only) X
Budget transfer between Salaries and Benefits within the same X
department
Budget transfer between two differentdepartments X
Budget transfer between two differentfunds X
Budget increase X

I. General Ledger Procedures

Month-End Closing Procedures

Today’s generalledger systems typically do not require that GL periods be closed each month.
However, itis importantthat all transactions and adjusting journal entries be properly recorded
within the monthly period to which the transaction relates.

To properly report midyear financial transactions in the midyear financial report (upon which budget
adjustments are based), the City will perform a “soft close” at the end of December. This soft close
will include recording accrual entries related to significant revenue sources such as property taxes,
special assessments, sales taxes, franchise fees, water and sewer service charges, and other
significant revenue sources. The soft close shall be completed as soon as practical and before
preparing and finalizing the midyear financial report submitted for City Council review in February.
Reversing journal entries shall be posted where necessary in the January period to maintain the
appropriate GL balances.

Closing the Fiscal Year

The City will close its general ledger as soon as practical at the end of the fiscal year. Financial
transactions foraccounts payable are recorded until approximately the middle of August. Not later
than September, the City will close the GLto all transactions recorded in the 12 monthly periods and
starts to prepare worksheets with fund analysis for the year-end financial statements. Post-yearend
accounting periods (e.g., Period 13 for post-close transactions, Period 14 for audit adjustments) will
be closed upon conclusion of the audit. The Finance team follows a financial close checklist to
ensure all accounts are reconciled and accruals posted.

All manualjournal entries prepared by the Finance staff are reviewed and approved by the
accounting managerand/orfinance manager before posting. Support for manual journal entries and
documentation of the review and approval process of journal entries are physically saved for
records retention.
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ACKNOWLEDGEMENT FORM

Please read the following statements and complete this form and return to your supervisor within
one week of commencing employment with the City of South Pasadena or within one week of an
update to the manual to indicate your receipt and acknowledgment of this manual.

This is to acknowledge that| have received and reviewed a copy of the City of South Pasadena
Finance Policies and Procedures Manual dated ZZZZ W | have had an opportunity to ask
guestions and seek any clarifications necessary regarding the policies and proceduressetforthin
this manual, and | understand these policies and procedures. | understand this manual supersedes
all previously issued policies and procedures, and that | may request clarification of policies from my
supervisoror the Finance Director.

| understand that this manual contains importantinformation about the City’s financial policies and
on my obligations as an employee. |l acknowledge thatlam expectedtoread, understand, and
adhere to this manual. | understand that| am governed by the contents of the manual and that the
City may change, rescind, or add to any policies, procedures or practices described in the manual,
fromtime to time in its sole and absolute discretion, with or without prior notice. The City of South
Pasadena will advise employees of material changes within a reasonable time. | am aware that
violations of the policy may subject me to disciplinary action, up to and including termination of
employment.

| understand that my signature below indicates that | have read and understand the above
statements and that | have received a copy of the current City of South Pasadena Finance Policies
and Procedures Manual.

Employee's Name (Print):

Employee's Signature:

Date:

The signed original copy of this acknowledgment should be given to management; it will be filed in
your personnelfile.
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